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Basic Information 

Real GDP (USD bn) 473.64 

CPI (October 2021) 4.91% 

Unemployment Rate  6.90% 

Trade Deficit (USD bn) 23.27 

Trade Deficit (% of GDP) 1.00% 

Interest Rate (Repo) 4.00% 

 

Chart info 

Figure 1: India’s CPI 

 

Source: Trading Economics 

Figure 2: India’s GDP Growth 

 

Source: Trading Economics 

 

 

Overview of India 

• India or the Republic of India is a country within South Asia and 

the seventh-largest country by area with the second largest 

populace within any country. India's exports have continued to 

increase, surpassing the pre-pandemic levels earlier in October 

2021. Goods and demands productions have become less 

impacted by resurgences of the virus with reduced disruptions in 

the production process as businesses and consumers begin to 

adapt to the new norm. 

• With the Indian economy still in the earlier stages of its recovery, 

the Monetary Policy Committee (MPC) has maintained its 

accommodative monetary policy to sustain the growth on a 

durable basis and mitigate unforeseen risks of additional COVID-

19 variants. The Reserve Bank of India (RBI) has set its target 

inflation rate for FY21/22 at 5.7%, whilst still maintaining the 

upper and lower band at 6% and 2% respectively.  

• The Indian economy has grown significantly in Q2 of FY22, aided 

by the extended holiday period good consumption, faster 

government spending, uptick in agriculture, public 

administration, defence services sector as well as the strong base 

effect from a year ago. The GDP for Q2 has surpassed estimates of 

7.9% with the economy growing 8.4%. The K-shape recovery of 

the economy has reflected strong growth in certain sectors such 

as formal services, whereas high contact services such as small 

businesses have suffered from the tighter restrictions in place. 

This causes concern for the stability of this growth rate moving 

towards Q3 of FY22, we can see a lower base effect, higher prices 

and uncertainty of the new COVID-19 variant affecting consumer 

demand and industrial production. 

Summary of events in the past 6 months 

Accommodative RBI Monetary Policy, but for how long? 

• With the second wave of COVID-19 infections in the rearview, and 

higher levels of domestic vaccination levels (43% fully vaccinated, 

81% having the first dose) and the potential for herd-immunity 

status (hybrid-immunity) in the various major cities in India, the 

MPC has highlighted the need to maintain the monetary policy to 

be as accommodative as possible in the most recent October 

monetary policy meeting. 

• The rationale behind the MPC’s accommodative stance stems from 

the lower than expected aggregate demand and output from the 

domestic producers in India when compared to the pre-pandemic 

levels. A large proportion of the economy also seems to be heavily 

reliant on the current levels of stimulus and tax incentives 

provided by the government.  
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Figure 3: India’s Balance of Trade (USD bn) 

 

Source: Trading Economics 

Figure 4: India’s Interest Rate 

 

Source: freefincal.com 

Figure 5: India’s GDP in USD Billions 

 

Source: Trading Economics 

Figure 6: India’s Trade to GDP Ratio  

 

Source: MacroTrends.net 

India’s Push for Full Vaccination Facing Significant Headwinds 

• As India recently celebrates having administered its billionth dose 

of the COVID-19 vaccine in early November 2021, the overall push 

for full vaccination is facing significant headwinds despite the 

success claimed by India PM Narendra Modi in early October 

2021. The daily vaccination rate has plummeted to 3 million doses 

a day from 25 million in September, with the increased sense of 

normalcy observed within the nation as the temperature began to 

dip and the population began to resume “life as per normal”. The 

month-long festival, Diwali, has shown people crowding markets 

and hosting unmasked friends and families indoors.  

• With the increasingly difficult task to convince the population to 

get its second dose and the difficulty in reaching remote regions in 

India, the path to reach its two targets of 90% first dose 

vaccination by the end of November 2021 and rapid full 

vaccination may become increasingly difficult to reach. 

Unforeseen Heavy Downpour Affecting Livelihoods 

• Flash floods and off-seasonal torrential downpours have left the 

affected regions with reduced agricultural productivity, 

heightened water insecurity, extreme weather events, stressed 

eco-systems and elevated health risks to the individuals living in 

these regions. 

• A large percentage of India's overall GDP is still reliant on the 

export of agricultural goods such as vegetables and other fresh 

produce to surrounding regions. The moisture propelling weather 

has re-activated the monsoon system, flooding several states and 

threatening key summer-sown (kharif crops) such as onions 

which are wide-consumed and price-sensitive key food items.  

• With increased rain expected in the coming months within the 

central regions of India, there could be a large potential for the 

continued destruction of crops. The current damage is estimated 

to have caused losses of approximately 35,000 crore (USD 4.6m).  

• This also has the potential to ruin topsoil available for usage 

during the rabi season in India (October to December) in which 

crops are grown after the monsoon season.  

