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Interest Rates Thoughts 

UST curve steepened on Fed hold 
 

• USD rates. The UST curve steepened upon the status quo decision 
by the FOMC. The presence of three dissenters was not more 
hawkish than market expectation. 2Y yield fell by 12bps from intra-
day high at one point, ending the day 6bps lower than intra-day 
high or 1.5bp lower than previous close. Market pared back rate 
hike expectation, to a 66% chance of a 25bp September hike versus 
fully pricing it in before FOMC decision; Fed funds futures last 
priced a total of 35bps of hikes by year end versus 42bps priced 
prior. Our base-case remains for the FOMC to keep the target range 
for the Fed funds rate unchanged at 3.50-3.75% for the rest of the 
year. We have flagged the risk of a hike, which if materialises, 
would likely be reversed in 2027. Market is likely to hold onto 
expectation for some tightening, given the fluid geopolitics 
development and hence the uncertain inflation outlook. Range for 
2Y UST yield may remain at 4.25-4.35% for now. Immediate focus 
is June PCE/core PCE tonight. For market to further pare back rate 
hike expectations, another round (July) of benign inflation prints 
together with some de-escalation in geopolitics are likely required. 
On a multi-month horizon, we expect market to gradually reduce 
hawkish pricing, premised on our expectation for some easing in oil 
prices; if this view materialises, then the 2Y UST yield has room to 
edge back towards the 4.00-4.05% area by 4Q26 or 1Q27. 
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• At the longer end, breakevens rose overnight, explaining most of 
the increases in nominal yields, as we have warned of upside risk 
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to US breakevens partly as a catch-up to some other DMs and to oil 
price itself. 10Y real yield edged lower, which was also in line with 
our bias. As the 2s10s segment has steepened in recent days, from 
below 1-year trend line to above, as and when short-end UST yields 
ease, there is also room for the 10Y UST yield to follow. In the near 
term, range for 10Y UST yield is seen at 4.55-4.75%.  
 

• SGD rates. We have had an upward normalization view for SGD 
rates. After the recent increases in USD rates and the recent SGD 
rates underperformance, SGD OIS are now trading near our year-
end forecasts for most tenors except the very front end. SORA the 
overnight rate continues to fluctuate over the days; although 
fixings were relatively high (above 1.20%) on some of the days, it 
has remained mostly below OIS. We continue to expect SORA to 
move to a higher range, fluctuating around the 1.4% level by year 
end. The negative carry at pay positions may however slow the 
upward momentum in SGD OIS, and some interim retracement in 
SGD OIS cannot be ruled out – which is better seen as opportunities 
for locking in funding costs at better levels. We remain of the view 
that upside room is bigger than downside room in SGD rates. On 
the SGD OIS curve, 1Y and 2Y tenors are sweet spots for hedging, 
with the 1s5s and 2s5s segments having re-steepened. On bond 
side, SGS may garner some support at current levels, as bond/swap 
spreads (OIS – SGS yield) have turned negative for most tenors after 
a period of SGS underperformance against swaps.  
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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 
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the markets provided is not necessarily indicative of the future or likely performance of the securities/instruments. Whilst the information contained herein has been 
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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, commun icate, 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). 
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