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Interest Rates Thoughts 

Bond sell-off intensified 
 

• DM rates. Sell-off in DM government bonds intensified on 
Wednesday, with USTs, gilts, bunds and other EGBs seeing yields 
notably higher, as oil prices rebounded with no sign of de-
escalation in geopolitical tensions. This morning, ACGB yields rose 
by 8-10bps, taking cue from the global markets while Australia saw 
a higher-than-expected 39.5K employment gain in August. USTs 
underperformed bunds and gilts, with yields up by 15bps or more 
for most tenors, upon the surprisingly strong US PMIs (Europe PMIs 
also firmed up), which was followed by a weak 5Y coupon bond 
auction. US September manufacturing and services PMIs rose to 
57.0 points and 58.7 points, respectively. Subcomponents showed 
strong employment and elevated input prices, which added to Fed 
rate hikes expectations. Fed funds futures last priced more than 
90bps of hikes by end-2027, compared to the dot-plot for one 25bp 
hike.  
 

• Overnight’s 5Y coupon bond auction tailed by 3bps, despite the 
intra-day concession, with indirect accepted lower at 54.3% versus 
61.5% prior, reflecting weak investor demand. Wednesday’s uptick 
in 10Y UST yield was mainly driven by real yield which rose by 12bps 
reflecting the resilient economy, while breakeven rose by 3bps. 
Inflation expectation in the US have remained better anchored – 
which is good and bad as it could point to upside risk should energy 
prices stay elevated for longer. Tonight’s 7Y coupon bond auction 
will be a gauge on whether there is a stabilization in investor 
sentiment.  

 
Source: Bloomberg, OCBC Group Research 
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• CNY rates. PBoC granted CNY800bn of 1Y MLF this morning, 
outsizing the CNY600bn of MLF that mature next week. Meanwhile, 
there was a net liquidity withdrawal of CNY110.5bn via 7-day 
reverse repos today. Overall, the liquidity condition is supportive. 
In the days ahead, PBoC is to conduct OMO overnight reverse repos 
on 28 Sep to 8 October. We had expected at least some of the 
liquidity provisions would be done via 14-day reverse repos. Now 
with up to CNY1trn of overnight reverse repos, it looks like PBoC 
will simply roll over the overnight instrument over the days through 
the holidays. It illustrates how an overnight instrument can be 
deployed to cover the liquidity demand during a longer period.  
 

• Repo-IRS and CGBs have continued to trade within ranges, 
sustaining the domestic bond market’s low correlation with the 
global bond market. Bias to CNY and CNH forward points remain to 
the downside, as CNY-USD rates differentials narrowed further 
(became more negative). In offshore, the 6M offshore PBoC bills 
garnered solid - but not overwhelming - demand with a bid/cover 
ratio of 2.12x, cutting off at 1.37%.  

 

         
Source: Bloomberg, OCBC Group Research 
*two years of data to 24 September 

  

• IDR rates. IndoGBs rallied on Wednesday morning amid the risk-on 
sentiment, ahead of Bank Indonesia policy decision. While BI kept 
policy rate unchanged as widely expected, the central bank 
increased the incentives for foreign flows into IDR assets by further 
reducing FX hedging costs for underlying foreign funding 
transactions, including portfolio flows, foreign loans by banks and 
FDI . First, via FX swaps hedging, the premium reduction will be 
increased from 12.5% for all tenors, to 15% for 3-month tenors, 
20% for 6-month tenors and 25% for 12-month tenors. Second, via 
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DNDF, the premium reduction will be increased from 15%, to 25% 
for a 6-month tenor and to 30% for a 12-month tenor.  
 

• On bond flows, month-to-date (as of 21 September), foreign 
investors increased holdings of IndoGBs (including bills) by 
IDR4.3trn, despite the fall in outstanding amount. While IndoGB 
yields have retraced since the start of July, implied IDR rates have 
also mostly eased to sub-6% levels. The premium reduction on FX 
swaps will reduce the hedging costs by around 35bps for a 12M 
tenor, as per last market levels, adding to the pick-up at asset 
swaps into short-end IndoGBs. Although the incremental savings is 
not big, this may still point to a more constructive outlook for 
inflows into the short end. At the longer end, IndoGB-USTs yield 
differentials have narrowed notably since June; current yield 
spread levels are not particularly supportive of foreign inflows.  

 

        
Source: Bloomberg, OCBC Group Research 
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This report is solely for information purposes and general circulation 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 report should not be construed as an offer or solicitation for the subscription, purchase or sale of the securities/instruments 

mentioned herein or to participate in any particular trading or investment strategy. 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 report 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 report 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 

report 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, it 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. In the event that you choose not to seek advice from a financial adviser, you should consider whether 

the investment product mentioned herein is suitable for you. Oversea-Chinese Banking Corporation Limited (“OCBC Bank”), Bank of Singapore Limited (“BOS”), OCBC 

Securities Private Limited (“OSPL”) and their respective 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 or securities related services to such issuers as well as other parties generally. 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, BOS, OSPL 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, 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 II, as 

implemented in any jurisdiction). 

 

The information provided herein may contain projections or other forward looking statements regarding future events or future performance of countries, assets, markets 

or companies. Actual events or results may differ materially. Past performance figures are not necessarily indicative of future or likely performance. 

 

Privileged / confidential information may be contained in this report. If you are not the addressee indicated in the message enclosing the report (or responsible for 

delivery of the message to such person), you may not copy or deliver the message and/or report to anyone. Opinions, conclusions and other information in this 

document that do not relate to the official business of OCBC Bank, BOS, OSPL and their respective connected and associated corporations shall be understood as 

neither given nor endorsed. 
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