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Rates Themes — await tapering details, and tapering,
before rate hikes
Frances Cheung, CFA
e The hawkish FOMC flattened the UST curve as expectedly sooner rate Rates strategist
hikes led to some scaling back of inflation expectations, while pre- +65 6530 5949
FOMC positioning had probably exaggerated the move. Breakevens francescheung@ochc.com
fell, partlyreflecting lower nominal yields and partly higher realyields.
The flattening move looks a bit excessive. As the front-end have
already adjustedto reflect a more hawkish rate hike expectation, while Treasury Research
the tapering narrative shall become more explicit down the road, the Tel: 6530-8384
curve shall be biased to steepening from here. We expect the 10Y yield
to mostlytrade in a range of 1.40-1.60% on a multi-week horizon, with
an upward bias.

e Upon the hike in the O/N RRP rate, the usage at the facility went to
fresh record high. While the higher RRP rate appears effective in
absorbing more liquidity, the high usage also plainly reflects the flush
liquidity situation. Aresolution of the US debt ceiling (expected before
end-July), and a tapering in the Fed’s asset purchase longer-term, will
address the root causes to flush USD liquidity.

e The ECB maintained the “significantly higher” pace of PEPP for the
coming quarter. Weekly PEPP was at EUR17.6bn during Q2 so far,

which already represented a step-up from Q1. The run-rate for the Real yield differential
existing envelope to be fully utilized by March 2022 is EUR17.2bn, and bos with 5Y UST Current
hence thereis room for a continued step-up. The divergence between 80 | OP _ X 5yr average
the Fed and ECB may point to a re-widening in UST-Bund yield spreads, 700 = High
although the still viable asset swap may slow the move. 600 = Low

e We highlighted the IndoGB, MGSand CGB curves for a steepening bias  °® | - -
in our last monthly. This steepening view panned out well in the 400 X
IndoGB and MGS curves. From here, our bias remains for a steepening 200 - -
in the MGS curve, but likely at a slower pace; we have turned neutral - x % x
on the IndoGB curve; the CGB curve shall play some catch-up, where 290 v x

X

we see the steepening move being delayed as LGB issuances were  10p

short of expectation. 0 X = =
e A re-visit at real yield differentials: differentials over USTs are 100 -

favourable for a few markets in Asia, at the upper end of 5-yearranges 2o

for CGB, IndoGBs and KTBs, and above 5-year averages for G-Sec and \{_\\Q@ TG 0@@ P @ \@\@

ThaiGB across the 2Y, 5Y and 10Y tenors. The differentials are around C bg(@c? AR ®,§5\ I(\@QO S
5-year averages for MGS and SGS. These shall be conducive to foreign N <
inflows in general, with room for a narrowing in the differentials via  Source: Bloomberg, OCBC

Asian LCY bond outperformance.
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USD:
Hawkish surprises from the June FOMC came on two fronts. The main 20 % US market
surprise was the dot plot, which now shows two rate hikes expectedin '
2023, versus none previously. On top of this, 7 out of the 18 members 28
predict the first rate hike to come in 2022. On tapering, although ji

Powell described it as stillin the stage of “talking about talking about”,
it nevertheless means the plan is forthcoming. More details — timing 22
and pace— are likely to be unveiled at the July or September meetings. 2.0
Assuming it takes 12 months to bring asset purchases to zero, then 138
tapering may come around end 2021 or early 2022. 16
1.4 —5Y

The UST curve flattened as expectedly sooner rate hikes led to some 1,

scaling back of inflation expectations and hence reversal of reflation ;

trade, while pushing up front-end rates. Eurodollar futures have also 12/20 03/21 06/21
adjusted further; rate implied from the March 2023 contract through
the December 2023 contract went up by almost a full rate hike
cumulatively from the low in earlyJune. As the front-end have already
adjusted to reflect a more hawkish rate hike expectation, while the
tapering narrative shall become more explicit down the road, the curve 0.8
shall be biased to steepening from here. Our expected range for the
10Y yield in the coming weeks is 1.40-1.60% with an upward bias.

