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MAS tightened monetary policy for the first time since 2022 
 

MAS increased the rate of appreciation of the S$NEER policy band; no change to width & level 
Hawkish tone suggests further tightening cannot be ruled out in the July meeting 
Gradual appreciation in SGD till end 2026; SORA rates to fall following UST yields 

 
MAS slightly increased the rate of appreciation of the S$NEER policy band, 
upgrades CPI forecast 
As expected, the MAS increased slightly the rate of appreciation of the S$NEER policy 
band. There will, however, be no change to its width and the level at which it is centred. 
The decision was largely driven by expectations that prices of imported goods and 
services will accelerate in the quarters ahead due to the recent spike in energy costs, 
offset to some extent by subdued accommodation inflation amid weaker housing 
rental growth as well as enhanced domestic subsidies like for pre-school education. 
With this, MAS also raised its core and headline inflation to 1.5–2.5% from 1.0–2.0% 
previously, while an update to the GDP forecast will be provided in May. 
 
Moderated GDP growth due to manufacturing and services clusters tied to AI  
In terms of growth, Singapore’s advanced 1Q GDP growth came in lower than expected 
even before the US/Israel-Iran war, moderating to 4.6% on a yearly basis and 
contracting on a quarterly basis at -0.3% q/q (prior: 5.7% y/y and 1.3% q/q). Growth 
continued to be supported by the manufacturing (5.0% y/y vs 11.4% y/y) and services 
(4.7% y/y vs 4.8% y/y) clusters tied to the global AI capex cycle on a yearly basis, while 
the contraction on a quarterly basis reflected moderation in trade-related and modern 
services activities given the high base effect in 4Q of 2025. Consequently, 
manufacturing fell 4.9% q/q in 1Q (prior: 4.5% q/q), while services growth eased to 0.6% 
q/q from 1.0% q/q. The construction sector was the outlier, accelerating to 9.0% y/y 
and 3.7% q/q (prior: 4.6% y/y and 0.2% q/q) supported by a step-up in both public and 
private sector construction works.  
 
Zero output gap expected for 2026 
Moving forward, the impact from the conflict that began in end-February is expected 
be to be pronounced for economic activities (as well as prices) in the coming quarters. 
As it is, there is significant uncertainty around the duration and intensity of the war as 
well as outlook for shipping flows through the Strait of Hormuz at this juncture. Even 
if supplies are restored, global energy prices are likely to remain elevated for some 
time, deliveries lagged and supply will take time to fully recover.  The accumulated 
supply shortfalls and higher input costs is expected to keep inflation elevated, curtail 
production in the meantime, weigh on profitability of most sectors, most notably for 
energy-dependent industries such as petrochemicals and transport. These, will 
however, be offset by continued global AI-related capex spending as well as resilient 
regional electronics production. In this regard, we also note that MAS is now expecting 
output gap to average around zero percent, a downgrade from positive output gap 
expected in the January policy meeting.  
 
Another tightening in July cannot be ruled out 
Taking cognizance of the hawkish tone in the policy statement and that the impact 
from the war likely more pronounced on inflation rather than growth (GDP growth 
eased from 9.9% in 2021 to 4.1% in 2022 during the Russia-Ukraine war, while inflation 
spiked from 2.3% to 6.1% for the same period), the door for another tightening remains 
open in the July meeting and in tandem with this, USD/SGD should be well supported 
at around the current level of 1.27 to end 2026. SORA rates are expected to inch lower 
tracking the decline in Fed fund and UST yields, inching down from 1.06% currently to 
0.90% for the same period.  

Figure 1: Slower but still supported by 
clusters tied to AI 
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Figure 2: Expect inflation to average 
1.5-2.5% in 2026 
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Figure 3: USD/SGD is expected to be 
well supported around the current 
level to end-2026 

 
Source: Bloomberg 
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That said, the decision by MAS to steepen the curve just slightly and not recentre the 
S$NEER band suggests that July tightening is not fully in the bag at this point, with the 
central bank likely waiting for more clarity on the duration and intensity of the war, 
possibly amid some growth concerns, the latter as the economy contracted on a 
quarterly basis and as the output gap narrows towards zero, and as inflation remains 
tame for now. 
 