Farmer’s Strike could risk higher Consumer Good Prices 

• Agriculture currently accounts for approximately 40% of India's 

entire workforce employment, however, with rising inflation and 

fluctuating prices for produce, many farmers have experienced 

stagnation and decline in income for several decades. With heavy 

torrential downpour and rising level of debt to consider, many 

farmers have begun to protest demanding the repeal of the "farm 

bills" have given more power to corporates to control the level of 

prices offered to farmers for their produce. The lack of support 

from the Indian government has led to thousands of farmers going 

on strike, worsening the effects of the supply-side shortages with 

a lack of manpower to work the fields.  
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Figure 7: India’s Exports  

 

Source: Trading Economics 

 

 

 

Coal Shortage a Cause for Concern for Inflation 

• With rising prices of energy, we see countries with higher 

consumption of raw energy such as India saddled with higher 

costs of imports which has largely affected its overall trade deficit 

and cost of production. 

• Rising international energy prices have begun to wear down on 

the local producers and refineries as the overall higher input 

prices have led to the lowest manufacturing margins in the past 7 

years. Should the prices of energy and the resulting higher input 

costs be passed on to the various consumers, inflation will be 

pushed even higher, potentially surpassing the RBI’s upper 

inflationary target band of 6%. 

K-Shaped Recovery and New Drivers of Growth in India  

• India’s consumption of local goods have decreased significantly 

with domestic goods consumption still 6% lower than pre-

pandemic levels, whilst overseas exports have seen an increase in 

consumption with current levels 36% higher than pre-pandemic 

recorded levels. However the domestic consumption of goods and 

services will begin to increase as India begins to loosen 

restrictions and allow for more domestic travel, we will begin to 

see a larger trickle-down effect from higher-income spenders.  

• Pent up services demand will be the short-term driver for GDP 

growth whilst high-skilled exports, specifically in the IT, 

automobile and pharmaceutical industries will start to drive the 

longer-term GDP. 
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Figure 8: Crude Oil Price (Brent) 

Source: Trading Economics 

Figure 9: Indian Imports of Crude Oil (mil tons) 

Source: Trading Economics 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Macro Theme 1: Boiling Pot of (Crude) Oil 

Background – India and their Consumption of Oil 

India has consistently consumed an increasing amount of fossil fuels 

such as coal, natural gas, and crude oil/ petroleum. India’s crude oil 

consumption looks set to rise 50% in 2030 to 7.2 million barrels per 

day (mbd) from its current consumption of 4.7 mbd. This surpasses 

the global consumption growth rate of 5% in the same period, 

solidifying India’s position as the third-largest consumer of crude oil 

in the world behind both China and the USA.   

Traditionally, OPEC+ has been India’s largest supplier of crude oil with 

approximately 86% of the import volume originating from the various 

countries within the organization.  

The government has aimed to reduce oil imports dependence by 60 

per cent by 2022. However, due to falling domestic production due to 

ageing fields and foreign competition, the policies are struggling to 

give satisfactory results. 

Rising Prices of Crude Oil and the “Need for Speed” in domestic 

transport 

With the growing prices of crude oil in 2021, the world’s largest 

consumers of crude oil, the USA, Japan and India decided to release five 

million barrels of crude oil from their respective strategic petroleum 

reserves to curb the growing prices. In its attempt to mitigate the rising 

costs domestically, the Indian government has reduced the excise duty 

on petrol and diesel. Additionally, the Indian government has 

expressed its displeasure at OPEC+ countries “artificially adjusting” 

the supply of crude oil to be below actual demand levels, driving prices 

higher.  

With regards to India's crude oil consumption, India's transportation 

industry is the largest driver for domestic consumption of crude oil 

products. This is largely due to the rebound in economic progress 

globally as the diesel demand driving the energy-intensive industrial 

sector assisted by the commercial vehicle segment drives demand for 

the commodity higher. This increased demand will result in Indian 

corporations having to swallow higher costs to match consumer 

demand with the potential to pass these costs down to the end 

consumers. 

OPEC+ Response and the Effects of the Omicron Variant 

In response to the various countries attempting to increase the supply 

of crude oil in the markets, the increase in OPEC+’s oil output in 

October 2021 was unchanged at 400,000 barrels a day. The 

organization has stressed the importance of the overall demand being 

under pressure due to COVID-19 variants and the uncertainty in 

demand. In its most recent meeting, OPEC+ and Russian producers 

have agreed to continue the current pace of increase until January 

2022 as they view the pent up demand will be sufficient to overcome 

headwinds from the COVID-19 variations. This has continued to push 

prices lower due to the fear of oversupply of crude oil in the market. 

Additionally, the recent outbreak of the new Omicron Variant of 

COVID-19 has begun to push oil prices lower as the fear of reduced 
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Figure 10: Min. Wage Comparison (USD) 

Source: PhillipCapital India Research 

Figure 11: FDI India (USD Millions) 

 
Source: Trading Economics 

 

consumer consumption and the slowed pace of recovery would result 

in lower demand for the commodity.  

Domestic consumption of gasoline has surpassed pre-pandemic levels 

whilst diesel continues to show strong growth. India’s crude import 

bill, which accounts for approximately  20% of its total import bill 

contributes to 85% of its domestic requirements for the commodity. 

The fluctuations and uncertainty in crude oil prices could create large 

hurdles for India’s economic recovery as it could affect the current 

pace of the production and provision of goods and services. 

 

Macro Theme 2: India’s Evolution into a Global 

Economy  

Background – India as a key player in the Global Supply Chain 

Historically, India has played a vital role in global organization’s 

supply chains as it supplied the raw materials and semi-processed 

goods to the various corners of the globe. India’s supply chain and 

logistics industry is one of the largest globally with a valuation of over 

USD 215 billion and growing at a CAGR of 10.5%. India ranked third on 

the Global Manufacturing Risk Index which highlights countries with 

more favourable business landscapes with access to skilled talent and 

ease of operations.  

India’s attractiveness as a location for business stems from its skilled 

workforce, sizable domestic market as well as diverse business 

landscape. Its overall labour costs are comparatively lower when 

compared to similar countries such as China, Vietnam and Indonesia.  

Capitalizing on the Changing Global Supply Chains 

With borders reopening and consumers returning to pre-pandemic 

levels of consumption and travel, businesses will begin to match this 

increase in demand as the economy continues to gain momentum. The 

pandemic has provided businesses with the opportunity to rethink 

existing supply chains and build more resilient and diversified 

manufacturing and logistical systems. Companies in Japan, South 

Korea, the E.U., and the U.S. have begun to diversify their footprint with 

the potential to expand into other Asian Low-Cost Countries (LCCs).   

By capitalizing on its strengths India is poised to grow into a large 

global manufacturing hub shortly, specifically in Pharmaceuticals, 

Specialty Chemicals, Agrochemicals and precious Gems and Jewels. 

The Indian government has introduced production-linked incentive 

schemes (PLI) for 13 sectors to boost growth and exports, by setting 

meaningful pre-set incentives upon meeting production targets. This 

push is largely supported by the increased foreign direct investments 

as well as increased government spending through the proposed 

National Logistical Policy which seeks to build a robust and efficient 

domestic transportation network in India.  

Shifting away from Agriculture into Alternative Industries 

As the economy starts to recover from the pandemic, a large 

proportion of the Indian population has begun to move away from the 

agricultural occupations to that of construction, real estate 

development, and increasingly skilled occupations. This shift in the 
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skillset of the population allows for the smoother transition into the 

higher income occupations with potential long-term benefits for the 

economy.  Apart from increasingly skilled talent, India has also been 

recognized as an emerging green energy hub with one of the largest 

solar energy production capabilities, further pushing for increased 

ease of business operations as companies focus more on the global 

impact of their operations. 

With the overall increased global interest in India’s rapidly evolving 

human capital and its push to become more technologically savvy, we 

can potentially see India placing more emphasis on higher value-

added services. The increased demand for INR-denominated goods 

and services as well as the higher level of FDI will push the overall 

valuation of the currency in the long term.   

 

 

 



 

 

Figure 14: India Manufacturing PMI 

 
Source: Trading Economics 

 

Trade Idea: Long USDINR 

View: Long USDINR to take advantage of 

strengthening USD and reduced demand for 

risk-on currency INR. 

Rationale:  

The U.S. economy has seen significant 

growth in Q2 FY21 as the overall economy 

starts to regain traction. This can be 

attributed to the strong economic 

performance and increased domestic 

consumption of goods and services as the 

population returns to normalcy. Despite 

headwinds from higher inflation, the higher 

levels of consumer confidence and 

consumption will potentially continue into 

early 2022. This is largely supported by the 

increased pace of recovery of international 

travellers as well as the high forecasted 

holiday season spending.  

The U.S. Dollar has had a relatively strong 

performance against various emerging 

markets as the U.S. economy maintains its 

strength despite rising concerns of new 

variants of the COVID-19 virus.  

The Indian economy has also seen strong 

growth with the rapid recovery of its major 

industrial sectors, as seen by strong 

November manufacturing PMI figures. 

These energy-dependent sectors will 

require increased import expenditures 

(generally denominated in USD) and 

continue to increase downward pressure on 

the INR. 

Additionally, the potential disruptions from 

the Omicron variant, this has potentially 

large negative effects on the overall 

economy especially with India’s low 

vaccination rates and slowed vaccine 

rollouts. Investors will choose to move out 

of riskier EM assets into safe-haven 

investments to protect against uncertainty 

as seen by the recent sell-off in various EM 

indexes such as the Indian BSE. 

Technical Analysis: 

We can observe that the currency pair is 

trading well within the upwards channel, 

with the potential to continue on its 

upwards trajectory with continued USD 

denominated import expenditure and the 

increased supply of INR. This results in 

increased downward pressures on the INR 
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as a whole. The expected increase in USD 

performance and strong demand will also 

push the overall valuation of USD higher. 

The RBI has begun to introduce variable rate 

reverse repo (VRRR) auctions of longer 

tenors to temporarily absorb excess 

liquidity within the market but has not 

officially announced longer-term policies. 

