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Interest Rates Focus 

Fed in a wait-and-see mode 
 

• With the US labour market not cooling more rapidly while inflation 
stays above target, the Fed is likely to be in a wait-and-see mode. 
 

• We now expect the next Fed funds rate cut to come in June, instead 
of in March. We hold onto our view that room for easing is small. 
Our base-case remains for one 25bp rate cut this year. 
 

• Fed funds futures continue to price in slightly more than two 25bp 
cuts, with pricings back loaded to June onwards.   

 

• Meanwhile, we expect continuity in Fed balance sheet policy. We 
do not expect a reversal to QT in the near term.  

 
 

FOMC outlook 
 
December PCE index and core PCE index both accelerated to 0.4%MoM 
versus 0.2%MoM in November. Earlier, January nonfarm payrolls 
surprised to the upside, printing 130K versus consensus of 65K. On the 
household survey, the unemployment rate edged lower to 4.3% from 
4.4%, while the underemployment rate also fell to 8.0% from 8.4%. 
Arguably, there was underlying softness in the labour market. January 
payroll growth concentrated in the sector of education & health 
services. Under the benchmark annual revisions, 2025 payrolls were 
revised lower to an average of just 15K per month versus the initially 
reported 49K. 
 
On balance, the labour market not cooling more rapidly is likely to put 
most FOMC members on a wait-and-see mode, when inflation stays 
above target. The most recent FOMC minutes reflected that Committee 
members have remained split in their opinions towards the inflation 
and the labour market outlook; several participants would have 
supported a “two-sided description” of future interest rate decisions. 
 
We push our expectation for the next 25bp Fed funds rate cut to June 
FOMC meeting, from March meeting as previously expected. We hold 
onto our view that room for easing is small. Our base-case remains for 
one 25bp rate cut this year. Any additional rate cut will probably 
require inflation moves near the 2% target, as the Fed funds rate is now 
“within a broad range of estimates of its neutral value”.  
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Source: Bloomberg, CEIC, OCBC Group Research 
*20 February pricings 

 
Inflation. In YoY terms, PCE index was up 2.9% in December; while most 
of the increase continued to be accounted for by services, the 
acceleration was driven by goods. On the other hand, under CPI 
measures, core goods YoY inflation eased, contributing 0.22ppt to 
headline YoY CPI inflation in January, versus 0.28pps in December, 
which painted a slightly different picture of tariff impact.  
 
US rates and yields. Fed funds futures last priced 55bps of cuts. Pricings 
of cuts are backloaded, with market not seeing a meaningful chance of 
a cut until the June FOMC meeting – even by June, the chance is seen 
lower at 56% versus 69% before the PCE releases. 2Y UST yield has 
rebounded from the recent low of 3.4% to the latest 3.48% which is 
around our year-end expectation of 3.50% which we maintain. We also 
maintain near-term and year-end 2Y USD OIS forecasts despite the 
change of the timing of our expected Fed funds rate cut, as our existing 
forecasts have already incorporated our less-dovish-than-market 
outlook in terms of the quantum of rate cuts, and we do maintain full 
year Fed funds rate cut expectation. At the longer end, while we 
maintain a mild downward bias to UST yields, risk to our forecasts is to 
the upside as the disinflation progress appears to have slowed and 
there may be renewed fiscal concerns.  
 

Balance sheet policy  
 
We expect continuity in balance sheet policy. What happened to front 
end funding rates in late 2025 suggests that bank reserves below 
US2.9trn may no longer be ample. The Fed has ended QT which had 
lasted for around 3.5 years. Balance sheet run-off via US Treasury 
securities has stopped, while redemption from agency securities will be 
reinvested into Treasury bills. These operations keep the balance sheet 
unchanged. Separately, RMPs (reserve management purchases) 
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started from 12 December, which will add to the balance sheet over 
time. The Open Market Desk will increase SOMA holdings of securities 
“through purchases of Treasury bills and, if needed, other Treasury 
securities with remaining maturities of 3 years of less”, to maintain an 
ample level of reserves. These decisions represent a consensus view at 
the Fed. 
 