Figure 4: House View and Forecasts 
FX 2Q-26 3Q-26 4Q-26 1Q-27 
USD/SGD 1.29 1.28 1.27 1.25 
SGD/MYR 3.09 3.10 3.11 3.12 
SORA (%) 1.06 1.03 0.90 0.90 

Source: Bloomberg; HLBB Global Markets 
Research 
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DISCLAIMER 

This report is for information purposes only and does not take into account the investment objectives, financial situation or particular needs 
of any particular recipient. The information contained herein does not constitute the provision of investment advice and is not intended as 
an offer or solicitation with respect to the purchase or sale of any of the financial instruments mentioned in this report and will not form the 
basis or a part of any contract or commitment whatsoever. 
 
The information contained in this publication is derived from data obtained from sources believed by Hong Leong Bank Berhad (“HLBB”) to 
be reliable and in good faith, but no warranties or guarantees, representations are made by HLBB with regard to the accuracy, completeness 
or suitability of the data. Any opinions expressed reflect the current judgment of the authors of the report and do not necessarily represent 
the opinion of HLBB or any of the companies within the Hong Leong Bank Group (“HLB Group”). The opinions reflected herein may change 
without notice and the opinions do not necessarily correspond to the opinions of HLBB. HLBB does not have an obligation to amend, modify 
or update this report or to otherwise notify a reader or recipient thereof in the event that any matter stated herein, or any opinion, projection, 
forecast or estimate set forth herein, changes or subsequently becomes inaccurate.  
 
HLB Group, their directors, employees and representatives do not have any responsibility or liability to any person or recipient (whether by 
reason of negligence, negligent misstatement or otherwise) arising from any statement, opinion or information, expressed or implied, arising 
out of, contained in or derived from or omission from the reports or matter.  
 
Potential and actual conflict of interest may arise from the activities of HLB Group. HLB Group constitute a diversified financial services group. 
These entities engage in a wide range of commercial and investment banking, brokerage, funds management, hedging transactions and 
other activities for their own account or the account of others. In the ordinary course of their business, HLB Group may effect transactions 
for their own account or for the account of their customers and hold long or short positions in the financial instruments. HLB Group, in 
connection with its business activities, may possess or acquire material information about the financial instruments. Such activities and 
information may involve or have an effect on the financial instruments. HLB Group have no obligation to disclose such information about 
the financial instruments or their activities.  
 
The past performance of financial instruments is not indicative of future results. Whilst every effort is made to ensure that statements of 
facts made in this report are accurate, all estimates, projections, forecasts, expressions of opinion and other subjective judgments contained 
in this report are based on assumptions considered to be reasonable as of the date of the document in which they are contained and must 
not be construed as a representation that the matters referred to therein will occur.  Any projections or forecasts mentioned in this report 
may not be achieved due to multiple risk factors including without limitation market volatility, sector volatility, corporate actions, the 
unavailability of complete and accurate information. No assurance can be given that any opinion described herein would yield favorable 
investment results. Recipients who are not market professional or institutional investor customer of HLBB should seek the advice of their 
independent financial advisor prior to taking any investment decision based on the recommendations in this report.  
 
HLBB may provide hyperlinks to websites of entities mentioned in this report, however the inclusion of a link does not imply that HLBB 
endorses, recommends or approves any material on the linked page or accessible from it. Such linked websites are accessed entirely at your 
own risk. HLBB does not accept responsibility whatsoever for any such material, nor for consequences of its use. 
 
This report is not directed to, or intended for distribution to or use by, any person or entity who is a citizen or resident of or located in any 
state, country or other jurisdiction where such distribution, publication, availability or use would be contrary to law or regulation. This report 
is for the use of the addressees only and may not be redistributed, reproduced or passed on to any other person or published, in part or in 
whole, for any purpose, without the prior, written consent of HLBB. The manner of distributing this report may be restricted by law or 
regulation in certain countries. Persons into whose possession this report may come are required to inform themselves about and to observe 
such restrictions. By accepting this report, a recipient hereof agrees to be bound by the foregoing limitations. 
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