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The new normal: Global AI 
investment cycle trumps 
geopolitical uncertainties?  

 

¶ Two dominant forces ς geopolitical escalation and the global AI-related 
capex investment cycle were at play in 1H26. With the latest US-Iran 
memorandum of understanding, Brent is back below the US$80 per barrel 
handle. This comes as a relief for energy importing economies, albeit 
inflation prints will take time to ebb given the lagged effects. Meanwhile, 
1Q26 growth cues were also strong, driven by the global AI-related boom.    

 

¶ Some central banks like the BOJ, RBA, BI, BSP and MAS have begun 
monetary policy tightening while others have signalled hawkish 
intentions.  The US Federal Reserve kept rates static at 3.5-3.75%, but the 
dot plot saw 9 members voting for a hike this year. New Fed chair Warsh 
ŜƳǇƘŀǎƛȊŜŘ ŀ ǊŜǘǳǊƴ ǘƻ άŦƛǊǎǘ ǇǊƛƴŎƛǇƭŜǎέ ŀƳƛŘ Ƙƛǎ ŎƻƳƳƛǘƳŜƴǘ ǘƘŀǘ ǘƘŜ 
committee will deliver price stability. The upcoming US mid-term 
elections will be critical for the Trump administration, as a potential loss 
of the House for examplŜ ŎƻǳƭŘ ƛƳǇƭȅ ŀ άƭŀƳŜ ŘǳŎƪέ ǎŎŜƴŀǊƛƻ ŦƻǊ ǇŀǎǎƛƴƎ 
legislation.  

 

¶ For 2H26, a moderation in the growth trajectory may be in store, 
especially since monetary policy stance is leaning increasingly hawkish. 
For the asset markets, liquidity and funding costs are critical 
determinants. Expensive market valuations and a high-for-longer interest 
rate environment is more likely than not to keep financial markets volatile. 

 

 Selena Ling  
Chief Economist 
Head of OCBC Group Research 
 
 

           

The first half of 2026 was characterised by the interplay of two dominant forces τ 

geopolitical escalation, namely in the form of a prolonged US-Iran war and a powerful global 

AI-related capex investment cycle. These two tour de force combined have rewritten global 

growth dynamics and inflation expectations, as well as reshaping central bank dynamics and 

fiscal policy priorities. 

 

On the geopolitical front, the USςIran 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 global crude oil 

trade, contributed to reversing the disinflationary impulse seen in prior quarters and directly 

fed through into headline inflation prints globally. For energy-importing economies, 

including those in Asia, higher energy costs began to challenge the earlier 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 

άƘƛƎƘŜǊ-for-ƭƻƴƎŜǊέ ƛƴǘŜǊŜǎǘ ǊŀǘŜ ŜƴǾƛǊƻƴƳŜƴǘ. This was most apparent in the US Federal 

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 ς first, the escalating US-Iran geopolitical tensions prompting the futures market to 
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price in a 25 basis point hike by end-2026 and another 25 basis point hike by mid-2027 in 

late May, but this was quickly unwound to just one 25 basis point hike in 1H27.  

 

In parallel, the global AI boom emerged as a powerful cyclical growth catalyst that gave a 

turbo growth boost to those economies that had hopped on to the AI-related bandwagon. 

Investment in semiconductors, data centres, and digital infrastructure appeared resilient 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, Taiwan, Singapore and Malaysia. 

This translated into upside surprises in first-quarter growth as external AI-related demand 

mostly offset any underlying domestic demand softness and consequently, there were little 

downward revisions in full-year growth forecast revisions even when the US-Iran 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 earnings in AI-linked sectors, 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 

safe-haven status amid geopolitical uncertainty. 

 

The latest US Federal Reserve policy decision was unsurprising as the Fed Funds Target rate 

was unanimously left unchanged at 3.5-3.75%. However, the new Fed chair Kevin Warsh has 

instituted some changes by abstaining from the dot plot, leaving exactly half of the 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 be a 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% by 2028, implying that the current energy-fuelled 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 2027-2028. As for the Federal funds rate forecasts, they were adjusted higher 

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 downward ς which suggests 

that any kneejerk hawkish market reactions are probably overdone as the 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 establishment of five task forces to look at Fed 

communications, balance-sheet policy, reliability of existing data sources, productivity and 

jobs and the inflation framework, with recommendations due by year-end. This underpins 

Ƙƛǎ ǊŜǘǳǊƴ ǘƻ άŦƛǊǎǘ ǇǊƛƴŎƛǇƭŜǎέ ŀmid his commitment that the committee will deliver 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 Venezuela and the Greenland 

spats. However, as 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 of AI-related sectors and mega-cap technology 

firms, masking weaker earnings breadth across the broader market. This raises questions 

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 AI ecosystemτincluding 

semiconductors, power infrastructure, and digital servicesτcontinued to generate strong 

growth momentum. Selected markets benefited from both geopolitical tensions and 

structural demand linked to electrification and digitalisation. In Asia, export-oriented 

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 will re-open and the 

global oil trade normalize. Second, the AI-led capex surge, while powerful, could moderate 

as investment cycles mature. Third, monetary policy adjustments, especially if rate cuts are 

off the table and some central banks tighten instead, how this would impact liquidity 

conditions and funding costs. Last but not least, the rapid ramp up in the AI-related 

semiconductor production, trade and inventory cycles is both a tailwind and a headwind for 

the electronics and manufacturing industry. 

 

Taking a longer time horizon and a more holistic lens, structural drivers include the digital 

and AI transformation of the global economy, which is reshaping productivity, capital 

allocation, and supply chains. Second, geoeconomic fragmentation, including trade 

ǊŜŀƭƛƎƴƳŜƴǘ ŀƴŘ άŦǊƛŜƴŘ-shoriƴƎέ ǎǘǊŀǘŜƎƛŜǎ ǿƛƭƭ ŎƻƴǘƛƴǳŜ ǘƻ ǊŜŎŀƭƛōǊŀǘŜ ǘǊŀŘƛƴƎ ŀƴŘ ǎǳǇǇƭȅ 
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chains for years to come. Even if the US-Iran war ends, the energy transition will continue 

to underpin long-term demand for renewable energy. Demographic and labour market 

shifts, particularly in developed economies, will also influence wage dynamics and inflation 

persistence. The interaction between these cyclical and structural forces is likely to result in 

more complex and less synchronised global growth outcomes. 

 

²ƘŀǘΩǎ ƴŜȄǘ ŦƻǊ нIнсΚ 

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 relatively resilient growth, 

supported by ongoing investment in AI 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 mid-term elections due later 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 policy. A potential loss of the House (and even the Senate?) 

ŎƻǳƭŘ ƛƳǇƭȅ ŀ άƭŀƳŜ ŘǳŎƪέ ǎŎŜƴŀǊƛƻ for passing legislation. 

 

Within the 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 away from its longstanding ultra-

loose monetary stance. The Bank of Japan has recently hiked 25bp to 1.00% and signals 

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

 

/ƘƛƴŀΩǎ ƎǊƻǿǘƘ ƻǳǘƭƻƻƪ ƛǎ ǎǘŀōƛƭƛǎƛƴƎ ōǳǘ ǊŜƳŀƛƴǎ ǳƴŜǾŜƴΦ ²ƘƛƭŜ ŜȄǘŜǊƴŀƭ ŘŜƳŀƴŘ ƭƛƴƪŜŘ ǘƻ 

the technology cycle is supportive, domestic demand continues to be weighed down by 

property sector adjustments and cautious consumer sentiment. Policy support is expected 

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 remains sensitive 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 safe-haven demand. The Japanese yen could still see some pressure despite 

intervention talk and even as monetary policy normalises, while Asian currencies may face 

intermittent pressure from dollar strength. 

 

Interest rates are likely to be vulnerable to near-term 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 and AI-related 

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 AI boom and the energy 

transition. Gold may continue to attract demand as a hedge against both inflation and 

geopolitical uncertainty as long-term 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 the USςIran peace deal and its impact on energy supply 

and pricing; the durability of the AI investment cycle, particularly in sustaining 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; 

/ƘƛƴŀΩǎ ŘƻƳŜǎǘƛŎ ǇƻƭƛŎȅ ǊŜǎǇƻƴǎŜ ŀƴŘ ƛǘǎ ŜŦŦŜŎǘƛǾŜness in stabilising demand; and the 

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 AI-

driven investment cycle provides a powerful growth engine, policy uncertainties, expensive 

market valuations and a high-for-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 1.4 0.9 1.1 1.1 

Japan 1.1 0.7 1.0 1.0 

United Kingdom 1.4 1.0 1.1 1.4 

Australia 2.0 2.0 1.9 2.0 

New Zealand 0.2 1.2 2.0 2.5 

China 5.0 4.7 4.5 4.5 

Hong Kong 3.6 3.4 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 1.1 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. FY27 is April 2026 until March 2027. 
Source: Bloomberg, OCBC Group Research. 
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Inflation Rates 

% Change YoY 2025 2026F 2027F 2028F 

US 2.7 3.5 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 3.1 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 1.4 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 1.9 

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. FY27 is April 2026 until March 2027. 
Source: Bloomberg, OCBC Group Research. 

 

 

  



             

 

 

 

 

 

OCBC Global Outlook 2H26 

 Cƻƭƭƻǿ ƻǳǊ ǇƻŘŎŀǎǘǎ ōȅ ǎŜŀǊŎƘƛƴƎ ΨOCBC Research InsightsΩ ƻƴ ¢ŜƭŜƎǊŀƳΗ  8 

 

By Global Markets  |  19 June 2026 

 

Central Bank Policy Rates 

Benchmark Rate % Current End-2026F End-2027F 

US Fed Funds Rate 3.75 3.75 3.75 

ECB Deposit Facility Rate 2.25 2.50 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 Rate (1-year) 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 

BI Rate 5.75 6.50 6.00 

BNM Overnight Rate 2.75 2.75 3.00 

BSP Overnight Reverse Repo 4.75 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 end-period forecasts. India forecasts are based on the fiscal year. FY27 is April 2026 until March 2027. 
Source: Bloomberg, OCBC Group Research. 
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Australia: Soft landing, narrow 
path 

 

¶ Growth is slowing but the growth rate should remain positive. We expect 
GDP growth to ease from 2.0% in 2026 to 1.9% in 2027. Higher interest 
rates and the energy shock are weighing on households, but population 
growth and strong business investment are cushioning aggregate activity. 
 

¶ Inflation is proving stubborn. Underlying inflation remains above the 
RBA's target and supply-side pressures are slowing the return to 2-3% 
target. We expect CPI inflation to ease only gradually from 4.4% in 2026 
to 2.9% in 2027. 
 

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

 Sim Moh Siong  
FX Strategist 
 

 

 

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 modestly and inflation returns 

only gradually to target against a backdrop of higher interest rates, housing-related Budget 

changes and oil-related 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 data-centre investment cycle are 

cushioning aggregate activity. 

 

 
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 rapid build-out of 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 total economic 

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. Investment ς in areas like defence, the 

energy transition, mining and data centres ς should remain resilient, partly offsetting 

weaker discretionary spending as higher interest rates and energy costs squeeze household 

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 mid-to-high 4% range over the 

next 12 to 18 months. 

 

Government-related employment should continue to support jobs growth, although at a 

slower pace, while weaker demand limits private sector hiring. AI adoption could also reduce 

labour demand in some industries while supporting longer-term productivity growth. 

 

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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Source: Bloomberg, ABS, OCBC Group Research. 

 

Sticky inflation persists for now 

Inflation is easing only gradually. Headline CPI slowed to 4.2% YoY 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 RBA's 2-3% target range. 

 

Several factors could keep inflation elevated. The temporary fuel excise reduction expires 

on 30 June, while the larger-than-expected increase in minimum and award wages of around 

4.8% could place additional upward pressure on labour costs. The Fair Work Commission 

has also signalled a preference for delivering above-inflation 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 supply-side factors even as domestic demand slows. 

 

The latest Budget helps cushion households through cost-of-living 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 materially support nor weaken 

economic growth. 

 

л

нл

пл

сл

ул

млл

мнл

мпл

мсл

мулоΦл

оΦр

пΦл

пΦр

рΦл

рΦр

сΦл

сΦр

тΦл

тΦр

уΦл

нлмл нлмн нлмп нлмс нлму нлнл нлнн нлнп нлнс

!ǳǎǘǊŀƭƛŀƴ ¦ƴŜƳǇƭƻȅƳŜƴǘ wŀǘŜ Ǿǎ Wƻō !Řǎ

¦ƴŜƳǇƭƻȅƳŜƴǘ wŀǘŜ ό[ŜƊύ Wƻō !Řǎ όLƴǾŜǊǘŜŘΣ wƛƎƘǘύ

҈



             

 

 

 

 

 

Australia 

 Cƻƭƭƻǿ ƻǳǊ ǇƻŘŎŀǎǘǎ ōȅ ǎŜŀǊŎƘƛƴƎ ΨOCBC Research InsightsΩ ƻƴ ¢ŜƭŜƎǊŀƳΗ  13 

 

By Global Markets  |  19 June 2026 

 

 
Source: Bloomberg, ABS, OCBC Group Research.  
 

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 policy rate above 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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Source: Bloomberg, OCBC Group Research. 

 

Risks remain two-sided 

The balance of risks remains two-sided, although inflation risks appear more prominent for 

now. 

 

The main upside risks are stronger-than-expected data-centre 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, lower 

commodity prices, fuel and supply-chain disruptions, or a slowdown in global AI and data-

centre investment. 

 

!ǳǎǘǊŀƭƛŀΩǎ ŜŎƻƴƻƳȅ ƛǎ ƭƛƪŜƭȅ ǘƻ ŀǾƻƛŘ ǊŜŎŜǎǎƛƻƴΣ ōǳǘ ǘƘŜ ǇŀǘƘ ōŀŎƪ ǘƻ ƭƻǿ ƛƴŦƭŀǘƛƻƴ ǿƛƭƭ ōŜ 

gradual. Population growth and business investment are cushioning activity, but they are 

also adding to capacity constraints, making the final stage of the inflation fight more 

challenging. 
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Euro Area: Assessing risks   

¶ The euro area outlook has deteriorated following the Middle East conflict, 
with growth projected to slow to 0.9% YoY in 2026, from 1.4% in 2025. 
Our long-ƘŜƭŘ ŦƻǊŜŎŀǎǘ ƛǎ ƴƻǿ ƛƴ ƭƛƴŜ ǿƛǘƘ ǘƘŜ 9ǳǊƻǇŜŀƴ /ƻƳƳƛǎǎƛƻƴΩǎ 
Spring Economic Forecast, after the EC revised it lower in late May. 
 

¶ The spillover from weaker growth has so far had a limited impact on the 
ǊŜƎƛƻƴΩǎ ƭŀōƻǳǊ ƳŀǊƪŜǘΦ ¢ƘŜ ǳƴŜƳǇƭƻȅƳŜƴǘ ǊŀǘŜ ƘŜƭŘ ǎǘŜŀŘȅ ŀǘ сΦо҈ ƛƴ 
April 2026. Notwithstanding, price pressures are now the clear focus for 
the central bank as ECB officials continue to highlight pipeline pressures. 
Euro area headline CPI jumped to 3.2% YoY in May, according to 
preliminary estimates, compared to 3.0% in April. We revise higher our 
2026 headline CPI forecast to 3.1% from 2.8%, previously reflecting higher 
energy prices. 
 

¶ Following a 25bp hike at the 11 June meeting, our house view is for 
another 25bp hike from the European Central Bank (ECB), penciled in for 
the September meeting. This will bring the ECB deposit rate to 2.50%. 

 Lavanya Venkateswaran  
Senior ASEAN Economist 
 
Assisted by Glen Chan 
 
 
 
 
 
 
 
        
 
 
 

 

Growth under pressure  

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

ƛƴ ǘƘŜ aƛŘŘƭŜ 9ŀǎǘ ǘƘŀǘ ǘƘŜ Ǝƭƻōŀƭ ŜŎƻƴƻƳȅ ƛǎ άŦŀŎƛƴƎ ŀ ƳŀƧƻǊ ǎƘƻŎƪ ς the International 

9ƴŜǊƎȅ !ƎŜƴŎȅ ŘŜŜƳǎ ƛǘ ǘƘŜ ƭŀǊƎŜǎǘ ƻƛƭ ǎǳǇǇƭȅ ŘƛǎǊǳǇǘƛƻƴ ƛƴ ƘƛǎǘƻǊȅΦέ CƻǊ ǘƘŜ region, the 

economic impact will be determined by the duration of the disruption and the pass-through 

of energy prices to broader inflation. The 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. The ōƭƻŎΩǎ D5t slowed to 0.3% YoY in 1Q26 from 1.2% in 4Q25, according to the 

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

by 0.2% QoQ sa from +0.1% in 4Q25. Among the four largest economies, Spain, Germany 

and Italy registered growth, expanding by 0.6% QoQ, 0.3% QoQ and 0.3% QoQ respectively. 

Meanwhile, France recorded a -0.1% QoQ growth. The third estimate was revised down 

ǎƘŀǊǇƭȅ ŎƻƳǇŀǊŜŘ ǘƻ ǇǊŜǾƛƻǳǎ ŜǎǘƛƳŀǘŜǎ ŘǳŜ ǘƻ LǊŜƭŀƴŘΩǎ мнΦм҈ vƻv ǎŀ ŎƻƴǘǊŀŎǘƛƻƴΣ ƛΦŜΦ 

16.8%YoY drop.  

 

The energy price shock, the potential knock-on impact on tourism and supply disruptions of 

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

YoY in 2026 compared to our previous forecast of 1.1%. 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 uncertainty around the duration of the Middle East conflict, with longer delivery 

times and rising input prices reflecting global supply chain disruptions. 
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There is evidence of weaker growth into 2Q26. The Flash Eurozone Composite PMI fell 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. Meanwhile, manufacturing sector activity 

remained in positive expansion, with a moderate easing to 51.4 in May 2026 from 52.2 in 

April, according to preliminary data. The uptick in manufacturing output index could indicate 

companies across the EU bloc are pre-emptively stockpiling inputs ahead of expected 

ǎƘƻǊǘŀƎŜǎ ŀƴŘ ŦǳǊǘƘŜǊ ǇǊƛŎŜ ƛƴŎǊŜŀǎŜǎΦ ¢ƘŜ 9¦Ωǎ ŎŀǇŀŎƛǘȅ ǳǘƛƭƛȊŀǘƛƻƴ ƘŜƭŘ ǎǘŜŀŘȅ ŀǘ туΦр҈Σ 

primarily due to subdued aggregate demand. 

 

 

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

ƛƴǎǘŀƴŎŜΣ ǘƘŜ 9ǳǊƻǇŜŀƴ /ƻƳƳƛǎǎƛƻƴΩǎ 9ŎƻƴƻƳƛŎ {ŜƴǘƛƳŜƴǘ LƴŘƛŎŀǘƻǊ ŘŜŎƭƛƴŜŘ ƳŀǊƪŜŘƭȅ ƛƴ 

both March and April (96.2 and 93.0 respectively), particularly among consumers (-20.6 vs -

16.4 in March), service providers (0.9 vs 4.1) and retailers (-9.9 vs -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 

ƭŜŘ ŦƛǊƳǎ ǘƻ ŀŘƻǇǘ ŀ άǿŀƛǘ-and-ǎŜŜέ ŀǇǇǊƻŀŎƘΦ 

 

 
 

 

Heightened geopolitical uncertainty has also weighed on global trade flows. EǳǊƻ ŀǊŜŀΩǎ 

ǘǊŀŘŜ ǎǳǊǇƭǳǎ ŘŜŎƭƛƴŜŘ ǘƻ ϵтΦуōƴ ƛƴ aŀǊŎƘ нлнсΣ Řƻǿƴ ŦǊƻƳ ϵммΦмōƴ ƛƴ CŜōǊǳŀǊȅ нлнс ŀƴŘ 

ŦǊƻƳ ŀ ǊŜŎƻǊŘ ϵопΦмōƴ ǘƘŜ ǇǊŜǾƛƻǳǎ ȅŜŀǊΦ ¢ƘŜ ŘŜŎƭƛƴŜ ǿŀǎ ŘǊƛǾŜƴ ǇǊƛƳŀǊƛƭȅ ōȅ ǎǳōǎǘŀƴǘƛŀƭ 

ƳǳŎƘ ǎƳŀƭƭŜǊ ǎǳǊǇƭǳǎŜǎ ƛƴ ŎƘŜƳƛŎŀƭǎ ŀƴŘ ǊŜƭŀǘŜŘ ǇǊƻŘǳŎǘǎ όϵмуΦфōƴ ƛƴ March 2026 from 

ϵпмΦуōƴ ƛƴ aŀǊŎƘ нлнрύΣ ŀǎ ǿŜƭƭ ŀǎ ƳŀŎƘƛƴŜǊȅ ŀƴŘ ǾŜƘƛŎƭŜǎ όϵфΦтōƴ ŦǊƻƳ ϵмтΦсōƴύΦ bƻǘŀōƭȅΣ 

ŜȄǇƻǊǘǎ ŦŜƭƭ рΦр҈ ǘƻ ϵнсрΦоōƴ ŦƻƭƭƻǿƛƴƎ ƭŀǎǘ ȅŜŀǊΩǎ ǇŜŀƪ ǿƘŜƴ ¦{ ŎƻƴǎǳƳŜǊǎ ǊǳǎƘŜŘ ǘƻ ōƻƻǎǘ 

foreign purchases ahead of tariffs in April 2025. Exports fell markedly 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 Turkey also declined, falling by 4.6% and 9.3%, 

respectively.  

 

aŜŀƴǿƘƛƭŜΣ ƛƳǇƻǊǘǎ ǊƻǎŜ ōȅ пΦп҈ ǘƻ ϵнртΦп ōƛƭƭƛƻƴΣ ƭŀǊƎŜƭȅ ǊŜŦƭŜŎǘƛƴƎ ƛƴŎǊŜŀǎŜŘ ǇǳǊŎƘŀǎŜǎ ƻŦ 

fuels and lubricants, up 8.3%, and crude materials, up 5.8%, as energy costs surged amid the 

US-Israel-Iran conflict. Imports of machinery and vehicles also increased by 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 area trade - ƴƻƴ ǎŜŀǎƻƴŀƭƭȅ ŀŘƧǳǎǘŜŘ Řŀǘŀ όōƴ ϵύ 

Flows Mar-25 Mar-26 Growth 1Q25 1Q26 Growth 

Extra-EA exports 280.6 265.3 -5.5% 762.6 713.1 -6.5% 

Extra-EA imports 246.5 257.4 4.4% 707.2 696.5 -1.5% 

Extra-EA trade balance 34.1 7.8 - 55.4 16.6  - 

Intra-EA trade 233.8 251.3 7.5% 673.0 685.5 1.9% 

Source: Eurostat, OCBC Group Research. 
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Overall, the trade surplus narrowed substantially in 1Q26, ŦŀƭƭƛƴƎ ǘƻ ϵмсΦс ōƛƭƭƛƻƴ ŦǊƻƳ ϵррΦп 

billion in the same period of 2025. The euro area exports to the rest of the world fell by 6.5% 

ǘƻ ϵтмоΦмōƴ ƛƴ мvнс ŦǊƻƳ ϵтснΦсōƴ ƛƴ мvнр ǿƘƛƭŜ ƛƳǇƻǊǘǎ ŦŜƭƭ ōȅ мΦр҈ ǘƻ ϵсфсΦрōƴ ŦǊƻƳ 

ϵтлтΦнōƴΦ ²ƛǘƘƛƴ ǘƘŜ ŜǳǊƻ ŀǊŜŀΣ intra-ŜǳǊƻ ǘǊŀŘŜ ǊƻǎŜ ōȅ мΦф҈ ǘƻ ϵсурΦрōƴΦ 

 

Resilient Labour 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 unemployment rate was stable at 6.3% in April 2026. On a quarterly basis, 

the number of employed persons increased slightly by 0.1% MoM in 1Q26. Negotiated wage 

growth experienced a sharp drop to 2.46% in 1Q26, from 2.95% growth in 4Q25, dampening 

some demand side price pressures. Similarly, forward-looking indicators sucƘ ŀǎ ǘƘŜ 9/.Ωǎ 

wage tracker indicates that wage growth will continue to ease and moderate to 2.6% by the 

end of 2026. 

 

 
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 new work visas for non-

9¦ ƴŀǘƛƻƴŀƭǎ ŦǊƻƳ нлнс ǘƻ нлнуΣ ǿƘƛƭŜ DŜǊƳŀƴȅΩǎ ά²ƻǊƪ-and-Stay-!ƎŜƴŎȅέ ŀƛƳǎ ǘƻ 

centralise and digitalise skilled-worker 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, which is ǎƛƎƴƛŦƛŎŀƴǘƭȅ ŀōƻǾŜ ǘƘŜ 9ǳǊƻǇŜŀƴ /ŜƴǘǊŀƭ .ŀƴƪΩǎ нΦл҈ inflation target. The 

increase was driven by energy, particularly fuel prices, up 20% points to 47.7% points, with 

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

inflation declined by 10bps to 2.2% YoY in April 2026, 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 inflation in March relative to April.  

 
Nonetheless, the ECB seasonally adjusted data showed that HICP core prices increased 0.3% 

MoM in April after a 0.14% MoM gain in March. Therefore, the pass-through from crude oil 
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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. 

 

 
 

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

pervasiveness of inflation, tƘŜ ƭŀǘŜǎǘ ǊƻǳƴŘ ƻŦ 9/.Ωǎ {ǳǊǾŜȅ ƻƴ ǘƘŜ !ŎŎŜǎǎ ǘƻ CƛƴŀƴŎŜ ƻŦ 

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

ǿŀȅ ŦƛǊƳǎΩ ŜȄǇŜŎǘŀǘƛƻƴǎ ŜǾƻƭǾŜŘ ŦƻƭƭƻǿƛƴƎ ǘƘŜ ƻǳǘōǊŜŀƪ ƻŦ ǘƘŜ ǿŀǊΦ  
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Source: 9/.Ωǎ {ǳǊǾŜȅ ƻƴ ǘƘŜ !ŎŎŜǎǎ ǘƻ CƛƴŀƴŎŜ ƻŦ 9ƴǘŜǊǇǊƛǎŜǎ όмф CŜōǊǳŀǊȅ - 1 April).  

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 and non-labour 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 selling prices and 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.e., construction, transportation 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 such, we revised higher our 2026 headline average forecast to 3.1% from 2.8%. 

The ECB revised higher its headline inflation forecast to average 3.0% in 2026, 2.3% in 2027 

and 2.0% in 2028. For inflation excluding energy and food, the 9/.Ωǎ baseline 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, undermining short-term 

ŜȄǇŜŎǘŀǘƛƻƴǎ ŦƻǊ ŦƛǊƳǎΩ ŀŎǘƛǾƛǘȅ ŀƴŘ ŀŎŎŜǎǎ ǘƻ ŦƛƴŀƴŎŜΦ /ǊŜŘƛǘ ŎƻƴŘƛǘƛƻƴǎ ŀǊŜ ƭƛƪŜƭȅ ǘƻ ǊŜƳŀƛƴ 

a constraint on growth as banks continue to tighten lending standards in response to 

elevated risk perceptions, geopolitical uncertainty, energy-related pressures and higher 

ŦǳƴŘƛƴƎ ŎƻǎǘǎΦ !ŎŎƻǊŘƛƴƎ ǘƻ ǘƘŜ 9/.Ωǎ !ǇǊƛƭ ōŀƴƪ ƭŜƴŘƛƴƎ ǎǳǊǾŜȅ ό.[{ύΣ ōŀƴƪǎ ǊŜǇƻǊǘŜŘ ŀ ƴŜǘ 

tightening of credit standards across all loan categories, driven by heightened risk 

perception, and is expected to continue tightening into 2Q26 as well.  

 

The demand for loans to firms decreased slightly in the first quarter of 2026 (-2.0% 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 household level, weakened 

demand for consumer credit (-11.0% from -2.0%) suggest that private consumption may 

remain subdued, particularly for interest-sensitive and durable goods spending. Overall, the 

credit channel could potentially amplify downside risks to activity in 2H26.  
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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 άthe 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 medium-term outlook for the euro area.έ CǳǊǘƘŜǊΣ ECB President Lagarde added 

ǘƘŀǘ ǘƘŜ ƘƛƪŜ ǿŀǎ ƴƻǘ ŀƴ άƛƴǎǳǊŀƴŎŜέ ƘƛƪŜΣ ǇŀǾƛƴƎ ǘƘŜ ǿŀȅ ŦƻǊ ŦǳǊǘƘŜǊ ƛƴŎǊŜŀǎŜǎΦ hǳǊ ƘƻǳǎŜ 

view is for an additional 25bp hike from the ECB, likely to be delivered at its September 

meeting, taking the policy rate to 2.50%.  

 

Temporary, targeted and tailored fiscal measures 

The room for counter-cyclical fiscal policies is idiosyncratic to each economy. We still expect 

Germany to follow through with its higher expenditure plans. More fundamentally, the 

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 highest debt ratio at 137.1% 

of GDP, followed by France at 112.6%, Spain at 100.7%, and Germany at 62.2%. 

