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The new normal: Global Al
Investment cycle trumps
geopolltlcal uncertainties?

Two dominant forceg geopolitical escalation and the globalr&lated Selena Ling

capex investment cycle were at play in 1H26. With the latestrals Chief Economist

memorandum of understanding, Brent is back below the US$80 per b Head of OCBC Group Research
handle. This comes as a relief for energy amipg economies, albei

inflation prints will take time to ebb given the lagged effects. Meanwt

1Q26 growth cues were also strong, driven by the globa¢lated boom.

1 Some central banks like the BOJ, RBA, BIl, BSP and MAS have
monetary policy tightening while others have signalled hawl
intentions. The US Federal Reserve kept rates static & 3856, but the
dot plot saw 9 members voting for a hike this yeddew Fed chair Warsl|
SYLKI&aAT SR  NBOGdzNYy G2 aFANRDG
committee will deliver price stability. The upcoming US -teitin
elections will be critical for the Trump administration, as a potential |
of the House forexampl O2dz R AYLX & | a&f | Y!
legislation.

1 For 2H26, a moderation in the growth trajectory may be in stc
especially since monetary policy stance is leaning increasingly hav
For the asset markets, liquidity and funding costs are cril
determinants. Expensive market valuations and a {iaHonger interest
rate environment is more likely than not to keep financial markets vola

The first half of 2026 was characterised by the interplay of two dominant forces
geopolitical escalation, namely in the form of a prolongedtds war and a powerful global
Alrelated capex investment cycle. These two tour de force combined have remvglbbal
growth dynamics and inflation expectations, as well as reshaping central bank dynamics and
fiscal policy priorities.

On the geopolitical front, the W8an tensions which began in 1Q26 had reintroduced a
sustained risk premium into global energy markets. Oil prices moved materially higher, as
the closure of the Strait of Hormuz which accounted for around 20% of globdé @il

trade, contributed to reversing the disinflationary impulse seen in prior quarters and directly
fed through into headline inflation prints globally. For enengporting economies,
including those in Asia, higher energy costs began to challengsathier narrative of a soft
growth landing and a smooth return to central bank inflation targets. As a result, monetary
policy expectations recalibrated meaningfully, with financial markets repricing towards a
G KA JAoKSNY ISNE Ay i SNB AThis Wk indSt apgréhh iNfReyUS Fgdéral
Reserve which started 2026 with widely anticipated interest rate cuts, especially after US
president Trump appointed Kevin Warsh as the new Fed chairman, but how the dime has
turned ¢ first, the escalating UBan geopolitical tensions prompting the futures market to
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price in a 25 basis point hike by eB26 and another 25 basis point hike by F2@P7 in
late May, but this was quickly unwound to just one 25 basis point hike in 1H27.

In parallel, the global Al boom emerged as a powerful cyclical growth catalyst that gave a
turbo growth boost to those economies that had hopped on to theefted bandwagon.
Investment in semiconductors, data centres, and digital infrastructure appeassiient to

the escalation in geopolitical tensions in 1Q26, contributing to robust industrial production
and export outperformance across Asia, particularly in North Asia supply chains. The
beneficiary economies in the region included South Korea, Tai8iagapore and Malaysia.
This translated into upside surprises in figstarter growth as external Aklated demand
mostly offsetany underlying domestic demand softness and consequently, there were little
downward revisions in fulfear growth forecast revisions even when the-ltih war
appeared prolonged past 100 days.

The resulting tear between macroeconomic and geopolitical realities saw financial markets
responding to this dual dynamic with renewed divergence. Equity markets, particularly in
the US and parts of Asia, were supported by strong earningslimk&t sectrs, while bond
markets faced pressure from rising inflation risks and expectations of delayed policy easing.
The US dollar remained broadly supported, reflecting both interest rate differentials and its
safehaven status amid geopolitical uncertainty.

The latest US Federal Reserve policy decision was unsurprising as the Fed Funds Target rate
was unanimously left unchanged at 855%. However, the new Fed chair Kevin Warsh has
instituted some changes by abstaining from the dot plot, leaving exactfyohdahe 18
members voting for a hike this year (of which 6 see at least 50bps of hikes) while the other
half anticipate keeping rates steady (8) or cutting once (1). This potentially means Warsh
could bea pivotal tie-breaker in coming FOMC meetings. The FOMC statement was tersely
shorter with forward guidance off the radar. While the Summary of Economic Projections
(SEP) flagged higher inflation with the headline and core PCE at 3.6% and 3.3% respectively
(previously both at 2.7%) in 2026, they quickly subside to 2.3% and 2.5% next year and 2.0%
and 2.1% by2028 implying that the current energyfuelled inflation is transitory.
Interestingly, the growth and unemployment rate forecasts were little changed at 2.2%
(previously 2.4%) and 4.3% (previously 4.4%) respectively in 2026 and remain relatively
stable through 202-2028. As for the Federal funds rate forecasts, they were setjusgher

for longer at 3.8% (2026), 3.6% (2027) and 3.4% (2028) versus 3.4% (2026) and 3.1% (for
both 2027 and 2028) back in March, the trajectory is still mildly downwavHich suggests

that any kneejerk hawkish market reactions are probably overdmsthe bar to a rate hike

this year is still high. In fact, during the press conference, Warsh hinted that the conviction
levels for the hawkish members were not high. Our house view is still for no moves this year.
In addition, Warsh announced the establment of five task forces to look at Fed
communications, balanesheet policy, reliability of existing data sources, productivity and
jobs and the inflation framework, with recommendations due by yemd. This underpins

KA & NBGdzNY (0 2midihis coddiniimenitiiak fieOdorndbitt®eivéll déliver price
stability.
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Lessons from 1H26: what were the blindspots and opportunities looking ahead?

One complacency in the initial part of 2026 was the underestimation of the persistence of
geopolitical risk. Markets initially treated the Iran war with the hopeful optimism that it
would be episodic, contained and quickly resolved, akin to Venezuelahan@reenland
spats. Howeveras the war dragged on and tensions escalated with the effective closure of
the Strait of Hormuz alongside damage to some neighbouring energy and other
infrastructure,global supply chains and financial markets increasingly reprice risk and supply
premiums.

A second blindspot was the increasing concentration of equity market performance. Gains
were heavily skewed towards a narrow set ofrédlated sectors and megeap technology

firms, masking weaker earnings breadth across the broader market. This raisg®nse
about the sustainability of valuations should growth broaden less than expected.
Consequently, we saw some bouts of nervousness permeating in software companies and
where company guidance failed to awe.

A third area of miscalculation was the resilience of inflation. Markets entered the year
anticipating a faster disinflation path and earlier rate cuts, but energy dynamics and sticky
services inflation forced a reassessment of this outlook.

At the same time, clear opportunities emerged. The Al ecosysteriuding
semiconductors, power infrastructure, and digital servicesntinued to generate strong
growth momentum. Selected markets benefited from both geopolitical tensions and
structural denand linked to electrification and digitalisation. In Asia, exjwoitnted
economies leveraged the technology cycle to offset domestic demand weakness, creating
relative outperformance opportunities.

Looking ahead, it is critical to distinguish between cyclical forces, which are likely to evolve
over the next few quarters, and structural trends, which will shape markets over multiple
years.

Cyclical drivers include the current energy price cycle, driven by geopolitical tensions and
supply risks as questions remain as to how fast the Strait of Hormuz witlere and the
global oil trade normalize. Second, theléd capex surge, while powetficould moderate

as investment cycles mature. Third, monetary policy adjustments, especially if rate cuts are
off the table and some central banksighten instead how this would impact liquidity
conditions and funding costs. Last but not least, the rapid ramp up in thelated
semiconductor production, trade and inventory cycles is both a tailwind and a headwind for
the electronics and manufacturing industry.

Taking a longer time horizand a more holistic lens, structural drivers include the digital
and Al transformation of the global economy, which is reshaping productivity, capital
allocation, and supply chains. Second, geoeconomic fragmentation, including trade
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chains for years to come. Even if the-l8h war ends, the energy transition will continue

to underpin longterm demand for renewable energy. Demographic and labour market
shifts, particularly in developed economies, will also influence wage dynamidafatibn
persistence. The interaction between these cyclical and structural forces is likely to result in
more complex and less synchronised global growth outcomes.

2 KFGQa ySEG F2NJ Hl HcK

For 2H26, a moderation in the growth trajectory maybe in store, especially since monetary
policy stance is leaning increasingly hawkish. Consequently, the financial market landscape
may potentially see greater volatility. The United States may see rdiatiesilient growth,
supported by ongoing investment in Al and still stable consumption. However, inflation is
likely to remain sticky, which is constraining the ability of the Fed to ease monetary policy
as initially hoped for. The migtrm elections dudater this year also matter as it is a good
proxy to public sentiments and in turn may prove a constraint on the current administration,
especially in the area of foreign poli@y potential loss of the House (and even the Senate?)
O2dzf R & VIS & RHzO Yfar passioglggislatidin

Withinthe Eurozone, growth remains subdued, with structural weaknesses compounded by
energy sensitivity. The European Central Bank rhetoric suggests that elevated energy costs
may not fade so quickly and peace in Iran may not suffice to end the energy shock since
infrastructure damage from the war implies a lag to production recovery.

Japan is transitioning gradually towards policy normalisation as wage growth improves and
inflation becomes more entrenched. This marks a shift afsamy its longstanding ultra
loose monetary stance. The Bank of Japan has recently Rilden to 1.00% and signals

there may be more hikes to come if the anticipated inflation trajectory materialises

/| KAyl Qa 3INRBoOGK 2dziif221 Aa adloAfAaAiay3d odzi NBYlIAya
the technology cycle is supportive, domestic demand continues to be weighed down by

property sector adjustments and cautious consumer sentiment. Policy supportéstexip

to remain less than aggressive.

Across ASEAN, the outlook is closely tied to global trade and technology cycles. Economies
with strong electronics exposure, such as Malaysia and Singapore, are likely to continue to
benefit from the ongoing upcycle, while broader regional growth rema#ssidve to
external demand and energy prices.

For the asset markets, liquidity and funding costs are critical determinants. In the foreign
exchange market, the US dollar is expected to remain stable due to interest rate differentials
and safehaven demand. The Japanese yen could still see some peesiaspite
intervention talk and even as monetary policy normalises, while Asian currencies may face
intermittent pressure from dollar strength.

Interest rates arelikely to be vulnerableto nearterm inflation uncertainty and fiscal
dynamics. Bond markets are being held hostage, particularly in developed markets and for
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longer tenors due to fiscal concerns. That said, selective opportunities may emerge where
stronger disinflation trends emerge over time should crude oil prices stay subdued below
US$80 per barrel.

Equity markets are expected to remain supported by earnings in technology aethtsid
sectors, but risks of valuation compression and sector rotation are increasing, particularly if
interest rates stay higher for longer.

Commodity markets, particularly energy and metals, are likely to remain supported by a
combination of geopolitical risk and structural demand from the Al boom and the energy
transition. Gold may continue to attract demand as a hedge against both inflatidn
geopolitical uncertainty as loagrm investors like central banks are still keen to add
exposure as a diversification hedge.

Several key milestones/indicators will shape market direction in the second half of the year.

These include the sustainability of thedllan peace deal and its impact on energy supply

and pricing; the durability of the Al investment cycle, particularlgustaining earnings

momentum; inflation dynamics, especially the extent to which energy prices feed into core

inflation; central bank policy signals, including the timing and pace of potential rate hikes;

I KAyl Qa R2YSAaGAO0 LI A e8s inNSabillsidgyderSand) andRtheA 1 a STFFSOGA GBS
breadth of equity market performance, as an indicator of underlying economic strength.

In summary, the global economy is inevitably shifting into a more complex environment
defined by geopolitical risk, structural transformation, and policy uncertainty. While the Al
driven investment cycle provides a powerful growth engine, policy uncertgintxpensive
market valuations and a higfier-longer interest rate environment is more likely than not to
keep financial markets volatile
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GDP Growth Rates

% Change YoY 2025 2026F 2027F 2028F
us 2.1 2.2 2.0 1.8
Eurozone 14 0.9 1.1 1.1
Japan 1.1 0.7 1.0 1.0
United Kingdom 14 1.0 1.1 1.4
Australia 2.0 2.0 19 2.0
New Zealand 0.2 1.2 2.0 25
China 5.0 4.7 4.5 4.5
Hong Kong 3.6 34 2.8 2.5
Taiwan 8.8 8.1 4.2 5.4
India 7.1 7.7 6.5 7.4
Indonesia 5.1 5.0 5.0 5.1
Malaysia 5.2 4.4 4.2 4.3
Philippines 4.4 3.8 4.8 5.3
Singapore 5.0 3.5 2.8 2.5
South Korea 11 2.2 2.0 2.0
Thailand 2.4 1.5 2.0 2.0
Vietnam 8.0 7.3 8.0 8.0

Note: India forecasts are based on the fiscal year.7H¥ 2pril 203 until March 20Z.
Source: Bloomber@®CBGSroup Research
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Inflation Rates

% Change YoY 2025 2026F 2027F 2028F
us 2.7 35 2.2 2.2
Eurozone 2.1 3.1 2.5 1.9
Japan 3.2 2.1 2.0 2.0
United Kingdom 3.4 31 2.3 2.1
Australia 2.8 4.4 2.9 2.5
New Zealand 2.8 4.0 2.0 2.0
China 0.1 1.5 2.0 2.2
Hong Kong 14 1.9 2.2 2.2
Taiwan 1.7 2.1 1.9 1.7
India 4.6 2.0 5.0 3.4
Indonesia 1.9 3.0 2.5 2.6
Malaysia 1.4 2.0 2.1 2.2
Philippines 1.7 5.8 4.5 3.5
Singapore 0.9 2.2 2.1 19
South Korea 2.1 2.6 2.2 2.0
Thailand -0.1 3.8 2.0 1.3
Vietnam 3.3 4.5 4.5 4.5

Note: India forecasts are based on the fiscal year.7H¥ 2pril 203 until March 20Z.
Source: Bloomberd@CBGSroup Research
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Central Bank Policy Rates

Benchmark Rate % Current End2026F End2027F
US Fed Funds Rate 3.75 3.75 3.75
ECB Deposit Facility Rate 2.25 250 2.50
BoJ Target Rate 1.00 1.25 1.75
BoE Base Rate 3.75 3.75 3.50
RBA Cash Target Rate 4.35 4.35 3.85
RBNZ Cash Rate 2.25 2.75 3.00
China Loan Prime Rateyé&ar) 3.00 2.90 2.90
CBRC Discount Rate 2.00 2.00 2.00
Hong Kong Base Rate 4.00 4.00 4.00
Bl Rate 575 6.50 6.00
BNM Overnight Rate 2.75 2.75 3.00
BSP Overnight Reverse Repo 475 5.50 5.00
RBI Repurchase Rate 5.25 5.25 5.75
Singapore SORA* 0.93 1.40 1.50
BOK Target Overnight Call 2.50 3.00 3.00
BOT Repurchase Rate 1.00 1.00 1.50
SBV Refinancing Rate 4.50 4.50 5.00

*Benchmark risk free rate
Note: These are meant to serve as epdriod forecastsindia forecasts are based on the fiscal year.7H¥ 2pril 208 until March 20Z.
Source: Bloomber@CBGSroup Research
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Australia Soft landing,narrow
path

1 Growth is slowing but the growth rate should remain positive. We exj Sim Moh Siong
GDP growth to ease from 2.0% in 2026 to 1.9% in 2027. Higher int FX Strategist
rates and the energy shock are weighing on households, but populi
growth and strong business investment arekioning aggregate activity

1 Inflation is proving stubborn. Underlying inflation remains above
RBA's target and suppside pressures are slowing the return te3%
target. We expect CPI inflation to ease only gradually from 4.4% in
t0 2.9% in 2027.

1 The policy rate is likely near its peak. Another hike cannot be ruled
but the RBA is increasingly balancing inflation risks against a soft
economy.

The great Australian balancing act

After a strong run in 2025, the Australian economy is entering a period of slower growth and
sticky inflation, but a deep downturn still appears unlikely. Our base case is that growth
slows through late 2026 and into 2027, unemployment rises modestlyrdiladion returns

only gradually to target against a backdrop of higher interest rates, houslated Budget
changes and oilelated uncertainty.

This broadly aligns with the RBA's latest assessment that the economy will grow below trend
for some time while restrictive monetary policy brings inflation under control.

The key tension is that higher interest rates and the energy supply shock are weighing on

household demand, while population growth and the datntre investment cycle are
cushioning aggregate activity.
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Source: Bloomberg, ABS, OCBC Group Research
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Growth slows as weaker consumption offsets resilient investment
The Australian economy is slowing but not breaking. GDP grew by only 0.3% QoQ in 1Q26,
slightly below expectations, although annual growth remained at 2.5%.

The biggest surprise has been business investment. The rapiddotilof data centres
drove the largest increase in machinery and equipment investment in three decades,
providing an important source of growth. The boost is not unlimited, however, as a
significant share of the equipment is imported, reducing the net benefit to GDP.

Household consumption also contributed to growth, but largely because households
reduced their saving rate. Real disposable incomes declined over the quarter as inflation
continued to outpace wage growth. We expect GDP growth to soften further through the
remainder of 2026. Survey data already point to weaker consumer and business confidence
following three consecutive 25bp rate hikes and the outbreak of conflict in the Middle East.

Population growth is playing an increasingly important role in supporting the economy.
Strong migration is lifting demand for housing, retail spending and services, while also
expanding the labour force. In other words, population growth is supporting &manomic
activity even as output and spending per person remain weak. This helps explain why
Australia has avoided a sharper slowdown despite subdued household fundamentals.

A more divergent economy is likely to emerge. Investmerin areas like defence, the
energy transition, mining and data centregsshould remain resilient, partly offsetting
weaker discretionary spending as higher interest rates and energy costs squessihblol
purchasing power.

We also expect the housing market to soften further. Proposed tax changes in the FY27
Budget add to existing headwinds from higher interest rates, weighing on a market that had
already begun to slow.

Labour market softens gradually

Labour market conditions are expected to ease but not deteriorate sharply. Unemployment
rose to 4.5% in April 2026 and is likely to drift towards the-taitligh 4% range over the
next 12 to 18 months.

Governmentrelated employment should continue to support jobs growth, although at a
slower pace, while weaker demand limits private sector hiring. Al adoption could also reduce
labour demand in some industries while supporting lontggm productivity grovih.

A gradual cooling in the labour market is necessary for inflation to return to target. Slower

employment growth, fewer job vacancies and softer hours worked should help moderate
wage pressures and services inflation.
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Sticky inflation persists for now

Inflation is easing only gradually. Headline CPI slowed to 4.2% YaoY in April from 4.6%, largely
reflecting lower petrol and diesel prices after the temporary fuel excise reduction. However,
trimmed mean inflation rose to 3.4%, remaining above the RB&% 2arget range.

Several factors could keep inflation elevated. The temporary fuel excise reduction expires
on 30 June, while the larg¢han-expected increase in minimum and award wages of around
4.8% could place additional upward pressure on labour costs. The Fair \&farki§sion

has also signalled a preference for delivering abioflation wage increases over time to
recover earlier declines in real wages.

The energy supply shock is stagflationary. It raises fuel, electricity, transport and logistics
costs while reducing household purchasing power. This complicates the RBA's task because
inflation is being driven by suppbide factors even as domestic dendasiows.

The latest Budget helps cushion households through-ebkving measures, including
lower fuel excise. While this reduces some of the drag from higher interest rates, the overall
fiscal stance is expected to be broadly neutral and neither materiallystppr weaken
economic growth.
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Rates higher for longer

Monetary policy is restrictive, but not clearly restrictive enough. The RBA raised the cash
rate to 4.35% in May and its forecasts assume the policy rate rises towards 4.70% by the
end of 2026.

The RBA has noted that policy is now mildly restrictive and that it has greater scope to assess
the cumulative effects of earlier tightening while balancing both sides of its mandate.

Our base case is that the cash rate has most likely peaked, although the risk still leans
towards one additional hike. Three consecutive 25bp increases this year have fully reversed
the shallow easing cycle seen during 2025 and left Australia's policglvate those of its

G10 peers.

The argument for further tightening is that underlying inflation remains above target, non
tradables inflation is sticky, housing costs remain elevated and higher energy prices could
feed more broadly into inflation expectations.

The argument against further hikes is that monetary policy works with long lags. Households

are already under pressure; unemployment is edging higher and the housing market is
softening.
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Risks remain twesided
The balance of risks remains twed, although inflation risks appear more prominent for
now.

The main upside risks are strongblan-expected datecentre investment, a more resilient
housing market, higher commodity prices, persistent wage growth, elevated energy prices
and fiscal policy proving more supportive than expected.

The Middle East conflict remains an important source of uncertainty. The main downside
risks are a sharper pullback in household spending, a larger housing correction, financial
stress among highly leveraged households and businesses, weaker Chinese ,demand
commodity prices, fuel and suppthain disruptions, or a slowdown in global Al and data
centre investment.

ldzZaGNF £ Al Qa SO2y2Ye Aa tA1Sfte G2 F@2AR NBO
gradual. Population growth and business investment are cushioning activity, but they are

also adding to capacity constraints, making the final stage of the wofidight more
challenging.
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Euro AreaAssessing risks

The euro area outlook has deteriorated following the Middle East con
with growth projected to slow to 0.9% YoY in 2026, from 1.4% in 2
Ourlongk St R FT2NBOlFad Aa y2g Ay fA
Spring Economic Forecast, after the EGselit lower in late May.

The spillover from weaker growth has so far had a limited impact on
NBEIA2yQa 1 062dz2NJ YEN]J SGd ¢KS dzy
April 2026. Notwithstanding, price pressures are now the clear focu:
the central bank as ECB officials continadighlight pipeline pressures
Euro area headline CPI jumped to 3.2% YoY in May, accordil
preliminary estimates, compared to 3.0% in April. We revise higher
2026 headline CPI forecast to 3.1% from 2.8%, previously reflecting F
energy prices

Following a 25bp hike at the 11 June meeting, our house view i
another 25bp hike from the European Central Bank (ECB), penciled
the September meeting. This will bring the ECB deposit rate to 2.509

Growth under pressure
ECB President Christine Lagarde has noted on several occasions since the onset of tensions

Ay

GKS aARRfS 9lad GKIG GKS Zthe mterfatiofadD2 y 2 Y&
9y SNHe& ! 3Sy0é RSSYya Al GKS f I NH Sragibn, thd f
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Senior ASEAN Economist
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economic impact will be determined by the duration of the disruption and the-ffassigh
of energy prices to broader inflatioThe latter will also be determined by the extent of
supply disruptions.

Some of the impact of the energy price shock has started to filter through onto the real
economy. Th@ f 2 O QsioweD ® 0.3% YoY in 1Q26 from 1.2% in 4Q25, according to the

third estimate. On a quarteon-quarter seasonally adjusted basis, GDP growth contracted

by 0.2% QoQ sa from +0.1% in 4Q@mong the four largest economies, Spain, Germany

and Italy registered growth, expanding by 0.6% QoQ, 0.3% QoQ2¥%dIhQ respectively.
Meanwhile, France recorded -8.1% QoQ growthThe third estimate was rewdsl down
AKEFNLX & O2YLI NBR (G2 LINB@A2dza SadAayYl dSa RdzS
16.8%YoY drop.

The energy price shock, the potential knemkimpact on tourism and supply disruptions of

key inputs for manufacturing in certain sectoval likely lead to slower GDP growth of 0.9%

YoY in 202@6ompared to our previous forecast @f1%.ECB also lowered its GDP growth
forecast for 2026 and 2027 by 0.1pp to 0.8% and 1.2%, respectively and raised its 2028 GDP
growth forecast to 1.5% from 1.4%. Notably, the risks remain skewed to the downside given
the high uncertairty around the duration of the Middle Easbnflict, with longer delivery

times and rising input prices reflecting global supply chain disruptions.
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Euro area: Real GDP by economy
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Source: Bloomberg, European Commission, OCBC Group Research.

There is evidence of weaker growth into 2Q26. THash Eurozone Composite Pl to

47.5 in May from 48.8, marking its lowest since October 2023. This decline to below the 50
line was entirely driven by services activity, signalling the quickest reduction in output as
well as a deterioration in new export orders. Meanwhihanufacturing sector activity
remained in positive expansion, withmoderate easing to 51.4 in May 2026 from 52.2 in
April, according to preliminary dat&heuptick inmanufacturing otput indexcould indicate
companies across the EU bloc are -praptively stockpiling inputs ahead of expected
AK2NIlF3Sa FYyR FdzZNIKSNJ LINAOS AYyONBlaSao ¢KS 9! Qa OF LI OA
primarily due to subdued aggregate demand.

Eurozone Manufacturing PMI Eurozone Capacity Utilization
Index %
55 = EUurozone === Germany == France 90
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50 (o= o= o= o o o o -
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Source: Bloomberg, S&P Global, OCBC Group Research SourceBloomberg, Eurostat, OCBC Group Research.

The weakening momentum is further corroborated by broader sentiment indicators. For

AyaidlyOSy (GKS 9daNRBLISIY /2YYA&aarzyQa 902y2YAO0 {SyidaAayYSyil
both March and April (96.2 and 93.0 respectively), particularly among conswers\s-

16.4 in March), service providers (0.9 vs 4.1) and retail8r8 ¥s-7.6). On the pricing front,

the rise in energy prices was reflected in the PMI input and output prices. Consequently,
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many investment decisions are being postponed, and the impact of global uncertainty have
f SR FANYa GandalSREZLII LILINERG | QhKiid

= Services PMI Input Prices Eurozone Economic Sentiment
= Services PMI Prices Charged
™ Manufacturing PMIInput Prices Index Economic Sentiment Indicator
= Manufacturing PMI Output Prices
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Source: S&P Global PML. ©2026 S&P Global. Group Research.

Heightened geopolitical uncertainty hadsoweighed on global trade flowsEdzZNR2 | NB I Q&

NI RS &dzN1J dza RSOt AYySR (2 et1dydoy Ay al NOK HAnHcIE R26Yy TFNI
FNRBY | NBO2NR eond®moy GKS LINBGA2dza &SINXP» ¢KS RSOftAYS 41t
YdzOK &Yl ffSNJ adzNLX dzaSa Ay OKSWarédlR@2éafromy R NBf I § SR LINR RdzO
enmMdyoy Ay al NOK HanHupOX & ¢Sttt Fa YIFIOKAYSNE | yR @SKAOfS
SELRNI& TSttt pop: (2 encpdooy F2fiftz2gAy3d tlLad &SkNDa LIS
foreign purchases ahead of tariffs in April 2025. Expatisniarkedly across several key

sectors, led by chemicals, which dropped by 31.9%, followed by machinery and vehicles at

2.0% and food and drink at 1.3%. By destination, shipments to the US contracted sharply by

38.8%, while exports to China and Turkeyoatieclined, falling by 4.6% and 9.3%,

respectively.

aStrygKAESET AYLR2NIA NRAS o0& nom: (2 enprodn oAftA2YyE I NEBS
fuels and lubricants, up 8.3%, and crude materials, up 5.8%, as energy costs surged amid the

USlsraeHran conflict. Imports of machinery and vehicles also ineeelaby 6.8%. Most

major trading partners recorded higher import flows, with particularly strong gains from

Switzerland at 11%, Norway at 8.6%, Japan at 8.9%, and Brazil at 4.6%.

Euro areatradey 2y aStk azyltftfte | R2dzaidS$S

Flows Mar-25 Mar-26 Growth 10Q25 1Q26 Growth
ExtraEA exports 280.6 265.3 -55% | 762.6 | 713.1 | -6.5%
ExtraEA imports 246.5 257.4 44% | 707.2 | 696.5| -1.5%
ExtraEA trade balance 34.1 7.8 - 55.4 | 16.6 -
Intra-EA trade 233.8 251.3 75% | 673.0| 685.5| 1.9%
Source: Eurostat, OCBC Group Research.
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Overall, the trade surplus narrowed substantialll®26,F I £ ft Ay 3 (2 emcdc 0AffA2Y FNRBY €pj
billion in the same period of 2025. The euro area exports to the rest of the world fell by 6.5%

G2 eTmMo®PMOY AY MVvHC FNBY €TcH®PcOY AY MvHp GKAES AYLERZNLA
ETNTDOHOY @ 2 A0 KkayS daiNRS GINIZNBS INBRIISS 608 Mof: (2 ecypdpoyd

ResilientLabour Market

Despite the impending growth slowdown, the impact on the labour market will be more
contained and gradual, affording ECB the space to navigate the price shock with higher
policy rates The tnemploymentrate was stable at 6.3% in April 2026. On a quarterly basis,
the number of employed persons increassigihtlyby 0.1% MoM in 1Q26. Negotiatadge
growth experienced a sharp drop to 2.46% in 1Q26, from 2.95% growth in d@2pening

some demand side price pressur&@nmilarly, forwardooking indicators su¢ I a G KS 9/ . Qa
wage tracker indicates that wage growth will continue to ease and moderate to 2.6% by the
end of 2026.

Euro Area Wages

6 % —Headline ECB Wage Tracker ===Negotiated Wage Growth

4 ﬂ-LZGF
2

0

Dec-20 Dec-21 Dec-22 Dec-23 Dec-24 Dec-25 Dec-26
SourceBloomberg, ECB, OCBC Group Research.

Nonetheless, despite the Middle East conflict being locked in a stalemate with no clear and

definitive end in sight, the labour supply is expected to increase through various EU

governments initiatives. For instance, Italy is to issue nearly 500,000 nekwigas for non

9! YyIGA2ylfa FNRBY HnHc G2andStagh @Sy GXKAf EADENHRYy&Qa a2 2N
centralise and digitalise skilleslorker immigration.

Watching price pressures

Energy prices remain highly volatile following disruptions to shipping through the Strait of

Hormuz, with the latest euro area HICP data at 3.0% in April and the highest since September

2023,whichisa A Ay AFAOlI yit e I 0620S (K $flatodzbi@etTBey / SYaGNF € . Iyl Qa H
increase was driven by energy, particularly fuel prices, up 26#tsto 47.7% pints, with

the levels of gas and electricity price inflation still low at 0.6%-8r@6. Meanwhile, core

inflation declined by 10bps to 2.2% YoY in A20R26, driven by a 0.3% drop in services

inflation to 3.0%, while core goods inflation increased by 3bps to 0.8% YoY. The drop in

services inflation was largely due to the calendar effect, in which Easter was early this year,

which boosted travel price itdtion in March relative to April.

Nonetheless, the ECB seasonally adjusted datastitvat HICP core prices increas® 3%
MoM in April after a 0.14% MoM gain in March. Therefore, the yplassugh from crude oil
Follow our podcasts by searching ‘OCBC Research Insights’ on Telegram! 18
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prices to inflation in package holiday prices and accommodation services, gas and electricity
prices appears to have been limited, suggesting underlying euro area core prices remain
relatively sticky.

Euro area core inflation

% 3m SAAR = Core HICP Inflation
8.00 Non-energy industrial goods (Core goods)
— Services

6.00
4.00
2.00

0.00

-2.00

-4.00

-6.00
2019 2020 2021 2022 2023 2024 2025 2026

SourceECB, OCBC Group Research.

In terms of inflation expectations, a crucial measure underscoring the persistence and

pervasiveness of inflationktS f I 6§ Sad NRBdzyR 2F 9/ . Qa {dNBSe 2y (GKS ! 00S

Enterprises (SAFE), conducted between 19 February and 1 April, gives us an insight into the

gl & FTANXYaQ SELISOGlIlAZzya S@2f SR F2ff26Ay3a (GKS 2dz2ioNBL | 2
® Selling prices

Wage costs
@ Non-labour input costs

Middle East war outbreak

1

0
December-2025 18/02-20/02 21/02-Z7/02 2802-08/03 0703-13/03 1403-20/03 2103-Z7/03 2803-01/04 March-2026

Source9 / . Q& { dzNBSe 2y (KS ! 00Saa drApAYlFyOS 2F 9y GSNILINARAaASaE omdp CSoNI
Note: The chart shows average expectations of firms over the following 12 months, before and after the
outbreak of the war in the Middle East. The survey results are aggregated on a weekly basis.
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Two weeks prior to the war, firms expected their selling prices andlaloour input costs

to increase on average by 3.0% and 3.9% respectively, broadly in line with the previous
survey of 2.9% and 3.6%. Following the onset of the Iran war, both seliggg @nd input

costs spiked to a peak of 4.1% and 7.7% respectively, for firms surveyed after 28 February.
In contrast, wage cost expectations decline modestly to 2.8% from 3.0%. Notably, firms with
high fossil fuel consumption (i,econstruction, transpdation sectors) anticipated the
sharpest cost increases over the next 12 months.

Looking ahead, high energy costs are expected to weigh on real incomes and dampen
demand. As suchye revised higher our 2026 headline average forecast t#3rbm?2.8%.

The ECB revised higherlitsadline inflatiorforecastto average 3.0% in 2026, 2.3% in 2027
and 2.0% in 2028&or inflation excluding energy and food, tBe/ . b@sé&line foresees an
average of 2.5% in 2026 and 2027 and 2.2% in 2028.

Tighter Financial Conditions

The impact of the war goes beyond cost and price expectations, underminingtehart
SELISOGIFGAZ2ya FT2NJ FANVYaQ OGA@GAGE FyR 00Saa
a constraint on growth as banks continue to tighten lending standards sporese to

elevated risk perceptions, geopolitical uncertainty, energhated pressures and higher
FdzyRAy3 O02adGad ! OO2NRAY3 G2 GKS 9/ .Qa ! LINAf oFly]l fSYRAYS
tightening of credit standards across all loan categories, drikgnheightened risk
perception, and is expected to continue tightening into 2Q26 as well.

2 FAYlIyOSo

[aN

The demand for loans to firms decreased slightly in the first quarter of 2228/ in 2Q26

from 3.0% in 1Q26), particularly for fixed investment, as firms delay or scale back expansion
plans amid uncertainty over the economic outlook. At the householeljeweakened
demand for consumer creditX1.0% from-2.0%) suggest that private consumption may
remain subdued, particularly for interesensitive and durable goods spending. Overall, the
credit channekould potentiallyamplify downside risks to acttyiin 2H26.

Bank Lending

% .
35 = |_0ans to Enterprises
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—Housing Loans

= Consumer Credit

Source: ECB, OCBC Group Research. Notel Bading data was obtained from the April 2026 Bank Lending
Survey (BLS), and reflects a 3M forwhooking outlook in 2Q26.
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A watchful ECB

The ECB raised its policy rate by 25bp at its 11 June to 2.25%. The official statement noted

that éthe war in the Middle East is generating inflation pressures, and the decision to raise

rates is robust across a range of scenarios mapping out how the shock might evolve and

affect the mediumterm outlook for the euro ared. C dzROBPEesidentagarde added

GKFG GKS KA1S g6la y2a Iy aAyadiNI yOSe KA{SZ LI @GAy3 GKS 4l
view is for an additional 25bp hike from the ECB, likelpdadelivered at its September

meeting, taking the policy rate to 2.50%.

Temporary, targeted and tailored fiscal measures

The room for countecyclical fiscal policies is idiosyncratic to each economy. We still expect
Germany to follow through with its higher expenditure plans. More fundamentéty
general government gross debt to GDP ratio in the euro area remained steady at 87.8% in
4Q25, a slight increase from 87.0% in 4Q24 but a decrease compared with 88.4% at the end
of 3Q25. Amongst the four largest EU countries, Italy had the highestratb at 137.1%

of GDP, followed by France at 112.6%, Spain at 100.7%, anci@eat62.2%.

General government gross debt to GDP ratio (4Q25)
Ggo GDP
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Source: Eurosta)CBC Group Research.

Many member states within the euro area have adopted policy measures to mitigate the

social and economic impact of elevated energy prices on households and businesses. For

instance, the German government has implemented a temporary reduction in fuel energy

GFrESa 2F FLIWNRBEAYLFGSEE& endmt LISNI f AGNBZ | Y2dzydAay3 G2 | 3
France, authorities are pursuing fiscal consolidation, with a target to reduce the budget

deficit to 5% of GDP by the end of the year. In ltaly, the ltaliaemgovent sets aside

enmTdnYy (G2 NBRdzOS SEOA&S RdziASa 2y FdzSta o0& endup LISNI ¢
duties on diesel and petrol have been broadly reduced, the International Monetary Fund

KFa NBO2YYSYRSR (KI G &dzOK wilyfakgét€dNdsh ttanstérS | & dzZNBa 6S G NB LI | OS
G2 GKS Y2ald OQdfd yENAYE KI B2 dey SNBRRZOBR || epdn o0Aff A2y &dzLIL
aimed at assisting around 20 million households and 3 million firms, alongside VAT

NERdAzOGA2ya 2y LISGNRE GKFG @8AStER alF@Aay3aa 2F | o2dzi endon L
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Member State\ Measure(s) Taken Announcement / Effective period
The German government has temporarily cut
Germany energy tax on diesel and petrol by abautn dperT Effective 1 May 2026, until June 2026

litre, relief worthe m ®c 0 Yy
The French government plans to narrow budge
deficit to 5% of GDP in 2026, and below 3% b

France 2029. As such, France slaskes dn oy T Announced on 20 April 2026
@S NDa o6 dzR 3 Sliveniergergy2shosidied
Italy The Italian governmerdllocatese @7.4mm to First round of temporary cut to excise taxes on fug
redue excise duties on fuels was effective 19 March 2026
Spain ¢KS {LIyAaK 328SNYYSyl " ;3.&b;rf;%a2%muum OSR o0& {LJ
alongside fuel VAT cuts from 21% to 10%

9 Fuel VAT cut®22 March until 30 June 2026

To address the persistent energy prices, the European Commission estimates that the

Fyy2dzyOSR 06dzRISGF NB L2t AQe YSI adzNB a I Y2dzyi 02 I LILINE E
Complementing these fiscal interventions, its AccelerateEU initiative, released on 22 April
2026,aSGa 2dzi I ONRFRSNI FNIFYSg2N] (2 adNBy3IdkSy (KS 9! Qa S

geopolitical and energy security challenges. The strategy focuses on reducing reliance on
external fossil fuels while accelerating the transition to a more sustainable iedsiied
energy mix, notably through expanding renewables, improving energy efficiency, and
enhancing crosborder infrastructure. It also emphasises the role of innovation,
investment, and coordinated policy action in safeguarding energy affordahilityecurity,
NBFt SOGA YA -tk GSmmitmeéntito & midrg @:Slibidt and climagdigned energy
system.

The economy is reeling under the impact of geopolitical stresses, which will materially shape

the outlook for 2H26. We do expect policymakers to remain nimble responding in
accordance with longetierm output, fiscal and monetary objectives.
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Japan Policy normalization to
continue

1 Economic growth is likely to be moderate in the quarters ahead, \ Frances Cheung, CFA
subdued investment plans and worsening terms of trade, to Head of FX & Rates Strategy
counteracted by steady consumption, fiscal support, and resilient exp
We expect the economy to expand by 0.7% in 202& wotential for

' , Assisted by Jessica Wong
some pickup in 2027.

1 Business fixed investment plans have turned more cautious in vie
heightened uncertainty in global developments. The exports outl
remains supportive amid solid global demand foréated products.

