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  Rates and FX Themes/Strategy 
 
• The main market driver over the past day was the central bank 

expectations. UST yields rose by more than 10bps across the 2Y to 10Y 
segment with front-end bond underperforming, as Powell reiterated 
the commitment to hike rate. Treasury futures are extending losses at 
Asia open. Powell said the Fed “won’t hesitate” to hike rate beyond 
neutral, and the central bank will do so until it sees inflation “coming 
down in a clear and convincing way”. USD OIS is pricing in a 50bps hike 
at the June meeting, and 85% chance of a 50bps hike each at the July 
and September meetings.  
 

• Front-end Gilt underperformed USTs, upon a strong set of labour 
market data. Payroll rose by 121k in April, the jobless rate edged down 
by 0.1ppt, and weekly earnings growth picked up. This backdrop is 
seen as providing the BoE with more leeway to continue hiking rates. 
GBP/USD rose to an intraday high of 1.2499 and is trading around this 
level at the time of writing. It is a tug of war for the sterling between 
the prospects of higher rates and growth concerns coupled with 
unhelpful Brexit headlines. Having firmly rebounding from the low of 
1.2156, the 21DMA at 1.2515 is the immediate resistance, followed by 
1.2650. 
 

• AUD/USD garnered support from monetary policy prospect as well. 
RBA minutes show that MPC members had considered three options 
for the May rate hike – 15bps, 25bps and 40bps. A 15bps hike was seen 
as not enough, while a 40bps rate hike was considered because it 
would bring the level of the Cash Rate back to the normal multiple of 
25bps. The reason for not opting for a 40bps hike yet was that the 
central bank would have the opportunity to do so later. As such, the 
chance appears high for a 40bps hike at any one of the remaining 
meetings for the year. Still, cash rate futures pricing of additional hikes 
of 245bps between now and year-end looks overly hawkish. 

 
• EUR OIS pricing of rate hikes this year has reached our target of 

100bps; any further increase in the pricing may look overly hawkish at 
this stage.  

 

• USD/SGD. SGD NEER is trading at 1.33% above mid-point this morning, 
mildly lower than Tuesday’s close. The broad dollar retraced further 
but the SGD underperformed the CNY. Having broken the support at 
1.3850, the next level to watch for USD/SGD is 1.3765 which 
corresponds to the upper end of the SGD NEER band at current market 
levels.  

 
• The onshore CNY bond market saw another month of relatively big 

outflow at RMB88bn in April, following the outflow of RMB98bn in 
March (Chinabond data only). Yield differentials being compressed on 
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the one hand, the RMB was relatively volatile during the month when 
FX hedging costs were not particularly low. Implied RMB rates have 
fallen more than CGB yields since then, which helps improve the risk-
reward if partial FX hedge is needed.  

 
• USD/CNH. China registered a net foreign-related foreign currency 

receipt (by banks on behalf of clients) of USD11.0bn in April, 
representing continued supply of foreign currencies to onshore. 
Overall net FX settlement by banks on behalf of clients was USD15bn 
in the month, mainly from the goods trade account. The trend of 
external balance being supported by the trade account remains intact, 
which shall prevent a disorderly depreciation in the RMB, while the 
fluctuations in the portfolio account are driving short-term volatility. 
The tendency to convert foreign currency receipts into the RMB rose 
for a second month, probably as entities took advantage of the 
stronger dollar. The earlier high of 6.8380 has become the resistance 
for USD/CNH, while downside is at 6.7124.  

 
Source: CEIC, OCBC 
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This publication is solely for information purposes only and may not be published, circulated, reproduced or distributed in w hole 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 t o 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 Bank, its related companies, their respective directors and/or employees (collectively 
“Related Persons”) may or might have in the future interests in the investment products or the issuers mentioned herein. Such interests include effecting transactions 

in such investment products, and providing broking, investment banking and other financial services to such issuers. OCBC Bank and its Related Persons may also 
be related to, and receive fees from, providers of such investment products. There may be conflicts of interest between OCBC Bank, Bank of Singapore Limited, 
OCBC Investment Research Private Limited, OCBC Securities Private Limited or other members of the OCBC Group and any of the persons or entities mentioned in 
this report of which OCBC Bank and its analyst(s) are not aware due to OCBC Bank’s Chinese Wall arrangement.  

 

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, distr ibute, deliver or otherwise disclose any 
Relevant Materials to any Relevant Entity that is subject to the Markets in Financial Inst ruments 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 II, as implemented in any jurisdiction). 
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