 

 
 

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 

ǘŀȄŜǎ ƻŦ ŀǇǇǊƻȄƛƳŀǘŜƭȅ ϵлΦмт ǇŜǊ ƭƛǘǊŜΣ ŀƳƻǳƴǘƛƴƎ ǘƻ ŀ ŦƛǎŎŀƭ Ŏƻǎǘ ƻŦ ǊƻǳƎƘƭȅ ϵмΦс ōƛƭƭƛƻƴΦ Lƴ 

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 Italy, the Italian government sets aside 

ϵпмтΦпƳƴ ǘƻ ǊŜŘǳŎŜ ŜȄŎƛǎŜ ŘǳǘƛŜǎ ƻƴ ŦǳŜƭǎ ōȅ ϵлΦнр ǇŜǊ ƭƛǘǊŜ ƻƴ мф aŀǊŎƘ нлнсΦ ²ƘƛƭŜ ŜȄŎƛǎŜ 

duties on diesel and petrol have been broadly reduced, the International Monetary Fund 

Ƙŀǎ ǊŜŎƻƳƳŜƴŘŜŘ ǘƘŀǘ ǎǳŎƘ ǳƴƛǾŜǊǎŀƭ ƳŜŀǎǳǊŜǎ ōŜ άǊŜǇƭŀŎŜŘ with targeted cash transfers 

ǘƻ ǘƘŜ Ƴƻǎǘ ǾǳƭƴŜǊŀōƭŜ ƘƻǳǎŜƘƻƭŘǎΦέ {Ǉŀƛƴ Ƙŀǎ ƛƴǘǊƻŘǳŎŜŘ ŀ ϵрΦл ōƛƭƭƛƻƴ ǎǳǇǇƻǊǘ ǇŀŎƪŀƎŜ 

aimed at assisting around 20 million households and 3 million firms, alongside VAT 

ǊŜŘǳŎǘƛƻƴǎ ƻƴ ǇŜǘǊƻƭ ǘƘŀǘ ȅƛŜƭŘ ǎŀǾƛƴƎǎ ƻŦ ŀōƻǳǘ ϵлΦол ǇŜǊ ƭƛǘǊŜΣ ŘŜǇŜƴŘƛƴƎ ƻƴ ŦǳŜƭ ǘȅǇŜΦ 
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Euro area Fiscal Measures 

Member State Measure(s) Taken Announcement / Effective period 

Germany 
The German government has temporarily cut 

energy tax on diesel and petrol by about ϵлΦмт per 
litre, relief worth ϵмΦсōƴ 

Effective 1 May 2026, until June 2026 

France 

The French government plans to narrow budget 
deficit to 5% of GDP in 2026, and below 3% by 
2029. As such, France slashes ϵпΦлōƴ ŦǊƻƳ ǘƘƛǎ 
ȅŜŀǊΩǎ ōǳŘƎŜǘ ǘƻ ƻŦŦǎŜǘ ǿŀǊ-driven energy subsidies 

Announced on 20 April 2026 

Italy 
The Italian government allocates ϵп17.4mn to 

reduce excise duties on fuels 
First round of temporary cut to excise taxes on fuel 

was effective 19 March 2026 

Spain  
¢ƘŜ {ǇŀƴƛǎƘ ƎƻǾŜǊƴƳŜƴǘ ǳƴǾŜƛƭǎ ϵрΦлōƴ ǇŀŎƪŀƎŜ 

alongside fuel VAT cuts from 21% to 10% 

¶ ϵ5.0bn package: AǇǇǊƻǾŜŘ ōȅ {ǇŀƛƴΩǎ ǇŀǊƭƛŀƳŜƴǘ ƻƴ 
27 March 2026 

¶ Fuel VAT cuts: 22 March until 30 June 2026 

 

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

ŀƴƴƻǳƴŎŜŘ ōǳŘƎŜǘŀǊȅ ǇƻƭƛŎȅ ƳŜŀǎǳǊŜǎ ŀƳƻǳƴǘ ǘƻ ŀǇǇǊƻȄƛƳŀǘŜƭȅ ϵрΦл ōƛƭƭƛƻƴΦ 

Complementing these fiscal interventions, its AccelerateEU initiative, released on 22 April 

2026, ǎŜǘǎ ƻǳǘ ŀ ōǊƻŀŘŜǊ ŦǊŀƳŜǿƻǊƪ ǘƻ ǎǘǊŜƴƎǘƘŜƴ ǘƘŜ 9¦Ωǎ ŜƴŜǊƎȅ ǊŜǎƛƭƛŜƴŎŜ ŀƳƛŘ ƻƴƎƻƛƴƎ 

geopolitical and energy security challenges. The strategy focuses on reducing reliance on 

external fossil fuels while accelerating the transition to a more sustainable and diversified 

energy mix, notably through expanding renewables, improving energy efficiency, and 

enhancing cross-border infrastructure. It also emphasises the role of innovation, 

investment, and coordinated policy action in safeguarding energy affordability and security, 

ǊŜŦƭŜŎǘƛƴƎ ǘƘŜ 9¦Ωǎ ƭƻƴƎŜǊ-term commitment to a more resilient and climate-aligned 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 longer-term output, fiscal and monetary objectives.  
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Japan: Policy normalization to 
continue     

 

¶ Economic growth is likely to be moderate in the quarters ahead, with 
subdued investment plans and worsening terms of trade, to be 
counteracted by steady consumption, fiscal support, and resilient exports. 
We expect the economy to expand by 0.7% in 2026, with potential for 
some pick-up in 2027. 
 

¶ Business fixed investment plans have turned more cautious in view of 
heightened uncertainty in global developments. The exports outlook 
remains supportive amid solid global demand for AI-related products. 

  

¶ The Bank of Japan (BoJ) is likely to continue with monetary policy 
normalisation given a tight labour market, pro-ŀŎǘƛǾŜ ŦƛǊƳǎΩ ǇǊƛŎŜ-setting 
behaviour, and imported inflation pressure. We expect a total of 50bps of 
rate hikes before year-end, which will bring the BoJ Target Rate to 1.25%.  

 Frances Cheung, CFA  
Head of FX & Rates Strategy 
 
Assisted by Jessica Wong 
 
 
 
 
 
 
  

 

άaƻŘŜǊŀǘŜέ ƛǎ ǎǘƛƭƭ ǘƘŜ ǿƻǊŘ 

1Q26 GDP growth improved to 0.6%YoY or 0.5% QoQ SA, versus 0.2%YoY and 0.2% QoQ SA 

in 4Q25, supported by private consumption expenditure and private non-residential 

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 potentially picking up to 

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

 

 
Source: Bank of Japan, Cabinet Office, Bloomberg, OCBC Group Research.  
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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 one-for-one follow-through from planned to actual investments. The plan for FY2026 

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 same Tankan survey, the diffusion indices for business 

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 facilities. 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 AI-

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 past Tankan surveys, reflecting more enterprises saw 

ƭŀōƻǳǊ ǎǳǇǇƭȅ ŀǎ ƛƴǎǳŦŦƛŎƛŜƴǘΦ ²Ŝ ƘŀǾŜ ƘŀŘ ǘƘƛǎ ǾƛŜǿ ǘƘŀǘ άŦǳǊǘƘŜǊ ƛƴŎǊŜŀǎŜǎ ƛƴ ǘƘŜ ƭŀōƻǳǊ 

force participation of women and seniors ς having advanced to a high degree thus far ς are 

ƭƛƪŜƭȅ ǘƻ ōŜ ǎƳŀƭƭέΦ CŜƳŀƭŜ ƭŀōƻur participation has shown signs of a tapering off. Shunto 

(spring wage negotiation) resulted in another year of solid wage growth. This, combined 

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

ǘƘǊƻǳƎƘ ƻŦ ƛƴŦƭŀǘƛƻƴ ǇǊŜǎǎǳǊŜ ƻƴǘƻ ŎƻƴǎǳƳŜǊ ǇǊƛŎŜ ƭŜǾŜƭǎΦ 9ƴǘŜǊǇǊƛǎŜǎΩ ƛƴŦƭŀǘƛƻƴ ŜȄǇŜŎǘŀǘƛƻƴǎ 

have edged further up as per latest Tankan survey. 
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Source: Bloomberg, OCBC Group Research. 
ϝ άexcessive ς ƛƴǎǳŦŦƛŎƛŜƴǘέ 
 

Inflation 

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 

ŎƻƳǇƭƛŎŀǘŜ ǘƘŜ ŎŜƴǘǊŀƭ ōŀƴƪΩǎ ŘŜŎƛǎƛƻƴ ƳŀƪƛƴƎΦ aƻƴǘƘƭȅ ¸ƻ¸ /tL ƛƴŦƭŀǘƛƻƴ ǿŀǎ ŀǘ ǎǳō-1.5% 

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 

ǎǳōǎƛŘƛŜǎΦ {ǘƛƭƭΣ ŀŎŎƻǊŘƛƴƎ ǘƻ .ƻWΩǎ ŘƛŦŦǳǎƛƻƴ ƛƴŘŜȄΣ ǘƘŜ ǎƘŀǊŜ ƻŦ ƛǘŜƳs in the core CPI basket 

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 broader consumer level. The divergence 

between contract-currency-based import price index and yen-based import price index has 

widened further. Yen-based import price index jumped by 17.5%YoY in April. Imported 

inflation, combined with wage pressure, likely point to an upward bias to inflation especially 

from the last levels. 

 

 
Source: Bank of Japan, OCBC Group Research. 
 

Monetary policy normalisation to continue 

Our base-case 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 1.25% by year end. Bank of Japan raises rates to normalise monetary 

policy, as the policy rate has stayed negative in real term.  

 

.ŀƴƪ ƻŦ WŀǇŀƴΩǎ ǎǳƳƳŀǊȅ ƻŦ ƻǇƛƴƛƻƴǎ ŦƻǊ !ǇǊƛƭ ƳŜŜǘƛƴƎ ǎŜƴǘ ŀ ǎǘǊƻƴƎ ǊŀǘŜ ƘƛƪŜ ǎƛƎƴŀƭΣ ǎŀȅƛƴƎ 

άƛǘ ƛǎ ǉǳƛǘŜ ǇƻǎǎƛōƭŜ ǘƘŀǘ ǘƘŜ .ŀƴƪ ǿƛƭƭ ǊŀƛǎŜ ǘƘŜ ǇƻƭƛŎȅ ƛƴǘŜǊŜǎǘ ǊŀǘŜ ŦǊƻƳ ǘƘŜ ƴŜȄǘ ata 

onward, even if the future course of the situation in the Middle East remŀƛƴǎ ǳƴŎƭŜŀǊέΦ .ƻW 

ǊŜƳŀƛƴŜŘ ƻŦ ǘƘŜ ǾƛŜǿ ǘƘŀǘ άǳƴŘŜǊƭȅƛƴƎ /tL ƛƴŦƭŀǘƛƻƴ ƛǎ ƭƛƪŜƭȅ ǘƻ ƛƴŎǊŜŀǎŜ ƎǊŀŘǳŀƭƭȅΣ ŀǎ ǘƘŜ 
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mechanism in which wages and prices rise moderately in interaction with each other is 

ŜȄǇŜŎǘŜŘ ǘƻ ōŜ ƳŀƛƴǘŀƛƴŜŘέΦ  

 

Interest rates forecasts 2Q26 3Q26 4Q26 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: OCBC Group Research. 

 

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 current quarter, 

which will be reduced to JPY2.1bn per month for 1Q-2027. 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 more notable tweak would be to 

keep JGB purchase amounts unchanged, i.e. do not go ahead with further reduction. The 

ōŀƴƪ Ƙŀǎ ǎŀƛŘ άƛƴ ǘƘŜ ŎŀǎŜ ƻŦ ŀ ǊŀǇƛŘ ǊƛǎŜ ƛƴ ƭƻƴƎ-term interest rates, the Bank will make 

nimble responses by, for example, increasing the amount oŦ WD. ǇǳǊŎƘŀǎŜǎέΣ ŀƴŘ άǘƘŜ .ŀƴƪ 

ƛǎ ǇǊŜǇŀǊŜŘ ǘƻ ŀƳŜƴŘ ǘƘŜ Ǉƭŀƴ ŀǘ ǘƘŜ ataǎΣ ƛŦ ŘŜŜƳŜŘ ƴŜŎŜǎǎŀǊȅέΦ 

 

 
Source: Bloomberg, OCBC Group Research. 
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United Kingdom: Downside risk 
to growth     

 

¶ Economic growth is likely to moderate in the quarters ahead, as the 
energy supply shock weighs on economic activities, when the labour 
market has already been softening. We forecast 2026 GDP growth at 
1.0%, with risk to the downside.  
 

¶ CPI inflation may re-accelerate in 3Q26 upon expectedly higher 
energy prices cap, but the soft labour market is likely to mitigate 
second-round inflation impact. On balance, we expect 2026 CPI 
inflation at 3.1%. 

 

¶ Room for BoE to hike rates is limited, given where Bank Rate is and 
the slow growth momentum. We expect the central bank to keep 
Bank Rate unchanged at 3.75% through this year as the default 
option. Risk is for a more hawkish BoE policy response function 
should second-round inflation impact become prominent. 

 Frances Cheung, CFA  
Head of FX & Rates Strategy 

 
Assisted by Jessica Wong 
 
 
 

 

 

           
 
 
 
 

 

Headwinds ahead 

GDP growth accelerated to 0.6%QoQ 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 supply shock 

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. 

 

 
Source: UK ONS, OCBC Group Research.  
 

May services PMI dipped below the 50-point 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 fluid geopolitics 
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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 heightened 

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 positive but 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. Some purchasing 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. 

 

 
Source: Bloomberg, OCBC Group Research.  

 
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 the April-June quarter. 

Ofgem announced that the energy price cap for 1 April to 30 June 2026 would 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 some near-term relief to household 

energy bills. However, CPI inflation may re-accelerate as a higher Ofgem price cap of £1862 

has been set for the following quarter, with uncertainty for 4Q26. There may also be 

potential passthrough of energy-related costs onto other consumer items. 

 

Nevertheless, the soft labour market is likely to mitigate second-round 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 survey, nearly 60% of 

firms reported having a fixed-price 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. 

 

Source: Bloomberg, CEIC, OCBC Group Research.  
 
Labour market softness may mitigate second-round 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 March (3-month 

rolling), after the transient dip to 4.9% in February, notwithstanding the mildly lower labour 

force participation. Job vacancies declined to 705k in April, the lowest level since April 2021. 

The unemployment-to-vacancy ratio nevertheless stayed at 2.5 for the Jan-Mar 2026 period, 

after more steady increases from mid-2022 to mid-2025.  

 

 

Source: Bloomberg, OCBC Group Research.  

 
Wage growth has continued to moderate gradually, in line with our expectations. Regular 

earnings (AWE excluding bonus) growth was 3.4%YoY in the three months to March, slowing 
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from the 3.6%YoY 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 labour demand. 

The looser labour market backdrop should help limit the pass-through from supply-side 

inflation pressure onto wages and the broader consumer price level.  

 
.ƻ9 άŀŎǘƛǾŜ ƘƻƭŘέ ŀǎ ǘƘŜ ŘŜŦŀǳƭǘ ƻǇǘƛƻƴ 

The Bank of England maintained Bank Rate at 3.75% at its April meeting by an 8-1 vote, with 

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

lingering inflation concerns, policymakers characterised the decision as aƴ άŀŎǘƛǾŜ ƘƻƭŘέΣ 

ǿƛǘƘ ǘƘŜ /ƻƳƳƛǘǘŜŜ ǎǘŀǘƛƴƎ ǘƘŀǘ ƛǘ άǎǘŀƴŘǎ ǊŜŀŘȅ ǘƻ ŀŎǘέ ƛŦ ƴŜŜŘŜŘΦ ¢ƘŜ .ƻ9 ŀƭǎƻ ƘƛƎƘƭƛƎƘǘŜŘ 

the risk of material second-round effects, while noting that weaker growth and tighter 

financial conditions could help contain inflation pressures. 

 

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 

ǿƛƭƭƛƴƎƴŜǎǎ ǘƻ ōŜ ǇŀǘƛŜƴǘΣ ƻǇƛƴƛƴƎ άǘƻƭŜǊŀǘƛƴƎ ǘŜƳǇƻǊŀǊƛƭȅ ŀōƻǾŜ ǘŀǊƎŜǘ ƛƴŦƭŀǘƛƻƴ to provide 

some support for the real economy is an appropriate way to approach the trade-ƻŦŦέΦ hƴ 

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 hinges much 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 second-round inflation impact become prominent. 

 

 

Source: Bank of England, Bloomberg, OCBC Group Research. 
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United States: Fine equilibrium         

¶ While the oil shock is a genuine drag on real disposable income, the 
OBBBA-driven combination of refund-led consumption support in 2Q26, 
accelerated business investment in 2H26, and continued labour-income 
growth should help keep the US economy on a resilient growth path of 
around 2%. 
 

¶ ¢ƘŜ ¦{ ƭŀōƻǳǊ ƳŀǊƪŜǘ ŎƻƴǘƛƴǳŜǎ ǘƻ ƘƻƭŘ ǳǇΣ ǿƘƛŎƘ ǊŜƳŀƛƴǎ ƛƴ ŀ άƭƻǿ-hire, 
low-ŦƛǊŜέ ŜǉǳƛƭƛōǊƛǳƳΦ  

 

¶ Inflation is likely to peak in 2Q26 and moderate in 2H26. The disinflation 
process should be supported by fading energy base effects, potential 
mean reversion in the oil risk premium, lagged shelter disinflation, and the 
delayed drag from still-restrictive monetary policy. Is it a time to rethink 
CŜŘΩǎ ƛƴŦƭŀǘƛƻƴ ƎŀǳƎŜ ǳƴŘŜǊ ǘƘŜ ƴŜǿ ƭŜŀŘŜǊǎƘƛǇΚ 

 Tommy Xie Dongming  
Head of Asia Macro Research 
 
 
 
 
 
 
 
       
           

 

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 on low- and 

middle-income households. With headline CPI rising to 3.8% YoY in April, partly driven by 

the Iran-related 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 capital-goods imports linked 

to the AI and factory capex cycle. While imports subtract from GDP arithmetically, the 

increase in capital-equipment imports also points to resilient underlying investment 

demand. 

 

Third, inventory drawdown was deeper than initially reported. Inventories had been rebuilt 

aggressively in 4Q25 ahead of Iran-related supply-chain risks, and this pull-forward 

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 on net-export reversal, but the Iran war 

remains a clear headwind for the US economy. 

 

The labour market continues to hold up. Nonfarm payrolls increased by 172k in May, above 

the consensus forecast. The YTD-2026 average monthly payroll gain was around 114k, 

slightly below the 2024 monthly average of 122k and well below the 2023 pace of around 

250k. The decline in labour-force participation points to some underlying softening.  
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Job-market tightness has eased materially from post-pandemic 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 in April 2026, 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 also fell by 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: Job-market tightness has eased but the ratio of job opening per unemployed person 

rebounded back above 1 in April.  

 
 

hǾŜǊŀƭƭΣ ǘƘŜ ¦{ ƭŀōƻǳǊ ƳŀǊƪŜǘ ǊŜƳŀƛƴǎ ƛƴ ŀ άƭƻǿ-hire, low-ŦƛǊŜέ ŜǉǳƛƭƛōǊƛǳƳΦ Lǘ ƭƻƻƪǎ ǎǘŀōƭŜ 

on the surface, with the unemployment rate anchored at 4.3% and weekly initial claims 

running around 210kς215k, 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, the University of 

Michigan Consumer Sentiment Index fell to a final reading of 44.8 in May, an all-time low, 

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

 

Inflation concerns have intensified. The 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 June 2022.  

 

Headline CPI exceeded 4% YoY in May due to the oil shock. However, looking ahead, inflation 

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 still-restrictive monetary policy.  

 

We expect headline CPI to trend lower to around 3.2% by end-2026, 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 CPI remains aboǾŜ ǘƘŜ CŜŘΩǎ ŎƻƳŦƻǊǘ 

zone. 

 

Chart 2: US gasoline price eased slightly  

 
Fiscal policy should provide an important cushion to growth in 2H26. The 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 cash-flow buffer against gasoline 

price pass-through and helping to stabilize discretionary spending into 3Q26. On the 

business side, 100% bonus depreciation and immediate expensing of qualified production 

property should incentivize a pull-forward 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 OBBBA-driven 

combination of refund-led consumption support in 2Q26, accelerated business 

investment in 2H26, and continued labour-income 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 Chairman in May. On inflation, Warsh has repeatedly 

ŜƳǇƘŀǎƛȊŜŘ ǘƘŜ ƴŜŜŘ ǘƻ ŘƛǎǘƛƴƎǳƛǎƘ ōŜǘǿŜŜƴ άǘǊŜƴŘ ƛƴŦƭŀǘƛƻƴέ ŀƴŘ άǎƘƻǊǘ-ǘŜǊƳ ƴƻƛǎŜΦέ !ǎ 

he noted during his confirmation hearing, the key question is not whether prices fluctuate 

because of one-off factors such as geopoƭƛǘƛŎǎ ƻǊ ōŜŜŦ ǇǊƛŎŜǎΣ ōǳǘ ǊŀǘƘŜǊΥ ά²Ƙŀǘ ƛǎ ǘƘŜ 
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ǳƴŘŜǊƭȅƛƴƎ ǊŀǘŜ ƻŦ ƛƴŦƭŀǘƛƻƴΚέ IŜ ǿŀǎ Ŝǉǳŀƭƭȅ ōƭǳƴǘ ƛƴ Ƙƛǎ ŎǊƛǘƛŎƛǎƳ ƻŦ ŜȄƛǎǘƛƴƎ ƳŜŀǎǳǊŜǎΣ 

ŀǊƎǳƛƴƎ ǘƘŀǘ άǘƘŜ Řŀǘŀ ŎǳǊǊŜƴǘƭȅ ǳǎŜŘ ǘƻ ŀǎǎŜǎǎ ƛƴŦƭŀǘƛƻƴ ŀǊŜ ƛƳǇŜǊŦŜŎǘΦ L ǇǊŜŦŜǊ ǳǎƛƴƎ ǎƻ-

ŎŀƭƭŜŘ ǘǊƛƳƳŜŘ ŀǾŜǊŀƎŜǎΦέ ¢Ƙƛǎ ƘŜƭǇǎ ŜȄǇƭŀƛƴ Ƙƛǎ ǇǊŜŦŜǊŜƴŎŜ ŦƻǊ ǘǊƛƳƳŜŘ-mean inflation 

indicators. 

 

Trimmed-mean 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, trimmed-mean inflation 

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 177ς178 PCE components are ranked according 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 price changes tended 

to be left-skewed. 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 supply-side shocks, including the pandemic, the Russia-

Ukraine war, tariff disruptions, and most recently the Iran conflict. These shocks have 

altered the distribution of price changes, making inflation outcomes increasingly symmetric 

and, at times, even right-skewed. If that is indeed the case, continuing to apply an 

asymmetric trimming methodology may inadvertently introduce a systematic 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 underlying inflation 

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 temporary noise. 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 perspective, but not necessarily a more useful 

one for monetary policy. 
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Chart 3: Dallas Fed trimmed PCE vs. Core PCE 

 
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 the post-2020 

world is characterized by recurring supply shocks, fragmented supply chains and greater 

geopolitical volatility, then the assumptions underpinning traditional trimmed-mean 

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 

ƛƴŘŜǇŜƴŘŜƴǘ ǘŀǎƪ ŦƻǊŎŜǎ ǘƻ ŎƻƴŘǳŎǘ ŀ ŎƻƳǇǊŜƘŜƴǎƛǾŜ ǊŜǾƛŜǿ ƻŦ ǘƘŜ CŜŘŜǊŀƭ wŜǎŜǊǾŜΩǎ 

operating framework. The reviews will focus on: (1) communications, including the role and 

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

balance-sheet policy, with a reassessment of the ample-reserves framework and the 

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

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

ŀƴŘ ƛƴŦƭŀǘƛƻƴ ŦǊŀƳŜǿƻǊƪΣ ŀǎ ǇŀǊǘ ƻŦ ǘƘŜ CŜŘΩǎ ǇŜǊƛƻŘƛŎ ǊŜǾƛŜǿ ǇǊƻŎŜǎǎΤ ŀƴŘ όрύ ǇǊƻŘǳŎǘƛǾƛǘȅ 

and labour market dynamics, including the impact of AI and other general-purpose 

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

weeks and are expected to conclude by end-2026, 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 3.50-3.75% this year. The bar for a rate hike remains somewhat high, but 

we note that the median 2026 dot shifted higher to 3.8% from 3.4% in March, effectively 

eliminating the easing bias embedded in the March SEP and showing less patience to see 

through supply-side inflation pressure. The Fed funds rate path ahead depends much on the 

degree of inflation pass-through.  
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China: K-shape growth           

¶ Despite the energy shock in March, the economy delivered a solid start to 
the year. Resilient demand for AI-related products remained an important 
structural tailwind for exports. 
 

¶ There is a widening divergence between old-economy sectors, which 
remain under pressure from property and weak domestic demand, and 
new-economy sectors, which continue to benefit from structural 
upgrading and external demand. 

  

¶ The combination of cost-push reflation and a stronger-than-expected 
start reduces the urgency for near-term easing. That said, we continue to 
expect a 10bps policy rate cut, likely delayed to 2H26.  

 Tommy Xie Dongming  
Head of Asia Macro Research 

 
 
 
 
  

 

Economic growth reaccelerated to 5% YoY in 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 policy support, which 

helped offset still-fragile 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 turn positive in 

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

 

Chart 1: ChinaΩs GDP deflator may return to positive for the first time in 13 quarters in 2Q 

 
Source: Wind, OCBC 

 

The improvement 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 energy shock, 
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particularly by easing pressure on corporate margins and stabilizing government revenue 

streams. 

 

¢ƘŜ ŦƛǊǎǘ ǿŀǾŜ ƻŦ ǘƘŜ LǊŀƴ ǿŀǊΩǎ ƛƳǇŀŎǘ ƻƴ /Ƙƛƴŀ Ƙŀǎ ŜƳŜǊƎŜŘ ǘƘǊƻǳƎƘ ƛƴŦƭŀǘƛƻƴ, with PPI 

accelerating to 2.8% YoY, up from 0.5% in March. However, the breakdown suggests that 

the PPI rebound was driven mainly by supply-side and imported factors, as prices of 

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

decline by 0.1% MoM, indicating that upstream-to-downstream price transmission remains 

weak.  

 

CPI showed signs of a mild recovery in April, edging up to 1.2% YoY. The moderate CPI 

reading was partly flattered by the negative contribution from the pork-price downcycle. 

Meanwhile, the pass-through from higher international oil prices has started to emerge. In 

April, transport & communications and other goods & services saw notable YoY 

improvements, contributing around 0.66ppt and 0.32ppt to headline CPI, respectively.  

 

However, indirect pass-through through the manufacturing cost chain remained modest, as 

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

pressures. While low-capacity utilisation will take time to resolve, it has also helped cushion 

the inflation impact.  

 

ttL ŜȄŎŜŜŘŜŘ /tL ŦƻǊ ǘƘŜ ŦƛǊǎǘ ǘƛƳŜ ǎƛƴŎŜ Wǳƭȅ нлннΣ ǊŜƻǇŜƴƛƴƎ ǘƘŜ άǎŎƛǎǎƻǊǎ ƎŀǇέ ōŜǘǿŜŜƴ 

upstream and downstream prices. This suggests that part of the imported inflation shock 

will likely be absorbed by corporate margins rather than fully passed on to consumers. 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 January-April, 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 constrained by weak 

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 from the 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 long-term 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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ǾŜƘƛŎƭŜ ǇǳǊŎƘŀǎŜ ǘŀȄ ŦǊƻƳ л҈ ǘƻ р҈Σ ŀ ƘƛƎƘ ōŀǎŜ ŦǊƻƳ ƭŀǎǘ ȅŜŀǊΩǎ ǘǊŀŘŜ-in subsidy 

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 income growth decelerated 

 
Source: Wind, OCBC 

 

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 RMB500bn 

in new policy-based financial instruments launched in 4Q25, and front-loaded fiscal support 

this year. As these effects faded in early 2Q26, and amid a higher base, April-May became a 

relatively tight funding window for investment. This was reflected in survey 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 mid- and downstream manufacturers. This margin compression likely weakened 

corporate willingness to expand production, especially in sectors with limited pricing power. 

 

That said, high-tech manufacturing remained the key bright spot. Integrated circuit output 

surged 22.1% YoY in April, broadly consistent with the resilience in technology-related 

exports. AI-related manufacturing, semiconductor production, and technology exports 

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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ƎǊƻǿǘƘΣ ǊƛǎƛƴƎ ммΦо҈ ¸ƻ¸ ƛƴ !ǇǊƛƭ ŀƘŜŀŘ ƻŦ ¢ǊǳƳǇΩǎ /Ƙƛƴŀ ǾƛǎƛǘΦ ¢Ƙƛǎ ǿŀǎ ǇŀǊǘƭȅ ŘǊƛǾŜƴ ōȅ ŀ 

favourable base effect, as US-bound shipments had fallen into deep contraction after 

reciprocal tariffs took effect in early April last year. 

 

Beyond base effects, resilient demand for AI-related 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 the monthly 

import value reaching a record high, underscoring the strength of the AI 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 AI supply chain should remain a key source of resilience, further 

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

ǎǘǊŜƴƎǘƘŜƴ /ƘƛƴŀΩǎ ǊŜƭŀǘƛǾŜ ŎƻƳǇŜǘƛǘƛǾŜƴŜǎǎ ƛƴ ŜƴŜǊƎȅ-intensive goods. Compared with 

more energy-import-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 emerging as a double-ŜŘƎŜŘ ǎǿƻǊŘ ŦƻǊ /ƘƛƴŀΩǎ ŜŎƻƴƻƳȅΦ hƴ ǘƘŜ 

one hand, supply-side disruptions are becoming visible. On the other hand, substitution 

effects are beginning to kick in. Coal-chemical production is gaining cost competitiveness, 

while structurally higher oil prices are accelerating the energy transitionτsupporting NEV 

penetration, renewables, and energy storage deployment.  

 

Looking ahead to 2Q26, growth momentum may moderate at the margin. Infrastructure 

investment could soften as the initial wave of front-loaded fiscal support fades and bond 

issuance normalizes. In addition, local government debt constraints and weak land sale 

revenues continue to 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 official 4.5ς5% target for the year, and we 

maintain our full-year growth forecast at 4.7%. 

 

On monetary policy, the combination of cost-push reflation and a stronger-than-expected 

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

policy rate cut, likely delayed to 2H26. In our ǾƛŜǿΣ ƻƴƎƻƛƴƎ ŜŦŦƻǊǘǎ ǘƻ ǊŜǇŀƛǊ ōŀƴƪǎΩ ƴŜǘ 

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 Kong: Sustaining the 
cyclical upswing 

 

¶ Real GDP grew at the fastest pace in the first quarter since 2021, 
demonstrating resilience to risks stemming from the Middle East conflict. 
Growth 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 our fullȤyear 2026 GDP growth forecast to 3.4%. Inflation 
remains contained but is gradually broadening amid imported cost 
pressure. Inflation is expected to rise modestly to 1.9%. Meanwhile, 
labour market slack is likely to widen slightly, with unemployment 
projected at 3.8%. 
 

¶ 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 quarter-end settlement. For the rest of 
the year, we see limited downside for HKD rates as the Fed is expected to 
hold rate unchanged in periods ahead. 

 

¶ We expect to see a broad and durable upcycle in housing market. The 
magnitude of price increase in 2026 will, however, hinge on the interest-
rate trajectory and dynamics of market sentiment. Our baseline forecast 
is upgraded to 8.5% YoY rise in the overall residential price index and a 
milder 3.5% YoY rise in rent index, consistent with the drivers already in 
placeτimproved affordability, positive carry, supportive policy mix, and 
steady demographic tailwinds. 

 Cindy Keung  
Hong Kong and Macao Economist 
 
           

 

Fastest pace of growth since 2021 

The economy continued to play cyclical catch-up in 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, demonstrating resilience to risks 

stemming from the Middle East conflict. Growth 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 our fullȤyear 

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 expected to rise modestly to 1.9%, 

with second-round effects remaining a key risk. Meanwhile, labour market slack is likely to 

widen slightly, with unemployment rate projected at 3.8%. 
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Chart 1: Fastest pace of growth since 2021 Chart 2: Domestic demand broadly strengthened  

  
 
Broad-based strengthening in domestic demand 

Real GDP growth accelerated to 5.9% YoY in 1Q26, up sharply from 4.0% in 4Q25 (Chart 1). 