1 The Bank of Japan (BoJ) is likely to continue with monetary p
normalisation given a tight labour market, proO i A @S  Fskttiiy
behaviour, and imported inflation pressure. We expect a total of 50bp
rate hikes before yeagend, which will bing the BoJ Target Rate t®2%%.

Ga2RSNIGS¢ Aa adAtft (GKS @¢2NR

1Q26 GDP growth improved to 0.6%Yo0Y or 0.5% QoQ SA, versus 0.2%YoY and 0.2% QoQ SA
in 4Q25, supported by private consumption expenditure and private-nesidential
investment. Growth is likely to be moderate in the quarters ahead, with subdued investment

plan and worsening terms of trade (through impact on corporate profits and real income),

to be counteracted by steady consumption, fiscal support, and resilient exports. We expect

the economy to expand by a moderate 0.7% in 2026, with growth potentialkyng up to

1.0% in 2027 as the adverse impact of high energy prices dissipates.

25 9%yoy  Contributions to YoY GDP growth o,y 25

%yoy Fixed investment plan - March Tankan
2.0 2.0 3 2.6
1> l . 15
— 1.3
1.0 1.0
1 I 0.6 07
0.5 0.5 . .
0.0 l 0.0 .
-1 -0.6
05 I -0.5 M plan for FY2026
10 mpce B GCE Investments -0 2 W revised for FY2025
15 ® Inventories M Net exports @ GDP 15 5 e
03/2025 06/2025 09/2025 12/2025 03/2026 All industries Manufacturing  Non-manufacturing

SourceBank of Japan, Cabinet Offi@oomberg OCBGroupResearch.
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Business fixed investment plans have turned more cautious. The revised fixed investment
plan for FY2025 was much weaker than earlier estimates, although we had already expected
below onefor-one followthrough from planned to actual investments. The planFY2026

under March Tankan survey was subdued to start with, especially among -non
manufacturing enterprises. That said, other indicators including machinery orders point to
a more optimistic outlook. In the samBankansurvey, the diffusion indices foruBiness
conditions stayed favourable. These suggest that enterprises may simply be holding up
investment plans in view of uncertainty surrounding the global environment; there is room
to accelerate investment plans if the outlook becomes clearer.

Exports of goods picked up in March and April, partly thanks to demand for automobiles and
related goods. On the broader categories, exports of capital goods have held up, including
those of semiconductor production equipment and equipment for power fasli By
markets, exports to the US recovered, while external demand was solid across other major
destinations. The exports outlook remains supportive amid solid global demand -for Al
related products.

Consumption has been a steady contributor to growth and is likely to remain so. The
employment and income situation has improved moderately, although high energy prices
are having an impact on real income and hence spending momentum in the interim.

Labour market conditions

The labour market has remained tight. The diffusion indices for employment conditions

have turned more negative over pas$ankansurveys, reflecting more enterprises saw

fl102dzNJ adzLJLX @ +Fa AyadzZFFAOASYyiGd® 2SS KI @S KIFIR (GKAa @ASs
force participation of women and seniogshaving advanced to a high degree thusdare

fA1Ste (2 0S5 uratidatorbhaCsBowh sigls of a tapering Stunto

(spring wage negotiation) resulted in another year of solid wage trowhis, combined

with the pro-active price setting behaviour among enterprises, is likely to sustain some pass

GKNRdzZAK 2F AYyFElFdA2y LINBaada2NE 2yiG2 O2yadzySNJ LINAOS S0
have edged further up as per lateBankansurvey.

Employment condition Tankan - enterprises’ inflation outlook
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While we remain of the view that the conditions are mostly met for the Bank of Japan to
continue with monetary policy normalization, recent inflation developments may

O2YLX AOI S

ddzoaARASa® {GAff =

0KS OSy NI ¢
level in February, March and April; core CPI inflation eased as well, albeit at higher levels
than headline. The subdued inflation was partly due to easing fresh food prices and energy

which saw YoY increases in prices has decreased over the past months, while the share of
items which saw YoY decreases in prices has increased. On the other hand, impact of
imported inflation may start to be reflected on the broadmnsumer level. The divergence
between contracicurrencybased import price index and ydrased import price index has
widened further. Yetbased import price index jumped by 17.5%YoY in April. Imported

inflation, combined with wage pressure, likely piio an upward bias to inflation especially
from the last levels.

(Cy2020= Import Price Index
2%80) == [mMport Price Index (yen basis)
Import Price Index (contract currency basis)
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SourceBank of JaparQCB@Group Research

Monetary policy normalisation to continue
Our basecase remains for a total of 50bps of rate hike this year, with one 25bp hike

expected at June meeting and another 25bp hike expected in 4Q26, which will bring the
policy target rate to 5% by year end. Bank of Japan raises rates to normalise monetary
policy, as the policy rate has stayed negative in real term.

byl 2F WFLIFYQ& adzYYl NE
GAG A& ljdza G S

NBYI AYySR

2T
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onward, even if the future course of the situation in the Middle Eastireiny & dzy Of S| NE & . 2 W
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mechanism in which wages and prices rise moderately in interaction with each other is

SELISOGSR (2 0SS YIFIAYillIAySRé®

Interest rates forecasts| 2Q26 30Q26 40Q26 1Q27 2Q27

BoJ Target rate 1.00 1.00 1.25 1.25 1.50

JPY TONAR 0.98 0.98 1.23 1.23 1.48
1M JPY TIBOR 1.10 1.10 1.35 1.35 1.60
3M JPY TIBOR 1.30 1.30 1.45 1.45 1.70

Source: OCBGroupResearch

The BoJ is also due to conduct an interim assessment of its QT plan at the June MPM. The

current plan is to reduce JGB purchases in a gradual manner, by about JPY200bn per month

after each quarter; the purchase amount is JPY2.7bn per month for the cugtemter,

which will be reduced to JPY2.1bn per month forZ0Q7. We expect the BoJ to continue

with its QT. At the margin, the bank can increase the purchases of JGBs of tenors> 25Y while

further reducing the purchases of JGBs of other tenors. A morebleteveak would be to

keep JGB purchase amounts unchanged, i.e. do not go ahead with further reduction. The
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United Kingdom Downside risk
to growth

1 Economic growth is likely to moderate in the quarters ahead, as Frances Cheung, CFA
energy supply shock weighs on economic activities, when the la Head of FX & Rates Strategy
market has already been softening. We forecast 2026 GDP grow

1.0%, with risk to the downside Assisted by Jessica Wong

1 CPI inflation may raccelerate in 3Q26 upon expectedly higt
energy prices cap, but the soft labour market is likely to mitig
secondround inflation impact. On balance, we expect 2026
inflation at 31%.

1 Room for BoE to hike rates is limited, given where Bank Rate it
the slow growth momentum. We expect the central bank to ke
Bank Rate unchanged at 3.75% through this year as the de
option. Risk is for a more hawkish BoE policy response funi
should seconeround inflation impact become prominent.

Headwinds ahead

GDP growth accelerated to 0.6%Qo0Q in 1Q26 versus the 0.2%QoQ in 4Q25, which was
almost entirely supported by the services sector. Production output and construction output
grew modestly. Looking ahead, we expect growth to moderate, as the energy suppky sho
could weigh on GDP growth via both the demand and supply channels. We forecast 2026
GDP growth at 1.0%, with risk to the downside.
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Source: UK ONS, OCBC Group Research

May services PMI dipped below the-pBint threshold, to 49.3 points, albeit not as weak as
the initial readings of 47.9 points. The weaker sentiment but upward revision from initial
readings precisely shows business sentiment fluctuates amid the fluigholjcs
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development. Manufacturing PMI held up, but the services sector is the main pillar to
growth. The impact on growth depends on the scale and the duration of the supply shock.
In the interim, postponement of some investment projects is likely given heighbtene
uncertainty surrounding the economic outlook.

On the household side, higher energy prices will weigh on purchasing power. In addition,
mortgage rates have risen recently on hawkish repricing of BoE policy outlook, which is likely
to further constrain consumer spending. Real wage growth is still peditit is expected to

slow potentially into negative territory given the prospect of mildly slower nominal wage
growth and upside inflation risks. A restrictive monetary environment and subdued
spending sentiment had led to higher household savings. Sam@hasing power may be
released from the elevated household savings as real wage growth slows to a low to
negative level, buffering some of the downside risk to growth.
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Inflation pressures

Headline and core CPI inflation eased to 2.8%YoY and 2.5%YoY in April, versus the 3.3% and
3.1% in March, respectively, partly thanks to a lower energy cap for theJApel quarter.

Ofgem announced that the energy price cap for 1 April to 30 June \R02RI fall by £117

from the previous quarter, to £1,641 per year for a typical direct debit household; this
represents a YoY drop of 11%. This should provide someterarrelief to household

energy bills. However, CPI inflation mayaeelerate aga highe Ofgem price capf £1862

has been setdr the following quarter, with uncertainty for 4Q26. There may also be
potential passthrough of energglated costs onto other consumer items.

Nevertheless, the soft labour market is likely to mitigate seemndhd inflation impact.
Compared with the energy shock in 2022, Bank of England noted weaker demand and a
looser labour market currently. In addition, according to a recent ONS surveyy 6886l of

firms reported having a fixegrice contract for gas and similar numbers report the same for
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electricity; these shares are higher than in 2022. On balance, we forecast 2026 CPI inflation
at 3.1%, with risk to the upside should energy prices stay elevated for longer.
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Labour market softness may mitigate secomdund inflation impact

The labour market backdrop has softened further. PAYE payrolled employee unexpectedly
fell by almost 100K in April. The unemployment rate edged up to 5.0% in Marobr(th
rolling), after the transient dip to 4.9% in February, notwithstanding the mibaiyet labour

force participation. Job vacancies declined to 705k in April, the lowest level since April 2021.
The unemploymento-vacancy ratio nevertheless stayed at 2.5 for theNtm 2026 period,

after more steady increases from D22 to mid2025.
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Wage growth has continued to moderate gradually, in line with our expectations. Regular
earnings (AWE excluding bonus) growth was 3.4%Y oY in the three months to March, slowing
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from the 3.6%Y0Y in the three months to February. Wage growth has been easing in both
the private and the public sectors. Looking ahead, we expect labour market slack to increase
further as the slower growth momentum and higher energy costs weigh on lalssoand.

The looser labour market backdrop should help limit the ghssugh from supplyside
inflation pressure onto wages and the broader consumer price level.

.29 al OGAGS K2fRE Fa (GKS RSTFlLdzZ G 2LWGA2Y

The Bank of England maintained Bank Rate at 3.75% at its April meeting-iyvaited with

one member voting for a 25bp hike. While the vote split and inflation scenarios reflected

lingering inflation concerns, policymakers characterised the decisioyas éa I Ot A @S K2t Ré X

gAOK GKS /2YYAOGGSS adlrdAy3a GKFG AG aadryRAE NBFRe G2
the risk of material secontbund effects, while noting that weaker growth and tighter

financial conditions could help contain inflation pressire

O
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We however are of the view that room for the BoE to hike rates is limited, given where Bank

Rate is and the downside risk to growth. More recently, Governor Bailey expressed

gAftAy3dySaa (2 06S LI GASYGS 2LAYAvidprodide2 f SNI GAy 3 (GSYLR2 NI N»
some support for the real economy is an appropriate way to approach theatlef ¢ ® h y

balance, we expect the central bank to keep Bank Rate unchanged at 3.75% through this

year as the default option. Policy direction further down the road hingauch on how

temporary the inflation pressure would be, which in turn depends on the scale and duration

of the energy price shock. We note risk is for a more hawkish BoE policy response function
should secondound inflation impact become prominent.
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United States Fine equilibrium

1 While the oil shock is a genuine drag on real disposable income Tommy Xie Dongming
OBBBAlriven combination of refunded consumption support in 2Q2¢ Head ofAsia Macro Research
accelerated business investment in 2H26, and continued labmame
growth should help keep the US economy on a essilgrowth path of
around 2%.
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1 Inflation is likely to peak in 2Q26 and moderate in 2H26. The disinfl¢
process should be supported by fading energy base effects, pote
mean reversion in the oil risk premium, lagged shelter disinflation, anc
delayed drag from stillestrictivemonetary policy. Is it a time to rethin
CSRQa& AyFfrdA2y 3l dAaAS dzy RSNJ (i K:

The BEA revised US real GDP growth for 1Q26 down to 1.6% QoQ SAAR from the 2.0%
advance estimate. The downgrade reflects three main factors.

First, consumer spending softened. PCE growth slowed to 1.6% in 1Q26 from 1.9% in 4Q25,
suggesting that the renewed inflation acceleration is increasingly weighing onalogyv
middle-income households. With headline CPI rising to 3.8% YoY in April, graréig by

the Iranrelated oil shock, and average hourly earnings growth running at 3.6% YoY, real
wage growth has mechanically turned negative.

Second, the 1Q26 print continued to be distorted by a surge in cagiitadls imports linked

to the Al and factory capex cycle. While imports subtract from GDP arithmetically, the
increase in capitabquipment imports also points to resilient underlying estment
demand.

Third, inventory drawdown was deeper than initially reported. Inventories had been rebuilt
aggressively in 4Q25 ahead of hafated supplychain risks, and this ptibrward
unwound in 1Q26.

Overall, the 1Q26 downgrade points to a genuine softening in domestic demand, partially
masked by capex import distortions and inventory swings. Growth is likely to rebound
mechanically to above 3% QoQ SAAR in 2Q26 oexmetrt reversal, but the Iran war
remains a clear headwind for the US economy.

The labour market continues to hold upNonfarm payrolls increased by 172k in May, above
the consensus forecast. The ¥2ZW6 average monthly payroll gain was around 114Kk,
slightly below the 2024 monthly average of 122k and well below the 2023 pace of around
250k. The decline in labodiorce paticipation points to some underlying softening.
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Jobmarket tightness has eased materially from ppandemic extremes. The ratio of job
openings to unemployed workers fell below 1 in March 2025 for the first time since the post
pandemic recovery. However, job openings rebounded by 731k to 7.62mn ir288i, the
highest level in nearly two years and well above market expectations of 6.88mn, lifting the
ratio back above 1. That said, hiring activity weakened. Total hires fell by 419k to 5.12mn,
with the hires rate declining to 3.2% from 3.5%. Quits &d#dpy 183k to 2.98mn, the lowest

level since August 2020, while the quits rate eased to 1.9% from 2.0%. The decline in
voluntary job switching suggests wage pressures remain contained, offering some
reassurance to the Federal Reserve.

Chart 1:Jobmarket tightness has easédit the ratio of job opening per unemployed person
rebounded back above 1 in April.
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on the surface, with the unemployment rate anchored at 4.3% and weekly initial claims
running around 210&215k, close to historic lows.

Consumption remains positive, but signs of strain are becoming more visible. Retail sales
rose 0.5% MoM sa in April after a strong March gain, although part of the increase reflected
higher gasoline prices rather than stronger real demand. Meanwhile, thigetsity of
Michigan Consumer Sentiment Index fell to a final reading of 44.8 in May,-timellow,

down from 48.2 earlier in the month and below market expectations.

Inflation concerns have intensifiedlhe PCE price index rose to 3.8% YoY in April, the largest
increase since May 2023, while core PCE inflation edged higher to 3.3% YoY from 3.2% in
March. At the same time, the personal saving rate fell to 2.6% from 3.2% in March, the
lowest level since he 2022.

Headline CPI exceed4% YoY in May due to the oil shock. Howeloaiking aheadinflation
is likely to peak in 2Q26 and moderate in 2H26. The disinflation process should be supported
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by fading energy base effects, potential mean reversion in the oil risk premium, lagged
shelter disinflation, and the delayed drag from gtiktrictive monetary policy.

We expect headline CPI to trend lower to around 3.2% by28&6, averaging around 3.5%

for 2026. The key risk is that if oil prices remain above USD100/bbl or services inflation stays

sticky, headline CPI may decline more slowly while core CPlremaidssabai KS CSRQa 02 Y T2 NI
zone.

Chart 2:US gasoline price eased slightly
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Fiscal policy should provide an important cushion to growth in 2HZ6e One Big Beautiful

Bill Act, if implemented broadly in line with current proposals, would extend and expand key
tax provisions, provide additional incentives for business investment, and support
household disposable income.

The estimated USD150bn tax refund for households in early 2026 should already be feeding
through to consumer spending in 2Q26, providing a direct-fash buffer against gasoline

price pasghrough and helping to stabilize discretionary spending into 3QQ6 the
business side, 100% bonus depreciation and immediate expensing of qualified production
property should incentivize a ptftbrward of capex into 2H26, particularly in reshoring
related manufacturing, semiconductors, and energy infrastructure.

While the oil shock is a genuine drag on real disposable income, the OBBBAN
combination of refundled consumption support in 2Q26, accelerated business
investment in 2H26,and continued laboumcome growth should help keep the US
economy on a resilient growth path of around 2%. As such, we keep our 2026 US growth
forecast unchanged at 2.2%.

Time to rethink the Fed's inflation gauge?

Kevin Warsh took over as the new Fed Chairmaviay. On inflation, Warsh has repeatedly

SYLKF&AT SR GKS ySSR (2 RAAGAyIdeSANKN YRAEASDY d &ENBYR Ay TFE |
he noted during his confirmation hearing, the key question is not whether prices fluctuate

because of oneff factors such as geopoA G A Oa 2NJ 6SSF LINAOS&S odzi NI GKSN)Y a¢2
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indicators.

Trimmedmean inflation measures are not new. The Federal Reserve Bank of Dallas, for
example, has been publishing its Trimmed Mean PCE inflation series for decades. Unlike core
inflation, which mechanically excludes food and energy prices, trimmean infation
removes the components experiencing the largest price increases and declines each month,
regardless of category, before calculating a weighted average of the remaining items. In the
Dallas Fed's methodology, roughly £778 PCE components are rankaatording to their
monthly price changes, after which a predetermined share of weights is trimmed from both
tails of the distribution before the average inflation rate is computed.

However, the Dallas Fed's methodology contains an important asymmetry. Specifically, it
trims approximately 24% of the weight from the lower tail and 31% from the upper tail.
Historically, this approach was justified because the distribution of US préceek tended

to be leftskewed. Extreme price declines exerted a larger influence on the average than
extreme price increases, requiring a heavier trim on the upside to prevent the mean from
persistently understating the underlying inflation trend.

The question is whether this historical relationship still holds. Since 2020, the US economy
has been hit by a succession of suggije shocks, including the pandemic, the Russia
Ukraine war, tariff disruptions, and most recently the Iran conflict. Th&secks have
altered the distribution of price changes, making inflation outcomes increasingly symmetric
and, at times, even rigkikewed. If that is indeed the case, continuing to apply an
asymmetric trimming methodology may inadvertently introduce a systtic downward

bias into measured inflation.

This is not merely an academic issue. In March this year, the Dallas Fed's Trimmed Mean PCE
stood at just 2.36%, nearly 80bps below the core PCE reading of around 3.2%. A gap of that
magnitude is large enough to influence policymakers' assessment of yimderhflation
pressures

The broader concern is that by continuously trimming away the upper tail of the inflation
distribution, policymakers may also be trimming away the very signals that matter most.
Tariffs, energy shocks and geopolitical disruptions are often treated as tamypaoise. Yet
when such shocks occur repeatedly and reshape inflation expectations, they cease to be
mere statistical outliers and become part of the inflation regime itself. Excluding them may
produce a cleaner measure from a statistical perspectivenbtinecessarily a more useful

one for monetary policy.
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Chart 3:Dallas Fed trimmed PCE vs. Core PCE
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In that sense, the debate is no longer simply about which inflation gauge is more accurate.
It is about whether the inflation process itself has fundamentally changed. If the20@6t

world is characterized by recurring supply shocks, fragmented suppipscland greater
geopolitical volatility, then the assumptions underpinning traditional trimrmeelan
measures may need to be revisited. Otherwise, policymakers risk smoothing away precisely
the risks they are trying to understand.

In his first FOMC meeting as Chair, Kevin Warsh announced the establishment of five

AYRSLISYRSyG GFal FT2NDSa (2 02y Rdz200 ' O2YLINBKSyaAardS NBO.
operating framework. The reviews will focus on: (1) communications, including the mble an

effectiveness of the SEP, dot plot, press conferences, meeting calendar, and minutes; (2)

balancesheet policy, with a reassessment of the ampeerves framework and the

composition of Fed assets; (3) data sources and methodology, examining the economi

indicators and statistical measures used in policymaking; (4) the monetary policy strategy

FYR AYFEFOGA2Y FTNIYSE2N] X & LINLG 2F GKS CSRQa LISNA2RAO 1
and labour market dynamics, including the impact of Al and other géperaose

technologies on the economy. Warsh indicated that the task forces will begin work within

weeks and are expected to conclude by &taP6, after which he intends to put forward

recommendations for reform.

Fed to stay put

Given uncertainty to both the inflation and labour market outlook, the default option for
the Fed is probably a status quo. We expect FOMC to keep the target range for the Fed funds
rate unchanged at 3.58.75% this year. The bar for a rate hike remaimaeohat high, but

we notethat the median 2026 dot shifted higher to 3.8% from 3.4% in March, effectively
eliminating the easing bias embedded in the March &&dPshowing less patience to see
through supplyside inflation pressure. The Fed funds rate pattiead depends much on the
degree of inflation pasthrough.

Follow our podcasts by searching ‘OCBC Research Insights’ on Telegram! 35



£)OCBC
OCBC Group Research

By Global Markets | 19 June 2026

China

China K-shape growth

1 Despite the energy shock in March, the economy delivered a solid stz Tommy Xie Dongming
the year. Resilient demand for-Adlated products remained an importar Head ofAsia Macro Research
structural tailwind for exports.

1 There is a widening divergence between -eltbnomy sectors, whicl
remain under pressure from property and weak domestic demand,
new-economy sectors, which continue to benefit from structu
upgrading and external demand.

1 The combination of cogbush reflation and a strongehan-expected
start reduces the urgency for netegrm easing. That said, we continue
expect a 10bps policy rate cut, likely delayed to 2H26.

Economic growth reaccelerated to 5#6Yin 1Q26 from 4.5% in 4Q25, coming in above
market expectations. Despite the energy shock in March, the economy delivered a solid start
to the year, supported primarily by the earlier transmission of macro psligport which
helped offset stilffragile domestic consumption.

In addition, reflation dynamics are beginning to gain traction. Nominal GDP growth
accelerated to 4.94% YoY in 1Q26, marking the fastest pace since 2Q23. More importantly,
after 12 consecutive quarters of contraction, the GDP deflator is likely to turitiyom

2Q26, signalling a meaningful inflection in the price cycle.

Chart 1:Chind GDRleflator may return to positive for the first time in 13 quarters in 2Q
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Source: Wind, OCBC
Theimprovement in nominal growth carries broader macro significance. Stronger nominal

GDP growth should translate into a recovery in industrial profits and an improvement in
fiscal revenues. This could help partially offset the negative impact of the esbpk,
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particularly by easing pressure on corporate margins and stabilizing government revenue
streams.
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accelerating to 2.8% YoY, up from 0.5% in March. However, the breakdown suggests that

the PPI rebound was driven mainly by supgitje and imported factors, as prices of

production goods rose 2.1% MoM. By contrast, prices of consumer goodswetio

decline by 0.1% MoM, indicating that upstreamdownstream price transmission remains

weak.

CPI showed signs of a mild recovery in April, edging up to 1.2%lNeYnoderate CPI
reading was partly flattered by the negative contribution from the pprice downcycle.
Meanwhile, the passhrough from higher international oil prices has started to emerge. In
April, transport & communications and other goods & serwicgaw notable YoY
improvements, contributing around 0.66ppt and 0.32ppt to headline CPI, respectively.

However, indirect pasthrough through the manufacturing cost chain remained modest, as

overcapacity, weak end demand, and government price controls continued to absorb cost

pressures. While lowgapacity utilisation will take time to resolve, it has alstpled cushion

the inflation impact.

ttL SEOSSRSR /tL F2NJ GKS FTANEBG GAYS arAyOS WdzZ & HAHHZ
upstream and downstream prices. This suggests that part of the imported inflation shock

will likely be absorbed by corporate margins rather than fully passed onntsucoers. The

focus in the coming months will be mainly the passthrough effect.

K-shape growth
However, the growth data slowed again across the board in April. April data told a similar K
shaped story with four factors that are worth highlighting.

First,real estate remained the key drag. Real estate development investment fell 13.7% YoY
in JanuaryApril, with the decline widening from 11.2% in 1Q. This suggests that the property
sector remains in a deep adjustment phase, as developers are still copstrainweak
investment appetite and limited funding capacity. The weakness also continued to spill over
into the broader supply chain. Cement output declined 10.8% YoY in April, underscoring
sluggish construction activity and the persistent drag frtme property downturn on
upstream materials and heavy industry.

Households remained reluctant to add leverage. Household loans fell by RMB340.8bn in
April, with medium to longterm household loans declining RMB225.0bn more than a year
earlier, suggesting that property demand remains weak.

Second,autos were another major drag. Nationwide passenger vehicle retail sales fell by
more than 20% YoY to around 1.42mn units in April, while automobile output declined 2.6%
YoY. The sector faced multiple headwinds, including the restoration of the new energy
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programme, and increasingly cautious household sentiment. Longer decision cycles for big
ticket purchases also weighed on auto demand.

The recovery in consumption remains uneven and uncertain. Income growth has softened,
with nominal disposable income rising 4.9% YoY (vs. 5% in 2025) and real income growth
slowing more notably to 4% (from 5%).

Chart 2:Both nominal and real disposable incogr®wth decelerated
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Third, slower fiscal support in 2Q26 likely added pressure on fixed asset investment. The
strong investment performance in 1Q26 was supported by three temporary factors: the
early deployment of fiscal carryover funds from 2H25, the lingering impact of the RMB500

in new policybased financial instruments launched in 4Q25, and floatled fiscal support

this year. As these effects faded in early 2Q26, and amid a higher basdylAptiecame a
relatively tight funding window for investment. This was reflectedurvey data, with the
construction PMI falling to 48.0% in April and the construction new orders index dropping
to 41.6%, both near the lower end of their ranges for the same period over the past five
years.

Fourth, elevated raw material costs, partly linked to the Iran war, continued to squeeze
margins for midand downstream manufacturers. This margin compression likely weakened
corporate willingness to expand production, especially in sectors with limited ppoiwgr.

That said, highech manufacturing remained the key bright spot. Integrated circuit output
surged 22.1% YoY in April, broadly consistent with the resilience in techmelatgd
exports. Alrelated manufacturing, semiconductor production, and technologyaets
continued to provide an important growth cushion for the broader industrial sector.

Structural tailwinds
April trade data remained positive. Exports accelerated sharply to 14.1% YoY from 2.5% in
March, while imports surged 25.3% YoY. Notably, exports to the US returned to positive
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ANRPGGKET NRAAYI mmde: 2, AY !LINAf FTKSFER 2F ¢NUzYLIQa / KAy

favourable base effect, as Wsund shipments had fallen into deep contraction after
reciprocal tariffs took effect in early April last year.

Beyond base effects, resilient demand forrédlated products remained an important
structural tailwind for exports. Imports also beat expectations, mainly supported by strong
demand for integrated circuits. IC imports surged 54.7% YoY in April, with ahéhiy
import value reaching a record high, underscoring the strength of the Al supply chain.
Meanwhile, higher crude oil prices linked to the Iran war lifted the import bill. Although
crude oil import volume fell 20% YoY, import value still rose 13.2% YoY

Looking ahead, the Al supply chain should remain a key source of resilience, further

supporting exports of mechanical and electrical products. Elevated oil prices may also

AUNBY3IGKSY [/ KAYylFQa NBf -ittensv8 gotu?. YCodparadiwitd Sy Saa Ay Sy SNEH@
more energyimport-dependent economies, China benefits from a more complete and

stable supply chain, as well as relative energy cost advantages. This could allow China to

capture additional export substitution demand.

Mixed impact of Iran war

The Iran war is increasingly emergingasade@RISR a6 2NR F2NJ / KAyl Qa SO2y2Y@d hy
one hand, supphgide disruptions are becoming visible. On the other hand, substitution

effects are beginning to kick in. Cadlemical production is gaining cost cpatitiveness,

while structurally higher oil prices are accelerating the energy trangitisupporting NEV

penetration, renewables, and energy storage deployment.

Looking ahead to 2Q26rowth momentum may moderate at the margin. Infrastructure
investment could soften as the initial wave of frdoaded fiscal support fades and bond
issuance normalizes. In addition, local government debt constraints and weak land sale
revenues continued cap investment appetite. As such, whether infrastructure can remain

a reliable growth stabilizer will increasingly depend on stronger central government
support.

Against this backdrop, we expect growth to ease to around 4.7% in 2Q. Nevertheless, the
economy remains broadly on track to achieve the officiat8% target for the year, and we
maintain our fullyear growth forecast at 4.7%.

On monetary policythe combination of cospush reflation and a strongehan-expected

start reduces the urgency for netgrm easing. That said, we continue to expect a 10bps

policy rate cut, likely delayed to 2H26.0ar @A S¢g> 2y I2Ay 3 SFF2NLA& (G2 NBLI AN 60y
interest margins will be a key precondition, ultimately creating room for further easing to

consolidate growth and buffer against rising external uncertainties.
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Hong KongSustaining the
cyclical upswing

1 Real GDP grew at the fastest pace in the first quarter since Zz Cindy Keung

demonstrating resilience to risks stemming from the Middle East con Hong Kong and Maod&conomist
Growth has become increasingly domestically anchored,

consumption, investment, and credit demand strengthenimgandem.

Reflecting the strong start and supportive macro backdrop, we t

revised up our fullyear 2026 GDP growth forecast to 3.4%. Inflat

remains contained but is gradually broadening amid imported ¢

pressure. Inflation is expected to rise modestly to 1.9%. Meanw

labour market slack is likely to widen slightly, with unemploym

projeced at 3.8%.

1 HKD rates rose across tenors from March low, taking cues from the ¢
markets with a mild underperformance against USD rates. Loc
forward, HKD liquidity will likely tighten further, as the market prepa
liquidity for dividend payment and quartend settlement. For the rest o
the year, we see limited downside for HKD rates as the Fed is expec
hold rate unchanged in periods ahead.

1 We expect to see a broad and durable upcycle in housing market.
maghnitude of price increase in 2026 will, however, hinge on the inter
rate trajectory and dynamics of market sentiment. Our baseline fore:
is upgraded to 8.5% YoY rise in the ovarsidential price index and .
milder 3.5% YoY rise in rent index, consistent with the drivers alrea
placa improved affordability, positive carry, supportive policy mix, &
steady demographic tailwinds.

Fastest pace of growth since 2021

The economy continued to play cyclical catghin 2026, supported by easing financial
conditions, resilient external demand, and a revival in capital market activities. Real GDP
grew at the fastest pace in the first quarter since 2021, demonstratingenesd to risks
stemming from the Middle East conflicdbrowth has become increasingly domestically
anchored, with consumption, investment, and credit demand strengthening in tandem

Reflecting the strong start and supportive macro backdrop, we have revised up @edull
2026 GDP growth forecast to 3.4%, while acknowledging that external risks remain tilted to
the downside should geopolitical tensions intensify or persist. Inflation remains contained
but is gradually broadening amid oil shocks. Inflation is expedetsé modestly to 1.9%,

with secondround effects remaining a key risk. Meanwhile, labour market slack is likely to
widen slightly, with unemployment rate projected 28%.
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Chart 1:Fastest pace of growth since 2021

Chart 2:Domestic demand broadly strengthened
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Broadbased strengthening in domestic demand

Real GDP growth accelerated to 5.9% YoY in 1Q26, up sharply from 4.0% (CH&EE.

On a seasonally adjusted basis, the economy grew by 2.9% QoQ (4Q25: 1.1% QoQ). The
upside surprise was primarily driven by a brdsbed strengthening in domestic demand,

led by private consumption and fixed investmé@hart2).

During the quarter, domestic demand showed signs of an entrenched recovery. Private
consumption and gross domestic fixed capital formation expanded at a brisk pace of 4.9%
YoY and 17.7% YoY (4Q25: 2.5% YoY and 11.7% YoY), respectjedher, these two
components contributed approximately 3.2 percentage points (pp) and 2.7pp respectively,
to headline growth (excluding inventory changes), accounting for the bulk of the output
expansion. This reflects improved household balance sheetisyg asset pricesand
stronger business sentiment.

By contrast, external trade detracted materially from growth. Goods and services exports
grew by 23.7% YoY and 3.5% YoY respectively, while imports rose by 29.8% YoY and 4.2%
YoY respectively. As a result, the contribution of net exports turned sharpigtineg
subtracting 8.8pp from GDP growth in the quarter. Meanwhile, government consumption
growth paced up to 3.0% YoY, though its contribution to overall growth remained modest

at 0.4pp.

Warmer consumption sentiment

Domestic consumption has undergone a remarkable recovery so far this year, witbrtdgh
consumption/discretionary items benefiting disproportionately. Retail sales rose sharply by

11.3% YoVY in the first four months of the yé@hart3), marking the strongest growth since

HAHO® 9@SYy FGUSNI I O02dzyiAy3 F2NJ 6KS GSYLR2NI NE
ahead of the expiry of electric private car fitglgistration tax concessions at the end of

March, retail sales growth was still healthy and rdbuSolid underlying economic

fundamentals, further recovery in tourism, positive wealth effect and ongoing promotion

campaign are expected to carry forward and support retail activities for the rest of the year.

At the same time, higher fuel costs and a&osger Renminbi are likely to discourage

aLmhAl s
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outbound travel, helping to contain the retail spending leakage. We expect retail sales to
register a mild increase of around@®6 in 2026.

Public infrastructure and Adlriven capex

Investment was another key contributor to headline growth this year, with public
investment being the major anchor (+29.1% YoY in 1Q26), and private investment playing
cyclical catckup (+8.8% YoY in 1Q26). The recent strength in public investment igifrima
underpinned by increased public infrastructure spending, particularly for projects linked to
the Northern Metropolis. Public works expenditure was expected to remain elevated, at
around HK$128 hillion (around 3.8% of nominal GDP in 2025), for théivexearsChart

4). Meanwhile, private investment was primarily focused on machinery, equipment and
intellectual property products (including computer software, databases, and research and
development). The solid pipeline of infrastructure projects and the associated ingast
spending will likely serve as a guardrail for the growth in the next couple of years.

Chart3: Retail sales saentrenchedrecovery Chart4: Solid pipeline of public projects
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Sources: HK Census and Statistics Department, GEBR Research.

Energy shocks pose manageable risks

Judging from the sources of energy imports and structure of energy demand, Hong Kong is
exposed to, but relatively less sensitive to, the energy supply shock. First and foremost, oil
and oil products, which is acutely affected by the ongoing conflict, asdpunt for around

27% of the primary energy miciart 5. Meanwhile, natural gas and coal/coal products
take up more than 70% of the mix and almost all of the electricity produc@ivait §.

Added to that, majority of energgelated imports (includingetroleum oil and natural gas)
originate from Mainland China instead of the Middle EaBable 1. However, the
interconnected nature of global energy markets means Hong Kong is not entirely insulated.

We also found that oil intensity is among the lowest in the world, with energy use per output
as low as 25 (kg of oil equivalent of energy use per constant PPP@iaR)jJ. Meanwhile,
energy efficiency in Hong Kong continues to improve over time. Domestic energy
consumption grew at a relatively slow pace (at 0.6% p.a. in-2028), as compared to the
growth of real GDP (1.4% p.a.) during the same pefbdut §.
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Chart5: Energy mix as of 2023

By Global Markets | 19 June 2026

Chart6: Electricity mix as of 2023
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Chart8: Energy consumption in 2013024
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Tablel: Energy related imports in 2025

Total import
Nominal value (HK$ Mn) Share to total
Petroleum oil (SITC: 334) 77,520 79.9%
Mainland China 39,750 41.0%
Singapore 13,595 14.0%
Qatar 2,650 2.7%
Natural gas (SITC: 343) 16,708 17.2%
Mainland China 13,087 13.5%
Qatar 1,795 1.9%
Nigeria 1,640 1.7%
Coal (SITC: 321) 2,776 2.9%
Indonesia 2,009 2.1%
us 586 0.6%
Canada 107 0.1%
Total 97,003 100%

Sources: Hong Kong Census and Statistics Department, @OBCResearch

Riding the Al boom

For the first four months of 2026 as a whole, the value of merchandise exports and imports
rose by 35.0% YoY and 38.9% YoY respectd@B5: 20.9% YoY and 22.4% YGKxut 9,

on the back of strong global demand forr8lated electronic products. A visible trade deficit

of HKD198.0 billion, equivalent 8.4% of the value of imports of goods, was recorded during
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this period. We note that imports of petroleum and petroleum products surged by 83.5%
YoY in Marctpril. This sharp increase was driven by higher energy prices and
precautionary stockpiling amid expectations of prolonged disruptions to energy supplies
from the Middle East. We revise up the growth forecast of merchandise exports and import

to 20% and 22% respectively for this year, witkdien trade cycle being the key growth
driver.

Mild acceleration in inflationary pressure
Energysensitive components take up a relatively small, combined share of around 10% of
the CPI basket in Hong Kong, hence limiting the degree oEpessgh to the overall price

pressure. However, secofrdund effects via wages and services inflatiomemain a key
risk.

Composite CPI and underlying CPI (netting out the effect of governmenbfbmelief
measures) rose by an average 1.6% YoY and 1.4% YoY respectively in the first four months
this year Chart 10Q. Breaking down, price increases were most pronounced in

GYAaOSttlryS2dza aSNWAOS&ae obnodw: 2,02 aStSOGNAROAGEZT 3Tt
GONY yaLR2NIéE oObo dp:  ZAfough FomdagherSeNsigp andldpsfaing KS LI & &
O02adad Ly O2yiNrailds (GKS aK2dzaAy3aé O02YLRyYySyd NerasS i | NI

helping to anchor the overall inflation. Reflecting the implications of higher oil prices on
imported inflation and domestic cost structures, we have raised ouf/&dr 2026 inflation
projection for Hong Kong to 1.9%.

Chart9: Growth in portsaccelerated Chart10: Modest pickup in inflationary pressure
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Labour market faces structural constraints

Thelabour market tightened somewhat, with the asonally adjusted unemployment rate
edging down td3.7% in Februarg April 2026(Chart 1). The extent of improvementvas,
however,maskedby the sustained decline in labofarce participation rate and contraction

in labour supply. The labour force participation rateclinedto a new record low of 56.3%,

on the back of aging population and lower labour participation among younger age cohorts.
Meanwhile, labour force shrank to 3.787 millioiits lowest level since early 2023. We
expect to see mild softengnin the labour market in periods ahead, particiyan import
andexport trade sectos, as the persistent oil supply shock poses downside risks to growth
momentum and corporate hiring. We project the #iar unemployment rate forecast at
3.8%.