— 10Y breakeven

Source: Bloomberg, OCBC
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Upon the hike in the O/N RRP rate, the usage at the facility went to 0.2
fresh record high. While the higher RRP rate appears effective in
absorbing more liquidity, the high usage also plainly reflects the flush
liquidity situation. Aresolution of the US debt ceiling (expected before g2
end-July), and a tapering in the Fed’s asset purchase longer-term, will

0

address the root causes of flush USD liquidity. 04
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Source: Bloomberg, OCBC

EUR:
The ECB maintained the “significantly higher” pace of PEPP for the  ,oEURbn  Net PEPP weekly purchase
coming quarter. However, there was debate on the pace of purchases = ===Q2 average so far
in view of the usually thin market liquidity during the summer, hence 30 == ==0Q1 average

the decision was only “broadly agreed” on and not unanimous. The
economic assessment has also turned mildly more upbeat, that the
central bank now sees the risks to economic growth as “balanced”. 20 Ml -
Weekly PEPP was at EUR17.6bn during Q2 so far, which already
represented a step-up from Q1. The run-rate for the existing envelope 1

to be fully utilized by March 2022 is EUR17.2bn, and hence there is ‘ || | ‘
room for a continued step-up. The divergence between the Fed and 0
ECB may point to a re-widening in UST-Bund yield spreads, although

the still viable asset swap may slow the move. -10
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GBP:

SONIA pricing turned more hawkish over the past week, upon the high
prints of core and headline CPIs, while the BoE again voiced concerns 60 SON|A-spot rate spread
over thesize of its balance sheet. The first expectedrate hike hasbeen 55 ===21/06/2021
brought forward to the September 2022 contract. This pricing looks —11/06/2022
hawkish enough, although other comments from BoE officials also
erred on the hawkish side — “risk that demand gets ahead of supply 30
and that will lead to a more generalized pick-up in inflationary
pressure”, by Deputy Governor Ramsden; “we as policy makers should
be more readytowithdraw our stimulus”, by Chief Economist Haldane. 10
Resistance for the 10Y Gilt is at 72bp, while support sits at 79bp and 0

70 bps
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then 84bp. SRS I R
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Source: Bloomberg, OCBC
SGD:

Spot and short-dated forward front-end SGD-USD rate spreads have
narrowed over the past month amid flush SGD liquidity, before the ;3PP  SGD-USDIRS spreads
widening of late. Further narrowing hinges on USD liquidity, which is

exceptionally flush currently but may normalise somewhat upon a 55 —1Y50D-USDIRS
resolution of the US debt ceiling, expected by end-July. Front-end SGD- —

USD spreads shall gradually grind towards par by then. 20

On bond side, 10Y SGS vyield had stayed below 10Y UST yield for most
of the time prior to FOMC; it rose above its UST counterpart transiently
upon the rallyin 10Y UST. The 10Y SGS yield is likely torevert to trading
below the 10Y UST yield — when yields arerising there is scope for SGS
tooutperform UST. SGS issuance sofar this yearis ontrack with annual
estimates of SGS (Market Development). The first batch of SGS
(Infrastructure) is likely to come in November, when SGS (Market
Development)issuances are finished, while there is no long-end supply
in Q4. There is every flexibility to adjust the size of each issuance to Source: Bloomberg, OCBC
cater for demand if needed. Not facing much supply pressure, and

being highly rated, SGS shall stay resilient.
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MYR:
Our MGS curve steepening view panned out well in the past month, ——— 2105 UST
withthe 3s10s segment having widened by 18bp since our last monthly ——2510s MGS
report. As the curve has caught up partially with the UST curve — which 150 —3s10s MGS
flattened over the same period, further steepening in the MGS curve

