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Interest Rates Focus

Central banks outlook — watching inflation

risks
e Fed: We still have one 25bp Fed funds rate cut on our forecast Frances Cheung, CFA
profile considering downside risk in the labour market and to Head of FX and Rates Strategy

growth, but we are pushing this expected rate cut to 4Q2026 as
energy prices have stayed elevated.

e ECB: We have pencilled in a 25bp policy rate hike at the June
meeting. At this juncture, we do not expect an aggressive hiking
cycle to kick in.

e BoE: We remain of the view that the room for the BoE to hike rates
is limited, given where Bank Rate is and expectedly slower wage
growth ahead. That said, BoE “stands ready to act” as necessary.

e RBA: We continue to expect RBA to deliver another 25bp hike at its
May meeting, bringing the overnight cash rate to 4.35%.
Thereafter, there is room for RBA to become more patient.

Fed

We still have one 25bp Fed funds rate cut on our forecast profile
considering downside risk in the labour market and to growth, but we
are pushing this expected rate cut to 4Q2026 from 3Q2026 as energy
prices have stay elevated. We note medium-term inflation
expectations as reflected by 10Y breakeven and 5Y5Y inflation swaps
have edged higher of late. Risk is for more intense second-round
inflation impact to kick in should the energy shocks become more
persistent — in that scenario the window of opportunities for the Fed to
ease monetary policy would be close. April CPI is due out on 12 May
which will shed more light on inflation pass-through. Before that, this
week brings a slew of labour market data, including March JOLTs
dataset, April non-farm payrolls and the unemployment rate.

FOMC decided to keep the target range for the Fed funds rate
unchanged at 3.50-3.75% at the April meeting, in line with
expectations. The FOMC statement mentioned three members “did not
supportinclusion of an easing bias in the statement at this time”, which
had led to hawkish market re-pricing of the Fed funds rate. We would
however note that the minutes for the March meeting already revealed
that “some participants judged that there was a strong case for a two-
sided description” of future interest rate decisions. Moreover, the
March dot-plot also showed 7 members (including not-voting
members) not expecting a rate cut this year. In this regard, the explicit
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mentioning of the objection to the statement maintaining an easing
bias does not represent a notable hawkish shift from last month. That
said, it may be a preparation to remove the commitment to an easing
bias given high uncertainty in economic developments.
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ECB

ECB decided to keep the three key ECB interest rates unchanged at its
April meeting, in line with expectation. We have pencilled in a 25bp
insurance hike at the June meeting. While ECB noted both the upside
risks to inflation and the downside risks to growth have intensified,
some members opened that economic developments are still close to
baseline, but the inflation outlook has deteriorated. Given the
potentially bigger impact on inflation, and the depo rate at a non-
restrictive 2%, there is room for the ECB to mildly tighten monetary
policy. Further out, ECB policy response depends much on the intensity
and the duration of the energy price shock, and on the pass-through of
energy inflation onto the broader consumer price level and onto
inflation expectations. At this juncture, we do not expect an aggressive
hiking cycle to kick in, when softness has already been seen in some
economic activities and survey data (including PMIs and German IFO).
EUR OIS last priced a total of 74bps of hikes by year end, which looks
overly hawkish to us.

BoE

We remain of the view that the room for the BoE to hike rates is limited,
given where Bank Rate is and expectedly slower wage growth ahead.
On balance, we expect the central bank to keep Bank Rate unchanged
at 3.75% through this year as the default option. Bank of England
maintained Bank Rate at 3.75% at its April meeting. The vote at 8-1,
with one member voting for a 25bp hike, was not more hawkish than
market pricing. Gilt yields fell and market mildly paring back rate hikes
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expectation as a response. Still, GBP OIS priced around 60bps of hikes
by year end. We note risk is for a more hawkish BoE policy response
function should second-round inflation effect become evident. BoE said
the committee “stands ready to act” as necessary to ensure inflation
meets target. At this juncture, BoE appears to be patient while
assessing the situation.

BoE repeats a similar opinion, that “monetary policy cannot influence
energy prices but will be set to ensure that the economic adjustment
to them occurs in a way that achieves the 2% inflation target
sustainably”. The central bank noted “there is a risk of material second-
round effects in price and wage-setting, which policy would need to
lean against”. Meanwhile, “the labour market continues to loosen, and
a weakening economy could contain inflationary pressures”. Tighter
financial conditions also help to reduce inflation over time.
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Bol

BoJ decided to keep its target for the o/n call rate unchanged at 0.75%,
with three members preferring a 25bp hike. Ueda’s post-meeting
comments were not as hawkish as the 6-3 split vote would have
suggested. We had opined the conditions — namely another year of
solid wage growth and continued proactive price setting behaviour
among firms as reflected by the latest Tankan survey — had been met
for a hike at the April meeting. Given the status quo decision, we push
this expected 25bp hike to the June meeting. Thereafter, we maintain
our call for another 25bp hike in Q4, which will then bring the policy
rate to 1.25%. JPY OIS last priced a 64% chance of a 25bp hike at June
meeting and a total of 44bps of hikes by year end.
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RBA

We continue to expect RBA to deliver a 25bp hike at its May meeting,
bringing the overnight cash rate to 4.35%, the same as the last cycle.
March headline CPI inflation picked up to 4.6%YoY versus 3.7% prior,
but below expectation of 4.8%. Trimmed mean was better anchored at
3.3%YoY in March. RBA’s preferred measure of inflation — the quarterly
trimmed mean — was a tad higher at 3.5%YoY but eased somewhat on
a sequential basis to 0.8%QoQ. On balance, after another expected
policy rate hike, rates are likely working towards containing inflation
pressure. This allows the RBA to turn a bit more patient, although RBA
rhetoric has been on the hawkish side.
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forecasts —
Fed FundsRate | 575 | 375 | 375 | 3.50 | 3.50 | 3.50

(upper)
BoE Bank Rate 3.75 | 3.75 | 3.75 | 3.75 | 3.50 | 3.50

ECB Depo Rate 2.00 | 2.25 | 225 | 2.25 | 2.25 | 2.25

BolJ Policy Rate 0.75 1.00 | 1.00 | 1.25 | 1.25 | 1.50

RBA Cash Rate 410 | 435 | 435 | 435 | 435 | 4.35

RBNZ OCR 2.25 2.25 2.25 2.50 2.50 2.75
Source: OCBC Group Research
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Materials”) to any person or entity (including, without limitation, any overseas office, affiliate, parent entity, subsidiary entity or related entity) (any such person or entfity,
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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 I, as
implemented in any jurisdiction).

The information provided herein may contain projections or other forward looking statements regarding future events or future performance of countries, assets, markets
or companies. Actual events or results may differ materially. Past performance figures are not necessarily indicative of future or likely performance.

Privileged / confidential information may be contained in this report. If you are not the addressee indicated in the message enclosing the report (or responsible for
delivery of the message to such person), you may not copy or deliver the message and/or report to anyone. Opinions, conclusions and other information in this
document that do not relate to the official business of OCBC Bank, BOS, OSPL and their respective connected and associated corporations shall be understood as
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