Mild growth in loan demand

The looser monetary condition, the ongoing property market upcycle, and broader
economic recovery lent some support to loan demand, albeit momentum stayed modest. In
the first quarter, increase in loans for use in Hong Kong (including trade finance)yr8<%b
Qo0 (0.2% QoQ in 4Q2%)hart 13. The increase in loans for use during the first quarter
was mainly led by loans to financial concerns and trade finance. Total loans and advances
are expected to see mild growth at around 5% in 2026. We still expaete the bottoming

out of the HKD loaito-deposit ratio Chart 13, though likely delayed to late 2026 or early

2027.
Chart13: Loanto-deposit ratio close to inflection point Chart14: FRAsuggested more upside for HIBORs
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The upand-coming funding hotspot

Fundfaising activity picked up notably in 2026, underpinned by ample market liquidity,
lower funding costs (as compared to USD funding), favourable tax treatment, and the
growing recognition of the Hong Kong dollar as a Zwdeen currency with proxdJSD
characteristics. Foreign supranational issueirscluding the World Bank and the Asian
Infrastructure Investment Bankissued a record volume of HEi@nominated bonds (i.e.
wonton bonds) during the year, alongside issuances by Hong Kong government and quasi
government entitiesSimilarly, activities in equity capital markets stayed buoyant. The IPO
pipeline was robust, with more than 400 applications awaiting regulatory approval. In 1Q26,
total funds raised via initial public offerings reached HK$11hjltanking Hong Kong as
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valuations, generally strong pasting performance and broader rigln environment.

Limited downside for HKD rates

HKD rates rose across tenors from March low, taking cues from the global markets with a
mild underperformance against USD rates. Looking forward, HKD liquidity will likely tighten
further, as the market prepares liquidity for dividend payment and quaetet settlement.

FRAs remained generally higher than the benchmario8th HIBOR, with spread between

6x9 FRA and-fionth HIBOR widened to above 65b@hért 14. For the rest of the year,

we see limited downside for HKD rates as the Fed is expected tadteldinchanged in
periods ahead. Should there be any triggering of FX intervention, we expect to see abrupt
tightening of HKD liquidity and more room for HKIBD rate spread compression. We pitch
one-month and threemonth HIBORs at 2.80% and 2.95% respelstiat end2026.

Durable upswing in housing prices

Entering 2026, the earlgycle recovery has evolved into a more durable uptrend in housing
prices, with endiser demand improving alongside a gradual return of speculative interest.
The official property price and rental index rose cumulatively by 5.7% and 1.4% respectively
in the four months of 2026Chart 15, accompanied by a notable pickup in transaction
activities. Property developers had also been more aggressive in pricing and land acquisition
strategy. Our baseline forecast is upgraded to 8.5% MeMrrthe overall residential price
index and a milder 3.5% YoY rise in rent index, consistent with the drivers already in place
improved affordability, positive carryChart 1§, supportive policy mix, and steady
demographic tailwinds.

Increase in housing prices outpaced that of rents in 2026, suggesting demand leakage from
the leasing market, enabled by compression in the #awh spread. Rental index in the
Class A and B segments (units with area less than®§9nich are typically dominated by
firstZime buyers and upgrader households transitioning from rental accommodation, rose
cumulatively by 0.5%.5%. By contrast, rental indices for larger units in Class D and E
segments (units with area 100%mar above) rose more sharply, by936.

While we expect to see a broad and durable upcycle in housing market, the magnitude of
price increase in 2026 however will hinge on the intemasé trajectory and dynamics of
market sentiment. We expect to see limited downside for -omenth HIBOR this ywe.
Hence, mortgage rate should be capped 4t.P5% level for most of the year. Another key
challenge is the inventory overhang. Total potential supply in the comihgy@ars was
estimated at 104k as of er2025. Dividing by the annual unit takg (20year average at
13.4k), it will take approximately 7.8 years to fully digest the supply.
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Chart B: Housing market upcycle Chart B6: Buyrent gap in negative territory
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India: In the firing line

1 The economy is in the firing line in dealing with higher global oil pri Lavanya Venkateswaran
IAPSY AGA QdzZ ySNIOATAGE FNBY Wi  Senior ASEAN Economist
balances.

1 We expect the current account deficit to widen to 2.0% of GDP, hea
CPI to average 5% and GDP growth to slow to 6.5% in FY27.

1 We believe the RBI needs to move to the next line of defence in ra
the policy rate by a cumulative 50bp in FY27, starting in 3Q26 w
subsequent increase in 4Q26/1Q27.

Vulnerable to energy shocks

We assess that higher global oil prices are the most harmful for India and the Philippines

withinthe ASEAM | YR LYRALF NBIA2Yyd CdzStf AYLRNIA& | O02dzyd F2NJ Yup
with retail fuel prices heavily subsidised. This dynamic has exacerbafed Wi 6 Ay RSTAOAGQ

concerns of widening current account and fiscal deficits.

More so, the capital and financial accounts of the balance of payments have become more
complex considering global risk aversion amid geopolitical uncertainties. The economy
experienced net portfolio outflows of USD23.2bn until dévidy, with FDI inflows at

USD4.6bn for 1Q26. A combination of these structural and cyclical factors has manifested in
exchange rate pressures, with INR significantly underperforming regional peers for most of

1H26.
India: Twin deficits EJOSDb” India: Foreign flows
mmm Net FDI
;/OGDP m Current account balance Net Portfolio flows
m Fiscal balance 10 ——Foreign Inward Investment
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SourceilMF WEO, CEIC, OCBC Group Research. Source: CEI@Joomberg; OCBC Group Research.

The authorities stepped up action in the immediate aftermath of the closure of the Straits

2F |1 2N)dd @ ta a2RAQa FLIIIE (G2 GKS ylridA2y 2y wmm al @& FdzNJ
regards the energy situation. He urged families to reduce purchases of goidfuel

consumption, skip foreign travel, wofkom-home and reduce the usage of cooking oil. He

also encouraged farmers to reduce dependence on imported fertilisers and adopt solar

powered irrigation pumps.
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Current account deficit likely to widen

adzOK 2F GKS LINBaadz2NBa IfftdzZRSR (G2 ta az2RAQa LISt OFy
fiscal pressures. The trade deficit widened to USD28.4bn in April from USD20.7bn in March,

even as crude petroleum imports dropped in March and Aprit3.9% YoY and 0%,

respectively. We suspect much of this decline is due to the limited availability of supply

rather than reduced demand.

(@]}

Gold and silver imports, however, remained high resulting in the government imposing a
10% basic customs duty and 5% Agriculture Infrastructure and Development Cess on these
imports. These raise the effective import duty to 15% from 6% previously. Thigkeky

have some dampening effect on demand combined with seasonally reduced demand ahead
of less auspicious months of gold buying. That said, the demand for gold is more structural
and unlikely to be completely deterred.

There is still some buffer for the administration. The current account balance shifted to a
surplus of USD7.1bn in 1Q26 from a deficit of USD15.5bn in 4Q25, driven by a wider surplus
in the services (USD60.4bn from USD57.5bn in 4Q25) and secondary ird®B¥1(3bn

from USD35.2bn in 4Q25) accounts. The export side of the equation remains less
convincingly than most regional peers that continue to benefit from the upcycle in global
semiconductor cycle. While electronics and engineering goods exports haes pip in
recent months, it has not convincingly lifted overall export growth. Higher global oil prices
can lift refined petroleum exports through better terms of trade effects in the coming
months, but potential supply shortages for crude petroleum cdadgdome more binding.

The services account surplus will likely remain supported by information technology exports
while tourist inflows remain lacklustrezor FY26, the current account deficit remained
unchanged at 0.6% of GDP compared to FY25. We foriéthstdeficit will widen to 2.0%

of GDP in FY27.

%Yoy India: gold imports: price & volume effects Exports by products
300 — Electronics and engineering goods exports
m Volume effectsm Price effects Labour intensive exports
%YoY Chemicals and allied products
200 60 — Petroleum and energy

40 Agricalture products
100 5 _*‘\/‘\w_"_\/\:’_\_\/_\’r.x/_
2 | V V
0 -40
-60

-100 -80
Apr-23 Apr-24 Apr-25 Apr-26 Jan-24 Oct-24 Jul-25 Apr-26
Source:CEIC; OCBC Group Research.

Source: CEIC; OCBC Group Research.
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Capital flows under pressure

The wider current account deficit puts pressures on capital flows for funding. Capital flows
have been volatile in 1H26, with portfolio outflows exacerbated by macroeconomic
vulnerabilities to higher global oil prices. Outflows were recorded on from dethteguity
instruments since March 2026, i.e., the onset of geopolitical tensions. Indeed, the local
currency, INR, was the worst performing currency in EM Asia (after IDR) despite domestic
growth and reform momentum remaining well supported. Reflecting,thihe financial
account recorded net outflows of USD8.7bn, partly reversing inflows from USD16.7bn in
4Q25. While the economy recorded net FDI inflows of USD4.2bn compared to net outflows
of USD3.7bn in 4Q25, net portfolio outflows intensified to USD1Rv@ysus outflows of
USDO0.2bn in 4Q25 led by equity outflows.

RBI net sold USD9.8bn in March while FX reserves stood at USD682.3bn as of 29 May, with
the import cover of 11 montis The net forward and futures position show an outstanding

of USD95.3bn as of espril versus USD103.0bn in March. The pressure on the currency,
however, suggests that RBI will continue to lean against sharper depreciation forces.

0 : USDbn India: FX reserves and net forward position

Yotal imports India fuel imports (2024) 800
50 B FX reserves m Net forwards & futures
40 m Crude petroleum 600

m Refined petroleum

30 400
20 200
10 0

0 - u 200

Middle East Russian Africa Latin USA i
Eibiiy e Apr-23 Oct-23 Apr-24 Oct-24 Apr-25 Oct-25 Apr-26

Source: CEIC; OCBfup Research.
Source: UNComtrad€)CBC Group Research.

RBI and the government, in a strong coordinated effort, announced measures to combat
INR depreciation on 5 June. RBI reintroduced for a minimum tenor of 3 years and maximum
of five years. Importantly, RBI will absorb the hedging cyste banking associated with

USD deposits, allowing banks to offer higher FB@posit ratesRBI noted its in its official
gazette that he Swap Facility will be operated daily on all working days in Mumbai (except
Saturdays and holidays) and a bank can avail of the swap facility only once in a week. The
Swap Facilityvas effective on 8 Junand will remain open up td6 October for deposits
mobilized betweer8 Juneand 30 SeptemberDomestic bankkave since announced FNCR

B rates 3.067.10% depending on the tenor and the bank.

The RBI also announced thafacility of a concessional forex swap will be provided till 30
September 2026 to incentivize ECBs by PBlis, along witta facility of concessional forex

! Forex reserve at healthy $682 billion, adequate to provide import cover for 11 months: RBI Governor, The Hindu, 5 June 2026.
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swapto incentivize External Commercial Borrowings (ECBs) by PSUs, could raise significant

capital inflows. In the press conference following the decision, the RBI Governor was non

committal on assessments of potential inflows. He did, however, note that he expected a

GYdzOK o0SGGSNI . 2t¢d ¢KS 3I20SNYYSyYyidsz F2NJ Ada LINILGZI NBY2Q
investmen limits, and tax exemptions for holding government securities.

Measures to attract capital inflows announced on 5 June

Measure OCBC view

These measures by RBI were complemented by
government's measures. The government removed the th
restrictions, on shorterm investment limit, concentration
limit and the securitywise limit for investments by foreig
portfolio investors in governmersecurities. The quantitativ
investment limit of 6% of the outstanding stock of the
securities and 2% of the SG securities is maintained.
Government will also exempt such investments from incg
tax on any interest or capital gain.

First, for government securities under the Fully Accesg
w2dziS o6C!wos 4SS FNB SELIN y
ASOdzNAGASAQ o6& AyOf dzB0ayid40
year tenor Gsecs. In addition, limits pertaining to shderm
investment, oncentration and individual securities on H
investment under the General Route are being removed.

Second, the limits for investment by NRIs and OCls in e
instruments traded on the stock market without SE
registration are being increased. Further, the same facilit
being extended to all individual Persons Resident Out
India (PROIs) at parith NRIs and OCls.

The investment limit will be increased for an individual P
under this scheme from 5% to 10% in any company, witl
overall investment limit for all individual PROIs to 24%, f
the current 10%.

This will allow banks to raise foreign currency funds as
Third, a facility of concessional forex swap will be provide( 'subsidies' the cost of hedging. Reuters reported on 25 |
30th September 2026 to incentivize ECBs by PSUs. that banks viewed USD50bn could be raised through
concessional forex swap and RBI absorbing the hedging ¢
The FCNIB facility was previously in place in 2013. |
deposits from August 2013 until May 2014 were up
USD39.6bn, providing a credible backstop to furt
backsliding of INR versus USD in that period.

Fourth, a similar facility for bearing the full hedging cost s
be provided till 30th September 2026 to AD banks for rai
fresh 3;5-year FCNR (B) deposits.

Fifth, it is proposed to restore the time for realisation of exp| This has been reduced from 15 months and could req
proceeds to nine months. exporters to adjust neaterm cash flows.

The government has cut thaterestincome on GSecs (209
to 0%) and capital gains on$&cs (12.5% LTCG to 086

Sixth, the government removed taxes incurred on hold .
attract bond inflows.

government bonds.

Source: RBI, Reuters, Indian Express; OCBC Group Research.

Price pressures are rising

RBI is an inflation targeting central bank, with the headline CPI target range wider than most
central banks at £%. Headline CPI is still below the fpant but rising modestly to 3.5%
YoY in April from 3.4% in March. The wholesale price index (WRie¢uby 8.3% YoY in
April versus 3.9% in March. Admittedly, the relationship between CPI and WPI is not entirely
straightforward considering various price passthrough considerations including buffers from
corporate margins and producer willingness to abdoidgher production costs.

2Reuters noted a figure of USD50bn. Indian banks seek hedging cost subsidy from RBI to raise dollar funding, sourcesysz§?2@5Rduters.
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Notwithstanding, we believe inflationary pressures will rise in the coming months. Imported
inflation pressures, higher fertiliser prices, upward adjustments to retail fuel prices,
temperamental monsoon outcomes and EI Nino risks are key factors thatshéted the

balance of risks for headline CPI to the upside. Moreover, we assume that retail petrol and
diesel prices will be adjusted more than in the past leading to greaterthassgh of higher

global oil prices onto retail fuel prices. As such, wedast headline CPI to average 5.0% in
FY27 compared to 2.1% in FY26. Meanwhile, RBI raised its FY27 headline CPI forecast to
5.1% YoY from 4.6%, which is still within the target range but signs of inflation expectations
and prices rising sharply and brdwavill trigger a response from RBI.

%YoY India: CPI and WPI INR/lit India retail petrol prices
20 = Consumer Price Index (CPI) e
—\\'holesale Price Index (WPI) 130 . .
15 Chennai = Delhi
120 Kolkata = Mumbai
10 110
— A
> 100 j\
S /
0 90
-5 80
10 Feb-22 Oct-22 Jun-23 Feb-24 Oct-24 Jun-25 Feb-26
Apr-14 Apr-16 Apr-18 Apr-20 Apr-22 Apr-24 Apr-26
Source: CEIQCBC Group Research. Source: CEIC; OCBC Group Research.

RBI to hike rates

While sentiment will likely stabilise in the nearSNY 3IA GBSy w. LQ&- YSI &adz2NBaszx (GKS 3INRg
inflation-S E G S NJ/ | € oFLtlyOS TFdzyRIFIYSyildlfta oAff al0Atf 2dzaitATe L
statement was clear that inflation risks are to the upside, with the focususamsecone

round effects from higher retail fuel prices. Food inflation risks have also risen considering

i K Sunceittainty about the spatial and temporal distribution of the soutbst

monsoonand El Nifi@onditionsb €

The combination of higher inflation and still existent balance of payment pressures will
require RBI to shift from the second line of defence in terms of FX intervention to policy rate
hikes. As such, we still see still forecast that the RBI will raipelity rate by a cumulative
50bp in FY27, starting in 3Q26 with a subsequent increase in 4Q26 or 1Q27.

Quasifiscal pressures are building

Assessing the mounting central government fiscal pressures has become more complicated
by the role of Oil Marketing Companies in underwriting losses from subsiding retail fuel
prices. OMCs noted that dallysses of INR1000crore as 10 May. The pressure on OMCs was
evident with retail fuel price hikes at the pumps on several occasions since 15 May, resulting
in a cumulative ~8% increase in pricEBese prices increases have helped narrow the daily
losses for OMCs to INR60Ocrore per day, but these remairsimeasnonetheless. The
mechanism of compensation for these OMCs from the central government is less clear cut,
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implying that the fiscal deficit could still be maintained at 4.3% of GDP for FY27 (i.e. April
2026 to March 2027) while quafiscal pressures increase.

On the revenue front, RBI transferred INR2.87trn in dividends for FY26 to the central
government, which was slightly lower than the expected INR3trn, but sizeable, nonetheless.
This is the highest transfer on record while GST revenue collections haveealsatrong,
reaching an altime high of INR2.42trn in April 2026, kicking off FY27 on a strong note. The
outlook for revenue collections, however, is bumpier considering the potential impact on
growth from the energy crisis stemming from the Middle Hasdian authorities refer to

the region as West Asia).

Growth subject to downside risks

Despite the continued geopolitical constraints, the incoming activity data has been broadly
resilient. GDP rose by 7.8% YoY in 1Q26 from 8.0% in 4Q25, driven by solid investment
spending (10.8% YoY versus 8.2% in 4Q25) and government consumption (4.226%m
more than offsetting slower household spending (7.1% versus 8.2%). Domestic final demand
contributed 8.1pp to headline GDP growth from 7.8pp in 4Q25 while the contribution of net
exports shifted to +0.4pp frorD.4pp in 4Q25. For FY26, the economi&?@ YoY from 7.1%

in FY25.

The incoming data for 2Q26 showed signs of resilience. Passenger vehicle sales growth
jumped to 25.4%YoY in April compared to 16% in March whilewheeler sales growth

was 28.4% YoY in April compared to 19.3% in March, pointing to rural demand holding up
well. Trade data was also strong as was credit growth for the major sectors.

That said, the resilience of growth is unlikely to hold up considering that retail fuel price
hikes are a proxy tax on consumers. With private consumption expenditures accounting for
~55% of GDP growth, slower consumption spending will have a noticefdaté @fi growth
momentum. Furthermore, we expect some cutback in government spending in the coming
months to accommodate for the rising subsidy bill for items such as fertilizers and food
based on INR depreciation and higher inputs. This will limit théyabflthe government to
provide countercyclical policies to mitigate against downside risks to growth. Finally, we do
not see exports given the product mix providing a material benefit to growth, albeit with
monthly fluctuations remaining high. Importbowever, will remain resilient based on
energy and metals demand. As such, we forecast GDP growth to slow to 6.5% in FY27 (RBI:
6.6%).

The economy is in the firing line in dealing with higher global oil prices, given its vulnerability
FNRY WigAy RSFAOAGAQ 2y GKS OdaNNByid | 002dzy/i
account deficit to widen to 2.0% of GDP, headline CPI to averageé%R@P growth to

slow to 6.5% in FY27. We believe the RBI needs to move to the next line of defence in raising

the policy rate by a cumulative 50bp in FY27, starting in 3Q26 with a subsequent increase in
4Q26/1Q27.
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Summary of Economic Forecasts ~ FY23 FY24 FY25 FY26  FY27F FY28F FY2%
GDP (% YaY) 7.6 7.2 7.1 7.7 6.5 7.4 7.5
Goods and services exports (% Yo 14.3 0.1 6.0 4.6 -1.1 10.9 17.6
Goods and services imports (% Yo 18.0 -4.3 7.3 6.5 9.1 10.3 15.0
Current Account Balance (% of GD 2.1 -0.7 -0.6 -0.6 -2.0 -1.5 -0.6
Fiscal Balance (% of GDP) -6.5 -5.5 -4.8 -4.4 -4.4 -4.2 4.1
Headline CPI (% YoY) 6.6 5.4 4.6 2.0 5.0 3.4 2.8
RBI repo rate (% eop) 6.50 6.50 6.25 5.25 5.75 5.25 5.25

Source: OCBC Group Research.
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Indonesia Policy shifts

We maintain our GDP growth forecasts at 5.0% for both 2026 and z
This implies slower growth in the coming quarters as perceived dom
policy risks rise, external risks remain rife and fiscal support narB®avs
Indonesia hiked its policy rate by 25bp on 18 June, following a :
intermeeting hike on 9 June and a 50bp hike at its 20 May mee

By Global Markets | 19 June 2026
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marking a firm shift toward rupiah defence mode. We now expec
cumulative 75bp of rate hikes from Bl through tode2026, taking the
policy rate to 6.50%.

1 The room for fiscal policy to support growth is narrowing constrainec
a binding legal fiscal deficit limit of 3% of GDP, a higher fuel subsid
priority programme commitments and a narrow revenue basSgternal
pressures are also rife. We expect the current account deficit to wide
1.6% of GDP in 2026 fro. 1% in 2025, with the financing of the balan
of payments remaining a clear focus for investors. Credit rating agel
are also on standby falwing downgrades to the sovereign outlook fro
a22Re8Qa FYyR CAGOK wlidAy3aa Ay
deteriorations in the credit ratings outlook/ratings.

1 Policy shifts are further obfuscating the economic landscape for inves
¢ KS 32 @SNYYSy i QATDav&nGra SuinBegya indoneSiz
to manage selected commodity exports marks a significant shil
LY R2 Yy S & A-fesbarce ydvérrdatd ffameworks implementation
will be key to preserving privateector incentives and investmer
confidence.

Resilient startbut hard toreplicate for rest of the year

Real GDP growth acceleetto 5.6% YoY in 1Q26 from 5.4% in 4Q25, the strongest print
since 3Q22. The headline outturn was encouraging, but the composition suggests that the
first-quarter acceleration was supported by several favourable tailwinds, including higher
public spendingfestive consumption during Ramadan and Eid, and stable administered
energy prices.

Government consumption was the clearest driver, surging 21.8% YoY in 1Q26 from 4.6% in
4Q25, supported by higher personnel spending, festive bonus disbursements and faster
implementation of priority programmes, including the Free Nutritious Meals Programme
Household consumption also strengthened to 5.5% YoY from 5.1%, its fastest pace since
2Q22, helped by festive spending and the decision to keep subsidised fuel prices unchanged.
Investment remained resilient, with gross fixed capital formation growifgoey oY, broadly
steady from 6.1% in 4Q25.

Follow our podcasts by searching ‘OCBC Research Insights’ on Telegram!

55



£)OCBC
OCBC Group Research

By Global Markets | 19 June 2026

Indonesia
GDP (Expenditure) % YoY 1Q25 2Q25 3Q25 4Q25 1Q26

bp cont, I Household Consumption M Investment (GFCF) GDP 4.9 5.1 5.0 54 5.6
%Yoy, ™ Govt. Spending & NPI Net Exports Household 4.9 5.0 4.9 5.1 5.5
7.5 Other ==GDP growth Non-PISH 3.1 7.8 3.8 5.9 6.3
5.0 N _ Government -1.2 -0.3 5.7 4.5 21.8
' Investment (GFCF) 2.1 7.0 5.0 6.1 6.0
2.5 Export of G&S 5.9 10.1 9.1 3.3 0.9
0.0 Imports of G&S 3.6 11.1 0.9 4.0 7.2
2.5 Agriculture, F&F 10.5 1.7 4.9 5.1 5.0
Construction 2.2 5.0 4.2 3.9 5.5
.0 Manufacturing ind. 4.5 5.7 5.5 5.4 5.0
-7.5 Mining & Quarrying -1.2 2.0 -2.0 -1.3 2.1
Mar-20 Mar-21  Mar-22 Mar-23 Mar-24 Mar-25 Mar-26 Transport& storage 9.0 8.5 8.6 9.0 8.0
Note: Other refers to combined value of change in inventories and statistical W&R trade; auto 5.0 5.4 5.5 6.1 6.3

discrepancies. Source: BPS, CEIC, OCBC Group Research. Source: BPS, CEIC, OCBC Group Research

However, we would be cautious about extrapolating the 1Q26 pace for the full year. Fiscal
support has played an important role in sustaining growth, but fiscal room is becoming more
constrained. At the same time, the external sector is turning less supporvith imports
accelerating to 7.2% YoY while export growth slowed to 0.9%, resulting in net exports
subtracting 1.2ppt from headline growth.

On the production side, the picture was broadly positive but uneven. Accommodation and
food services posted the strongest growth at 13.1% YoY, supported by the festive period
and stronger fooetelated demand from public programmes. Wholesale and retadéra
grew 6.3%, while transportation and warehousing remained robust despite easing to 8.0%.
Construction improved to 5.5%, helped by infrastructure and programeteted activity.

By contrast, manufacturing growth eased to 5.0% YoY from 5.4% in 4Q25mivtiilg and
quarrying contracted 2.1% YoY, deeper than the 1.3% decline in 4Q25.

Looking ahead, we maintain our GDP growth forecasts at 5.0% for both 2026 and 2027. The

strong 1Q26 outturn provides a favourable starting point, but we would be cautious about

extrapolating this pace for the full yearhefiscal roomto manoeuvre is narrow and the

onus is now on the Prabowo administration to convince private sector investors that

crowding out risks from the public sector will be monitored. The policy environment and the

runway to deliver new changes on the commodigpert framework willbe crucial to the

2dzif 221 F2NJ SELRNIA&A® /2YY2RAGE SELRNI&S 6KAOK O2yadAaddzis
50%, could potentially benefit from higher global prices. However, much depends on the

new framework under Danantarddousehold spending could also be impacted by higher

policy rates. As such, we expect GDP growth to slow to 4.9% from2Q2%&

Commaodity export governance enters a new phase

cC2ft2gAy3a (GKS ONBIGA2Y 2F 5FyFydlINI Ay CSONHzr NB HAHpPpZI t N
regulation marks a further shift in the governance of selected natwstburce exports,

initially covering coal, palm oil and ferroalloys. These commodities acocddotearound
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23.3% of total 2025 exports. Under the new framework, their exports will be overseen by
PT Danantara Sumber Ddpaonesiaa stateowned enterprise under Danantara.

Exports of selected commodities

UsD bn
100

M Coal mPalm oil

M Ferro-alloys
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Note: HS codes 1511 (palm oil and its fractions, whether or not
refined, but not chemically modified), 2701 (coal; briquettes,
ovoids, and similar solid fuels manufactured from coal), and 7202
(ferro-alloys) were used in this chart.

Danantara per Dayilmdonesia PT D eline
Date Milestone Description
19 May 2026 OfflClaI_ PT DSl is incorporated under PT Danant
Registration | Investment Management.
20 May 2026 Presidential Pre5|dent_Prabowo mandates a singkte
Mandate export policy to curb revenue leakage.
Leadership | Luke Thomas Mahony is appointed as t
21 May 2026 Appointment | President Director of PT DSI.
1 June 2026 Phase 1 Operatlc_)ns begln_ with ma_n_datory expo
Launch transaction reporting and pricing screenin
Transitional | System adjustment period takes pla
Juneg Dec 2026 Evaluation | alongside transition into full BUMN status.
1 January 2027 Phase 2 Full singlegate rules begin, making PT [
Enforcement| the sole legal exporter.

SourcelUN Comtrade, Hukumonline, Kompas, Bisnis, CNN Indonesia, Jakarta Globa, Tempo, President Speech (20 MaBQGz28)yp Research

The policy objective is to strengthen oversight of strategic commodity exports. President
Prabowo cited concerns over undivoicing, transfer pricing and the handling of foreign

SEOKI y3S LINROSSR&a:

gKAOK KS

& | ApRire khé \RIueNB R dzO S R

(KS ahlGSQs

of natural resources. The transition period to export through the new entity is set at three
months, but can be extended to one year, with the commaodity list to be reviewed every

three months.

If implemented well, the policy could improve export governance, support revenue
collection and strengthen onshore FX liquidity at a time when the rupiah remains under
pressure. However, implementation risks are material. The final impact will dependeon th
implementing regulation, including the exact commodity coverage, pricing mechanism,
transfer of proceeds to exporters and treatment of existing contracts.

The broader state role in naturagsource exports could support better governance and
revenue capture, but its success will ultimately depend on execution. The authorities will
need to ensure that privatsector participants remain incentivised to tradeyest and
generate export earnings. Perceived risks of crowding out prsattor activity will need

to be mitigated through transparent implementation, consistent dialogue and policy

adjustments where needed.

Keeping more export earnings onshore

The government has also adjusted FX regulation requirements for commodity exporters.
These rules have been revised several times in recent years to bolster onshore -foreign
currency liquidity, allow the authorities to better monitor export earnings fromunalt

resources, support reserves and stabilise the rupiah.

The latest adjustment requires all natwrasource exporters to keep their entire export
revenues in stat®wned banks from 1 J@n2026. The minimum holding period is three
months for oil and gas exporters and 12 months for+odrand gas exporters, while up to
Follow our podcasts by searching ‘OCBC Research Insights’ on Telegram!
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50% of these earnings must be converted into rupiah. The government is also expanding
exemptions for DHE placement at R&®E banks originating from trading partner countries
that have trade cooperation agreements or MoUs with Indonesia.

Theauthoritiesare tightening the screws on monitorirmmmodity earnings to provide a
stronger buffer for domestic FX liquiditifast iterations of this policy have had mixed
results. It remains to be seen if the stricter regulations will catalyse commodity exporters
into bringing back export earnings onshore.

Effective
Date

Repatriation
requirements

10-Janl19

Mandated exporters of
naturatresource

sectors (mining,
plantations, forestry,
and fishery) to
repatriate forex export
earnings to Indonesia.

01-Aug-23

Mandated exporters of
naturatresources
sector (mining,
plantations, forestry,
and fishery) to
repatriate forex export
earnings to Indonesig
and keep 30% of itg
proceeds onshore for g
minimum period of
three months. The
regulation  will  be
applicable to exprt
proceeds with a
minimum of USD 250k
or equivalent.

01-Mar-25

Mandated exporters of
naturatresources
sector (mining,
plantations, forestry,
and fishery) to
repatriate 100%  of
their export earnings
within Indonesia's
financial system for at|
least one year,
targeting exports
valued at USD250k o
more.

01-Jan26

Exporters can converf
only 50% of repatriated
funds into IDR;
remaining will stay in
foreign currency
(mostly USD).

01-Jun26

Natural resources

exporters are
mandated to keep
100% of FX earnings i
state-owned banks. Up
to 50% of these
earnings must be

converted into IDR.

Mechanism

Export proceeds musi
be deposited in the
Special Account ng
longer than three
months after the filing
of relevant customs
export notification
(Pemberitahuan
Pabean EksporPPE)

Export proceeds must
be deposited in the
Special Account ng
longer than three
months after the filing
of relevant customs
export notification
(Pemberitahuan

Pabean EksperPPE).

Exporters are allowed
to use the retained

funds for  specific
purposes, including
converting to IDR at
the same foreign
exchange bank,
payments in foreign

currency for tax and

The government will
require many natural
resource companies tq
deposit their export
earnings solely in state
owned banks.

non-tax state revenue.

The government is alsq
expanding the
exemption for DHE
placement at norSOE
banks originating from
trading partner
countries that have
trade cooperation
agreements or MoUs

with Indonesia.

Source: Bl, Antara news, Kontan, Jakarta Globe, OCBC Group Research.

Fiscabpolicies remain the main lever of growth
The strong start to 2026 was supported in part by a sizeable fiscal impulse, but the scope to
sustain this pace of support is becoming increasingly constrained. As-dlandhe fiscal
deficit stood at 0.70% of GDP, widening slightly from 0.64% inbApriémaining well below

the full-year 2026 budget target of 2.68% of GDRe annualised fiscal rumate stood at

2.8% of GDP in May, comparexd-2.6% in April and3.7% in MarchGovernment revenue

rose by 19.1% YoYyearto-May, equivalent to 37.6% ofhe fullyear target, while
expenditure growth remained elevated at 34.4% Yedrto-May, at 35.5% of the target.
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Fiscal balance on a 12-month rolling sum basis

% GDP (12mth
rolling sum)
0.0

-1.0

May-16 May-18 May-20 May-22 May-24 May-26
Note: OCBC Group Research estimates. Source: MoF,CEIC, OCBC Group Research.

On a monthly basis, revenue growth accelerated sharply to 44.2% YoY in May from 18.4% in
April. This was supported by a notable improvement in tax revenue growth, which rose to
41.6% YoY in May from 12.6% in Ailt there are some base effects to this and 1Q26
prints as we have pointed to previously given the implementation of Coretax in 1Q25.
Meanwhile, nortax revenue growth remained strong at 56.1% broadly unchanged

from 56.2% in April. Historically, ndax revenues tend to improve alongside high
commodity prices.
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The bigger pressure point remains expenditure. Spending growth continued to stay
elevated, dbeit moderatingslightly to 34.5% YoY in May from 44.1% in April, led by higher
subsidies, capital expenditure, social assistance, and material spending. Subsidies will be a
key variable to watch in 2H26. With subsidised fuel prices kept unchanged, inflationary
pressuresshould remain containechowever, the fiscal burden could rise if oil prices stay
elevated or if the rupiah remains weak. We estimate that the fuel subsidy bill could widen
to 0.9% of GDP in 2026, from the budgeted 0.4% of GDP, if oil prices average t8ID100
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Indonesia
2026 Budget 2027 budget framework
macro assumption
GDP Growth (%) 5.4 5.8¢6.5
Inflation (%) 2.5 1.535
10yr IndoGB yield (%) 6.9 6.5¢7.3
USDIDR 16,500 16,800¢ 17,500
Indonesia Crude Price (USD/bbl) 70 7095
QOil Lifting (thousand bbl/day) 610 602¢ 615
Natural gas lifting (MVBOEPF) 984 934¢ 977
Revenue (% GDP) - 11.82¢ 11.4%
Expenditure (% GDP) - 13.62¢ 14.80%
Budget deficit (% GDP) -2.68 1.80¢ 2.40%

Source: President Speech, 20 May 2026.

The authorities remain committed to keeping the fiscal deficit below the 3% of GDP legal
ceiling. This was also reflected in the 2027 budget framework, where President Prabowo set
a narrower deficit target of 1-2.4% of GDP, alongside a relatively amhbgi&GDP growth
assumption of 5.8.5%, inflation of 1.8.5%, USD/IDR at 16,820,500, and Indonesia
Crude Price at USDB®/bbl.

The details of the 2027 Budget will likely be forthcoming in the months ahead to better

dzy RSNBGFYR GKS IdziK2NAGASAQ S&GAYIGSE F2NJ SELISYRAGdINBAzS
consolidation.However, achieving this consolidation path will depend on expenditure

discipline, subsidy management and measures to broaden the tax base. In our view, fiscal

policy will remain growtksupportive, but the tradeoff between supporting demandnd

preserving fiscal credibility will become more binding into 2H26.

Credit rating agencies are also on standby following downgrades to the sovereign outlook

FNRY a22RéQ&a lyR CAUGOK wliAy3aa Ay SIFENIeé& uHunucd 2S5 R2 yz2i
the credit ratings outlook/ratings. The main rationale for the outlook cledmg Fitch Ratings

A& G2 inbt&dirg folicii undertainty and erosion of Indonesia's policy mix consistency

and credibility amid growing centralisation of policymaking authority. This could weaken the

mediumterm fiscal outlook, undermine investor sment, and put pressure on external

buffersé C2NJ a22Re Q&> Al y2G3SR aGNBRAZOSR LINBRAOGFOATAGE YR (
LINPOSaaz tf2y3JaARS tSaa STFFSOGALBS LRt AOE O2YYdzyAOlF GA2YyE @
policy credibility among investors, as reflected in increased equity andgfeesichange

YIN)SG g2t GAtAGRED

Watching the external balance

The trade surplus narrowed sharply to USDO.1bn in April from USD3.3bn in March, with

oil&gas imports rising 82.5%YoY (albeit from a low b&sg)ort growth was strong at 22%

YoY versus3.1% in March while import growth was up 22.5% YoY from 1.5% in March. The

current account deficit has widened to USD4.0bn, or 1.1% of GDP in 1Q26 from USD2.5bn

(0.7% of GDP) in 4Q26, marking the weakest outsimee 4Q19We believe the current

account deficit will widen in 2026 to 1.6% of GDP fr@% of GDP. BoP finang, as a

result, will continue to be watched closely.
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Trade performance Imports by end-use
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Yields on SRBI instruments have been pushed highet 2o for the émonth tenor, 733%

for the 9month tenor, and B%% for the 12month tenor, in a bid to attract capital inflows.

The authorities appear to view SRBI as the key instrument for attracting capital inflows and
supporting the IDR. Despite net SRBI inflows of USD4.6bn from January to April 2026,
depreciation pessures on the IDR have not abated. Gross FX reserves stood at USD144.9bn
in May, while net FX reserves, excluding short positions, stoedJ8D120.8btin April

Import cover eased to 5.4 months of imports in May, compared with six months in April.

Price pressures building

Simultaneously, inflationary pressures are buildiigadline CRiose to 3.1% YoY in May

versus 2.4% in April, with food CPI up 4.9% from 3.1% in April. Transportation CPI was up

2.3% YoY from 1.6% despite retail fuel prices remaining unchanged, pointing to second

round effects on inflation. Core CPI was up 2.6% Yaiv¥ 2:d% in AprilWe maintain our

2026 inflation forecast at 3.0%jth the balance of risks skewed to the upsidiée outlook

Ad adzLILRNISR o0& G(KS 32 0SNY Y SysibSdisedNdall il NI 6§ SR O2YYAGYSy i
prices unchanged through yeand, which should limit direct pagkrough from elevated

global energy prices to households.

Drivers of CPI OR /1 Retail Fuel Prices
t
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Bank Indonesia shifts firmly to rupiah defence

Bank Indonesia (BI) hiked its policy rate by 25bp on 18 June to 5.75%, following a 25bp
intermeeting hike on 9 June and a 50bp hike at its 20 May meeting. We now expect a
cumulative 75bp of rate hikes from Bl through e2@P6, taking the policy rate to 856.

This will also take the policy rate to the highest since 2015, tightening financial conditions.
Bl noted in its statement that the increase in policy rate is a further step to strengthen the
stability of the IDR against the impact of high global vitkaitemming from the war in the
Middle East. It also characterised the hike as agimptive measure to maintain inflation in

2026 and 2027 within the target range of 2.5+1%.

Bl also took additional measures aimed at bolstering capital inflows. These include
increasingthe interest rate structure of SRBI across all , and 12month tenors
introducing al0% reduction in the hedging swap rate for foreign investmd reopening

the repo instrument auction window for 3 6-, 9, and 12month tenors for banks to ensure
adequate liquidity in the money and banking markets

To sustainably backstop the recent slide in sentiment further follow through will be required
from the government and BIThe recent policy shifts (séedonesia: Policy shift21 May
2026) including the setting up of PT Danantara Sumberdaya Indohesi& led to
heightened perceived uncertaintieBolicy backstops from the government could include
materially cutting back on flagship expenditures, providing longer timelines and
constructive discussions on the recently announced export policies.

Key market metrics Bl Policy Corridor
1Jan26 =100 USDIDR % =B/ Policy Rate
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Source: Bl, CEIC, OCBC Group Research.

