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Interest Rates Thoughts

ECB review; SGD rates

e USDrates. USTsrallied as Trump said a deal was near and oil prices Frances Cheung, CFA
fell. The fall in 10Y UST yield was driven by a combination of lower Head of FX and Rates Strategy
breakeven and lower real yield. Our base-case is for the FOMC to
keep Fed fundsrate unchanged this year, while market last priced
in 20bps of a hike by year end. For 10Y UST vyield to fall further,
short end needs to turn less hawkish given the narrow 2s10s
segment. Investors appear to have stayed on the cautious side in
terms of the inflation and policy rate outlook. Key to watch is next
week’s FOMC meeting and the accompanied SEP (summary of
economic projections) including the dot-plot where the focus is on
the median dots together with the distribution across different
time-horizons - the median dot for the longer-term shows where
the neutral rate is most recently seen at, which may shed light on
the resistance to or endorsement on potential tightening if need
be. At the longer end, overnight’s 30Y coupon bond auction tailed,
cutting off at 5.02%; indirect accepted was lower at 60.0% versus
66.6% prior. 30Y yield was last trading at a tad below 5% level; room
for further rally appears limited.
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e EUR rates. ECB raised the three key ECB interest rates by 25bps as
widely expected. Lagarde commented it was not an “insurance”
rate hike, as the policy interest rate decision was justified by
inflation being expected to stay above target throughout most of
2027. ECB revised headline inflation forecasts higher to 3.0% for
2026 and 2.3% for 2027, and core inflation forecasts to 2.5% for
2026 and 2027 mainly reflecting a higher path for energy prices
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with some pass-through. Growth forecasts have been reviseddown
to 0.8% for this year and 1.2% for 2027.

e Policy decision remains in a data-dependent and meeting-by-
meeting approach, and we remain of the view that the path ahead
depends on the intensity and duration of the energy shock. On
balance, we are adding one 25bp hike to our forecast profile, now
expecting another 25bp hike, pencilled in for the September
meeting, which will then bring the ECB deposit rate to 2.50%. First,
while the Governing Council noted upside inflation risk and
downside growth risk, more weight is likely put on the upside risk
to inflation given the mandate of price stability. Second, rates are
arguably still at around neutral levels, while the labour market is
holding up, providing room for some more policy tightening. We
still do not expect an aggressive hiking cycle at this juncture. EUR
OIS last priced additional 47bps of hikes for the rest of the year.

e SGD rates. SGD OIS have fallen over recent days mostly following
USD rates direction. Compared to the high levels attained on 19
May, SGD OIS were lower by 6-20bps across the 1Y to 10Y tenors.
Meanwhile, SORA has stayed volatile as expected, rising to
1.3253% on 9 June and was last at 1.1747%. We maintain a mild
upward trajectory in our SGD rates forecasts, assuming some
normalization in the levels and in the spreads with USD rates. The
lower SGD OIS provide betterlevels for partially locking in funding
costs. We had opined that the 2Y and 3Y represented sweet spots
for hedging — 1Y would be affected relatively more by the initial
negative carry while further out the curve might be seen as steep.
The SGD OIS curve has since flattened mildly but not to large
extent. We continue to see the 2Y and 3Y as sweet spots on the
curve for hedging purposes.
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