The VRRR auction will be raisedfrom Rs 6 

lakh crore to Rs 7.5 lakh crore by 31st 

December 2021. This may result in an 

extended period of INR weakness until the 

RBI implements more stringent liquidity 

controls. 

When observing the USDINR currency pair 

against the Ichimoku Cloud analysis, we can 

see that it has recently broken through the 

resistance line of the senkou span A which 

showcases a strong indicator for continued 

expansion and growth in the future. This is 

supported by the MACD indicator 

showcasing strong buying momentum of the 

market. The take profit point is derived from 

the 0.5 Fibonacci level and the stop loss is 

based on the support line of the senkou A 

line. 

Trade Idea: 

Entry:  74.9490  

Take Profit: 75.6741  

Stop Loss: 74.6513 

Risk Reward Ratio: 2.4356 
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Basic Information 

 

Real GDP (USD) in 2020 340Bn 

M2 (SGD) 722Bn 

CPI 102.5 

PPI 103.26 

Straits Times Index (SGD) 

USD/SGD 

3,101.93 

1.37 

 

Chart info 

Figure 1: Real QoQ GDP Growth (%) from 2020-

21 

 
Source: MTI 

Figure 2: QoQ Changes in Employment (%) 

 
Source: MTI 

 

 

Overview of Singapore 

Singapore has a highly-developed economy, ranked as the most open 

in the world, the second highest per-capita GDP in the world in terms 

of purchasing power parity.  Trade is one of Singapore’s strongest 

sources of growth, with manufacturing exports proving to remain a 

primary level of recovery in the near-term. 

Overall, Singapore looks on track for recovery, with real GDP growing 

by 1.3% on a quarter-on-quarter (QoQ) basis in Q32021, a 

turnaround from the 1.4% contraction in the second quarter. 

Singapore’s official full-year growth forecast has been narrowed to 

7%, on the higher end of the previous forecasts’ range of between 6 

to 7%.   

Summary of events in the past 6 months 

Growth outlook rides on reopening 

The growth outlook is optimistic for 2022, with the recent Economic 

Survey of Singapore anticipating growth of 3 to 5% in 2022.  

● This outlook was made on the basis of a high vaccination rate 

of 88.2% of the total population and 96% of the eligible 

population.  

● Moreover, prospects of the easing of domestic and border 

restrictions in 2022 following the extension of vaccinated 

travel lanes (VTLs) have been supportive of growth 

sentiments especially in travel and tourism-related sectors. 

Thus far, 27 air VTLs have been announced with these 27 

countries contributing to about 60% of the total daily 

arrivals at Changi Airport in pre-pandemic days. 

● The recovery of sectors reliant on migrant labour, in 

particular mining and construction sectors, has also been on 

the uptrend as manpower disruptions are likely to ease up as 

border restrictions become looser. Since the end of 2019, the 

number of work permit holders in the construction, marine 

and process sectors has fallen by than 15%. It is hoped that 

this will be mitigated as pilot programmes bringing in 

migrant workers from India and Malaysia have been carried 

out in recent months. 

● Furthermore, external demand has risen off the back of 

global recovery, especially stimulating demand for 

semiconductors and other petrochemicals. 

Unemployment slowly abates 

The magnitude of employment loss in Singapore as a result of Covid-

19 has been unprecedented, with employment dropping by a 
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Figure 3: COVID-19 Cases in Singapore from 

2020-2021 

 

Source: Statista 

 

 

 

 

 

 

cumulative 196,400 since the start of the pandemic and surpassing 

peak-to-trough employment declines of other crises thus far.  

● Targeted support measures have been introduced for 

residents, notably the Jobs Support Scheme and Jobs Growth 

Incentive aimed at employment outcomes.  

● Furthermore, Singapore’s overall employment rate has been 

mitigated by the exit of non-resident workers from the 

labour force, resulting in an overall unemployment rate of 

2.6% that appears lower than other advanced economies 

such as Germany at 3.4%, South Korea at 3.0%, and the 

United States at 4.8%. It is hopeful that unemployment will 

be moderated by steady recovery. 

However, downside risks remain. Core inflation has risen amid 

potential for extensive pass-through of prominent energy inflation, 

pushing the MAS to tighten the Singdollar policy in a surprise move to 

pre-empt cost-push inflation. The Omicron variant also continues to 

threaten the path of reopening, forcing consumer-facing sectors to 

face renewed challenges. 

 

Not a “Flip-Flop”: Singapore’s Covid-19 Strategy  

Singapore’s Multi-Ministry Task Force on Covid-19 has been facing 

criticism brought about by perceived flip-flop in loosening 

restrictions, with guidelines shifting between tightening of 

restrictions and reopening. 

In recent polls, Singaporean’s trust in the government’s ability to 

manage Covid-19 fell as community cases have been surging in recent 

months. According to the Institute of Policy Studies, the proportion of 

people who believed that the government had shown good political 

leadership fell to just 53% in November, compared to around 70% 

earlier in the year. 

