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Oil prices to remain range-bound but supply is the wild card Manu Bhaskaran  
Singapore: Broader macro shifts compel fundamental policy changes Nicholas Chia 
 Nigel Chiang 
 Celine Tan 
  

 

Highlights from the CAA Weekly Table: 
Asian economic prospects:  
 Foreign direct investment and funding of start-ups in Southeast Asia surged in 2021. We 

see good reasons for such funds flows into the region to accelerate.  
 PMI data show China’s slowdown deepening. While policy makers are showing more urgency 

to provide support for the economy, these efforts are localised and highly selective. 
Moreover, the continued push for regulatory crackdowns will unnerve private sector 
investors and potentially negate other policy efforts.  

 South Korea’s run of vibrant growth should continue but with consumption and services 
playing a bigger role. While Taiwan’s 2021 performance was extraordinary, it masked 
structural weaknesses such as a declining population and lacklustre foreign investment. 
Indonesia’s industrial policies seem to be producing good results. The Philippines economy 
ended 2021 with a bang but weak fixed investment is a worry.  

Oil prices to remain range-bound but supply is the wild card 
 Global demand for oil is set to converge onto pre-pandemic levels in 2022. Whereas crude 

imports into China will merely make up for lost ground this year, other sources of support 
include strong demand in India as well as a partial revival in jet fuel demand once regional 
travel in East Asia resumes in the coming months. 

 Supply is the wildcard here. Smaller members of the OPEC cartel have struggled to meet 
their production targets, while US shale is constrained by drillers mindful of shareholder 
concerns over capital discipline.  

 The market is clearly tightening but concerns of a paucity of spare capacity are overdone. 
Back-of-the-envelope calculations suggest Saudi Arabia and the UAE are armed with at least 
1 million bpd in spare capacity apiece. Then there is Iranian crude which might come back 
online if negotiations over its nuclear programme can be concluded. Thus, we project Brent 
oil prices in the USD80-USD90 range this year, with a correction possible once the standoff 
in Ukraine eases.  

 For the region, higher oil prices entail slower growth as real incomes weaken; greater price 
pressures at a time when negative output gaps are closing; and widening imbalances (or 
narrowing surpluses) thanks to a ballooning import bill. 

Singapore: Broader macro shifts compel fundamental policy changes 
 Inflation risks have risen as the stronger than expected economic rebound is closing the 

output gap quickly and thus price pressures are becoming more broad-based.  
 The central bank’s surprise move to tighten monetary policy further last week, outside its 

normal April or October policy meetings, is likely to be followed by more tightening, in both 
monetary policy in October this year as well as in macro-prudential measures as well.  

 We also expect non-monetary moves to cool inflation. A more aggressive easing of border 
restrictions to allow migrant workers in would improve labour supply and cool wage growth. 
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Key Drivers of Asian Economies  
Variable Development/Assessment 

Asian economies:  

Can Southeast 
Asia become 
the pre-
eminent 
destination for 
foreign 
investment?   

Encouraging data on foreign investment and venture capital 
 Data from UNCTAD show that foreign direct investment (FDI) flows into 

developing economies expanded by 30% to around USD870 billion in 2021. 
FDI flows into Southeast Asia surged 35%, outpacing the growth to 
developing economies as a whole and out-performing China (up 26.7%). 
India’s FDI flows actually fell 26%.  

 The chart below shows the shares of these regions in total flows of FDI to 
developing economies. After a long period when China displaced Southeast 
Asia, the latter economies are now typically gaining a larger share of such 
flows than China. India showed some promise in the 2000s but of late has 
clearly lost out in the competition for FDI.  

 
Source: United Nations Conference on Trade and Development Investment Trends Monitor Jan 22 
 Separately, Southeast Asia is also becoming an attractive destination for 

start-up funding. According to Nikkei Asia, the region’s start-ups raised 
USD25.7 billion in funding in 2021, almost three times the USD9.4 billion 
raised in 2020 and well above the previous record level of about USD14 
billion in 2018.  

 The trends within this data are also interesting. Where before a few large 
companies dominated, promising start-ups are now emerging in more 
parts of the region and in more segments. Most of the money is still flowing 
into Southeast Asian fintech start-ups (which raised USD5.83 billion in 
2021, quadrupling from USD1.46 billion in 2020). But money is also 
flowing into logistics (USD5.56bn).  

 The number of companies growing into unicorns is also expanding – 26 
unicorns emerged in 2021 alone, compared to 21 in the entire period 
2013-2020).  

Assessment: Has Southeast Asia’s moment arrived? 
There are good reasons to believe that the region can sustain this relative 
performance against its peers – a confluence of growth drivers is falling into 
place that could allow it to regain its position as the pre-eminent destination 
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for FDI and other forms of inward investment that it briefly enjoyed between 
1990 and 1997: 
 Reforms in major economies are improving the business eco-system: 

Indonesia’s Omnibus Law that, among other things, addressed investor 
grouses about labour market rigidities and restrictions on foreign 
investment, stands out as a game-changer. Implementation of the law has 
been delayed by a court decision but the path appears clear for the reforms 
to be in place by the end of this year. Other countries are also striving to 
improve their eco-system – the Philippines, for example, will soon pass 
laws to relax curbs on foreign ownership in major sectors.  

 A major push to improve infrastructure in the region was underway before 
the pandemic struck. We expect stalled projects to restart once the 
pandemic eases – a projected surge in infrastructure spending will not only 
boost short term growth, it will also bring down transportation and 
logistics costs and so enable the region to improve its competitive 
positioning relative to countries like China.  

 Once the pandemic eases, we believe that the reconfiguration of supply 
chains will resume and a material part of that will benefit Southeast Asia. 
That process had begun but was interrupted by the pandemic and saw the 
relocation of production in some niches out of China to countries such as 
Vietnam, Cambodia, Thailand and Malaysia.  

 The region will also benefit from burgeoning synergies from regional 
integration. The Regional Comprehensive Economic Partnership (RCEP) 
agreement has just come into force now that a sufficient number of 
countries have ratified it. The RCEP brings Southeast Asia into the world’s 
largest trade pact, spanning a market that includes Southeast Asia, China, 
Japan, South Korea, Australia and New Zealand. Tariff cuts and 
streamlining of regulations on a host of issues – rules of origin, minimum 
domestic content requirements and obligations for technological transfers 
– will help facilitate the reconfiguration of supply chains mentioned above 
and make the region more attractive to foreign investors.  

 The region is also helped by indications that China and India, its main 
competitors for foreign investment as well as other forms of foreign 
funding, appear to be turning inward. China’s disputes with the US, Europe 
and Japan have made it more cautious about being too dependent on those 
countries either as investors or as markets and so it is pushing harder to 
be self-sufficient. Its signature “dual circulation” strategy which initially 
emphasised both domestic as well as external demand, now focuses 
progressively more on domestic drivers of economic growth. India’s inward 
turn was exemplified in its pull-out from the RCEP agreement. While its 
sheer size and large population of exciting start-ups could still attract a 
lot of foreign venture capital, it may not be able to compete against 
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Southeast Asia for foreign direct investment in greenfield manufacturing 
production sites.  

China: 
Economy off to 
weak start in 
2022; brace 
for more tech 
crackdowns 

1. Purchasing manager surveys hint at further economic deceleration 
 The manufacturing sector stagnated in January: The official manufacturing 

PMI fell to 50.1 in Jan 22 from 50.3 in Dec 21, reversing its upward trend 
since Nov 21. Similarly, the Caixin manufacturing PMI, which better reflects 
the performance of the private sector, declined to a low of 49.1, from 50.9 
– that is close to its worst performance since the pandemic began.  

 Output growth slowed and forward-looking gauges portend further 
weakness. Total new orders contracted at a marginally higher rate, 
reaching its lowest reading since September. Within this, new 
export orders continued to contract but at a marginally slower rate.  

 Employment worsened at a marginally faster rate.  
 Supply chain frictions worsened: The sub-index for supplier’s 

delivery times fell notably, reflecting the impact of the restrictions 
on mobility due to the uptick in Omicron.   

 Price pressures accelerated in January, after a soft patch in the last 
two months of 2021. 

 Firms’ expectations of future business conditions improved notably 
in January. 

 Manufacturing activity at small enterprises worsened further – the 
PMI for small enterprises is now at its lowest level since the 
pandemic began.   

 Total new orders fell sharply, weighed down by external demand, 
but firms’ expectations of future business confidence improved. 
The continued weakness among small enterprises is corroborated 
by the Caixin manufacturing PMI (which surveys a greater 
proportion of private enterprises) falling to a 23-month low of 49.1 
in Jan 22, down from 50.9 in Dec 21. 

 
Source: CEIC, Centennial Asia Advisors 
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 The services sector weakened materially, with the official PMI coming in at 
50.3 in Jan 22 from 52.0 in Dec 21. New business contracted for the eighth 
month running (Jan 22: 46.8, Dec 21: 48.2). Accordingly, employment fell 
further and firms’ expectations of future business conditions reached an 
11-month low.  

 Construction activity rebounded to 53.3 in Jan 22, up from neutral (50) in 
December. Sales prices contracted (Jan 22: 49.2) for the first time since the 
start of the pandemic. However, firms’ expectations of business conditions 
in the future improved to 64.4 from 59.9 in December. 

2. More macro policy easing but also hints of more regulatory crackdowns   

Policy support for economy grows but only selectively and incrementally 
The authorities prefer a sector-based and localised approach to supporting 
the economy rather than a major top-down policy easing through aggressive 
fiscal and monetary measures.  
 Provincial governments are encouraging state-owned property developers 

to help distressed peers, for example. The central authorities are also 
helping the financially distressed Guizhou provincial government to 
renegotiate payment plans with financial institutions and restructure its 
debt while also supporting the local economy through public sector 
construction projects.  

But government is not relenting on tougher regulations 
At the same time, the country’s leadership is loath to retreat from its overhaul 
of the regulatory frameworks even though they are aware of the risks to 
economic growth posed by such crackdowns.  
 The Cyberspace Administration of China (CAC), National Development and 

Reform Commission (NDRC), Ministry of Industry and Information 
Technology (MIIT), and the State Administration for Market Regulation 
(SAMR) summoned 27 big tech firms including JD.com, Kuaishou, Xiaomi 
and Meituan to a symposium on the “healthy sustainable development of 
internet firms”.  

 The regulators recognised the achievements made by China’s internet 
companies but pointed to their “many problems and shortcomings” which 
need to be grappled with. They spelled out several key reform thrusts, 
notably the need to promote the reform of “delegating power and 
regulating services in the (Internet) industry”. 

 The State Council has also just issued a plan to promote the 
“modernization” of market regulation. This appears to set the stage for 
more broad-based regulatory crackdowns. The statement observed that 
the intention of the new plan was to “strengthen anti-monopoly and anti-
unfair competition law enforcement in key areas such as platform 
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economy, scientific and technological innovation, information security, and 
people's livelihood, and prevent the disorderly expansion of capital”.  

Assessment: Discordant policy approach not what the economy needs  
The latest PMI data show clearly that a broad-based deceleration is underway 
in the Chinese economy, one that requires substantial policy support.  
 First, the divergence between overall new orders, which contracted further, 

and new export orders, which improved slightly, points to weak domestic 
demand – itself due to the cumulative impact of COVID-19 restrictions and 
the still-ongoing rout in the real estate sector which drives roughly one-
quarter of GDP via extensive linkages to upstream e.g., steel and 
downstream e.g., furniture, real estate services industries.  

 Second, the indicators for small business activity and confidence continue 
to surprise on the downside, which given their centrality to the economy – 
particularly in terms of driving new job creation and manufacturing 
investment – presage continued economic malaise.  

 Against this challenging backdrop, the recent bout of monetary easing will 
struggle to lift economic activity and domestic demand, in our view. This 
is especially the case given the government’s determination to pursue its 
regulatory crackdowns. After a lull, the authorities appear to be gearing up 
for another push to reduce the market power of private sector companies, 
particularly tech enterprises. The government’s approach to pandemic 
management is also not helpful – with stringent restrictions imposed 
arbitrarily and sometimes with little warning every time there is an 
outbreak of the virus. All this can only undermine business confidence and 
weaken the incentive to invest.  

 Consequently, our view is that the economy will continue to struggle. 
Eventually, the government will be compelled soon to step up support for 
the economy through infrastructure spending and tax & fee cuts for 
businesses – two measures it sees as preferable to direct transfers to 
households, especially given infrastructure investment’s exceptionally low 
base last year.  

South Korea: 
shift in growth 
drivers to 
consumption 
and services 
likely 

 4Q21 GDP growth perked up a tad (+4.1%), building on the previous 
quarter’s already-stellar showing (+4.0%). Household (+6.5%) and 
government consumption (+8.1%), as well as buoyant exports (+6.1%) 
spearheaded the expansion, whereas investments (+1.1%) moderated for 
the fourth successive quarter. By components of fixed investment, the 
malaise in residential investments (-1.7%) deepened, whereas facilities 
investment (+4.1%) and R&D (+3.5%) moderated but remained strong. The 
economy logged full-year growth of +4.0% y/y, which is in line with our 
expectations following a smart recovery from 2020 (-0.9%) with better 
management of the pandemic.  
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 Construction work done rose 1.5% y/y in December, snapping out of the 
3-month contractionary streak (November: -5.6%). Building (+6.5%) and 
Civil Engineering works (-7.8%) turned up from November. On a seasonally 
adjusted basis, construction work done grew 6.9% m/m (November: 
+3.1%), which is the strongest in years. 

 New construction orders fell 11.0% y/y in December, worse than the 1% 
decrease in November. Orders for buildings (-19.3%), particularly 
dwellings (-26.5%), plunged, even though civil engineering works firmed 
up (+15.7%), on the back of base effects. Construction orders were down 
23.8% sa m/m, flipping from the 8.8% growth print in November.  

 Retail sales increased 6.5% y/y in December, up from +4.6% in November. 
Spending was buttressed by semi-durables (+22.0%) and non-durables 
(+4.5%). Conversely, durables (+0.3%), particularly household durables 
(+0.4%) remained soft. Retail sales rose 2% sa m/m, reversing from 
November’s 2% decline. For 2021 as a whole, retail sales were up 5.5% y/y, 
in contrast to the 0.1% contraction in the year before.  

 Consumer confidence gained 0.6 points in January, to 104.4. Current 
perception of living standards (91.0) was unchanged, whereas that of the 
economic situation (76.0) sagged slightly. Expectations of living standards 
did not budge either (96.0) but expectations of economic situation rose 
sharply (93.0). Consumer confidence is 0.3 points standard deviations 
above the mean in January, up from +0.2 in the previous month (see Chart 
below, black line). 

 Business sentiment for the manufacturing sector was down 3 points in 
December, coming in at 91. Conversely, the non-manufacturing sector was 
up 5 points to 85. Sentiment in both sectors are still above the historical 
average (see Chart below, blue and red lines).  

 
Source: CEIC 
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whereas electricity (-5.3%) and mining (-11.4%) decelerated sharply. 
Across the components of manufacturing, semiconductors (+31.5%), other 
machineries (+3.9%) and chemicals (+4.7%) moderated, while autos 
(+8.0%) and electronic components (-4.2%) picked up. Sequentially, factory 
output slowed to +1.8% sa m/m in December (November: +3.3%). 

 Facilities investment gained 5.0% y/y in December, decelerating from 
+9.2% in the previous month. Investments in machineries (+6.9%) and 
transport equipment (+0.0%) eased. Sequentially, facilities investment fell 
0.4% sa m/m in December, following the 10.9% jump. For the year as a 
whole, facilities investments grew 9.0%, which is the strongest in 4 years 
(2020: +6.0%). 

 
Source: CEIC 

 Core machinery orders remained robust, rising 39.6% y/y in December and 
firming up for the four successive month (November: +21.5%). 
Underpinning the expansion was volatile public sector demand (+332.4%), 
while private orders (+14.5%) eased, particularly in the electronics sector 
(+16.4%). Sequentially, core machinery orders rebounded 34.3% sa m/m, 
following the 16.0% contraction in November. 

Assessment: Shifting composition of growth drivers in 2022 

 Buoyant construction will offset cyclical moderation in facilities investment: 
The moderation in facilities investment reflects the front-loading of capital 
spending by Samsung. While semiconductor capex will not tail off sharply, 
facilities investment is likely to grow at low single-digit rates, in tandem 
with exports in 2022, underpinned by still-strong secular demand for 
electronics. Meanwhile, some of the weakness in facilities investment will 
be offset by higher construction investments in residential dwellings amid 
the Moon administration’s inability to curb runaway housing prices, which 
has been the key gripe of voters heading into the upcoming presidential 
elections.  
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 Consumption and services set to power the next phase of the recovery: 
Household spending was the missing ingredient in powering the economic 
recovery over the course of 2021 – it is still 1.6% below pre-pandemic 
levels, compared to government spending (+10.8%), GFCF (+5.1%) and 
exports (+7.7%); wholesale and retail trade is also 2.7% smaller vis-à-vis 
pre-crisis levels. While Korea is in the throes of another wave of infections, 
higher vaccination rates, the procurement of anti-viral treatments and the 
rollout of booster shots should enable a relaxation of curbs once the wave 
flames out by March at the latest. Wage growth remains solid, coinciding 
with the recovery in the labour market. In short, household spending has 
to drive the next phase of growth in 2022. 

 Two implications for policy: First, fiscal policy will remain highly supportive 
of the economy. The outgoing Moon administration has green-lighted 
another KRW14tr supplementary budget (the 7th one since the outbreak of 
the pandemic), with the bulk of it (KRW11.5tr) going to merchants to 
weather the extension of Covid-19 curbs, given the backdrop of record-
high cases. As the likelihood of an upside surprise in revenue collections 
grows, the authorities are likely to contemplate a loosening of the public 
purse-strings to juice the economy further.  

 Second, the sanguine growth outlook, despite the Omicron wave, should 
give the Bank of Korea enough confidence to press on with monetary 
tightening. Our baseline scenario envisions at least two more rate hikes 
this year, bringing the terminal rate to 1.75% as price pressures and 
financial imbalances in housing prices and household debt remain salient 
in the near-term. But, we do not expect back-to-back rate hikes by the 
central bank (the next meeting is in late February) as the authorities will 
want to adopt a wait-and-see approach in tightening policy further. Thus, 
we expect the next hike to come in April (75% probability), with one more 
hike in 2H22. Suffice to say, anything that upsets the BoK’s calculations in 
terms of the growth-stability trade-off will inevitably factor into the timing 
and commitment to policy tightening by the central bank. 

Taiwan: 2021 
ended with 
strong GDP 
growth 

 GDP growth finished strong in 4Q21: GDP grew by +4.9% y/y in 4Q21, up 
from +3.7% in 3Q21. Its annual growth rate in 2021 at +6.28% was the 
highest in 11 years. GDP also notched its second consecutive quarter of 
q/q sa growth at +2.67%. The largest contributor to GDP growth in 4Q21 
was net exports (7.1 percentage points), followed by investment (4.8%-pts) 
and private consumption (0.8%-pts). 

 Higher value-added goods contributed strongly to export growth:  in spite 
of the high base from a year ago, export growth in Dec 21 was vibrant 
across many segments - electronic components (+23.9%), machinery 
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(+9.1%), electrical machinery (+27.9%), and ICT products (+18.9%). 
Services exports of shipping services also buoyed export growth in 4Q21. 

 Investment was robust: gross capital formation (fixed investment plus 
inventories) grew +13.9% y/y in 4Q21, down from +31.7% y/y in 3Q21, 
culminating in a still respectable annual growth of 4.1% in 2021. 
Investment in machinery equipment, transportation equipment, and 
construction grew strongly in 2021. 

 Consumption managed a recovery in 4Q21: private consumption grew 
+1.6% y/y in 4Q21, up from the -5.6% in 3Q21, thanks to the easing of 
Covid-19 restrictions and government stimulus vouchers. 

Assessment: Strong growth may be masking structural weaknesses 
 GDP growth will moderate going into 2022 as it comes off a high base, but 

the impending global capex cycle that we have previously alluded to will 
sustain growth in the Taiwanese economy, in particular in its exports of 
machinery and electrical machinery. The ongoing technological revolution 
in everything from high performance computing to electric vehicles also 
maintains strong demand for Taiwan’s semiconductor exports going into 
2022, especially as global semiconductor supply remains tight.  

 These strong growth drivers, however, may be masking structural 
weaknesses in the Taiwanese economy. In 2021, Taiwan’s approved 
foreign direct investment (FDI) fell by more than 18% from 2020, according 
to data from the Investment Commission. The decline in FDI follows a 
general trend of increasing net capital outflows (excluding reserve assets) 
since 2011. Taiwan’s population also shrank for the second consecutive 
year in 2021, and the unemployment rate of its university graduates is the 
highest amongst all educational groups at 5.49% in 2021. These factors 
point to a worrying possibility that while Taiwan’s short-term growth 
drivers may be strong, its economy is facing deeper structural weaknesses.  

Indonesia 
makes 
headway in 
moving up the 
value-chain 

 Bank Indonesia intends to be “pre-emptive” in the aftermath of the Fed’s 
FOMC meeting, where Fed chairman Powell virtually affirmed the start of 
policy tightening from March, which coincides with the end of the tapering 
of asset purchases. BI stressed that it will be data-dependent, particularly 
when it comes to the Rupiah and inflation. Previously, Governor Perry’s 
policy guidance indicated that BI does not see any sharp rise in inflation till 
3Q22.  

 Inflows of foreign direct investment (FDI) jumped 8.5% y/y in 4Q21 , 
reversing from the brief blip in 3Q21 (-4.1%). Leading the charge was 
investments in mining (+75.1%) and the manufacturing sector (+11.0%), 
whereas investments in the tertiary sector (-13.8%) such as utilities, 
infrastructure and services, remain sluggish. For the year as a whole, FDI 
inflows rose 8.5%, up further from +1.6% in 2020.  
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 Broken down by location, the share of investments going into Sulawesi 
(15.8%) and Maluku (9.1%) provinces has risen sharply in recent years (see 
Chart below, turquoise and purple bars), on the back of higher secular 
demand for copper and nickel as the Jokowi administration makes a big 
push on moving up the value-chain with the construction of smelters and 
bans on raw commodity exports. In absolute terms, FDI into Jakarta and 
Banten has stagnated, whereas Central and East Java have jumped in 2021. 

 Meanwhile, domestic investments, which are more indicative of expected 
demand conditions at home, went from strength to strength in 4Q21 
(+15.1%) (3Q21: 10.3%). Similar to FDI, momentum was mainly centred 
around  mining (+69.1%) and manufacturing (+54.7%) while the tertiary 
sector (-3.4%) weakened for the second time in 4 months.  

 
Source: CEIC 

 The ban on coal exports has been relaxed for 171 miners who complied 
with the new regulation on DMO requirements with effect from 19th 
January. Under the new regulation, those who failed to meet the domestic 
obligations or produced coal of the wrong specification will be fined and 
banned from exporting coal overseas. Miners that fail to make restitution 
will face a further 60-day ban on operations and production. Retroactive 
fines for those who did not meet their DMO requirements last year will kick 
in as well. 

 The government expects 7 more smelters to be developed in 2022, which 
would be a huge jump from an average of just 2 in recent years, albeit 
because of pandemic-induced disruptions last year. If realised, this would 
bring the total to 28 out of a targeted 53 by 2024. Of the 7 smelters, nickel 
and iron account for 2 apiece, with the balance split between zinc, lead and 
alumina. Having banned exports of nickel ore, the administration wants to 
halt shipments of bauxite and copper ores in 2022 and 2023, respectively, 
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though there are rumours that the authorities intend to bring forward the 
bauxite ban soon. 

Assessment: In Indonesia, resource nationalism takes on a different form 

 Indonesia is on the cusp of an industrial transformation: All indications 
point to the progress the economy has logged under the Jokowi 
administration, which has doubled down on efforts to develop the 
downstream sector for commodity exports via smelter refineries and an 
eco-system for EVs and car batteries.  

 For instance, Indonesia displaced India as the world’s second-largest 
stainless steel maker with a total production of 4.2 million tonnes, which 
is a 75% increase over 2020. The domestic infrastructure agenda has also 
fed into bourgeoning demand for stainless steel and coking coal, which is 
located in hard-to-reach areas in Kalimantan, though there are ongoing 
efforts by Adaro Energy, Indonesia’s second-largest coal miner by output, 
to improve connectivity and access. 

 As for the looming ban on bauxite, that is unlikely to roil markets in the 
way the nickel or coal ban did, given the limited footprint of Indonesian 
exports. Chinese demand can also be met from alternative sources in 
Guinea as well as alumina projects within Indonesia by Chinese producers. 

 BI’s rate hikes could come as soon as 2Q22, depending on IDR stability: 
The hawkish stance by BI stems from the central bank’s concerns over IDR 
stability. In the January monetary policy meeting, BI had already pencilled 
in RRR hikes to the tune of 300 basis points staggered between March-
September, in anticipation of the start of the Fed’s rate hiking cycle. That 
said, the prospect of a more aggressive tightening effort by the Fed will 
spur BI to do the same for purposes of shoring up currency stability. 
Depending on the timing and magnitude of the Fed’s rate hikes, BI may 
well front-load the benchmark policy rate hikes in 2Q22, when inflation 
will spike in tandem with the VAT tax hike and rising oil prices. Our 
expectation of at least 2 rate hikes are unchanged, but it is the timing of 
the hikes that is contentious and will hinge on the trajectory of the Fed 
Funds rate.  

The 
Philippines: 
Growth 
surprise will be 
difficult to 
repeat 

 More reprieve from Covid-19: After peaking in mid-January when daily 
infections rose by 39,000, Covid caseloads have since halved and looks 
since to continue its descent, coming in around over last weekend. The 
reproduction rate in Manila, the economy’s epicentre, has plummeted to 
0.5, which is indicative of a flattening curve of infections. This is all the 
more remarkable, considering that vaccinations were the slowest to take 
off in the Philippines, while mobility trends are already recovering 
beforehand. The Philippine authorities are even readying the ground to 
receive fully-vaccinated tourists from February. 
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Variable Development/Assessment 

 The economy expanded 7.7% y/y in 4Q21, firming up from the 
downwardly-revised +6.9% y/y in the previous quarter. Household 
spending (+7.5%) and government expenditures (+7.4%) were the key 
drivers of growth, as import demand (+13.7%) continue to outpace that of 
exports (+8.3%). But, private investments were up just 9.5% y/y, 
moderating from +15.5% in the previous quarter. Construction (+15.0%) 
was robust, but durable equipment (+2.7%) remains soft. Sequentially, the 
economy grew 3.1% sa q/q, which is unchanged from 3Q21. 

 
Source: CEIC 

 This brought full-year GDP growth to 5.6% y/y, exceeding market 
expectations and even what had appeared to be ambitious targets by 
policymakers. By output, the economy is still 4.5% below pre-pandemic 
levels, with private investments still down by a fifth compared to end-2019 
(see Chart above). 

 Lending standards eased again in 4Q21, according to the diffusion index 
from Senior Bank Loan Officers’ Survey (see Chart below, blue bars). But 
expectations of credit demand also cooled from 3Q21 (red line, RHS scale), 
though it remains in the black, suggesting banks are still upbeat over credit 
demand prospects with the reopening of the economy. In turn, the uptrend 
in credit growth has reined in NPLs and averted the doomsday scenario 
prophesied by the central bank. 
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Variable Development/Assessment 

 
Source: CEIC 

 Exports increased 7.1% y/y in Dec 21, up a tad from +6.6% in the previous 
month. This comes despite a moderation in growth of outbound electronic 
shipments, which were up just 1.8% y/y (November: +5.6%). Import growth 
remains hearty, coming in at +38.3% y/y and up from +36.8% in November. 
Intermediate imports turned up sharply (+39.2%), even as consumer 
(+17.6%) and capital goods (+13.3%) imports eased, which may be 
indicative of restocking by producers. The trade deficit sank deeper into 
uncharted territory in December (USD5.2bn) (November: USD4.8bn). 

Assessment: It will be difficult to repeat last year’s growth surprise 

 Near-term growth spurt likely on its last legs: Robust domestic demand, 
led by resilient household and government spending, was the main 
economic locomotive underpinning the resurgent growth streak.  But there 
are two reasons why an encore is unlikely to be on the cards moving 
forward. First, household balance-sheets are probably stretched, and some 
deleveraging is in order. It is no coincidence that the trade deficit, as a 
proxy for the current account, has ballooned to a record in 4Q21, though 
plummeting investments probably helped prop up the imbalances. 
Anecdotal surveys from Indonesia and India indicate household savings, 
particularly among the poor with the highest marginal presently to 
consume, have already fallen below pre-pandemic levels. This cannot be 
good for an economy, where household spending accounts more than 70% 
of output. 

 Second, the downbeat performance of fixed investment raises questions 
on the economy’s post-pandemic growth potential, notwithstanding the 
fact that GFCF’s share of GDP edged up to 22.2% in 2021 (2020: 21.4%). 
This is probably a consequence of both the actual economic depression 
and scarring from the pandemic, even though the latter will only be more 
apparent with the passage of time. The authorities have made some 
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Variable Development/Assessment 

headway on liberalising the domestic market, but more still has to be done 
to ensure the economy remains on track for sustained growth.  

 On the flip side, more political certainty post-elections, alongside more 
clarity on the policy platforms of the new administration could potentially 
provide a leg up to FDI, particularly if the new economics team can cobble 
together a reform package not unlike what was done by the Duterte 
administration. 

 Harbinger of things to come for ASEAN? With cases rising across emerging 
Asia, particularly in Indonesia and India where the authorities are relying 
on natural immunity to blunt the effects of Covid-19, the relatively speedy 
improvement in the Philippines should be a source of comfort for 
policymakers in the region. But caveats are in order.  

 Having struggled with the pandemic till recently, the Philippines is the last 
of emerging Asia to attain natural immunity so antibody levels are probably 
significantly higher vis-à-vis its neighbours in the region, which reduces 
the likelihood of reinfection, for now. Nevertheless, the expeditious 
manner in which the Omicron wave flamed out after running out of bodies 
to infect does provide grounds for optimism across this region, where the 
demographic profile is more favourable vis-à-vis the west.  

 Within the Philippines, the national capital region, which accounts for a 
third of output, remains under alert level 3 till end-January 2022. We 
expect restrictions to be eased now that the authorities are planning to 
receive visitors from February, and to allow more in-person campaigning 
with the general elections in full swing. At the moment, we will retain our 
growth forecast for 2022 (6%-7%, median: 6.5%) for the reasons mentioned 
above on some near-term weakness as the pandemic’s ill-effects become 
more visible in the data. 
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Oil prices to remain range-bound but supply is the wild card  
 
The widening geopolitical risk premium and market perceptions of tightening supply have 
supported the Brent benchmark’s ascent towards the key resistance level of USD90. Oil demand 
is set to remain solid, despite worries of a protracted slowdown in China. Supply is the wildcard, 
amid growing expectations of limited spare capacity across key producers. Higher oil prices are 
a bane for Asian economies, in terms of its impact on growth, inflation and the external accounts.  
 
Strong global growth aside, there are some lingering concerns over demand 
 
Global demand is set to converge with pre-pandemic levels this year as growth normalises 
further. The G3 economies are set to see growth slow, as the recovery momentum broadens out 
across the emerging markets. Coupled with concerns over a hard landing in China, as well as 
more malaise in India, and it is easy to see how the demand outlook is clouded by headwinds in 
the near-term. 
 
 Base effects have flattered the figures for Asian demand. Chinese imports of crude rebounded 

19.9% y/y in December, marking the first expansion in 9 months as the Middle Kingdom was 
the first to come to grips with the pandemic. Japanese fuel demand has also booked double-
digits growth in 4 out of the past 5 months (December: +14.2%) as the economy shakes off 
the chills from the Omicron variant while high vaccination rates buttress the revival in 
confidence. As for India, there was a cyclical deceleration post-Diwali festivities, and imports 
into the South Asian behemoth fell 4.1% y/y in December, marking the first such contraction 
since March 2021.    

 
 Moving forward, we should expect to see diverging trends in import demand across Asia. 

Beijing is unlikely to let up in its zero-Covid policy, and slowing growth as a result of 
structural headwinds from environmental curbs, pessimism among consumers and an over-
extended and over-leveraged property sector, all point to a challenging year for the economy 
this year. Estimates suggest fuel demand in China this year will simply make up for last year’s 
lost-ground, with most of the improvement set to materialise in 2H22 because of stockpiling 
and new refining capacity that comes online from Zhejiang Petrochemical Corp and Jiangsu 
Shenghong Petrochemical. Chinese crude oil imports are poised to grow by around 600,000 
bpd in 2022, offsetting last year’s decline of 590,000 bpd. 

 
 Elsewhere, the aviation industry is likely to be buoyed by a reopening of borders once the 

ongoing Omicron wave of infections flame out by end-1Q22. For instance, South Korea and 
Japan refiners expect jet fuel demand to return to 70% of pre-pandemic levels within 2022. 
Emerging Asia-ex China, which is transitioning to endemicity thanks to natural immunity, 
will continue to underpin demand for crude as the summer peak season looms. In India, 
refinery run rates stood at a two-year high in November (104.6% of capacity) points to strong 
demand in the near-term, with the new variant likely to delay but not derail the recovery in 
crude demand. 
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 The IEA expects global oil demand to rise 5.4 million bpd in 2021, followed by another 3.3 

million bpd rise in the following year, converging with pre-pandemic levels at 99.5 million 
bpd. The agency noted that oil demand was downgraded by 100,000 bpd because of the new 
Omicron variant and sluggish jet fuel demand. The IEA expects automotive fuel and 
petrochemical feedstocks to continue driving the growth in demand, offset slightly by 
sluggish jet fuel use. 

 
Chart 1 
Better days ahead for Indian and Chinese demand 

 
Source: CEIC 
 
Tightening supplies is the wild card in 2022 
 
While growth continues on its ascent, and with it, oil demand, it is supply that is the wild card. 
For all the talk of capital discipline, there are tentative signs that a permanent reduction in US 
output because of sub-par drilling efforts were overdone. Meanwhile, OPEC and its fair-weather 
ally, Russia, stand ready to keep markets well-supplied to ensure prices do not reach triple-
digits. 
 
 According to OPEC, monthly production rose 166,000 bpd to 27.88 million bpd in December, 

from 27.72 million bpd in November. Saudi Arabia, Angola, Iraq, the UAE and Venezuela all 
reported significant increases in output, offsetting the declines in Libya and Nigeria. OPEC 
reckoned that crude oil production by Russia, which is part of the informal OPEC+ grouping, 
barely budged in December.  

 
 OPEC+ has raised its output target every month by 400,000 bpd since August 2021 to 

unwound some of the production cuts it made back in 2020 at the depths of the pandemic. 
That said, the grouping still missed its production target by 790,000 bpd in December, as 
several members of the cartel failed to raise their output as planned, leaving OPEC with room 
to crank up output as oil prices continue their broadly uninterrupted ascent. In the upcoming 
OPEC+ meeting on 2 Feb 22, news sources suggest the grouping will stick to the scheduled 
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increases in oil output, despite buoyant oil prices. Russia, in particular, is said to be 
concerned that the ongoing rally in oil prices will spark another boom in US shale output, 
which is an entirely plausible scenario. But the giddy days of drill-at-all-cost shale in the US 
are well over. 

 
 US output has held steady at 11.6 million bpd in the week ending 21 January 2022, which is 

down from the recent peak of 11.8 million bpd in late-December and definitely some way off 
the pre-pandemic peak of 13.1 million bpd in February 2020. In the same period, the number 
of oil rigs has risen steadily to 495 in the week ending 21 January 2022, having troughed in 
mid-August 2020 with 172 wells. This disconnect between WTI benchmark and oil wells in 
the US is indicative of capital discipline among the marquee oil producers (Chart 2). The EIA 
expects US oil output to reach around 12.2 million bpd by end-2022, though that appears to 
be a modest estimate, given the current trajectory of production. 

 
 Nevertheless, there is reason to expect an upside surprise in US oil output this year. 

Production is set to pick up steam, led by privately-held companies that are more nimble and 
do not have to respond to pressure from shareholders to withhold investments. Spending on 
new wells and drilling will rise from USD65bn in 2021 to more than USD80bn in 2022 as 
these producers fret over staring at the prospect of hydrocarbon reserves turning into 
worthless stranded assets, thanks to an intensifying decarbonisation drive. 

 
Chart 2 
US oil output continues to lag upturn in prices 

 
Source: CEIC 

 
Disregard geopolitical risks to oil supply at your peril 
 
Despite the thaw in tensions in the oil-rich Middle East region, geopolitical risk continues to edge 
up, marked by episodic outbreaks of hostilities. This in part reflects the build-up of political 
pressures in the post-pandemic world and unfinished business among the major producers, as 
in the case of Iran, and non-state combatants in Yemen. 
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Sporadic disruptions to oil transportation and supply may take place in Turkey and Kazakhstan.  
In Turkey, skirmishes with Kurdish insurgent groups in the country have led to attacks on key oil 
pipelines. This is what likely took place on 18 Jan 22 when a key Iraq-Turkey oil pipeline was 
knocked out by an explosion. In Kazakhstan, a resurgence of fierce protests could disrupt oil 
production again. The risk of renewed protests remains low, however, as Russian troops have 
more or less quashed the protest movement for now.  
 
A key risk to the global oil supply in 2022 lies in Libya. Oil production in Libya has recovered 
from its low levels during the years of the civil war, but an unsuccessful transfer of power in its 
upcoming general elections could send oil production levels back to where it was. Production 
hovered around 500,000 b/d from 2014-15 when warring factions blockaded or damaged oil 
facilities, but it rebounded to an average of 1.1 mb/d in 2021 after the UN-brokered ceasefire. 
The elections have already been postponed once – it was supposed to take place in December 
2021.  
 
One-off shocks may also emanate from Libya due to its frail oil infrastructure and the activities 
of the Petroleum Facilities Guard (PFG), a military unit meant to protect the state’s oil assets. On 
2 Jan 22, a damaged pipeline caused Libya to shut down 200,000 b/d of production. The PFG, 
on the other hand, previously shutdown western oil fields in the country to make political 
demands that reduced production by 300,000 b/d, and they are threatening to do it again. 
 
The JCPOA cannot be counted upon to return Iranian oil exports to the markets just yet.  The 
latest JCPOA talks on 28 Jan 22 ended with negotiators saying time was running out for a deal to 
be made. What is happening is that in a few weeks’ time from now, Iran’s nuclear capabilities will 
reach a point where the current JCPOA provisions will no longer be relevant and therefore no deal 
would be able to be made as the Iranian authorities try to pressure the Europeans and Americans 
into a deal. Iran began ramping up its nuclear capabilities in December 2020 after the Iranian 
parliament passed legislation requiring it to do so, a move that was aimed at pressuring the US 
into lifting sanctions on Iran.  
 
Since then, it has increased its stockpile of 60% enriched uranium to 25 kilograms and reached 
a breakout time of about one month. The US is eager to reach a deal – it urged Iran to direct 
negotiations on 24 Jan 22. Iran, however, will not budge until its demands have been met (the 
US must lift sanctions first before Iran complies with the JCPOA; Iran must be able to be verify 
that the sanctions have been lifted; and the US must guarantee that a future administration will 
not pull back from the deal). As such, the JCPOA hangs in the balance with no assurance that it 
could add to the global oil supply. In fact, if the JCPOA talks break down, the increased nuclear 
proliferation risk would add to oil’s risk premium instead.  
 
The thawing of relations in the Middle East could help to cool oil prices, but the latest attacks by 
Yemen’s Houthi militants have thrown a spanner in the works. The Middle East has ushered in a 
period of thawing relations that could take the pressure off oil prices. After years of bitter rivalry, 
Saudi Arabia and Iran reached a diplomatic breakthrough in 2021. Both sides held multiple 



  WEEKLY INSIGHTS 
  31 January 2022 

 
 

20 
  

rounds of talks in 2021 and most recently agreed to resuming diplomatic ties. Relations between 
the United Arab Emirates (UAE) and Iran took a positive turn in 2021 as well after years of taking 
opposing sides in regional conflicts. The latest attacks by the Iranian-backed Houthi militants in 
Yemen on the UAE (Saudi’s ally), however, threaten to disrupt the thaw in relations (even though 
the Houthis often make decisions independent of the Iranian government).  
 
Houthi militants struck an airport in Abu Dhabi by drone on 18 Jan 22 and fired two ballistic 
missiles at the UAE on 24 Jan 22 that were subsequently intercepted. In response, the Saudi-led 
coalition in Yemen that includes the UAE launched an air strike that killed more than 100 civilians. 
How relations between the Middle Eastern nations develop from here and its subsequent impact 
on oil prices remains to be seen. 
 
Putting it all together, what does this mean for oil prices? 
 
The market is clearly tightening, with rising geopolitical risk being the icing on the cake for 
producers, as we elaborate next. Even an upside surprise in US output will be inadequate to offset 
stirring demand, particularly if regional travel takes off, which is increasingly likely as Omicron 
expedites the shift to endemicity. All roads lead to OPEC, and the crux of the issue, then, lies in 
the quantum of spare capacity among the state producers in the oil-rich Middle East. The IEA 
projects a shrinkage of global spare capacity from 5 million bpd to less than 3 million bpd by 
2H22, with most of that concentrated in the UAE and Saudi Arabia. Others think OPEC+’s spare 
capacity is way lower, at a little above 1 million bpd.  
 
In our view, concerns of a dearth of spare capacity are overdone. For starters, we believe the 
cartel, particularly the UAE and Saudi Arabia with spare capacity of at least 1 million bpd apiece 
according to our back-of-the-envelope calculation, is more than capable of keeping markets 
well-supplied with the added incentive to keep prices elevated but not to the point of spurring a 
push toward decarbonisation because of stratospheric oil prices. Besides, Iran’s crude supplies 
could come back online if the protracted wrangling over the JCPOA nears a conclusion. And then 
there is also the salient likelihood of the rebound in US shale output, led by the aforementioned 
privately-held drillers that are not subject to the whims and fancies of shareholders. More 
volatility in oil prices will remain a mainstay in the foreseeable future. 
 
Putting it altogether, we project Brent prices to remain range-bound in 2022, between USD80-
USD90 per barrel (median: USD85). The benchmark is set to test the resistance level of USD90 
since the outbreak of the pandemic and the ensuing economic depression. For oil prices to break 
past and stay above the higher end of our forecast corridor, there has to be a significant positive 
demand shock, which is unlikely after global growth peaked and is set to moderate in 2022.  
 
The wildcard is ostensibly supply, as ESG investment norms intensify, and the lagged impact of 
a shortage of investments in hydrocarbon facilities become more pronounced. Putting a figure 
on the usable spare capacity in major producers such as the US and Saudi Arabia is a thankless 
task, but our view is that these producers will start cranking up investments when oil prices 
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remain elevated in the foreseeable future to rebuild fiscal balance-sheets and to maximise the 
revenue streams from hydrocarbon reserves before they turn into stranded assets in the 
medium-term. 
 
Moving into February, what will seriously move the needle on oil prices are two keenly-
anticipated events as well as travelling restrictions. OPEC+ is scheduled to meet on 2 February 
2022, and markets are not expecting changes to the planned increases in production target 
(400,000 bpd). Anything that deviates from the plan will send ripples through the oil markets. 
On geopolitical tensions, the standoff over Ukraine has definitely popped up hydrocarbon prices 
by way of the substitution effect from natural gas so any resolution or worsening of the crisis 
will have an immediate impact on oil prices as well. Jet fuel demand was gutted by the spread of 
the Omicron variant but if the current wave flames out soon, particularly in East Asia, that could 
precipitate a reopening of borders and a partial resumption of travel will certainly provide a bump 
to oil demand, pushing prices up. 
 
Impact on Asia: It is the pass-through to inflation that is the most salient 
 
With oil prices set to remain range-bound this year, albeit tilted to the upper end of our forecast 
range, the impact it entails can typically be broken down into 3 channels, with the pass-through 
to inflation via cost pressures being the more salient as a result of the current high-inflation 
environment, as well as the tightening of global financial conditions across the globe as the Fed 
accelerates the timeline for normalising policy. 
 
First, higher oil prices are always a bane for growth , save for the Malaysian economy which is a 
rare net exporter of the black stuff across emerging Asia. There are two main channels through 
which elevated crude prices weigh on growth. For starters, oil is a major factor of production 
without close substitutes and is vital to power economic activity. As Chart 3 goes to show, oil 
accounts for a not insignificant share of primary energy consumption, so higher oil prices imply 
consumers would feel the pinch from spending a greater share of disposable income on 
automotive and retail fuel. Another way to picture this transmission mechanism is from the 
standpoint of producers, who pass on the higher costs to end-users to preserve their margins. 
 
The second channel stems from the negative sentiment arising from heftier oil prices. Because 
of the visibility and salience of oil prices, consumers are highly sensitive to upward adjustments 
in oil prices, assuming the retail market is fully deregulated (i.e. retail prices move in tandem 
with global prices without distortions posed by price controls or fuel subsidies). In that case, 
higher oil prices is typically bearish for expectations of future growth and inflation, and research 
has shown that consumers over-compensate by curtailing discretionary spending.  
 
Given the above, economies that rely more on oil for their primary energy needs, assuming a 
deregulated market, will bear the brunt of higher oil prices. Singapore (86.1%), Hong Kong (70%), 
Thailand (48.5%) and the Philippines (45%) are at highest risk from the elevated oil price 
trajectory. The reverse is true – economies that are less reliant on oil will not be as badly hit. This 
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applies to China (19.7%), Vietnam (25.9%) and India (30.1%) where coal runs the show. It should 
be pointed out that Malaysia (36.8%), as the only net exporter of crude in this region, is a 
beneficiary of higher oil prices in net terms, by way of greater export earnings and royalties from 
Petronas, providing a potent offset against lower spending. 
 
Chart 3 
Asia runs on oil, and coal 

 
Source: BP 

 
Second, dearer oil will pile on upward pressure on inflation , at a time when most central banks 
are struggling to strike an appropriate balance between a gradual re-calibration of policy while 
ensuring that the post-pandemic economic recovery remains on track. The normalisation in 
demand across East Asia was delayed by the Delta variant last year, which entailed a negative 
output gap for economies that mismanaged the pandemic. The region’s proximity to supply 
chains served also to alleviate some of the pressure in goods inflation by allowing Japanese and 
Korean autos to secure parts with preferential treatment. This meant that the region was not 
buffeted by runaway prices, unlike such emerging economies as Russia, Brazil and Mexico where 
the respective central banks had to tighten ahead of schedule even as growth remains soft.  
 
As the economic recovery broadens out and economies attain natural immunity via inoculation 
or infection, the output gap is closing across emerging Asia and have even turned positive for 
such East Asian economies as China, Singapore, Korea and Taiwan. The energy weights in the 
CPI basket offer an indication of the pass-through from higher oil prices. At face-value, India 
(15.4%), Thailand (11.8%), Indonesia (11.5%) and Malaysia (11.1%) are most vulnerable to oil price 
increases from the standpoint of inflation. Bear in mind, however, that a fuel price cap that serves 
as a de facto subsidy when global oil prices are on the up-and-up is in place in the trio, with the 
exception of poll-bound India. Even in India, the authorities have relented and slashed the fuel 
excise tax to curry the favour of the electorate. 
 
With inflation finally turning up across the region, the other related implication is that higher oil 
prices will feature in the calculations of central banks as they contemplate policy tightening this 
year to keep pace with the Fed and to ward off depreciation pressures. On this count, India and 
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Indonesia stand out, albeit for different reasons. In the South Asian behemoth, the RBI’s reaction 
function is centred on ensuring inflation expectations are well-anchored, and with the spread of 
the Omicron wave alongside the tabling of Budget 2023, the RBI is unlikely to tighten the 
prevailing policy setting in the February MPC meeting. Conversely, Bank Indonesia has raised the 
reserve requirement and signalled a hawkish stance ahead of the Fed’s FOMC meeting to prepare 
the ground for rate hikes soon (See table above).  
 
Chart 4 
India, Thailand, Indonesia and Malaysia most at risk from higher oil prices 

 
Source: CEIC 
 
Last, higher oil prices entail a ballooning import bill , which translates into a widening of deficits 
in the external accounts (or a narrower surplus in economies that rack up surpluses). This takes 
on added importance, as the post-pandemic recovery feeds into bourgeoning import demand, 
which will only be exacerbated by dearer oil as a critical factor of production. From a savings-
investment standpoint, higher oil prices imply a transfer of savings from net importers to 
exporters of the black stuff (the reverse is true for Malaysia as a net exporter of crude). In turn, 
a deterioration in the external accounts will increase the fragility of Asian currencies, which are 
already feeling the heat from the Fed’s aggressive tightening posture as yield differentials with 
the US narrow. 
 
With the exception of Vietnam (3.0%), which relies more on coal than oil for energy, and Malaysia 
(9.2%), a net oil exporter, the oil intensity of imports has risen across the board. Indonesia (10.9%) 
and the Philippines (10.2%) logged the largest increase in oil intensity, while Singapore’s figures 
(18.5%) should be taken with a pinch of salt because some of the crude imports are processed 
for re-export. As for India (24.8%), its marked oil intensity comes as no surprise, seeing as the 
economy relies on imports to meet more than 80% of its crude requirements.  
 
What further differentiates these economies in terms of their susceptibility from a nasty oil price 
shocks stems from their external accounts. Current account surpluses in such economies as 
Singapore, China and Thailand (albeit to a lesser extent) mean that a ballooning import bill is not 
a cause for concern. The same cannot be said for economies that are racking up deficits, such as 
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India, Indonesia and the Philippines, particularly as import demand and investment activity pick 
up.   
 
Chart 5 
Import intensity has risen in lockstep with rebound in oil prices 

 
Source: CEIC 

 
Bottom line: Higher oil prices are inherently a negative for Asia 
 
In essence, Brent prices are likely to test the resistance level of USD90 as we expect prices to 
remain range-bound between USD85-USD95. Supply is the wildcard, as the exact quantum of 
spare capacity among major producers remain the key unknown in the grand scheme of things. 
As for the impact on Asia, that is overwhelmingly negative, given that the region is a net importer 
of crude, with the notable exception of Malaysia. Higher oil prices entail slower growth because 
of a diversion in spending toward automotive fuel, greater price pressures at a time when 
negative output gaps are closing, and widening imbalances (or narrowing surpluses) thanks to a 
ballooning import bill. 
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Singapore: Broader macro shifts compel fundamental policy changes 
 
The Monetary Authority of Singapore surprised markets by steepening the S$NEER slope slightly 
last week in response to a “further upward shift in Singapore’s inflation outlook”, bolstering its 
pre-emptive move in October to tighten monetary policy.  
 
Inflation risks remain skewed to the upside as underlying price pressures continue to build and 
remain sticky over the next few quarters. 
 
 There is considerable momentum behind recent inflation - this can be seen by looking at the 

seasonally adjusted and annualised rate of inflation over the previous three months which 
intentionally exaggerates recent inflation moves and serves as a common measure of inflation 
momentum (Chart 1). This measure rose to near-decade highs for headline inflation in 
December. While momentum effects are (for now) less evident in core inflation, headline 
inflation nonetheless exerts an influence on the price-setting behaviour of economic 
agents… 

 
 …especially now that inflationary pressures are becoming more broad-based, and thus 

salient: the share of items in the core CPI basket tracking above the historical average of core 
inflation (1.7%) has risen markedly from its recent low in May 21 (Chart 2). 

 
Chart 1  Chart 2 
   

 

 

 
Source: CEIC, Centennial Asia Advisors 
 
 This, in turn, points to the role of domestic demand, which has staged a rapid rebound, 

catalysed by fiscal stimulus and reinforced by rising asset prices and a manufacturing capex 
cycle thereafter (Chart 3). Firming domestic demand, alongside a tight labour market, has 
allowed the initial impulse from imported inflation to be passed on more generally to 
consumer prices. One way to see this is by looking at inflation in tradeables e.g., goods versus 
non-tradeables e.g., services and housing - non-tradable inflation has outpaced that of 
tradeables since 3Q20 by a sizeable margin (Chart 4). 
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Chart 3  Chart 4 
   

 

 

Source: CEIC, Centennial Asia Advisors 
 
Taking a step back, the recent adjustments to MAS’ policy stance track more fundamental shifts 
in the macro backdrop since the economy recovered   
 
Two years of above-trend growth: The Singapore economy is poised to grow significantly faster 
than its trend rate of ~2.6-2.8% in 2022-2023, powered by a) resilient global electronics demand 
driven by structural increases in silicon content per device and expanding unit growth from new 
technology applications, b) firming domestic demand and c) positive spill-overs as the recovery 
in its hinterland becomes more entrenched. 

 
 We forecast growth at 5.4% this year and 3.5% in 2023, and our quarterly point forecasts 

indicate the output gap turning slightly positive in the second half of this year, imparting 
further momentum to inflation. 
 

Labour shortages are binding not just at the lower end of the jobs market: The pandemic has led 
to a significant fall in the foreign labour force on which the construction sector and consumer-
facing services sectors depend on, leading to staffing shortfalls and resulting faster wage growth.  
 
However, alongside skills mismatches, labour shortages are becoming acute in other areas of the 
economy, as the reduction in highly-skilled foreign PMETs hitherto employed in the modern 
services cluster (information & communications, finance & insurance and professional services) 
dovetail with robust demand both structural and “pulled forward” due to the pandemic. Indeed, 
aggregate wage growth has already returned to its pre-pandemic trend.  
 
All this suggests a hawkish skew to the probability distribution for MAS policy in 2022 which, in 
turn, implies a S$NEER that trades more frequently in the upper half of its policy band – even in 
the face of a hawkish Fed. 
 
One consequence of this could be increased capital inflows into domestic assets including 
housing, spurring additional macroprudential curbs following higher stamp duties and tighter 
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mortgage loan limits announced in December. To the extent that the expectation of more cooling 
measures meaningfully crimps foreign demand for property, other types of domestic assets e.g., 
equities could catch a bid off hot money inflows. 

 
Second, forthcoming revenue raising measures could see changes to their timing and overall 
implementation given the concurrent high inflation.  
 
 A Goods and Services Tax (GST) hike to 9% from 7% has been mooted for the 2022-2025 

timeframe, and that it will take place “more likely sooner than later”. We expect details on the 
GST to be unveiled in the forthcoming  budget on 18th February, but implementation could 
be delayed for several quarters alongside more generous measures to offset the financial 
impact on households. 

 
 The read-across to carbon taxes is more benign – with the exception of travel and tourism, 

the costs will primarily be felt in industries that serve global demand e.g. petrochemicals 
and/or companies that have structurally high margins and are thus able to absorb these costs 
e.g., technology companies that operate large data centres locally. 

 
Third, even as fiscal support is withdrawn from the economy under the premise of returning to 
a Balanced Budget over the current term of government, lowering demand in the economy, the 
envisaged persistence of the current bout of inflation could compel the authorities to embark on 
a concerted effort to alleviate supply-side constraints on labour, for instance by establishing a 
testing regime that better facilitates the return of foreign workers. 
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CAA Table of forecasts (as of 31st January) 
  Year Growth  

(%) 
Inflation  

(%) 
Current 

Account (% 
of GDP) 

Policy rate 
(%) 

Currency 
(vs USD) 

  
China 

2020 2.3 2.5 1.9 2.25 6.53 
2021 7.8 1.4 2.4 2.25 6.45 
2022 5.5 2.0 1.3 2.25 6.55 

  
India 

2020 -7.3 5.5 0.9 4.00 73.1 
2021 9.5 5.3 -1.0 4.00 75.0 
2022 7.0 5.2 -2.0 4.40 74.5 

  
Indonesia 

2020 -2.1 1.7 -0.4 3.75 14,050 
2021 3.5 2.0 0.3 3.50 14,300 
2022 5.5 3.5 -1.0 4.00 14,000 

  
Korea 

2020 -0.9 0.5 4.6 0.50 1,085 
2021 4.0 4.0 5.0 1.00 1,180 
2022 2.9 3.1 3.9 1.75 1,150 

  
Taiwan 

2020 3.1 -0.2 14.1 1.125 28.0 
2021 6.1 3.0 14.6 1.125 27.5 
2022 3.8 2.2 13.8 1.15 27.0 

  
Hong Kong 

2020 -6.1 0.3 6.5 - 7.75 
2021 6.2 1.6 4.0 - 7.75 
2022 4.0 1.9 3.5 - 7.75 

  
Singapore 

2020 -5.4 -0.2 17.6 - 1.33 
2021 7.1 1.9 22.0 - 1.32 
2022 4.5 1.5 17.2 - 1.27 

  
Malaysia 

2020 -5.6 -1.4 4.2 1.75 4.02 
2021 3.5 2.5 4.0 1.75 4.20 
2022 6.0 2.6 3.2 2.25 4.10 

 
Philippines 

2020 -9.6 3.5 3.1 2.00 48.0 
2021 5.6 4.4 -1.2 2.00 50.5 
2022 6.5 3.8 -1.8 2.50 50.8 

  
Thailand 

2020 -6.1 -0.8 3.5 0.50 30.0 
2021 1.0 1.5 0.3 0.50 33.0 
2022 3.5 2.4 1.3 0.75 32.5 

  
Vietnam 

2020 2.8 3.2 3.7 4.00 23,080 
2021 3.0 2.5 2.2 4.00 23,300 
2022 7.0 3.5 2.5 4.50 23,050 

Source: Centennial Asia Advisors. Forecasts for India are on the basis of the fiscal year ending March. Figures in 
parentheses refer to previous forecast. Figures in red indicate a downgrade; green signal an upgrade. 
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