The policy direction has taken for the more uncertain, weighing on investor sentiment.
Domestic policy direction is being exacerbated by external energy shocks. The onus is on the
authorities to mitigate domestic and external risks, providing comfort W@&tors that are
perceived to have become more sceptical.
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Summary of Economic Forecasts 2023 2024 2025 | 2026F 2027F 2028F

GDP (% YaY) 5.0 5.0 5.1 5.0 5.0 5.1
Exports (% YaY) 1.7 6.9 7.0 4.4 7.8 7.1
Imports (% YoY) -1.2 8.1 4.8 8.6 8.2 7.3
Current Account Balance (% of GDP -0.1 -0.6 -0.1 -1.6 -1.6 -1.6
Unemployment Rate (% aop) 5.3 4.9 4.9 5.0 5.0 5.0
Fiscal Balance (% of GDP) -1.6 -2.3 -2.6 -2.9 -2.9 -2.9
Headline CPI (% YoY) 3.7 2.3 1.9 3.0 2.5 2.6
Bl Rate (% eop) 6.00 6.00 4.75 6.50 6.00 5.50
Source: OCBC Group Research.

Follow our podcasts by searching ‘OCBC Research Insights’ on Telegram! 63



£)OCBC

OCBC Group Research

Macao

Macapo: Latecycle normalisatior

1

f

The economy is entering a latgcle normalisation phase characterisi
by uneven, twespeed growth dynamics. On one hand, the gami
entertainment hybrid model continued to be a formula of succe
bringing in a record number of visitors and tourism spegdOn the other
hand, domestic demand continued to lag due to structural headwit
Services exports are expected to remain the primary growth dri
although growth in visitor arrivals and gross gaming revenue (GG
likely to moderate. 2026 real GfPowth is tipped at 4.2%, reflecting
balance between continued external strength and domestic softness.

The labour market strengthened entering 2026, with unemployment 1
at a record low and median employment income of residents reachi
new high. We tip the fulyear unemployment rate at 1.7% for 2026, b
caution that growing disparity in labour marketvill constrain
consumption growth. Separately, inflationary pressure remait
contained, despite climbing to a twygear high. We expect to see limite
passthrough of higher energy cost to various consumer items and
the full-year inflation at 1.1%.

We hold on to the view that the ongoing property market downtrenc
likely a structural, multiyear correction, and tip the decline of housii
prices at 5.5% YoY for 2026. While transaction volumes picked up
appeared to reflect the release of peop demand rather than ¢
sustained improvement in market conditions.

Late-cycle normalisation
The economy is entering a latgcle normalisation phase characterised by uneven,-two
speed growth dynamics. On one hand, the gangntertainment hybrid model continued

to be a formula of success, bringing in a record number of visitors and tourism spesadi

far this year, and defying the impact of energy supply shock. On the other hand, domestic
demand continued to lag due to structural headwinds. Subdued credit expansion, cautious
consumer behaviour, and a prolonged property market downturn pointedfrémile

R2YS&AGAO FdzyRI' YSyiGlfad ¢KAaA

with limited spillover effects into the broader domestic economy.

By Global Markets | 19 June 2026

Cindy Keung
Hong Kong and Maod&conomist

dzy RESNBEO2NBR al OF dzQ& O2y Ay dzS

Looking ahead, services exports are expected to remain the primary growth driver, although
growth in visitor arrivals and gross gaming revenue (GGR) is likely to moderate. Riding on
the sustained strength in external demand, 2026 real GDP growth is tigpé®% YoY,
reflecting a balance between continued external strength and domestic softness.
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Chartl: Solid pace of growth Chart2: Domestic credit contracted further
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Two-speed growth mode

Real GDP grew by 7.1% in 1Q26 from the low base last(@&art 1), bringing the total
economic output back to 90.3% of its 2019 level. Breaking down, total exports of services
and private consumption expenditure grew at faster paces during the quarter, while
government consumption expenditure and gross fixed capitah&dion recorded notable
contraction.

Total exports of services increased by 12.8% YoY in the first quarter, with other tourism
services and gaming services expanding by 17.5% YoY and 13.0% YoY respectively. Private
consumption expenditure rose by 3.4% YoY, though not from a very strongBraséing

down, growth in household consumption in markets abroad (+13.0% YoY) continued to
outpace that in domestic market (+1.8% YoY). On the other hand, government consumption
expenditure and gross fixed capital formation contracted by 2.8% YoY and ¥h¥%
respectively. The weakness in investment was brbased, with both private and public
investment in construction and equipment contracting4.3% YoY andl3.2% YoY
respectively).

The strongeithan-expected momentum in tourism and gaming sectors so far this year, has
prompted an upward revision of our fufear 2026 growth forecast to 4.2% from the
previous estimate of 2.8%.

Lagged recovery in domestic demand

While the overall output edged closer to 2019 levels, the recovery of domestic consumption
and investment remained lagging. The ongoing downturn in the property market continued
to exert negative wealth effects on households, while weak credit demandctefle
subdued business investment appetite. Consumers stayed cautious in consumption decision,
due to fragile income expectations. The increase in the total retail sales (23.0% YoY) in 1Q26
was largely attributed to the increase in tourism spending. Sepiratiomestic credit to
private sector contracted further, albeit at a moderated pace. Total loans and advances fell
by an average 3.9% YoY in 3Q3% YoY in 202%Chart2). By sector, credit extended to

the wholesales/ retail and personal loans contracted by 17.4% YoY and 6.1% YoY
respectively. The loato-deposit ratio continued to fall, indicating still weak credit appetite.
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Visitor arrivals surpassed pr€ovid levels

The booming tourism sectors continued to witness strong visitation and high hotel

occupancy, after having invested heavily in enriching the-gaming offerings (i.e. mega

events, pop star concerts etc). Visitor arrivals surged by 13.1% YoY in theufinstdioths

this year to 147 million (Chart 3) surpassing the pr€ovid levels, and on track to meet the

official forecast at 42 million this year. Moreoveergapita spending (excluding gaming

expenses) of tourists visiting Mazaebounded mildlyto MOR2,179in 1Q26 (Chart 4),

despite the challenges of weak consumption sentiment in Mainland China (which is the

single largest source of tourists). This highlighted M&cad 3INR gAYy I O2YLISGAGAGSYySaa | &
Gf SAaBdBNFY Ay 3¢ (G2dz2NRAY Kdzo @ /-gaihgBspending seha/ 3t 83X (G2dzNRAAGaQ y 2
new quarterly record at MOP 24,430 million in the first quarter this y€&iart 5. Based on

the ongoing trend, we revised the fylear arrivals growth forecast to-22% YoY, from

earlier estimate of % YoY.

Chart3: Visitor arrivalexceeded preCovid levels Chart4*: Percapita tourism spending rebounding
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Still solid momentum in gaming sector

Reflecting the solid momentum in the gaming sector, GGR (averaging at MO® per
month) grew by 10.9% YoY in the first five months of the ¢@hart6), led by the sustained
growth of the VIP segmenthich rose by a whopping5.£6 YoYn 1Q26 As a result, the
share of VIP segment climbed 28.®%, though still within recent rangg€hart7). While
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overall traffic and gaming demand of VIP segment did not return to 201%]ekieir gaps
are closingDespite the strong performance so far this year, growtls@Rwill likely slow

in coming months, due tthe higher basgexternal demandincertainties, and seasonal
headwinds from the World Cup, which may divert casino foot traffie tip the yeaion-
year growth of GGR &6 for 2026with policy and regulatory developments in Mainland
China remaiimga key source of uncertainty for the sector.

Chart7: VIP segment led gains Chart8: Unemployment rate at pre&Covid level
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Labour market strengthened somewhat

The labour market strengthened entering 2026, with unemployment rate aGuoed level

and median employment income of residents reaching new high. The overall unemployment
rate and local resident unemployment rate were 1.8% and 2.3% respediBiedyt8) in the
three-month ending April 2026The median employment income of total labour force and
residents in the labour forceose 5.8% QoQ and 10@%0Q to MOP®,300/month and
MOP2,000/monthrespectivelyin 1Q26 (Chart9). Nine out of 12 surveyed sectors reported
increases in median incomes, while two others reported declines. Within the total, the
financial, health and social welfare, and gaming sectors reported the sharpest increases in
income. While the labour market wagnerally tight, the strength varied across sectors. We
tip the full-year unemployment rate at 1.7% for 2026, and caution that growing disparity in
labour market will constrain consumption growth.

Chart9: Median employment incomat record high Chart10: Notable spike in transport inflation
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Mild acceleration in cospush inflation

Inflationary pressure remained contained, despite climbing to-jwar high at 1.2% in April

2026(Chartl0)® / 2ada 2F aYAaOStftlyS2dza 3I22Ra yR aSNBAOSa¢ obo
(+4.0% YoY) have seen notable spikes during the month, attributable mostly to-sigeply

factors. To relieve the pressure on cost of living, Macau authorities had already rolled out

two-month subsidy programmes for diesel, liquefied petroleum gas and petrol, offering

discounts of MOP3.3/litre on diesel, MOP2.55/kg on LPG anB VBllitre on petrol.

On the other hand, inflationary pressures for other major components remained modest, in
the absence of a sustained rally in rent or a meaningful recovery in domestic demand, hence
limiting the upside of price pressures. In the first four months this y#da, average
composite CPI increased by 1.0% YoY, above the average of 0.3% in 2025. Looking ahead,
we expect to see limited pagkrough of higher energy costs to various consumer items and
pitch the fullyear inflation forecast at 1.1%.

The structural, multiyear correction in the housing market

The property market continued to undergo a deep and prolonged structural adjustment,
despite the rollout of targeted policy supports late last year (including a stamp duty waiver
for properties valued at up to MOP6 million and a relaxation of mortgagedioamlue
limits to as high as 80%). In the first four months, the official property price index declined
cumulatively by 2.7% YdChart11). Compared to itpeak in 2018, the price index was
down by more than 31%. On the other hand, average rent shoasetdtive signs of peaking,

as growth of norresident workers stagnate(Chart12).

Housing transactions staged a meaningful rebound, jumping by 119% QoQ to a monthly
average of 538 in 1Q. While transaction volumes picked up, this appeared to reflect the
release of penup demand rather than a sustained improvement in market conditions.
Developers are responding by scaling back new supply and adjusting pricing strategies to
support sales.

We hold on to the view that the ongoing property market downtrend is likely a structural,
multi-year correction, and expect housing prices to decline by 5.5% YoY for 2026. Limited
housing demand in the medium term will pose challenges to the absorptiboetbfpublic

and private residential properties.

Chart 11: Ongoing correction in the housing prices Chart 2: Rent may be peaking
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Malaysia Resilient but not
Immune

1 Our 2026 GDP growth forecast remains 4.4%. The balance of risks re Lavanya Venkateswaran
skewed to the downside depending on geopolitical developments. Senior ASEAN Economist

1 The vulnerabilities from higher global energy prices are on the fiscal
¢ we expect the fiscal deficit to be wider than budgeted for 2026.

1 While our base case remains for Bank Negara Malaysia (BNM) to ke
place the insurance cut from July 2025, we see higher inflation
through during this energy price episode. This leaves room for BN
normalise its policy rate to 3.00% in 2H26 622.

In pole position

The economy has handled the energy shock relatively better than most regional peers,
powering through on past reforms to boost the manufacturing sector, attract FDI
investments and remain steadfast with fiscal consolidation. Moreover, export growth
remainswell supported by the electronics and electrical appliances (E&E) seetbich
registered growth of 46% YoY in April. The outlook for these exports remains strong, buoyed
by the global semiconductor upcycle.

The authorities set up th€risis Management Task Force (PR®Kavigate the situation in

the Middle East. The various measures undertaken include raisingntiethly cash
assistance for eligible individual from MYR200 to MYR300 for BudiDiesel, reducing the
monthly quota forBudi95 from 300 litres to 200 litres and helpitige agriculturesector

along withMSMEgmicro, small and medium enterprise8NM alsdntroduced aMYR5bn

SME Stabilisation Relief Facility and targeted financial assistance to help businesses navigate
disruptions and casflow pressures caused by the Middle East conflict

Drivers of export growth MYRbn Net trade: commodities
- Machinery, Appliances and Parts
= Chemicals 150 m Petroleumm LNG®= Rubber = CPOm Fertilizers
%YoY —E&E 100

— Optical and Scientific Equipment
Major commodities

= e =
Apr-23 Apr-24 Apr-25 Apr-2€-100
ceic: S2883895828488¢8
Source: QEIC, OCBC_‘,'Gro'up Research.. S oo oo oo0oo0oo0ooasasS s
Note: Major commodities include palm oil, rubber, crysktroleum, LNG. N N N NN ANNNNNANNNAN
Source: CEIC, OCBC GrRaepearch
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Malaysia

We have identified Malaysia as one of the more energy dependent economies in the region
and flag the risk of a slowdown in 2H26 should the energy situation morph from a price to a
volume shock. Our analysis shows that over ~27% of the economy is energyddap
across the agriculture, manufacturing and services sectors. Indeed, anecdotal evidence
shows that input prices for petroleum, LNG and petrochemicals are rising with supplies
becoming tighter.

40 Energy dependency

20 H % Output m % intermediate consumption

L.llllllllllll

Singapore Philippines  India Thailand Vietnam Indonesia Malaysia
Note: Energyintensivesectorsare defined asthose for which energyinputs,'mining of coal & lignite',
‘cokeandrefined petroleum products'and 'electricity, gas,steamand air conditioningsupply',are more
than 10%of output/intermediate expenditures Source OECDnput-Output Table OCBGroupResearch

Vulnerabilities are on the fiscal side

The key vulnerability for the economy is on the fiscal side considering the presence-of near
blanket RON95 subsidies. We estimate ~80% of the population is still paying only
MYR1.99/litre, which is the lowest in the ASE&Mqgion. The subsidy bill, asesult, has
already risen taMYR7bn (0.3% of GDiR) April from MYR700mn (0.003%) in Marcie
estimate that if global oil prices average USD100/barrel for 2026, we estimate that the fuel
subsidy bill will rise to 1.2% of GDP.

0 Fuel subsidy bit OCBC estimates MYRbn Petronas dividends
%0GDP
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Budget 2026: Current oil High price risiHigh price risk 10

USD63.5/bblprice tracking: scenario: scenario: 0

USD88/bbl  USD100/bbl USD120/bbl NNNNNNNNNNNNNNNNNDN
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Source: Bloomberg; CEIMCBC Group Research. ©okR PO ONDOORNLADS
Source:Petronas; Annual Economic Reports; OCBC Group Resegfth.

There is some potential offset from higher Petronas dividends, which were expected to be
reduced to MYR20bn in 2026 from MYR32bn in 2025. However, we expect that the dividend
transfer will be higher than budgeted in order to help plug the rising subsitlyHair
Petronas itself, it is less straightforward whether higher global oil prices improve or worsen
its cash position and balance sheet. Notwithstanding, we do expect some additional revenue
support through higher dividends from GLCs. Even with thisgstienate that the fiscal
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deficit target will be missed, albeit marginally, to 3.6% of GDP from 3.5% of GDP. Our house
view is that the financing of this fiscal deficit remains comfortable. The risk, however, is for
a wider deficit depending on the state of global geopolitics dreddontinued closure of the
Straits of Hormuz.

Election noises increasing

The room to raise retail fuel prices for even certain sections of the population will be closely
tied to the political calendar. Domestic noises have increased around the timing of the
general elections. To be sure, general elections need to be calledebeébruary 2028 at

least but can be advanced to as early as late 2026 or early 2027. There are three crucial state
elections lined up in the coming 4B months including Sarawak, Melaka and Johor.

Johor state assembly was dissolved on 1 Jihe.next election will need to be held within

60 days, at the discretion of the Election Commission (EC) of MaMgi& 2 NRa a il S St SOlAz2y

is a strategic contest with implications for national politics, economic policy continuity, and

investor confidence. While political competition is expected to intensify, policy continuity

particularly in growthsupporting initiativest remains the central expectation. At a broader

f S@Stz GKS StSOGA2y &aSNWSa a Fy SIEINIé& AYRAOFIG2NI 2F alfl
approaches the next general election amid rising economic and geopolitical uncertainties

(seeMalaysia: Polits in the limelight2 June 2026).

Upcoming state and national elections \

Date of previous

State Last date for state 60 days after las
State/National ) assembly/parliament date of

/national . : . :

. dissolution dissolution

election
Johor 12-Mar-22 1-June26 31-Jut26
Melaka 20-Now21 27-Dec26 25-Feb27
Sarawak 18-Dec21 14-Feb27 15-Apr-27
Malaysia general |, g\, 09 19Dec27 17-Feb28
elections
Source: Election Commission of Malaysia; OCBC Group Research.

Inflation passthrough greater this time

The pass through from building price pressures, despite the presence of retail fuel subsidies,
will be higher this round compared to previous rounds of elevated energy prices. The
authorities have undertaken numerous subsidy rationalisation measures émtrgears to

allow for greater price transparency and pass through including for chicken eggs, electricity
and water. Headline CPI rose to 1.9% YoY in April from 1.7% in March, while core inflation
remained at the 2% handle. The inflation broadness indésich measures the 1% of items
which experience YoY CPI above their 2024 average, is rising to ~49% of the CPI basket. The
producer price index also jumped 5.4% YoY in April from 1.1% in March following 12 months
of contraction. That said, there are limédesigns to suggest that inflation expectations can
become unanchored in the ne#&rm. We will continue to assess the risks of inflation
becoming pervasive and persistence in the coming months.
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BNM normalisation cannot be ruled out

While our base case is still for BNM to hold true to the 25bp rate cut it delivered in July 2025
citing increased global uncertainties, we do not rule out the removal of this additional
accommodation. This would be classified more of a hormalisation raktar an outright

shift towards a tighter policy stance. We expect BNM to remain nimble in terms of assessing
incoming data and the potential timing of any rate changes. As such, we see room for BNM
to normalise the policy rate back to 3.00% either in 2id28027.

Financial conditions have so far remained accommodative. The local currency, MYR, was
amongst the more resilient regional currencies yamdate buoyed by domestic growth
prospects. Notwithstanding political noises, our house view remains for the coutinue
resilience amid a softer USD backdrop into 2H26.

Closer look at the external balances

The external balance, which is a stress point for regional peers such as Indirlanésia,

is more comfortable for Malaysia. We expect the current account to remain in a surplus of
1.1% of GDP. The mott of services of information, technology has also risen in recent
quarters supported by the build out of data centres. We are, however, closely watching the
flows picture. While neportfolio inflows of 1.9% of GDP were recorded in 1Q26 along with
stabilising new FDI inflows 8f0% of GDP, therrors ard omissions subtraction recorded
was MYR26.2bn, one of the biggest on record suggesting additional monitoring of the
balance of payments remains warranted.
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Summary of Economic Forecasts 2023 2024 2025 | 2026F 2027F 2028F
GDP (% YoY) 3.6 5.2 5.2 4.4 4.2 4.3
Goods exports (% YoY) -14.5 7.9 3.8 1.2 3.9 5.6
Goods imports (% YoY) -11.7 11.0 5.0 3.5 6.0 7.7
Current Account Balance (% of GDP 1.1 1.4 1.6 1.4 1.6 1.9
Unemployment Rate (% aop) 3.4 3.2 3.0 3.0 3.0 3.0
Fiscal Balance (% of GDP) -5.0 -4.1 -3.7 -3.6 -3.4 -3.3
Headline CPI (% YoY) 2.5 1.8 1.4 2.0 2.1 2.2
OPR (% eop) 3.00 3.00 2.75 2.75 3.00 3.00
Source: OCBC Group Research.

73

Follow our podcasts by searching ‘OCBC Research Insights’ on Telegram!



£)OCBC

OCBC Group Research

Philippines

Philippines Heightened
vulnerabillities

1

The economy is most susceptible to stagflation risks as indicated b
early strains in the 1Q26 GDP growth outturn. As a result, we have st
revised our GDP growth forecast downward to 3.8% YoY in 2026, a
significantly higher inflationary engdinment. We expect headline CPI

average 5.8% YoY in 2026, implying that inflation will remain elevatec
stay above the 6% handle for the remainder of the year. This reflec
oil-driven cost shock that will be pass through to consumer prices.

We expect Bangko Sentral ng Pilipinas (BSP) to step up against risin
pressures. We expect a cumulativébp of rate hikesover the rest of
2026, bringing the policy rate to&)% by yeaend.

The political noise remains high as the Duterte and Marcos feud conti
to fuel headlines. These risk distracting from growth and price mitiga
priorities at a time of heightened domestic and external vulnerabilitie:

Heightened vulnerabilities
The economy is most susceptible to stagflation risks from a combination of limited domestic
energy sources, heightened political tensions, and corruption scandal fallouts domestically,
overlayed with uncertainty on the timeline of the-mpening of Straitof Hormuz. The

FdziK2NRGASAaQ NBaLRyaS KrFra a2 FFEN 0SSy F¥20dzaSR
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supply and preventing food inflation from worsening. Regarding energy supply security, the
Department of Energy has activated a PHP20bn emergency dumalster fuel availabilify
Complementing this, Malacafiang has directed all government agencies to implement strict
energy conservation measures, including reduced official travel, expanded use of virtual

meetings, and a fouday onsite work arrangemefit On the fiscal frontthe House of

Representativehasapproved a bill to authorise the President to suspend or reduce the
excise taxes on petroleum produgt®resident Ferdinand Marcos Jr., under R.A. 12316, has
removed the excise tax levied on LPG and kerosene for three months to provide direct relief
to households amid the ongoing crfsis

Food security measures have also moved in tandem. Most not#i@yPhilippines and
Vietnam have agreed to establish a rice trade mechanism aimed at ensuring a stable supply
and price stability through April 202Under the agreement, the Philippines will receive
uninterrupted shipments of 1.5mn metric tons of Dai Thom 8 rice from Vietnam at a fixed
price of USA50/mt’. Taken together, these measures can soften the immediate blow to

3Gov't sets P2 emergency fund to procure up to 2M barrels of fuel. Philippine News Agency, 26 March 2026.
4Lt O0S G2 320Qh0 F3ISyOASay {iNmROGfte | R2LI
5House equips PBBM with stronger tools vs. fuel price shocks. Philippine News Agency, 17 March 2026.
6 Marcos lifts excise tax on LPG, kerosene. Philippine News Agency, 13 April 2026.
7PH, Vietnam rice deal ensures stable supply until April 2027. Philippine News Agency, 8 May 2026.
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consumers and businesses, but they cannot fully offset the underlying {ef4tnade shock
from sustained higher energy and food prices.

Petroleum Trade Balance (2024) GDP (Expenditure)
M Residual petroleum products = Refined
% GDP P P opc = Domestic final demand == Net exports
20 = Cﬂde * Total petroleum 15 mm Others Statistical discrepancy
0.0 | | — ! | —Headline GDP growth
-
o o
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Note: Data for Vietnam and Indonesia are 2023 figures.
Source: UNComtrade, OCBC Group Research. Source: Philippine Statistics Authority, CEIC, OCBC Group Research.

The early strain from this compound shock was already visible in the 1Q26 GDP growth
outturn. GDP growtlslowed further to 2.8% YoY in 1Q26 from 3.0% in 4Q&Spitk a
higher contribution from domestic final demand at 2.4 percentage points (pp) in 1Q26
compared to 1.5pp in the previous quartékhile there were encouraging signs of a pickup

in government spending in 1Q26, household consumption continued to slow. The drag on
household consumption reflected the erosion of purchasing power due to risingdindd
energy prices. Meanwhile, the contraction in investment spending narrowed, reflecting a
more cautious rollout of infrastructure disbursements amid increased scrutiny of public fund
usage. Incontrast, the contribution of net exports shaved off 0.2pp from headline GDP
growth after adding 2.0pp in 4Q25.

Growth to slow sharply in coming quarters

We downwardly reviseur GDP growth forecast to 3.8% YoY in 2026 from 4.8%, previously.
This implies slower growttompared to4.4% in 2025. We do, however, forecast better GDP
growth momentum of 4.1% YoY in 2@26, compared to 2.8% in 1Q2dousehold
consumption spending i$siowever,projected to remain soft, growing at 3.3% YoY in 2Q
4Q26, compared to 3.0% ¥Q26. Household consumption is likely to stay subdued due to
several persistent headwinds, including a cooling labour mark#te unemployment rate

rose to 5.2% in JaApr 2026, up from 4.0% a year earlier. Additionafigvated inflation
continues to erode real household incomes, limiting purchasing power and constraining
discretionary spendingdhis is also reflected in subdued consumer confidence.
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Source: Philippine Statistics Authority, CEIC, OCBC Group Research. Source: Bangko Sentral ng Pilipinas, CEIC, OCBC Group Research.

Onus on the government

Government spending should remain an important driver of growth in 2H26, partially
offsetting the anticipated softness in household consumption. We expect government
spending to accelerate by 7.3% YoY indZR26, up from 4.8% in 1Q26. Indeed, the
authorities have sigalled their intent to regain growth momentum by accelerating
expendituré, with social services being a key channel of this fiscal supporposition. Tie
Department of Social Welfare and Development (DSWD) is set to implement stronger
welfare initiativesand new programaimed at supporting vulnerable families and improving

2 OSNY f f a20ALI € ASNIAOSEd® ¢KS RSLIWYNYSYy(iQa o6dzR3IS KFa
PHP2645bn this year, to bolster social welfare, development, and disaster response
efforts’.

That said, the fiscal support will be targeted rather than brbaded to maintain credibility
of fiscal stance. This is wsllited to mitigate the current supply shock without
compromising mediunterm fiscal sustainability. e Development Budget Coordination
Committee (DBCC) maintained the meditenm fiscal targets for F¥6230 on 9 December
2025 meeting, withthe fiscal deficiprojectedto narrow further to 3.1%of GDP in 280,
from 5.6% in 2025.

We expect some adjustments to these numbers to reflect the realities of the Middle East
conflict and its impact to the domestic economy. Indeed, Malacafiang confirmed this. Citing
Budget Secretary Kim Robert C. de Leon, Palace Press Officer Clarissa feveastd that

a meeting between DBCC and President Ferdinand Marcos Jr. resulted in an adjustment in
targets®.

8 Philippines downplays stagflation risk, vows to boost spending. The Business Times, 8 May 2026.
°5{ 25 dzy@SAfta aGNRYy3ISN) &820AFt ¢St FINB AYyAGAFIGAOSE dzy RP2026KAIKSNI Hnve Yyl
10DBCC adjusts fiscal targets, Palace says. BusinessWorld, 1 June 2026.
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Projections

FY28

FY29

Note: As of February 2026.

Source: Development Budget Coordination Committee, OCBC Group Research.

The fiscal developments for the first four months of 2026 are largely in line with FY26

outlook. On a 1zZnonth rolling basis, the deficit has narrowed to 5.3% of GDP from 5.6% in

2025. Revenue growth rose by 10.0% YoY irApan2026 from 0.8% in 2025. The
acceleration was mainly driven by sharp rebound in-teonrevenues while tax revenue
slowed to 3.5% in Jafypr 2026. Meanwhile, expenditure growth was more moderate, rising
by 5.1% YoY in Jé&pr 2026 owing to lower capex. We expect there will be comtihu
normalisation of government consumpti@xpenditures, with the priority given tcapex.

Investment spending to stabilise

We expect investment spendirtg average3.2% YoY in 29Q26, compared t62.7% in
1Q26.Themain challenge lies in the pace of recovery following the normalisation of public

disbursement. ! OO2NRA Y3 {2
implementation of various capital outlay projects is seen to pick up this second quarter

iKS

5SLI NIYSyYy( the2 ¥

following the release of allotments in the earlier months, particularly in March, thereby
enabling lineagencies to conduct bidding activities and obligate funds. Infrastructure
departments are, likewisexpected b take advantage of the summer season to expedite
construction activities. This will hopefullyuild up spending momentum and help the

recovery of infrastructure spending towards the second bathe yeart'é

. dzR3 S

11 National Government Disbursement Performance (March 2026). Department of Budget and Management, 30 April 2026.
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Revenues (revised) 4453.4 4823.7 5122.1 5568.3 6075.2 6633.5
% of GDP 15.9 15.8 15.6 15.7 15.8 16.0
Revenues (previous) 4983.4 5366.4 5914.8
% of GDP 16.2 16.0 16.3
Disbursements (revised) 6030.3 6434.8 6711.5 7108.9 7510.8 7939.3
% of GDP 215 21.1 20.5 20.0 19.6 19.1
Disbursements (previous) 6630.0 6970.2 7466.4
% of GDP 21.5 20.8 20.6
Deficit (revised) -1577 -1,611.1 -1,589.4 -1,540.6 -1,435.5 -1,305.8
% of GDP -5.6 -5.3 -4.8 -4.3 -3.7 -3.1
Deficit (previously) -1646.6 -1603.7 -1551.6
% of GDP -5.3 -4.8 -4.3
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That said, sbdued approved FDI inflows suggest that a big turnaround in investment
spending remains elusive. On @darter rolling basis, approved FDI declined by 30.7% YoY
to USD5.0bn in 1Q26, up slightly from USD4.8bn in 4Q25. This marks six consecutive
quarters of doubledigit YoY contraction. Uncertainties in the geopolitical envinent,

higher input costs, and tightening monetary policy will also dampen risk appetite, further
constraining the growth of business loans and investments. Several governance ahd fisc
NEF2NXa INB Ay GKS LALIStEAYST AyOftdzZRAYy3I GKS wAIK{EG G2
Commission Act, and the Progressive Budgeting for Better and Modernized Governance Act.
These new priorities seek to improve puksiector management by stretfiening public
governance and improving perception. As a result, the recovery in investment spending is
expected to be gradual rather than abrupt, likely materialising once the investment
atmosphere improves.

Divergent trends in goods and services exports

Theexternal demand picture is mixed, with a divergence in the growth of goods and services

exports. Growth in goods exports slowed to 13.3% YoY in 1Q26, down from 14.9% in 2025.

This slowdown followed a period of frontloading activities to the US ahead afietied

tariff hikes. Since then, the tariff backdrop has shifted materially following a US Supreme

/ 2dzNI NMzt Ay3a F3IFAyad GKS '{ IFTRYAYAAUGNIGA2yQa GFNATFT
baseline rate under Section 122. Given the uncertainty thatTrump administration may

seek to reimpose higher tariffs under alternative statutes, the 10% baseline rate should be

viewed with caution as a temporary floor rather than a settled equilibrium.
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Exports (By Key Destination) Exports (By Product Group, 2025)
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By contrast, services exportre expected taoemain more resilientsupported by the twin
pillars of ITBusiness Process OutsourcinggHO) and tourisnT.he ITBPO sector continues

to benefit from sustained global demandith the outlook anticipated to be broadly stable
and structurally underpinned by resilience. Indeed, theand Business Process Association
of the Philippines (IBPAB}pects industry revenue growth to remain broadly stable at ~5%,
generating ~USD42bn in revenues by 2826

Tourist arrivals are stabilising with total tourist arrivals at 83.4% of 2019 lased$ April
2026, which is higher compared to the same period last yearrd@ifmind in tourist arrivals
from China (incl. HK SAR) is the dominant drofethis the strong growth. Yeato-April
2026, Chinese tourist arrivals averaged 30.4% from 2019 levels, up from d@irigthe
same period last yeal.he reintroduction of the &/isa program for Chinese tourist arrivals
in November 2025, followed by the 14ay visafree arrangement in January 2026
supported by new direct routes between China and the Philippines (i.e., Chordainita,
QuanzhouCebu) and additional flights currently in the pipelineas eased travel friction
into the country. However, despite the positive momentum from Chinese tourists, the
overall recovery in arrivalmay be hindered bynevenarrivalsacross source marketsong
haul arrivals from key markets such as the US and Ewoplel be negatively affected by
the surge in airfares, stemming from elevated fuel costs and increased flight times due to
flight restriction over key airspaces.

Weforecast that the current account deficit will widen to 4.0% of GDP in 2026 from 3.3% in
HAHPZ Ay f Ay S ghe isKis thaf the@uirent a2ddiit@efigitivould be wider
as elevated global oil prices on a sustained period drives higher import bills, while the
reimposition of higher tariffs under alternative statutes would compound pressure on the
current accoundeficit.

12PH ITBPM industry cautiously optimistic for 2026. GMA News Online, 28 January 2026.

13PH eVisa processing resumes in China. Philippine News Agency, 1 November 2025.

14 PH grants 14lay visafree entry to Chinese tourists. Philippine News Agency, 15 January 2026.

15PH sends biggest tourism mission to China since pandemic. Philippine News Agency, 13 May 2026.
16PH's BOP seen under pressure until 2QBSP. Philippine News Agency, 1 April 2026.
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Price pressures clear and rising

The supply shock is very clearly feeding into the inflation dynamics, potentially leading to
more persistent and pervasive price pressures. Headline CPI averaged 4.5% Y-dYayn Jan
HAaHc O2YLI NBR (G2 M®PT: AY HAHpP Z4%0uNBE $0geA v 3
Similarly, core inflation (JaMay 2026) also pickup to an average of 3.4% YoY versus 2.4%
in 2025.

We expect headline CPI to average 5.8% YoY in 2026, implyinigftagon will remain
elevated and stay aboviie 6% handle for the remainder of the yedtis reflects an ail

driven cost shock that will be passed through to consumer prices. The transmission channels
are now visible utility prices have risen in tandem with the spike in global energy costs.
Transport fare adjustments were expected to wotheit way through thesystem as
operators pass through fuel cost increases, but these were suspebgeBresident
Ferdinand Marcos Jr., who introduced measures to help commuters, operators, and drivers
cope with high oil pricés. Energy costs will remain the dominant driver to the inflation
profile through 2H26, continuing to exert upward pressure on prices.

% YoY Headline and Core Inflation
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Source: Bangko Sentral ng Pilipinas, Philippine Statistics Authority, CEIC, OCBC
Group Research. Source: Bangko Sentral ng Pilipinas, CEIC, OCBC Group Research.

Foodprices are also facing upside pressures. Rice inflation accelerated to 15.6% YoY, up

from 13.7% in April. This comes after 14 consecutive months of YoY declines between

January 2025 and February 2026. Rice accounts for close to 9% of the CPI basket. This

reversal reflects the spike in fertilizer and natural gas costs driven by supply chain
disruptions stemming from the shipping disruption through the Strait of Hormuz. Moreover,
the rising probability of EI Nino conditions further clouds the supplypéctadding another
layer of costpush pressure to the inflation outlook.

A further amplifying factor is the Philippine peso depreciation. The peso has depreciated
2.9% against the US dollar, last seen @560 per dollar as of the close o8B June 2026,

YIE{Ay3 Al 2yS 2F (GKS NBIA2yQa dzy RSNLISNF2NXSNBR® DAGSY

of both energy and food, imported inflation risks are rising. Moreover, inflation expectations

17 Fare hike suspension, fuel subsidies ease burden on commuters. Presidential Communications Office, 25 March 2026.
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are building, suggesting that the price spiral risks becoming more vicious and entrenched in
the coming months absent policy resolutions

Shift in monetary stance

BSP delivereis second25bp hikethis yearat its 18 Junemeeting taking cumulative rate
hikes to 50bpyearto-date. Atthe meeting, BSkhdicated thatit remainedvigilant about
inflation risks.BS® &  fheadliSeadP| forecast, projediigher headline CPI at846 and
4.5% for 2026 and 2027, respectivelsom the previous forecasts d@.3% and4.3Poat its

April meeting We now anticipate éurther cumulative75bp of rate hikesover the rest of

2026 one 25bp hike pencilled in for each of the remaining three meetings on 27 August, 22
October, and 17 December. This will take the policy rate to 5.50%ebyend. The balance

of risks is skewed towards more, rather than fewer hikes, given that BSP wiiknaitowing
inflation expectations to become danchored.

Summary of Economic Forecasts 2023 2024 2025 | 2026F 2027F 2028F
GDP (% YaY) 5.5 5.7 4.4 3.8 4.8 5.3
Exports (% YoY) 1.3 3.2 8.2 6.4 8.3 5.2
Imports (% YoY) 1.0 4.3 5.0 5.0 5.1 2.6
Current Account Balance (% of GDP -2.8 -4.0 -3.3 -4.0 -3.0 -3.0
Unemployment Rate (% aop) 4.4 3.8 4.2 5.0 4.8 4.5
Fiscal Balance (% of GDP) -6.2 -5.7 -5.6 -5.3 -4.8 -4.3
Headline CPI (% YoY) 6.0 3.2 1.7 5.8 4.5 3.5
BSP Rate (% eop) 6.50 5.75 4.50 5.50 5.00 4.50

Source: Bangko Sentral ng Pilipinas, Development Budget Coordination Committee, Philippines Statistics Authority, Clag€, BI@B&Group Research.
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Singapore Will 2026 be a repla
of 20257

1 1Q26 GDP growth surprised on the upside due to theelated Selena Ling
momentum that benefitted manufacturing and trade activities. The lar Chief Economist & Head, OCBC Grou
than expected upward revision to 6.0% YoY (1.0% QoQ SA) marke Research
fastest quarterly YoY growth since 3Q24 (7.0% YaY).

1 MTI kept the official futlyear 2026 GDP growth forecast unchanged-a
4% YoY in May, after indicating a review was underway after the outk
of the USIran war. This suggests renewed confidence that with a str
start to the year, even if accompanidoy a moderation in growtr
momentum in 2H25, the downside risk to undershoot the 2% floor of
forecast range is limited. We concur that 2026 growth is likely to con
the upper end of the official-4% YoY forecast rangeur forecast is 3.5%
given the 1Q26 outperformance and the robust leading econor
indicators for 2Q26.

1 MAS tightening monetary policy in April 2026 by steepening the S$I
slope and upgraded its 2026 headline and core inflation forecast rang
1.52.5% from 12% previously. With the Iran war, global energy ¢
related costs have already risen and the gisough to a wide range o
imported goods and services are likely to sustain in the months ah
That said, the hurdle for a further policy tightening is dependent
further upside surprises for core inflation. Meanwhile, fiscal policy is i
to remain supportive, with ~SGD1bn support package introduced ¢
April 2026 as an emergency intervention to cushion households, wot
and businesses against rising energy and logistic costs due to the Irz
and closure of the Strait of Hormuz. The Ecoro8trategy Review (ES
final recommendations were released on 13 May 2026 focused
{AYy3lILRUBRE £0g@2YAO aidiN)I GS3ex

Al boost had more than offset the 1H26 drag from the Iran war.

Singapor@ & S Oéhigradv2826 carrying enormous cyclical momentum from 2025 when

it expanded 4.8% YoWhich was well above trend growth and also the strongest print since
2021. That said, 1Q26 GDP growth momentum continued to surprise positively on the
upside, with the advance estimate of 4.6% YoY being subsequently revised up more than
expected to 6.0% O ¢ this paceexceeded the 5.7% expansion seen in 4Q25. On a
sequential basis the economy expanded 1.0% QoQvBith reversed thenitial estimate

of a0.3%QoQ Sgontraction, albeit a moderation from the 3% QoQ Sélip seerin 4Q25.

