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Interest Rates Thoughts

USD and SGD rates views

e USD rates. Compared to levels on 18 August — the day before the Frances Cheung, CFA
announcement of more buybacks of long-end bonds, short-end Head of FX and Rates Strategy
UST vyields are around 6-7bps higher, 10Y yield is little changed and
20Y and 30Y yields are around 5bps lower, i.e. the curve mildly
flattened. While breakeven has been creeping up recently, real
yield has remained as the bigger driver for the increases in long end
US vyields which reflect resilient US growth, and (via the term
premium) lingering fiscal concerns, and competition from
corporate issuances and selected DM government bonds. 10Y term
premium was last at 0.8159% on 20 August as estimated by NY
Fed’s ACM model. As the 10Y term premium has widened from the
low levels seen in late June (at below 0.5%), further upside to the
10Y nominal yield from this component may have become more
limited. We maintain our near-term expected range for 10Y UST
yield at 4.60-4.75%.

e Fiscal concerns may continue to dominate longer-end
performances, with investors staying cautious against the 20Y and
30Y tenors. That said, we also note the possibility of reduction in
long-end supply, as there is both willingness and leeway to do so.
On balance, range for 30Y UST yield is seen at 5.15-5.30%. Next key
event is Jackson Hole. While Warsh has shown reluctance to
provide forward guidance, Jackson Hole is a platform for him to
provide some elaboration on the Fed’s reaction function. Before
that, July PCE/core PCE are to be released.
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e UST Supply. Doubling the buybacks at the 10-20Y and 20-30Y
buckets amount to USD14bn, while Bessent has said the buybacks
can be more. The amount is still likely small compared to supply or
outstanding. Nevertheless, there is the possibility that US Treasury
may consider reducing the supply of long-end bonds if demand
stays weak. First, there is willingness to do so, as reflected by the
tweak in the guidance in the recent quarterly refunding documents
—to “potential future changes” from “potential future increases” in
auction sizes. Second, there is leeway — weighted average maturity
of marketable debt outstanding was last at 70 months, versus
multi-year average of 61.4 months.

e We wrote last week that to fund the additional buybacks, US
Treasury can reduce buybacks of shorter tenors, or to tap their TGA
balance. TGA balance was last at USD933bn on 21 August, but US
Treasury has reduced the target to USD850bn for end-December.
If they are to tap the cash, the balance needs to fall below 850bn,
given current revenue and outlays estimates. There is still some
room to do so, but the buffer is not as thick as when the target was
at USD950bn.

e Long-end yields. The latest leg of upward move in government
bond yields started from late June/early July. While it would be
convenient to characterise the performances as synchronized
moves, we note the difference in terms of the drivers for the
increases in long-end yields. Compared to end-June levels, the
increase in 10Y breakeven explained 72% of the uptick in 10Y bund
yield and 59% of the uptick in 10Y gilt yield; the corresponding
percentages were lower at 42% for 10Y UST yield and 17% for 10Y
JGB yield. Inflation is seen as more sensitive to global factors in
Europe, while resilient US growth (which contributes to higher real
yield) and Japan being in reflationary phase are other factors.
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e SGD rates. SORA fixing was last at 1.3605% on 24 August, after
touching a high of 1.4968% on 18 August. SORA fixing averaged
1.27% thus far this month, higher than July’s average of 1.16%,
which is in line with our upward bias to SORA in a non-linear move.
Compounded SORA, due to their backward-looking nature, lag
SORA in a trend move. Compounded SORA grinding higher with the
1M rate higher than 3M rate at times reflects such trend move. SGD
OIS have underperformed USD OIS month-to-date, with USD-SGD
OIS spreads having narrowed by 2-9bps, more so at the 1Y and 2Y
tenors as short-end rates played catch-up.

e Our forecasts have assumed an upward normalization in SGD rates,
and some normalization in SGD-USD rates spreads as well. For the
SGD OIS curve, our PCA using one-year data suggests some
flattening pressure exerted by a positive shock from the second
principal component, as opposed to a steepening pressure if longer
time series (two-year and five-year) are used. OIS levels are
unsurprisingly mainly explained by the first principal component
(95%), which is mostly parallel with a smaller impact on the 1Y rate.
On balance, the next targets for 1Y and 2Y SGD OIS are 1.55% and
1.75%, respectively. Again, the expected upward move is unlikely
to be linear.

e On the SGD OIS curve, 1Y and 2Y tenors continue to be seen as
sweet spots for hedging/locking in funding costs. Further out, the
2s5s segment has narrowed mildly compared to early August/late
July levels, while 5Y SGD OIS at 2.0-2.1% level is not particularly high
compared to the economic backdrop and outlook. As such, partial
hedging via the 5Y rate can also be considered.
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Disclaimers

This report is solely for information purposes and general circulation only and may not be published, circulated, reproduced or distributed in whole orin part fo 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 fopics 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 freated 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”) (fogether 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).

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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