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e SGD rates still have room to outperform USD
rates over the medium term

e Receiving short-tenor SGD swaps is a strategy
to take advantage of tighter MAS policy.
However, this is only a short-term play

e The market is wary of duration risk but we
think that longer-term SGS should stay
supported

e  Further widening in UST-SGS vyield spreads in
the longer tenors (>15y) could be one way to
express this view

Rates (%, bps) 24-Jul 1W chg 1M chg
3M SOR 1.69 (1) (1)
3M SIBOR 1.64 0 0

2Y SGS 2.02 (4) 5

5Y SGS 2.34 (6) 5
10Y SGS 2.59 (5) 7
2Y/10Y SGS 57 (0) 2

Source: Bloomberg
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Nuancing the SGD curve

SGD interest rates are likely to continue outperforming
their USD counterparts. 2Y SGD rates (IRS and SGS) have
done particularly well since the start of 2018. Back then,
the SGS-UST vyield spread was -24bps. This spread has
since widened to -85bps. This development was also
echoed in the 10Y tenor where spreads have widened to
58bps, from -28bps at the start of the year.

A large part of this outperformance in SGD rates can be
attributed to the pricing in of tighter policy from the
Monetary Authority of Singapore (MAS). The MAS
delivered, steepening the SGDNEER band twice this year
(April and October) to an estimated 1% pa slope. Further
SGD rates outperformance lies ahead, however, the
nuances across the tenors and the investment
timeframes differ.

Receiving positions in the front of the SGD curve looks
attractive in the immediate term. MAS tightening is
putting modest downward pressures on SORs while
longer-term SGD rates have been dragged higher over
the past few months. Meanwhile, stretched USD funding
is showing up in basis swaps (EUR and JPY) while spilling
over to SORs (nudged lower). This development is likely
to last till the end of the year, keeping SORs somewhat
depressed. As such, the carry + rolldown in the front of
the SGD swap curve (out to the 2Y, 3Y tenors) is
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Front of the SGS curve is rich
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compelling and would appeal to market participants with
a shorter investment timeframe. Beyond the short term,
this trade may no longer be as attractive given that short-
term SGD rates already look rich compared to their USD
counterparts.

The intermediate tenors (4Y,5Y) are likely to trade
mixed. The market is awaiting the issue size for the
upcoming 4Y mini auction (capped at SGD1lbn, to be
announced on 22" Oct). Temasek has also launched a 5Y
bond offering that is available to institutional and retail
investors. with a fixed rate of 2.7%, we suspect that
interest could be high (Based on past data from Singapore
Savings Bonds (SSB) auctions). Retail investors are yield
sensitive and 2.7% should be sufficient to clear the hurdle
rate. Note that the initial offer size is set at SGD400mn,
with a possible SGD100mn upsize.

Meanwhile, market participants remain skittish on
receiving longer-term SGD rates. 30Y SGS yields are
hovering just shy of 3% (a key technical resistance line) as
UST yields stayed buoyant. While taking on duration risk
is no longer in vogue, there are a couple of factors that
support SGD rates. Firstly, there appears to be a lack SGD
issuance in the ultra-long tenors in the coming few
months. Secondly, longer-term SGD rates are not as rich
(relative to USD rates). Without taking a directional call
on rates, further US-SG spread widening may be the
best way to express our view.
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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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