The gamechanger since the start of 2026 was the abrupt deterioration of the external risk

environment¢ the USIran war saw a rapid escalation of geopolitical risk as the Strait of

Hormuz effectively shut down, putting nearly a fifth of the global oitiérat risk. Coupled

with the global supply chain disruption risk for a whole slew of related products ranging
from petrochemicals to fertilizers to helium, what began the year 2026 as a benign At capex
led growth thesis was quickly overshadowed by thengsspectre of stagflation. MTI
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explicity noted that "downside risks to Singapore's economic outlook have risen
significantly” as a result, even as it maintained the 2026 GDP forecastat@®thanks to
the 1Q26 outperformance.

GDP (Production) % YoY GDP Growth
PP mm Manufacturing = Construction 15
contribution
10 Services = Others 10 10.1

—(GDP 3
. 5.0
4.0
35 2.8
L 1 . 1 B
0 0 ||

-5

-5

Mar-22 Mar.23 Mar-24 Mar.25 Mar-26 2021 2022 2023 2024 2025 2026F 2027F

Note: Forecasts are OCBC estimates.
Source: MTI, Singstat, CEIC, OCBC Group Research. Source: Singstat, CEIC, OCBC Group Research.

Similarly, while we had pencilled in potential downside risks from a prolonged Iran war on
business and consumer confidence, the uplift from the 1Q26 performance was too large to
ignore, especially with the Apiillay economic indicators such as industpadduction, non

oil domestic exports (NODX) and Purchasing Managers Indices (PMIs) still comirgan red
at this juncture. We are now looking at 3.5% for -fidbar 2026 growth even with an
anticipated 2H26 moderatiqrpartly due to high base effects foranufacturing in 2H25

That said, there is still upside risk to inflation, given that the MidEtst driven energy
passthrough is still being undericed due to some lag effects. For instance, the household
utility costs are likely to see a sharper acceleration from July 882@rds, while the public
transport costs are also seeing pipeline pressures. Staring pay for new local bus captains will
rise by $450 with government funding, while sigm bonuses for new Singaporean and
permanent resident bus drivers will be raised 3080 from 1 January 2027 and existing

bus captains will see a ofigne salary adjustment as welStill, bus fares will not be
increasing due to such wages increases as LTA clarified that fare increases are decided by
the Public Transport Council based on a fare adjustment formula. Still, oil product stockpiles
have fallen for a second week by 6.1 miilbarrels to 38.1 million barrels in the week to 3
June, the lowest since October 2024, according to government data.

With the uncertainties of weather changes and fertiliser shortages on agriculture crop

yields, food inflation is also on the inflation radar, albeit the more diversified food import

sourcing should help to mitigate the impact of cost increases in theteear For instance,

the Singapore Food Agency (SFA) has accelerated approvals for essential protein and egg

sources from safer logistical corridors like Lithuania, Greece and Paraguay, while importers

have also scaled up fresh produce, leafy greens antbséafrom diversified sources

spanning Australia, Thailand, Vietnam, India and the Netherlands. In addition, Singapore has

signed a Memorandum of Cooperation with Cambodia to secure alternative direct rice trade

pipelines.
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In fact, as part of the Singapore Food Story 2 enhancements announced in late 2025, there
has been a shift in focus to building immediate shock buffetlsis includes diversifying
imports to 180+ global source regions accredited to bypass bottleneckgetitag local
production of 20% fibre and 30% protein by 2035 to cushion raw shortage, and strategic
governmentbacked stockpile buffers for essential staples (albeit specific capacities are
confidential for national security purposes). SFA permits alsavdbir operational farming
flexibility for existing domestic farms to swiftly alter their production mix to match shifting
market gaps. This holistic medidi@rm planning strategy will benefit food security and help
enhance another pillar of economic résiice.

Domestic labour market remains very resilient. 2026 wage growth is tipped to average

around 4% low mid-4% region, according to major remuneration surveys, aided by a still

GAIKG R2YSAGAO t1F02dz2NJ YFEN] SO FyR Scelede®® @ SNEQ gAftAy3aySaa
niches even though firms are generally adopting a more cautious approach to fresh hiring.

Some of the niche where labour demand is still resilient are in growth areas like

cybersecurity, Al and life sciences, whereas traditional sectors likgyaad nopAl related

manufacturing are likely to lag in terms of employment creation and wage increments.

Notably, businesses are prioritizing talent retention aneeddbled productivity gains. In

fact, employee retention was cited as the most commorsoegefor raising wages. That said,

there is a wide dispersion in terms of wage growth by industry in the last two years of 2024

2025.
o Unemployment Rate % Changes In Value Added Per Worker In Chained
6 (2015) Dollars (By Industry)
= Jnemployment Rate 15
—Resident 10
——(itizen \ /\/\/\
4 5 [ S ALY S
% A 2 = s 0 ,
N —Total
2 & =—Manufacturing
-10 == Construction
Services
0 -15
Apr-21 Apr-22 Apr-23 Apr-24 Apr-25 Apr-26 1Q2022 1Q2023 1Q2024 1Q2025 1Q2026
Source: MOM, CEIC, OCBC Group Research. Source: Singstat, OCBC Group Research.

In real terms after factoring in inflation (MAS headline and core inflation forecast currently
stand at 1.52.5%), real wage growth is likely to be more subdued compared to the strong
real wage growth of 4% in 2025 (2024: 3.2%). The National Wages GbiWM€l) had also
recommended that lowewage workers receive 5:5.5% (or a minimum of $16%125) to
support the Progressive Wage Model and keep pace with the local qualifying salary
requirements. The Ministry of Manpower opined that 2026 real wage growaRpscted to
remain positive, although firms are expected to remain more measured in their wage
increases amid geopolitical uncertainties and inflationary pressures, and over the longer
term, sustaining real wage growth will depend on the economic outl@o&ductivity
improvements, workforce upgrading as well as wag#ing practices.
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The manufacturing and electronics PMIs climbed further in May to 51.0 (+0.2point) and 51.9
(0.2 point) respectively and were the highest since December 2024 and August 2018. These
readings marked the 10th and 12th consecutive months of expansspectively and were
supported by improvements in new orders, new exports, factory output, input purchases
and employment gauges.

Singapore PMIs Singapore PMI and Subcomponents
Index
55 = Manufacturing Electronics Sector Index Index = Purchasing Managers Index ==—=New Orders
New Exports = utput
53
Employment
51
50
49
48 47
May-24 Nov-24 May-25 Nov-25 May-26 May-24 Nov-24 May-25 Nov-25 May-26

Source: SIPMM, Bloomberg, OCBC Group Research. Source: Bloomberg, SIPMM, OCBC Group Research.

For the manufacturing PMI, the supplier deliveries index fell for the 5th straight month due
to extended lead times and ongoing supply chain constraints. In addition, input prices also
rose and the finished goods index eased, putting pressures to margth®perational
efficiency. Nevertheless, the order backlogs and future business gauge also strengthened,
suggesting that manufacturing optimism remains undeterred from the demand side
perspective for now. In particular, the future business index has b&paraling for the 7th
consecutive month, suggesting that ther&lated momentum continues to sustain.

The outperformance of the electronics PMI was again likely attributable to theladted
boom, but faced similar challenges with the supplier deliveries and input prices as a result
of persistent supply chain disruptions and extended lead times. Notti@\finished goods
index has reverted to contractions, which imply that inventory drawn down is underway

Follow our podcasts by searching ‘OCBC Research Insights’ on Telegram! 85



£)OCBC
OCBC Group Research

By Global Markets | 19 June 2026

Singapore

despite the rising imports index, and there may be a real supply constraint on future activity
pipelines if the sourcing of intermediate components cannot keep pace with the demand
conditions. This means that notwithstanding the sustained momentum in nelers,
export orders and stock of input purchases indices, electronics manufacturer may hit a real
crunch if things do not improve on the supplier delivery side in coming months even if they
are willing to match rising input prices. Anecdotally, some camgs are warning of an-Al
fuelled memory crunch. At this juncture, the May PMIs for South Korea and Taiwan
continued to ride on the Alelated demand boom, and Singapore is also likely to be on the
bandwagon.

The private sector PMI also posted a strong 56.7 in May 2026, with private firms reporting
an influx of fresh contract wins and surging consumer bookings, However, accompanying
the strong order book was also cost pressures in terms of record high raw ialater
overheads and wage inflation that are squeezing corporate profit margins. There was
reportedly a sharp drop in the deployment of temporary and garte staff as well as an
uptick in fultime voluntary leavers exiting companies due to likely poachiyg
competitors. Some of the wage inflation is likely policy driven, as illustrated by the bus
captain example above in addition to the Progressive Wage Model adjustments.
Consequently, while sentiments remain bullish, with roughly 50% of surveyed firms
predicting a substantial output increase, the ensuing labour stramdaatributed to the
F33aNB3IIGS odzaiySaa O2yFARSYOS S@St NBGUNBFGAYy3I FNRY ! LINA

The other external risks, apart from geopolitics, is the still volatile trade landscape. The

Office of the US rade Representative (USTR) has proposed dodigé tariffs on 60

O2dzy i NAS&a OAGAY3 GF2NDOSR fF02dz2NE 2y H WdzySs dzaiy3d {SOGAz
legal basis. This comprised of 10% tariffs on imports from Canada, EU, UK, Indonesia,

Mexico, Pakign, Argentina, Bangladesh, Cambodia, El Salvador, Guatemala, Malaysia and

Taiwan, whilst the remaining 45 countries which includes SingapBhéna and India

amongst others will face higher tariffs of 12.5%. This tariff is expected to replace the 10%

global tariff that is set to expire in late July.

Manufacturing is the key beneficiary of the Al/Electronics Supercycle

The Adrelated boom has been the tail wagging the dog, providing velocity to a small and
open economy that was traditionally expected to be vulnerable to the oil price shock.
Manufacturing has been a defining driver of Singapore's robust 1H26 perform@hee.
sector expanded 7.9% YoY in 1Q26, extending the 11.4% surge of 4Q25, driven by
electronics, precision engineering, transport engineering and general manufacturing
even as biomedical and chemicals contracted
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We see NODX remaining a "dominant growth enginghe near term. Electronics exports
have far outperformed overall NODX growth for the yaadate. While the high base
effects from 2H25 may imply a moderation in the NODX growth momentum in 2H26,
nevertheless the final outcome will depend on the susaility of the global Al capex
narrative. For now, we still see sompside risk to its 2026 NODX forecast. Singapaie
benefited fromSoutheast Asia's Al infrastructure fundjra;md domestic Al hub ambitions
suggest thatthe global Al capex themegoesbeyonda cyclical tailwind into a durable
physicalasset story with datacentre buddut, advanced packaging and the precision
engineering supply chain anchored to fhe three key NODX marketdJS, China and
Malaysia, continue to see resilient NODX growth momentum notwithstanding the evolving
US tariff story. Even with the recent correction in the global Al equity market players, the
committed investment capex mayhmean the rug is immediately pulled out from beneath

the feet.
% Yoy NODX and Electronics Exports 9% YoY NODX: Selected Key Economies
100 100 —\alaysia
= NODX
80 75
=—E|ectronics Exports
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-25
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Source: Enterprise Singapore, CEIC, OCBC Group Research. Source: Enterprise SG, CEIC, OCBC Group Research.

Besides, the growth pillars are more brebdsed than electronics or manufacturing. The
construction &some servicesextors also see some resilience. Construction grew 11.8% YoY
in 1Q26, sharply accelerating from 4.6% in 4Q25, supported by both public infrastructure
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(BTO pipeline, Cross Island Line, T5) and private project starts. This epyotiesl pillar is
critical because it cushions the economy as treglated modern services moderate.

The services sector is mdodurcated. The srvicessectorposted 4.7% Yodfowthin 1Q26,

but the dispersion within is wideningholesale trade and financial services (lending, capital
markets activity) remained firm, but consumfarcing services such as retail afwbd &
beverage (F&B) are softer, with MTI warning of weaker consumer sentiment as locals
shifting spend overseagVhile some domestioriented services sector have felt some chills
from the geopolitical uncertainties exerting a dampening ffet business and consumer
confidence, some other areas like financial services and wealth management have actually
capitalized asymmetrically from the Middle East conflict as portfolio flows, particularly from
ultra-highrnet-worth (UHNW), seek to divergifo a geopolitically neutral, stable safe haven.
This in turn has created greater demand for professional services like legal, governance and
family office advisory.

Headline inflation calm may be masking a building energy shock

April 2026 readings deliver a misleading first impression: headline CPI held at 1.8% YoY (vs
2.0% consensus), and core inflation eased to 1.4% YoY from 1.7% in March, on lower services
and retail goods inflation. Headline CPI even contracted 0.3% M8K but this is largely

a lag artefact. MAMTI explicitly warned that "as higher energy and other input costs arising
from the developments in the Middle East pass through global supply chains, they will raise
production and transport costs for a wider ran@f Singapore's imported goods and

services".
Headline and Core CPI CPI All-items Inflation
0,
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8 Headline CPI pE Retail & Other Goods mmm Electricity & Gas
contribution ; ;
MAS Core inflation | Prlvatfa Transport I Accommodation
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Source: Singstat, MAS, CEIC, OCBC Group Research. Source: Singstat, CEIC, OCBC Group Research.

Already, transport CPI rose to 7.0% YoY in April (from 6.0% in March), and private transport
inflation hit a 3Gmonth high of 6.6% YoY in March (vs 2.4% in February) on petrol
passthrough MAS in April raised both headline and core CPI forecastg 2d624rom 1.0g

2.0% This inflationre-rating translated directly into policy action as MAS tightened
monetary policy in miéApril by steepening the SSNEER policy slope.

We see 2026 headline and core forecasts likely to hug at or slightly above the 2% handle.

This assumes that: (a) Cooking oil/processed food is vulnerable as palm oil shipments rotate
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from food toward biodiesel use if Brent stays sustained above US$100; (b) Diversified food
sourcing (Australia, China, Peru) cushions but does not eliminate iropstripressure. A
partial offset comes from softer services unit labour costs as labour démmawis, and from

more cautious domestic consumer spending under elevated uncertainty.

While the official narrative emphasises the direct energy passthrough, our concern is that
secondround effects through food and intermediate goods may have a longer lag, albeit
the mitigating policy offsets are faster and more generous fiscal stinsultis as the earlier
disbursement of the $500 CDC vouchers, the utilities rebates given to HDB households as
well as the commitment by supermarket chains like Fairprice Group to hold prices for over
500 essentials till August 31, 2026 to help Singaporeasdimlds manage rising living costs
amid lingering global supply chain disruptions and geopolitical volatility.

Monetary Policy: A miecycle SSNEER tightening in response to an imported cost shock

At the January 2026 MPS, MAS had held the prevailing SSNEER appreciation slope as core
CPI was projected to "normalise" at ¢200%. By April 2026 MPS (pd&istn conflict), MAS

had pivoted to a policy tightening by increasing the rate of appreciationeoS8NEER band

with no change to width or mighoint, and also hiked inflation forecasts to £55%. This

was MAS' first tightening in roughly three years. The SSNEER mechanism is doing the heavy
lifting to combat imported goods and energy costs. The SRNBRtinues to sustain in the

upper half of the appreciating band.
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Going into 2H26, the focus turns to the upcoming July MPS. The Focus Economics consensus
survey expects a second monetary policy tightening this year, but the timing is split between
July and October calls being purely ddipendent on (a) energy passthugh velocity and

(b) the path of the Middle East conflict. The MAS Macroeconomic Review dated April 2026
also explicitly states that GDP growth will slow over the year as the energy shock spills over,
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with the output gap forecast to average around zero for 2@2@mplying that the policy
stance can reighten without triggering a hard landing because the starting point is positive.

Fiscal Policy outlook: More policy support to come beyond Budget 2026?

.dzZRISG HnHcE GAGESR a{SOdZNAYy3I hdzNJ CdzidzZNBE ¢ 23SHKSNI Ay
PM Lawrence Wong on 12 February 2026. This was framed around "a more fractured,

contested and dangerous" global environment and focused on cyclicabt:tging suppot

LI dz& NBAYTF2NOAY I {Ay3IFLRNBQa adGNHz0GdzNI € O2YLISUGAGAGSYySaa

Notwithstanding the tentative ceasefire, the Middle East conflict continues to pose
downside risks to the negerm outlook, with the overall impact hinging on the length and
intensity of the war. In responseyclical/costof-living measures was pulled forward in
response to the Middle East shockhe government unveiled a substantial new support
package valued at close to SGD1bn to cushion the impact on households and businesses.
This comprised of:
1 SGD500 CDC vouchers brought forward to June 2026 (originally January 2027)
direct response to the Strait of Hormgdriven oil shock;
1 SGD406600 Cosbf-Living Special Payment in September 2026 (enhanced from
SGD206400);
1 SGD200 cash relief for platform workers, private hire drivers and taxi drivers from
April 2026t explicitly targeting fuetostexposed workers;
1 Up to SGD570-8ave rebate to HDB households (~1.5% regular support), partly to
offset the simultaneous carbon tax increase to SGD45/tonne.

Complementing these demarside measures, the government also introduced enhanced
adzLILR2 NI G2 adNBy3IldKSYy FANNYaAaQ OF LI OAdGe G2 2LISNIGS Ay
structural / competitivenesselated measures comprised of:

9 Corporate Income Tax rebate raised to 50% for YA 2026 (min SGD2,000, cap
SGD40,000);

1 400% tax deductions on up to SGD 50,000 of qualifying Al expenditures for YA 2027
and 20281 directly subsidising adoption that aligns with Singapore's Al
infrastructure dominance positioning;

1 Enhanced Market Readiness Assistance (MRA) grastipport level to 70% of
eligible costsSGN.00,000 cap, removal of "new to target market" criterion in 2H26;

1 Implementation of OECD Pillar Two (15% global minimum taxdefinitively
confirmed,;

1 Higher CPF contribution rates for senior workers (35.5% for ageg0526% for
ages 6Q65) from January 2027, with a ofyear transition offset for employers;

1 Tobacco duties raised 20% with effect from 12 February 2026

The fiscal stance combines targeted demand stabilisation (vouchers, fuel relief) with-supply

side scaffolding (Al tax breaks, internationalisation grants, energy efficiency). Critically, the

new Pillar Two regime is being deployed to recycle the additidamal revenue into

Singapore's investmentpromotion toolkit, preserving the country's effective

competitiveness for higlvalue MNCs.
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Manufacturing remains relatively resilient, driven by the Al boom, particularly electronics
and semiconductors. However, services sentiment has turned weaker, with a net 4% of firms
expecting a less favourable A&ep 2026 outlook, led by pessimism in F&Bnsport &
storage, retail, finance & insurance, accommodation and real estate.

Prolonged geopolitical tensions, especially the Middle East conflict, have triggered energy
shocks and supply chain disruptions, heightening stagflation tiskeflected in higher
business cessations compared to a year ago. In particulacoth&ruction sector is under
strain from higher material, labour, energy and freight costs (with subcontractors
particularly exposed under fixegrice contracts), while F&B, retail, transport, and
petroleumrelated industries face similar cost and demandgsures.

Looking ahead, the industries that are more resilient will be those tied to the Al boom,
namely the electronics and precision engineering (both machinery & systems as well as

precision modules & components).

General Business Outlook for April - September
2026 (Manufacturing)

General Business Outlook for April - September
2026 (Services)
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Financial Services: Wealth management AUM growth remains the central narrative.
Singapore banks are generally perceived as best positioned to capture trading uplift from
Middle Eastdriven volatility, while having limited exposure to Middle East.

Consumeifacingservicessuch as etail and F&Bare nost exposed to confidence shocks.
That said, th&€€DC voucher ptibrward to June 2026 and the enhanc€dstof-Living COlL.
Special Payment are explicitly designed to cushion this segment.

For the poperty sector, the onstruction tailwind continues from the public pipeline of key
infrastructure projects while the private residential segment remains supported by new
launches.

The known unknown: geopoliticashaping & structural shifts
The US8lsraetlran conflict is the defining geopolitical event in the global landscape. For
Singapore, three transmission channels matter:

1. Energy passthrough: Singapore imports nearly all of its end@itgg/ longer the Iran
conflict and closure of Strait of Hormuz continue, the elevatédricewill feed
directly into electricity, gas, transport, and intermediate goods oveg@raonths
lag.

2. Shipping disruption: Strait of Hormuz blockade affects not just oil but fertiliser,
aluminium, and palm oil logistias extending the inflation problem beyond energy.

3. Confidence channel: Weaker consumer/investor sentiment hits the modern
services and retail sectors most acutely.

A second, less acute but structurally important development is the return of US tariff risk,
and this was explicitly cited by MTI as a 2H&& towatch, particularly for pharmaceuticals

and semiconductors. Singapore's bilateral US relationship has provided partial insulation,
but sectorspecific tariffs in pharmaceuticals and/or semiconductors, or fresh additional
tariffs could meaningfully reduceH26 NODX runate.

Thatsaig{ Ay 3l LI2NBQa ! L Kdzo | YoAGA2y A& GF1Ay3a FEAIKGD [/ FLAGLH
particularly for the capture rate of regional Al infrastructure funding. This is a durable; multi

year structural advantage rather than a cyclical one and should pravstificant tailwind

for the Singapore economy beyond the immediate future.

2H26 outlook: not quite in the bag but 1H26 provides a strong buffer

Our kase case assummé¢he USIran peace settlementwill graduallyprogressand global
crudeoil prices willstabilie over time into d&J980¢90 range by yeaend. In this scenario,
Singapor & HnHc D5t RlNBEnghé Gppeshalf of MTI's{a% Gabgéheadline
and core CPI averages 2% and 2.0% respectivelyMAS may deliver one additional
monetary policytightening (ikely through a steepening of th8 NEER slope) in July or
October2026 At the sectoral level,hte financial sector and electronieg infrastructure
clusterscontinue todominate.
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The @dwnside scenari@ssumes austained Strait of Hormuz disruptioprompting Brent
prices to potentially exceeddS$10 handle while freshUS tariffs(including potential
sectoral tariffs) loom and possibly -exert. Another trigger could be global-related
market volatility when its capex sustainability is called into question. Consequently,
{ Ay 3 L2 KBRrawthHmayslip to the lower end (~2¢2.5%)while inflation moves

to 2.5¢3.0% ThereforeMASmay need to embark oa more aggressive S$EIR slope move

or even a doubldarrel move including a bandideningin the event of elevated market
volatility. Consumer services and SMEayrequire expanded fiscal cushioningder such

a scenario

Conversely, the pside scenariowhere there israpid deescalation of geopolitical
uncertainties (for example a peace deal for-lth or even Russidkraine) which would

quickly lift animal spirits, coupled with a&i capex reaccelerationpr even aJSChina tariff

truced ! YRSNI 6KS&S I dzaGDRyo&th could pbtghial\bxi2edBUREY. H N H C
ShouldMAS holdnonetary policy statiin October2026 the SGDOs likely to stilstrengthen

further, and SG equitiesouldre-rate.

While it is still premature to say with high conviction whether the downside or upside risk
scenarios would play out, ¢hsingle most consequential change since the start of 2026 is
that Singapore's policy mix has rotated from "neutral and watchful" to "tightening on the
S$NEER policy while deploying targeted fiscal cushions". The geopolitical risk premium will
not go awayin 2H26, but Singapore's combination of strong fiscal reserves, an unparalleled
regional Al positioning, and a credible MAS reactiorcfion makes it one of the better
positioned economies in Asia to navigate it.
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South KoreaResilient amid
growing headwinds

1 The economy started the year on a stronger footing. Nonethel Jonathan Ng
headwinds are growing. Our growth profile indicates a moderation in ASEAN Economist
quarters ahead. This deceleration reflects our conservative stance ol
adverse impact of elevated energy costs omastic demand. For 202¢
we maintain our GDP growth forecast at 2.2% YoY, up from 1.1% in
We recognise that the risk to our growth forecast is skewed to the ups
as the semiconductded exports are proving more resilient the
anticipated. The oubok for the manufacturing and export secto
remains broadly positive, underpinned by solid global demand fer
related products. This is expected to keep overall export growth ¢
positive trajectory.

T LYFtrdAaz2y KFra RSOAaA@Ste oNR] S
with some signs that that inflationary pressures are broadening. Howe
GKS NR&A]l tASa Ay GKS NBY2@QIt 2
curbs to contain elevated oil pes increasingly strain public finance
Consequently, this could heighten the risk of a more pronoun
acceleration in headline CPI, with potential spillover effects into ¢
inflation.

1 We expect BoK to prioritise inflationary pressures. Our base case is fc
25bp hikes: one hike each in 3Q26 and 4Q26. This would bring the |
rate to 3.00% by yeagnd. Beyond this, we expect the BoK to ente
period of an extended hold as it asses the durability of the inflatior
trajectory.

Momentum stayed positive

The economy started the year on a stronger footing, with preliminary estimates indicating
that GDP growth accelerated to 3.8% YoY in 1Q26, up from 1.6% in@@25sequential
basis, GDP growth expanded by 1.8% QoQ SA in 1Q26, up f@iP@in the previous
quarter. The details show that economic growth was driven by improvements in private
consumption, investments, and exports. Meanwhile, growth in governmasrniding eased

to 3.1% YoY. On the supply side, key sectors such as agriculture, forestring (&6%
YoY), manufacturing (7.2%), and services (3.2%) recorded growth. In contrast, utilities (
5.0%) and construction-3.9%) declined, with the construction sector marking its eight
consecutive quarter of YoY decline.
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Source: The Bank of Korea, CEIC, OCBC Group Research. Source: The Bank of Korea, CEIC, OCBC Group Research.

Looking ahead, weaintain our GDP growth forecast aedpect the economy to expand

by 2.2% YoY in 2026, up from 1.1% in 2025. However, this forecast is more conservative than

0KS . 2YQa dzZLJRI G4SR 3IRBE jréwthpdieindidatesa mdderatiord ¢’z | 2 |
in the quarters ahead, with growth averaging 1.8% YoY fromQg6, compared to 3.8% in

1Q26. This deceleration refleatsir conservative stance on the adverse impact of elevated

energy costs on domestic demand. Nonetheless, we recognise that the risk to our growth

forecast is skewed to the upside, as semicondwtgdrexports are proving more resilient

than anticipated.

Tailwinds in Adrelated demand remain intact

The outlook for the manufacturing and export sectors remains broadly positive,
underpinned bysolid global demand for Aklated productsTotal goods exports surged by
43.4% YoY in Jalay 2026 compared to 3.8% in 2025. The decisive driver is semiconductor
shipments, which have contributed 37.4% of total goods export in the same period,
underscoring the robust momentum of the chip cycle. @&tgpof automobile and petroleum
products followed, contributing 7.4% and 6.1 of total shipments, respectively.

Exports, Imports & Trade Balance Exports (By Major Commodities)
% YoY USD bn C diti
% Share —Commodities
60 i Trade Balance (RHS) 30 Electronics & Electrical Goods
—Exports fob 60 = Autos . .
. =/ abour intensive
= |mports cif ——Qthers
30 15 40
o \’/_—\_—/‘__-_‘_- .
0 0 - f
0
()] (=] i o~ m < n Xe]
— o~ o~ o~ o~ o~ o~ o
o (=] (=] o o (=] o o
o~ o~ ~ o~ ~ ~ o~ ~
-30 -15 &l
May-24 Nov-24 May-25 Nov-25 May-26 E,-:
Source: Korea Customs Service, CEIC, OCBC Group Research. Source: Ministry of Trade, Industry and Energy, CEIC, OCBC Group Research. ©

8 Monetary Policy Decision & Opening Remarks to the Press Conference. Bank of Korea, 28 May 2026.
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Looking ahead, solid global chips demand is expected to hold up for the rest of the year and

is expected to keep export growth on a positive trajectory. Indeed, industry experts have

raised their projects for 2026. In June, the World Semiconductor Traatestits (WSTS)

raised its 2026 growth forecast for the global semiconductor market to 89.9% YoY, up from

Hc®o: AY AGa& LINA2N) F2NBOladsx F2N) gKAOK U(GKAA Aad a20SNDFk
aS3aAYSylGéod ! RRAGAZ2Y Ttz 2{¢{ foyRinfaRruciuie) (> aO2Yy (AYydz uN
high-bandwidth memory (HBM), and accelerated computing platforms remains the primary

growth catalyst for the semiconductor industry. Logic is expected to remain another major

contributor, growing 37 percentin202& [ A1 S6AaS> YINJ SO NBaSIFNOK FANY ¢NBYRC
its revenue forecasts for memory chips in May, with DRAM and NAND revised up to 302.8%

YoY (previous: 144.0% YoY) and 280.6% (previous: 111.3%), respectively. According to

¢ NBYRC2NOS> da lophent Bor lafescalk yiodel trainifRgSa#&d inference

w»
¢
Qax

OSYGNRO !'3SydA0 'L LI AOFIGA2YA A& RNAGAY3I | &idNHzOG dzNI €
anticipate the resulting supply deficit to persist in the shienm, leading to further price
increase®’.
USD bn Global Semiconductor Market DRAM and NAND Flash Market Revenue
5500 o voy 859 USD bn Forecasts (2023-2027)
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Source: World Semiconductor Trade Statistics, June 2026. Source: TrendForce, May 2026.

With semiconductors serving as a major driver of goods exports, the export sector is
expected to remain a key growth engine, supporting a continued current account surplus.
The BoK revised higher its current account surplus for 2026, estimating the satplus
USD250bn, up from its previous forecast of USD170bn. This revised figure is ~2 times the
surplus in 2025. Indeed, the cumulative current account balance reached USD102.7bn in
JanApr 2026, a sharp increase from USD24.0bn during the same period last yea

Firm chips, soft everything else

On the domestic demand side, investment spending was an unexpected contributor to
headline growth in 1Q26, following seven consecutive quarters of YoY contraction. The main
challenge lies in the sustainability of this recovery as the aerdy impulse fads. To that

end, our assessment is that investment spending should remain soft in the coming quarters,
expanding by 1.1% YoY in-2Q26, compared to 1.5% in 1Q26.

19 Global Semiconductor Market Surges Beyond USD 1.5 Trillion in 2026 Driven by Extraordinary Memory Expansion. WSTS$. 2 June 202
20 Agentic Al Drives Structural Expansion in Memory Demand, Global Memory Market Projected to Reach US$1.28 Trillion g Z8@7dSarce. TrendForce,
29 May 2026.
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Under the hood, construction investment will likely remain subdued, reflecting continued

sluggishness in residential construction. The construction sector has been in severe

contraction, declining by 3.9% YoY in 1Q26, compared.6% in 4Q25. This markight

consecutive quarters of YoY contraction. The construction industry is expected to grow only

marginally, by 0.2% in real terms this year, with the sluggishness attributed to a weak

housing market and falling building permits. Total construction perraitd the average

gross floor area issued declined by 6% and 10.5% respectively, iAt2BRBvever, the

sluggishness in construction investment may be partially offset by increaseslatdd

Ay@SaitySyia Ayid2 aSYAO2YyRdzOG2NJ FyR RIFEGF OSyGNBa LINRZ2
expansion of social overhead capital (SOC).

(s}
(@
[N

In contrast, growth in facilities investment is expected to remain robust. This is driven by
the IT manufacturing sector, particularly in Al semiconducttated facilities. Additionally,
government support for advanced industries provides another saanifi tailwind. The
Ministry of Trade, Industry and Resources announced an investment programme targeting
small and midsize companies engaged in the production of advanced strategic materials,
parts and equipmentThis year, the government has allocated KR®@bn in national
funding, an increase of KRW30bn from last year. When combined with contributions from
local governments, total support is projected to reach approximately KRW170bn
(USD113.3mn)The programme offers eligible companies assistance coverirg%0 of

new domestic facility investmerfs Likewise, growth in investment in intellectual property
LINERdzOGA Aa IYUGAOALIGSR (2 NBYFIAY a2f ARZI Ay LI NI RNAGSYy |
to R&F

Permits Authorised for Building Construction Consumer Sentiment Index (CSl)
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Source: Ministry of Land, Infrastructure and Transport, CEIC, OCBC Group Research. Source: Bank of Korea (Consumer Tendency Survey), CEIC, OCBC Group Research.

On the domestic demand side, private consumptiahjch accounts for almost half of the
economy, is projected to ease to 1.6% in2Q26, compared to 2.7% in 1Q26. This reflects
potential headwinds from the spillover effects of the Middle East conflict, such as the

21 South Korea Construction Industry Report 2026: Marginal Growth of 0.2% this Year Driven by Public Investments in Headttexaable Energy, and
Manufacturing ProjectsForecast to 2030. Research and Markets, 7 April 2026.

22Gov't to invest $113.3 mil. in strategic materials firms. The Korea Times, 17 May 2026.

23 South Korea Invests 15.7 Billion Won to Commercialize Top Scientists' Patents. DongA Science, 10 February 2026.
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erosion of real household incomes due to rising inflation which limits purchasing power and
constrains discretionary spending. Momentum will materially taper in 2H26, with 2Q26

SELISOGSR (2 NBYFAY NROGdZEGSE RNASSyemedtayi KS RA20dNBRSYSy

budget of KRW26.2trn at erbipril to mitigate the energy shock on the domestic economy.
The package includes cash assistance which seeks to handout payments between
KRW100,00®00,000 per person for those in the bottom 70% of income earners, hag/e
spending to maintain fuel price cais

Energy shock keeps risks skewed to the upside

Developments in domestic consumption and government support measures are closely tied
to the evolving inflationary pressures triggered by the outbreak of conflict in the Middle
East, which have significantly affected global energy prices, with ripplasffdo the real
economy.

% YoY Headline CPI and Core CPI KRW/I Retail Fuel Prices

8 Headline CPI 2500 = Retail Price: Petroleum Product: Gasoline
= Retail Price: Petroleum Product: Kerosene

——Core CPI ——Retail Price: Petroleum Product: Diesel
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2T
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Source: Statistics Korea, CEIC, OCBC Group Research. Source: Petronet, CEIC, OCBC Group Research.

Price pressures remained largely stable at the start of the year, with headline CPI averaging
2.0% YoY in Jdreb 2026, compared to 2.1% in 2025. However, the war in the Middle East
has sharply altered inflation dynamics: headline inflation averaged 2a¥4irY JaiMay

2026. The decisive break from the previously contained inflation regime was driven by an
energy shockRising oil prices, fuelled by supply disruptions and heightened geopolitical
risks have pushed up transportation costs. The average pfigasoline, kerosene, and

diesel rose by 22.9% YoY, 24.5% YoY, and 33.5% YoY, respectively, in May. Nonetheless, the
d&dzNBS Ay FdzSf LINAOSa ¢2dz R KI @S 06SSy aiA3ayAFAOlLydafe
ongoing gasoline price cap, extended fuel tatkoaasures, and other supportive measures.

As a result, fuel prices in May currently stand at -1L2x of the prewar average levels
observed in February. Meanwhile, core CPI (CPI excluding food and energy) was higher, at
2.2% in JaiMay 2026, after printig 1.9% in 2025.

Looking ahead, we expect headline CPI to average 2.6% in 2026, implying a further
acceleration for the remainder of the year. This projection reflects the impact of elevated
energy prices and the potential extent of cost p#a®ugh. Indeed, there are soansigns

24 Nat'l Assembly passes $17.7 bil. extra budget bill to mitigate fallout from Mideast war. The Korea Times, 10 April 2026.
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that inflationary pressures are broadening: core inflation jumped higher to 2.5% YoY in May,
after remaining broadly stable at 2.2% in March and April. However, the risk lies in the
NBY2@Ft 2F 3F20SNYYSyidiQa FdzS5¢
would increasingly strain public finances. Consequently, this could heighten the risk of a
more pronounced acceleration in headline CPI, with spillover effects into core inflation.

Y S ltedl didNaficésE | & LINBE 2y ISR OdzNX

A further amplifying factor is the depreciation of the Korean Won (KRW). The KRW has
depreciated6.5% against the US dollar, last recorded a84.80 per dollar as of the close

on18Wdzy S HnHcX YIF{Ay3 AG 2yS 27

FaAl Qa

dzy RSNLISNF 2NV SNB® L°

remains elevated, it could significantly amplify imported inflation across all energy and
commodity categories. This inflationary pressure is, therefore, likely ts gasugh to
consumer prices, leading to higher living costs and potentially dampening domestic demand

if wages do not keep pace with rising expenses.
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A hawkish pivot
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Source: The Bank of Korea, CEIC, OCBC Group Research.

At its most recent Monetary Policy Board meeting on 28 May, the BoK kept its policy rate
unchanged at 2.50%. The decision was not unanimous, as two members called for a 25bp
NFGS KA1S (G2 HOTE:d LYLRNUFIYyGfe&x
another clear signal of a hawkish pivot. In the May-plot, the 2026 median dot indicated
two 25bps of hikes over a simonth horizon, projecting the policy rate at 3.00%, compared
to the February estimate of one 25bp hike. In its press releaseBoK commented that it

O2yiiAydzSa G2 SELISOG /tL G2

GiigSHB 6+ a + AKATFG Ay

NA &S FAdINIKSNI a4 LINP2SOGSRIT ¢
AYyFtlLidA2y Aa 2dzZRISR G2 06S adzwaSoi

2

KAIK dzy OSNIFAYyGASaxX

Our base case is for two 25bp hikes: one hike each in 3Q26 and 4Q26. This would bring the
policy rate to 3.00% by ye@nd. Beyond this, we expect the BoK to enter an extended hold

period as it assesses the durability of the inflation trajectory.
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Taiwan Domestic demand join:
the growth drivers

1 The composition of growth is broadening, suggesting that expansit Herbert Wong
becoming more internally reinforced rather than purely export driven. " Economist
have raised our 2026 GDP growth forecast to 8.1% YoY from
previously, based on the strong 1Q26 outturn.

1 While the worldleading semiconductor industry provides power!
economic leverage and facilitates key security partnerships, it
exposes Taiwan to significant pressures especially from the United S
which seeks greater onshoring of advanced mantifring, and China
driven by escalating geopolitical rivalry. Notwithstanding, there was
unprecedented simultaneous spike in both inward and outward FC
March 2026.

1 GDP growth is expected to remain abevend growth, but with
increasing reliance on structural drivers rather than cyclical tailwil
suggesting a more balanced yet externally sensitive expansion prof
2H26.

Domestic demand joins the growth drivers?

Growth momentum strengthened in 1Q26, with GDP expanding by 13.69% YoY driven
predominantly again by external demand. It was supported by export orders, which
rebounded strongly across major marketparticularly the US and ASEAWhile the
manufacturing setor transitioned from a cyclical recovery into a phase of more sustained
expansion. Expoitriented sectors, led by electronics (which accounted for over 40% of
export share), continued to anchor activity, benefiting from resilient global tech demand
and supply chain realignment.