 
Source: Bloomberg, OCBC Group Research 

 
RMPs are likely to stay at around USD40bn per month before early 
April, and to become smaller afterwards. Redemption from agency 
securities is estimated at around USD15bn per month. Recent monthly 
purchases of T-bills have been at around USD55bn and is likely to 
remain so until early April. As per the most recent Quarterly Refunding 
Documents, TBAC (Treasury Borrowing Advisory Committee) estimated 
a total of USD540bn of T-bills demand (USD180bn from MBS paydowns 
and USD360bn of RMPs) by the SOMA portfolio in 2026, assuming 
monthly RMPs at USD25bn after April. TBAC’s estimate on RMPs 
appears to be on the high side. We see the potential for the Fed to 
reduce RMPs by more after April. Nevertheless, this means slower 
RMPs. We do not see a reversal to QT – i.e. a reduction in the balance 
sheet – in the near term.  
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Interest Rates Forecasts 

 Current 1Q26 2Q26 3Q26 4Q26 1Q27 

Fed Funds Rate 3.75 3.75 3.50 3.50 3.50 3.50 

2Y UST Yield 3.48 3.55 3.50 3.50 3.50 3.50 

5Y UST Yield 3.65 3.65 3.65 3.65 3.65 3.65 

10Y UST Yield 4.08 4.05 4.00 3.95 3.95 3.95 

30Y UST Yield 4.72 4.80 4.75 4.75 4.70 4.70 

2Y SOFR OIS 3.28 3.40 3.40 3.40 3.50 3.50 

5Y SOFR OIS 3.34 3.45 3.45 3.45 3.50 3.50 

10Y SOFR OIS 3.65 3.65 3.65 3.65 3.65 3.65 

30Y SOFR OIS 4.01 3.95 3.90 3.90 3.90 3.90 
 

 Current 3M 6M 12M 

Fed Funds Rate 3.75 3.75 3.50 3.50 

2Y UST Yield 3.48 3.55 3.50 3.50 

5Y UST Yield 3.65 3.65 3.65 3.65 

10Y UST Yield 4.08 4.05 4.00 3.95 

30Y UST Yield 4.72 4.80 4.75 4.70 

2Y SOFR OIS 3.28 3.40 3.40 3.50 

5Y SOFR OIS 3.34 3.45 3.45 3.50 

10Y SOFR OIS 3.65 3.65 3.65 3.65 

30Y SOFR OIS 4.01 3.95 3.90 3.90 
Source: OCBC Group Research (Latest Forecast Update: 23 February 2026) 
Note: The 3-, 6-, and 12-month forecasts may vary slightly over time even when the underlying outlook remains unchanged. This 
is because we use a single set of core FX and interest-rate forecasts anchored on quarter-end levels. From these quarter-end 
projections, we derive the 3-, 6-, and 12-month forecasts using straightforward methodologies, including interpolation. This 
approach ensures internal consistency across all forecast horizons. 
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Disclaimers  

 

This report is solely for information purposes and general circulation only and may not be published, circulated, reproduced or distributed in whole or in part to any other 

person without our prior written consent. This report should not be construed as an offer or solicitation for the subscription, purchase or sale of the securities/instruments 

mentioned herein or to participate in any particular trading or investment strategy. Any forecast on the economy, stock market, bond market and economic trends of 

the markets provided is not necessarily indicative of the future or likely performance of the securities/instruments. Whilst the information contained herein has been 

compiled from sources believed to be reliable and we have taken all reasonable care to ensure that the information contained in this report is not untrue or misleading 

at the time of publication, we cannot guarantee and we make no representation as to its accuracy or completeness, and you should not act on it without first 

independently verifying its contents. The securities/instruments mentioned in this report may not be suitable for investment by all investors. Any opinion or estimate 

contained in this report is subject to change without notice. We have not given any consideration to and we have not made any investigation of the investment 

objectives, financial situation or particular needs of the recipient or any class of persons, and accordingly, no warranty whatsoever is given and no liability whatsoever 

