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A more enduring Middle East conflict than we had expected is keeping energy prices high and prompting a response
from central banks to tame inflationary pressures. While we expect fine-tuning of policy rates ahead, we do not think

this will constitute a new rate-hiking cycle.

Strong demand in the global economy is supporting resilient economic growth. To
date, however, this shows few signs of driving up wages and domestic inflationary
pressures in developed economies.

At the same time, conflict in the Middle East, and the ongoing impact of the
Russia-Ukraine war, is keeping energy prices high. This combination of resilient
growth and high energy prices is keeping major central banks focused on inflation,
and has now shifted the balance of risks towards additional monetary policy
tightening (see table 1). Flows through the Strait of Hormuz are still restricted,
and Houthi attacks are now threatening Saudi oil infrastructure and to disrupt
the Bab al-Mandab transit route. Our new base scenario sees oil prices averaging
USD 100/barrel through end-2026, before declining in 2027.

By the end of 2026, we now expect a further policy rate rise in the US and eurozone,
a hike in the UK, and have brought forward a hike for Japan. However we do not
see this as a major pivot by central banks, or the starting of a rate-hiking cycle in
the US, eurozone or UK.

In the US, the Federal Reserve meeting in September delivered a unanimous
25 basis point hike, accompanied by language that was focused on price stability,
with projections showing both inflation and growth slightly higher than the
committee forecast in June. We now expect an additional increase in the Fed’s
December meeting and a stable policy rate in 2027, in line with the committee’s
own forecasts.

A meaningful improvement in the US inflation trend is unlikely to materialise
within the next couple of months, with inflation only likely to approach the Fed’s
2% target in late 2027, after having spent six years above it. Chair Kevin Warsh’s
emphasis on getting inflation to target as a priority thus seems consistent with
some additional monetary tightening.

In Europe, the European Central Bank also delivered a 25 bps rate hike in
September, with new projections also showing higher inflation and resilient
growth. Given the absence of any second-round effects from higher energy prices
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and the fact that expectations around future inflation seem
firmly anchored among the general public, we think the 50
bps of rate hikes it has delivered so far is a sufficient response.
However, the balance of risks indicates to us that the ECB will
deliver a final 25 bps hike in December. We still think market
expectations for further ECB tightening look too high.

In the UK, the Bank of England has chosen to remain on hold
until now, including at its 17 September meeting. With second
round inflationary effects of high energy prices not yet visible,
its preferred stance has been to simply postpone the rate cuts
that looked likely at the start of the year rather than tighten
policy. Yet Governor Andrew Bailey noted that with inflation
forecast to rise going in 2027, the BoE may have to raise rates
in the months ahead. We now expect a hike in November -
and then for the policy rate to be held for much of next year.

We also expect both the ECB and the BoE to start reversing
these rate hikes towards the end of 2027 as the impact of high
energy prices fades.

In contrast to much of Europe, Switzerland faces a slightly
different macroeconomic backdrop, with less reliance on
imported energy and much lower inflation. We thus expect no
change to the Swiss National Bank’s policy rate both in 2026
and into 2027.

Finally, in contrast to other major developed economies,
Japan’s central bank is engaged in a monetary policy
normalisation cycle. It too raised its benchmark policy rate
in September, to 1.25%. Governor Kazuo Ueda gave some

Central banks will continue adjusting policy

Our forecasts for policy rate decisions by major central banks

hawkish signals, noting that inflation risks would be assessed
at every meeting, and that he would not rule out a 50 bps hike
or hikes in successive meetings. However, he stressed the
need to avoid triggering major adjustments in lending or asset
values. The BoJ Board was also split in September, with two
members voting to keep rates on hold rather than raise them.

We still foresee an additional 75 bps of hikes in total from
the BoJ to take the policy rate to 2.0% in 2027. We now think
that the Bo]’s next rate increase could be brought forward
to December 2026, followed by further 25 bp adjustments in
March and June 2027. We also believe that 2% will represent
a ceiling for rates.

In summary, an environment of high energy prices, against
a backdrop of resilient demand, is pressuring central banks
to react. Yet even at today’s elevated levels, we do not expect
oil prices to significantly derail growth, while in most cases,
monetary tightening will also be done via small adjustments
to the policy rate. In our view, these will not be enough to
derail the expansion, and we maintain our positive view on
risk assets.

Samy Chaar
Chief Economist,
CIO Switzerland

Lombard Odier forecasts =>
Jul.26 Aug.26 Sep.26| Oct.26 Nov.26 Dec.26 Jan.27 Feb.27 Mar.27 Apr.27 May.27 Jun.27 Jul.27 Aug.27 Sep.27 Oct.27 Nov.27 Dec.27
Federal Reserve 3.75% — P 4.00% > 4.25% -
European Central Bank  2.2§% —»  250%——» 2.75% 250% P 2.25%
Bank of Japan 1.00% — P  1.25%—®» 150% P> 175% » 2.00% >
Swiss National Bank 0.00% >
Bank of England 3.75% P 4.00% b 3.75% > 3.50% >
People's Bank of China  1.40% > 1.30% > o120% >
Source: Lombard Odier
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