While net exports (+9.62 ppt contributions to headline GDP growth) remain the dominant
growth driver, contributions from private consumption (+2.23ppt), government
consumption (+0.46ppt), and gross capital formation (+1.39 ppt) were also meaningfully
highe compared to the previous quarter. The brehdsed pickup in domestic demand
alongside the continued dominance of net exports suggest growth is becoming more
internally reinforced rather than purely externally driven. Firmer household confidence and
income support is likely underpinned by a stronger labour market and wealth effects linked
to the tech/export cycle. Meanwhile, ongoing fiscal support andaceeleration in
investment activity are also implying that the economy is entering a more balancedhgrow
phase. We have revised higher our 2026 GDP growth forecast to 8.1% YoY from 6.5%
previously.
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Table 1: Taiwan advance estimate of 1Q26 GDP (Percentage Contribution, by Expenditure)

2025 | 1025 | 2025 | 3Q25 | 4Q25 |1Q26 (a)

Domestic Demand 2.32 5.75 0.86 0.86
-Private Expenditure 1.46 1.43 0.17 0.72 345
-Public Expenditure 1.22 0.7 325 032 0.75
-Gross Capital

Formuation 437 16.72 477 141 -3.39
External Sector

-Exports 318z 20.6€ 36.2€ 30.63 38.81
-Imports 26.75 2531 32.9¢ 2421 24.5¢
Real GDP 8.68 5.54 7.71 842 12.6&
Source: DGBAS, OCBC Group Research.
Chartl ¢ AglFyQa D5t 3INRBGUK |

from the 2H25, driven largely by net exports

Contributions to the headline GDP growth
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Chart 3 Export orders across all major regions move
sharply higher into early 2026nith ASEAN and US seeing
the strongest growth
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Chart 2 Taiwan manufacturing shifted from cyclical
recovery to expansion

60

55

50

45

40

35

30

01/01/2023
01/03/2023
01/05/2023
01/07/2023
01/09/2023
01/11/2023
01/01/2024
01/03/2024
01/05/2024
01/07/2024
01/09/2024
01/11/2024
01/01/2025
01/03/2025
01/05/2025
01/07/2025
01/09/2025
01/11/2025
01/01/2026
01/03/2026

e Taiwan Manufacturing PM| == China Manufacturing PMI

=== China Non-Manufacturing PMI

Chart4 . N6 { R2gy 27
Countries Mar 2026)

CHAGl yQ&

Mineral Pmdmm 3 35/ échemicals, _Textile Products,
2.01%

Optical,
Photographic,Cinem
atographic

Apparatus, 1.52%sport
Equipments, 0.02% __

Basic Metals and
__Articles Thereof,
1.89%

3.45% 1.10%

\

Electrical Machinery | | Machineries. 2.37%
Products, 1.54%

Plastics and Articles

Thereof; Rubber
and Articles  /

Thereof, 1.41% /

Information & _/
Communication
Products, 39.70%

Electronic Products,

101



£)OCBC
OCBC Group Research

By Global Markets | 19 June 2026

Talwan

Massive spike in FDI inflow and outflow

There was an unprecedented simultaneous spike in both inward and outward FDI in March

2026. Approximately USD5bn of inward FDI were coming from AsMgieand China) into

manufacturing. The inward manufacturing surge from other Asian economics (irgludin

Japan, South Korea, and other ASEAN countries) suggests strong confidence in the

manufacturingbasd.J2 8 A A o0f & NBfFGSR (2 aSYAO02yRdzO0G2NJ) adzllLxX @ OKIF Ay a
diversification strategies, or geopolitical supply chain shifts.

In contrast, outbound FBItotalling around USD 30kinwas largely driven by Taiwdrased
financial institutions, including banks, insurers, and investment vehicles. These funds were
predominantly allocated to the United States. Such flows likely reflecf@mrtreallocation

into US financial assets, overseas business expansion, anebordss treasury or balance
sheet management. In other words, Taiwanese financial institutions drove the March
outflow, rather than driven by manufacturing corporates or etlsectors.

¢CKS 20SNIftf C5L LAOGAINE NBAYF2NDSa GKS RdzZrf ylFrddNBE 2F ¢I
of advanced chips. While the wotldading semiconductor industry provides powerful

economic leverage and facilitates key security partnerships, it also exposganTt

significant pressures from the United States, which seeks greater onshoring of advanced

manufacturing, and China, driven by escalating geopolitical rivalry.

Chart 5:Mar 26 shows a massive spike in total approved Chart 6 Manufacturing accounts for the largest share of
inward FDI from Asia (ex Mainland China), with nearly ~ the Mar 26 inward FDI spike, towering over US$4 billions
US$5 hillions
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Chart7¢  Agl yQa 2dziél NR C5L M Chart8Finance and Insurance accounts for a very large
surge in Mar 26, driven predominantly by the US portion of the Mar 26 outflow
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Stable core, but energy exposure keeps inflation risks skewed to the upside

CPI dynamics remain relatively contained but show early signs of renewed pressure.
Headline inflation is hovering around ~2% YoY, with core CPI broadly stable in tf#25%.8
range, suggesting underlying price momentum remains firm but is not accelesi@mgly.

The latest breakdown indicates that services, housing and education/entertainment
continue to drive inflation, while food price pressures appear to have moderated lately.
However, transportation and communication remain a key swing factor, taftpc
sensitivity to energy costs. This is particularly important given the heavy reliance on
imported energy where petroleum still plays a dominant role in the energy mmaxd
concentrated crude sourcing from key Middle Elrgted suppliers alongside theSU

Against this backdrop, the digan conflict introduces an upside risk to inflation via the oil
channel. Given oil accounts for a substantial share of energy consumption and import
dependence is high, any sustained disruption to Middle East supply orresiiym in oil
prices is likely to feed through to transportation costs and, with a lag, broader CPI
components.

While recent inflation trends suggest limited brehdsed secondound effects so far, a
prolonged geopolitical shock would raise the risk choeeleration in headline CPI, with
spillovers into core via services and utility costs. In this sense, thdianfloutlook remains
highly sensitive to external energy shocks, even as domestic dedrareh pressures stay
relatively contained.

Our 2026 CPI forecast has been revised slightly higher to 2.2% (from 2.0%), as our
commodity strategists expect oil prices to remain elevated for longer, reflecting
infrastructure damage and precautionary stockpiling. Consequently, Brent is now projected
to end the year near USD 80/bbl, up from the previous USD 70/bbl assumption.
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Chart9 Energy/base effects are still masking underlyinc Chart10 Education & entertainment, services, and
price pressures transportation remained the strongest contributors,
pointing to persistent service inflation
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Chartll Petroleum accounts for ~45% of total energy Chart1l2 Taiwan imports most of its oil from Saudi
consumption in Taiwan Arabia and the United States
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CBC holds steady, but signals a less dovish stance

LY al NDKZ ¢FAglyQa OSYyidNIXf olyl o6/./70 1SLWG LRftAO®
was not overtly dovish. The central bank acknowledged strengthening growth momentum,

supported by robust exports, private investment, aneélated demand. At theane time,

inflation forecasts were revised slightly higher to 1.8% but remained below the 2%

threshold. Governor Yang also signalled that policy could tilt tighter should Middle East

tensions persist and energy prices remain elevated.

While the risk of secontbund inflation effects and a corresponding policy tightening

cannot be ruled out if oil prices stay elevated for longer, we expect the CBC to keep the
policy rate unchanged at 2% throughout the year.
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Chart 13:.TWD remains resilient, but structural outflows Chartl4:h/ . / Qa f I G4Sad ' EW F2N.
from lifers may lead to underperformance against MYR,
SGD, and RMB
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From cyclical boost to structural support

Looking ahead to 2H26, the growth trajectory is likely to remain constructive but
increasingly hard to predict. The strong external impulse seen in early 2026 should persist,
supported by supply chain reconfiguration (China + US +1), government indpetics,
semiconductor super cycle dynamics, and firm export linkages with the US and ASEAN.
Meanwhile, the sharp rise in both inward manufacturing FDI and outward financial flows
KAIKEAIKGA ¢ A dulbgnafiing Ramalstratedid2sapplyi chainffoivs/vihile
simultaneously facing capital reallocation pressures toward the US.

Overall, Taiwan is expected to maintain abdrend growth, but with increasing reliance on
structural drivers rather than cyclical tailwinds, suggesting a more balanced yet externally
sensitive expansion profile in the second half of the year. Risk2i26 are tilted in both
directions: upside could come from a sustained tech upcycle and further capacity expansion
in advanced manufacturing, while downside risks stem from geopolitical uncertainty,
potential external demand and global growth softening.
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Thailand Growth constrained

1 We expect 2026 GDP growth of 1.5% YoY versus 2.4% in 2025, ref Lavanya Venkateswaran

external headwinds but also constrained household consumption Senior ASEAN Economist
slower investment spending. The upside is that Prime Minister (
Anutin Charnvirakul has a strong mandate, with scfggemore reform Jonathan Ng

oriented policies to take root. The neserm challenges include dealin ASEAN Economist
with sharply higher inflation pressures. To that end, we revised highel

2026 headline CPI to average 3.8% YoY (previous: 3.4%), implying a

acceleration fothe remainder of the year.

1 Fiscal policy is less flexible considering that public debt to GDP is hit
close to the sefmposed limit of 70% of GDP. The authorities have
announced fiscal stimulus aimed at bolstering household spending a
higher energy prices. The fiscal defisiprojected to remain wide at
3.9% of GDP in FY27 compared to 4.4% in FY26.

9 Our baseline is for the Bank of Thailand (BoT) to maintain the policy
at 1.00% through 2026, but we do not rule out some normalisatiol
2H26 particularly if inflationary pressures remain high. We nonethe
forecast rate hikes in 2027, taking theljgy rate to 1.50%.

Clear political outcomes

The 2026 snap election concluded on 8 February 2026 against a backdrop of domestic

political fragility, cros$order disputes, and heightened geopolitical tensions. The election

had long been anticipated as itwasCe2 Y RAGA2Y F2NJ GKS tS2L) SQa t I NlIeé&Qa 4&dzl
. Kdzy2lr AGKEA LI NIe@Qa 32 3SNY Y. SAydiionaFédmdivongi A 2y Ay { SLIISYOdSNJ
included the Bhumjaithai Partsemaininga minority government and holding a referendum

on constitutional amendmentfficial results from the Election CommissioinThailand

revealed that the Bhumijaithai Party secured 191 seats in the lower house. Although the

party did not achieve an outright majority, the political outcome was clear. It led to the

removal of any neaterm political overhang on policies related @sonomics, social issues,

and foreign affairs. AdditionallyhisresultprovidedPM Anutin Charnvirakublith a strong

platform to form the next governmentwhich was established relatively swiftly.

Follow our podcasts by searching ‘OCBC Research Insights’ on Telegram! 106



£)OCBC
OCBC Group Research

By Global Markets | 19 June 2026

Thailand

Thai General Elections 2026
No. of Seats

M Coalition Government

200
150 W Opposition
100
. I N
0 [ | [ I

Bhumjaithai Pheu Thai  Others - Move KlaTham Democrat Others
Party Party coalition Forward Party Party
partners Party

Note: With 499 sitting MPs, PM Anutin secured 293 votes. 292 votes came from his coalition, with the additional vote from the People's
Party, according to local media reports.
Source: Election Commission of Thailand, Thai PBS, OCBC Group Research.

TheBhumijaithaiPartystrucka coalition deal witlthe Pheu ThaPartyand several smaller
partiesg KAt S GKS t S2LJ SQ& t I NI & asdiBiMgthieyole 8fthe dzi A RS 2F I2FSNY Y S
largest opposition in the lower housd®M Anutin secured 293 votes in the House of
Representativealowinghimto be reelected as Prime Minister on 19 Mar¢h35member
coalition cabinet, comprising 3%om Bhumjaithai and 9 Pheu Thai, received royal
endorsement on 31 March andere sworn in on 6 Aprillmportantly, the composition of

the new calmet suggests broad policy continuityith Ekniti NitithanprapasSuphajee
Suthumpun, and Sihasak Phuangketkeow retaining their positions of finance minister,
commerce minister and foreign minister, respectivélgonomic policies can improuader

a stable, durable governmeng¢nablingauthorities toimplementmuchneeded structural
reforms tat boostmediumterm economic growth.

The stabilisation in domestic politics was fortuitous consideringabeflict in the Middle

Easterupted shortly after the election.he economys the largest net petroleum importer

in the region and among the most exposed economies tocthaflict in theMiddle East

Based on 2024 datayer half of its energy imports both crude and refined petroleum

passthrough the Straits of HormuzZlhe supply chain has also been disrupted through

disruptions to fertilizers and petrochemical products. The government maintains that the

domestic supply of fertilizer remains ample and that scheduled shipments will ensure

sufficient supply until Augu$t Despite this, domestic urea prices have rféeombined

GAGK KAIKSNI SySNHEé LINAOSAE |yR 20GKSNJ AyLidzi O2adaz GKAaA
finances and could lead them to reduce planting, which would lower agriculture 3fields

25Thailand's fertilizer supply ample as war continues. Argus Media, 6 March 2026.

26 Fertiliser prices rise amid Middle East tensions. Bangkok Post, 8 March 2026.

Z¢KFA FYR £ASGylIYS&ES FIENWVSNAR YiFe ad2L) LXIydiAy3a NROS o 2F GKS LNIy
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Source: UN Comtrade, OCBC Group Research.

Source: Office of the National Economic and Social Development Council, CEIC,
OCBC Group Research.

Notwithstanding, GDP growth improved to 2.8% YoY in 1Q26 from 2.5% in#@2tetails

show that domestic demand was the main driveontributing4.5 percentage points (pp) in

1Q26 from 4.0pp in 4Q28Nithin domestic demand,ayernment and investment spending

were the main drivers, growing by 3.4% YoY and 9.9% YoY, respectively, compared to 1.3%
and 8.1% in 4Q2Rycontrast, private consumption growth remained broadly stable at 3.2%
YoY, slightly down from 3.3% in 4QZBenegative contribution from nieexports widened,
shaving off 4.4pp from headline GDP growth.

Looking ahead, we maintain our 2026 GDP growth forecast of 1.5% YoY in 2026 compared
to 2.4% in 2025. OWBDP growth profiléindicates a sharper slowdown to 1.0% YoY in 2Q
4Q26, down from 2.8% in 1Q26. This deceleration is primarily attributed to weakening
private consumption alongside slower investment spending.

Private consumption growth, which accounts for mtiian half of real GDP, is expected to

remain soft, averaging 1.9% in @4D26.First, the spike in inflation driven by the energy

shock will erode real disposable income, thereby squeezing real purchasing power and

potentially amplifying the drag on aggregate demand. Second, the labour market is showing

signs of softening. The unenggiment rate rose to 0.91% in 1Q26, up from 0.71% in 4Q25

OMVHPY noydz0® ! OO2NRAY 3 (2 [ loibgZedeibhsankthg A & G SNJ ¢ NESy dz-OK ¢ KA
aARRfS 9lad yR | at2gAy3 3At206tf SO2y2Ye 0O2dz R gSAIK 2
layoffs continuingtorisé® | & &dzOKX &aK2dzZ R o0dzaAySaasSa NBaLRyR (G2 NRAaAy
working hours, slowing hiring, or laying off workers, the income channel supporting private

consumption would weaken further. Third, and most structurally, persistently elevated

household debtcontinues to constrain both the capacity and willingness of consumer

spendingHousehold debt peaked at 94.7% of GDP in 2021 and moderated to 86.7% in 2025.

More importantly, household debt geared towards personal consumption is high,

accounting for 67.0% of total household debt in 2025, down from 72.0% ir2@2dl.

Indeed, highfrequency indicators continue to reflect weak underlying demand: the private

consumption index slowed to 0.8% YoY in April, down from 4.4% in March (April 2025: 1.8%).

28 abour Ministry Prepares Job Support Amid Global Pressures. NBT World, 24 March 2026.
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Source: National Statistical Office, CEIC, OCBC Group Research. Source: Bank of Thailand, CEIC, OCBC Group Research.

The room for broa¢based counter cyclical fiscal policies is limited, in our view. The fiscal
cash balance deficit has widened to 5.2% of GDP omaahh rolling basis until April 2026,

up from 4.8% of GDP for FY2025 (i.e., October 2024 to Septembey. ZB@5FY 26 fiscal
deficit target is 4.4% of GDP. Under the hood, expenditure growth slowed to 7.1% YoY in
Oct 2025 Apr 2026, due to a normalisation of government expenditure: current and capital
expenditures stood at 76.2% and 37.0%, respectively,eftivernment budget during the
same period. On the revenue front, revenue collection growth remained broadly stable at
4.8% YoY for the period from Oct 2028pr 2026, compared to 4.7% in the same period
last year: the revenue collection rate stands atZ¥ of the FY26 target.

Nevertheless, the government has rolled out a miagiered policy package structured
across three key areas, beginning with immediate relief measures designed to alleviate
urgent financial pressures, the Cabinet approwedTHB.7bn relief packagdo provide
allowances for lowncome welfare cardholders, assist transport operators, and implement
nationwide costof-living initiatives benefiting farmers and small busine$ses

For targeted crediand structurakupport, state banks are offering soft loans for households

to install solar panels or purchase electric vehicles;ilderest green home mortgages, and
subsidized loans to help farmers purchase fertilizers and seeds. To support SMEs, the
government has liocated THE20bn to reduce debt burdens through principal and interest
relief and will provide affordable green technology loans and online training programs
aimed at helping businesses upgrade skills and transition tveaisustainable, green
economy®.

Given these fiscal constraints, the conventional fiscal channels for additional stimulus have
been stretched. According to Finance Ministekniti Nitithanprapas only THB20bn in
uncommitted FY26 budget funds and ~THB20bn in the central budget are available to
mitigate the economic impact. Moreover, the defiinancing ceiling for the year has been

29 Cabinet Approves Over 7.7 Billion Baht to Ease Impact of Rising Energy Costs. The Government Public Relations Depaptin2f26.1
30Thai Cabinet Unveils MulBillion Baht Stimulus to Counter Middle East Crisis Volatility. The Nation Thailand, 11 April 2026.
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NEF OKSRY FAdNIKSNJ f AYAGAY3I (GKS 3I20SNIPYSyiQa loAaftArade G2 R
¢tKA&a O2yaidNIAyG Aa GKS Nbfithe 2nfergenBy barmwidg 6 KS / F oAy SGiQa | LI
decree of THB400bn: THB200bn will be diverted to immediate relief to easefdoshg

measures for vulnerable groups, and the remaining THB200bn will be used to finance and

I OOSt SNI 4GS (KS O2dzy **NE Q& 3INBSY SySNHE AyAluAl GAGSa

This nonetheless raises concerns that the borrowing will push public debt close to the 70%
ceiling over the next two years. Public debt to GDP stood at 66.7% of GDP, as of April 2026.
The Constitutional Court will hear a challenge to the emergency borgpplan, which could
complicate ongoing efforts to address the energy shock, and add to the fiscal uncertainty.

Fiscal Cash Balance Deficit (12-month Rolling FDI Appll;a:mn Approvals (By Sector)
m Others
9 Sum
% GDP ) USDbn, Chemical and Petrochemical
0.0 Rolling 4Q Sum mm Digital
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Source: Fiscal Policy Office, CEIC, OCBC Group Research. Source: Board of Investment, CEIC, OCBC Group Research.

Meanwhile, investment spending is expected to slow to 4.3% YoY-412®, compared to
9.9% in 1Q260n a 4quarter rolling basis,dreign direct investmen{FDIs)inflows, as
measured bythe value of applications approvediowed to 17.6% YoY in 1Q26, down from
65.9% in 4Q26r'he slowdown was mainly driven by lowiewestmentsn the digitalsector.
The digital sectoaccounted ford8.5%of investment applications iA025 but only 40.6% in
1Q26.FDI approvals for the more traditional sectossichasmetal products & machinery
strengthened to 23.7% in 1Q26, up from 11.3% in 4Q25

External sector set to soften

On the external front, the export sector recovered in 1Q26, with good exports being the
standout surprise, expanding by 15.5% YoY after a sharp slowdown in 2H25. The strength
was mainly driven by strong demand for electronics & electrical appliances. &3alirie
anticipates that the momentum of goods export will moderate, expanding by 7.8% YoY in
2Q-4Q26, compared to 15.5% in 1Q26.

Services exports are anticipated to only improve modestly, expanding by 1.1% YoY in 2Q
4Q26, compared to 1.0% in 1Q26. Tourism, which has traditionally been an engine of
growth, has weakened. Yety-April 2026, total tourist arrivals averaged 87.8% of 201

31 Ekniti says 'sick' economy needs emergency funds. Bangkok Post, 15 May 2026.
32 Understanding emergency debt decrees. Bangkok Post, 9 May 2026.
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levels, slightly lower than the same period last year due to weaker foreign tourist arrivals,

particularly from the Middle East and Europe. By contrast, there has been a slight recovery

in Chinese tourist arrivals: yeto-April 2026, Chinese tourist aréis averaged 52.5% from

2019 levels, up from 46.1% in the same period last year. Nevertheless, we anticipate the

recovery of the tourism sector to remain sluggish due to higher fuel costs that potentially

discourages longpaul travels. Additionally, the @SNy YSy 1 Qa NBOSgay NRftt ol O] 2F AdGa c
visafree entry programme for tourists from 93 countries and territories may undermine

STTF2NIa (G2 NBOAGS (GKS (2dINRARAY AYyRddZAUONE® ¢KS I20SNYYSYldQ:
arrivals has been revised lower 3@mn, down from its previous estimate of 35/n

Consequently, the current account balance is set to come under significant pressure in 2026.
The current account balance flipped into a surplus of USD3.2bn in 1Q26 but was ~3.7 times
smaller compared to the same period last year. Our anticipation of sgfted exports and

a much slower recovery of the tourism sector will likely weigh on the current account
surplus. We expect it to narrow sharply to 0.5% of GDP in 2026 from 2.7% of GDP in 2025.

2019 = 100 Tourist Arrivals Headline and Core Inflation
—Total tourist arrivals % YoY BoT Inflation Target ====Headling CP| ====Caore CPI
140 =—Tourist arrivals ex-China 8
120 =—From China 6
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Source: Bank of Thailand, Ministry of Tourism and Sports, CEIC, OCBC Group Source: Bank of Thailand, Trade Policy and Strategy Office, CEIC,
Research. OCBC Group Research.

Inflation on an uptrend

Headline CPI averaged 0.8% YoY ifMiayn 2026, compared teD.1% in 2025. For much of
the preceding year, headline CPI remained in negative territory for twelve consecutive
months through March 2026. The turning point came abruptly in April, with headlle
surging to 2.9% YoY froi.1% in the previous month. Compounding the effects, adverse
weather and higher fertilizer costs added a supplementary sugpioly impulse. Similarly,
core inflation rose from 0.6% in March to 0.8% in April, and continuestlge higher to
0.9% in May.

The oilfuel fund balance shifted from aurplusto a deficit in March 2026 due to the

I32PSNYYSyiQa RSOAaAz2y (G2 OFLI R2YSadsitde 2Af LINKROSE F2f{f20A
then, the authorities have abandoned the fuel price cap on 25 Mirchs continued

subsidisation has proven unsustainable, with the deficit widening further in tandem with

33 Thailand ends 6@ay visafree stay. Bangkok Post, 19 May 2026.
34 Thailand abandons fuel price caps. Bangkok Post, 25 March 2026.
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higher global oil prices. Instead, targeted support measures were deployed for vulnerable
groups affected by high ail prices.

Looking ahead, we revised higher our 2026 headline CPI to average 3.8% YoY (previous:
3.4%), implying a further acceleration for the remainder of the year. This reflects the impact
of elevated energy prices and the potential extent of cost ghssugh. Ou house view is

for Brent crude to average USD85.8/bbl in 2026, up from an average of USD68.2/bbl in 2025.

Thailand: Oil Fund Balance 9 . .
) N % Bank of Thailand Policy Rate
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Note: As of 14 June 2026.
Source: Oil Fuel Fund Office, OCBC Group Research. Source: Bank of Thailand, CEIC, OCBC Group Research.

Staying vigilant

The BoT delivered 2%p in rate cuftat its 25 February meeting, lowering the policy rate to
1.00%. The decision was attempted to rein in the THB strength. However, since the onset of
Middle East tensions, THB has depreciated versus USD in line with regional peers. However,
unlike most regioal peers, this trajectory for the currency will likely be a welcome change.

Our baseline is for the Bad maintain the policy rate at 1.00% through 2026. However, with
headline CPI rising sharply, BoT will be vigilant of the risks of inflation expectations becoming
de-anchored. We do not rule out the possibility for BoT to reverse the 25bp from February
later in the year, particularly if price pressures proved persistent and pervasive, in 2H26. We
nonetheless forecast rate hikes in 2027, taking the policy rate to 1.50%.

Summary of Economic Forecasts 2023 2024 2025 | 2026F 2027F 2028F
GDP (% YoY) 2.2 2.9 2.4 1.5 2.0 2.0
Exports (% YaoY) 2.7 7.5 9.3 9.0 4.3 6.4
Imports (% YoY) -2.5 5.7 6.8 13.9 3.3 9.6
Current Account Balance (% of GDP 1.7 2.2 2.7 0.5 1.8 2.0
Unemployment Rate (% aop) 1.0 1.0 0.8 1.0 1.0 1.0
Fiscal Balance (% of GDP) -3.3 -4.0 -4.8 -4.4 -3.9 -3.3
Headline CPI (% YaY) 1.2 0.4 -0.1 3.8 2.0 1.3
BoTRate (% eop) 2.50 2.25 1.25 1.00 1.50 1.50

Source:Bank of Thailand, Fiscal Policy Office, Office of the National Economic and Social Development Council, Trade Polimgar@ffitea CEIC
Bloomberg, OCBGroup ResearciThe fiscal year is from October to September. For example iEYidm October 202 until September 20&.
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Vietnam: Rising constraints

1 Vietham has entered a new political cycle marked by continuity Lavanya Venkateswaran
leadership and policy. To Lam, as the President, armed with a techno Senior ASEAN Economist
cabinet is pushing administrative streamlining, growtiented
governance, and deeper regional integration. Ahmad A Enver

o ASEAN Economist
1 We maintain our 2026 GDP growth forecast at 7.3%, lower than of

estimates, as higher energy prices and supply disruptions weig|
growth, combined with still elevated uncertainty from US trade actic
The situation remains fluid, and a renewed datian of tensions would
put further downward pressure on our forecast.

1 The State of Bank of Vietnam (SBV) will be closely watching rising infl
which has remained above target alongside a local currency that has
weakening versus USD. With growth still the focus for the authorities
expect the policy rate to remaion hold at 4.50% in the near term, albe
with the risk of policy rate hikes rising.

New leadership, policy continuity expected

Vietnam entered a new political cycle in 1H26, as the 16th National Assembly elected To

Lam as State President for 202631, while he continues to serve as General Secretary of

the Communist Party of Vietham. This marks a consolidation of authority abgthef the

O2dzy iNEQa LRfAGAOIE &aeaidSyeo ¢KS fSFRSNEKALI GNIyaAGAZ2YyY g1
of Le Minh Hung as Prime Minister, with unanimous support from all 495 deputies present.

A former State Bank of Vietham governor, Le Minh Hung bringkntecatic and

institutional experience to the role, reinforcing expectations of policy continuity,

macroeconomic discipline and continued focus on Harg structural upgrading.

Early policy signals remain firmly growth oriented. The government continues to target at

least 10% GDP growth in 2026 and average growth of at least 10% oveR@BR26This

FYoOAGA2Y NBFtSOGAa GKS F20SNYyYSyidiQa o&BlF RSN RS@St 2LI¥Sy i
beyond lowcost manufacturing toward productivity gains, technology adoption, continued

infrastructure upgrading and a larger role for the private sector.

t NSAaARSYd ¢2 [IYQa SINIé RALX2YFIGAO F3ISyRI Aa yz2ilofSo /
ailrasS LINBAARSY(GX dzyRSNEO2NAY3I / KAylFQa OSYidNIf NRES Ay
investment flows, trade linkages and infrastructure connectivity. This isalyli& change,

even as it creates exposure to tragelicy scrutiny, in our view. Subsequent visits to India

FYR {NX [lFylF LRAYOG G2 GKS O2dzyiNEQa SFF2NI (G2 H6ARSYy il
beyond its core markets. Meanwhile, engagements with ThdjlgBingapore and the

t KAfALIWMAYSazs | f2y3IAARS ¢2 [-laYDakbgue] Bghlige S aLISSOK i GKS
+ASGylIYQa Y2NB @GAadA6fS NBIA2YyLFE NRBESP ¢KAA Y2N C Z
monitoring in 2H26, particularly as the country balances{gigiwth ambitions with a more

complex external environment.
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Destination Main focus
14-17 Apr 2026 China Railways, infrastructure connectivity, trade, investment, agriculture, aviation,
green energy and other strategic sectors. The visit produced 32 cooper
agreements.
5-7 May 2026 India Enhanced Comprehensive Strategic Partnership, trade, energy, critical mir

rare earths, technology and business cooperation. India targeted USD25bn bil
trade with Vietham by 2030.

7-8 May 2026 Sri Lanka Elevation of ties to a Comprehensive Partnership, with focus on trade, investr
tourism, logistics connectivity and cargo transshipment.

27-29 May 2026 Thailand Official visit during the 50th anniversary of diplomatic relations, with both s
seeking stronger and more dynamic cooperation.

29-31 May 2026 Singapore | State visit to Singapore and keynote address at the Shaagnialogue, where T
Lam highlighted peace, stability and development amid global uncertainty.

31 May1 Jun 2026 | Philippines | State visit focused on trade, security and maritime cooperation, with

relationship elevated to an enhanced strategic partnership.
Source: Government news website, Vietham+, Fulcrum, Reuters, Bloomberg.

Growth to moderate from a high base

Growth momentum remains firm, although GDP growth is starting to moderate from a high
base. Real GDP expanded by 7.8% YoY in 1Q26, easing from 8.5% in 4Q25, though still close
to the average 8.0% growth in 2025. The slowdown in 1Q26 was iraset acrosmajor

sectors, including services (8.2% from 8.8%), industry and construction (8.9% from 9.7%),
and agriculture, forestry and fisheries (3.6% from 3.7%). Manufacturing remained a notable
bright spot, with output growth still close to double digits (9.7%iir 10.6%), signalling
sustained momentum in industrial production.

% YoYunless stated 2023 2024 2025 Mar-25 Jun25 Sep25 Dec25 Mar-26
GDP 7.0 8.0 7.3 7.0 8.2 8.3 8.5 7.8
Agriculture, Forestry and Fishery 3.6 3.8 3.0 3.8 4.0 3.7 3.7 3.6
Industry and Construction (IC) 8.0 8.9 7.7 7.6 8.8 9.4 9.7 8.9
Industry 8.1 8.8 8.1 7.2 8.3 9.4 9.9 9.0
Manufacturing 9.6 10.0 8.5 9.3 10.2 9.6 10.6 9.7
Construction 7.6 9.6 7.7 9.3 10.9 9.2 9.2 8.4
Services 7.4 8.6 8.3 7.8 9.0 8.7 8.8 8.2
Wholesale, Retail Sales & Motor Veq 8.0 8.5 8.2 7.4 8.5 8.9 9.2 9.6
Transportation & Storage 10.8 11.0 6.7 10.4 11.0 11.8 10.8 8.9
Accommodation & Food Service Act| 9.8 10.0 5.1 10.2 9.7 10.2 10.0 7.5
Financial, Banking & Insurance Act. 6.9 7.8 6.0 6.6 7.1 7.8 9.3 7.7
Real Estate Activities 3.3 4.6 4.9 4.4 4.4 5.3 4.5 4.7

Source: GSO, CEIC, OCBC Group Research.

Recent activity data suggest that underlying momentum held up into May. The industrial
production index (IPI) growth eased slightly to 8.8% YoY in May, from 9.3% in April.
Encouragingly, the softer prints broadly reflect lower readings in mining & qugr(gie%

in May from 8.4% in April), electricity & gas (8.5% from 10.3%), and water supply and waste
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management (8.7% from 16.5%), while manufacturing IPI remained robust at 9.0% (from
9.1%). Looking at recent trade trends, exports and imports rose by 19.4% YoY and 30.1%
YoY, respectively, in the first five months of 2026, compared to 14.2% and 17.4%ptteri

same period last year. As a result, the trade balance recorded a deficit of USD12.7bn,
compared to a USD5.1bn surplus in 5M25. Against this backdrop, we continue to expect the
current account surplus to narrow to 5.3% of GDP in 2026, down fromif.Z0&5.

IPI performance Monthly trade performance USD bn
3mma ’
% Yo, IPI Mining and Quarrying 86 Yo i Trade Balance - RHS 3mma
3Mma ——Electricity and Gas —\Nater Supply, Waste Mgt. 60 ! —Exports - LHS 4.0
20 | ——Manufacturing Imports - LHS 30
15 45 2'0
P . IRl ==
g 15 w 0.0
0 ' I -1.0
/\/ -2.0
-10 -15 \‘ -3.0
-15 -30 -4.0
May-21 May-22  May-23 May-24  May-25 May-26 May-20 Nov-21 May-23 Nov-24 May-26
Source: GSO, CEIC, OCBC Group Research. Source: GSO, CEIC, OCBC

Looking ahead, we maintain our 2026 GDP growth forecast at 7.3%, down from 8.0% in
2025. Slower household consumption on account of higher energy prices, rising demand for
intermediate imports used in downstream manufacturing, and limited fiscal space for
aggressive countetyclical policies suggests that a modest slowdown is more likely than not.
Moreover, we see net trade as becoming a less supportive growth driver in 2026 compared
2025 as witnessed by sharply higher import growth. Fundamentally, howeémpolicies,

a strong public infrastructure pipeline and increasingly bettimersified exports should
1SSLI £ASGylY | Y2-gf@ving ecahdmies) ThisTshedetr 8 achieving the

I2PSNYYSyGiQa wmm>r GFNBSG LINROSs UDtkatlgiolicsy 3Ay 3 | YAR KA IKSNJI

uncertainty and a less supportive external balance.

Trade policy uncertainty remains a key risk

The trade picture, while continuing to point to robust growth, is increasingly shaped by
policy uncertainty from the US. The issue is not only the tariff rate applied to Viethamese
goods, but also the broader direction of US trade enforcement. Followiag-#b 2026
Supreme Court ruling that weakened the legal basis for |EEBB&d reciprocal tariffs, the

US has shifted toward other tragelicy tools, including Section 122 surcharges and Section
301 investigations.
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Timeline of US tariff actions and ongoing USTR investigations

26 Oct 2025 24 Feb 2026 12 Mar 2026
A joint statement concluding the Section 122 tariffs at 10% take  Section 301 investigation
FNIYSg2N) T2N a! 3 NEefeiSnteHt ardlinced to T20dAAY3 2y ¢ F2 NI
WSOALINROI f X Cl A N2 increase to 15% enforcement
e L L) L ®
7 Aug 2025 20 Feb 2026 11 Mar 2026
20% reciprocal tariff rate on Vietnam, SCOTUS rules IEEPA The USTR initiated Section 301
plus a 40% punitive duty on goods based reciprocal tariffs Ay@SadGAadal GAzya 2y a&ali NHzO
transhipped from third countries exceed executive SEOSaa OF LI

Economies

Investigation Relating to Notable countries mentioned
covered

China, the European Union, Singapore, Switzerld
a & G NHzO G dzNT ¢ SEOS 16 Norway, Indonesia, Malaysia, Cambodia, Thailg
LINR RdzOUAZ2Y AY YI VY Korea, Vietham Taiwan, Bangladesh, Mexico, Jap|
and India.

Australia, Bangladesh, Brazil, Cambodia, Can|
China, Ecuador, European Union, Hong Kong, If
Indonesia, Israel, Japan, Jordan, Malaysia, Mexico,
Zealand, Norway, Philippines, Russia, Singa(
Switzerland, Taiwan, Thailand, UAE, UK, Venez
Vietnam

Structural excess
capacity
(11 Mar 2026)

GFIFAEdNBE (2 AYLRA
Forced labour a ban on the importation of good
enforcement produced with forced Ilabor arg 60
(12 Mar 2026) unreasonable or discriminatory an
0 dzNRSY 2NJ NBaAGNAKO

USTR launched Section 301 investigations covering structural excess capacity and forced
labour enforcement, both of which include Vietnam. Subsequently, the US Trade
Department noted on 3 June that 42.5% tariff rates will be imposed on 60 economies
including Vietnam. The details and timeline of implementation are still pending. The USTR
will hold hearings on the proposed action on 7 July 2026.

t{ew AYAUGAIFIGSR | aSLINX¥GS {SOGA2Y onm Ay@SaidAaaldairzy Ayl
protection and enforcement, after identifying Vietham as a Priority Foreign Country in the

2026 Special 301 Report on 28 May. The China precedent is relevant. ThHe ISTRA M T

AYy@SaiaAar a2y A yirandfer and APypraddices léd Sa0akditiankl 2aHf® on

around USD50bn of Chinese imports in 2018, before later actions expanded coverage

further.35The precedent is useful mainly as a reminder that Section 301 investigations can

move from legal process to tariff action if the issues remain unresolved.

+ASGYylIYQA @dAf ySNIroAftAGe G2 ' { GNIRS LRtAO& NBYlIAya airdaya
~30% of total exports. This exposure is compounded by a production base that is deeply

integrated into regional and Chideaked supply chains. Market diversditon through

CPTPP, RCEP and prospective bilateral FTAs provides a useful buffer, but cannot readily

substitute for the scale and depth of US market access. As such, the more immediate risk

350Office of the United States Trade Representative, "Investigation: Technology transfer, intellectual property, and infiavatiamstr.gov.; Office of the
United States Trade Representative (USTR), "Investigation: Technology Transfer, Intellectus},Raaghénnovation,” n.d., ustr.gov; USTR, "Section 301 Fact
Sheet," March 2018, ustr.gov.
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from the current investigations is not so much néamm tariff action, but rather the
uncertainty, higher compliance costs, and a more cautious investment stance they create.

FDI resilience despite external headwinds

58&4LIAGS | Y2NB O2vYL)X SE 3t 20t GNFRS LRtAOe ol O]l RNRLE
robust. Total registered FDI reached USD24.8bn in the first five months of 2026, up 34.9%

YoY, while disbursed FDI increased 9.6% YoY to USD 9.8bn, marking the highegt Janu

May level in recent decades. Singapore remained the largest source in the first four months

of 2026 with more than USD7.4bn, accounting for 39.9% of the total. This is followed by

South Korea with more than USD4.8bn, or 25.7%, Indonesia (USD1.7bi),Kidog

(USD1.2bn) and China (USD1.1bn).

Registered FDI by type Registered FDI & project licensed
H Greenfield B Expansion B M&A

éJOSD bn 1000 —No of Project Licensed - LHS USD bn
5.0 —Registered Capital - RHS 80

40 70
4.0 60

30 3.0 50
20 40
2.0 30

10 1.0 20
0 10
2019 2020 2021 2022 2023 2024 2025 5M255M26 00 0

Note: Total registered capital. Latest data as of May 2026. Source: Ministry of 1990 1995 2000 2005 2010 2015 2020 2025
Planning and Investment, CEIC, OCBC Group Research. Source: GSO, CEIC, OCBC Group Research.

Manufacturing remains at the core of the FDI story, attracting USD14.5bn (58.5%) of

registered investment in 5M26, up 39.6% YoY. The quality of inflows continues to improve

alongside scale. Samsung Electronics announced plans to invest USD4bn in clyimgacka

facilities in Thai Nguyen province (with an initial phase of USD2bn). HongbKsed)

Accelerated Infrastructure Capital (AIC) signed an MoU to develop a USD2.1bn Al mega data

centre in Ho Chi Minh City, while the G#PT consortium committed USD2bm &

hyperscale Al data centre. Meanwhile, BYD has announced avgihtre EV battery plant

in Hue, further broadening technology and clean energy investments into the economy. This

Ad O2yaraidSyd oAGK GKS | dzi K2 NA (actGriagval@NRE F RSNJ | YOAGAZ2Y
chain, while deepening domestic supplier linkages remains important.
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Notable investmentannouncements in 2026 (ytd)

Investment Date

Company Value Announced Investment Details
Samsung Building a chip packaging plant in Thai Nguyen province t
) USD4bn 9 Apr 2026 | implemented in several phases, with the first phase consis
Electronics
of USD2bn.
Accelerated Infrastructure Capital signed an MoU with Ho
aAyK /Ade G2 Ay@Sald | {5H®wm
AIC USD2.1bn | 11 Mar 2026 data centre, to be built at Tan Phu Trung Industrial Park
partners and fully disbursed by 1Q27.
G42 & FPT Framework agreement to build layperscale Al data centén
Consortium USD2.0bn | 9 Feb 2026 Ho Chi Minh City and two other locations.
EV battery plant in Hue city with Kim Long Motor, to
BYD ~USD130mrn 27 Jan 2026 | developed in two phases with maximum designed capacity
GWh per year.

Source: VIR, The Investor, ViethamPlus, Bloomberg.

Oil price impact warrants vigilance
On the domestic front, inflation has become a more pressing concern. Headline CPI rose

AAAAAAA

AKEFENLIX & (2 pdc: 2, Ay alé& HnHcX SEOSSRAYy3I (KS 3I2FSNYyYS
increase was primarily driven by a surge in transportation inflation, which accetketat

12.5% YoY (from 11.1% in April aB®% in February, prior to the escalation in Middle East

tensions). Similarly, housing and construction costs remained elevated at 8.2% YoY (from

7.9% in April), while food inflation moderated slightly to 5.0%n(fr6.2%), providing a

partial offset. Core CPI was largely unchanged at 4.7% YoY, remaining close to its highest

level since March 2023.

Drivers of CPI

'000 VND Vietnam: Retail fuel prices
op cont = Foods and Foodstuffs Housing and Const. Mtrls. 50 ES RON 92411 E10 RON 95-11
% Yoy ‘T Transportation mm Education RON 95-111 = RON 95-V
6.0 | mmmOther ——Headline CPI 45 DO 0.055-Il  ===DO fO1S-V
5.0 40 — Kerosene 2-K
4.0 35
3.0 L]
2.0 30
0.0 el L 20
-1.0
2.0 15
May-22 May-23 May-24 May-25 May-26 01-Jan 02-Feb 06-Mar 07-Apr 09-May 10-Jun

Source: GSO, CEIC, OCBC Group Research. Source: Petrolimex, CEIC, OCBC Group Research.

Fuel price management has become a central policy challenge. The Petroleum Price

Stabilisation Fund (PPSF) absorbed significant pressure froAManih, with balances

declining sharply from approximately VND5.6trn at €325 to a critical level of around

VND320bn as of late March 2026. The government consequently pivoted to fiscal measures,

suspending environmental protection tax, VAT and the special consumption tax on key fuels.

An emergency VNDB8trn budget injection was made in early April to repler@$PRIBF, while

the National Assembly unanimously extended fuel tax relief through 30 June 2026.
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Key Petrol Price & Policy Announcements (MApr 2026)
Date Announced Investment Details
MOIT and MOF adjusted retail petrol and oil prices using the Petroleum

06 Mar2026 | g pilization Fund (PPSF) to cushion global price volatiliy.

11 Mar 2026 PPSE dre_1wd_owns applied across major fuel products (gasoline, diesel, kerosene,
to limit price increases.

09 Mar 2026 Government amended fuel tax policies, cutting the special consumption tax on pet

0% and allowing flexible adjustments if risks persist.

Vietnam held higHevel calls with Algeria and Angola to secure crude oil and gas su
and strengthen energy cooperation for diversification.

Emergency measures took effect eliminating environmental protection tax and VA
key fuels to stabilize domestic petrol prices.

Government approved use of budget surplus to replenish stabilization funds
reinforced diplomatic outreach focused on oil and gas cooperation.

National Assembly unanimously approved extension of fuel tax relief measures u
June 2026.

Source: Various news sources, OCBC Group Research.

16618 Mar 2026

26 Mar 2026

28 Mamd01 Apr 2026

11 Apr 2026

While these measuresould keep headline CPI broadly within target in the near term, the
stabilisation framework is becoming increasingly stretchéte expect headline CPI to
average 4.5% in 202&rsus3.3% in 2025mplying higher inflation in the coming months
from elevatedfuel price pressureslherisks remain tilted to the upside, particularly if global
crude oil prices stay elevated.

SBYV to stay pat but watchful of risks
The recent inflation overshoot has not yet triggered a significant shift in monetary policy.

Following a meeting chaired by SBV Governor Pham Duc An on 9 April, commercial banks
agreed to lower deposit and lending rates in line with SBV and governmerargadRising
competition for deposits had pushed up funding and borrowing costs, prompting authorities

to respond through administrative measures rather than policy rate adjustments. This was
reinforced by the 15 May enactment of Circular 08/2026NHINN,which allows banks to

count 20% of State Treasury deposits toward their funding base, helping ease funding
pressures.

We expect the policy rate to remain unchanged at 4.50% in 2026, as the authorities remain
focused on growth supportive measures. We are, however, expecting SBV to hike its policy
rate by a cumulative 50bp in 2027 before reversing these in 2028.

The local currency, VND, has also done better than regional peers depreciating less than
0.65% versus USD since the onset of tensions in the Middle East until 4 June. Even so, the
spot rate has consistently traded near the upper end of the permitted bakihout
persistent and pervasive inflationary pressures, we do not expect SBV to be triggered into
action. We will, however, continue to watch incoming data particularly given that the
geopolitical situation remains highly fluid.
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% Interbank and benchmark policy rates Daily USD/VND
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Source: SBV, CEIC, OCBC Group Research. Source: SBV, Bloomberg, OCBC Group Research.

Summary of Economic Forecasts 2023 2024 2025 = 2026F 2027F 2028F
GDP (% YoY) 51 7.1 8.0 7.3 8.0 8.0
Current Account Balance (% of GDP 6.0 6.6 6.7 5.3 3.6 1.6
Unemployment Rate (% aop) 2.3 2.2 2.2 2.2 2.2 2.2
Fiscal Balance (% of GBP) -1.7 -15 -3.6 -3.5 -3.6 -3.7
Headline CPI (% YoY) 3.3 3.6 3.3 4.5 45 4.5
SBV Refinancing raf& eop) 4.50 4.50 4.50 4.50 5.00 4.50

Note: *Excluding unallocated expenditures and following Government Finance Statistics.

Source: World Bank, OCBC Group Research.
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ASEAMN & India: A closer look
at energy dependency

T ¢KS {dGNIAG 2F |1 2N¥dd oWwW{2l Q0 K Lavanya Venkateswaran
with geopolitical tensions still running high. The lack of a clear path fol Senior ASEAN Economist
complicates the energy equation of the economies of India and ASE
Our analysis shows that the trade at risk is higher for Thailand, Sing
India, and Malaysia while the energy dependency (sectors for which €
inputs are more than 10% of basic output as well as interme
consumption) are higher for Malaysiadomesia, Vietnam, and Thailanc

1 The price shock (higher oil prices) and volume shock (potentially
supplies) could have a durable impact on economic output. We est
that growth at risk could be 0-8.6 percentage points across 20262¢
depending on the economy. The most exposeda slowdown would b
Vietnam, Malaysia, Indonesia, India where-0.6pp of growth could k
shaved if energy dependent output growth is halvathe impact fc
Philippines and Thailand éstimated to belower. This, howevereflects
lower baseline groth forecasts, which inherently already reflects
impact of the conflict.

1 We see central banks more primed to raise rates considering the du
of the Middle East conflictWe expect additional rate hike from BSP, Bl
RBI. For BoT, BNM and SBV, our baseline is no change for now,
probability of rate hikes is rising.

Introduction
¢tKS Oft2&adNB 2F G(GKS {GNIAG 2F |1 2NX¥dd o6WwW{21 Qv Aa &dl NIAy3
ASEAM economies of Indonesia, Malaysia, Philippines, Singapore, Thailand and
Vietnam as well as Indid@he net energy importer status of most of the economies
(except Indonesia and Malaysia) have exposed vulnerabilities not just to the directly
impacted energy sector but also across the supply chain for various sectors that depend
on energy inputs.

The firstround impact of the SoH closure has hit trade flows between the Middle East,
India and the ASEABleconomies. This impact in turn is morphing into a challenging
combination of a price and volume shock. The price shock is manifesting through highe
global oil prices and the ripple of these prices through the input and output cost
channels. The second impact, equally consequential, is the volume effect, where
physical shortages could become a risk especially if trading channels remain closed. This
underscores energy security considerations and fuel reserves.

SoHclosuresstarting to hitclose to home

TheSoH is an important waterway for regional economies, with a significant proportion

of regional crude oil flows passing through this crucial artery. For example, 40% of

alflreailQada ONMzZRS 2Af AYLERNIA LI a&aa GKNRdzZAK (GKS {21 & ¢KS
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Reported,
Economy Importance of SoH as of

Indonesia |20% of crude oil imports from Middle East go through SoH [29-Mar-26
Malaysia [40% of crude oil imports are through SoH 22-Mar-26

Philippineg98% of crude oil comes from Middle East suppliers 03-Apr-26

More than half of total crude oil imports comes from the
Middle East; 9% of natural gas imported from Qatar prior tg

Singapore |Middle East conflict 07-Apr-26
! NPdzy R nE: 2F ¢KIFIAfFyRQa S

Thailand |through the Strait of Hormuz 06-Mar-26

Source: Jakarta Post; Malaysia PMO, Philippines DOE, Singapore MHA, The Nation Thailand; OCBC

Research.

While most ports are reported to be operational across Oman, UAE, Kuwait and Qatar,
the flow of traffic through the SoH is limited. The timelines around reopening this crucial
waterway are far from clear considering the geopolitical complications arising S

Iran negotiations.

Port status for key ports requiring passage through SoH, as of 12 May 2026

Port name Country Status Comments
All terminal operations normal,
Salalah Oman fully operational. Bunkering operations resumed at anchorage

Vessels calling the port of Dugm must submit an official I¢
stating that they are not carrying any dangerous goods on
Partial disruptions: operations [board. Vessels carrying dangerous goods must seek appr|

Dugm Oman fully resumed. from Omani government.
Mina Al Fahal Oman All terminal operations normal, fully operational.
Port Sultan Qaboos, Muscat [Oman All terminal operations normal, fully operational.
Port of Sohar Oman All terminal operations normal, fully operational.
All terminal operations normal, |Basra Oil Terminal has requested a 100% production
Umm Qasr Iraq fully operational. reduction due to a shortage of available tankers
Shuwaikh Port Kuwait Partial disruption: Permits for foreign vessels arriving from Iraqi ports are temporarily
Kuwait Port Kuwait suspended until further notice
Mesaieed Qatar All terminal operations normal, fully operational.
Halul Island Terminal Qatar All terminal operations normal, fully operational.
Hamad Qatar All terminal operations normal, fully operational.
Al Shaheen Terminal Qatar All terminal operations normal, fully operational.
Bahrain Port Bahrain Partial disruption - operations resumed but limited
Dammam (King Abdulaziz) [Saudi Arabia All terminal operations normal, fully operational.
All terminal operations normal,
Ras Tanura Saudi Arabia |fully operational. Attacked on 2 March, incident contained.
Ruwais UAE All terminal operations normal, fully operational.

Fujairah Oil Terminal is mostly operational. Berth 6 is offl
and under maintenance. Berths 4 & 5 are reserved for bulk
carriers. Vopak Terminal is operational. Incidents of

intermittent GPS signal spoofing and jamming in offshore

Fujairah UAE Partial disruption. areas reported.
All terminal operations normal, |Incidents of intermittent GPS signal spoofing and jamming
Khor Fakkan UAE fully operational. offshore areas reported.
Ras Al Khaimah Ports UAE All terminal operations normal, fully operational.
Sharjah Ports UAE All terminal operations normal, fully operational.
Jebel Ali UAE All terminal operations normal, fully operational.
Abu Dhabi UAE All terminal operations normal, fully operational.

Source: Lloyd's List; OCBC Group Research.
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The trade at risk for the ASEANeconomies and India from disruptions to ports in
Qatar, Oman, UAE, Kuwait and Bahrain is significant. The trade at risk is the highest for
Thailand, Singapore, India and Malaysia and less so for Indonesia, Philippines and
Vietnam. This, however, is not to say that the impact on growth will be limited to trade
channels.

Vessel crossing through Straits of Hormuz (7 %GDP Trade at risk
day rolling average)

no.ofvessels 25| 21
150 ——Tanker vessels 20
- Commercial cargo vessels 1 5 1.2 09
1.0 . 05
100 05 I I C 02 02 01
50 S ¢ 2 5 % % §
e & ] g 5 S 5
g T S T 0 2
0 e —— o = o 3 g 3
Source: IMFPort; Bcese Group Research. ©
09/01/2026 09/03/2026 09/05/2026 Note: We use daily trade at risk and multiply into 250 working days to get
Source:Bloomberg; OCBC Group Research. annual figures.

Supply chain impacts are more discernible

The supply chain will be impacted as underscored by the trade flows at risk across the

various sectors. The impact on the trade of mineral products is fairly straightforward

considering the direct impact on energy trade. Although the data suggests that fib

risk for Vietnam are lower compared to regional peers, trade data reaffirms that 85% of

+ASGYlFYQad ONMXzZRS 2Af AYLRNIA 6SNB FNRY (KS D// SO2y2YASa
while only 1% of refined oil was from the region. Notwithstanding, sectach as

chemicals and allied industries, metals, plastics, rubber and leather, prepared foodstuffs

and machinery and electrical equipment are also shown to be vulnerable from

disruptions at ports in the aforementioned GCC economies.

Trade flows at risk from port disruptions at ports in Oman, UAE, Kuwait, Bahrain and Qatar

USDbn, annnual India Indonesia Malaysia | Philippines Singapore Thailand Vietnam
Animal & Animal Products 0.2 0.0 0.0 0.0 0.0 0.0 0.0
Chemical & Allied Industries 3.6 0.1 0.1 0.0 0.2 0.2 0.0
Machinery & Electrical Equipment 0.2 0.0 0.0 0.0 0.2 0.1 0.1
Metals 0.8 0.2 0.1 0.0 0.1 0.1 0.0
Mineral Products 31.2 1.4 1.7 0.9 7.1 11.1 0.1
Miscellaneous 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Plastics, Rubber, Leather 1.0 0.1 0.1 0.0 0.1 0.1 0.1
Prepared Foodstuffs & Beverages 0.2 0.3 0.2 0.0 0.0 0.1 0.1
Stone & Glass 0.3 0.0 0.0 0.0 0.0 0.0 0.0
Textiles & Footwear 0.1 0.1 0.0 0.0 0.0 0.0 0.0
Vegetable Products 0.7 0.0 0.0 0.0 0.0 0.0 0.0
Vehicles & Equipment 0.1 0.1 0.0 0.0 0.0 0.1 0.0
Wood & Wood Products 0.1 0.1 0.0 0.0 0.0 0.0 0.0
Source: IMFPort; OCBC Group Research. We use daily trade at risk and multiply into 250 working days to get annual figures.

Note: The colour coding uses green to refer to lestnerablesectors while red refers thigher vulnerabilities
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Input-output tables confirm deep industrial correlations

The impact of trade is likely only one aspect of the ralteted impact of the energy
price shock that we are witnessing. We overlay the inputiput table to better
understand the sectoral impact from potential energy price and volume disruptions.

We use the individual country, industby-industry OECD inpwdutput tables for 2022.

¢KS SySNB& AyLdzi aSO02NAoke aBrefledpefrdleid 2F O2Ff yR fAIYAGL:
product®) | Jedricit §as, steam and air conditioning supWe define energy

dependent sectors as those whose inputs from these three sectors account for more

than 10% of total output or total intermediate consumptiofihe colour coding uses

green to refer to less energy dependent sectors while red refers to the higher energy

dependent sectors.

The output is measured at basic prices while the intermediate consumption is at

purchasers' pricesintermediate consumption is the goods and services used in the

LINPRAzOGA2Y 2F |y AYRdAzZAGUNB QA 2dziLdzi - hdzli Lddzi A& AYyUGSNXYSRAL
added component from compensation of employees, other taxes and consumption of

fixed capital. We providthe energy input requirements for intermediate consumption

and output to allow for a more wholistic picture.

s ¥ Energy dependency
30 m % Output % intermediate consumption
25
20
15
10

. mil

0

Singapore Philippines India Thailand Vietnam Indonesia Malaysia

Note: Energy intensive sectors are defined as those for which energy inputs, 'mining of coal & lignite',
‘coke and refined petroleum products' and 'electricity, gas, steam and air conditioning supply', are more
than 10% of output/intermediate expenditures. Source: OECD i@uiput Table; OCBC Group Research.

Agriculture and mining sectorexposures are limited to a few economies

We estimate that within the agriculture and mining space, Indonesia and Malaysia are
most exposed to higher energy intensity requirements. This is not surprising considering
these economies are net commodity exporters.
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Agriculture and mining sectors, % output India Indonesia  Malaysia
Forestry and logging
Fishing and aquaculture m
Mining of coal and lignite

Extraction of crude petroleum and natural gas
Mining of metal ores

Other mining and quarrying

Mining support service activities

Energy dependent share of output

Philippines  Singapore Thailand Vietnam

Note: Energy intensive sectors are defined as those for which energy inputs, 'mining of coal & lignite', 'coke and refined petroleum products' and
'electricity, gas, steam and air conditioning supply', are more than 10% of output/intermediate expenditures. Source: OECD Input-Output Table; OCBC
Group Research.

Note: The colour coding uses green to refer to less energy dependent sectors while red refers to the higher

energy dependent sectors.

Energy usage for intermediate consumption is higher for Indonesia, Malaysia and

CKIAfFYR® LYyR2ySail Qa SYSNEH& AyaSyaaride LINE RdzOG A 2y
aquaculture, mining of coal and lignite and mining of ores, apart from the extraction of

crude petoleum and natural gas.

ald e and g SecCto % e edlate Co ptio ala aonesia dla a P ppine gapore allanad e a

Agriculture and hunting 0.8 2.2

Forestry and logging 0.1 0.5 0.0

Fishing and aquaculture 0.1 0.1 0.2 0.5 0.3

Mining of coal and lignite 0.1 0.4 0.2 0.1 0.0 0.5
Extraction of crude petroleum and natural gas - 1.6 0.1 0.6 0.1
Mining of metal ores 0.3 0.4 0.1 0.1

Other mining and quarrying 0.1 0.3 0.1 0.0 0.1 0.2
Mining support service activities 0.1 0.3 0.0 0.1
Energy dependent share of intermediate consumption 0.5 3.1 0.8 3.3 0.8
Note: Energy intensive sectors are defined as those for which energy inputs, 'mining of coal & lignite', ‘coke and refined petroleum products' and 'electric
steam and air conditioning supply', are more than 10% of output/intermediate expenditures. Source: OECD Input-Output Table; OCBC Group Research.

Note: The colour coding uses green to refer to less energy dependent sectors while red refers to the higher
energy dependent sectors.

Manufacturing sectos are more exposed

The energy intensity of the manufacturing sector is high across the region. The energy
input requirements are particularly high for output generation in the coke and refined
petroleum sectors, chemical and chemical products and utilities sectors.

d a J se 0 % 0 D dla aonesia dla d P ppine gapore alland e a
Paper products; printing and reproduction of record

media 1.0 0.8

Coke and refined petroleum products 3.4 1.6 2.7 2.8
Chemical and chemical products 2.7 2.3 3.4 3.3 2.9 3.1
Other non-metallic mineral products 1.5 0.9 1.1 0.5 1.5 2.7
Basic iron and steel 3.9 0.4 1.1 0.4 0.2 0.7

Basic precious and other non-ferrous metals 0.5

Electricity, gas, steam and air conditioning supply 2.4 2.1 2.0 3.2 0.9 3.6
Water supply; sewerage, waste management and

remediation activities 0.2 0.5 0.4 0.3 0.4
Energy dependent share of output 105 9.4 9.4 11.0 12.6
Note: Energy intensive sectors are defined as those for which energy inputs, 'mining of coal & lignite', ‘coke and refined petroleum products' and
‘electricity, gas, steam and air conditioning supply', are more than 10% of output/intermediate expenditures. Source: OECD Input-Output Table;
Group Research.

Note: The colour coding uses green to refer to less energy dependent sectors while red refers to the higher
energy dependent sectors.
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For intermediate production, the energy requirements are even higher for the
aforementioned sectors but also stretch to the manufacture of wood, paper, basic iron
and steel, normetallic minerals and waste management.

;onsumption India Indonesia Malaysia  Philippines = Singapore Thailand Vietnam

Wood and products of wood and cork 0.2

Paper products; printing and reproduction of recorded media | 12 [ o8 | 02 | | 06 |

Coke and refined petroleum products 2.7 2.4 1.3 2.4

Chemical and chemical products 2.2 1.7 2.7 2.1 2.6 1.9 2.7

Other non-metallic mineral products 1.1 0.7 0.9 0.3 0.1 1.1 2.2

Basic iron and steel 3.1 0.1 0.9 0.3 0.2 0.5

Basic precious and other non-ferrous metals F 0.2 0.4 0.2 0.2

Electricity, gas, steam and air conditioning supply 1.4 1.5 1.4 1.7 0.5 3.6 2.7

Water supply; sewerage, waste management and remediation activiti eis 0.4 0.2 0.2 0.2 0.3 0.2 0.3
te consumption | 108 8.0 12.1 6.3 59 8.2 111

Note: Energy intensive sectors are defined as those for which energy inputs, 'mining of coal & lignite', 'coke and refined petroleum products' and 'electric

steam and air conditioning supply', are more than 10% of output/intermediate expenditures. Source: OECD Input-Output Table; OCBC Group Research.

Note: The colour coding uses green to refer to less energy dependent sectors while red refers to the higher
energy dependent sectors.

Services sector impads alsomaterial

The energy intensity of the services sector for output generation is low but higher for
intermediate production, suggesting that these sectors could also be energy dependent.
Specifically, the energy requirements for land, water and air transport aredugiss
most economies along with warehousing, postal and courier services.

Services sectors, % output India Indonesia Malaysia  Philippines = Singapore Thailand Vietnam
Construction
Wholesale and retail trade; repair of motor vehicles
Land transport and transport via pipelines

Water transport

Air transport

Warehousing and support activities for transportatig
Postal and courier activities
Other service activities

Energy dependent share of output

0.5
0.7

Note: Energy intensive sectors are defined as those for which energy inputs, 'mining of coal & lignite', 'coke and refined petroleum products' and
‘electricity, gas, steam and air conditioning supply', are more than 10% of output/intermediate expenditures. Source: OECD Input-Output Table;
Group Research.

Note: The colour coding uses green to refer to less energy dependent sectors while red refers to the higher
energy dependent secter

The energy requirements for intermediate inputs are significantly higher across the
services sectors. This extends to accommodation and food services for Thailand, real
estate activities for Vietham, and public administration services across most of the
region along with education and healthcare services.
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Services sectors, % intermediate consumption India Indonesia Malaysia Philippines  Singapore Thailand Vietnam
Construction

Wholesale and retail trade; repair of motor vehicles i .
Land transport and transport via pipelines

Water transport

Air transport

Warehousing and support activities for transportation

Postal and courier activities

Accommodation and food service activities

Real estate activities

Administrative and support services

Public administration and defence; compulsory social security
Education

Human health and social work activities

Arts, entertainment and recreation

Other service activities

Energy dependent share of intermediate consumption

Note: Energy intensive sectors are defined as those for which energy inputs, 'mining of coal & lignite', '‘coke and refined petroleum products' and 'electric
steam and air conditioning supply', are more than 10% of output/intermediate expenditures. Source: OECD Input-Output Table; OCBC Group Research.
Note: The colour coding uses green to refer to less energy dependent sectors while red refers to the higher

energy dependent sectors.

SingaporeThe main energy dependent sectors include the manufacturing of chemicals

and chemical products, manufacturing of coke and refined petroleum products along

with utilities and airtransport. These results show slightly lower exposure compared to

with the MAS estimate; MAS estimates that 9.8% of 2025 nominal GDP is energy

intensive. Within this, petroleum, gas & eldctty, air transport, petrochemicals, and

basic chemicals were cited as the top energy dependent industries along with land

transport, water tansport and water & was@® L YL NI yiGf &@Xhea! { y20Sa GKI
indirect impact is estimated to be most pronounced for the wholesale trade sector,

which comprise 19% of GDE.

[atN
Q

% intermediate
Singapore: energy dependent sectors % output  consumption
Coke and refined petroleum products
Chemical and chemical products
Other non-metallic mineral products
Basic iron and steel
Basic precious and other non-ferrous metals
Electricity, gas, steam and air conditioning supply
Water supply; sewerage, waste management and remediation activiti
Land transport and transport via pipelines
Air transport 0.9 0.8
Total 4.7 6.9
Note: Energy intensive sectors are defined as those for which energy inputs, 'mining of coal & li
‘coke and refined petroleum products' and 'electricity, gas, steam and air conditioning supply’,
more than 10% of output/intermediate expenditures. Source: OECD Input-Output Table; OCBC @
Research.
Note: The colour coding uses green to refer to less energy dependent sectors while red refers to the higher
energy dependent sectors.

36 MAS Macroeconomic Review, Volume XXV Issue 2, April 2026.
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Philippines2 S SadAYlFiS Oft2aS (G2 moop: 2F G(KS SO2y2vYeQa
in production, with the chemical manufacturing, utilities and land transportation sectors
requiring higher energy inputs. A higher share of intermediate consumption is energy

dependentat 17%, with the services showing higher energy dependency.
% intermediate

Philippines: energy dependent sectors % output consumption
Fishing and aquaculture 1.2 0.5

Mining of coal and lignite 0.3 0.1
Extraction of crude petroleum and natural gas 0.0 0.1

Mining of metal ores 0.0 0.1

Paper products; printing and reproduction of recorded media 0.0 0.2

Coke and refined petroleum products 1.6 1.3
Chemical and chemical products 3.3 2.1

Other non-metallic mineral products 0.5 0.3

Basic iron and steel 0.4 0.3

Basic precious and other non-ferrous metals 0.0 0.2
Electricity, gas, steam and air conditioning supply 3.2 1.7

Water supply; sewerage, waste management and remediation activities 0.4 0.2
Wholesale and retail trade; repair of motor vehicles 0.0 5.7

Land transport and transport via pipelines 1.7 0.7

Water transport 0.3 0.1

Air transport 0.7 0.5
Warehousing and support activities for transportation 0.0 0.4

Postal and courier activities 0.0 0.1

Public administration and defence; compulsory social security 0.0 1.4
Education 0.0 0.3

Arts, entertainment and recreation 0.0 0.5

Other service activities 0.0 0.3

Total 13.5 17.1

Note: Energy intensive sectors are defined as those for which energy inputs, 'mining of coal & lignite]
and refined petroleum products' and 'electricity, gas, steam and air conditioning supply', are more th
10% of output/intermediate expenditures. Source: OECD Input-Output Table; OCBC Group Research),

Note: The colour coding uses green to refer to less energy dependent sectors while red refers to the higher
energy dependent sectors.

India: Our analysis shows that ~15% of output requires energy inputs and could be
susceptible to some form of rationalisation or production cutbacks if energy supply
shortages start to bite more significantly. These include the more directly impacted
energy refted sectors but also key manufacturing sectors such as chemicals and
chemical products along with services sectors such as land transport. Official data
corroborates our findings. The Ministry of Energy data shows that coal is largely
consumed by industrincluding iron and steel and construction, while oil products are
consumed by industry, transport and households. Electricity consumption is high for
household and industries.
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% intermediate
India: energy dependent sectors % output consumption
Fishing and aquaculture

Final consumption

By Global Markets | 19 June 2026

Figures in peta joule, FY23-2@oal Lignite OilProducts  NaturalGa: Electricity Total

Industry

Mining of coal and lignite
Mining of metal ores

Other mining and quarrying

Coke and refined petroleum products

Chemical and chemical products

Pharmaceuticals, medicinal chemical and botanical products
Rubber and plastics products
Other non-metallic mineral products

Basic iron and steel
Electricity, gas, steam and air conditioning supply

Water supply; sewerage, waste management and remediation activiti

Iron and steel

Chemical and petrochemicd

Non-ferrous metals

Machinery

Mining and quarrying

Paper, pulp and print

Construction

Textile and leather

Non-specified (industry)

Transport

Road

Domestic aviation
Rail

Land transport and transport via pipelines

Pipeline transport

Air transport

Education
Other service activities
Total

Note: Energy intensive sectors are defined as those for which energy inputs, 'mining of coal & lignite’,
and refined petroleum products' and ‘electricity, gas, steam and air conditioning supply’, are more tha|

Domestic navigation
Non-specified (transport)
Other

Residential

Commercial and public ser
Agriculture/forestry

Non-specified (other)

of output/intermediate expenditures. Source: OECD Input-Output Table; OCBC Group Research.

Source: Energy Statistics India; MOSPI; OCBC Group Research.

3,115 8,659
1,350 2,603
450 453]
918| 945
396 4,658

Note: Thecolour coding uses green to refer to less energy dependent sectors while red refers to the higher

energy dependent sectors.

Indonesia:We estimate thatl8% of output are more energy dependent including the
extraction of crude petroleum and natural gas, coke and refined petroleum products,
utilities, land transport and airport transport. Energy requirements for intermediate
consumption are also high, clas® 19% and includes wholesale and retail trade.

Foréstry and logging

Fishing and aquaculture

Mining of coal andlignite

Extraction of crude petroleum and natural gas

Mining of metal ores

% intermediate

Indonesia: energy de pendent sectors % output consum ption

Other mining and quarrying

Mining support service activities

Paper products; printing and reproduction of recorded media

Coke and refined petrol eum products

Chemical and chemical products

Other non-metallic mineral products

Basic iron and steel

Basic precious and other non-ferrous metals

Electricity, gas, steam and air conditioning supply

Water supply; sewerage, waste management and remediation activiti

Wholesale and retail trade; repair of motor vehicles

Land transport and transport via pipelines

Water transport

Air transport

Warehousing and support activities for transportation

Postal and courier activities

Real estate activities

Administrative and support services

Public administration and defence; compulsory social security

Education

Human health and social work activities

Other service activities
Total

Note: Energy intensive sectors are defined as those for which energy inputs, 'mining of coal & lignite',
'coke and refined petroleum products' and 'electricity, gas, steam and air conditioning supply', are more
than 10% of output/intermediate expenditures. Source: OECD Input-Output Table; OCBC Group Research.
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higher energy dependent sectors.
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Vietnam: We estimate that ~17% of output is energy dependent across the services,
manufacturing and agriculture sectors. Energy requirements for output production are
high for coke and refined petroleum products, chemical and chemical products, utilities
and landtransport. Energy requirements for intermediate consumption are higher at
~21% including wholesale and retail trade.

% intermediate

Vietnam: energy dependent sectors % output consumption
Mining of coal and lignite 0.6 0.5
Extraction of crude petroleum and natural gas 0.2 0.1
Mining of metal ores 0.0 0.0

Other mining and quarrying 0.2 0.2
Mining support service activities 0.0 0.1

Paper products; printing and reproduction of recorded media 0.0 0.8

Coke and refined petroleum products 2.8 2.6
Chemical and chemical products 3.1 2.7

Other non-metallic mineral products 2.7 2.2
Electricity, gas, steam and air conditioning supply 3.6 2.7

Water supply; sewerage, waste management and remediation activities 0.4 0.3
Construction 0.0 0.0
Wholesale and retail trade; repair of motor vehicles 0.0 3.8

Land transport and transport via pipelines 1.2 0.9

Water transport 0.5 0.4

Air transport 0.7 0.6
Warehousing and support activities for transportation 0.8 0.5

Postal and courier activities 0.1 0.1

Real estate activities 0.0 0.7
Public administration and defence; compulsory social security 0.0 0.7
Education 0.0 0.5
Human health and social work activities 0.0 0.0

Arts, entertainment and recreation 0.0 0.4

Other service activities 0.0 0.2

Total 16.9 20.7

Note: Energy intensive sectors are defined as those for which energy inputs, 'mining of coal & lign
‘coke and refined petroleum products' and 'electricity, gas, steam and air conditioning supply', arg
than 10% of output/intermediate expenditures. Source: OECD Input-Output Table; OCBC Group Re

Note: Thecolour coding uses green to refer to less energy dependent sectors while red refers to the higher
energy dependent sectors.

Malaysia: Our calculations suggest that numerous sectors are energy dependent,
accounting for ~27% of total output and 30.5% of intermediate consumption. Energy
dependency is high for the extraction of crude petroleum and natural gas, coke and
refined products, chmical and chemical products. Intermediate consumption of energy
inputs is high for the construction, wholesale and retail trade and warehousing sectors.
That said, economic growth was resilient in 1Q26 coming in at 5.4% YoY versus 6.2% in
4Q25, sphtly higher than the advance estimate of 5.3%. We expect economic growth

G2 Y2RSNIGS Ay GKS O2YAyYy3 ljdzr NISNBE®% | SN I3Ay3I nodm: F2NJ
0 K
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stable, with no need for rationing and restricticis We do not, however, rule out

potential adjustments to the Budi95 program considering the rising fuel subsidy bill.
% intermediate

Malaysia: energy dependent sectors % output consumption
Agriculture and hunting 0.0 0.8
Forestry and logging 0.7 0.5
Fishing and aquaculture 0.5 0.2
Mining of coal and lignite 0.0 0.2
Extraction of crude petroleum and natural gas 5.2 34
Mining of metal ores 0.1 0.1
Other mining and quarrying 0.2 0.1
Mining support service activities 0.5 0.3
Paper products; printing and reproduction of recorded media 1.0 0.8
Coke and refined petroleum products 6.2 4.8
Chemical and chemical products 34 2.7
Other non-metallic mineral products 1.1 0.9
Basic iron and steel 1.1 0.9
Basic precious and other non-ferrous metals 0.5 0.4
Electricity, gas, steam and air conditioning supply 2.0 1.4
Water supply; sewerage, waste management and remediation activities 0.5 0.2
Construction 0.0 3.7
Wholesale and retail trade; repair of motor vehicles 0.0 3.7
Land transport and transport via pipelines 0.9 0.6
Water transport 0.6 0.4

Air transport 0.8 0.6
Warehousing and support activities for transportation 1.2 0.7
Postal and courier activities 0.1 0.1
Administrative and support services 0.0 0.5
Public administration and defence; compulsory social security 0.0 0.4
Education 0.0 0.8
Human health and social work activities 0.0 0.9
Arts, entertainment and recreation 0.0 0.4
Other service activities 0.2 0.1
Total 26.8 30.5
Note: Energy intensive sectors are defined as those for which energy inputs, 'mining of coal & lignite|
and refined petroleum products' and 'electricity, gas, steam and air conditioning supply', are more th
10% of output/intermediate expenditures. Source: OECD Input-Output Table; OCBC Group Research

Note: Thecolour coding uses green to refer to less energy dependent sectors while red refers to the higher
energy dependent sectors.

Thailand:We estimate that ~16% of total output is energy dependent, with chemical

and chemical products, utilites and land transport among the bigger sectors.
Intermediate consumption shows that accommodation and food services, wholesale
and retail trade as wells public administration and education services are also energy
dependent.

37Country's fuel supply still stable with no need for rationing, says PM, The Star, 15 May 2026.
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% intermediate

Thailand: energy intensive sectors % output consumption
Agriculture and hunting 0.0 2.2
Forestry and logging 0.0 0.0
Fishing and aquaculture 0.7 0.3
Mining of coal and lignite 0.0 0.0
Extraction of crude petroleum and natural gas 0.0 0.6
Mining of metal ores 0.0 0.0
Other mining and quarrying 0.3 0.1
Mining support service activities 0.0 0.0
Wood and products of wood and cork 0.0 0.2
Paper products; printing and reproduction of recorded media 0.8 0.6
Coke and refined petroleum products 0.0 0.0
Chemical and chemical products 2.9 1.9
Pharmaceuticals, medicinal chemical and botanical products 0.0 0.0
Rubber and plastics products 0.0 0.0
Other non-metallic mineral products 15 1.1
Basic iron and steel 0.7 0.5
Basic precious and other non-ferrous metals 0.0 0.2
Electricity, gas, steam and air conditioning supply 4.9 3.6
Water supply; sewerage, waste management and remediation activities 0.3 0.2
Construction 0.0 0.0
Wholesale and retail trade; repair of motor vehicles 0.0 2.6
Land transport and transport via pipelines 2.3 14
Water transport 0.9 0.6

Air transport 1.1 0.9
Warehousing and support activities for transportation 0.0 0.1
Postal and courier activities 0.0 0.1
Accommodation and food service activities 0.0 2.4
Public administration and defence; compulsory social security 0.0 0.7
Education 0.0 0.8
Human health and social work activities 0.0 0.3
Arts, entertainment and recreation 0.0 0.1
Other service activities 0.0 0.3
Total 16.3 21.9
Note: Energy intensive sectors are defined as those for which energy inputs, 'mining of coal & ligni
‘coke and refined petroleum products' and 'electricity, gas, steam and air conditioning supply', are
than 10% of output/intermediate expenditures. Source: OECD Input-Output Table; OCBC Group Re!

Note: Thecolour coding uses green to refer to less energy dependent sectors while red refers to the higher
energy dependent sectors.

Authorities continue to be watchful of physical stocks and price risks

A significant proportion of output and intermediate consumption is energy dependent
across the region, which suggests tipaice shock (higher oil prices) and volume shock
(potentially lower supplies) could have a durable impact on economic ouifMat.
estimate that growth at risk could be 0816 percentage points across 202628
depending on the economy. The most exposed to a slowdown would be Vietnam,
Malaysia, Indonesia, India where @%pp of growth could be shaved if energy
dependent output gowth is halved. The impact for Philippines and Thailand is
estimated to belower. This, howeveneflects lower baseline growth forecasts, which
inherently already reflects the impact of the conflict.
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Governments across the region will likely continue to focus on rationalisation measures
while central banks will be keeping a close eye on secondd effects from higher
price pressures along with external pressures, which has increasingly become more
differentiated. We have continued to see various measures being announced including
rationalisation of fuel, reduce/eliminating/postponing fuel related duties and actively
seeking alternative fuel supplies. Alternatively, authorities have raised retaibfioels
across India, Thailand, Vietnam. Retail prices tend to adjust in tandem with global oil
prices for Singapore and the Philippines. We do not rule out price adjustments for
Indonesia and Malaysia should the situation persist.

