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MAS MPS - Modest and gradual appreciation again

This morning, at its semi-annual MPS (Monetary Policy Statement), the
MAS “decided to increase slightly the slope” of the NEER policy band
from 0%, effectively returning policy to a gradual and modest
appreciation path.

From the statement, the slope steepening was motivated by the view
that: 1) imported inflation is likely to rise mildly; 2) domestic sources of
inflation are expected to rise gradually; 3) an improving labor market in
terms of faster wage growth; 4) the Singapore economy is expected to
remain on a steady expansion path in 2018 and come in above the
middle of a previously projected 1.5%-3.5% range.

Overall however, no explicit urgency was detected from the
accompanying statement with core inflation seen in the upper half of the
unchanged forecast range of 1-2%. Meanwhile, headline inflation is also
projected to be in the upper half of the previously projected 0-1% range.
These expectations we feel are/were wholly within the market's prior
reckoning for price developments for the rest of 2018 and into 2019.

On a related note, global trade tensions were mentioned thrice but the
MAS stated that today's policy change takes into account potential
uncertainty from this front.

Implications: Firstly, with little urgency (in terms of significant upside
risks to growth and inflation) behind today’s policy shift, we think the
MAS will likely let the current policy ride towards the October MPS, and
barring any overshoot on the growth/inflation front (relative to current
projections), maintain the current gradient at the October MPS.
Specifically, we’d also continue to watch for an explicit drift higher
(nominal Index values) in the SGD NEER in the coming 6 months.

Secondly, there are no implications for SGD NEER-implied USD-SGD
valuations today, given that a gradient change would not impact values
on t=0, today. Meanwhile, the NEER is around +0.59% as of the time of
writing, essentially within its recent range. While the nominal implied
short end may see a near term cap as a result of the slope steepening,
the discounts may remain more a function of Libor. Meanwhile, the long
end is expected to remain at the mercy of global growth/inflation
prospects.
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Thirdly, with little hawkishness being imputed from the policy move,
expect little in the way of discretionary renewed downside pressure for
the USD-SGD, or strong north-bound pressure for the NEER to rise
significantly above its perceived parity in the near term. At this juncture,
the front end of the vol surface continues to remain subdued — perhaps a
desired outcome.

Fourthly, generalized market expectations would likely settle upon a
+0.50% p.a. slope for the SGD NEER band at this juncture, pending
market triangulation in the coming weeks/months.

Overall, the gradient increase can perhaps be viewed as a pre-emptive
move (today’'s accompanying statement would not have been out of
place if policy had remained static), and we had previously attached a
non-trivial probability of 30% for a slope steepening today.
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This publication is solely for information purposes only and may not be published, circulated, reproduced or distributed in whole or in
part to any other person without our prior written consent. This publication should not be construed as an offer or solicitation for the
subscription, purchase or sale of the securities/instruments mentioned herein. Any forecast on the economy, stock market, bond market and
economic trends of the markets provided is not necessarily indicative of the future or likely performance of the securities/instruments.
Whilst the information contained herein has been compiled from sources believed to be reliable and we have taken all reasonable care to
ensure that the information contained in this publication is not untrue or misleading at the time of publication, we cannot guarantee and we
make no representation as to its accuracy or completeness, and you should not act on it without first independently verifying its contents.
The securities/instruments mentioned in this publication may not be suitable for investment by all investors. Any opinion or estimate
contained in this report is subject to change without notice. We have not given any consideration to and we have not made any
investigation of the investment objectives, financial situation or particular needs of the recipient or any class of persons, and accordingly,
no warranty whatsoever is given and no liability whatsoever is accepted for any loss arising whether directly or indirectly as a result of the
recipient or any class of persons acting on such information or opinion or estimate. This publication may cover a wide range of topics and
is not intended to be a comprehensive study or to provide any recommendation or advice on personal investing or financial planning.
Accordingly, they should not be relied on or treated as a substitute for specific advice concerning individual situations. Please seek advice
from a financial adviser regarding the suitability of any investment product taking into account your specific investment objectives,
financial situation or particular needs before you make a commitment to purchase the investment product. OCBC and/or its related and
affiliated corporations may at any time make markets in the securities/instruments mentioned in this publication and together with their
respective directors and officers, may have or take positions in the securities/instruments mentioned in this publication and may be
engaged in purchasing or selling the same for themselves or their clients, and may also perform or seek to perform broking and other
investment or securities-related services for the corporations whose securities are mentioned in this publication as well as other parties
generally.

This report is intended for your sole use and information. By accepting this report, you agree that you shall not share, communicate,
distribute, deliver a copy of or otherwise disclose in any way all or any part of this report or any information contained herein (such report,
part thereof and information, “Relevant Materials”) to any person or entity (including, without limitation, any overseas office, affiliate,
parent entity, subsidiary entity or related entity) (any such person or entity, a “Relevant Entity”) in breach of any law, rule, regulation,
guidance or similar. In particular, you agree not to share, communicate, distribute, deliver or otherwise disclose any Relevant Materials to
any Relevant Entity that is subject to the Markets in Financial Instruments Directive (2014/65/EU) (“MiFID”) and the EU’s Markets in
Financial Instruments Regulation (600/2014) (“MiFIR”) (together referred to as “MiFID II”), or any part thereof, as implemented in any
jurisdiction. No member of the OCBC Group shall be liable or responsible for the compliance by you or any Relevant Entity with any law,
rule, regulation, guidance or similar (including, without limitation, MiFID Il, as implemented in any jurisdiction).
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