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Understanding SIBOR and SOR Based Home Loans in Singapore
By SUSAN TEO and PAUL HO

As a small, open economy that depends largely on imports for most of its needs, Singapore adopts
an exchange rate policy, which curbs import-based inflation. Specifically, Singapore makes use of a
managed float regime, whereby the Monetary Authority of Singapore (MAS) manages the
Singapore dollar against a basket of currency of its main trading partners, but allows it to fluctuate
between an undisclosed band. Thus the interest rate in Singapore is determined by world money
markets. It follows closely the interest rate of the countries in the basket of currency, of which the
US dollar makes up a main component. Consequently, there is a correlation between the US interest

rates and that of Singapore's.
What is Singapore Inter-bank Offered Rate (SIBOR)?
SIBOR is the interest rate at which banks and financial institutions in Singapore borrow from each

other. It is similar to the London Interbank Offered Rate (LIBOR). Set by the Association of Banks

in Singapore, SIBOR is transparent and announced daily through the mainstream media.

Many home loan packages offered in Singapore are pegged to SIBOR.

SIBOR comes in different blends of 1-, 3-, 6-, 12-month. So the 1-, 3-, 6-, 12-month SIBOR are the
interest rates for borrowing for 1, 3, 6 and 12 months, respectively. The longer the tenor

the higher the rate is.

What is Singapore Swap Offer Rate (SOR)?
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In contrast, SOR is the lending costs and the expected forward exchange rate between the US dollar

and Singapore dollar. Upon maturity of the SOR tenor, there is a Forex conversion from US dollar

to Singapore dollar, but there is no bid and spread, therefore the banks save money amongst

themselves.

As SOR can be interpreted as currency swaps between the US dollar and Singapore dollar, it has
slightly more volatility compared to SIBOR and current movements impacts the trading volume of

the SOR contracts.

SOR is also set by the Association of Banks in Singapore and comes in different blends of 1-, 3-,

6-, 12-month.
What are SIBOR and SOR pegged home loans?

Floating (variable) interest rate loans in Singapore make use of SIBOR or SOR as the variable
component in the interest rate. Most loan packages follow the 1- or 3-month SIBOR or SOR. The

interest rate for the loan will be defined as spread + SIBOR or spread + SOR.

What is spread?

The margin that the financing institutions add to the loan is called the spread. Using a concrete

example, for an interest rate of SIBOR + 1%, the +1% is the spread.

The spread is usually revised upward, after the first few years of the loan start-date. As an example:

Bank X SIBOR Loan

Period Interest Rate (p.a.)
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First Year 0.75% + 1-Month SIBOR

Second Year |0.75% + 1-Month SIBOR

Third Year |0.75% + 1-Month SIBOR

Fourth Year |1.00% + 1-Month SIBOR

Thereafter |1.25% + 1-Month SIBOR

Advantages and Disadvantages of SIBOR and SOR

Contrary to popular belief, it is not always true that during a low interest rate environment,
borrowers with a SOR-pegged package will necessarily enjoy lower rates than with a SIBOR-
pegged loan. Although SOR and SIBOR are somewhat correlated, and the former tends to fluctuate
more, the fluctuations of SOR can be above or below SIBOR. This is seen in Figure 1, 2 and 3,

which show the most commonly used tenor of 1-month and 3-month.
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Figure 1: 1-Month SIBOR/SOR for Jan 2012-Dec 2012
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Figure 2: 3-Month SIBOR/SOR for Jan 2012-Dec 2012
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Figure 3: 3-Month SIBOR/SOR for Dec 2006-Aug 2012

Sibor/Sor Rates History SO

L

i

o

Il i It i i I 1 i Il 1 Il I

DIEON  MPRET SPOT FEEDE ALDR MO MAYCS  WTR FEW MY DRI meen o D THRE O RGE

SEUNAURAEE DR M ] 1 R T
SO S0 CEURIIN 06T, -] SR S BAETER 1088 [(3MVH)
AN 0 T S0 FELAY, OV |
SEALYED, 0T [ SERIRTESL DS By

Source: www.iComparelLoan.com

Thus borrowers will be wise to focus on the spread instead. They should opt for packages with a

reasonable spread throughout the loan duration.
Summarising the features of both SIBOR and SOR:
* Shorter tenor SIBOR has usually lower rates than the longer tenor SIBOR

(Because it is riskier and there is a higher opportunity cost for longer term lending)
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* Shorter tenor SIBOR is usually more volatile than the longer tenor SIBOR

» SIBOR fluctuates less than SOR

Thus, more risk-averse borrowers may prefer SIBOR loans as they provide more stability. But what
tenor of SIBOR should they choose? Recently, banks started offering 1-month SIBOR packages to

borrowers. This means an increased administrative cost for the banks.

Figure 4: 1-Month and 3-Month SIBOR for Jan 1989-Dec 2012
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Source: www.iComparelLoan.com

From Figure 4, a 1-month SIBOR is generally lower than a 3-month SIBOR as seen over the past
20 years, therefore borrowers may want to consider a 1-month SIBOR if the spread being offered is

also attractive.
When to choose between 1-month SIBOR and 12-month SIBOR?

While a shorter tenor SIBOR may mean lower interest, but borrowers have to contend with greater
instability as rates are revised at shorter intervals. For example, for a 1-month SIBOR the rate
revision period can vary between 1 or 3 months, depending on the financing institutions. In contrast,
with a 12-month SIBOR the borrowers may have to pay higher interest but the rate remains constant

for 12 months.

Given the many factors to consider when deciding on the best loan package, the borrower may
prefer to seek experts' advice, like the free professional help available at www.iCompareLoan.com

or simply fill up an enquiry form at http://www.iComparel oan.com/contact

For advice on a new loan, go here.

For refinancing advice, go here.
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About iCompareLoan Mortgage Consultants

IComparelLoan Mortgage Consultants is a research focused independent mortgage broker.
We emphasize a consultative approach where we match our client’s financial situation with
the best fit mortgage loan, not simply a cheap loan.

We also help property buyers in their buying process by helping them avoid pitfalls from
unscrupulous property agents. (We are not property agents, therefore there is no conflict
of interests.)

We also developed a proprietary home loan reporting tool which provides amongst other
things, 23 years SIBOR history as well as 6 years worth of SOR.

Our Services: -

Home Loans
Commercial Loans
Refinance Home Loan
* Mortgage Insurance
* Investment Planning
* Portfolio Allocation

* Retirement Planning

* Provided by our associates who are MAS licensed financial advisors.

Why use iCompareLoan Mortgage Consultants?

Our service is free as banks pay us a commission upon loan deals completion. Banks in
turn save on staffing cost as we are not on their payroll.
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Contact us: -

Email: loans@PropertyBuyer.com.sg
Tel: 6100 — 0608
SMS: 9782 — 8606

URL: www.iComparelLoan.com/

www.PropertyBuyer.com.sg/mortgage

www.SingaporeHomel oan.net

Join as mortgage consultant: www.iComparelLoan.com/consultant

Start a Mortgage Franchise: www.PropertyBuyer.com.sg/mortgage/franchise

Check if you qualify to join us: Career at Property Buyer

GUEST WRITERS - Do write in at loans@propertybuyer.com.sg (Researchers with the
ability to write in the Singapore perspective preferred)
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	The spread is usually revised upward, after the first few years of the loan start-date. As an example:

