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Top-10 investment strategies for 2019:
#1 Bet on more rate hikes by the Fed

Group Research 9 January 2019

In the fixed income space, we think that fading the
Eugene Leow extreme negativity in the markets by selling the Dec-
Rates 2019 Fed funds futures (selling Eurodollar futures or
paying 1Y USD IRS are also possible) is a good risk-to-
reward play. Towards the last few months of 2018,
sentiment took a turn for the worse as the S&P 500
plunged by close to 20%, dragging UST vyields down
accordingly. Meanwhile, the VIX also peaked above 35 in
late December as trade war concerns, US government

shutdown and Fed worries weigh on risky assets.

. o i We think that short-term USD rates are too low. While a
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Violet Lee +65 68785281 violetleeyh@dbs.com slowdown in 2019 appears inevitable, a recession does
not seem probable (we think 2020 will be a much closer
call). To put things into perspective, the market was
pricing in an implied Fed funds rate of 2.93% in early
November, but this figure has since dropped to 2.39%,

pointing to zero Fed hikes over the coming year. We think

* We begin a 10-part series on our favourite that there is a disconnect between still-strong US

e economic fundamentals and the market. Once risk
- . e o ol el il aversion wanes somewhat, the market should price in 1-
. e market has gotten ahead of itself, pricin . . . .

) o ¢ ) f itself, p ) o 2 rate hikes again. The key risk to our outlook is a marked
in recession risks and removing Fed rate hikes

deterioration in the US economy, prompting the Fed to
for 2019

reverse course in 2019. If the Fed holds rates, this trade

would about breakeven.
e This is too dovish. Fade the excessive

pessimism by betting on 1-2 hikes this year

The market has turned too pessimistic
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Refer to important disclosures at the end of this report.
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Sources: Data for all charts and tables are from CEIC, Bloomberg and DBS Group Research (forecasts and transformations).

Disclaimer:

The information herein is published by DBS Bank Ltd (the “Company”). It is based on information obtained from sources believed to be reliable, but the
Company does not make any representation or warranty, express or implied, as to its accuracy, completeness, timeliness or correctness for any
particular purpose. Opinions expressed are subject to change without notice. Any recommendation contained herein does not have regard to the specific
investment objectives, financial situation & the particular needs of any specific addressee. The information herein is published for the information of
addressees only & is not to be taken in substitution for the exercise of judgement by addressees, who should obtain separate legal or financial advice.
The Company, or any of its related companies or any individuals connected with the group accepts no liability for any direct, special, indirect,
consequential, incidental damages or any other loss or damages of any kind arising from any use of the information herein (including any error, omission
or misstatement herein, negligent or otherwise) or further communication thereof, even if the Company or any other person has been advised of the
possibility thereof. The information herein is not to be construed as an offer or a solicitation of an offer to buy or sell any securities, futures, options or
other financial instruments or to provide any investment advice or services. The Company & its associates, their directors, officers and/or employees
may have positions or other interests in, & may effect transactions in securities mentioned herein & may also perform or seek to perform broking,
investment banking & other banking or financial services for these companies. The information herein is not intended for distribution to, or use by, any
person or entity in any jurisdiction or country where such distribution or use would be contrary to law or regulation. Sources for all charts & tables are
CEIC & Bloomberg unless otherwise specified. DBS Bank Ltd., 12 Marina Blvd, Marina Bay Financial Center Tower 3, Singapore 018982. Tel: 65-6878-
8888. Company Registration No. 196800306E.
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