On a seasonally adjusted basis, the economy grew by 2.9% QoQ (4Q25: 1.1% QoQ). The 

upside surprise was primarily driven by a broad-based strengthening in domestic demand, 

led by private consumption and fixed investment (Chart 2).   

 

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), respectively. Together, 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 sheets, rising asset prices, and 

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 sharply negative, 

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, with high-end 

consumption/discretionary items benefiting disproportionately. Retail sales rose sharply by 

11.3% YoY in the first four months of the year (Chart 3), marking the strongest growth since 

нлноΦ 9ǾŜƴ ŀŦǘŜǊ ŀŎŎƻǳƴǘƛƴƎ ŦƻǊ ǘƘŜ ǘŜƳǇƻǊŀǊȅ ǎǇƛƪŜ ƛƴ ǎŀƭŜǎ ƻŦ άƳƻǘƻǊ ǾŜƘƛŎƭŜǎ ŀƴŘ ǇŀǊǘǎέ 

ahead of the expiry of electric private car firstȤregistration tax concessions at the end of 

March, retail sales growth was still healthy and robust. Solid 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 stronger Renminbi are likely to discourage 
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outbound travel, helping to contain the retail spending leakage. We expect retail sales to 

register a mild increase of around 4ς6% in 2026. 

 

Public infrastructure and AI-driven 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 catch-up (+8.8% YoY in 1Q26). The recent strength in public investment is primarily 

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 billion (around 3.8% of nominal GDP in 2025), for the next five years (Chart 

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 investment 

spending will likely serve as a guardrail for the growth in the next couple of years.  

 
Chart 3:  Retail sales saw entrenched recovery Chart 4: Solid pipeline of public projects 

  
Sources: HK Census and Statistics Department, OCBC Group 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, only account for around 

27% of the primary energy mix (Chart 5). Meanwhile, natural gas and coal/coal products 

take up more than 70% of the mix and almost all of the electricity production (Chart 6). 

Added to that, majority of energy-related imports (including petroleum oil and natural gas) 

originate from Mainland China instead of the Middle East (Table 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 GDP) (Chart 7). 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 2014-2023), as compared to the 

growth of real GDP (1.4% p.a.) during the same period (Chart 8). 
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Chart 5:  Energy mix as of 2023 Chart 6: Electricity mix as of 2023 

  
Chart 7:  Energy intensity of selected economies Chart 8: Energy consumption in 2013-2024 

 
 

Sources: IEA, Hong Kong Census and Statistics Department, OCBC Group Research 
 
Table 1: 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, OCBC Group Research 
 
Riding the AI 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 respectively (4Q25: 20.9% YoY and 22.4% YoY) (Chart 9), 

on the back of strong global demand for AI-related 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 March-April. 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, with AI-driven trade cycle being the key growth 

driver. 

 

Mild acceleration in inflationary pressure 

Energy-sensitive components take up a relatively small, combined share of around 10% of 

the CPI basket in Hong Kong, hence limiting the degree of passȤthrough to the overall price 

pressure. However, second-round effectsτvia wages and services inflationτremain a key 

risk. 

 

Composite CPI and underlying CPI (netting out the effect of government one-off relief 

measures) rose by an average 1.6% YoY and 1.4% YoY respectively in the first four months 

this year (Chart 10). Breaking down, price increases were most pronounced in 

άƳƛǎŎŜƭƭŀƴŜƻǳǎ ǎŜǊǾƛŎŜǎέ όҌпΦн҈ ¸ƻ¸ύΣ άŜƭŜŎǘǊƛŎƛǘȅΣ Ǝŀǎ ŀƴŘ ǿŀǘŜǊέ όҌпΦл҈ ¸ƻ¸ύΣ ŀƴŘ 

άǘǊŀƴǎǇƻǊǘέ όҌоΦр҈ ¸ƻ¸ύΣ ǳƴŘŜǊǎŎƻǊƛƴƎ ǘƘŜ ǇŀǎǎȤthrough from higher energy and operating 

ŎƻǎǘǎΦ Lƴ ŎƻƴǘǊŀǎǘΣ ǘƘŜ άƘƻǳǎƛƴƎέ ŎƻƳǇƻƴŜƴǘ ǊƻǎŜ ŀǘ ŀ ǊŜƭŀǘƛǾŜƭȅ ƳƻŘŜǎǘ ǇŀŎŜ όҌмΦм҈ ¸ƻ¸ύ, 

helping to anchor the overall inflation. Reflecting the implications of higher oil prices on 

imported inflation and domestic cost structures, we have raised our fullȤyear 2026 inflation 

projection for Hong Kong to 1.9%. 

Chart 9:  Growth in exports accelerated Chart 10: Modest pickup in inflationary pressure 

  
Chart 11:  Labour market still stable Chart 12: Mild growth in loan demand 

  
Sources: HK Census and Statistics Department, HKMA, OCBC Group Research. 
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Labour market faces structural constraints 

The labour market tightened somewhat, with the seasonally adjusted unemployment rate 

edging down to 3.7% in February ς April 2026 (Chart 11). The extent of improvement was, 

however, masked by the sustained decline in labour force participation rate and contraction 

in labour supply. The labour force participation rate declined to 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 millionτits lowest level since early 2023. We 

expect to see mild softening in the labour market in periods ahead, particularly in import 

and export trade sectors, as the persistent oil supply shock poses downside risks to growth 

momentum and corporate hiring. We project the fullȤyear 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) rose by 3.0% 

QoQ (0.2% QoQ in 4Q25) (Chart 12). 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 expect to see the bottoming 

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

2027.  

 
Chart 13: Loan-to-deposit ratio close to inflection point Chart 14: FRAs suggested more upside for HIBORs 

  

Sources: HK Census and Statistics Department, HKMA, OCBC Group Research. 
 
The up-and-coming funding hotspot 

FundȤraising 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 safeȤhaven currency with proxyȤUSD 

characteristics. Foreign supranational issuersτincluding the World Bank and the Asian 

Infrastructure Investment Bankτissued a record volume of HKDȤdenominated bonds (i.e. 

wonton bonds) during the year, alongside issuances by Hong Kong government and quasi-

government entities. Similarly, 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$110 billion, ranking Hong Kong as 
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ǘƘŜ ǿƻǊƭŘΩǎ ǘƻǇ Lth ǾŜƴǳŜ ƻǾŜǊ ǘƘŜ ǇŜǊƛƻŘΦ LǎǎǳŜǊ ǎŜƴǘƛƳŜƴǘ ǿŀǎ ǎǳǇǇƻǊǘŜŘ ōȅ ƛƳǇǊƻǾŜŘ 

valuations, generally strong postȤlisting performance and broader risk-on 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 quarter-end settlement. 

FRAs remained generally higher than the benchmark 3-month HIBOR, with spread between 

6x9 FRA and 3-month HIBOR widened to above 65bps (Chart 14). For the rest of the year, 

we see limited downside for HKD rates as the Fed is expected to hold rate unchanged in 

periods ahead. Should there be any triggering of FX intervention, we expect to see abrupt 

tightening of HKD liquidity and more room for HKD-USD rate spread compression. We pitch 

one-month and three-month HIBORs at 2.80% and 2.95% respectively at end-2026. 

 

Durable upswing in housing prices 

Entering 2026, the early-cycle recovery has evolved into a more durable uptrend in housing 

prices, with endȤuser 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 2026 (Chart 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% YoY rise in the overall residential price 

index and a milder 3.5% YoY rise in rent index, consistent with the drivers already in placeτ

improved affordability, positive carry (Chart 16), 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 rentȤown spread. Rental index in the 

Class A and B segments (units with area less than 69 m2), which are typically dominated by 

firstȤtime buyers and upgrader households transitioning from rental accommodation, rose 

cumulatively by 0.5%-1.5%. By contrast, rental indices for larger units in Class D and E 

segments (units with area 100 m2 or above) rose more sharply, by 3.9%. 

 

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 interest-rate trajectory and dynamics of 

market sentiment. We expect to see limited downside for one-month HIBOR this year. 

Hence, mortgage rate should be capped at P-1.75% level for most of the year. Another key 

challenge is the inventory overhang. Total potential supply in the coming 3-4 years was 

estimated at 104k as of end-2025. Dividing by the annual unit take-up (20-year average at 

13.4k), it will take approximately 7.8 years to fully digest the supply. 
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Chart 15: Housing market upcycle Chart 16: Buy-rent gap in negative territory 

 

 

Sources: HK Rating and Valuation Department, HKMA, HK Census and Statistics Department, OCBC Group Research.



             

 

 

 

 

 

India 

 Cƻƭƭƻǿ ƻǳǊ ǇƻŘŎŀǎǘǎ ōȅ ǎŜŀǊŎƘƛƴƎ ΨOCBC Research InsightsΩ ƻƴ ¢ŜƭŜƎǊŀƳΗ  48 

 

By Global Markets  |  19 June 2026 

 

India: In the firing line   

¶ The economy is in the firing line in dealing with higher global oil prices, 
ƎƛǾŜƴ ƛǘǎ ǾǳƭƴŜǊŀōƛƭƛǘȅ ŦǊƻƳ Ψǘǿƛƴ ŘŜŦƛŎƛǘǎΩ ƻƴ ǘƘŜ ŎǳǊǊŜƴǘ ŀŎŎƻǳƴǘ ŀƴŘ ŦƛǎŎŀƭ 
balances.  
 

¶ We expect the current account deficit to widen to 2.0% of GDP, headline 
CPI to average 5% and GDP 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.  

 Lavanya Venkateswaran  
Senior ASEAN Economist 
 
 
 
 
 

           

 

Vulnerable to energy shocks  

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

within the ASEAN-с ŀƴŘ LƴŘƛŀ ǊŜƎƛƻƴΦ CǳŜƭ ƛƳǇƻǊǘǎ ŀŎŎƻǳƴǘ ŦƻǊ Ϥнр҈ ƻŦ LƴŘƛŀΩǎ ƛƳǇƻǊǘ ōƛƭƭ 

with retail fuel prices heavily subsidised. This dynamic has exacerbated thŜ Ψǘǿƛƴ ŘŜŦƛŎƛǘΩ 

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 end-May, 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.  

 

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

ƻŦ IƻǊƳǳȊΦ ta aƻŘƛΩǎ ŀǇǇŜŀƭ ǘƻ ǘƘŜ ƴŀǘƛƻƴ ƻƴ мм aŀȅ ŦǳǊǘƘŜǊ ŎŜƳŜƴǘŜŘ ƻŦŦƛŎƛŀƭ ŎƻƴŎŜǊƴǎ 

regards the energy situation. He urged families to reduce purchases of gold, limit fuel 

consumption, skip foreign travel, work-from-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   

aǳŎƘ ƻŦ ǘƘŜ ǇǊŜǎǎǳǊŜǎ ŀƭƭǳŘŜŘ ǘƻ ta aƻŘƛΩǎ ŀǇǇŜŀƭ Ŏŀƴ ōƻƛƭ Řƻǿƴ ǘƻ ŜȄǘŜǊƴŀƭ ōŀƭŀƴŎŜ ŀƴŘ 

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 April to -35.9% YoY and -10%, 

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. This will likely 

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 income (USD41.3bn 

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 have picked up 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 could become more binding. 

The services account surplus will likely remain supported by information technology exports 

while tourist inflows remain lacklustre. For FY26, the current account deficit remained 

unchanged at 0.6% of GDP compared to FY25. We forecast it the deficit will widen to 2.0% 

of GDP in FY27. 
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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 debt and equity 

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 this, the 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 USD12.0bn versus outflows of 

USD0.2bn 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 months1. The net forward and futures position show an outstanding 

of USD95.3bn as of end-April versus USD103.0bn in March. The pressure on the currency, 

however, suggests that RBI will continue to lean against sharper depreciation forces.  

 

 

 

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 costs from banking associated with 

USD deposits, allowing banks to offer higher FNCR-B deposit rates. RBI noted its in its official 

gazette that the 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 Facility was effective on 8 June and will remain open up to 16 October for deposits 

mobilized between 8 June and 30 September. Domestic banks have since announced FNCR-

B rates 3.00-7.10% depending on the tenor and the bank.  

 

The RBI also announced that a facility of a concessional forex swap will be provided till 30 

September 2026 to incentivize ECBs by PSUs. This, along with a facility of concessional forex 

 
1 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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swap to incentivize External Commercial Borrowings (ECBs) by PSUs, could raise significant 

capital inflows2. 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 

άƳǳŎƘ ōŜǘǘŜǊ .ƻtέΦ ¢ƘŜ ƎƻǾŜǊƴƳŜƴǘΣ ŦƻǊ ƛǘǎ ǇŀǊǘΣ ǊŜƳƻǾŜŘ ǊŜǎǘǊƛŎǘƛƻƴǎ ƻƴ ǎƘƻǊǘ ǘŜǊƳ 

investment limits, and tax exemptions for holding government securities.  

 

Measures to attract capital inflows announced on 5 June 

Measure OCBC view 

First, for government securities under the Fully Accessible 
wƻǳǘŜ όC!wύΣ ǿŜ ŀǊŜ ŜȄǇŀƴŘƛƴƎ ǘƘŜ ǳƴƛǾŜǊǎŜ ƻŦ ΨǎǇŜŎƛŦƛŜŘ 
ǎŜŎǳǊƛǘƛŜǎΩ ōȅ ƛƴŎƭǳŘƛƴƎ ŀƭƭ ƴŜǿ ƛǎǎǳŀƴŎŜǎ ƻŦ мр-, 30- and 40-
year tenor G-secs. In addition, limits pertaining to short-term 
investment, concentration and individual securities on FPI 
investment under the General Route are being removed.  

These measures by RBI were complemented by the 
government's measures. The government removed the three 
restrictions, on short-term investment limit, concentration 
limit and the security-wise limit for investments by foreign 
portfolio investors in government securities. The quantitative 
investment limit of 6% of the outstanding stock of the CG 
securities and 2% of the SG securities is maintained. The 
Government will also exempt such investments from income 
tax on any interest or capital gain.  

Second, the limits for investment by NRIs and OCIs in equity 
instruments traded on the stock market without SEBI 
registration are being increased. Further, the same facility is 
being extended to all individual Persons Resident Outside 
India (PROIs) at par with NRIs and OCIs. 

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

Third, a facility of concessional forex swap will be provided till 
30th September 2026 to incentivize ECBs by PSUs. 

This will allow banks to raise foreign currency funds as RBI 
'subsidies' the cost of hedging. Reuters reported on 25 May 
that banks viewed USD50bn could be raised through the 
concessional forex swap and RBI absorbing the hedging costs. 

Fourth, a similar facility for bearing the full hedging cost shall 
be provided till 30th September 2026 to AD banks for raising 
fresh 3ς5-year FCNR (B) deposits. 

The FCNR-B facility was previously in place in 2013. NRI 
deposits from August 2013 until May 2014 were up by 
USD39.6bn, providing a credible backstop to further 
backsliding of INR versus USD in that period.  

Fifth, it is proposed to restore the time for realisation of export 
proceeds to nine months. 

This has been reduced from 15 months and could require 
exporters to adjust near-term cash flows.  

Sixth, the government removed taxes incurred on holding 
government bonds.  

The government has cut the interest income on G-Secs (20% 
to 0%) and capital gains on G-Secs (12.5% LTCG to 0%) to 
attract bond inflows.  
 

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 2-6%. Headline CPI is still below the mid-point but rising modestly to 3.5% 

YoY in April from 3.4% in March. The wholesale price index (WPI) jumped by 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 absorb higher production costs. 

 

 
2 Reuters noted a figure of USD50bn. Indian banks seek hedging cost subsidy from RBI to raise dollar funding, sources say, 25 May 2026, Reuters.  
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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 El Nino risks are key factors that have shifted 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 greater pass-through of higher 

global oil prices onto retail fuel prices. As such, we forecast 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 broadly will trigger a response from RBI.  

 

 

RBI to hike rates  

While sentiment will likely stabilise in the near-ǘŜǊƳ ƎƛǾŜƴ w.LΩǎ ƳŜŀǎǳǊŜǎΣ ǘƘŜ ƎǊƻǿǘƘ-

inflation-ŜȄǘŜǊƴŀƭ ōŀƭŀƴŎŜ ŦǳƴŘŀƳŜƴǘŀƭǎ ǿƛƭƭ ǎǘƛƭƭ ƧǳǎǘƛŦȅ ǇƻƭƛŎȅ ǊŀǘŜ ƘƛƪŜǎΦ ¢ƘŜ w.LΩǎ 

statement was clear that inflation risks are to the upside, with the focus is now on second-

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

ǘƘŜ άuncertainty about the spatial and temporal distribution of the south-west 

monsoon and El Niño conditionsΦέ  

 

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 raise its policy rate by a cumulative 

50bp in FY27, starting in 3Q26 with a subsequent increase in 4Q26 or 1Q27.   

 

Quasi-fiscal 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 daily losses 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 prices. These prices increases have helped narrow the daily 

losses for OMCs to INR600crore per day, but these remain massive, nonetheless. 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 quasi-fiscal 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 have also been strong, 

reaching an all-time 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 East (Indian 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 (4.9% from 4.6%) 

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 from -0.4pp in 4Q25. For FY26, the economy 7.7% 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 while two-wheeler 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 noticeable effect on 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 the ability of the government to 

provide counter-cyclical 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. Imports, however, 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 

ŦǊƻƳ Ψǘǿƛƴ ŘŜŦƛŎƛǘǎΩ ƻƴ ǘƘŜ ŎǳǊǊŜƴǘ ŀŎŎƻǳƴǘ ŀƴŘ ŦƛǎŎŀƭ ōŀƭŀƴŎŜǎΦ ²Ŝ ŜȄǇŜŎǘ ǘƘŜ ŎǳǊǊŜƴǘ 

account deficit to widen to 2.0% of GDP, headline CPI to average 5% and GDP 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 FY29F 

GDP (% YoY) 7.6 7.2 7.1 7.7 6.5 7.4 7.5 

Goods and services exports (% YoY) 14.3 0.1 6.0 4.6 -1.1 10.9 17.6 

Goods and services imports (% YoY) 18.0 -4.3 7.3 6.5 9.1 10.3 15.0 

Current Account Balance (% of GDP) -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 2027. 
This implies slower growth in the coming quarters as perceived domestic 
policy risks rise, external risks remain rife and fiscal support narrows. Bank 
Indonesia hiked its policy rate by 25bp on 18 June, following a 25bp 
intermeeting hike on 9 June and a 50bp hike at its 20 May meeting, 
marking a firm shift toward rupiah defence mode. We now expect a 
cumulative 75bp of rate hikes from BI through to end-2026, taking the 
policy rate to 6.50%. 

 

¶ The room for fiscal policy to support growth is narrowing constrained by 
a binding legal fiscal deficit limit of 3% of GDP, a higher fuel subsidy bill, 
priority programme commitments and a narrow revenue base. External 
pressures are also rife. We expect the current account deficit to widen to 
1.6% of GDP in 2026 from -0.1% in 2025, with the financing of the balance 
of payments remaining a clear focus for investors. Credit rating agencies 
are also on standby following downgrades to the sovereign outlook from 
aƻƻŘȅΩǎ ŀƴŘ CƛǘŎƘ wŀǘƛƴƎǎ ƛƴ ŜŀǊƭȅ нлнсΦ ²Ŝ Řƻ ƴƻǘ ǊǳƭŜ ƻǳǘ ŦǳǊǘƘŜǊ 
deteriorations in the credit ratings outlook/ratings.  

 

¶ Policy shifts are further obfuscating the economic landscape for investors. 
¢ƘŜ ƎƻǾŜǊƴƳŜƴǘΩǎ ŘŜŎƛǎƛƻƴ ǘƻ ŎǊŜŀǘŜ PT Danantara Sumberdaya Indonesia 
to manage selected commodity exports marks a significant shift in 
LƴŘƻƴŜǎƛŀΩǎ ƴŀǘǳǊŀƭ-resource governance framework. Its implementation 
will be key to preserving private-sector incentives and investment 
confidence. 

 Lavanya Venkateswaran  
Senior ASEAN Economist 
 
Ahmad A Enver  
ASEAN Economist 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

       
           

 

Resilient start but hard to replicate for rest of the year  

Real GDP growth accelerated to 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 spending, festive 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 growing 6.0% YoY, broadly 

steady from 6.1% in 4Q25. 
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% YoY 1Q25 2Q25 3Q25 4Q25 1Q26 

GDP 4.9 5.1 5.0 5.4 5.6 

Household 4.9 5.0 4.9 5.1 5.5 
Non-PISH 3.1 7.8 3.8 5.9 6.3 

Government -1.2 -0.3 5.7 4.5 21.8 

Investment (GFCF) 2.1 7.0 5.0 6.1 6.0 

Export of G&S 5.9 10.1 9.1 3.3 0.9 

Imports of G&S 3.6 11.1 0.9 4.0 7.2 
 

Agriculture, F&F 10.5 1.7 4.9 5.1 5.0 

Construction 2.2 5.0 4.2 3.9 5.5 

Manufacturing ind. 4.5 5.7 5.5 5.4 5.0 

Mining & Quarrying -1.2 2.0 -2.0 -1.3 -2.1 

Transport & storage 9.0 8.5 8.6 9.0 8.0 
W&R trade; auto 5.0 5.4 5.5 6.1 6.3 

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 supportive, with 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 food-related demand from public programmes. Wholesale and retail trade 

grew 6.3%, while transportation and warehousing remained robust despite easing to 8.0%. 

Construction improved to 5.5%, helped by infrastructure and programme-related activity. 

By contrast, manufacturing growth eased to 5.0% YoY from 5.4% in 4Q25, while mining 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 year. The fiscal room to 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 commodity export framework will be crucial to the 

ƻǳǘƭƻƻƪ ŦƻǊ ŜȄǇƻǊǘǎΦ /ƻƳƳƻŘƛǘȅ ŜȄǇƻǊǘǎΣ ǿƘƛŎƘ ŎƻƴǎǘƛǘǳǘŜ ǘƘŜ ƭƛƻƴΩǎ ǎƘŀǊŜ ƻŦ ŜȄǇƻǊǘǎ ŀǘ ƻǾŜǊ 

50%, could potentially benefit from higher global prices. However, much depends on the 

new framework under Danantara. Household spending could also be impacted by higher 

policy rates. As such, we expect GDP growth to slow to 4.9% from 2Q26-4Q26.  

 

Commodity export governance enters a new phase 

CƻƭƭƻǿƛƴƎ ǘƘŜ ŎǊŜŀǘƛƻƴ ƻŦ 5ŀƴŀƴǘŀǊŀ ƛƴ CŜōǊǳŀǊȅ нлнрΣ tǊŜǎƛŘŜƴǘ tǊŀōƻǿƻ {ǳōƛŀƴǘƻΩǎ ƭŀǘŜǎǘ 

regulation marks a further shift in the governance of selected natural-resource exports, 

initially covering coal, palm oil and ferroalloys. These commodities accounted for around 
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23.3% of total 2025 exports. Under the new framework, their exports will be overseen by 

PT Danantara Sumber Daya Indonesia, a state-owned enterprise under Danantara.  

 

 

Danantara Sumber Daya Indonesia (PT DSI) - Timeline 

Date Milestone Description 

19 May 2026 
Official 

Registration 
PT DSI is incorporated under PT Danantara 
Investment Management. 

20 May 2026 
Presidential 
Mandate 

President Prabowo mandates a single-gate 
export policy to curb revenue leakage. 

21 May 2026 
Leadership 

Appointment 
Luke Thomas Mahony is appointed as the 
President Director of PT DSI. 

1 June 2026 
Phase 1 
Launch 

Operations begin with mandatory export 
transaction reporting and pricing screening. 

June ς Dec 2026 
Transitional 
Evaluation 

System adjustment period takes place 
alongside transition into full BUMN status. 

1 January 2027 
Phase 2 

Enforcement 
Full single-gate rules begin, making PT DSI 
the sole legal exporter. 

Source: UN Comtrade, Hukumonline, Kompas, Bisnis, CNN Indonesia, Jakarta Globa, Tempo, President Speech (20 May 2026), OCBC Group Research. 

 

The policy objective is to strengthen oversight of strategic commodity exports. President 

Prabowo cited concerns over under-invoicing, transfer pricing and the handling of foreign-

ŜȄŎƘŀƴƎŜ ǇǊƻŎŜŜŘǎΣ ǿƘƛŎƘ ƘŜ ǎŀƛŘ ƘŀŘ ǊŜŘǳŎŜŘ ǘƘŜ ǎǘŀǘŜΩǎ ŀōƛƭƛǘȅ ǘƻ Ŧǳƭƭȅ Ŏŀpture the value 

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 commodity 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 depend on the 

implementing regulation, including the exact commodity coverage, pricing mechanism, 

transfer of proceeds to exporters and treatment of existing contracts. 

 

The broader state role in natural-resource exports could support better governance and 

revenue capture, but its success will ultimately depend on execution. The authorities will 

need to ensure that private-sector participants remain incentivised to trade, invest and 

generate export earnings. Perceived risks of crowding out private-sector 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 from natural 

resources, support reserves and stabilise the rupiah. 

 

The latest adjustment requires all natural-resource exporters to keep their entire export 

revenues in state-owned banks from 1 June 2026. The minimum holding period is three 

months for oil and gas exporters and 12 months for non-oil and gas exporters, while up to 
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50% of these earnings must be converted into rupiah. The government is also expanding 

exemptions for DHE placement at non-SOE banks originating from trading partner countries 

that have trade cooperation agreements or MoUs with Indonesia.   

 

The authorities are tightening the screws on monitoring commodity earnings to provide a 

stronger buffer for domestic FX liquidity. Past 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 

10-Jan-19 01-Aug-23 01-Mar-25 01-Jan-26 01-Jun-26 

Repatriation 
requirements 

Mandated exporters of 
natural-resource 
sectors (mining, 
plantations, forestry, 
and fishery) to 
repatriate forex export 
earnings to Indonesia.  

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

Mandated exporters of 
natural-resources 
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 or 
more.  

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

Natural resources 
exporters are 
mandated to keep 
100% of FX earnings in 
state-owned banks. Up 
to 50% of these 
earnings must be 
converted into IDR.  

Mechanism 

Export proceeds must 
be deposited in the 
Special Account no 
longer than three 
months after the filing 
of relevant customs 
export notification 
(Pemberitahuan 
Pabean Ekspor - PPE) 

Export proceeds must 
be deposited in the 
Special Account no 
longer than three 
months after the filing 
of relevant customs 
export notification 
(Pemberitahuan 
Pabean Ekspor - PPE). 

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 
non-tax state revenue. 

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

The government is also 
expanding the 
exemption for DHE 
placement at non-SOE 
banks originating from 
trading partner 
countries that have 
trade cooperation 
agreements or MoUs 
with Indonesia. 

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

 

Fiscal policies 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 of end-May, the fiscal 

deficit stood at 0.70% of GDP, widening slightly from 0.64% in April but remaining well below 

the full-year 2026 budget target of 2.68% of GDP. The annualised fiscal run-rate stood at 

2.8% of GDP in May, compared to -2.6% in April and -3.7% in March. Government revenue 

rose by 19.1% YoY year-to-May, equivalent to 37.6% of the full-year target, while 

expenditure growth remained elevated at 34.4% YoY year-to-May, at 35.5% of the target.  

 



             

 

 

 

 

 

Indonesia 

 Cƻƭƭƻǿ ƻǳǊ ǇƻŘŎŀǎǘǎ ōȅ ǎŜŀǊŎƘƛƴƎ ΨOCBC Research InsightsΩ ƻƴ ¢ŜƭŜƎǊŀƳΗ  59 

 

By Global Markets  |  19 June 2026 

 

  
 

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 April. But there are some base effects to this and 1Q26 

prints as we have pointed to previously given the implementation of Coretax in 1Q25. 

Meanwhile, non-tax revenue growth remained strong at 56.1%YoY, broadly unchanged 

from 56.2% in April. Historically, non-tax revenues tend to improve alongside higher 

commodity prices. 

 

  
 

The bigger pressure point remains expenditure. Spending growth continued to stay 

elevated, albeit moderating slightly 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 

pressures should remain contained, however, 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 USD100/bbl. 
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2026 Budget 

2027 budget framework 
macro assumption 

GDP Growth (%) 5.4 5.8 ς 6.5 

Inflation (%) 2.5 1.5-3.5 

10yr IndoGB yield (%) 6.9 6.5 ς 7.3 

USDIDR 16,500 16,800 ς 17,500 
Indonesia Crude Price (USD/bbl) 70 70-95 

Oil Lifting (thousand bbl/day) 610 602 ς 615 

Natural gas lifting (MBOEPF) 984 934 ς 977 

 

Revenue (% GDP) - 11.82 ς 11.4% 

Expenditure (% GDP) - 13.62 ς 14.80% 

Budget deficit (% GDP) -2.68 1.80 ς 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 1.8-2.4% of GDP, alongside a relatively ambitious GDP growth 

assumption of 5.8-6.5%, inflation of 1.5-3.5%, USD/IDR at 16,800-17,500, and Indonesia 

Crude Price at USD70-95/bbl.  

 

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

ǳƴŘŜǊǎǘŀƴŘ ǘƘŜ ŀǳǘƘƻǊƛǘƛŜǎΩ ŜǎǘƛƳŀǘŜǎ ŦƻǊ ŜȄǇŜƴŘƛǘǳǊŜǎΣ ǊŜǾŜƴǳŜǎ ŀƴŘ ŎƻƴǘƛƴǳŜŘ ŦƛǎŎŀƭ 

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 growth-supportive, but the trade-off between supporting demand and 

preserving fiscal credibility will become more binding into 2H26.  