Work-from- Alternativ
Official homel/travel sources ol Changes to

acknowledgemen contingency Petroleum LNG energy  fuel related Fiscal

of economic risks measures rationalisationrationalisation imports duties  support
India Oy Oy X Oy Oy Oy Oy
Indonesia Oy Oy Oy X Oy Oy Oy
Malaysia Oy Oy Oy X Oy X Oy
Philippine Oy Oy Oy Oy Oy Oy Oy
Singapore Oy X X X Oy Oy Oy
Thailand Oy Oy Oy Oy Oy Oy Oy
Vietnam Oy Oy Oy Oy Oy Oy Oy
Source: Local newspapers, Bloomberg, Reuters, OCBC Group Research.

Rate hikes clearly back on the table

We see central banks more primed to raise rates considering the duration of the Middle
East conflict We expect additional rate hike from BSP, Bl and RBI. For BoT, BNM and
SBV, our baseline is no change for now, but the probability of rate hikes is ksiol.
depends on how long th8oHis closed given that energy import volumea® atrisk of
becoming constrained.
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Looking into the Kshaped
economy of Hong Kong

1 The postpandemic economic performance has been increasit Cindy Keung

characterised by a-Bhaped pattern, where different sectors, incon Hong Kong and Macao Economist
groups, and labour cohorts experience sharply divergent trajecto

While aggregate indicators suggest a broadly improwagroeconomic

backdrop, a closer examination reveals deepening structural bifurca

This divergence is shaped by sectoral exposure, integration into g

capital and technology cycles, skill set mismatch, as well as concent

of asset ownership.

1 The recovery of services sector remained uneven, with growth of r
and tourism sectors trailing that of IT and financial sectors. The struc
shift toward less labouimtensive sectors, increases in labour productivi
and technological advancemefdigitalisation, automation and Al) hav
paradoxically driven expansion in overall output and scaled t
employment.

1 The recent listing record and pipeline composition, as well as secor
market activities clearly demonstrates a shift toward a technology
innovationcentric capital market. However, the performance of te
stocks has lagged global peers so far tharydue to limited participatior
in the global semiconductor supply chain or tech ecosystem.

The Kshaped pattern

The postpandemic economic performance has been increasingly characterised by a K
shaped pattern, where different sectors, income groups, and labour cohorts experience
sharply divergent trajectories. While aggregate indicators suggest a broadly improving
macroeconomic backdrop, a closer examination reveals deepening structural bifurcation.
That said, this is not unique to HK. Other economies also face challenges arising from less
inclusive growth and structural softness in masarket segments.

At its core, this divergence reflects differences in sectoral exposure, integration into the

global capital and technology cycles, skill set mismatches, as well as concentration of asset
26YSNBKALID ¢KS & dzLILi$hobine hedééholdg and sieésSinked toA & KA I K
finance, technology and innovation, which have benefited from asset price appreciation,
abundant global liquidity, and the largest tech capex cycle in history. On the other hand, the

Gf 26 SNJ | Naeéomeihausehads, &ablintensive ectors, whose recovery has

been uneven and constrained by structural and cyclical headwinds.

The widening divide between the new and old economy

The increasing divergence between business sentiment and overall growth highlighted the
divide between sectors in the higher arm and lower arm of theh&ped economy.
According to the Quarterly Business Tendency Sur@eart 1), the proportion of large
enterprises expecting their business situation to improve in the 1Q26 compared with the
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previous quarter was smaller than that of the proportion expecting it to worsen by 3
percentage points, though above the levels seen for most of last year. Yet, during the
quarter, the real economy grew by the fastest pace (+5.9% YoY) since 2021. Thentappa
disconnect points to sectoral polarisation, whereby growth is concentrated in a narrow set
of industries. Only a small number of sectors reported improving business conditions, while
the majority remained pessimisticTdble 1.

Aside from sentiment indicators, business receipts data also told the same story. Business
receipts of the tourism, convention and exhibition services sector in 4Q25 were 37.2% below
the levels in 4Q18CGhart J. Structural challengesincluding a stronger Hong Kong dollar,
intensified regional competition and shift in consumption pattetnsontinue to suppress
business revenue. Similarly, challenges such as outbound spending leakage are also
weighing on the ret#, wholesale and food services sectors. Intcast, business receipts of
computer and information technology services sectors set a record high in 4Q25, up by
348.9% compared with levels in 4Q18, on the back of rapid digitalisation and artificial
intelligence (Al}related investment. Meanwhile, b&ing, insurance and financial sectors

also flourished, amid sharp equity market rallies and wealth management boom.

Taken together, these trends highlight an economy in which traditional, consumgtioan
sectors lag behind highalue, capitaintensive industries.

Chart1: Business sentiment and real GDP growth Chart2: Business receipts (4Q25 vs. 4Q18)
8 r g9 Net balance (% point) 7 20 a00% . Percentage change
6 4 15 B Tourism, convention and exhibition services 348.9%
Retail

300% | HWholesale

4r 1 10 # Food services
M Professional, scientific and technical services

2 F 1 5 = Insurance

200% | s Banking
o | ™ 0 & Financing (except banking)

[ | I M Computer and information technology services
113.6%
2k 5 -
= Expected change in business 100% |- :
4 situation for all surveyed sectors 10 48.9%  50.:
e (RHS) ) 21.4% e
e Real GDP growth (LHS) [ EEE §§\
6 L T 0% - T s R 5
0l Q2 Q3 04 Q1 02 Q3 04 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 a1 -16.1% -12.6% 8.3%
-37.2%
2022 2023 2024 2025 2026
-100% -

Sources: HK Census and Statistics Department, GE&B{ Research.

Table 1: Business outlook across sectors in Hong Kong

2025 Q1] 2025 Q2| 2025 Q3| 2025 Q4| 2026 Q1| 2026 Q2]

Manufacturing -22 -20 -2 -15 -15 o
Construction -14 -16 -22 -24 -23 -21
Import/export trade and wholesale -15 -19 -18| -11 -12 -9
Retail -31 4 -14 14 -1 -3
Accommodation and food services -36 -37 -16 10 -22 -35
Transportation, storage and courier serviges  -27| -25 -31 -11 -13 -24
Information and communications -11 -17 -9 -16 -8 -14
Financing and insurance 10 8 11] 13 21 12
Real estate -15 -11 3 7 -4 9
Professional and business services -8 -6 -14 -9 -12 2
All sectors above -10 -9 -8 -2 -3 -5

Sources: HK Census and Statistics Department, GEB{ Research
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The paradox of jobless growth
Despite robust expansion in higgnowth sectors, employment gains have been limited. In

CSoNHzZt NBE G2 ! LINAE HAHcX (KS ydzYoSNJ 2F SYLX 28SR LISNa?2
O2YYdzyAOF A2y é AYRdAZAGNR 61 & R24y oGhatgdy:: & O2YLI NBR {2

{AYAfT NI &> (0KS ydzYoSNJ 2F LISNE2ya SYLX 28SR Ay aFAylIyOAy3
08 HOy::>d bSSRfSaa G2 arexr aNBOGFIATIZ O02YY2RIGA2Y YR F22
sharper contraction in employment, with number of employed persons doyw2h6x%.

This reflects a broader structural shift toward less labiotensive growth models. Rising

productivity, automation, and Al adoption have enabled firms to expand output without a

commensurate increase in labour demand. Productivity gains in technologyirerte

sectors have significantly outpaced the broader economy, reducing the need for additional

KANAY3ID [/ 2YLINBR gAGK tS@Sta Ay wnmdps G20Ff €062 dz2NJ LIN
O2YYdzyAOF A2y ¢ YR GFAYFYOAYy3 I yRdHywadzNF yOSé NR&S Odzydz
respectively in 2024, outpacing that of the overall economy (at 82&&)t 4.

Chart3: No. of employed persons by sector Chart4: Labour productivity index by sector
1,000 - ('000) 140 .
B00 [ — 130 |
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90 communications
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0 g | ]
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wm— |mport/export trade and wholesale 70 b services
Retail, accommaodation and food services —|mpf3|f‘t/e;<¥30f‘t, wholesale and
= Financing, insurance, real estate, professional and business services retail trades
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e Information and communications

Sources: HK Census and Statistics Department, GE&BIP Research.
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Chart5: Labour participation rate by age Chart6: Retail sales by outlets (1Q26 vs 1Q25)
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Polarisation of the labour market

The labour market is becoming increasingly polarised, and technological change is
amplifying this trend. The polarisation was manifested as fewer detrgl positions, hence
potentially widening the income gap between the young and the elder labour tmicerts.
Fulktime job vacancies for graduates fell to a figear low of 30,798 in 2025. The declines
were most notable in industries which have heavily automated roles in IT, analysis,
administration, and customer service. There are also concerns thatethergence of
agentic Al will accelerate the process of replacing jut@gel whitecollar jobs.

Labour force participation rate for younger cohorts (agee?4% of labour force was already

on steady decline (now at record low at 25.8% in February to April 20R&yt(5, reflecting
structural demographic changes and potential discouragement effects. Meanwhile, labour
participation rate for persons aged 55 or above was on steady uptrend. Overall, the labour
market is evolving in a way that favours experience and spsethkills while reducing
entry points for new workers.

Two-speed growth of retail sales

The bifurcation is also evident in consumption patterns. Recent retail sales trends were also
characterised by a twepeed dynamic: a stronger momentum in tourisi@pendent, luxury
segments alongside weak performance in the rrassket retail segments. Thecovery in
inbound tourism, together with increased spending by higimmome households, has
supported sales in retail outlets such as electrical goods/consumer durables, motor vehicles,
jewellery and watches, clothing and footwe&hart §. In contrag massmarket segments

have faced persistent weakness, with categories such as food and supermarkets still seeing
subdued growth in recent months. In the first quarter of 2026, retail sales of consumer
durable goods rose by a whopping 35.0% YoY, whilefthaconsumer staples (i.e. food,
drinks and supermarket items) only grew marginally.

This divergence is also reflected spatially: prime retail locations have stabilised, while
secondary locations continue to face weak demand, elevated vacancies, and rental pressure.

Table 2:Grade A office vacancy (April 2026) Chart7: Hang Seng Tech Stock as share of turnover
Area Office vacancy (%) 60% 1
Central 9.2% so% |
Wanchai/ Causeway 10.4% o |
Bay
Hong Kong East 13.3% 0
Tsim Sha Tsui 6.9% 20% |
Kowloon East 20.7% s |
Overall 13.5%

0%

Jun-23
Feb-24
Apr-24
Jun-24
Aug-24
Oct-24
Dec-24
Feb-25
Apr-25
Jun-25
Aug-25
Oct-25
Dec-25
Feb-26
Apr-26

o
o
)
)
a

Aug-23
Oct-23

SourcesJLL, Bloomber@dCBGroup Research.
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Diverging trend in commercial real estate

Similar to that of retail spaces, rent and vacancy of office spaces are also showing diverging
trends across segments and locations. Financial institutions, professional services firms and
large tech companies have been driving improved demand for offiaees in particular in

prime locations, since the second half last year. In that connection, spacepestarted to

match that of supply, capping the upside room for office vacancy rate in prime locations
(Table 2. According to JLL, overall office rentse by 1.2% MoM in April, with offices in
prime locations (i.e. Central) leading the growth (+2.1% MoM), while offices-iwieareas

(i.e. Wanchai and Causeway Bay) trailed (+1.2% MoM).

Techheavy capital market

The recent listing record and pipeline composition, as well as secondary market activities

clearly demonstrates a shift toward a technology and innovatientric capital market. Out

of the top ten IPOs and secondary listings (ranked by the amount of gusteo far this

year, eight are in higkech sectors, including Al companies, IT services providers,

semiconductor manufacturers, and robotics/ electronics manufacturdeble 3. The

surgeinlistingsofhigh SOK O2 YLJ YA Sa vy 2 dchup ghiABdewsldpménS Ol a / KAyl Qa OF

odzi Ffaz2 GKS AYONBlIaiAy3a FdzyR ft20FGA2y YR Ay@Sai2NBQ A

Moreover, technology firms are also capturing a growing share of market liquidity and
trading activity. Major tech companies listed on Main Board (constituting the Hang Seng
Technology Index) are taking a lion share of daily trading volume and markeitlicoif
around 28% in the past three yeafshart j. Separately, the average daily trading volume
of stock options, which are heavily concentrated in lacge tech names, also saw a drastic
increase of 22% YoY in 2025. However, the performance of teck bas lagged global
peers so far this year, due to limited participation in the global semiconductor supply chain
or tech ecosystem.

Table 3: Top higtiech IPO and secondary listings in Hong Kong

Sectors Issuers Proceeds (HK$ mn)
Semiconductors Montage Technology 8,099
Shanghai Biren Technology 6,420
{KSYT KSy 1 IyQa / b/ ¢SOKY 5,558
GigaDevice Semiconductor 5,387
Ominivision Integrated Circuits Group 5,318
Shanghai lluvatar CoreX Semiconductor 3,677
Axera Semiconductor 2,992
Software and IT Minimax Group 5,540
services Knowledge Atlas Technology 5,000
Electronics/ Victory Giant Technology 23,135
computer and Huagin Co 5,232
peripherals

Sources: HEX OCBGroup Research.
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A different playbook

All'in all, the Bshaped recovery underscores a pattern of increasinglydnolusive growth

and a market environment characterised by rising concentration risks. This warrants a shift

away from broa@dased stimulus toward more targeted and calibrated policy support for

K2dzaSK2ft Ra FyR aSOG2NE 2y GKS aft 2SN IFNXYe 2F GKS YI 6KAO
creation, weak earnings visibility and persistent structural headwinds. In this context, policy

efforts should also adopt a more holistic and forw#pdking approachd labour market

challenges, with a stronger emphasis on reskilling, enhancing workforce adaptability, and

improving entryevel employment opportunities.

CNRBY I YINJSG LSNRLSOGADGS: GKS 203ASNIWSR RAOGSNEHSYOS NBAYT
SO2y 2 Ye ¢t partiSuldidy? tidnology and innovationwhich are increasingly

dominant in capital allocation and market activity. This bifurcation is even moreoprezed

in the commercial real estate sector, where assets in prime locations continue to benefit

RAALINRPLIEZ NIA2YRVESIRSYENERY d &LIBSNNB & dz 6 GKS RAGSNHSYOS Aa
further dispersion in property valuations, rental performance, andesiment returns

across locations and asset classes.
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Mapping! a Adgrewdtural
vulnerability

1

&AL Q& | ANAOdzZ Gdz2NB FIF O0Sa | Rdz
pressure to energy and fertiliser markets, while El Nino raises the ri:
hotter and drier conditions across parts of Southeast Asia.

Fertiliser exposure is uneven across the region. Thailand has the cle
direct reliance on GCC plus Iran supply, Japan and South Korea &
AYLERZNISNBEE 6KAES / KAYlI Q& SELRN
supply.

The risk is not an immediate Asiade food shortage, but a gradual buili
up of pressure through higher input costs, squeezed farm mar
weather sensitive yields ambtentiallyrising import needs.

The dual shock

&AL Q& | ANROdz GdzNF £ adzldLid & OKFAYy A4

Crude oil & fertilizer prices

Jan-Feb26 = 100 (indexed)

related and potassic fertilisers, respectively. Shaded area refers to the post-Feb26 conflict period.

=—=Brent crude =——DAP Urea ==Potassium chloride
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Ahmad A Enver
ASEAN Economist

KSFRAY3 Ayid2 |
pressures converge. The conflict in the Middle East has disrupted shipping through the Strait

of Hormuz, adding pressure to energy and fertiliser markets a¢hessegion. At the same

time, El Nmo conditions are now present and expected to strengthen into late 2026, raising

the risk of hotter and drier weather, with Southeast Asia among the key areas to watch.

Where food prices remain politically sensitive andrmy farmers operate on thin margins,

the interaction between these shocks deserves close attention.

May-21 May-22 May-23 May-24 May-25 May-26

Note: DAP = diammonium phosphate. Urea, DAP and potassium chloride proxy nitrogenous, phosphate-

Source: World Bank, OCBC Group Research.

The risk from the Middle East extends beyond fuel costs. The Strait of Hormuz is also a key
route for fertiliser trade, with roughly one third of global seaborne fertiliser trade at risk
under disrupted shipping conditiof& The shock is most visible in urea and DAP, two widely
traded fertiliser products with direct implications for crops such as rice, maize, sugarcane
and oil palm, where yields depend heavily on timely fertiliser application. If fertiliser and

BC22R YR ! INAOdzZ dz2NBE hNHEYAT FGA2y o6Clh0o 2F

Follow our podcasts by searching ‘OCBC Research Insights’ on Telegram!

i KS

' YAGSRObRGEZY @B

Y2 NB

ADNDKI
140



£)OCBC
OCBC Group Research

By Global Markets | 19 June 2026

Thematic ReporB

fuel costs remain elevated while Eihdiconditionsintensify, farmers will face both higher
production costs and greater uncertainty over yields. The impact on food prices may not be
immediate, but the pressure can build once higher input costs begin to affect farm margins,
fertiliser application and output.

Across the economies we coverthis analysisASEAM (Indonesia, Malaysia, Philippines,
Thailand and Vietnamdnd North AsigChina, Japan and South Kokethe exposure is
uneven. ASEAN sits closest to the full dual shock, facing both the fertiliser channel and the
heavier weather risk. Japan and South Korea are net fertiliser importers and economies that
depend on food imports, although rice remains a hygpbrotected domestic staple. China

has a larger domestic production base and is itself a majtitifer exporter, making its

L2t A08 NBalLRyaS AYLRNIFYyd F2N) NSIA2yFE adzZll eod wSOSyd GA
controls could limit replacement supply for import dependent economies and add to

regional cost pressures.

The fertiliser channel

¢KS Of SINBad GNIryavyAiraarzy FNBY (GKS aARRES 9Fad O2y ¥t Al

fertiliser imports. In this analysis, fertiliser refers to HS31, specifically HS3101 to HS3105.
These categories cover organic, nitrogenous, phosphatic, potassic RKdoN complex
fertilisers. They are trade classifications rather than a full agronomic taxonomy, but they
provide a useful way to map how different fertiliser products support crop production and
where supplyexposure may arise.

Add nutrients gradually and  hel Used across mixed farming systen

improve soil structure, often fron .
. . vegetables, fruit crops and smallholder plots
animal or vegetable materials

Support leaf growth, crop vigour an
yield formation; urea is the key examp
Support root development, early cro
establishment, flowering and see

HS3101 Organic fertilisers

Rice, maize, sugarcane and oil palm, espec

HS3102 Nitrogenous fertilisers during vegetative growth

Rice, maize, sugarcane, cassava, vegetables

HS3103 Phosphatic fertilisers :
plantation crops

formation

SUPPEERT Sl  stes Oil palm, fruits, vegetables, cassava, sugarc
HS3104 Potassic fertilisers tolerance, fruit quality and croy paim, » VEd . » SUg

resilience and other potassiurndemanding crops

HS3105 NPK/complex fertilisers

Combine two or three major nutrient
(N, P, K) in one product

Widely used across rice, maize, sugarcane
palm, vegetables and horticulture

Note: Practical guide only. Actual fertiliser use varies by crop, soil and farming practice. Source: World Customs @rg
Food and Agriculture Organization, International Fertilizer Association, OCBC Group Research.

Using this classification, ASEBMas largely a net fertiliser importer. Across these five
economies, total HS31 imports reached about USD8.7bn, while exports stood at around
USD3.4brt° The aggregate trade deficit was therefore about USD5.3bn, led by Thailand at

BPWwSdzil SNBSS a/ KAYlF G(AIKGSYyad 02NRSNI AyalLSOdArAzya F2NJ FSNIAEAT SNI SELIRZNI &S &2
40 Fertiliser trade data are based on the latest available UN Comtrade data for HS3101 to HS3105. Vietnam uses 2023 dsitaaimdidfedaysia use 2025

data. All other economies use 2024 data.
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USD2.3bn, Indonesia at USD1.7bn and Vietnam at USD792mn. The exposure is also broad
based across products, with NPK and complex fertilisers, potassic fertilisers and nitrogenous
fertilisers accounting for most ASEANmports.

ASEAN-5: Fertilizer trade balance (Total) North Asia: Fertiliser trade balance (Total)
m Organic fertilizers Nitrogenous fertilizers USD bn Organic fertiliser H Nitrogenous fertiliser
USD b Phosphatic fertilizers M Potassic fertilizers 10.0 Phosphatic fertiliser m Potassic fertiliser
M NPK/ Complex fertilizers @ Total W NPK/ complex fertiliser @ Total

1.0 7.5
0.0 o I >0 IIII
o e . 25

IR
-2.0
-2.5

-3.0 5.0

ID My PH TH VN
Note: HS 3101-3105. Based on the latest available data (2025 for Indonesia and

Malaysia; 2024 for the Philippines, Singapore, and Thailand; and 2023 for Note: HS 3101-3105. Based on the latest available data. Source: UN Comtrade,
Vietnam). Source: UN Comtrade, OCBC Group Research. OCBC Group Research.

CH JP SK

North Asia adds a different layer to the fertiliser channel. China was a sizeable net HS31
exporter, with a surplus of around USD3.9bn, while Japan and South Koreamaitaet
importers, with deficits of around USD601mn and USD312mn, respectively. This contrasts
with ASEAN Qd@rge net import position. The product breakdown adds an important
nuance. China recorded large surpluses in nitrogenous, phosphatic and NPK or complex
fertilisers, but remained a net importer of potassic fertilisers. Japan wast amporter

across the main nutrient categories, while South Korea imported nitrogenous and potassic
fertilisers but ran a surplus in NPK or complex fertilisers. Potassic fertilisers are the common
import exposure, as all three North Asian economies wereimporters of the product,
AAYAETI NI G2 GKS 3FL) aSSy ONR&aa !{9!'bd [/ KAYlI Q& &dzNLJX dza
region. It sent-29% of its fertiliser exports to ASEAN in 2024, so its export policy shapes
regional replacement supply when Gulf gaes become more costly or delayed.

ASEAN-5: Total fertilizers imports

USD bn USD bn North Asia: Total fertiliser imports

35 HTH u MY PH 5.0 mCH JP mSK
3.0 mID = VN
4.0
25
20 — 3.0
15
2.0
1.0
0.5 1.0
0.0 0.0 |
Organic Nitrogenous  Phosphatic Potassic ~ NPK/ Complex . & X Ni Phasphati p X NPK |
fertilizers fertilizers fertilizers fertilizers fertilizers rg.a.nlc |troglejnous 05'_3_ atic ot%u.;sm /c.o.mp ex
. . fertiliser fertiliser fertiliser fertiliser fertiliser
Note: HS 3101-3105. Based on the latest available data (2025 for Indonesia and
Malaysia; 2024 for the Philippines, Singapore, and Thailand; and 2023 for Note: HS 3101-3105. Based on the latest available data. Source: UN Comtrade,
Vietnam). Source: UN Comtrade, OCBC Group Research. OCBC Group Research.

The product mix matters because not all fertilisers transmit the Middle East shock in the
same way. The most direct product channel is nitrogenous fertilisers, especially urea,
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because nitrogen production is energy intensive and closely tied to naturafgas.

LINREf 2y3aSR {GNIXAG 2F 1 2NX¥dZd RAANHzZLIGAZ2Y ¢2dd R GAIKGSYy ! aAl
by delaying cargoes, raising freight and replacement costs, and narrowing delivery windows

during the planting season. Fertiliser is usually purchased early ipléiméing cycle, when

cash flow constraints are most binding. A sharp increase in import costs can change planting

economics quickly, especially for smallholders that cannot hedge prices or buy in bulk. The

immediate adjustment may come through delayed ghases or lower application rates. The

pass through to food prices, if it materialises, would come later through weaker yields,

tighter domestic supply or higher import demand.

Unevenfertiliser exposure across Asia

The regional numbers hide a more uneven exposure map. Based on the latest available HS31
import data, GCC plus Iran supplied around 10% to 13% of AEekiliser imports by

value, but the direct exposure was concentrated in Thailand. Around 31% of Th&IQ &
fertiliser imports came from GCC plus Iran, compared with around 6% for the Philippines,
3% for Malaysia, and near zero for Indonesia and Vietham. In value terms, Thailand imported
close to USD796mn of fertilisers from GCC plus Iran, far above iligpPles at USD48mn

and Malaysia at USD30mn.

ASEAN-5 fertiliser imports by source region North Asia fertiliser imports by source region
B GCC +Iran B Greater China B North America B GCC+ Iran M Greater China ® North America
W EEU & Central Asia M Rest of MENA ASEAN B EEU & Central Asia ® Rest of MENA ASEAN
RoW
o o RoW
100 100 °
80 80
60 50
40 40
20 20
0 0
ID MY PH TH VN
Note: Fertilizer refers to HS31. Based on the latest available data (2025 for N CH P . 5K
Indonesia and Malaysia; 2024 for the Philippines, Singapore, and Thailand; and Note: Fertilizer refers to HS31. Based on the latest available data. Source: UN
2023 for Vietnam). Source: UN Comtrade, OCBC Group Research. Comtrade, OCBC Group Research.
ASEAN-5 fertiliser imports from the GCC + Iran North Asia fertiliser imports from the GCC + Iran
% Total )
% Total —TH —_—MY PH 20 China ===Japan ===South Korea
40 —ID ——VN ——ASEAN-5
15
30
20 10
10 J - g
0 e~ — o L _
2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024
Note: USD basis, HS31. Based on the latest available data - Vietnam data through Note: USD basis, HS31. Based on the latest available data. Source: UN Comtrade,
2023. Source: UN Comtrade, OCBC Group Research. OCBC Group Research.

“4pf 26+t | ANROdzZ GdzNBX a2 Keé [ bD al GiSNAR F2NJ ! NSI t NRRdzOGrsh2928. | YRSNE Gl Y RA Y
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The Gulf channel has also become a logistics issue, not only a pricing issue. Some Gulf
fertiliser producers have already shifted cargoes by land to ports outside the Strait of
Hormuz, while eastern UAE ports have taken on a larger role as trade rouitkstims Gulf
became more difficult? These workarounds help keep product moving, but they also add
handling, freight and storage costs. For Thailand, the exposure is material because its
imports from GCC plus Iran were dominated by nitrogenous fertilisers, at around
USD719mn, with another B86mn in NPK and complex fertilisers. The issue is therefore
not only whether supply can be replaced, but also whether replacement cargoes can arrive
at the right cost and within the planting window.

North Asia shows a different sourexposure profile. Japan and South Korea are net

fertiliser importers, but their direct reliance on GCC plus Irainilar to ASEAN (with the

exception of Thailand)China sits on the other side of the trade flow. Its direct import

exposure to the Gulf is less important than its role as a regional supplier, especially because

1{9!b F+0&2NDBSR FINRdzyR Hdh: 2F [/ KAYI Q&8 FSNIAEtA&ASNI SELIRZNI &
stance important for regional replacement supply whenlfGargoes become more costly

or delayed.

The exposure map therefore points to both direct and indirect risks. Thailand faces the

clearest direct exposure to Gulf fertiliser supply, while other imjapendent economies

face a seconary risk through replacement costs and supplier availabilitk A y I Q& NRBf S A a
central to that second channel. Its exports can help offset disrupted Gulf supply, but tighter

export controls would narrow options for import dependent economies and add to regional

cost pressures.

A closer look at ASEAN

The cropmap makes ASEAN2 & FSNIAf A&ASNJ SELIZAadzNE Y2NB O2yasSljdsSydalf o ¢
on rice, maize, sugar and cassava, given their roles in food security, feed demand and agro

industrial activity. Rice remains the most politically sensitive staph#iewnaize links the

shock to feed costs. Sugar and cassava are also relevant through processed food, starch,

feed, industrial use and rural incomes.

RCAYFYOALFLf ¢AYSAZ a! !9 FSNIAEAASNI IAFY(d NBaz2NI G2 GNdzO1 a
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2024 2024 2026
Crops Country (Prod., (Prod., (Prod., % share vs 2025
mn tons) mn tons) mn tons) ASEAN % YoY
ASEAN 128.8 134.7 136.1 100.0 1.0 123.6
Indonesia 34.0 38.7 39.3 28.8 1.6 126.2
Rice M_a_lay_sia 1.3 1.3 1.4 1.0 1.0 47.0
Philippines 13.2 12.7 12.8 9.4 0.4 73.2
Thailand 21.8 23.1 23.0 16.9 -0.5 207.9
Vietnam 28.2 28.4 29.3 21.5 3.2 136.3
ASEAN 36.9 38.6 39.2 100.0 15 71.1
Indonesia 15.1 16.5 16.7 42.7 1.6 102.2
Maize Mfa'lay.sia 0.0 0.0 0.0 0.0 31.7 0.2
Philippines 8.2 8.2 8.3 21.1 0.6 83.3
Thailand 4.9 5.3 5.5 14.1 4.2 58.6
Vietnam 4.4 4.5 45 11.5 0.0 28.6
ASEAN 15.8 17.5 17.5 100.0 0.1 103.6
Indonesia 2.5 2.7 2.7 15.5 2.0 38.4
Malaysia 0.0 0.0 0.0 0.0 - 0.0
Sugar ——
Philippines 1.6 1.6 1.6 9.3 -1.0 81.4
Thailand 9.1 10.5 10.5 59.6 -0.3 425.3
Vietham 1.3 1.3 1.3 7.5 2.0 65.2
ASEAN 81.7 79.0 77.7 100.0 -1.6 155.3
Indonesia 16.7 15.7 17.0 21.9 8.5 97.1
Cassava M.a'lay.sia 0.0 0.0 0.0 0.1 1.2 89.9
Philippines 2.5 2.4 2.5 3.2 6.2 94.1
Thailand 28.6 27.0 25.6 32.9 -5.2 269.7
Vietham 10.5 10.7 11.0 14.1 2.0 140.9
Note: 2026 AFSIS estima®&SR = Sdfifficiency ratio Source: AFSIS, OCBC Group Research.
CKFEAflI YRQE FTSNIAfAASNI SELR&dINE aK2dzZ R 65 NBFR |

rice producerby volume but it remains a major contributor, accounting for 16.9% of
regional production, and is highly ssilifficient in rice. Its regional role is more prominent

in sugar and cassava, where it accounts for 59.6% and 32.9% of ASEAN output, respectively.

Higherinput costs or supply disruption could therefore extend to sugar, starch, feed and

agroindustrial supply chaindalaysia and the Philippés present a different profile. Both

have weaker rice seHufficiency than the regional average, at 47.0% and 73.2%,
respectively, leaving them more exposed to import needs if regional rice conditions tighten.
Meanwhile,Indonesia and Vietnam have limited direct reliance on Gulf fertiliser supply, but

both have large agricultural bases and sizeable fertiliser trade deficits, leaving them exposed

to global repricing and procurement pressures.

At the regional level, ASEAN is broadly-sefficient in rice, sugar and cassava, with-self
sufficiency ratios ofestimated at123.6%, 103.6% and 155.3%, respectively. The main
structural shortfall is maize, where the salifficiency ratio stands at 71.1%. As maize is a
key feed input, production or import cost pressure can pass through indirectly to livestock,
poultry and egg pces.
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Recent discussions sugg#sat policymakersvithin ASEAMNre alsagiving food security its

due importance At the 48th ASEAN Summit in May 2026, leaders discussed a regional fuel

stockpile and a standby arrangement for food security, while Philippine President Ferdinand

Marcos Jr called for practical cooperation to safeguard energy sdpplithough the

LINRLIR2alta INB &adAiatt LINBEAYAYINEBRX GKS& aAaylrt | oNRBIRSN
resilience depends not only on domestic production capacity but also on coordinated access

to critical inputssuchas fertiliser, fuel and food risks increasingly overlap.

El Ning the second stress point

El Nho adds a physical production risk to the fertiliser shock. Fertiliser affects the cost and
timing of production, while EI No affects growing conditions. In its latest update, the US
National Oceanic and Atmospheric Administration (NOAA) indicated than&tbinditions

are already present and expected to strengthen into the Northern Hemisphere winter of
2026 to 20274 The main concern is a higher probability of hotter and drier conditions,
lower rainfall and water stress, although the impact will differ by country, irrigation
coverage, crop type and planting calendar. ASEAN remains the more direct focus for the
weatherrisk channel, as EIMdi has a clearer association with dry conditions and crop stress
across parts of Southeast Asia, while the impact in North Asia is less uniform due to
interactions with the East Asian monsoon

Nino 3.4 SST anomaly Crop El Nino significance

E Rice Water-intensive and politically sensitive
2 Maize Feed input, with ASEAN structurally shq
=
E | & nino Sugarcang Dryness can affect cane yield and suga
< " Threshold production
A oMre | Cassava | Relatively resilient, but exposed to
prolonged dryness
CPO Weather impact often appears with a la
2.5
2001 2006 2011 2016 2021 2026

Source: NOAA Climate Prediction Center, OCBC Group Reserach. Source: FOA, AFSIS, MPOB OCBC Group Research

Rice is the first crop to watch because it is politically sensitive, water intensive and central
to the food basketThe regiorenters this period with a stronger rice buffer than in recent
years, with AFSIS forecasting the beginning stock to utilisation ratio to rise from 27.4% in
2024 to 49.2% in 2026, alongside a-seifficiency ratio of 123.6%. Still, historical production
data show how quickly risks can emerge during severeriel &hisodes. During the 2015
episode ASEAM rice production fell 3% YoY in 2015 and another 6.9% in 2016, leaving
output 9.8% below its 2014 levélhe International Food Policy Research Institute (IFPRI)
alsonotes that rice yields fell-41% below trend during previous EhNiepisodes since 2000

due to low rainfaft®, with Indonesia and Vietnam among the most affected countries in a

B KIyySt bSéga !artbz a!{9!'b YdAfa aKFINAy3d FdzSt3 F22R NB&a2dz2NOSa |a FSI Nm
4/ fAYIFGS t NBRAOGAZ2Y /SYyGSNE bh! !X 49f bA3Z2k{2dziKSNYy haOAttl A2y 69b{ho
“SInternational Food Policy Research Institute (IFPRI), "Rice markets in South and Southeast Asia face stresses froxp@t KeStriaions," May 2023.
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2023 study*® Sugar cane also weakened during the 22046 El Nio period, with ASEAN

5 output down 7.5% YoY in 2015 and 8.4% lower in 2016 than in 2014. Maize and cassava
were more mixed at the aggregate level, although cowtemel stress was still visible in

parts of the region. The production impact is therefordikiely to be uniform, with the
severity shaped by rainfall timing, irrigation coverage, crop type and planting calendar.

ASEANb crops production during 202%6 EI Nino Episodes

mn tons MY PH TH VN ASEAMN* \ % vs 2014
Rice
2014 59.1 2.8 19.0 35.9 45.0 161.8 0.0
2015 61.0 2.7 18.1 29.7 45.1 156.7 -3.2
2016 54.0 2.7 17.6 28.3 43.1 145.9 -9.8
2017 55.3 2.6 19.3 31.6 42.8 151.4 -6.4
Maize
2014 19.0 0.0 7.8 4.8 5.2 36.8 0.0
2015 19.6 0.0 7.5 4.7 5.3 37.1 1.0
2016 23.6 0.0 7.2 4.4 5.2 40.4 9.9
2017 25.2 0.0 7.9 4.8 5.1 43.0 16.9
Cassava
2014 23.4 0.1 2.5 30.0 10.2 66.3 0.0
2015 21.8 0.1 2.7 32.4 10.7 67.7 2.1
2016 20.3 0.1 2.8 31.2 10.9 65.1 -1.7
2017 19.1 0.0 2.8 30.5 10.3 62.7 -5.4
Sugarcane
2014 27.1 0.0 25.0 103.7 19.8 175.7 0.0
2015 27.0 0.0 22.9 94.1 18.3 162.4 -7.5
2016 28.0 0.0 22.4 94.1 16.3 160.9 -8.4
2017 28.0 0.0 29.3 93.1 18.4 168.8 -3.9
Note: *ASEAM maize production excludes Malaysia (MY) due to data unavailability.
Source: FAO, OCBC Group Research.

CPO also deserves attention because Indonesia and Malaysia dominate global palm oil
production. Unlike these staple crops, the palm oil impact often appears with a lag, as

drought stress can reduce fresh fruit bunch yields months after the weather shiookeK

al. (2021) found that very strong El Nino events caused oil palm yield losses of around 3.5
t/ha in Malaysia during 2015/16, with losses lasting several months depending on event

severity?’ This creates a delayed risk to edible oil prices, export earnings and rural incomes.

El Nino can make timely fertiliser use more crucial for protecting yields, but also harder to
justify when input costs are higher and rainfall becomes less reliable. If fertiliser and fuel
costs remain elevated, farmers may respond by reducing applicat&aying planting or
cutting crop maintenance, even when weather stress argues for more timely input
management.

46Cao, J., Zhang, Z., Tao, F., et al., "Forecasting global crop yields based on EI Nifio Southern Oscillation eatlgraighats)'Systems/ol. 205, 2023.
47Khor, J. F., Ling, L., Yusop, Z., et al., "Impact of El Nifio on Oil Palm Yield in Maggsiarty Vol. 11, No. 11, 2021
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From input costs to food prices

The pass through from higher fertiliser and fuel costs, alongside weather risk, to food related
inflation is unlikely to be immediate, but early pressure points lz@ginning to appear in

parts of the regionFood related inflation remains uneven across ASEAN May 2026, the
Philippines, Vietnam and Indonesia recorded the highest readings at 5.7% YoY, 5.0% and
4.9%, respectively, while Malaysia and Thailand stayed contained at 1.2% and 1.0%. North
Asia preents a more divergent picture. Japan recorded the firmest reading among the three

at 3.5% YaoY, though down from around 6.5% a year earlier, while South Korea was more
contained at 1.6% and China remained in mild food related deflation, with a reading of
minus 0.9%.

Note: Series refer to the closest available food and beveratged CPI suindex for each economy. Definitions differ by country and may include alcot
tobacco for some economies. The comparison should be read directionally. Source: BloombeiQGBEIGroup Research.

Policy responses also differ by country. In the Philippines, authorities have relied on imports,
tariff adjustments and buffer stock releases to manage domestic rice prices, reflecting the

LREAGAOIE |yR K2dzZaSK2f R a Syfacasisimdrg préven®vd (G KS adl LX S® ¢ KI Af

with the Agriculture Ministry reportedly rolling out a fayaoint water management plan to
prepare for possible EI M linked droughts. Indonesia shows another part of the
transmission, as fertiliser subsidies can shield marmpérs from the full rise in international
prices, but shift the cost to the fiscal account, procurement system and distribution capacity.

The risk is therefore not an immediate food shortage across the region, but a gradual build
up of pressure through higher input costs, squeezed farm margins, weather sensitive yields
and rising import needs. For ASEAN, the larger concern remains the puetaecen
fertiliser availability, climate sensitive production and uneven food buffers. For Japan and
South Korea, the channel would more likely come through imported food, feed and fertiliser
costs, while China is more insulated given its larger domgstiduction base and net
fertiliser export position.

Building input resilience

¢KS NBIA2YyQa LIRftAOe |3ISYRIF A& It NBFRe Y2@Ay3 (26 NR
For ASEAN, agriculture ministers have reaffirmed the need to keep essential goods flowing,

including food, fertilisers and agricultural inputs, while the ASEAN ,Fagidculture and
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