A Timeline of Reopening Measures 

● 4 May: MOH announced that Singapore would temporarily revert 

to Phase 2 of restrictions in order to prevent the need for a 

second lockdown 

● 14 May: MOH announced that Singapore would enter Phase 2 

Heightened Alert (P2HA) 

● 18 June: MOH announced that dining-in and mask-off indoor 

fitness activities would resume in groups of up to 2 people 

● 20 July: MOH announced that Singapore would revert to P2HA 

● 6 August: MOH announced that the limit on social gatherings 

would increase to 5 persons for fully-vaccinated people, up to 

50% of employees currently working from home would be 

allowed to return to the workplace 

● 24 September: MOH announced that work-from-home will be 

the default for employees. Dine-in limits were reduced from 

groups of 5 to groups of 2.  



 
 

● 30 November: The Multi-Ministry Task Force announced a 

temporary halt to Singapore's reopening measures while 

authorities evaluate the Omnicron variant. 

 

Further restrictions have not been ruled out, with border restrictions 

becoming a renewed possibility. This is very likely to dampen 

recovery for consumer-facing sectors and further deepen labour 

shortages. 

  

 
 
 
 



 
 

 
Figure 4: Trade to GDP Ratio from 2015-2020 

Source: MacroTrends 

 

 

 

 

Figure 5: Growth in Trade over 2017-2020 

Source: Ministry of Trade and Industry 

 
 
 
 
 
 
 
 
 
Figure 6: QoQ Manufacturing Sector Growth 
(%)  

 
Source: Ministry of Trade and Industry 
 
 
 
 
 
 

A Recovery Hinged on Global Growth 

While sectors constrained by restrictions– in particular consumer-
oriented sectors and those reliant on foreign labour continue to face 
challenges and stop-start growth, outward-oriented sectors have been 
thriving on the back of renewed global demand for Singapore’s 
exports.   

Air Travel Doesn’t Take Off  

While travel and tourism contributed 10% of Singapore’s GDP in 2019, 
tourism receipts declined by 90.1% in Q12021 compared to the same 
period last year. Long-awaited vaccinated travel lanes were highly 
anticipated as the only avenue to increase international travel. 
However, the results were surprisingly lacklustre. OAG data shows 
that recovery of Singapore’s aviation industry was ranked among the 
slowest of major countries in the Asia-Pacific region. Although 
Singapore’s daily travel quotas caps entries at around 164,000 people, 
just 12.5% of this capacity is filled with only around 20,000 travellers 
receiving approval to enter since the first vaccinated travel lanes 
kicked off. The risk of travel during COVID-19 has only been reinforced 
by the emergence of the new Omicron variant, which triggered a 
cascade of various travel curbs. Singapore has also typically been a 
transit destination for tourists en route to Europe or Australia, making 
Singapore less appealing as a tourist destination. 
 
Continued Weakness for F&B 

Even though the food & beverage sector saw some moderated 
recovery with the loosening of domestic restrictions, the re-imposition 
of P2HA restrictions in Q3 dampened consumption once more. The 
food & beverage services sector contracted by 4.2% in that period. 
Furthermore, the government does not look likely to concede on 
current restrictions due to the new Omicron variant. Dine-in and event 
restrictions are likely to be prolonged for the near-term, preventing a 
complete recovery in this sector. 
 
False Start for Construction Sector 

Singapore's construction sector shrank by 10.3% in 2020 due to Covid-
19 measures. Manpower disruptions resulting from outbreaks in 
migrant worker dormitories followed by border restrictions, as well as 
the requirement to implement safe management measures in 
workplaces, were the main reasons for this substantial contraction. 
Activities in the construction sector were expected to recover on the 
back of the progressive easing of border restrictions on the entry of 
migrant workers from South Asia and Myanmar. However, risks from 
the Omicron coronavirus variant are likely to dampen entry. PM Lee 
has not ruled out the possibility of the closing of curbs, with authorities 
temporarily holding off on reopening measures while it evaluates the 
variant.  
 
The bulk of economic growth looks set to come from outward-oriented 
sectors, riding on robust external demand, in particular for 
manufactured goods. 

Manufacturing: Electronics and Precision Engineering 
 
Amidst the global semiconductor shortage in 2021, strong capital 
investments continued to drive demand for semiconductor 
equipment. The precision engineering cluster expanded by 24% in Q3, 
supported by output expansions in both the machinery & systems 
(M&S), which grew by 32% due to an increase in the output of 
semiconductor and industrial process equipment. If current trends of 
demand for semiconductors and semiconductor equipment are 



 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Figure 7: QoQ CPI Index from 2020-2021 

 
Source: Ministry of Trade and Industry  

sustained, the manufacturing sector is expected to continue to expand, 
in particular the electronics and precision engineering clusters.   
 
Given these developments, the strength of Singapore’s economy and 
the SGD depends heavily on continued recovery of the global economy. 
For now, the impact of the Omicron variant is still up in the air, with 
many governments bent on reopening their economies regardless of 
the potential spread. However, given that that semiconductor and 
electronics sales were boosted by over 5.4% in 2020 by shelter-in-
place demand for home gadgets, it is likely that even a reversal to 
lockdown would benefit Singapore’s precision engineering sector.  
 