may be slower, but shall remain as the bias. Upon renewed lockdown

measures, rates spreads at the front-end — 6M, 3M3M or 1Y MYR IRS 100

versus 3M KLIBOR — have narrowed over the past couple of weeks.
Market has scaled back some of the economic optimism built earlier
this year, and instead been erring on easing expectations. OCBC
economists expect a 25bp policy rate cut in Q3. Front-end rates shall
stay better anchored on monetary policy expectation, while risk of 0

additional fiscal support shall keep investors cautious towards 12/19 06/20 12/20 06/21
duration.
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Source: Bloomberg, OCBC
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IDR: 8 IDRtrn  Netchange in foreign
Recent bond auctions went well, attracting decent incoming bids yet ownership in IndoGB
with only small or no upsize, supporting market sentiment. 6

Government reassurance that there will be no major impact on fiscal
position from stimulus also came as a relief. Foreign inflows into
IndoGBs since 24 May has amounted to IDR28.4trn, with total foreign
holdings at IDR981trnas of 17 June. Realyield differentials of IndoGBs . I| . I I I | | .

e

[ae]

over USTs are favourable, near the upper-end of 5-year ranges across 0
the 2Y, 5Y, and 10Y tenors. Foreigninterestis likely to be sustained, as

long as USD/IDR volatility is capped. The IndoGB curve has steepened ?

by 39bp across the 2s10s segment since our last monthly report; this 4

segment is currently at more than 2 standard deviations above 6M S & & & e &
average and we have turned neutral from a steepening view. S AN AR A

Source: Bloomberg, OCBC

CNY / CNH:

The CGB curve flattened over the past month, as LGB supply still fell
short of expectations while bonds were supported by real vyield
differentials. The latest aggregate financing data for May showed
government bond issuance did pick up, but not representing a
particularly heavy month compared with some months in 2020. The

market shall still brace for higher supply ahead, if the issuance quota is 2000 1 pips bps 300
to be utilized. The curve shall steepen from here, with the 10Y CGB .
yield trading in the range of 3.0-3.3% in the coming months. 1500 -

There are signs that back-end CNH points may be peaking. First, while 1000 - [ 200
inflows to onshore are expected to continue, thereby tightening CNY 150

liquidity in the absence of PBoC operation, the latest expansion in the
PBoC’s balance sheet gives market some comfort. Second, back-end 500 -
CNH points have startedtodiverge with CNY-USD rates spreads again.
Third, back-end CNH points are mildly above onshore points. Fourth, 0 ——12M CNH fwd pt_
although recent addition to the CNH pool has stayed minimal, CNH
liquidity shall improve when the Wealth Management Connect and — 1YCNY-USD IRS

the southbound trading under Bond Connect kick start laterintheyear. 90 - spread (RHS) -0
12-19 06-20 12-20 06-21

Source: Bloomberg, OCBC
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This publication is solely forinformation purposes only and may not be published, circulated, reproduced or distributed in whole orin 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 orlikely performance of the securities/instruments. Whilst the information contained
herein has been compiled from sources believed to be reliable and we have takenall 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 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 therecipient 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 orto provide any recommendation
or advice on personal investing or financial planning. Accordingly, they should not be relied on or treated as a substitute f or 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/oremployees (collectively “Related Persons”) may or might have in
the future interests in the investment products or the issuers mentioned herein. Such interests include effecting transaction s 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.

This reportis intended foryour sole use and information. By accepting this report, you agree that you shall not share, communicate, distribute,
delivera 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 orsimilar. In particular,
you agree not to share, communicate, distribute, deliver or otherwise disclose any Relevant Materials to any Relevant Entity thatis subject to
the Markets in Financial Instruments Directive (2014/65/EU) (“MiFID”) and the EU’s Markets in Financial In struments Regulation (600/2014)
(“MIFIR”) (togetherreferred to as “MiFID 11”), or any part thereof, as implemented in any jurisdiction. No member of the OCB C 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).
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