 

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

ŦǊƻƳ aƻƻŘȅΩǎ ŀƴŘ CƛǘŎƘ wŀǘƛƴƎǎ ƛƴ ŜŀǊƭȅ нлнсΦ ²Ŝ Řƻ ƴƻǘ ǊǳƭŜ ƻǳǘ ŦǳǊǘƘŜǊ ŘŜǘŜǊƛƻǊŀǘƛƻƴǎ ƛƴ 

the credit ratings outlook/ratings. The main rationale for the outlook change by Fitch Ratings 

ƛǎ ǘƻ ǊŜŦƭŜŎǘ άincreasing policy uncertainty and erosion of Indonesia's policy mix consistency 

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

medium-term fiscal outlook, undermine investor sentiment, and put pressure on external 

buffers.έ CƻǊ aƻƻŘȅΩǎΣ ƛǘ ƴƻǘŜŘ άǊŜŘǳŎŜŘ ǇǊŜŘƛŎǘŀōƛƭƛǘȅ ŀƴŘ ŎƻƘŜǊŜƴŎŜ ƛƴ ǘƘŜ ǇƻƭƛŎȅ ƳŀƪƛƴƎ 

ǇǊƻŎŜǎǎΣ ŀƭƻƴƎǎƛŘŜ ƭŜǎǎ ŜŦŦŜŎǘƛǾŜ ǇƻƭƛŎȅ ŎƻƳƳǳƴƛŎŀǘƛƻƴέΦ ¢Ƙƛǎ Ƙŀǎ άǊŀƛǎŜŘ Ǌƛǎƪǎ ǘƻ LƴŘƻƴŜǎƛŀΩǎ 

policy credibility among investors, as reflected in increased equity and foreign-exchange 

ƳŀǊƪŜǘ ǾƻƭŀǘƛƭƛǘȅέΦ 

 

Watching the external balance 

The trade surplus narrowed sharply to USD0.1bn in April from USD3.3bn in March, with 

oil&gas imports rising 82.5%YoY (albeit from a low base). Export growth was strong at 22% 

YoY versus -3.1% 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 outturn since 4Q19. We believe the current 

account deficit will widen in 2026 to 1.6% of GDP from -0.1% of GDP. BoP financing, as a 

result, will continue to be watched closely. 
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Yields on SRBI instruments have been pushed higher to 7.12% for the 6-month tenor, 7.33% 

for the 9-month tenor, and 7.59% for the 12-month 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 pressures on the IDR have not abated. Gross FX reserves stood at USD144.9bn 

in May, while net FX reserves, excluding short positions, stood at ~USD120.8bn in 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 building. Headline CPI rose 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% YoY from 2.4% in April. We maintain our 

2026 inflation forecast at 3.0%, with the balance of risks skewed to the upside. The outlook 

ƛǎ ǎǳǇǇƻǊǘŜŘ ōȅ ǘƘŜ ƎƻǾŜǊƴƳŜƴǘΩǎ ǊŜƛǘŜǊŀǘŜŘ ŎƻƳƳƛǘƳŜƴǘ ǘƻ ƪŜŜǇƛƴg subsidised retail fuel 

prices unchanged through year-end, which should limit direct pass-through from elevated 

global energy prices to households. 
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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 BI through end-2026, taking the policy rate to 6.50%. 

This will also take the policy rate to the highest since 2015, tightening financial conditions. 

BI 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 volatility stemming from the war in the 

Middle East. It also characterised the hike as a pre-emptive measure to maintain inflation in 

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

 

BI also took additional measures aimed at bolstering capital inflows. These include 

increasing the interest rate structure of SRBI across all 6-, 9-, and 12-month tenors, 

introducing a 10% reduction in the hedging swap rate for foreign investors and reopening 

the repo instrument auction window for 3-, 6-, 9-, and 12-month 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 BI.  The recent policy shifts (see Indonesia: Policy shifts, 21 May 

2026) including the setting up of PT Danantara Sumberdaya Indonesia have led to 

heightened perceived uncertainties. Policy backstops from the government could include 

materially cutting back on flagship expenditures, providing longer timelines and 

constructive discussions on the recently announced export policies.  

 

  
 

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 to investors that are 

perceived to have become more sceptical.  
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Summary of Economic Forecasts 2023 2024 2025 2026F 2027F 2028F 

GDP (% YoY) 5.0 5.0 5.1 5.0 5.0 5.1 

Exports (% YoY) 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 
BI Rate (% eop) 6.00 6.00 4.75 6.50 6.00 5.50 
Source: OCBC Group Research. 
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Macao: Late-cycle normalisation   

¶ The economy is entering a late-cycle normalisation phase characterised 
by uneven, two-speed growth dynamics. On one hand, the gaming-
entertainment hybrid model continued to be a formula of success, 
bringing in a record number of visitors and tourism spending. On the other 
hand, domestic demand continued to lag due to structural headwinds. 
Services exports are expected to remain the primary growth driver, 
although growth in visitor arrivals and gross gaming revenue (GGR) is 
likely to moderate. 2026 real GDP growth is tipped at 4.2%, reflecting a 
balance between continued external strength and domestic softness. 
 

¶ The labour market strengthened entering 2026, with unemployment rate 
at a record low and median employment income of residents reaching a 
new high. We tip the full-year unemployment rate at 1.7% for 2026, but 
caution that growing disparity in labour market will constrain 
consumption growth. Separately, inflationary pressure remained 
contained, despite climbing to a two-year high. We expect to see limited 
pass-through of higher energy cost to various consumer items and pitch 
the full-year inflation at 1.1%. 

 

¶ We hold on to the view that the ongoing property market downtrend is 
likely a structural, multi-year correction, and tip the decline of housing 
prices at 5.5% YoY for 2026. While transaction volumes picked up, this 
appeared to reflect the release of pent-up demand rather than a 
sustained improvement in market conditions. 

 Cindy Keung  
Hong Kong and Macao Economist 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

       
           

 

Late-cycle normalisation 

The economy is entering a late-cycle normalisation phase characterised by uneven, two-

speed growth dynamics. On one hand, the gaming-entertainment hybrid model continued 

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

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 pointed to fragile 

ŘƻƳŜǎǘƛŎ ŦǳƴŘŀƳŜƴǘŀƭǎΦ ¢Ƙƛǎ ǳƴŘŜǊǎŎƻǊŜŘ aŀŎŀǳΩǎ ŎƻƴǘƛƴǳŜŘ ǊŜƭƛŀƴŎŜ ƻƴ ŜȄǘŜǊƴŀƭ ŘŜƳŀƴŘΣ 

with limited spillover effects into the broader domestic economy.  

 

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 tipped at 4.2% YoY, 

reflecting a balance between continued external strength and domestic softness. 
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 Chart 1: Solid pace of growth Chart 2: Domestic credit contracted further 

 
 

Sources: DSEC, DICJ, OCBC Group Research. 
 

Two-speed growth mode 

Real GDP grew by 7.1% in 1Q26 from the low base last year (Chart 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 capital formation 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 strong base. Breaking 

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 21.0% YoY 

respectively. The weakness in investment was broad-based, with both private and public 

investment in construction and equipment contracting (-24.3% YoY and -13.2% YoY 

respectively). 

 

The stronger-than-expected momentum in tourism and gaming sectors so far this year, has 

prompted an upward revision of our full-year 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 demand reflected 

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. Separately, domestic credit to 

private sector contracted further, albeit at a moderated pace. Total loans and advances fell 

by an average 3.9% YoY in 1Q (-4.3% YoY in 2025) (Chart 2). By sector, credit extended to 

the wholesales/ retail and personal loans contracted by 17.4% YoY and 6.1% YoY 

respectively. The loan-to-deposit ratio continued to fall, indicating still weak credit appetite. 
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Visitor arrivals surpassed pre-Covid levels 

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

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

events, pop star concerts etc). Visitor arrivals surged by 13.1% YoY in the first four months 

this year to 14.7 million (Chart 3), surpassing the pre-Covid levels, and on track to meet the 

official forecast at 42 million this year. Moreover, per-capita spending (excluding gaming 

expenses) of tourists visiting Macao rebounded mildly to MOP2,179 in 1Q26 (Chart 4), 

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

single largest source of tourists). This highlighted MacaoΩǎ ƎǊƻǿƛƴƎ ŎƻƳǇŜǘƛǘƛǾŜƴŜǎǎ ŀǎ 

άƭŜƛǎǳǊŜ-and-ƎŀƳƛƴƎέ ǘƻǳǊƛǎƳ ƘǳōΦ /ƻǊǊŜǎǇƻƴŘƛƴƎƭȅΣ ǘƻǳǊƛǎǘǎΩ ƴƻƴ-gaming spending set a 

new quarterly record at MOP 24,430 million in the first quarter this year (Chart 5). Based on 

the ongoing trend, we revised the full-year arrivals growth forecast to 9-12% YoY, from 

earlier estimate of 6-9% YoY. 

Chart 3: Visitor arrivals exceeded pre-Covid levels Chart 4* : Per-capita tourism spending rebounding 

  
 
Chart 5* : Record high non-gaming tourists spending Chart 6: Gaming revenue saw steady growth 

  
Source: DSEC, Macao Tourism Office, OCBC. 
*  Excluding gaming. 
 
Still solid momentum in gaming sector 

Reflecting the solid momentum in the gaming sector, GGR (averaging at MOP21.7bn per 

month) grew by 10.9% YoY in the first five months of the year (Chart 6), led by the sustained 

growth of the VIP segment which rose by a whopping 35.4% YoY in 1Q26. As a result, the 

share of VIP segment climbed to 29.7%, though still within recent ranges (Chart 7). While 
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overall traffic and gaming demand of VIP segment did not return to 2019 levels, their gaps 

are closing. Despite the strong performance so far this year, growth in GGR will likely slow 

in coming months, due to the higher base, external demand uncertainties, and seasonal 

headwinds from the World Cup, which may divert casino foot traffic. We tip the year-on-

year growth of GGR at 8% for 2026, with policy and regulatory developments in Mainland 

China remaining a key source of uncertainty for the sector.   

 
Chart 7: VIP segment led gains Chart 8: Unemployment rate at pre-Covid level 

  

Sources: DSEC, DICJ, OCBC Group Research. 
 
Labour market strengthened somewhat 

The labour market strengthened entering 2026, with unemployment rate at pre-Covid 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% respectively (Chart 8) in the 

three-month ending April 2026. The median employment income of total labour force and 

residents in the labour force rose 5.8% QoQ and 10% QoQ to MOP18,300/month and 

MOP22,000/month respectively in 1Q26 (Chart 9).  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 was generally 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. 

 

Chart 9: Median employment income at record high Chart 10: Notable spike in transport inflation 

  
Sources: DSEC, OCBC Group Research. 
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Mild acceleration in cost-push inflation 

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

2026 (Chart 10)Φ /ƻǎǘǎ ƻŦ άƳƛǎŎŜƭƭŀƴŜƻǳǎ ƎƻƻŘǎ ŀƴŘ ǎŜǊǾƛŎŜǎέ όҌоΦс҈ ¸ƻ¸ύ ŀƴŘ άǘǊŀƴǎǇƻǊǘέ 

(+4.0% YoY) have seen notable spikes during the month, attributable mostly to supply-side 

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 and MOP1.5/litre 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 year, the average 

composite CPI increased by 1.0% YoY, above the average of 0.3% in 2025. Looking ahead, 

we expect to see limited pass-through of higher energy costs to various consumer items and 

pitch the full-year inflation forecast at 1.1%.  

The structural, multi-year 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 mortgage loanȤtoȤvalue 

limits to as high as 80%). In the first four months, the official property price index declined 

cumulatively by 2.7% YoY (Chart 11). Compared to its peak in 2018, the price index was 

down by more than 31%. On the other hand, average rent showed tentative signs of peaking, 

as growth of non-resident workers stagnated (Chart 12). 

 

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 pent-up 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 absorption of both public 

and private residential properties. 

Chart 11: Ongoing correction in the housing prices Chart 12:  Rent may be peaking 

  

Sources: DSEC, AMCM, OCBC Group Research. 
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Malaysia: Resilient but not 
immune  

 

¶ Our 2026 GDP growth forecast remains 4.4%. The balance of risks remains 
skewed to the downside depending on geopolitical developments.  
 

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

¶ While our base case remains for Bank Negara Malaysia (BNM) to keep in 
place the insurance cut from July 2025, we see higher inflation pass 
through during this energy price episode. This leaves room for BNM to 
normalise its policy rate to 3.00% in 2H26 or 2027.   

 Lavanya Venkateswaran  
Senior ASEAN Economist 
 
 
 
 

 
 
 
 
 

 

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 

remains well supported by the electronics and electrical appliances (E&E) sector ς which 

registered growth of 46% YoY in April. The outlook for these exports remains strong, buoyed 

by the global semiconductor upcycle.  

 

The authorities set up the Crisis Management Task Force (PPPK) to navigate the situation in 

the Middle East. The various measures undertaken include raising the monthly cash 

assistance for eligible individual from MYR200 to MYR300 for BudiDiesel, reducing the 

monthly quota for Budi95 from 300 litres to 200 litres and helping the agriculture sector 

along with MSMEs (micro, small and medium enterprises). BNM also introduced a MYR5bn 

SME Stabilisation Relief Facility and targeted financial assistance to help businesses navigate 

disruptions and cash-flow pressures caused by the Middle East conflict. 

 

-100

-50

0

50

100

150

2
0
1
0

2
0
1
1

2
0
1
2

2
0
1
3

2
0
1
4

2
0
1
5

2
0
1
6

2
0
1
7

2
0
1
8

2
0
1
9

2
0
2
0

2
0
2
1

2
0
2
2

2
0
2
3

2
0
2
4

2
0
2
5

MYRbn Net trade: commodities

Petroleum LNG Rubber CPO Fertilizers

Source: CEIC, OCBC GroupResearch 

-40

-20

0

20

40

Apr-23 Apr-24 Apr-25 Apr-26

Drivers of export growth
Machinery, Appliances and Parts
Chemicals
E&E
Optical and Scientific Equipment
Major commodities

Source: CEIC; OCBC Group Research. 
Note: Major commodities include palm oil, rubber, crudepetroleum, LNG. 

%YoY



             

 

 

 

 

 

Malaysia 

 Cƻƭƭƻǿ ƻǳǊ ǇƻŘŎŀǎǘǎ ōȅ ǎŜŀǊŎƘƛƴƎ ΨOCBC Research InsightsΩ ƻƴ ¢ŜƭŜƎǊŀƳΗ  70 

 

By Global Markets  |  19 June 2026 

 

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 energy dependent 

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.  

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 ASEAN-6 region. The subsidy bill, as a result, has 

already risen to MYR7bn (0.3% of GDP) in April from MYR700mn (0.003%) in March. We 

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.  

 

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 subsidy bill. For 

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 this, we estimate 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 and the continued 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 called before February 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 12-18 months including Sarawak, Melaka and Johor.  

 

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

60 days, at the discretion of the Election Commission (EC) of Malaysia. WƻƘƻǊΩǎ ǎǘŀǘŜ ŜƭŜŎǘƛƻƴ 

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

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

particularly in growth-supporting initiativesτremains the central expectation. At a broader 

ƭŜǾŜƭΣ ǘƘŜ ŜƭŜŎǘƛƻƴ ǎŜǊǾŜǎ ŀǎ ŀƴ ŜŀǊƭȅ ƛƴŘƛŎŀǘƻǊ ƻŦ aŀƭŀȅǎƛŀΩǎ ǇƻƭƛǘƛŎŀƭ ǘǊŀƧŜŎǘƻǊȅ ŀǎ ǘƘŜ ŎƻǳƴǘǊȅ 

approaches the next general election amid rising economic and geopolitical uncertainties 

(see Malaysia: Politics in the limelight, 2 June 2026). 

  

Inflation pass-through 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 in recent years 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 index, which 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 limited signs to suggest that inflation expectations can 

become unanchored in the near-term. We will continue to assess the risks of inflation 

becoming pervasive and persistence in the coming months.  

Upcoming state and national elections 

State/National 

Date of previous 
state 
/national 
election 

Last date for state 
assembly/parliament 
dissolution 

60 days after last 
date of  
dissolution 

Johor 12-Mar-22 1-June-26 31-Jul-26 

Melaka 20-Nov-21 27-Dec-26 25-Feb-27 

Sarawak 18-Dec-21 14-Feb-27 15-Apr-27 

Malaysia general 
elections 

19-Nov-22 19-Dec-27 17-Feb-28 

Source: Election Commission of Malaysia; OCBC Group Research.  
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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 normalisation rather than 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 2H26 or 2027.  

 

Financial conditions have so far remained accommodative. The local currency, MYR, was 

amongst the more resilient regional currencies year-to-date buoyed by domestic growth 

prospects. Notwithstanding political noises, our house view remains for the continued 

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 India and Indonesia, 

is more comfortable for Malaysia. We expect the current account to remain in a surplus of 

1.1% of GDP. The export 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 net portfolio inflows of 1.9% of GDP were recorded in 1Q26 along with 

stabilising new FDI inflows of 3.0% of GDP, the errors and 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. 
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Philippines: Heightened 
vulnerabilities 

 

¶ The economy is most susceptible to stagflation risks as indicated by the 
early strains in the 1Q26 GDP growth outturn. As a result, we have sharply 
revised our GDP growth forecast downward to 3.8% YoY in 2026, amid a 
significantly higher inflationary environment. We expect headline CPI to 
average 5.8% YoY in 2026, implying that inflation will remain elevated and 
stay above the 6% handle for the remainder of the year. This reflects an 
oil-driven cost shock that will be pass through to consumer prices. 
 

¶ We expect Bangko Sentral ng Pilipinas (BSP) to step up against rising price 
pressures. We expect a cumulative 75bp of rate hikes over the rest of 
2026, bringing the policy rate to 5.50% by year-end.  
 

¶ The political noise remains high as the Duterte and Marcos feud continues 
to fuel headlines. These risk distracting from growth and price mitigation 
priorities at a time of heightened domestic and external vulnerabilities. 

 Lavanya Venkateswaran  
Senior ASEAN Economist 
 
Jonathan Ng  
ASEAN Economist 

 
 
 
 
 
 
 
 
 

     
           

 

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 re-opening of Straits of Hormuz. The 

ŀǳǘƘƻǊƛǘƛŜǎΩ ǊŜǎǇƻƴǎŜ Ƙŀǎ ǎƻ ŦŀǊ ōŜŜƴ ŦƻŎǳǎŜŘ ƻƴ ŎǳǎƘƛƻƴƛƴƎ ƘƻǳǎŜƘƻƭŘǎΣ ǇǊƻǘŜŎǘƛƴƎ ŦǳŜƭ 

supply and preventing food inflation from worsening. Regarding energy supply security, the 

Department of Energy has activated a PHP20bn emergency fund to bolster fuel availability3. 

Complementing this, Malacañang has directed all government agencies to implement strict 

energy conservation measures, including reduced official travel, expanded use of virtual 

meetings, and a four-day onsite work arrangement4. On the fiscal front, the House of 

Representatives has approved a bill to authorise the President to suspend or reduce the 

excise taxes on petroleum products5. President 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 crisis6. 

 

Food security measures have also moved in tandem. Most notably, the Philippines and 

Vietnam have agreed to establish a rice trade mechanism aimed at ensuring a stable supply 

and price stability through April 2027. Under 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 USD450/mt7. Taken together, these measures can soften the immediate blow to 

 
3 Gov't sets P20-B emergency fund to procure up to 2M barrels of fuel. Philippine News Agency, 26 March 2026. 
4 tŀƭŀŎŜ ǘƻ ƎƻǾΩǘ ŀƎŜƴŎƛŜǎΥ {ǘǊƛŎǘƭȅ ŀŘƻǇǘ ŜƴŜǊƎȅ ŎƻƴǎŜǊǾŀǘƛƻƴ ǇǊƻǘƻŎƻƭǎΦ tƘƛƭƛǇǇƛƴŜ bŜǿǎ !ƎŜƴŎȅΣ с aŀǊŎƘ нлнсΦ 
5 House 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. 
7 PH, 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 terms-of-trade shock 

from sustained higher energy and food prices. 

 

  
 

The early strain from this compound shock was already visible in the 1Q26 GDP growth 

outturn. GDP growth slowed further to 2.8% YoY in 1Q26 from 3.0% in 4Q25, despite a 

higher contribution from domestic final demand at 2.4 percentage points (pp) in 1Q26 

compared to 1.5pp in the previous quarter. While 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 rising food and 

energy prices. Meanwhile, the contraction in investment spending narrowed, reflecting a 

more cautious rollout of infrastructure disbursements amid increased scrutiny of public fund 

usage. In contrast, 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 revise our GDP growth forecast to 3.8% YoY in 2026 from 4.8%, previously. 

This implies slower growth compared to 4.4% in 2025. We do, however, forecast better GDP 

growth momentum of 4.1% YoY in 2Q-4Q26, compared to 2.8% in 1Q26. Household 

consumption spending is, however, projected to remain soft, growing at 3.3% YoY in 2Q-

4Q26, compared to 3.0% in 1Q26. Household consumption is likely to stay subdued due to 

several persistent headwinds, including a cooling labour market τ the unemployment rate 

rose to 5.2% in Jan-Apr 2026, up from 4.0% a year earlier. Additionally, elevated inflation 

continues to erode real household incomes, limiting purchasing power and constraining 

discretionary spending. This is also reflected in subdued consumer confidence.  
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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 in 2Q-4Q26, up from 4.8% in 1Q26. Indeed, the 

authorities have signalled their intent to regain growth momentum by accelerating 

expenditure8, with social services being a key channel of this fiscal support composition. The 

Department of Social Welfare and Development (DSWD) is set to implement stronger 

welfare initiatives and new programs aimed at supporting vulnerable families and improving 

ƻǾŜǊŀƭƭ ǎƻŎƛŀƭ ǎŜǊǾƛŎŜǎΦ ¢ƘŜ ŘŜǇŀǊǘƳŜƴǘΩǎ ōǳŘƎŜǘ Ƙŀǎ ōŜŜƴ ǊŀƛǎŜŘ ōȅ ннΦр҈ YoY to 

PHP264.5bn this year, to bolster social welfare, development, and disaster response 

efforts9. 

 

That said, the fiscal support will be targeted rather than broad-based to maintain credibility 

of fiscal stance. This is well-suited to mitigate the current supply shock without 

compromising medium-term fiscal sustainability. The Development Budget Coordination 

Committee (DBCC) maintained the medium-term fiscal targets for FY26-30 on 9 December 

2025 meeting, with the fiscal deficit projected to narrow further to 3.1% of GDP in 2030, 

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, Malacañang confirmed this. Citing 

Budget Secretary Kim Robert C. de Leon, Palace Press Officer Clarissa A. Castro revealed that 

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

targets10. 

 

 

 

 

 
8 Philippines downplays stagflation risk, vows to boost spending. The Business Times, 8 May 2026. 
9 5{²5 ǳƴǾŜƛƭǎ ǎǘǊƻƴƎŜǊ ǎƻŎƛŀƭ ǿŜƭŦŀǊŜ ƛƴƛǘƛŀǘƛǾŜǎ ǳƴŘŜǊ ƘƛƎƘŜǊ нлнс ƴŀǘΩƭ ōǳŘƎŜǘΦ tǊŜǎƛŘŜƴǘƛŀƭ /ƻƳƳǳƴƛŎŀǘƛƻƴǎ hŦŦƛŎŜΣ мн Wŀƴǳŀry 2026. 
10 DBCC adjusts fiscal targets, Palace says. BusinessWorld, 1 June 2026. 
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PHP bn 
Actual Projections 

FY25 FY26 FY27 FY28 FY29 FY30 

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 21.5 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   

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 12-month rolling basis, the deficit has narrowed to 5.3% of GDP from 5.6% in 

2025. Revenue growth rose by 10.0% YoY in Jan-Apr 2026 from 0.8% in 2025. The 

acceleration was mainly driven by sharp rebound in non-tax revenues while tax revenue 

slowed to 3.5% in Jan-Apr 2026. Meanwhile, expenditure growth was more moderate, rising 

by 5.1% YoY in Jan-Apr 2026 owing to lower capex. We expect there will be continued 

normalisation of government consumption expenditures, with the priority given to capex.  

 

Investment spending to stabilise 

We expect investment spending to average 3.2% YoY in 2Q-4Q26, compared to -2.7% in 

1Q26. The main challenge lies in the pace of recovery following the normalisation of public 

disbursement. !ŎŎƻǊŘƛƴƎ ǘƻ ǘƘŜ 5ŜǇŀǊǘƳŜƴǘ ƻŦ .ǳŘƎŜǘ ŀƴŘ aŀƴŀƎŜƳŜƴǘΣ άthe 

implementation of various capital outlay projects is seen to pick up this second quarter 

following the release of allotments in the earlier months, particularly in March, thereby 

enabling line agencies to conduct bidding activities and obligate funds. Infrastructure 

departments are, likewise, expected to take advantage of the summer season to expedite 

construction activities. This will hopefully build up spending momentum and help the 

recovery of infrastructure spending towards the second half of the year.11έ 

 

 
11 National Government Disbursement Performance (March 2026). Department of Budget and Management, 30 April 2026. 
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That said, subdued approved FDI inflows suggest that a big turnaround in investment 

spending remains elusive. On a 4-quarter 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 double-digit YoY contraction. Uncertainties in the geopolitical environment, 

higher input costs, and tightening monetary policy will also dampen risk appetite, further 

constraining the growth of business loans and investments. Several governance and fiscal 

ǊŜŦƻǊƳǎ ŀǊŜ ƛƴ ǘƘŜ ǇƛǇŜƭƛƴŜΣ ƛƴŎƭǳŘƛƴƎ ǘƘŜ wƛƎƘǘ ǘƻ LƴŦƻǊƳŀǘƛƻƴ !ŎǘΣ ǘƘŜ LƴŘŜǇŜƴŘŜƴǘ tŜƻǇƭŜΩǎ 

Commission Act, and the Progressive Budgeting for Better and Modernized Governance Act. 

These new priorities seek to improve public-sector management by strengthening 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 

The external 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 of anticipated 

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

/ƻǳǊǘ ǊǳƭƛƴƎ ŀƎŀƛƴǎǘ ǘƘŜ ¦{ ŀŘƳƛƴƛǎǘǊŀǘƛƻƴΩǎ ǘŀǊƛŦŦ ǇƻƭƛŎȅ ǳƴŘŜǊ L99t!Σ ǊŜǇƭŀŎƛƴƎ ƛǘ ǿƛǘƘ ŀ мл҈ 

baseline rate under Section 122. Given the uncertainty that the Trump 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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By contrast, services exports are expected to remain more resilient, supported by the twin 

pillars of IT-Business Process Outsourcing (IT-BPO) and tourism. The IT-BPO sector continues 

to benefit from sustained global demand, with the outlook anticipated to be broadly stable 

and structurally underpinned by resilience. Indeed, the IT and Business Process Association 

of the Philippines (IBPAP) expects industry revenue growth to remain broadly stable at ~5%, 

generating ~USD42bn in revenues by 202612. 

 

Tourist arrivals are stabilising with total tourist arrivals at 83.4% of 2019 levels as of April 

2026, which is higher compared to the same period last year. The rebound in tourist arrivals 

from China (incl. HK SAR) is the dominant driver of this the strong growth. Year-to-April 

2026, Chinese tourist arrivals averaged 30.4% from 2019 levels, up from 19.7% during the 

same period last year. The reintroduction of the e-Visa program for Chinese tourist arrivals 

in November 202513, followed by the 14-day visa-free arrangement in January 202614, 

supported by new direct routes between China and the Philippines (i.e., Chongqing-Manila, 

Quanzhou-Cebu) and additional flights currently in the pipeline15 has eased travel friction 

into the country. However, despite the positive momentum from Chinese tourists, the 

overall recovery in arrivals may be hindered by uneven arrivals across source markets. Long-

haul arrivals from key markets such as the US and Europe could be negatively affected by 

the surge in airfares, stemming from elevated fuel costs and increased flight times due to 

flight restriction over key airspaces.  

 

We forecast that the current account deficit will widen to 4.0% of GDP in 2026 from 3.3% in 

нлнрΣ ƛƴ ƭƛƴŜ ǿƛǘƘ .{tΩǎ ŦƻǊŜŎŀǎǘ16. The risk is that the current account deficit would 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 account deficit. 

 

 
12 PH IT-BPM industry cautiously optimistic for 2026. GMA News Online, 28 January 2026. 
13 PH eVisa processing resumes in China. Philippine News Agency, 1 November 2025. 
14 PH grants 14-day visa-free entry to Chinese tourists. Philippine News Agency, 15 January 2026. 
15 PH sends biggest tourism mission to China since pandemic. Philippine News Agency, 13 May 2026. 
16 PH's BOP seen under pressure until 2027 ς BSP. 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% YoY in Jan-May 

нлнс ŎƻƳǇŀǊŜŘ ǘƻ мΦт҈ ƛƴ нлнрΣ ōǊŜŜŎƘƛƴƎ ǘƘŜ ǳǇǇŜǊ ŜƴŘ ƻŦ ǘƘŜ .{tΩǎ н-4% target range. 

Similarly, core inflation (Jan-May 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, implying that inflation will remain 

elevated and stay above the 6% handle for the remainder of the year. This reflects an oil-

driven cost shock that will be passed through to consumer prices. The transmission channels 

are now visible τ utility prices have risen in tandem with the spike in global energy costs. 

Transport fare adjustments were expected to work their way through the system as 

operators pass through fuel cost increases, but these were suspended by President 

Ferdinand Marcos Jr., who introduced measures to help commuters, operators, and drivers 

cope with high oil prices17. Energy costs will remain the dominant driver to the inflation 

profile through 2H26, continuing to exert upward pressure on prices. 

 

  
 

Food prices 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 El Nino conditions further clouds the supply picture, adding another 

layer of cost-push 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 at 60.590 per dollar as of the close on 18 June 2026, 

ƳŀƪƛƴƎ ƛǘ ƻƴŜ ƻŦ ǘƘŜ ǊŜƎƛƻƴΩǎ ǳƴŘŜǊǇŜǊŦƻǊƳŜǊǎΦ DƛǾŜƴ ǘƘŀǘ ǘƘŜ tƘƛƭƛǇǇƛƴŜǎ ƛǎ ŀ ƴŜǘ ƛƳǇƻǊǘŜǊ 

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 delivered its second 25bp hike this year at its 18 June meeting, taking cumulative rate 

hikes to 50bp year-to-date. At the meeting, BSP indicated that it remained vigilant about 

inflation risks. BSPΩǎ ƭŀǘŜǎǘ headline CPI forecast, projects higher headline CPI at 6.4% and 

4.5% for 2026 and 2027, respectively, from the previous forecasts of 6.3% and 4.3% at its 

April meeting. We now anticipate a further cumulative 75bp of rate hikes over 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% by year-end. The balance 

of risks is skewed towards more, rather than fewer hikes, given that BSP will not risk allowing 

inflation expectations to become de-anchored.  

 

Summary of Economic Forecasts 2023 2024 2025 2026F 2027F 2028F 

GDP (% YoY) 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, CEIC, Bloomberg, OCBC Group Research. 
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Singapore: Will 2026 be a replay 
of 2025? 

 

¶ 1Q26 GDP growth surprised on the upside due to the AI-related 
momentum that benefitted manufacturing and trade activities. The larger 
than expected upward revision to 6.0% YoY (1.0% QoQ SA) marked the 
fastest quarterly YoY growth since 3Q24 (7.0% YoY). 
 

¶ MTI kept the official full-year 2026 GDP growth forecast unchanged at 2-
4% YoY in May, after indicating a review was underway after the outbreak 
of the US-Iran war. This suggests renewed confidence that with a strong 
start to the year, even if accompanied by a moderation in growth 
momentum in 2H25, the downside risk to undershoot the 2% floor of the 
forecast range is limited. We concur that 2026 growth is likely to come in 
the upper end of the official 2-4% YoY forecast range ς our forecast is 3.5% 
given the 1Q26 outperformance and the robust leading economic 
indicators for 2Q26.  
 

¶ MAS tightening monetary policy in April 2026 by steepening the S$NEER 
slope and upgraded its 2026 headline and core inflation forecast range to 
1.5-2.5% from 1-2% previously. With the Iran war, global energy and 
related costs have already risen and the pass-through to a wide range of 
imported goods and services are likely to sustain in the months ahead. 
That said, the hurdle for a further policy tightening is dependent on 
further upside surprises for core inflation. Meanwhile, fiscal policy is likely 
to remain supportive, with ~SGD1bn support package introduced on 7 
April 2026 as an emergency intervention to cushion households, workers 
and businesses against rising energy and logistic costs due to the Iran war 
and closure of the Strait of Hormuz. The Economic Strategy Review (ESR) 
final recommendations were released on 13 May 2026 focused on 
{ƛƴƎŀǇƻǊŜΩǎ ƭƻƴƎ-ǘŜǊƳ ŜŎƻƴƻƳƛŎ ǎǘǊŀǘŜƎȅΣ ǳǊƎƛƴƎ άōƻƭŘΣ Ǌƛǎƪȅ ōŜǘǎέΦ   

 Selena Ling  
Chief Economist & Head, OCBC Group 
Research 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

       
           

 

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

SingaporeΩǎ ŜŎƻƴƻƳȅ entered 2026 carrying enormous cyclical momentum from 2025 when 

it expanded 4.8% YoY, which 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% YoY ς this pace exceeded the 5.7% expansion seen in 4Q25. On a 

sequential basis the economy expanded 1.0% QoQ SA, which reversed the initial estimate 

of a 0.3%QoQ SA contraction, albeit a moderation from the 1.3% QoQ SA clip seen in 4Q25. 

 

The game-changer since the start of 2026 was the abrupt deterioration of the external risk 

environment ς the US-Iran war saw a rapid escalation of geopolitical risk as the Strait of 

Hormuz effectively shut down, putting nearly a fifth of the global oil trade at 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 AI capex-

led growth thesis was quickly overshadowed by the rising spectre of stagflation.  MTI 
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explicitly noted that "downside risks to Singapore's economic outlook have risen 

significantly" as a result, even as it maintained the 2026 GDP forecast at 2.0ς4.0% thanks to 

the 1Q26 outperformance. 

 

  
 

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 April-May economic indicators such as industrial production, non-

oil domestic exports (NODX) and Purchasing Managers Indices (PMIs) still coming in red-hot 

at this juncture. We are now looking at 3.5% for full-year 2026 growth even with an 

anticipated 2H26 moderation, partly due to high base effects for manufacturing in 2H25. 

 

That said, there is still upside risk to inflation, given that the Middle-East driven energy 

passthrough is still being under-priced due to some lag effects. For instance, the household 

utility costs are likely to see a sharper acceleration from July 2026 onwards, 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 sign-on bonuses for new Singaporean and 

permanent resident bus drivers will be raised by $2000 from 1 January 2027 and existing 

bus captains will see a one-time salary adjustment as well. Still, 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 million barrels 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 the near term. 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 and seafood from 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 buffers ς this includes diversifying 

imports to 180+ global source regions accredited to bypass bottlenecks, targeting local 

production of 20% fibre and 30% protein by 2035 to cushion raw shortage, and strategic 

government-backed stockpile buffers for essential staples (albeit specific capacities are 

confidential for national security purposes). SFA permits also allow for operational farming 

flexibility for existing domestic farms to swiftly alter their production mix to match shifting 

market gaps. This holistic medium-term planning strategy will benefit food security and help 

enhance another pillar of economic resilience.    

 

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 

ǘƛƎƘǘ ŘƻƳŜǎǘƛŎ ƭŀōƻǳǊ ƳŀǊƪŜǘ ŀƴŘ ŜƳǇƭƻȅŜǊǎΩ ǿƛƭƭƛƴƎƴŜǎǎ ǘƻ Ǉŀȅ ŀ ǎƪƛƭƭ ǇǊŜƳƛǳƳ ŦƻǊ selected 

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, AI and life sciences, whereas traditional sectors like energy and non-AI related 

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

Notably, businesses are prioritizing talent retention and AI-enabled productivity gains. In 

fact, employee retention was cited as the most common reason for raising wages. That said, 

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

2025. 

 

  
 

In real terms after factoring in inflation (MAS headline and core inflation forecast currently 

stand at 1.5-2.5%), 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 Council (NWC) had also 

recommended that lower-wage workers receive 5.5-7.5% (or a minimum of $105-$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 growth is expected 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 outlook, productivity 

improvements, workforce upgrading as well as wage-setting 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 expansion, respectively and were 

supported by improvements in new orders, new exports, factory output, input purchases 

and employment gauges. 

 

  
 

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 margins and operational 

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 been expanding for the 7th 

consecutive month, suggesting that the AI-related momentum continues to sustain. 

 

The outperformance of the electronics PMI was again likely attributable to the AI-related 

boom, but faced similar challenges with the supplier deliveries and input prices as a result 

of persistent supply chain disruptions and extended lead times. Notably, the finished goods 

index has reverted to contractions, which imply that inventory drawn down is underway 
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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 new orders, 

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 companies are warning of an AI-

fuelled memory crunch. At this juncture, the May PMIs for South Korea and Taiwan 

continued to ride on the AI-related 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 material 

overheads and wage inflation that are squeezing corporate profit margins. There was 

reportedly a sharp drop in the deployment of temporary and part-time staff as well as an 

uptick in full-time voluntary leavers exiting companies due to likely poaching by 

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 strain has contributed to the 

ŀƎƎǊŜƎŀǘŜ ōǳǎƛƴŜǎǎ ŎƻƴŦƛŘŜƴŎŜ ƭŜǾŜƭ ǊŜǘǊŜŀǘƛƴƎ ŦǊƻƳ !ǇǊƛƭΩǎ ƘƛǎǘƻǊƛŎ ǇŜŀƪΦ 

 

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

Office of the US Trade Representative (USTR) has proposed double-digit tariffs on 60 

ŎƻǳƴǘǊƛŜǎ ŎƛǘƛƴƎ άŦƻǊŎŜŘ ƭŀōƻǳǊέ ƻƴ н WǳƴŜΣ ǳǎƛƴƎ {ŜŎǘƛƻƴ олм ƻŦ ǘƘŜ ¢ǊŀŘŜ !Ŏǘ ƻŦ мфтп ŀǎ ǘƘŜ 

legal basis. This comprised of 10% tariffs on imports from Canada, EU, UK, Indonesia, 

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

Taiwan, whilst the remaining 45 countries which includes Singapore, China 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 AI/Electronics Supercycle 

The AI-related 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 performance. The 

sector expanded 7.9% YoY in 1Q26, extending the 11.4% surge of 4Q25, driven by 

electronics, precision engineering, transport engineering and general manufacturing τ 

even as biomedical and chemicals contracted. 
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We see NODX remaining a "dominant growth engine" in the near term. Electronics exports 

have far outperformed overall NODX growth for the year-to-date. 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 sustainability of the global AI capex 

narrative. For now, we still see some upside risk to its 2026 NODX forecast. Singapore has 

benefited from Southeast Asia's AI infrastructure funding, and domestic AI hub ambitions 

suggest that the global AI capex theme goes beyond a cyclical tailwind into a durable 

physical-asset story with datacentre build-out, advanced packaging and the precision 

engineering supply chain anchored to it. The three key NODX markets ς US, China and 

Malaysia, continue to see resilient NODX growth momentum notwithstanding the evolving 

US tariff story. Even with the recent correction in the global AI equity market players, the 

committed investment capex may not mean the rug is immediately pulled out from beneath 

the feet.   

 

  
 

Besides, the growth pillars are more broad-based than electronics or manufacturing. The 

construction & some services sectors 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 counter-cyclical pillar is 

critical because it cushions the economy as trade-related modern services moderate. 

 

The services sector is more bifurcated. The services sector posted 4.7% YoY growth in 1Q26, 

but the dispersion within is widening wholesale trade and financial services (lending, capital 

markets activity) remained firm, but consumer-facing services such as retail and food & 

beverage (F&B) are softer, with MTI warning of weaker consumer sentiment as locals 

shifting spend overseas. While some domestic-oriented services sector have felt some chills 

from the geopolitical uncertainties exerting a dampening effect on 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-high-net-worth (UHNW), seek to diversify to 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% MoM NSA, but this is largely 

a lag artefact. MAS-MTI 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 range of Singapore's imported goods and 

services". 

 

  
 

Already, transport CPI rose to 7.0% YoY in April (from 6.0% in March), and private transport 

inflation hit a 30-month high of 6.6% YoY in March (vs 2.4% in February) on petrol 

passthrough MAS in April raised both headline and core CPI forecasts to 1.5ς2.5% from 1.0ς

2.0%. This inflation re-rating translated directly into policy action as MAS tightened 

monetary policy in mid-April by steepening the S$NEER 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 import-cost pressure. A 

partial offset comes from softer services unit labour costs as labour demand cools, and from 

more cautious domestic consumer spending under elevated uncertainty. 

 

While the official narrative emphasises the direct energy passthrough, our concern is that 

second-round effects through food and intermediate goods may have a longer lag, albeit 

the  mitigating policy offsets are faster and more generous fiscal stimulus such 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 Singaporean households manage rising living costs 

amid lingering global supply chain disruptions and geopolitical volatility.  

 

Monetary Policy: A mid-cycle S$NEER tightening in response to an imported cost shock 

At the January 2026 MPS, MAS had held the prevailing S$NEER appreciation slope as core 

CPI was projected to "normalise" at 1.0ς2.0%. By April 2026 MPS (post-Iran conflict), MAS 

had pivoted to a policy tightening by increasing the rate of appreciation of the S$NEER band 

with no change to width or mid-point, and also hiked inflation forecasts to 1.5ς2.5%. This 

was MAS' first tightening in roughly three years. The S$NEER mechanism is doing the heavy 

lifting to combat imported goods and energy costs. The S$ NEER continues to sustain in the 

upper half of the appreciating band. 

 

 
 

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 data-dependent on (a) energy passthrough 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 2026 τ implying that the policy 

stance can re-tighten without triggering a hard landing because the starting point is positive. 

 

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

.ǳŘƎŜǘ нлнсΣ ǘƛǘƭŜŘ ά{ŜŎǳǊƛƴƎ hǳǊ CǳǘǳǊŜ ¢ƻƎŜǘƘŜǊ ƛƴ ŀ /ƘŀƴƎŜŘ ²ƻǊƭŘϦΣ ǿŀǎ ŘŜƭƛǾŜǊŜŘ ōȅ 

PM Lawrence Wong on 12 February 2026. This was framed around "a more fractured, 

contested and dangerous" global environment and focused on cyclical cost-of-living support 

Ǉƭǳǎ ǊŜƛƴŦƻǊŎƛƴƎ {ƛƴƎŀǇƻǊŜΩǎ ǎǘǊǳŎǘǳǊŀƭ ŎƻƳǇŜǘƛǘƛǾŜƴŜǎǎ. 

 

Notwithstanding the tentative ceasefire, the Middle East conflict continues to pose 

downside risks to the near-term outlook, with the overall impact hinging on the length and 

intensity of the war. In response, cyclical/cost-of-living measures was pulled forward in 

response to the Middle East shock. The government unveiled a substantial new support 

package valued at close to SGD1bn to cushion the impact on households and businesses. 

This comprised of: 

¶ SGD500 CDC vouchers brought forward to June 2026 (originally January 2027) τ a 

direct response to the Strait of Hormuzςdriven oil shock; 

¶ SGD400ς600 Cost-of-Living Special Payment in September 2026 (enhanced from 

SGD200ς400); 

¶ SGD200 cash relief for platform workers, private hire drivers and taxi drivers from 

April 2026 τ explicitly targeting fuel-cost-exposed workers; 

¶ Up to SGD570 U-Save rebate to HDB households (~1.5× regular support), partly to 

offset the simultaneous carbon tax increase to SGD45/tonne. 

 

Complementing these demand-side measures, the government also introduced enhanced 

ǎǳǇǇƻǊǘ ǘƻ ǎǘǊŜƴƎǘƘŜƴ ŦƛǊƳǎΩ ŎŀǇŀŎƛǘȅ ǘƻ ƻǇŜǊŀǘŜ ƛƴ ǘƘŜ ŎƘŀƭƭŜƴƎƛƴƎ ŜƴǾƛǊƻƴƳŜƴǘΦ ¢ƘŜ ƳƻǊŜ 

structural / competitiveness-related measures comprised of: 

¶ Corporate Income Tax rebate raised to 50% for YA 2026 (min SGD2,000, cap 

SGD40,000); 

¶ 400% tax deductions on up to SGD 50,000 of qualifying AI expenditures for YA 2027 

and 2028 τ directly subsidising adoption that aligns with Singapore's AI 

infrastructure dominance positioning; 

¶ Enhanced Market Readiness Assistance (MRA) grant τ support level to 70% of 

eligible costs, SGD100,000 cap, removal of "new to target market" criterion in 2H26; 

¶ Implementation of OECD Pillar Two (15% global minimum tax) τ definitively 

confirmed; 

¶ Higher CPF contribution rates for senior workers (35.5% for ages 55ς60; 26% for 

ages 60ς65) from January 2027, with a one-year transition offset for employers; 

¶ Tobacco duties raised 20% with effect from 12 February 2026. 

 

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

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

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

Singapore's investment-promotion toolkit, preserving the country's effective 

competitiveness for high-value MNCs.  
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The mixed sectoral 2H26 outlook  

Manufacturing remains relatively resilient, driven by the AI boom, particularly electronics 

and semiconductors. However, services sentiment has turned weaker, with a net 4% of firms 

expecting a less favourable AprςSep 2026 outlook, led by pessimism in F&B, transport & 

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 risks τ reflected in higher 

business cessations compared to a year ago. In particular, the construction sector is under 

strain from higher material, labour, energy and freight costs (with subcontractors 

particularly exposed under fixed-price contracts), while F&B, retail, transport, and 

petroleum-related industries face similar cost and demand pressures.  

 

Looking ahead, the industries that are more resilient will be those tied to the AI boom, 

namely the electronics and precision engineering (both machinery & systems as well as 

precision modules & components). 
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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 East-driven volatility, while having limited exposure to Middle East. 

 

Consumer-facing services such as retail and F&B are most exposed to confidence shocks. 

That said, the CDC voucher pull-forward to June 2026 and the enhanced Cost-of-Living (COL) 

Special Payment are explicitly designed to cushion this segment. 

 

For the property sector, the construction tailwind continues from the public pipeline of key 

infrastructure projects while the private residential segment remains supported by new 

launches.  

 

The known unknown: geopolitical shaping & structural shifts  

The USςIsraelςIran 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 energy. The longer the Iran 

conflict and closure of Strait of Hormuz continue, the elevated oil price will feed 

directly into electricity, gas, transport, and intermediate goods over a 2ς6 months 

lag. 

2. Shipping disruption: Strait of Hormuz blockade affects not just oil but fertiliser, 

aluminium, and palm oil logistics τ 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 2H26 item to watch, particularly for pharmaceuticals 

and semiconductors. Singapore's bilateral US relationship has provided partial insulation, 

but sector-specific tariffs in pharmaceuticals and/or semiconductors, or fresh additional 

tariffs could meaningfully reduce 2H26 NODX run-rate. 

 

That said, {ƛƴƎŀǇƻǊŜΩǎ !L Ƙǳō ŀƳōƛǘƛƻƴ ƛǎ ǘŀƪƛƴƎ ŦƭƛƎƘǘΦ /ŀǇƛǘŀƭ ƛǎ ŎƻƴŎŜƴǘǊŀǘƛƴƎ ƛƴ {ƛƴƎŀǇƻǊŜΣ 

particularly for the capture rate of regional AI infrastructure funding. This is a durable, multi-

year structural advantage rather than a cyclical one and should provide a significant tailwind 

for the Singapore economy beyond the immediate future. 

 

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

Our base case assumes the US-Iran peace settlement will gradually progress and global 

crude oil prices will stabilise over time into a USD80ς90 range by year-end. In this scenario, 

SingaporeΩǎ нлнс D5t ƎǊƻǿǘƘ ǿƛƭƭ ƭƛƪŜƭȅ land in the upper half of MTI's 2ς4% range, headline 

and core CPI averages ~2.2% and 2.0% respectively, MAS may deliver one additional 

monetary policy tightening (likely through a steepening of the S$NEER slope) in July or 

October 2026. At the sectoral level, the financial sector and electronics/AI infrastructure 

clusters continue to dominate. 
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The downside scenario assumes a sustained Strait of Hormuz disruption, prompting Brent 

prices to potentially exceed US$110 handle, while fresh US tariffs (including potential 

sectoral tariffs) loom and possibly re-exert. Another trigger could be global AI-related 

market volatility when its capex sustainability is called into question. Consequently, 

{ƛƴƎŀǇƻǊŜΩǎ нлнс GDP growth may slip to the lower end (~2.0ς2.5%), while inflation moves 

to 2.5ς3.0%. Therefore, MAS may need to embark on a more aggressive S$NEER slope move, 

or even a double-barrel move including a band widening in the event of elevated market 

volatility. Consumer services and SMEs may require expanded fiscal cushioning under such 

a scenario. 

 

Conversely, the upside scenario where there is rapid de-escalation of geopolitical 

uncertainties (for example a peace deal for US-Iran or even Russia-Ukraine) which would 

quickly lift animal spirits, coupled with an AI capex re-acceleration, or even a US-China tariff 

truceΦ ¦ƴŘŜǊ ǘƘŜǎŜ ŀǳǎǇƛŎŜǎΣ {ƛƴƎŀǇƻǊŜΩǎ нлнс GDP growth could potentially exceed 4% YoY. 

Should MAS hold monetary policy static in October 2026, the SGD is likely to still strengthen 

further, and SG equities could re-rate. 

 

While it is still premature to say with high conviction whether the downside or upside risk 

scenarios would play out, the single 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 away in 2H26, but Singapore's combination of strong fiscal reserves, an unparalleled 

regional AI positioning, and a credible MAS reaction function makes it one of the better-

positioned economies in Asia to navigate it. 
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South Korea: Resilient amid 
growing headwinds 

 

¶ The economy started the year on a stronger footing. Nonetheless, 
headwinds are growing. Our growth profile indicates a moderation in the 
quarters ahead. This deceleration reflects our conservative stance on the 
adverse impact of elevated energy costs on domestic demand. For 2026, 
we maintain our GDP growth forecast at 2.2% YoY, up from 1.1% in 2025. 
We recognise that the risk to our growth forecast is skewed to the upside, 
as the semiconductor-led exports are proving more resilient than 
anticipated. The outlook for the manufacturing and export sectors 
remains broadly positive, underpinned by solid global demand for AI-
related products. This is expected to keep overall export growth on a 
positive trajectory.  
 

¶ LƴŦƭŀǘƛƻƴ Ƙŀǎ ŘŜŎƛǎƛǾŜƭȅ ōǊƻƪŜƴ ŀōƻǾŜ ǘƘŜ .ŀƴƪ ƻŦ YƻǊŜŀΩǎ ό.ƻYύ н҈ ǘŀǊƎŜǘΣ 
with some signs that that inflationary pressures are broadening. However, 
ǘƘŜ Ǌƛǎƪ ƭƛŜǎ ƛƴ ǘƘŜ ǊŜƳƻǾŀƭ ƻŦ ƎƻǾŜǊƴƳŜƴǘΩǎ ŦǳŜƭ ƳŜŀǎǳǊŜǎΣ ŀǎ ǇǊƻƭƻƴƎŜŘ 
curbs to contain elevated oil prices increasingly strain public finances. 
Consequently, this could heighten the risk of a more pronounced 
acceleration in headline CPI, with potential spillover effects into core 
inflation. 
 

¶ We expect BoK to prioritise inflationary pressures. 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 year-end. Beyond this, we expect the BoK to enter a 
period of an extended hold as it assesses the durability of the inflation 
trajectory. 

 Jonathan Ng  
ASEAN Economist 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
       
           

 
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 4Q25. On a sequential 

basis, GDP growth expanded by 1.8% QoQ SA in 1Q26, up from a -0.1% in the previous 

quarter. The details show that economic growth was driven by improvements in private 

consumption, investments, and exports. Meanwhile, growth in government spending eased 

to 3.1% YoY. On the supply side, key sectors such as agriculture, forestry & fishing (3.5% 

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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Looking ahead, we maintain our GDP growth forecast and expect the economy to expand 

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

ǘƘŜ .ƻYΩǎ ǳǇŘŀǘŜŘ ƎǊƻǿǘƘ ŦƻǊŜŎŀǎǘ ƻŦ нΦс҈ ¸ƻ¸18. Our growth profile indicates a moderation 

in the quarters ahead, with growth averaging 1.8% YoY from 2Q-4Q26, compared to 3.8% in 

1Q26. This deceleration reflects our 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 semiconductor-led exports are proving more resilient 

than anticipated. 

 

Tailwinds in AI-related demand remain intact 

The outlook for the manufacturing and export sectors remains broadly positive, 

underpinned by solid global demand for AI-related products. Total goods exports surged by 

43.4% YoY in Jan-May 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. Exports of automobile and petroleum 

products followed, contributing 7.4% and 6.1 of total shipments, respectively. 

 

  
 

 
18 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 Trade Statistics (WSTS) 

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

нсΦо҈ ƛƴ ƛǘǎ ǇǊƛƻǊ ŦƻǊŜŎŀǎǘΣ ŦƻǊ ǿƘƛŎƘ ǘƘƛǎ ƛǎ άƻǾŜǊǿƘŜƭƳƛƴƎƭȅ ŘǊƛǾŜƴ ōȅ ǘƘŜ aŜƳƻǊȅ 

ǎŜƎƳŜƴǘέΦ !ŘŘƛǘƛƻƴŀƭƭȅΣ ²{¢{ ƴƻǘŜŘ ǘƘŀǘΣ άŎƻƴǘƛƴǳŜŘ ǎǘǊƻƴƎ ŘŜƳŀƴŘ for AI infrastructure, 

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 percent in 2026.19έ [ƛƪŜǿƛǎŜΣ ƳŀǊƪŜǘ ǊŜǎŜŀǊŎƘ ŦƛǊƳ ¢ǊŜƴŘCƻǊŎŜ ƭƛŦǘŜŘ 

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 

¢ǊŜƴŘCƻǊŎŜΣ άǘƘŜ ǎƘƛŦǘ ƛƴ !L ŘŜǾŜlopment from large-scale model training toward inference-

ŎŜƴǘǊƛŎ !ƎŜƴǘƛŎ !L ŀǇǇƭƛŎŀǘƛƻƴǎ ƛǎ ŘǊƛǾƛƴƎ ŀ ǎǘǊǳŎǘǳǊŀƭ ŜȄǇŀƴǎƛƻƴ ƛƴ ƳŜƳƻǊȅ ŘŜƳŀƴŘΦέ ¢ƘŜȅ 

anticipate the resulting supply deficit to persist in the short-term, leading to further price 

increases20. 

 

  
 
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 surplus at 

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 

Jan-Apr 2026, a sharp increase from USD24.0bn during the same period last year. 

 

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 early-year impulse fades. To that 

end, our assessment is that investment spending should remain soft in the coming quarters, 

expanding by 1.1% YoY in 2Q-4Q26, 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 2026. 
20 Agentic AI Drives Structural Expansion in Memory Demand, Global Memory Market Projected to Reach US$1.28 Trillion by 2027, Says TrendForce. 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 to -7.6% in 4Q25. This marks eight 

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 permits and the average 

gross floor area issued declined by 6% and 10.5% respectively, in 202521. However, the 

sluggishness in construction investment may be partially offset by increased AI-related 

ƛƴǾŜǎǘƳŜƴǘǎ ƛƴǘƻ ǎŜƳƛŎƻƴŘǳŎǘƻǊ ŀƴŘ Řŀǘŀ ŎŜƴǘǊŜǎ ǇǊƻƧŜŎǘǎΣ ŀƭƻƴƎ ǿƛǘƘ ǘƘŜ ƎƻǾŜǊƴƳŜƴǘΩǎ 

expansion of social overhead capital (SOC). 

 

In contrast, growth in facilities investment is expected to remain robust. This is driven by 

the IT manufacturing sector, particularly in AI semiconductor-related facilities. Additionally, 

government support for advanced industries provides another significant 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 equipment. This year, the government has allocated KRW100bn 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 covering 30-50% of 

new domestic facility investments22. Likewise, growth in investment in intellectual property 

ǇǊƻŘǳŎǘǎ ƛǎ ŀƴǘƛŎƛǇŀǘŜŘ ǘƻ ǊŜƳŀƛƴ ǎƻƭƛŘΣ ƛƴ ǇŀǊǘ ŘǊƛǾŜƴ ōȅ ǘƘŜ ƎƻǾŜǊƴƳŜƴǘΩǎ ƛƴŎǊŜŀǎŜŘ ǎǳǇǇƻǊǘ 

to R&D23 

 

  
 
On the domestic demand side, private consumption, which accounts for almost half of the 

economy, is projected to ease to 1.6% in 2Q-4Q26, 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 Healthcare, Renewable Energy, and 
Manufacturing Projects - Forecast to 2030. Research and Markets, 7 April 2026. 
22 Gov'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 

ŜȄǇŜŎǘŜŘ ǘƻ ǊŜƳŀƛƴ ǊƻōǳǎǘΣ ŘǊƛǾŜƴ ōȅ ǘƘŜ ŘƛǎōǳǊǎŜƳŜƴǘ ƻŦ ǘƘŜ ƎƻǾŜǊƴƳŜƴǘΩǎ ǎǳǇǇƭementary 

budget of KRW26.2trn at end-April to mitigate the energy shock on the domestic economy. 

The package includes cash assistance which seeks to handout payments between 

KRW100,000-600,000 per person for those in the bottom 70% of income earners, as well as 

spending to maintain fuel price caps24. 

 

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 ripple effects into the real 

economy. 

 

  
 
Price pressures remained largely stable at the start of the year, with headline CPI averaging 

2.0% YoY in Jan-Feb 2026, compared to 2.1% in 2025. However, the war in the Middle East 

has sharply altered inflation dynamics: headline inflation averaged 2.4% YoY in Jan-May 

2026. The decisive break from the previously contained inflation regime was driven by an 

energy shock. Rising oil prices, fuelled by supply disruptions and heightened geopolitical 

risks have pushed up transportation costs. The average price of gasoline, kerosene, and 

diesel rose by 22.9% YoY, 24.5% YoY, and 33.5% YoY, respectively, in May. Nonetheless, the 

ǎǳǊƎŜ ƛƴ ŦǳŜƭ ǇǊƛŎŜǎ ǿƻǳƭŘ ƘŀǾŜ ōŜŜƴ ǎƛƎƴƛŦƛŎŀƴǘƭȅ ƳƻǊŜ ǎŜǾŜǊŜ ƛŦ ƴƻǘ ŦƻǊ ǘƘŜ ƎƻǾŜǊƴƳŜƴǘΩǎ 

ongoing gasoline price cap, extended fuel tax cut measures, and other supportive measures. 

As a result, fuel prices in May currently stand at ~1.2-1.3x of the prewar average levels 

observed in February. Meanwhile, core CPI (CPI excluding food and energy) was higher, at 

2.2% in Jan-May 2026, after printing 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 pass-through. Indeed, there are some signs 

 
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 

ǊŜƳƻǾŀƭ ƻŦ ƎƻǾŜǊƴƳŜƴǘΩǎ ŦǳŜƭ ƳŜŀǎǳǊŜǎΣ ŀǎ ǇǊƻƭƻƴƎŜŘ ŎǳǊōǎ ǘƻ Ŏƻƴǘŀƛƴ ŜƭŜǾŀted oil prices 

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. 

 

A further amplifying factor is the depreciation of the Korean Won (KRW). The KRW has 

depreciated 6.5% against the US dollar, last recorded at 1539.30 per dollar as of the close 

on 18 WǳƴŜ нлнсΣ ƳŀƪƛƴƎ ƛǘ ƻƴŜ ƻŦ !ǎƛŀΩǎ ǳƴŘŜǊǇŜǊŦƻǊƳŜǊǎΦ LŦ ǘƘƛǎ ŘŜǇǊŜŎƛŀǘƛƻƴ ƛƴǘŜƴǎƛŦƛŜǎ ƻǊ 

remains elevated, it could significantly amplify imported inflation across all energy and 

commodity categories. This inflationary pressure is, therefore, likely to pass through to 

consumer prices, leading to higher living costs and potentially dampening domestic demand 

if wages do not keep pace with rising expenses. 

 

  
 
A hawkish pivot 

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 

ǊŀǘŜ ƘƛƪŜ ǘƻ нΦтр҈Φ LƳǇƻǊǘŀƴǘƭȅΣ ǘƘŜǊŜ ǿŀǎ ŀ ǎƘƛŦǘ ƛƴ ǘƘŜ .ƻYΩǎ ƳŜŘƛŀƴ ŘƻǘΣ ǇǊƻǾƛŘing yet 

another clear signal of a hawkish pivot. In the May dot-plot, the 2026 median dot indicated 

two 25bps of hikes over a six-month horizon, projecting the policy rate at 3.00%, compared 

to the February estimate of one 25bp hike. In its press release, the BoK commented that it 

ŎƻƴǘƛƴǳŜǎ ǘƻ ŜȄǇŜŎǘ /tL ǘƻ ǊƛǎŜ ŦǳǊǘƘŜǊ ŀǎ ǇǊƻƧŜŎǘŜŘΣ ōǳǘ ƴƻǘŜŘ ǘƘŀǘ άǘƘŜ ŦǳǘǳǊŜ ǇŀǘƘ ƻŦ 

ƛƴŦƭŀǘƛƻƴ ƛǎ ƧǳŘƎŜŘ ǘƻ ōŜ ǎǳōƧŜŎǘ ǘƻ ƘƛƎƘ ǳƴŎŜǊǘŀƛƴǘƛŜǎΧέ 

 

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 year-end. 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 joins 
the growth drivers 

 

¶ The composition of growth is broadening, suggesting that expansion is 
becoming more internally reinforced rather than purely export driven. We 
have raised our 2026 GDP growth forecast to 8.1% YoY from 6.5% 
previously, based on the strong 1Q26 outturn. 

 

¶ While the world-leading semiconductor industry provides powerful 
economic leverage and facilitates key security partnerships, it also 
exposes Taiwan to significant pressures especially from the United States, 
which seeks greater onshoring of advanced manufacturing, and China, 
driven by escalating geopolitical rivalry. Notwithstanding, there was an 
unprecedented simultaneous spike in both inward and outward FDI in 
March 2026. 

 

¶ GDP growth is expected to remain above-trend growth, but with 
increasing reliance on structural drivers rather than cyclical tailwinds, 
suggesting a more balanced yet externally sensitive expansion profile in 
2H26. 

 Herbert Wong 
Economist 
 
 
 
 
 
 
 
 
 
 
 
 
 
       
           

 

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 marketsτparticularly the US and ASEANτwhile the 

manufacturing sector transitioned from a cyclical recovery into a phase of more sustained 

expansion. Export-oriented 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 

higher compared to the previous quarter. The broad-based 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 and re-acceleration in 

investment activity are also implying that the economy is entering a more balanced growth 

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) 

 

Source: DGBAS, OCBC Group Research. 
 

Chart 1 ¢ŀƛǿŀƴΩǎ D5t ƎǊƻǿǘƘ ŀŎŎŜƭŜǊŀǘŜŘ ǎƛƎƴƛŦƛŎŀƴǘƭȅ 

from the 2H25, driven largely by net exports 

Chart 2 Taiwan manufacturing shifted from cyclical 

recovery to expansion 

  

Chart 3 Export orders across all major regions move 

sharply higher into early 2026, with ASEAN and US seeing 

the strongest growth 

Chart 4 .ǊŜŀƪŘƻǿƴ ƻŦ ¢ŀƛǿŀƴΩǎ 9ȄǇƻǊǘ {ƘŀǊŜ ǘƻ !{9!b 

Countries (Mar 2026) 

  

Source: DGBAS, MoEA, OCBC Group Research. 
 

 

 

2026F 2026F

DGBAS CBC

Domestic Demand 2.32 5.75 2.1 0.86 0.86 4.83 4.1

 -Private Expenditure 1.46 1.43 0.17 0.72 3.45 4.89 2.51

 -Public Expenditure 1.22 0.7 3.25 0.32 0.75 3.91 5.32

 -Gross Capital 

Formuation 4.37 16.72 4.77 1.41 -3.39 5.2 4.08

External Sector

 -Exports 31.82 20.66 36.26 30.63 38.81 35.25 12.68

 -Imports 26.75 25.31 32.99 24.21 24.59 27.07 9.06

Real GDP 8.68 5.54 7.71 8.42 12.65 13.69 7.71 7.28

Component 2025 1Q25 2Q25 1Q26 (a)4Q253Q25
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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 Asia (ex-Mainland China) into 

manufacturing. The inward manufacturing surge from other Asian economics (including 

Japan, South Korea, and other ASEAN countries) suggests strong confidence in the 

manufacturing base- Ǉƻǎǎƛōƭȅ ǊŜƭŀǘŜŘ ǘƻ ǎŜƳƛŎƻƴŘǳŎǘƻǊ ǎǳǇǇƭȅ ŎƘŀƛƴǎ ŜȄǇŀƴǎƛƻƴΣ ά/Ƙƛƴŀ Ҍмέ 

diversification strategies, or geopolitical supply chain shifts.  

 

In contrast, outbound FDIτtotalling around USD 30bnτwas largely driven by Taiwan-based 

financial institutions, including banks, insurers, and investment vehicles. These funds were 

predominantly allocated to the United States. Such flows likely reflect portfolio reallocation 

into US financial assets, overseas business expansion, and cross-border treasury or balance 

sheet management. In other words, Taiwanese financial institutions drove the March 

outflow, rather than driven by manufacturing corporates or other sectors.  

 

¢ƘŜ ƻǾŜǊŀƭƭ C5L ǇƛŎǘǳǊŜ ǊŜƛƴŦƻǊŎŜǎ ǘƘŜ Řǳŀƭ ƴŀǘǳǊŜ ƻŦ ¢ŀƛǿŀƴΩǎ ǊƻƭŜ ŀǎ ǘƘŜ ŘƻƳƛƴŀƴǘ ǇǊƻŘǳŎŜǊ 

of advanced chips. While the world-leading semiconductor industry provides powerful 

economic leverage and facilitates key security partnerships, it also exposes Taiwan to 

significant pressures ς 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 
inward FDI from Asia (ex Mainland China), with nearly 
US$5 billions  

Chart 6: Manufacturing accounts for the largest share of 
the Mar 26 inward FDI spike, towering over US$4 billions 
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Chart 7: ¢ŀƛǿŀƴΩǎ ƻǳǘǿŀǊŘ C5L ǊŜŎƻǊŘŜŘ ŀƴ ŜȄŎŜǇǘƛƻƴŀƭ 
surge in Mar 26, driven predominantly by the US 

Chart 8: Finance and Insurance accounts for a very large 
portion of the Mar 26 outflow 

  

Source: CEIC, OCBC Group Research. 
 

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 the ~1.8ς2.5% 

range, suggesting underlying price momentum remains firm but is not accelerating sharply. 

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, reflecting 

sensitivity to energy costs. This is particularly important given the heavy reliance on 

imported energyτwhere petroleum still plays a dominant role in the energy mixτand 

concentrated crude sourcing from key Middle East-linked suppliers alongside the US. 

 

Against this backdrop, the USςIran 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 or risk premium in oil 

prices is likely to feed through to transportation costs and, with a lag, broader CPI 

components. 

 

While recent inflation trends suggest limited broad-based second-round effects so far, a 

prolonged geopolitical shock would raise the risk of re-acceleration in headline CPI, with 

spillovers into core via services and utility costs. In this sense, the inflation outlook remains 

highly sensitive to external energy shocks, even as domestic demand-driven 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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Chart 9 Energy/base effects are still masking underlying 
price pressures 

Chart 10 Education & entertainment, services, and 
transportation remained the strongest contributors, 
pointing to persistent service inflation 

  

Chart 11 Petroleum accounts for ~45% of total energy 
consumption in Taiwan 

Chart 12 Taiwan imports most of its oil from Saudi 
Arabia and the United States 

  

Source: DGBAS, CEIC, OCBC Group Research. 
 
CBC holds steady, but signals a less dovish stance 

Lƴ aŀǊŎƘΣ ¢ŀƛǿŀƴΩǎ ŎŜƴǘǊŀƭ ōŀƴƪ ό/./ύ ƪŜǇǘ ǇƻƭƛŎȅ ǊŀǘŜǎ ǳƴŎƘŀƴƎŜŘΣ ǘƘƻǳƎƘ ǘƘŜ ƻǾŜǊŀƭƭ ǘƻƴŜ 

was not overtly dovish. The central bank acknowledged strengthening growth momentum, 

supported by robust exports, private investment, and AI-related demand. At the same 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 second-round inflation effectsτand a corresponding policy tighteningτ

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 

from lifers may lead to underperformance against MYR, 

SGD, and RMB 

Chart 14: h/./Ωǎ ƭŀǘŜǎǘ !ȄW ŦƻǊŜŎŀǎǘǎ 

 
 

Chart 15: ¢ŀƛǿŀƴΩǎ C· ǊŜǎŜǊǾŜǎ ǊŜƳŀƛƴ ƻƴ ŀ ǎǘǊǳŎǘǳǊŀƭ 

uptrend  

Chart 16: The recent uptick in LDR suggests loan growth is 

stabilising  

  

Source: Bloomberg, CEIC, OCBC Group Research. 
 
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 industrial policy, 

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 

ƘƛƎƘƭƛƎƘǘǎ ¢ŀƛǿŀƴΩǎ Řǳŀƭ ǇƻǎƛǘƛƻƴƛƴƎτbenefiting from strategic supply chain inflows while 

simultaneously facing capital reallocation pressures toward the US. 

 

Overall, Taiwan is expected to maintain above-trend 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. Risks into 2H26 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   

¶ We expect 2026 GDP growth of 1.5% YoY versus 2.4% in 2025, reflecting 
external headwinds but also constrained household consumption and 
slower investment spending. The upside is that Prime Minister (PM) 
Anutin Charnvirakul has a strong mandate, with scope for more reform-
oriented policies to take root. The near-term challenges include dealing 
with sharply higher inflation pressures. To that end, 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. 
 

¶ Fiscal policy is less flexible considering that public debt to GDP is hitting 
close to the self-imposed limit of 70% of GDP. The authorities have 
announced fiscal stimulus aimed at bolstering household spending amid 
higher energy prices. The fiscal deficit is projected to remain wide at 
3.9% of GDP in FY27 compared to 4.4% in FY26.  
 

¶ Our baseline is for the Bank of Thailand (BoT) to maintain the policy rate 
at 1.00% through 2026, but we do not rule out some normalisation in 
2H26 particularly if inflationary pressures remain high. We nonetheless 
forecast rate hikes in 2027, taking the policy rate to 1.50%. 

 Lavanya Venkateswaran  
Senior ASEAN Economist 
 
Jonathan Ng  
ASEAN Economist 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

       
           

 
Clear political outcomes 

The 2026 snap election concluded on 8 February 2026 against a backdrop of domestic 

political fragility, cross-border disputes, and heightened geopolitical tensions. The election 

had long been anticipated as it was a ŎƻƴŘƛǘƛƻƴ ŦƻǊ ǘƘŜ tŜƻǇƭŜΩǎ tŀǊǘȅΩǎ ǎǳǇǇƻǊǘ ƻŦ ǘƘŜ 

.ƘǳƳƧŀƛǘƘŀƛ ǇŀǊǘȅΩǎ ƎƻǾŜǊƴƳŜƴǘ ŦƻǊƳŀǘƛƻƴ ƛƴ {ŜǇǘŜƳōŜǊ нлнр. Additional conditions 

included the Bhumjaithai Party remaining a minority government and holding a referendum 

on constitutional amendments. Official results from the Election Commission of Thailand 

revealed that the Bhumjaithai 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 near-term political overhang on policies related to economics, social issues, 

and foreign affairs. Additionally, this result provided PM Anutin Charnvirakul with a strong 

platform to form the next government, which was established relatively swiftly. 
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The Bhumjaithai Party struck a coalition deal with the Pheu Thai Party and several smaller 

parties, ǿƘƛƭŜ ǘƘŜ tŜƻǇƭŜΩǎ tŀǊǘȅ ǊŜƳŀƛƴŜŘ ƻǳǘǎƛŘŜ ƻŦ ƎƻǾŜǊƴƳŜƴǘ, assuming the role of the 

largest opposition in the lower house. PM Anutin secured 293 votes in the House of 

Representative, allowing him to be re-elected as Prime Minister on 19 March. A 35-member 

coalition cabinet, comprising 32 from Bhumjaithai and 9 Pheu Thai, received royal 

endorsement on 31 March and were sworn in on 6 April. Importantly, the composition of 

the new cabinet suggests broad policy continuity, with Ekniti Nitithanprapas, Suphajee 

Suthumpun, and Sihasak Phuangketkeow retaining their positions of finance minister, 

commerce minister and foreign minister, respectively. Economic policies can improve under 

a stable, durable government, enabling authorities to implement much-needed structural 

reforms that boost medium-term economic growth.  

 

The stabilisation in domestic politics was fortuitous considering the conflict in the Middle 

East erupted shortly after the elections. The economy is the largest net petroleum importer 

in the region and among the most exposed economies to the conflict in the Middle East. 

Based on 2024 data, over half of its energy imports τ both crude and refined petroleum τ 

pass through the Straits of Hormuz. The 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 August25. Despite this, domestic urea prices have risen26. Combined 

ǿƛǘƘ ƘƛƎƘŜǊ ŜƴŜǊƎȅ ǇǊƛŎŜǎ ŀƴŘ ƻǘƘŜǊ ƛƴǇǳǘ ŎƻǎǘǎΣ ǘƘƛǎ Ƙŀǎ ŘǊŀǎǘƛŎŀƭƭȅ ƛƳǇŀŎǘŜŘ ŦŀǊƳŜǊǎΩ 

finances and could lead them to reduce planting, which would lower agriculture yields27.  

 

 
25 Thailand'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. 
27 ¢Ƙŀƛ ŀƴŘ ±ƛŜǘƴŀƳŜǎŜ ŦŀǊƳŜǊǎ Ƴŀȅ ǎǘƻǇ ǇƭŀƴǘƛƴƎ ǊƛŎŜ ōŜŎŀǳǎŜ ƻŦ ǘƘŜ LǊŀƴ ǿŀǊΦ IŜǊŜΩǎ ǿƘȅΦ ¢ƘŜ .ǳǎƛƴŜǎǎ ¢ƛƳŜǎΣ нт !ǇǊƛƭ нлнсΦ 
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Notwithstanding, GDP growth improved to 2.8% YoY in 1Q26 from 2.5% in 4Q25. The details 

show that domestic demand was the main driver, contributing 4.5 percentage points (pp) in 

1Q26 from 4.0pp in 4Q25.  Within domestic demand, government 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 4Q25. By contrast, private consumption growth remained broadly stable at 3.2% 

YoY, slightly down from 3.3% in 4Q25. The negative contribution from net exports 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. Our GDP growth profile indicates 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 more than half of real GDP, is expected to 

remain soft, averaging 1.9% in 2Qς4Q26. 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 unemployment rate rose to 0.91% in 1Q26, up from 0.71% in 4Q25 

όмvнрΥ лΦуф҈ύΦ !ŎŎƻǊŘƛƴƎ ǘƻ [ŀōƻǳǊ aƛƴƛǎǘŜǊ ¢ǊŜŜƴǳŎƘ ¢ƘƛŜƴǘƘƻƴƎΣ άƻƴƎoing tensions in the 

aƛŘŘƭŜ 9ŀǎǘ ŀƴŘ ŀ ǎƭƻǿƛƴƎ Ǝƭƻōŀƭ ŜŎƻƴƻƳȅ ŎƻǳƭŘ ǿŜƛƎƘ ƻƴ ¢ƘŀƛƭŀƴŘΩǎ Ƨƻō ƳŀǊƪŜǘΣ ǿƛǘƘ 

layoffs continuing to rise.28έ !ǎ ǎǳŎƘΣ ǎƘƻǳƭŘ ōǳǎƛƴŜǎǎŜǎ ǊŜǎǇƻƴŘ ǘƻ ǊƛǎƛƴƎ Ŏƻǎǘ ōȅ ǘǊƛƳƳƛƴƎ 

working hours, slowing hiring, or laying off workers, the income channel supporting private 

consumption would weaken further. Third, and most structurally, persistently elevated 

household debt continues to constrain both the capacity and willingness of consumer 

spending. Household 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% in end-2021. 

Indeed, high-frequency 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 Labour Ministry Prepares Job Support Amid Global Pressures. NBT World, 24 March 2026. 
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The room for broad-based counter cyclical fiscal policies is limited, in our view. The fiscal 

cash balance deficit has widened to 5.2% of GDP on a 12-month rolling basis until April 2026, 

up from 4.8% of GDP for FY2025 (i.e., October 2024 to September 2025). The FY26 fiscal 

deficit target is 4.4% of GDP. Under the hood, expenditure growth slowed to 7.1% YoY in 

Oct 2025 ς Apr 2026, due to a normalisation of government expenditure: current and capital 

expenditures stood at 76.2% and 37.0%, respectively, of the government budget during the 

same period. On the revenue front, revenue collection growth remained broadly stable at 

4.8% YoY for the period from Oct 2025 ς Apr 2026, compared to 4.7% in the same period 

last year: the revenue collection rate stands at 51.2% of the FY26 target. 

 

Nevertheless, the government has rolled out a multi-layered policy package structured 

across three key areas, beginning with immediate relief measures designed to alleviate 

urgent financial pressures, the Cabinet approved a ~THB7.7bn relief package to provide 

allowances for low-income welfare cardholders, assist transport operators, and implement 

nationwide cost-of-living initiatives benefiting farmers and small businesses29.   

 

For targeted credit and structural support, state banks are offering soft loans for households 

to install solar panels or purchase electric vehicles, low-interest green home mortgages, and 

subsidized loans to help farmers purchase fertilizers and seeds. To support SMEs, the 

government has allocated THB20bn 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 toward a sustainable, green 

economy30. 

 

Given these fiscal constraints, the conventional fiscal channels for additional stimulus have 

been stretched. According to Finance Minister Ekniti Nitithanprapas, only THB20bn in 

uncommitted FY26 budget funds and ~THB20bn in the central budget are available to 

mitigate the economic impact. Moreover, the deficit-financing 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 Department, 11 April 2026. 
30 Thai Cabinet Unveils Multi-Billion Baht Stimulus to Counter Middle East Crisis Volatility. The Nation Thailand, 11 April 2026. 
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ǊŜŀŎƘŜŘΣ ŦǳǊǘƘŜǊ ƭƛƳƛǘƛƴƎ ǘƘŜ ƎƻǾŜǊƴƳŜƴǘΩǎ ŀōƛƭƛǘȅ ǘƻ ŘŜǇƭƻȅ ŀŘŘƛǘƛƻƴŀƭ ŦƛǎŎŀƭ ƳŜŀǎǳǊŜǎ31. 

¢Ƙƛǎ ŎƻƴǎǘǊŀƛƴǘ ƛǎ ǘƘŜ ǊŀǘƛƻƴŀƭŜ ŦƻǊ ǘƘŜ /ŀōƛƴŜǘΩǎ ŀǇǇǊƻǾŀƭ of the emergency borrowing 

decree of THB400bn: THB200bn will be diverted to immediate relief to ease cost-of-living 

measures for vulnerable groups, and the remaining THB200bn will be used to finance and 

ŀŎŎŜƭŜǊŀǘŜ ǘƘŜ ŎƻǳƴǘǊȅΩǎ ƎǊŜŜƴ ŜƴŜǊƎȅ ƛƴƛǘƛŀǘƛǾŜǎ32.  

 

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 borrowing plan, which could 

complicate ongoing efforts to address the energy shock, and add to the fiscal uncertainty. 

 

  
 

Meanwhile, investment spending is expected to slow to 4.3% YoY in 2Q-4Q26, compared to 

9.9% in 1Q26. On a 4-quarter rolling basis, foreign direct investment (FDIs) inflows, as 

measured by the value of applications approved, slowed to 17.6% YoY in 1Q26, down from 

65.9% in 4Q26. The slowdown was mainly driven by lower investments in the digital sector. 

The digital sector accounted for 48.5% of investment applications in 2025 but only 40.6% in 

1Q26. FDI approvals for the more traditional sectors, such as metal 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. Our baseline 

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. Year-to-April 2026, total tourist arrivals averaged 87.8% of 2019 

 
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: year-to-April 2026, Chinese tourist arrivals 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 long-haul travels. Additionally, the goǾŜǊƴƳŜƴǘΩǎ ǊŜŎŜƴǘ ǊƻƭƭōŀŎƪ ƻŦ ƛǘǎ сл-day 

visa-free entry programme for tourists from 93 countries and territories may undermine 

ŜŦŦƻǊǘǎ ǘƻ ǊŜǾƛǾŜ ǘƘŜ ǘƻǳǊƛǎƳ ƛƴŘǳǎǘǊȅΦ ¢ƘŜ ƎƻǾŜǊƴƳŜƴǘΩǎ ƭŀǘŜǎǘ ƻŦŦƛŎƛŀƭ ŦƻǊŜŎŀǎǘ ŦƻǊ ǘƻǳǊƛǎǘ 

arrivals has been revised lower to 32mn, down from its previous estimate of 35mn33.  

 

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 softer good 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. 

 

  
 

Inflation on an uptrend  

Headline CPI averaged 0.8% YoY in Jan-May 2026, compared to -0.1% 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 headline CPI 

surging to 2.9% YoY from -0.1% in the previous month. Compounding the effects, adverse 

weather and higher fertilizer costs added a supplementary supply-side impulse. Similarly, 

core inflation rose from 0.6% in March to 0.8% in April, and continued to edge higher to 

0.9% in May.  

 

The oil fuel fund balance shifted from a surplus to a deficit in March 2026 due to the 

ƎƻǾŜǊƴƳŜƴǘΩǎ ŘŜŎƛǎƛƻƴ ǘƻ ŎŀǇ ŘƻƳŜǎǘƛŎ ƻƛƭ ǇǊƛŎŜǎ ŦƻƭƭƻǿƛƴƎ ǘƘŜ ǎǇƛƪŜ ƛƴ Ǝƭƻōŀƭ ƻƛƭ ǇǊƛŎŜǎ. Since 

then, the authorities have abandoned the fuel price cap on 25 March34, as continued 

subsidisation has proven unsustainable, with the deficit widening further in tandem with 

 
33 Thailand ends 60-day visa-free 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 oil 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 pass-through. Our house view is 

for Brent crude to average USD85.8/bbl in 2026, up from an average of USD68.2/bbl in 2025.  

 

  
 

Staying vigilant 

The BoT delivered a 25bp in rate cut at 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 regional peers, this trajectory for the currency will likely be a welcome change.  

 

Our baseline is for the BoT to 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 (% YoY) 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 (% YoY) 1.2 0.4 -0.1 3.8 2.0 1.3 

BoT Rate (% 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 Policy and Strategy Office, CEIC, 
Bloomberg, OCBC Group Research. The fiscal year is from October to September. For example, FY26 is from October 2025 until September 2026. 
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Vietnam: Rising constraints  

¶ Vietnam has entered a new political cycle marked by continuity in 
leadership and policy. To Lam, as the President, armed with a technocratic 
cabinet is pushing administrative streamlining, growth-oriented 
governance, and deeper regional integration.  

 

¶ We maintain our 2026 GDP growth forecast at 7.3%, lower than official 
estimates, as higher energy prices and supply disruptions weigh on 
growth, combined with still elevated uncertainty from US trade actions. 
The situation remains fluid, and a renewed escalation of tensions would 
put further downward pressure on our forecast. 

 

¶ The State of Bank of Vietnam (SBV) will be closely watching rising inflation, 
which has remained above target alongside a local currency that has been 
weakening versus USD. With growth still the focus for the authorities, we 
expect the policy rate to remain on hold at 4.50% in the near term, albeit 
with the risk of policy rate hikes rising. 

 Lavanya Venkateswaran  
Senior ASEAN Economist 
 
Ahmad A Enver  
ASEAN Economist 
 
 
 
 
 
 
 
 
 
 
 

 
           

 

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 2026-2031, while he continues to serve as General Secretary of 

the Communist Party of Vietnam. This marks a consolidation of authority at the top of the 

ŎƻǳƴǘǊȅΩǎ ǇƻƭƛǘƛŎŀƭ ǎȅǎǘŜƳΦ ¢ƘŜ ƭŜŀŘŜǊǎƘƛǇ ǘǊŀƴǎƛǘƛƻƴ ǿŀǎ ŀƭǎƻ ŀŎŎƻƳǇŀƴƛŜŘ ōȅ ǘƘŜ ŜƭŜŎǘƛƻƴ 

of Le Minh Hung as Prime Minister, with unanimous support from all 495 deputies present. 

A former State Bank of Vietnam governor, Le Minh Hung brings technocratic and 

institutional experience to the role, reinforcing expectations of policy continuity, 

macroeconomic discipline and continued focus on long-term 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 2026-2030. This 

ŀƳōƛǘƛƻƴ ǊŜŦƭŜŎǘǎ ǘƘŜ ƎƻǾŜǊƴƳŜƴǘΩǎ ōǊƻŀŘŜǊ ŘŜǾŜƭƻǇƳŜƴǘ ŀƎŜƴŘŀΣ ǿƘƛŎƘ ǎŜŜƪǎ ǘƻ ƳƻǾe 

beyond low-cost manufacturing toward productivity gains, technology adoption, continued 

infrastructure upgrading and a larger role for the private sector. 

 

tǊŜǎƛŘŜƴǘ ¢ƻ [ŀƳΩǎ ŜŀǊƭȅ ŘƛǇƭƻƳŀǘƛŎ ŀƎŜƴŘŀ ƛǎ ƴƻǘŀōƭŜΦ /Ƙƛƴŀ ǿŀǎ Ƙƛǎ ŦƛǊǎǘ ƻǾŜǊǎŜŀǎ Ǿƛǎƛǘ ŀǎ 

ǎǘŀǘŜ ǇǊŜǎƛŘŜƴǘΣ ǳƴŘŜǊǎŎƻǊƛƴƎ /ƘƛƴŀΩǎ ŎŜƴǘǊŀƭ ǊƻƭŜ ƛƴ ±ƛŜǘƴŀƳΩǎ ǇǊƻŘǳŎǘƛƻƴ ƴŜǘǿƻǊƪΣ 

investment flows, trade linkages and infrastructure connectivity. This is unlikely to change, 

even as it creates exposure to trade-policy scrutiny, in our view. Subsequent visits to India 

ŀƴŘ {Ǌƛ [ŀƴƪŀ Ǉƻƛƴǘ ǘƻ ǘƘŜ ŎƻǳƴǘǊȅΩǎ ŜŦŦƻǊǘ ǘƻ ǿƛŘŜƴ ǘǊŀŘŜ ŀƴŘ ƛƴǾŜǎǘƳŜƴǘ ǇŀǊǘƴŜǊǎƘƛǇǎ 

beyond its core markets. Meanwhile, engagements with Thailand, Singapore and the 

tƘƛƭƛǇǇƛƴŜǎΣ ŀƭƻƴƎǎƛŘŜ ¢ƻ [ŀƳΩǎ ƪŜȅƴƻǘŜ ǎǇŜŜŎƘ ŀǘ ǘƘŜ {ƘŀƴƎǊƛ-La Dialogue, highlight 

±ƛŜǘƴŀƳΩǎ ƳƻǊŜ ǾƛǎƛōƭŜ ǊŜƎƛƻƴŀƭ ǊƻƭŜΦ ¢Ƙƛǎ ƳƻǊŜ ŀŎǘƛǾŜ ŘƛǇƭƻƳŀǘƛŎ ǇƻǎǘǳǊŜ ǿƛƭƭ ōŜ ǿƻǊǘƘ 

monitoring in 2H26, particularly as the country balances high-growth ambitions with a more 

complex external environment. 
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tǊŜǎƛŘŜƴǘ ¢ƻ [ŀƳΩǎ ǊŜŎŜƴǘ ŘƛǇƭƻƳŀǘƛŎ Ǿƛǎƛǘǎ  

Date Destination Main focus 

14-17 Apr 2026 China Railways, infrastructure connectivity, trade, investment, agriculture, aviation, 5G, 
green energy and other strategic sectors. The visit produced 32 cooperation 
agreements. 

5-7 May 2026 India Enhanced Comprehensive Strategic Partnership, trade, energy, critical minerals, 
rare earths, technology and business cooperation. India targeted USD25bn bilateral 
trade with Vietnam by 2030. 

7-8 May 2026 Sri Lanka Elevation of ties to a Comprehensive Partnership, with focus on trade, investment, 
tourism, logistics connectivity and cargo transshipment. 

27-29 May 2026 Thailand Official visit during the 50th anniversary of diplomatic relations, with both sides 
seeking stronger and more dynamic cooperation. 

29-31 May 2026 Singapore State visit to Singapore and keynote address at the Shangri-La Dialogue, where To 
Lam highlighted peace, stability and development amid global uncertainty. 

31 May-1 Jun 2026 Philippines State visit focused on trade, security and maritime cooperation, with the 
relationship elevated to an enhanced strategic partnership. 

Source: Government news website, Vietnam+, 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 broad-based across major 

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% from 10.6%), signalling 

sustained momentum in industrial production. 

 

% YoY, unless stated 2023 2024 2025  Mar-25 Jun-25 Sep-25 Dec-25 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 Vec. 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 & quarrying (6.0% 

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% during the 

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 from 6.7% in 2025.  

 

  

 

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 counter-cyclical 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, however, FDI policies, 

a strong public infrastructure pipeline and increasingly better-diversified exports should 

ƪŜŜǇ ±ƛŜǘƴŀƳ ŀƳƻƴƎ !{9!bΩǎ ŦŀǎǘŜǎǘ-growing economies. This is even if achieving the 

ƎƻǾŜǊƴƳŜƴǘΩǎ мл҈ ǘŀǊƎŜǘ ǇǊƻǾŜǎ ŎƘŀƭƭŜƴƎƛƴƎ ŀƳƛŘ ƘƛƎƘŜǊ ŜƴŜǊƎȅ Ŏƻǎǘs, US trade-policy 

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 Vietnamese 

goods, but also the broader direction of US trade enforcement. Following the Feb 2026 

Supreme Court ruling that weakened the legal basis for IEEPA-based reciprocal tariffs, the 

US has shifted toward other trade-policy tools, including Section 122 surcharges and Section 

301 investigations. 
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Timeline of US tariff actions and ongoing USTR investigations 

 
 
 
 
 
 
 
 
 
 

Investigation Relating to Economies 
covered Notable countries mentioned 

Structural excess 
capacity 

(11 Mar 2026) 

άǎǘǊǳŎǘǳǊŀƭ ŜȄŎŜǎǎ ŎŀǇŀŎƛǘȅ ŀƴŘ 
ǇǊƻŘǳŎǘƛƻƴ ƛƴ ƳŀƴǳŦŀŎǘǳǊƛƴƎ ǎŜŎǘƻǊǎέ 

16 

China, the European Union, Singapore, Switzerland, 
Norway, Indonesia, Malaysia, Cambodia, Thailand, 
Korea, Vietnam, Taiwan, Bangladesh, Mexico, Japan, 
and India. 

Forced labour 
enforcement 
(12 Mar 2026) 

άŦŀƛƭǳǊŜ ǘƻ ƛƳǇƻǎŜ ŀƴŘ ŜŦŦŜŎǘƛǾŜƭȅ ŜƴŦƻǊŎŜ 
a ban on the importation of goods 
produced with forced labor are 
unreasonable or discriminatory and 
ōǳǊŘŜƴ ƻǊ ǊŜǎǘǊƛŎǘ ¦Φ{Φ ŎƻƳƳŜǊŎŜΦέ 

60 

Australia, Bangladesh, Brazil, Cambodia, Canada, 
China, Ecuador, European Union, Hong Kong, India, 
Indonesia, Israel, Japan, Jordan, Malaysia, Mexico, New 
Zealand, Norway, Philippines, Russia, Singapore, 
Switzerland, Taiwan, Thailand, UAE, UK, Venezuela, 
Vietnam 

 

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 10-12.5% 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.  

 

¦{¢w ƛƴƛǘƛŀǘŜŘ ŀ ǎŜǇŀǊŀǘŜ {ŜŎǘƛƻƴ олм ƛƴǾŜǎǘƛƎŀǘƛƻƴ ƛƴǘƻ ±ƛŜǘƴŀƳΩǎ ƛƴǘŜƭƭŜŎǘǳŀƭ ǇǊƻǇŜǊǘȅ 

protection and enforcement, after identifying Vietnam as a Priority Foreign Country in the 

2026 Special 301 Report on 28 May. The China precedent is relevant. The USTRΩǎ нлмт 

ƛƴǾŜǎǘƛƎŀǘƛƻƴ ƛƴǘƻ /ƘƛƴŀΩǎ ǘŜŎƘƴƻƭƻƎȅ-transfer and IP practices led to additional tariffs on 

around USD50bn of Chinese imports in 2018, before later actions expanded coverage 

further.35 The precedent is useful mainly as a reminder that Section 301 investigations can 

move from legal process to tariff action if the issues remain unresolved. 