 
Although officials from the US and Europe have been attempting to 
push for the creation of domestic chipmaking facilities, a long time is 
needed to do so with prohibitive barriers to entry. Hence, our outlook 
is favourable for Singapore in general. 
 
Furthermore, Singapore has made steps to play on its strengths. 
Singapore’s 10-year “Manufacturing 2030” plan was announced at the 
start of 2021, and it reflects a continued commitment to ensure the 
investment into research and the manufacturing ecosystem to attract 
frontier companies with specialised capabilities. This forward-looking 
attempt to play to its strengths takes the pressure off consumer-facing 
industries, and is very promising for strength in the SGD. 
 

Energy Crisis Passing Through 

Inflationary Pressures 

● The confluence of three factors contribute to the increase in 
energy prices in Singapore: first, increased oil prices, second, gas 
supply shortfall accompanied by a high international price for spot 
purchase, and third, the increased economic activity leading to 
additional demand for oil as more countries begin to reopen their 
economies.  

● Core inflation, which excludes accommodation and private 
transport costs, increased 1.5% in October. This outpaced the 
survey median estimate of 1.3% that was forecasted. 
Furthermore, headline inflation advanced 3.2%, the highest since 
in 8 years. 

● High prices are likely to persist until the end of European and 
North Asian winters, in 1Q2022. Left unchecked, an out-of-control 
electricity market could cause international players in the 
commercial and industrial sector to rethink their regional 
strategies and contemplate relocation. 

“Hawkish Surprise” from MAS 

Amid potential for extensive pass-through of prominent energy 
inflation, the MAS pre-empted the concurrent build-up of inflationary 
pressures as demand recovery conspires with manpower crunches 
from ongoing border restrictions. The slope of the S$NEER was raised 
slightly in its October tightening, a surprise that only 2 of 13 polled 
financial institutions predicted. This proved to strengthen the SGD 
slightly. 
 
 The focus of the MAS was to maintain price stability in Singapore, in 
order to support sustained recovery by allowing Singapore’s exports 
to maintain competitiveness. Given that this moves signals confidence 
in Singapore’s economic recovery, this can be viewed as the first step 
in MAS lift-off, marking a shift toward policy normalisation. April 2022 
is a key date to look out for, since it would mark the continued 
tightening—or reversal-- of the monetary policy. Barring a strong 
setback, the outlook for the SGD is bullish. 
   



 
 

 

Trade Idea: Short AUDSGD 

View: Short AUDSGD to take advantage of strengthening 
SGD and reduced demand for AUD.  

Catalysts 

Following MAS’ tightening of the monetary policy amid 
expectations of cost-push inflation, as well as strength 
of the manufacturing sector, SGD is expected to 
appreciate.  

Furthermore, the Australian Central Bank has 

repeatedly reaffirmed its willingness to keep monetary 

policy loose until wage and inflation targets are met. 

This was reaffirmed in the Reserve Bank of Australia’s 

November meeting, where it reaffirmed that inflation 

was within the RBA’s target band of 2-3% for the first 

time in 6 years. Given this, their central case remains a 

rate hike far into the future—in 2024.  

Furthermore, the AUD has been facing downward 

pressures given concerns of reduced demand from 

China. China has been Australia’s largest trading 

partner for years and the recent collapse of Evergrande 

signals uncertainty in China’s property development 

sector—which is in turn one of the largest drivers of 

Chinese growth. This may translate into a weakening 

AUD. 

Ultimately, this is a consensus trade driven by 

expectations of a stronger SGD coupled with a 

weakening AUD. As countries across the globe 

eventually forge ahead in a post-pandemic world, both 

currencies are predicted to continue these trends, 

leading to falling AUDSGD prices. 

Technicals 

Based on the currency pair, AUDSGD is currently on a 
downtrend, which strengthens the short position. 
Current weakness is further supported by the Ichimoku 
cloud. Historical support was established at 0.96047 
and resistance at 1.01433. Prices are retesting previous 
support levels, so we propose a sell limit entry in a 
short position at 0.98774. Stop loss will be set at the 
historical resistance at 1.01433, and we will be taking 
profit at 0.95073. 

Trade 

Entry: 0.98774 

Take Profit: 0.95073 

Stop Loss: 1.01433 

Risk Reward Ratio: 0.718 
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Chart info 

Figure 1: COVID-19 Cases in Malaysia 

 
Source: Statista 

Figure 2: GDP Growth (%) from Q419-Q321  

 
Source: DEPARTMENT OF STATISTICS MALAYSIA 

 

 

 

Overview 

● Malaysia has the fourth largest economy in Southeast Asia, 
and is considered a newly industrialised market economy 
which is considerably open and state-oriented.  

● Malaysia is the world’s largest centre of Islamic finance and 
accounts for two-thirds of the world’s sukuk (Islamic bond) 
market. 

● Malaysia's industrial sector accounts for 36.8% of its GDP, 

with a large part of this coming from its electronics cluster. It 

is also the world’s second largest exporter of palm oil, and the 

nation’s energy company, Petronas, ranks as the 69th biggest 

company in the world. 