is accepted for any loss arising whether directly or indirectly as a result of the recipient or any class of persons acting on such information or opinion or estimate. This 

report may cover a wide range of topics and is not intended to be a comprehensive study or to provide any recommendation or advice on personal investing or 

financial planning. Accordingly, it should not be relied on or treated as a substitute for specific advice concerning individual situations. Please seek advice from a 

financial adviser regarding the suitability of any investment product taking into account your specific investment objectives, financial situation or particular needs before 

you make a commitment to purchase the investment product. In the event that you choose not to seek advice from a financial adviser, you should consider whether 

the investment product mentioned herein is suitable for you. Oversea-Chinese Banking Corporation Limited (“OCBC Bank”), Bank of Singapore Limited (“BOS”), OCBC 

Investment Research Private Limited (“OIR”), OCBC Securities Private Limited (“OSPL”) and their respective related companies, their respective directors and/or 

employees (collectively “Related Persons”) may or might have in the future, interests in the investment products or the issue rs mentioned herein. Such interests include 

effecting transactions in such investment products, and providing broking, investment banking and other financial or securities related services to such issuers as well as 

other parties generally. OCBC Bank and its Related Persons may also be related to, and receive fees from, providers of such investment products. There may be conflicts 

of interest between OCBC Bank, BOS, OIR, OSPL or other members of the OCBC Group and any of the persons or entities mentioned in this report of which OCBC Bank 

and its analyst(s) are not aware due to OCBC Bank’s Chinese Wall arrangement. This report is intended for your sole use and information . By accepting this report, you 

agree that you shall not share, communicate, distribute, deliver a copy of or otherwise disclose in any way all or any part of this report or any information contained 

herein (such report, part thereof and information, “Relevant Materials”) to any person or entity (including, without limitation, any overseas office, affiliate, parent entity, 

subsidiary entity or related entity) (any such person or entity, a “Relevant Entity”) in breach of any law, rule, regulation, guidance o r similar. In particular, you agree not 

to share, communicate, distribute, deliver or otherwise disclose any Relevant Materials to any Relevant Entity that is subject to the Markets in Financial Instruments 

Directive (2014/65/EU) (“MiFID”) and the EU’s Markets in Financial Instruments Regulation (600/2014) (“MiFIR”) (together referred to as “MiFID II”), or any part thereof, as 

implemented in any jurisdiction. No member of the OCBC Group 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 II, 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, OIR, OSPL and their respective connected and associated corporations shall be understood 

as neither given nor endorsed. 
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Additional disclosures and disclaimers applicable only to clients of Bank of Singapore Limited  

 

This material is being made available to you through an arrangement between Bank of Singapore Limited (Co Reg. No.: 197700866R) (“BOS”) and Oversea-Chinese 

Banking Corporation Limited (“OCBC Bank”) (Co Reg. No.: 193200032W). BOS and OCBC Bank shall not be responsible or liable for any loss (whether direct, indirect or 

consequential) that may arise from, or in connection with, any use of or reliance on any information contained in or derived from this material, or any omission from this 

material, other than where such loss is caused solely by BOS’ or OCBC Bank’s wilful default or gross negligence. 

 

The DIFC Branch of BOS has not conducted or produced any research contained in this material and is acting solely as a conduit in forwarding it to you. 

 

For BOS clients in the United Kingdom: 

 

This research has been prepared by OCBC Bank and made available to BOS. It is intended solely for informational purposes and does not constitute investment advice, 

a personal recommendation, or an offer or solicitation to buy or sell any financial instruments. Any payments or non-monetary benefits received or paid will be fully 

disclosed in accordance with applicable regulations, promptly and transparently, and will not influence the advice or services offered to you. If you would like more 

information about any inducements received, please contact your Relationship Manager. 

 

Cross Border Disclaimer and Disclosures 

 

Please refer to https://www.bankofsingapore.com/Disclaimers_and_Disclosures.html for cross-border marketing disclaimers and disclosures. 


