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Interest Rates Thoughts

Yields rose on geopolitics

e USD rates. US yields rose overnight on heightened geopolitical Frances Cheung, CFA
tensions as US and Iran exchanged fresh attacks. Earlier in the NY Head of FX and Rates Strategy
session, yields once fell upon the JOLTS data releases. July JOLTS
job openings printed lower than expected while June’s figure was
revised downward. Data were apparently overwhelmed by
geopolitical developments. Our base-case for the FOMC to keep
Fed funds rate unchanged this year is partly based on contained
inflation pass-through thus far, but we acknowledge the risk for a
hike being delivered has risen given recent hawkish comments
from Warsh and the prospects of renewed inflation pressure. Still,
market pricing of a total of 64bps of hikes by mid-2027 is on the
hawkish side. We therefore have a downward bias to 2Y UST yield
although this view may take time to materialise. In the near term,
investors may also prefer shorter duration given the re-escalation
in geopolitics. Earlier during Asia and Europe sessions, JGB and gilt
yields already rose, and there may still be some follow-through.

Long-end JGBs and gilts are potential competitors to USTs for
investor demand given comparable yield pick-up.
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e JPY rates. We are bringing forward our expected 25bp BolJ policy
rate hike to the September meeting from the October meeting
previously anticipated. July CPl and August Tokyo CPI YoY readings
accelerated as expected. While monetary policy does not target
exchange rate, a weak yen does have an impact on prices. BoJ
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opined the pass-through from exchange rate to prices seems to be
getting stronger. Key question is whether the BoJ will deliver a third
hike within this year, thereby quickening the pace of tightening
compared to the twice-a-year pace. Policy normalization is likely to
continue given a tight labour market, pro-active firms’ price-setting
behaviour, and imported inflation pressure. Bol raises rates to
normalise monetary policy, as the policy rate has stayed negative
in real term. We expect a total of 50bps of hikes in 2027, and there
is room for more hikes.

e SGD rates. Our forecasts have assumed an upward normalization
in SGD rates, and some normalization in SGD-USD rates spreads as
well. This view has mostly panned out. SORA was fixed above 1.30%
on 11 of the 21 days in August, touching a high of 1.4968% on 18
August. SORA averaged 1.28% in August versus 1.16% in July. This
is in line with our upward bias to SORA in a non-linear move. 1Y and
2Y SGD OIS has already breached our near-term targets of 1.55%
and 1.75%. Before SORA move up at a more rapid pace, further
upward move in SGD OIS may be more gradual than that observed
during July and August. Tuesday’s MAS bills cut-off came in higher
at 1.53%, 1.65% and 1.65% at the 4W, 12W and 36W tenors,
respectively, alongside the higher implied SGD rates. We note the
spread between 12W cut-off and 3M implied rate widened to the
high end of our assumption of 20-25bps. On bond side, year-to-
date SGS issuances amounted to SGD25.5bn. Assuming the
October mini auction does not go ahead and modest sizes of the
remaining two scheduled auctions of the year, growth in
outstanding SGS this year is still likely to outpace that of last year.
We therefore expect modest auction sizes ahead. Light supply is
likely to lend some support to SGS, potentially leading to SGS
outperformance against swaps.
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e KRW rates. KTB yields opened a few bps higher this morning, taking
cue from the global markets. Last week, KTB reaction to the 25bp
BoK policy rate hike was muted. First, the 25bp hike had been
expected. Second, the outcome was seen as dovish. Governor Shin
said “delayed action could require larger policy response” implying
the pre-emptive move might result in a less aggressive hiking cycle.
The “median dot” under the updated projection points to one
additional 25bp hike on the 6-month horizon. OCBC economists
expect the central bank to keep policy rate on hold at 3.00% for the
remainder of the year, before another 25bp hike in 1Q-2027
representing “a moderate pace of hikes” after the back-to-back
hikes. The spread between 3Y KTB yield and policy rate narrowed
to around 90bps, from more than 110bps in mid-August. The
spread is wide enough compared to our base-case for the policy
rate to peak at 3.25%. Further upside to 3Y KTB yield is likely to be
limited. However, asset swap pick-up at 3Y KTB has narrowed over
the past weeks, last at around SOFR+29bps. On balance, range for
3Y KTB yield is seen at 3.75-3.95%.
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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") (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).

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.

Privleged / 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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consequential) that may arise from, or in connection with, any use of or reliance on any information contained in or derived from this material, or any omission from this
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The DIFC Branch of BOS has not conducted or produced any research contained in this material and is acting solely as a conduit in forwarding it to you.
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