● In 2020, Malaysia experienced strong adverse impacts from 

the pandemic. Real GDP contracted by 5.6%. However, 

recovery has been upbeat since late 2020, with GDP growing 

by 16.1% in 2Q2021, a turnaround from the contraction of 

17.2% compared to the same period in 2020. 

● The Malaysia Government Movement Control Order (MCO), 

which encompassed restrictions on movement, assembly, 

travel, and mandated the closure of business and industrial 

institutions. This has progressed into the National Recovery 

Plan (NRP), leading into progressive loosening of restrictions.  

Summary of events in the past 6 months 

Policies Aimed at Recovery... 

Numerous policies aimed at reopening and stimulus have contributed 

to Malaysia’s recovery. 

● Economic sectors have been gradually reopening amid 
loosening of Movement Control Orders (MCO) 
Thus far, there have been eight stimulus and assistance 

packages totalling RM530 billion to mitigate the impact on 

households and businesses. Ongoing stimulus packages and 

economic assistance include Perlindungan Ekonomi dan 

Rakyat Malaysia (PERMAI), Strategic Programme to Empower 

the People and Economy (PEMERKASA), PEMERKASA Plus 

(PEMERKASA+) and PEMULIH, which continue to stimulate 

consumer demand and provide a lift to business sentiment. 

● The National Recovery Plan (NRP) is also being implemented, 
which plans to open up the economy in stages. Under the 
program, states will be progressively reopened from phase 1 
to 2 and 3, where restrictions will be eased based on when 
states have fulfilled stipulated threshold values. Success of the 
NRP rides on the back of the National COVID-19 Immunisation 
Programme (PICK), which has seen  85.1% of Malaysia's adult 
population fully vaccinated. 

● The prime minister said that Malaysia continues to record a 
falling trend in its COVID-19 infectivity rate, or R-naught (R0), 
which was at 0.88 on Tuesday.  
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Figure 3: Unemployment rate (%) from Q319-

Q321 

 

Source: DEPARTMENT OF STATISTICS MALAYSIA 

 

Figure 4: CPI index 

 

Source: DEPARTMENT OF STATISTICS MALAYSIA 

● In a recent press release, PM Ismail Sabri has noted the key 
indicator of the R-naught remaining below 1.0 at 0.88, giving 
new confidence that new daily COVID-19 cases will continue 
falling and that plans for reopening are on track. 

 

… May Not Last Forever  

For now, private consumption remains a significant growth 

determinant, attributed to increase in disposable income. It commands 

62% of the economy, compared to the average of 57% in previous 

years. However, much of this is attributed to cash handouts to the 

poorest 40% of the population and single adults, as part of the 

government’s RM260 billion (S$85 billion) stimulus package, as well 

as the wage subsidy scheme. It is uncertain how long these 

disbursements can last, and whether growth will be sustained. 

On balance, the nation’s GDP is forecast to expand 5.5% to 6.5% in 

2022 based on the Ministry of Finance’s latest forecasts. This 

trajectory is based on further expansion of global and domestic 

demand. Private consumption is anticipated to be released by rapid 

progress in vaccination programmes, loosening of containment 

measures, and improvement in labour market conditions. Globally, 

external demand for electronics products, manufactures and major 

commodities is expected to support the surge in exports, further 

supporting growth. 

Slow Labour Market Recovery 

In the first half of 2021, the execution of MCO 3.0 continued to drag 

down recovery of the labour market. Persistent disruptions have kept 

labour market conditions well below pre-pandemic levels. Restrictions 

on social activities weakened demand for labour, resulting in an 

unemployment rate of 4.8% compared to 4.3% for the same period last 

year. Active job seekers fell by 45.6% in mid-2021, signifying that a 

large proportion of job-seekers had been discouraged and left the 

labour force even despite various incentives to encourage hiring. The 

young and freshly-graduated face the brunt of the pandemic. Skill-

related underemployment, referring to those forced into jobs beneath 

their skillset, rose to 35.8% in 2021 since the fourth quarter of 2019. 

Prices 

The Producer Price Index (PPI) by local production increased by 8.2%, 

attributed to an increase in commodity prices, particularly crude oil 

and natural gas. Similar trends are observed in the Consumer Price 

Index (CPI), which rose by 2.3% during the first eight months of 2021, 

due to escalating global crude oil prices. 

Manufacturing Rebounds on Gloves 

If there is one silver lining to the resurgence in infections, increased 

demand for rubber gloves and personal protection equipment may be 

favourable for at least one sector of Malaysia’s economy, which 

produces about 65% of the world’s supply of rubber gloves. Share 

prices of rubber glove makers including Top Glove Corp Bhd and 

Hartalega Holdings Bhd rebounded on Dec 2 as investors assessed 

updates on the Omicron variant of Covid-19.  