 

±ƛŜǘƴŀƳΩǎ ǾǳƭƴŜǊŀōƛƭƛǘȅ ǘƻ ¦{ ǘǊŀŘŜ ǇƻƭƛŎȅ ǊŜƳŀƛƴǎ ǎƛƎƴƛŦƛŎŀƴǘΣ ƎƛǾŜƴ ǘƘŀǘ ǘƘŜ ¦{ ŀŎŎƻǳƴǘǎ ŦƻǊ 

~30% of total exports. This exposure is compounded by a production base that is deeply 

integrated into regional and China-linked supply chains. Market diversification 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 

 
35Office of the United States Trade Representative, "Investigation: Technology transfer, intellectual property, and innovation," n.d., ustr.gov.; Office of the 
United States Trade Representative (USTR), "Investigation: Technology Transfer, Intellectual Property, and Innovation," n.d., ustr.gov; USTR, "Section 301 Fact 
Sheet," March 2018, ustr.gov. 

 

20 Feb 2026 
SCOTUS rules IEEPA-

based reciprocal tariffs 
exceed executive 

authority 

24 Feb 2026 
Section 122 tariffs at 10% take 

effect; intent announced to 
increase to 15% 

11 Mar 2026 
The USTR initiated Section 301 
ƛƴǾŜǎǘƛƎŀǘƛƻƴǎ ƻƴ άǎǘǊǳŎǘǳǊŀƭ 

ŜȄŎŜǎǎ ŎŀǇŀŎƛǘȅέ 

12 Mar 2026 
Section 301 investigation 
ŦƻŎǳǎƛƴƎ ƻƴ άŦƻǊŎŜŘ ƭŀōƻǳǊέ 

enforcement 

26 Oct 2025 
A joint statement concluding the 
ŦǊŀƳŜǿƻǊƪ ŦƻǊ ά!ƎǊŜŜƳŜƴǘ ƻƴ 

wŜŎƛǇǊƻŎŀƭΣ CŀƛǊΣ ŀƴŘ .ŀƭŀƴŎŜŘ ¢ǊŀŘŜέ 

7 Aug 2025 
20% reciprocal tariff rate on Vietnam, 

plus a 40% punitive duty on goods 
transhipped from third countries 
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from the current investigations is not so much near-term tariff action, but rather the 

uncertainty, higher compliance costs, and a more cautious investment stance they create. 

 

FDI resilience despite external headwinds  

5ŜǎǇƛǘŜ ŀ ƳƻǊŜ ŎƻƳǇƭŜȄ Ǝƭƻōŀƭ ǘǊŀŘŜ ǇƻƭƛŎȅ ōŀŎƪŘǊƻǇΣ ±ƛŜǘƴŀƳΩǎ C5L ƳƻƳŜƴǘǳƳ ǊŜƳŀƛƴǎ 

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 highest Januaryς

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 (USD1.7bn), Hong Kong 

(USD1.2bn) and China (USD1.1bn).  

 

  

 

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 chip packaging 

facilities in Thai Nguyen province (with an initial phase of USD2bn). Hong Kong-based 

Accelerated Infrastructure Capital (AIC) signed an MoU to develop a USD2.1bn AI mega data 

centre in Ho Chi Minh City, while the G42ςFPT consortium committed USD2bn to a 

hyperscale AI data centre. Meanwhile, BYD has announced a joint-venture EV battery plant 

in Hue, further broadening technology and clean energy investments into the economy. This 

ƛǎ ŎƻƴǎƛǎǘŜƴǘ ǿƛǘƘ ǘƘŜ ŀǳǘƘƻǊƛǘƛŜǎΩ ōǊƻŀŘŜǊ ŀƳōƛǘƛƻƴ ǘƻ ƳƻǾŜ ǳǇ ǘƘŜ ƳŀƴǳŦacturing value 

chain, while deepening domestic supplier linkages remains important. 
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Notable investment announcements in 2026 (ytd) 

Company 
Investment 

Value 
Date 

Announced 
Investment Details 

Samsung 
Electronics 

USD4bn 9 Apr 2026 
Building a chip packaging plant in Thai Nguyen province to be 
implemented in several phases, with the first phase consisting 
of USD2bn. 

AIC USD2.1bn 11 Mar 2026 

Accelerated Infrastructure Capital signed an MoU with Ho Chi 
aƛƴƘ /ƛǘȅ ǘƻ ƛƴǾŜǎǘ ¦{5нΦмōƴ ƛƴ Iƻ /Ƙƛ aƛƴƘ /ƛǘȅΩǎ ŦƛǊǎǘ !L ƳŜƎŀ 
data centre, to be built at Tan Phu Trung Industrial Park with 
partners and fully disbursed by 1Q27. 

G42 & FPT 
Consortium 

USD2.0bn 9 Feb 2026 
Framework agreement to build a hyperscale AI data center in 
Ho Chi Minh City and two other locations. 

BYD ~USD130mn 27 Jan 2026 
EV battery plant in Hue city with Kim Long Motor, to be 
developed in two phases with maximum designed capacity of 6 
GWh per year. 

Source: VIR, The Investor, VietnamPlus, Bloomberg.   
 

Oil price impact warrants vigilance 

On the domestic front, inflation has become a more pressing concern. Headline CPI rose 

ǎƘŀǊǇƭȅ ǘƻ рΦс҈ ¸ƻ¸ ƛƴ aŀȅ нлнсΣ ŜȄŎŜŜŘƛƴƎ ǘƘŜ ƎƻǾŜǊƴƳŜƴǘΩǎ пΦр҈ ŀƴƴǳŀƭ ǘŀǊƎŜǘΦ ¢ƘŜ 

increase was primarily driven by a surge in transportation inflation, which accelerated to 

12.5% YoY (from 11.1% in April and -3.2% 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% (from 5.2%), providing a 

partial offset. Core CPI was largely unchanged at 4.7% YoY, remaining close to its highest 

level since March 2023. 

 

  

 

Fuel price management has become a central policy challenge. The Petroleum Price 

Stabilisation Fund (PPSF) absorbed significant pressure from mid-March, with balances 

declining sharply from approximately VND5.6trn at end-3Q25 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 VND8trn budget injection was made in early April to replenish the PPSF, while 

the National Assembly unanimously extended fuel tax relief through 30 June 2026. 
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Key Petrol Price & Policy Announcements (MarςApr 2026) 

Date Announced Investment Details 

06 Mar 2026 
MOIT and MOF adjusted retail petrol and oil prices using the Petroleum Price 
Stabilization Fund (PPSF) to cushion global price volatility. 

11 Mar 2026 
PPSF drawdowns applied across major fuel products (gasoline, diesel, kerosene, mazut) 
to limit price increases. 

09 Mar 2026 
Government amended fuel tax policies, cutting the special consumption tax on petrol to 
0% and allowing flexible adjustments if risks persist. 

16ð18 Mar 2026 
Vietnam held high-level calls with Algeria and Angola to secure crude oil and gas supplies 
and strengthen energy cooperation for diversification. 

26 Mar 2026 
Emergency measures took effect eliminating environmental protection tax and VAT on 
key fuels to stabilize domestic petrol prices. 

28 Marð01 Apr 2026 
Government approved use of budget surplus to replenish stabilization funds and 
reinforced diplomatic outreach focused on oil and gas cooperation. 

11 Apr 2026 
National Assembly unanimously approved extension of fuel tax relief measures until 30 
June 2026. 

Source: Various news sources, OCBC Group Research. 

 

While these measures could keep headline CPI broadly within target in the near term, the 

stabilisation framework is becoming increasingly stretched. We expect headline CPI to 

average 4.5% in 2026 versus 3.3% in 2025, implying higher inflation in the coming months 

from elevated fuel price pressures. The risks remain tilted to the upside, particularly if global 

crude oil prices stay elevated. 

 
SBV 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 government guidance. Rising 

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 08/2026/TT-NHNN, 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 band. Without 

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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Summary of Economic Forecasts 2023 2024 2025 2026F 2027F 2028F 

GDP (% YoY) 5.1 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 GDP)* -1.7 -1.5 -3.6 -3.5 -3.6 -3.7 

Headline CPI (% YoY) 3.3 3.6 3.3 4.5 4.5 4.5 

SBV Refinancing rate (% 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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ASEAN-6 & India: A closer look 
at energy dependency       

 

¶ ¢ƘŜ {ǘǊŀƛǘ ƻŦ IƻǊƳǳȊ όΨ{ƻIΩύ Ƙŀǎ ǊŜƳŀƛƴŜŘ ŎƭƻǎŜŘ ŦƻǊ ƻǾŜǊ ǘƘǊŜŜΚ ƳƻƴǘƘǎ 
with geopolitical tensions still running high. The lack of a clear path forward 
complicates the energy equation of the economies of India and ASEAN-6. 
Our analysis shows that the trade at risk is higher for Thailand, Singapore, 
India, and Malaysia while the energy dependency (sectors for which energy 
inputs are more than 10% of basic output as well as intermediate 
consumption) are higher for Malaysia, Indonesia, Vietnam, and Thailand.  

 

¶ The price shock (higher oil prices) and volume shock (potentially lower 
supplies) could have a durable impact on economic output. We estimate 
that growth at risk could be 0.4-0.6 percentage points across 2026-2028 
depending on the economy. The most exposed to a slowdown would be 
Vietnam, Malaysia, Indonesia, India where 0.5-0.6pp of growth could be 
shaved if energy dependent output growth is halved. The impact for 
Philippines and Thailand is estimated to be lower. This, however, reflects 
lower baseline growth forecasts, which inherently already reflects the 
impact of the conflict.  

 

¶ We see central banks more primed to raise rates considering the duration 
of the Middle East conflict. We expect additional rate hike from BSP, BI and 
RBI. For BoT, BNM and SBV, our baseline is no change for now, but the 
probability of rate hikes is rising.  

 Lavanya Venkateswaran  
Senior ASEAN Economist 

 
 
 
 
 
 
 
 
 
 
 
 
 
 

       
           

 

Introduction  

¢ƘŜ ŎƭƻǎǳǊŜ ƻŦ ǘƘŜ {ǘǊŀƛǘ ƻŦ IƻǊƳǳȊ όΨ{ƻIΩύ ƛǎ ǎǘŀǊǘƛƴƎ ǘƻ ŜȄǘǊŀŎǘ ŀƴ ŜŎƻƴƻƳƛŎ ǘƻƭƭ ƻƴ ǘƘŜ 

ASEAN-6 economies of Indonesia, Malaysia, Philippines, Singapore, Thailand and 

Vietnam as well as India. The 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 first-round impact of the SoH closure has hit trade flows between the Middle East, 

India and the ASEAN-6 economies. This impact in turn is morphing into a challenging 

combination of a price and volume shock. The price shock is manifesting through higher 

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.  

 

SoH closures starting to hit close to home  

The SoH 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 

aŀƭŀȅǎƛŀΩǎ ŎǊǳŘŜ ƻƛƭ ƛƳǇƻǊǘǎ Ǉŀǎǎ ǘƘǊƻǳƎƘ ǘƘŜ {ƻIΦ ¢ƘŜ ŦƛƎǳǊŜ ƛǎ ǎƛƳƛƭŀǊ ŦƻǊ ¢ƘŀƛƭŀƴŘΦ  
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Economy Importance of SoH 
Reported, 

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 

Philippines 98% of crude oil comes from Middle East suppliers 03-Apr-26 

Singapore 

More than half of total crude oil imports comes from the 
Middle East; 9% of natural gas imported from Qatar prior to 
Middle East conflict 07-Apr-26 

Thailand 
!ǊƻǳƴŘ пл҈ ƻŦ ¢ƘŀƛƭŀƴŘΩǎ ŜƴŜǊƎȅ ƛƳǇƻǊǘǎ ŀǊŜ ǘǊŀƴǎǇƻǊǘŜŘ 
through the Strait of Hormuz 06-Mar-26 

Source: Jakarta Post; Malaysia PMO, Philippines DOE, Singapore MHA, The Nation Thailand; OCBC Group 
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 from US-

Iran negotiations.  

 
 

Port name Country Status Comments

Salalah Oman

All terminal operations normal, 

fully operational. Bunkering operations resumed at anchorage

Duqm Oman

Partial disruptions: operations 

fully resumed.

Vessels calling the port of Duqm must submit an official letter 

stating that they are not carrying any dangerous goods on 

board. Vessels carrying dangerous goods must seek approval 

from Omani government. 

Mina Al Fahal Oman

Port Sultan Qaboos, Muscat Oman

Port of Sohar Oman

Umm Qasr Iraq

All terminal operations normal, 

fully operational. 

Basra Oil Terminal has requested a 100% production 

reduction due to a shortage of available tankers

Shuwaikh Port Kuwait

Kuwait Port Kuwait

Mesaieed Qatar

Halul Island Terminal Qatar

Hamad Qatar

Al Shaheen Terminal Qatar

Bahrain Port Bahrain

Dammam (King Abdulaziz) Saudi Arabia

Ras Tanura Saudi Arabia

All terminal operations normal, 

fully operational.  Attacked on 2 March, incident contained.

Ruwais UAE

Fujairah UAE Partial disruption. 

Fujairah Oil Terminal is mostly operational. Berth 6 is offl ine 

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 

areas reported. 

Khor Fakkan UAE

All terminal operations normal, 

fully operational. 

Incidents of intermittent GPS signal spoofing and jamming in 

offshore areas reported. 

Ras Al Khaimah Ports UAE

Sharjah Ports UAE

Jebel Ali UAE

Abu Dhabi UAE

All terminal operations normal, fully operational. 

All terminal operations normal, fully operational. 

Source: Lloyd's List; OCBC Group Research. 

Port status for key ports requiring passage through SoH, as of 12 May 2026

All terminal operations normal, fully operational. 

All terminal operations normal, fully operational. 

All terminal operations normal, fully operational. 

All terminal operations normal, fully operational. 

All terminal operations normal, fully operational. 

All terminal operations normal, fully operational. 

All terminal operations normal, fully operational. 

All terminal operations normal, fully operational. 

Partial disruption: Permits for foreign vessels arriving from Iraqi ports are temporarily 

suspended until further notice

Partial disruption - operations resumed but l imited

All terminal operations normal, fully operational. 

All terminal operations normal, fully operational. 

All terminal operations normal, fully operational. 
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The trade at risk for the ASEAN-6 economies 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.  

 

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 flows at 

risk for Vietnam are lower compared to regional peers, trade data reaffirms that 85% of 

±ƛŜǘƴŀƳΩǎ ŎǊǳŘŜ ƻƛƭ ƛƳǇƻǊǘǎ ǿŜǊŜ ŦǊƻƳ ǘƘŜ D// ŜŎƻƴƻƳƛŜǎ ƛƴ нлно όƭŀǘŜǎǘ ŀǾŀƛƭŀōƭŜ Řŀǘŀύ 

while only 1% of refined oil was from the region. Notwithstanding, sectors such 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.  

 

 

 

 

 

 

 

 

 

 

 

 
 

Note: The colour coding uses green to refer to less vulnerable sectors while red refers to higher vulnerabilities. 
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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. 

Trade flows at risk from port disruptions at ports in Oman, UAE, Kuwait, Bahrain and Qatar
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Input-output tables confirm deep industrial correlations  

The impact of trade is likely only one aspect of the multi-faceted impact of the energy 

price shock that we are witnessing. We overlay the input-output table to better 

understand the sectoral impact from potential energy price and volume disruptions.  

 

We use the individual country, industry-by-industry OECD input-output tables for 2022. 

¢ƘŜ ŜƴŜǊƎȅ ƛƴǇǳǘ ǎŜŎǘƻǊǎ ŀǊŜ ΨƳƛƴƛƴƎ ƻŦ Ŏƻŀƭ ŀƴŘ ƭƛƎƴƛǘŜΩΣ ΨŎoke and refined petroleum 

productsΩ ŀƴŘ ΨŜlectricity, gas, steam and air conditioning supplyΩΦ We define energy 

dependent sectors as those whose inputs from these three sectors account for more 

than 10% of total output or total intermediate consumption. The 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' prices. Intermediate consumption is the goods and services used in the 

ǇǊƻŘǳŎǘƛƻƴ ƻŦ ŀƴ ƛƴŘǳǎǘǊȅΩǎ ƻǳǘǇǳǘΦ hǳǘǇǳǘ ƛǎ ƛƴǘŜǊƳŜŘƛŀǘŜ ŎƻƴǎǳƳǇǘƛƻƴ Ǉƭǳǎ ǘƘŜ ǾŀƭǳŜ-

added component from compensation of employees, other taxes and consumption of 

fixed capital. We provide the energy input requirements for intermediate consumption 

and output to allow for a more wholistic picture.  

 
 

Agriculture and mining sectors: exposures 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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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 

¢ƘŀƛƭŀƴŘΦ LƴŘƻƴŜǎƛŀΩǎ ŜƴŜǊƎȅ ƛƴǘŜƴǎƛǘȅ ǇǊƻŘǳŎǘƛƻƴ ǎŜŎǘƻǊǎ ƛƴŎƭǳŘŜ ŦƛǎƘƛƴƎ ŀƴŘ 

aquaculture, mining of coal and lignite and mining of ores, apart from the extraction of 

crude petroleum and natural gas.  

Note: The colour coding uses green to refer to less energy dependent sectors while red refers to the higher 

energy dependent sectors.  

 

Manufacturing sectors 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.  

Note: The colour coding uses green to refer to less energy dependent sectors while red refers to the higher 

energy dependent sectors.  

Agriculture and mining sectors, % intermediate consumption India Indonesia Malaysia Philippines Singapore Thailand Vietnam

Agriculture and hunting 0.0 0.0 0.8 0.0 0.0 2.2 0.0

Forestry and logging 0.0 0.1 0.5 0.0 0.0 0.0 0.0

Fishing and aquaculture 0.1 0.1 0.2 0.5 0.0 0.3 0.0

Mining of coal and lignite 0.1 0.4 0.2 0.1 0.0 0.0 0.5

Extraction of crude petroleum and natural gas 0.0 1.6 3.4 0.1 0.0 0.6 0.1

Mining of metal ores 0.3 0.4 0.1 0.1 0.0 0.0 0.0

Other mining and quarrying 0.1 0.3 0.1 0.0 0.0 0.1 0.2

Mining support service activities 0.0 0.1 0.3 0.0 0.0 0.0 0.1

Energy dependent share of intermediate consumption 0.5 3.1 5.5 0.8 0.0 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 'electricity, gas, 

steam and air conditioning supply', are more than 10% of output/intermediate expenditures. Source: OECD Input-Output Table; OCBC Group Research. 

Manufacturing sector, % output India Indonesia Malaysia Philippines Singapore Thailand Vietnam
Paper products; printing and reproduction of recorded 

media 0.0 0.0 1.0 0.0 0.0 0.8 0.0

Coke and refined petroleum products 0.0 3.4 6.2 1.6 2.7 0.0 2.8

Chemical and chemical products 2.7 2.3 3.4 3.3 0.0 2.9 3.1

Other non-metallic mineral products 1.5 0.9 1.1 0.5 0.0 1.5 2.7

Basic iron and steel 3.9 0.4 1.1 0.4 0.2 0.7 0.0

Basic precious and other non-ferrous metals 0.0 0.0 0.5 0.0 0.0 0.0 0.0

Electricity, gas, steam and air conditioning supply 2.4 2.1 2.0 3.2 0.9 4.9 3.6

Water supply; sewerage, waste management and 

remediation activities 0.0 0.2 0.5 0.4 0.0 0.3 0.4

Energy dependent share of output 10.5 9.4 15.8 9.4 3.8 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; OCBC 

Group Research. 
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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, non-metallic minerals and waste management.  

 

 
Note: The colour coding uses green to refer to less energy dependent sectors while red refers to the higher 

energy dependent sectors.  

 

Services sector impact is also material  

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 are high across 

most economies along with warehousing, postal and courier services.  
.  

Note: The colour coding uses green to refer to less energy dependent sectors while red refers to the higher 

energy dependent sectors.  

 

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 Vietnam, and public administration services across most of the 

region along with education and healthcare services. 

 

Manufacturing sector, % intermediate consumption India Indonesia Malaysia Philippines Singapore Thailand Vietnam

Wood and products of wood and cork 0.0 0.0 0.0 0.0 0.0 0.2 0.0

Paper products; printing and reproduction of recorded media 0.0 1.2 0.8 0.2 0.0 0.6 0.8

Coke and refined petroleum products 2.7 2.4 4.8 1.3 2.4 0.0 2.6

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 0.0

Basic precious and other non-ferrous metals 0.0 0.2 0.4 0.2 0.1 0.2 0.0

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 activities 0.4 0.2 0.2 0.2 0.3 0.2 0.3

Energy dependent share of intermediate consumption 10.8 8.0 12.1 6.3 5.9 8.2 11.1

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. 

Services sectors, % output India Indonesia Malaysia Philippines Singapore Thailand Vietnam

Construction 0.0 0.0 0.0 0.0 0.0 0.0 0.0

Wholesale and retail trade; repair of motor vehicles 0.0 0.0 0.0 0.0 0.0 0.0 0.0

Land transport and transport via pipelines 3.9 1.9 0.9 1.7 0.0 2.3 1.2

Water transport 0.0 0.6 0.6 0.3 0.0 0.9 0.5

Air transport 0.2 1.0 0.8 0.7 0.9 1.1 0.7

Warehousing and support activities for transportation 0.0 0.0 1.2 0.0 0.0 0.0 0.8

Postal and courier activities 0.0 0.0 0.1 0.0 0.0 0.0 0.1

Other service activities 0.0 0.0 0.2 0.0 0.0 0.0 0.0

Energy dependent share of output 4.1 3.5 3.8 2.7 0.9 4.3 3.3

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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 Note: The colour coding uses green to refer to less energy dependent sectors while red refers to the higher 

energy dependent sectors.  

 

Singapore: The main energy dependent sectors include the manufacturing of chemicals 

and chemical products, manufacturing of coke and refined petroleum products along 

with utilities and air transport. 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 & electricity, air transport, petrochemicals, and 

basic chemicals were cited as the top energy dependent industries along with land 

transport, water transport and water & waste36Φ LƳǇƻǊǘŀƴǘƭȅΣ a!{ ƴƻǘŜǎ ǘƘŀǘ άthe 

indirect impact is estimated to be most pronounced for the wholesale trade sector, 

which comprises 19% of GDP.έ 

 

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.  

Services sectors, % intermediate consumption India Indonesia Malaysia Philippines Singapore Thailand Vietnam

Construction 0.0 0.0 3.7 0.0 0.0 0.0 0.0

Wholesale and retail trade; repair of motor vehicles 0.0 3.0 3.7 5.7 0.0 2.6 3.8

Land transport and transport via pipelines 1.7 0.6 0.6 0.7 0.3 1.4 0.9

Water transport 0.0 0.4 0.4 0.1 0.0 0.6 0.4

Air transport 0.2 0.4 0.6 0.5 0.8 0.9 0.6

Warehousing and support activities for transportation 0.0 0.1 0.7 0.4 0.0 0.1 0.5

Postal and courier activities 0.0 0.1 0.1 0.1 0.0 0.1 0.1

Accommodation and food service activities 0.0 0.0 0.0 0.0 0.0 2.4 0.0

Real estate activities 0.0 0.3 0.0 0.0 0.0 0.0 0.7

Administrative and support services 0.0 0.3 0.5 0.0 0.0 0.0 0.0

Public administration and defence; compulsory social security 0.0 1.2 0.4 1.4 0.0 0.7 0.7

Education 0.3 0.6 0.8 0.3 0.0 0.8 0.5

Human health and social work activities 0.0 0.1 0.9 0.0 0.0 0.3 0.0

Arts, entertainment and recreation 0.0 0.0 0.4 0.5 0.0 0.1 0.4

Other service activities 0.3 0.6 0.1 0.3 0.0 0.3 0.2

Energy dependent share of intermediate consumption 2.5 7.6 12.8 9.9 1.0 10.4 8.8

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. 

Singapore: energy dependent sectors % output 

% intermediate 

consumption

Coke and refined petroleum products 2.7 2.4

Chemical and chemical products 0.0 2.6

Other non-metallic mineral products 0.0 0.1

Basic iron and steel 0.2 0.2

Basic precious and other non-ferrous metals 0.0 0.1

Electricity, gas, steam and air conditioning supply 0.9 0.5

Water supply; sewerage, waste management and remediation activities 0.0 0.3

Land transport and transport via pipelines 0.0 0.3

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 & 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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Philippines: ²Ŝ ŜǎǘƛƳŀǘŜ ŎƭƻǎŜ ǘƻ моΦр҈ ƻŦ ǘƘŜ ŜŎƻƴƻƳȅΩǎ ƻǳǘǇǳǘ ƛǎ ŜƴŜǊƎȅ ŘŜǇŜƴŘŜƴǘ 

in production, with the chemical manufacturing, utilities and land transportation sectors 

requiring higher energy inputs. A higher share of intermediate consumption is energy 

dependent at 17%, with the services showing higher energy dependency.   

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 related 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 industry including iron and steel and construction, while oil products are 

consumed by industry, transport and households. Electricity consumption is high for 

household and industries.  

 

 

 

 

 

 

Philippines: energy dependent sectors % output 

% intermediate 

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', '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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Note: The colour coding uses green to refer to less energy dependent sectors while red refers to the higher 

energy dependent sectors.  

 

Indonesia: We estimate that 18% 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, closer to 19% and includes wholesale and retail trade. 

 
Note:  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 
  

 

Figures in peta joule, FY23-24Coal Lignite Oil Products Natural GasElectricity Total

Final consumption 8,413 66 9,993 1,662 5,556 25,690

Industry 8,413 66 2,197 56 2,322 13,055

Iron and steel 1,959 1 31 0 0 1,991

Chemical and petrochemical 18 0 490 0 0 508

Non-ferrous metals 0 0 10 0 0 10

Machinery 0 0 5 0 0 5

Mining and quarrying 0 0 63 0 0 63

Paper, pulp and print 23 10 0 0 0 33

Construction 206 5 24 0 0 236

Textile and leather 4 9 23 0 0 36

Non-specified (industry) 6,203 41 1,551 56 2,322 10,174

Transport 0 0 2,296 597 119 3,012

Road 0 0 1,778 522 0 2,300

Domestic aviation 0 0 368 0 0 368

Rail 0 0 63 0 119 182

Pipeline transport 0 0 0 75 0 75

Domestic navigation 0 0 88 0 0 88

Non-specified (transport) 0 0 0 0 0 0

Other 0 0 5,500 44 3,115 8,659

Residential 0 0 1,253 0 1,350 2,603

Commercial and public services 0 0 3 0 450 453

Agriculture/forestry 0 0 21 5 918 945

Non-specified (other) 0 0 4,224 39 396 4,658

Source: Energy Statistics India; MOSPI; OCBC Group Research.

India: energy dependent sectors % output 

% intermediate 

consumption

Fishing and aquaculture 0.0 0.1

Mining of coal and lignite 0.3 0.1

Mining of metal ores 0.0 0.3

Other mining and quarrying 0.0 0.1

Coke and refined petroleum products 0.0 2.7

Chemical and chemical products 2.7 2.2

Pharmaceuticals, medicinal chemical and botanical products 0.0 0.0

Rubber and plastics products 0.0 0.0

Other non-metallic mineral products 1.5 1.1

Basic iron and steel 3.9 3.1

Electricity, gas, steam and air conditioning supply 2.4 1.4

Water supply; sewerage, waste management and remediation activities 0.0 0.4

Land transport and transport via pipelines 3.9 1.7

Air transport 0.2 0.2

Education 0.0 0.3

Other service activities 0.0 0.3

Total 14.9 13.8

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.  
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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 land transport. Energy requirements for intermediate consumption are higher at 

~21% including wholesale and retail trade. 

 

Note: The colour 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, chemical 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, slightly higher than the advance estimate of 5.3%. We expect economic growth 

ǘƻ ƳƻŘŜǊŀǘŜ ƛƴ ǘƘŜ ŎƻƳƛƴƎ ǉǳŀǊǘŜǊǎ ŀǾŜǊŀƎƛƴƎ пΦп҈ ŦƻǊ нлнсΣ ǿƛǘƘƛƴ .baΩǎ п-5% 

ŦƻǊŜŎŀǎǘ ǊŀƴƎŜΦ ta !ƴǿŀǊ ƴƻǘŜŘ ƻƴ мр aŀȅ ǘƘŀǘ ǘƘŜ ŜŎƻƴƻƳȅΩǎ ŦǳŜƭ ǎǳǇǇƭƛŜǎ ǊŜƳŀƛƴ 

Vietnam: energy dependent sectors % output 

% intermediate 

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 & 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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stable, with no need for rationing and restrictions37. We do not, however, rule out 

potential adjustments to the Budi95 program considering the rising fuel subsidy bill.  

Note: The colour 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, utilities and land transport among the bigger sectors. 

Intermediate consumption shows that accommodation and food services, wholesale 

and retail trade as well as public administration and education services are also energy 

dependent.  

 

 

 

 
37 Country's fuel supply still stable with no need for rationing, says PM, The Star, 15 May 2026.  

 

Malaysia: energy dependent sectors % output 

% intermediate 

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 3.4

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 3.4 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', '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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Note: The colour 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 that price shock (higher oil prices) and volume shock 

(potentially lower supplies) could have a durable impact on economic output. We 

estimate that growth at risk could be 0.4-0.6 percentage points across 2026-2028 

depending on the economy. The most exposed to a slowdown would be Vietnam, 

Malaysia, Indonesia, India where 0.5-0.6pp of growth could be shaved if energy 

dependent output growth is halved. The impact for Philippines and Thailand is 

estimated to be lower. This, however, reflects lower baseline growth forecasts, which 

inherently already reflects the impact of the conflict.  

 

Thailand: energy intensive sectors % output 

% intermediate 

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 1.5 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 1.4

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 & 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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Governments across the region will likely continue to focus on rationalisation measures 

while central banks will be keeping a close eye on second-round 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 retail fuel prices 

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.  

 

  

Official 
acknowledgement 
of economic risks 

Work-from-
home/travel 
contingency 
measures  

Petroleum 
rationalisation 

LNG 
rationalisation 

Alternative 
sources of 

energy 
imports 

Changes to 
fuel related 

duties 
Fiscal 

support  

India Ѹ Ѹ × Ѹ Ѹ Ѹ Ѹ 
Indonesia Ѹ Ѹ Ѹ × Ѹ Ѹ Ѹ 
Malaysia Ѹ Ѹ Ѹ × Ѹ × Ѹ 
Philippines Ѹ Ѹ Ѹ Ѹ Ѹ Ѹ Ѹ 
Singapore Ѹ × × × Ѹ Ѹ Ѹ 
Thailand Ѹ Ѹ Ѹ Ѹ Ѹ Ѹ Ѹ 
Vietnam Ѹ Ѹ Ѹ Ѹ Ѹ Ѹ Ѹ 
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, BI and RBI. For BoT, BNM and 

SBV, our baseline is no change for now, but the probability of rate hikes is rising. Much 

depends on how long the SoH is closed given that energy import volumes are at risk of 

becoming constrained.   
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Looking into the K-shaped 
economy of Hong Kong 

 

¶ The post-pandemic 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. 
This divergence is shaped by sectoral exposure, integration into global 
capital and technology cycles, skill set mismatch, as well as concentration 
of asset ownership. 

 

¶ The recovery of services sector remained uneven, with growth of retail 
and tourism sectors trailing that of IT and financial sectors. The structural 
shift toward less labour-intensive sectors, increases in labour productivity, 
and technological advancement (digitalisation, automation and AI) have 
paradoxically driven expansion in overall output and scaled back 
employment.  

 

¶ The recent listing record and pipeline composition, as well as secondary 
market activities clearly demonstrates a shift toward a technology and 
innovation-centric capital market. However, the performance of tech 
stocks has lagged global peers so far this year, due to limited participation 
in the global semiconductor supply chain or tech ecosystem. 

 Cindy Keung  
Hong Kong and Macao Economist 

 
 
 
 
 
 

  

 

The K-shaped pattern 

The post-pandemic 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 mass-market 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 

ƻǿƴŜǊǎƘƛǇΦ ¢ƘŜ άǳǇǇŜǊ ŀǊƳέ ƻŦ ǘƘŜ Y ƛǎ ƘƛƎƘ-income households and sectors linked to 

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 

άƭƻǿŜǊ ŀǊƳέ ƛǎ ƭƻǿŜǊ-income households, labour-intensive sectors, 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 the K-shaped economy. 

According to the Quarterly Business Tendency Survey (Chart 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. This apparent 

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 pessimistic. (Table 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 4Q18 (Chart 2). Structural challengesτincluding a stronger Hong Kong dollar, 

intensified regional competition and shift in consumption patterns τcontinue to suppress 

business revenue. Similarly, challenges such as outbound spending leakage are also 

weighing on the retail, wholesale and food services sectors. In contrast, 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 (AI) -related investment. Meanwhile, banking, 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, consumption-driven 

sectors lag behind high-value, capital-intensive industries. 

Chart 1: Business sentiment and real GDP growth Chart 2: Business receipts (4Q25 vs. 4Q18) 

 
 

Sources: HK Census and Statistics Department, OCBC Group Research. 
 
Table 1: Business outlook across sectors in Hong Kong 

 
Sources: HK Census and Statistics Department, OCBC Group Research. 

2025 Q1 2025 Q2 2025 Q3 2025 Q4 2026 Q1 2026 Q2

Manufacturing -22 -20 -2 -15 -15 0

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 services -27 -25 -31 -11 -13 -24

Information and communications -11 -17 -9 -16 -8 -16

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
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The paradox of jobless growth 

Despite robust expansion in high-growth sectors, employment gains have been limited. In 

CŜōǊǳŀǊȅ ǘƻ !ǇǊƛƭ нлнсΣ ǘƘŜ ƴǳƳōŜǊ ƻŦ ŜƳǇƭƻȅŜŘ ǇŜǊǎƻƴǎ ƛƴ άƛƴŦƻǊƳŀǘƛƻƴ ŀƴŘ 

ŎƻƳƳǳƴƛŎŀǘƛƻƴέ ƛƴŘǳǎǘǊȅ ǿŀǎ Řƻǿƴ ōȅ рΦу҈ ŀǎ ŎƻƳǇŀǊŜŘ ǘƻ ǎƛƳƛƭŀǊ ƭŜǾŜƭǎ ƛƴ нлмф όChart 3). 

{ƛƳƛƭŀǊƭȅΣ ǘƘŜ ƴǳƳōŜǊ ƻŦ ǇŜǊǎƻƴǎ ŜƳǇƭƻȅŜŘ ƛƴ άŦƛƴŀƴŎƛƴƎ ŀƴŘ ƛƴǎǳǊŀƴŎŜέ ƛƴŘǳǎǘǊȅ ǿŀǎ Řƻǿƴ 

ōȅ нΦу҈Φ bŜŜŘƭŜǎǎ ǘƻ ǎŀȅΣ άǊŜǘŀƛƭΣ ŀŎŎƻƳƳƻŘŀǘƛƻƴ ŀƴŘ ŦƻƻŘ ǎŜǊǾƛŎŜǎέ ǎŜŎǘƻǊǎ ǿƛǘƴŜǎǎŜŘ ŜǾŜƴ 

sharper contraction in employment, with number of employed persons down by 22.6%.  

 

This reflects a broader structural shift toward less labour-intensive growth models. Rising 

productivity, automation, and AI adoption have enabled firms to expand output without a 

commensurate increase in labour demand. Productivity gains in technology and finance 

sectors have significantly outpaced the broader economy, reducing the need for additional 

ƘƛǊƛƴƎΦ /ƻƳǇŀǊŜŘ ǿƛǘƘ ƭŜǾŜƭǎ ƛƴ нлмфΣ ǘƻǘŀƭ ƭŀōƻǳǊ ǇǊƻŘǳŎǘƛǾƛǘȅ ƛƴ άƛƴŦƻǊƳŀǘƛƻƴ ŀƴŘ 

ŎƻƳƳǳƴƛŎŀǘƛƻƴέ ŀƴŘ άŦƛƴŀƴŎƛƴƎ ŀƴŘ ƛƴǎǳǊŀƴŎŜέ ǊƻǎŜ ŎǳƳǳƭŀǘƛǾŜƭȅ ōȅ моΦл҈ ŀnd 11.4% 

respectively in 2024, outpacing that of the overall economy (at 8.2%)(Chart 4).  

 
Chart 3: No. of employed persons by sector Chart 4: Labour productivity index by sector 

  
Sources: HK Census and Statistics Department, OCBC Group Research. 
 
Chart 5: Labour participation rate by age Chart 6: Retail sales by outlets (1Q26 vs 1Q25) 

 

 
Sources: HK Census and Statistics Department, OCBC Group Research. 
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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 entry-level positions, hence 

potentially widening the income gap between the young and the elder labour force cohorts. 

Full-time job vacancies for graduates fell to a five-year 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 that the emergence of 

agentic AI will accelerate the process of replacing junior-level white-collar jobs.  

 

Labour force participation rate for younger cohorts (aged 15-24) of labour force was already 

on steady decline (now at record low at 25.8% in February to April 2026) (Chart 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 specialised skills 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 two-speed dynamic: a stronger momentum in tourism-dependent, luxury 

segments alongside weak performance in the mass-market retail segments. The recovery in 

inbound tourism, together with increased spending by higher-income households, has 

supported sales in retail outlets such as electrical goods/consumer durables, motor vehicles, 

jewellery and watches, clothing and footwear (Chart 6). In contrast, mass-market 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, while that for consumer 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) Chart 7: Hang Seng Tech Stock as share of turnover 

Area Office vacancy (%) 

Central 9.2% 

Wanchai/ Causeway 
Bay 

10.4% 

Hong Kong East 13.3% 

Tsim Sha Tsui 6.9% 

Kowloon East 20.7% 

Overall 13.5% 
 

 
Sources: JLL, Bloomberg, OCBC Group 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 office space, in particular in 

prime locations, since the second half last year. In that connection, space take-up started to 

match that of supply, capping the upside room for office vacancy rate in prime locations 

(Table 2). According to JLL, overall office rents rose by 1.2% MoM in April, with offices in 

prime locations (i.e. Central) leading the growth (+2.1% MoM), while offices in tier-two areas 

(i.e. Wanchai and Causeway Bay) trailed (+1.2% MoM). 

 

Tech-heavy capital market 

The recent listing record and pipeline composition, as well as secondary market activities 

clearly demonstrates a shift toward a technology and innovation-centric capital market. Out 

of the top ten IPOs and secondary listings (ranked by the amount of proceeds) so far this 

year, eight are in high-tech sectors, including AI companies, IT services providers, 

semiconductor manufacturers, and robotics/ electronics manufacturers (Table 3).  The 

surge in listings of high-ǘŜŎƘ ŎƻƳǇŀƴƛŜǎ ƴƻǘ ƻƴƭȅ ǊŜŦƭŜŎǘǎ /ƘƛƴŀΩǎ Ŏŀtchup on AI development, 

ōǳǘ ŀƭǎƻ ǘƘŜ ƛƴŎǊŜŀǎƛƴƎ ŦǳƴŘ ŀƭƭƻŎŀǘƛƻƴ ŀƴŘ ƛƴǾŜǎǘƻǊǎΩ ƛƴǘŜǊŜǎǘΦ  

 

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 market liquidity, of 

around 28% in the past three years (Chart 7). Separately, the average daily trading volume 

of stock options, which are heavily concentrated in large-cap tech names, also saw a drastic 

increase of 22% YoY in 2025. However, the performance of tech stock has lagged global 

peers so far this year, due to limited participation in the global semiconductor supply chain 

or tech ecosystem. 

 
Table 3: Top high-tech IPO and secondary listings in Hong Kong 

Sectors Issuers Proceeds (HK$ mn) 

Semiconductors Montage Technology 8,099 
 Shanghai Biren Technology 6,420 
    {ƘŜƴȊƘŜƴ IŀƴΩǎ /b/ ¢ŜŎƘƴƻƭƻƎȅ 5,558 
    GigaDevice Semiconductor 5,387 
 Ominivision Integrated Circuits Group 5,318 
 Shanghai Iluvatar CoreX Semiconductor 3,677 
 Axera Semiconductor 2,992 
     

Software and IT 
services 

Minimax Group 5,540 

Knowledge Atlas Technology 5,000 

  

Electronics/ 
computer and 
peripherals 

Victory Giant Technology 23,135 

Huaqin Co 5,232 

Sources: HKEX, OCBC Group Research. 
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A different playbook 

All in all, the KȤshaped recovery underscores a pattern of increasingly nonȤinclusive growth 

and a market environment characterised by rising concentration risks. This warrants a shift 

away from broadȤbased stimulus toward more targeted and calibrated policy support for 

ƘƻǳǎŜƘƻƭŘǎ ŀƴŘ ǎŜŎǘƻǊǎ ƻƴ ǘƘŜ άƭƻǿŜǊ ŀǊƳέ ƻŦ ǘƘŜ YΣ ǿƘƛŎƘ ŎƻƴǘƛƴǳŜ ǘƻ ŦŀŎŜ ŎƻƴǎǘǊŀƛƴŜŘ Ƨƻō 

creation, weak earnings visibility and persistent structural headwinds. In this context, policy 

efforts should also adopt a more holistic and forwardȤlooking approach to labour market 

challenges, with a stronger emphasis on reskilling, enhancing workforce adaptability, and 

improving entryȤlevel employment opportunities. 

 

CǊƻƳ ŀ ƳŀǊƪŜǘ ǇŜǊǎǇŜŎǘƛǾŜΣ ǘƘŜ ƻōǎŜǊǾŜŘ ŘƛǾŜǊƎŜƴŎŜ ǊŜƛƴŦƻǊŎŜǎ ŀ ǎǘǊǳŎǘǳǊŀƭ ǘƛƭǘ ǘƻǿŀǊŘ άƴŜǿ 

ŜŎƻƴƻƳȅέ ǎŜŎǘƻǊǎτparticularly technology and innovationτwhich are increasingly 

dominant in capital allocation and market activity. This bifurcation is even more pronounced 

in the commercial real estate sector, where assets in prime locations continue to benefit 

ŘƛǎǇǊƻǇƻǊǘƛƻƴŀǘŜƭȅ ŦǊƻƳ άǳǇǇŜǊȤYέ ŘŜƳŀƴŘΦ !ǎ ŀ ǊŜǎǳƭǘΣ ǘƘŜ ŘƛǾŜǊƎŜƴŎŜ ƛǎ ƭƛƪŜƭȅ ǘƻ ŘǊƛǾŜ 

further dispersion in property valuations, rental performance, and investment returns 

across locations and asset classes. 
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Mapping !ǎƛŀΩǎ agricultural 
vulnerability 

 

¶ !ǎƛŀΩǎ ŀƎǊƛŎǳƭǘǳǊŜ ŦŀŎŜǎ ŀ Řǳŀƭ ǎƘƻŎƪΥ aƛŘŘƭŜ 9ŀǎǘ ǘŜƴǎƛƻƴǎ ŀǊŜ ŀŘŘƛƴƎ 
pressure to energy and fertiliser markets, while El Nino raises the risk of 
hotter and drier conditions across parts of Southeast Asia.  

 

¶ Fertiliser exposure is uneven across the region. Thailand has the clearest 
direct reliance on GCC plus Iran supply, Japan and South Korea are net 
ƛƳǇƻǊǘŜǊǎΣ ǿƘƛƭŜ /ƘƛƴŀΩǎ ŜȄǇƻǊǘ ǎǘŀƴŎŜ ƳŀǘǘŜǊǎ ŦƻǊ ǊŜƎƛƻƴŀƭ ǊŜǇƭŀŎŜƳŜƴǘ 
supply. 

 

¶ The risk is not an immediate Asia-wide food shortage, but a gradual build-
up of pressure through higher input costs, squeezed farm margins, 
weather sensitive yields and potentially rising import needs. 

 Ahmad A Enver  
ASEAN Economist 

 
 
 
 
 
 
 
 
 
 

 
           

 

The dual shock 

!ǎƛŀΩǎ ŀƎǊƛŎǳƭǘǳǊŀƭ ǎǳǇǇƭȅ ŎƘŀƛƴ ƛǎ ƘŜŀŘƛƴƎ ƛƴǘƻ ŀ ƳƻǊŜ ŘƛŦŦƛŎǳƭǘ ƻǇŜǊŀǘƛƴƎ ŜƴǾƛǊƻƴƳŜƴǘ ŀǎ ǘǿƻ 

pressures converge. The conflict in the Middle East has disrupted shipping through the Strait 

of Hormuz, adding pressure to energy and fertiliser markets across the region. At the same 

time, El Nino 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 and many farmers operate on thin margins, 

the interaction between these shocks deserves close attention. 

 

 
 

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 conditions.38 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 

 
38 CƻƻŘ ŀƴŘ !ƎǊƛŎǳƭǘǳǊŜ hǊƎŀƴƛȊŀǘƛƻƴ όC!hύ ƻŦ ǘƘŜ ¦ƴƛǘŜŘ bŀǘƛƻƴǎΣ άDƭƻōŀƭ !ƎǊƛŦƻƻŘ ƛƳǇƭƛŎŀǘƛƻƴ ƻŦ ǘƘŜ нлнс ŎƻƴŦƭƛŎǘ ƛƴ ǘƘŜ aƛŘŘƭŜ 9ŀǎǘέΣ мр aŀǊŎƘ нлнсΦ 
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fuel costs remain elevated while El Nino conditions intensify, 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 cover in this analysis, ASEAN-5 (Indonesia, Malaysia, Philippines, 

Thailand and Vietnam) and North Asia (China, Japan and South Korea), the 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 highly protected domestic staple. China 

has a larger domestic production base and is itself a major fertiliser exporter, making its 

ǇƻƭƛŎȅ ǊŜǎǇƻƴǎŜ ƛƳǇƻǊǘŀƴǘ ŦƻǊ ǊŜƎƛƻƴŀƭ ǎǳǇǇƭȅΦ wŜŎŜƴǘ ǘƛƎƘǘŜƴƛƴƎ ƻŦ /ƘƛƴŀΩǎ ŦŜǊǘƛƭƛǎŜǊ ŜȄǇƻǊǘ 

controls could limit replacement supply for import dependent economies and add to 

regional cost pressures.39  

 

The fertiliser channel    
¢ƘŜ ŎƭŜŀǊŜǎǘ ǘǊŀƴǎƳƛǎǎƛƻƴ ŦǊƻƳ ǘƘŜ aƛŘŘƭŜ 9ŀǎǘ ŎƻƴŦƭƛŎǘ ǘƻ !ǎƛŀΩǎ ŀƎǊƛŎǳƭǘǳǊŜ ƛǎ ǘƘǊƻǳƎƘ 

fertiliser imports. In this analysis, fertiliser refers to HS31, specifically HS3101 to HS3105. 

These categories cover organic, nitrogenous, phosphatic, potassic and NPK or 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 supply exposure may arise. 

 

HS 

code 
Fertiliser category Main function for crops Common crop relevance 

HS3101 Organic fertilisers 
Add nutrients gradually and help 
improve soil structure, often from 
animal or vegetable materials 

Used across mixed farming systems, 
vegetables, fruit crops and smallholder plots 

HS3102 Nitrogenous fertilisers 
Support leaf growth, crop vigour and 
yield formation; urea is the key example 

Rice, maize, sugarcane and oil palm, especially 
during vegetative growth 

HS3103 Phosphatic fertilisers 
Support root development, early crop 
establishment, flowering and seed 
formation 

Rice, maize, sugarcane, cassava, vegetables and 
plantation crops 

HS3104 Potassic fertilisers 
Support water regulation, stress 
tolerance, fruit quality and crop 
resilience 

Oil palm, fruits, vegetables, cassava, sugarcane 
and other potassium-demanding crops 

HS3105 NPK/complex fertilisers 
Combine two or three major nutrients 
(N, P, K) in one product 

Widely used across rice, maize, sugarcane, oil 
palm, vegetables and horticulture 

Note: Practical guide only. Actual fertiliser use varies by crop, soil and farming practice. Source: World Customs Organization, 
Food and Agriculture Organization, International Fertilizer Association, OCBC Group Research. 

 

Using this classification, ASEAN-5 was largely a net fertiliser importer. Across these five 

economies, total HS31 imports reached about USD8.7bn, while exports stood at around 

USD3.4bn.40 The aggregate trade deficit was therefore about USD5.3bn, led by Thailand at 

 
39 wŜǳǘŜǊǎΣ ά/Ƙƛƴŀ ǘƛƎƘǘŜƴǎ ōƻǊŘŜǊ ƛƴǎǇŜŎǘƛƻƴǎ ŦƻǊ ŦŜǊǘƛƭƛȊŜǊ ŜȄǇƻǊǘǎΣ ǎƻǳǊŎŜǎ ǎŀȅΣέ ну !ǇǊƛƭ нлнсΦ 
40 Fertiliser trade data are based on the latest available UN Comtrade data for HS3101 to HS3105. Vietnam uses 2023 data. Indonesia and Malaysia 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 ASEAN-5 imports. 

 

  
 

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 Korea were small net 

importers, with deficits of around USD601mn and USD312mn, respectively. This contrasts 

with ASEAN-рΩǎ large 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 was a net importer 

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 were net importers of the product, 

ǎƛƳƛƭŀǊ ǘƻ ǘƘŜ ƎŀǇ ǎŜŜƴ ŀŎǊƻǎǎ !{9!bΦ /ƘƛƴŀΩǎ ǎǳǊǇƭǳǎ ŀƭǎƻ ƳŀƪŜǎ ƛǘ ŀ ǎǿƛƴƎ ǎǳǇǇƭƛŜǊ ŦƻǊ ǘƘŜ 

region. It sent ~29% of its fertiliser exports to ASEAN in 2024, so its export policy shapes 

regional replacement supply when Gulf cargoes become more costly or delayed. 

 

  
 

 

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 natural gas.41  A 

ǇǊƻƭƻƴƎŜŘ {ǘǊŀƛǘ ƻŦ IƻǊƳǳȊ ŘƛǎǊǳǇǘƛƻƴ ǿƻǳƭŘ ǘƛƎƘǘŜƴ !ǎƛŀΩǎ ŀŎŎŜǎǎ ǘƻ DǳƭŦ ƴƛǘǊƻƎŜƴ ǎǳǇǇƭȅ 

by delaying cargoes, raising freight and replacement costs, and narrowing delivery windows 

during the planting season. Fertiliser is usually purchased early in the planting 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 purchases 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. 

 

Uneven fertiliser 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 ASEAN-5 fertiliser imports by 

value, but the direct exposure was concentrated in Thailand. Around 31% of ThailŀƴŘΩǎ 

fertiliser imports came from GCC plus Iran, compared with around 6% for the Philippines, 

3% for Malaysia, and near zero for Indonesia and Vietnam. In value terms, Thailand imported 

close to USD796mn of fertilisers from GCC plus Iran, far above the Philippines at USD48mn 

and Malaysia at USD30mn. 

 

  

  
 

 
41 Dƭƻōŀƭ !ƎǊƛŎǳƭǘǳǊŜΣ ά²Ƙȅ [bD aŀǘǘŜǊǎ ŦƻǊ ¦ǊŜŀ tǊƻŘǳŎǘƛƻƴΥ ¦ƴŘŜǊǎǘŀƴŘƛƴƎ ǘƘŜ 9ƴŜǊƎȅ CƻǳƴŘŀǘƛƻƴ ƻŦ bƛǘǊƻƎŜƴ CŜǊǘƛƭƛȊŜǊǎΣέ мн aŀrch 2026. 
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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 routes inside the Gulf 

became more difficult.42 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 USD76mn 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 source-exposure profile. Japan and South Korea are net 

fertiliser importers, but their direct reliance on GCC plus Iran is similar 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 

!{9!b ŀōǎƻǊōŜŘ ŀǊƻǳƴŘ нф҈ ƻŦ /ƘƛƴŀΩǎ ŦŜǊǘƛƭƛǎŜǊ ŜȄǇƻǊǘǎ ƛƴ нлнпΦ ¢Ƙƛǎ ƳŀƪŜǎ /ƘƛƴŀΩǎ ŜȄǇƻǊǘ 

stance important for regional replacement supply when Gulf cargoes 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 import-dependent economies 

face a secondary risk through replacement costs and supplier availability. /ƘƛƴŀΩǎ ǊƻƭŜ ƛǎ 

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 crop map makes ASEAN-рΩǎ ŦŜǊǘƛƭƛǎŜǊ ŜȄǇƻǎǳǊŜ ƳƻǊŜ ŎƻƴǎŜǉǳŜƴǘƛŀƭΦ ¢Ƙƛǎ ǎŜŎǘƛƻƴ ŦƻŎǳǎŜǎ 

on rice, maize, sugar and cassava, given their roles in food security, feed demand and agro 

industrial activity. Rice remains the most politically sensitive staple, while maize links the 

shock to feed costs. Sugar and cassava are also relevant through processed food, starch, 

feed, industrial use and rural incomes. 

 

 

 

 

 

 

 

 

 

 

 

 

 
42 CƛƴŀƴŎƛŀƭ ¢ƛƳŜǎΣ ά¦!9 ŦŜǊǘƛƭƛǎŜǊ Ǝƛŀƴǘ ǊŜǎƻǊǘ ǘƻ ǘǊǳŎƪǎ ǘƻ ǎƘƛŦǘ ǇǊƻŘǳŎǘ ƻǳǘ ƻŦ DǳƭŦΣέ п aŀȅ нлнсΦ 
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Crops Country 
2024 

(Prod.,  
mn tons) 

2024 
(Prod.,  

mn tons) 

2026 

(Prod.,  
mn tons) 

% share  
ASEAN 

vs 2025 
% YoY 

SSR 

Rice 

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 

Malaysia 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 
  

Maize 

ASEAN 36.9 38.6 39.2 100.0 1.5 71.1 

Indonesia 15.1 16.5 16.7 42.7 1.6 102.2 
Malaysia 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 4.5 11.5 0.0 28.6 
  

Sugar 

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 

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 

Vietnam 1.3 1.3 1.3 7.5 2.0 65.2 
  

Cassava 

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 

Malaysia 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 

Vietnam 10.5 10.7 11.0 14.1 2.0 140.9 

Note: 2026 AFSIS estimate, SSR = Self-sufficiency ratio. Source: AFSIS, OCBC Group Research. 
 

¢ƘŀƛƭŀƴŘΩǎ ŦŜǊǘƛƭƛǎŜǊ ŜȄǇƻǎǳǊŜ ǎƘƻǳƭŘ ōŜ ǊŜŀŘ ŀǎ ōǊƻŀŘŜǊ ǘƘŀƴ ǊƛŎŜΦ Lǘ ƛǎ ƴƻǘ !{9!bΩǎ ƭŀǊƎŜǎǘ 

rice producer by volume, but it remains a major contributor, accounting for 16.9% of 

regional production, and is highly self-sufficient 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. 

Higher input costs or supply disruption could therefore extend to sugar, starch, feed and 

agro-industrial supply chains. Malaysia and the Philippines present a different profile. Both 

have weaker rice self-sufficiency 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 self-sufficient in rice, sugar and cassava, with self-

sufficiency ratios of estimated at 123.6%, 103.6% and 155.3%, respectively. The main 

structural shortfall is maize, where the self-sufficiency 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 prices. 
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Recent discussions suggest that policymakers within ASEAN are also giving 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 supply.43 Although the 

ǇǊƻǇƻǎŀƭǎ ŀǊŜ ǎǘƛƭƭ ǇǊŜƭƛƳƛƴŀǊȅΣ ǘƘŜȅ ǎƛƎƴŀƭ ŀ ōǊƻŀŘŜǊ ǇƻƭƛŎȅ ǊŜǎǇƻƴǎŜ ǿƘŜǊŜ !{9!bΩǎ 

resilience depends not only on domestic production capacity but also on coordinated access 

to critical inputs such as fertiliser, fuel and food risks increasingly overlap. 

 

El Nino, the second stress point 

El Nino adds a physical production risk to the fertiliser shock. Fertiliser affects the cost and 

timing of production, while El Nino affects growing conditions. In its latest update, the US 

National Oceanic and Atmospheric Administration (NOAA) indicated that El Nino conditions 

are already present and expected to strengthen into the Northern Hemisphere winter of 

2026 to 2027.44 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 

weather risk channel, as El Nino 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 

 

 

Crop El Nino significance 

Rice Water-intensive and politically sensitive 

Maize Feed input, with ASEAN structurally short 

Sugarcane Dryness can affect cane yield and sugar 
production 

Cassava Relatively resilient, but exposed to 
prolonged dryness 

CPO Weather impact often appears with a lag 

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 basket. The region enters 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 self-sufficiency ratio of 123.6%. Still, historical production 

data show how quickly risks can emerge during severe El Nino episodes. During the 2015-16 

episode, ASEAN-5 rice production fell 3.2% YoY in 2015 and another 6.9% in 2016, leaving 

output 9.8% below its 2014 level. The International Food Policy Research Institute (IFPRI) 

also notes that rice yields fell 4-11% below trend during previous El Nino episodes since 2000 

due to low rainfall45, with Indonesia and Vietnam among the most affected countries in a 

 
43 /ƘŀƴƴŜƭ bŜǿǎ !ǎƛŀΣ ά!{9!b Ƴǳƭƭǎ ǎƘŀǊƛƴƎ ŦǳŜƭΣ ŦƻƻŘ ǊŜǎƻǳǊŎŜǎ ŀǎ ŦŜŀǊǎ ƻŦ ǇǊƻƭƻƴƎŜŘ ŘƛǎǊǳǇǘƛƻƴǎ ƎǊƻǿΣέ у aŀȅ нлнсΦ 
44 /ƭƛƳŀǘŜ tǊŜŘƛŎǘƛƻƴ /ŜƴǘŜǊΣ bh!!Σ ά9ƭ bƛƷƻκ{ƻǳǘƘŜǊƴ hǎŎƛƭƭŀǘƛƻƴ ό9b{hύ 5ƛŀƎƴƻǎǘƛŎ 5ƛǎŎǳǎǎƛƻƴΣέ мм WǳƴŜ нлнсΦ 
45 International Food Policy Research Institute (IFPRI), "Rice markets in South and Southeast Asia face stresses from El Niño, export restrictions," May 2023. 



             

 

 

 

 

 

Thematic Report 3 

 Cƻƭƭƻǿ ƻǳǊ ǇƻŘŎŀǎǘǎ ōȅ ǎŜŀǊŎƘƛƴƎ ΨOCBC Research InsightsΩ ƻƴ ¢ŜƭŜƎǊŀƳΗ  147 

 

By Global Markets  |  19 June 2026 

 

2023 study.46 Sugar cane also weakened during the 2015-2016 El Nino 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 country-level stress was still visible in 

parts of the region. The production impact is therefore unlikely to be uniform, with the 

severity shaped by rainfall timing, irrigation coverage, crop type and planting calendar. 

 

ASEAN-5 crops production during 2015-16 El Nino Episodes 

mn tons ID MY PH TH VN ASEAN-5* % vs 2014 ASEAN-5 

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: *ASEAN-5 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 shock. Khor et 

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.47 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 application, delaying planting or 

cutting crop maintenance, even when weather stress argues for more timely input 

management.  

 

 
46 Cao, J., Zhang, Z., Tao, F., et al., "Forecasting global crop yields based on El Niño Southern Oscillation early signals," Agricultural Systems, Vol. 205, 2023. 
47 Khor, J. F., Ling, L., Yusop, Z., et al., "Impact of El Niño on Oil Palm Yield in Malaysia," Agronomy, 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 are beginning to appear in 

parts of the region. Food related inflation remains uneven across ASEAN-5. In 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 presents a more divergent picture. Japan recorded the firmest reading among the three 

at 3.5% YoY, 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 beverage-related CPI sub-index for each economy. Definitions differ by country and may include alcohol or 
tobacco for some economies. The comparison should be read directionally. Source: Bloomberg, CEIC, OCBC Group 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 

ǇƻƭƛǘƛŎŀƭ ŀƴŘ ƘƻǳǎŜƘƻƭŘ ǎŜƴǎƛǘƛǾƛǘȅ ƻŦ ǘƘŜ ǎǘŀǇƭŜΦ ¢ƘŀƛƭŀƴŘΩǎ ǇƻƭƛŎy focus is more preventive, 

with the Agriculture Ministry reportedly rolling out a five-point water management plan to 

prepare for possible El Nino linked droughts. Indonesia shows another part of the 

transmission, as fertiliser subsidies can shield many farmers 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 overlap between 

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 domestic production base and net 

fertiliser export position. 

 

Building input resilience 

¢ƘŜ ǊŜƎƛƻƴΩǎ ǇƻƭƛŎȅ ŀƎŜƴŘŀ ƛǎ ŀƭǊŜŀŘȅ ƳƻǾƛƴƎ ǘƻǿŀǊŘ ǎǘǊƻƴƎŜǊ ŀƎǊƛŎǳƭǘǳǊŀƭ ƛƴǇǳǘ ǊŜǎƛƭƛŜƴŎŜΦ 

For ASEAN, agriculture ministers have reaffirmed the need to keep essential goods flowing, 

including food, fertilisers and agricultural inputs, while the ASEAN Food, Agriculture and 
