 
 

Figure 5: Manufacturing index from Jun 2021 - 

Nov 2021 

 

Source: DEPARTMENT OF STATISTICS MALAYSIA 

 

 

 

Malaysia’s manufacturing sector rebounded by 15.8% in the first half 

of 2021. Main contributors to growth were electrical and electronics 

products, which enjoyed high demand for semiconductor items and a 

range of chip products. 

 

  

 
  



 
 

 
Figure 6: Plans for sustainability under the 
12MP 

Source: THE GOVERNMENT OF MALAYSIA’S 
OFFICIAL GATEWAY 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Figure 7: Malaysia’s Palm Oil Production 

 

Source: MALAYSIA’S PALM OIL COUNCIL (MPOC) 

Greener Plans Under Question 

The 12th Malaysia Plan (12MP), passed on October 7, boldly took a 
stand against climate change. It aimed to achieve carbon neutrality for 
the country by 2050 at the earliest and overhaul multiple sectors, 
achieving electrical vehicle uptake, a switch to renewable energy, and 
the introduction of carbon pricing and carbon taxes. They also pledged 
to stop building new coal plants. This puts Malaysia among the most 
ambitious countries on long-term climate strategy in South East Asia.  

Inherent Contradictions 

However, questions have arisen as to whether Malaysia is truly ready 
to embrace carbon neutrality. Sub-sector policies contradict with 
apparent aims to reduce carbon emissions. 

● 12MP includes many road projects, including 2,800km of 
tarred roads planned for Sarawak, Sabah, Pahang and Negeri 
Sembilan. This is part of plans to boost rural-urban 
connectivity and reduce Malaysia’s inequalities. Roads are 
also planned between Selangor and Perak, notably the West 
Coast Highway, and between Bentong and Kelanta, the 
Central Spine Road project. These are encouraging of further 
car usage, not carbon neutrality. 

Reliance on Fossil Fuels 

● Historically, Malaysia is the second-largest oil and natural gas 
producer in Southeast Asia and is the fifth- largest exporter of 
liquefied natural gas. In 2020, only 3% of the new capacity of 
renewable energy in the ASEAN region was installed in 
Malaysia.  

● State-owned energy  company Petronas’ dividend provides 
close to half of the government’s budget. In April, funds 
derived from Petronas and other oil and gas contributions 
footed the bill for Malaysia’s vaccine program. 

● Furthermore, Petronas net profit surged to a quarterly record 
RM1.96 billion in 3Q2021, driven by the extended rise in 
crude oil prices.  

All these raise the question as to what the implications of the 
sustainable focus in the 12MP will be. Previous long-term plans in 
Malaysia have fallen short of set targets, without the necessary 
political conditions and sustained strategy focus to implement them. 
In recent months, Malaysia has endured political infighting, with 
loosely affiliated parliamentary alliances almost preventing the 2021 
Budget from being passed at all. For Malaysia to draw in new investors 
in its nascent renewables sector, there must be a genuine commitment 
to the plan’s initiatives. 

Palm Oil Under Attack 

Palm oil yet is another critical commodity being threatened by the 
world’s shift toward sustainability. Malaysia is the world’s second-
largest producer of palm oil following Indonesia, and it contributed 
2.7% of its GDP in 2020. However, the consumption of palm oil has 
been under attack. 

The European Union passed an act earlier this year to phase out palm 
oil from renewable fuel by 2030 due to deforestation concerns. While 
demand for palm oil used in EU biodiesel accounts for a fraction of 
global supply, palm oil producers worry that the law could spur calls 
for regulation of the oil’s usage in food. If this trend materialises, the 
impact on Malaysia’s recovery would be significant. 

 



 
 

Opportunities 

However, if Malaysia can sustain its focus on its greener plans, there 
remains much potential for growth in the economy. In the National Oil 
and Gas Services and Equipment (OGSE) industry blueprint 2021-30 
launched in April, an increase in funding for adjacent ventures into 
areas such as new energy was outlined, with diversification into 
renewables underlined as a key focus. Hence, with a lack of political 
direction, we do not feel that the green theme would have a significant 
effect in the short-term. In the long term, though, it could certainly be 
promising to strengthen the MYR. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



 
 

 

 

 

Figure 8: Malaysia’s Government Debt-to-GDP 
Ratio (in %) 

Source: TRADINGECONOMICS 

 

Trade Idea: Long USDMYR 

View: Long USDMYR to take advantage of strengthening USD and 
weakness in the MYR.  

Catalysts 

The ringgit looks to be on a weakening path in 2021 and 2022, due to 
a serious third-wave of reinfection. Furthermore, leeway for the 
government to raise the debt limit is limited as the government took 
on significant debt to introduce stimulus spending to cope with the 
lockdowns imposed. The capacity for more spending in 2022 to 
support any nascent recovery remains small. 

Poor results are despite the fact that Brent oil prices have been on a 
general uptrend since January. The government’s plan to reopen the 
economy fully does not appear to be sustainable, as evidenced by the 
experience of neighbouring Singapore, which has a higher vaccination 
rate and still struggled to sustain a reopening amid a resurgence in 
cases. In November, ICU usage was over 80%, with over 92% of non-
critical beds filled in some regions. Caution that hospitals would be 
overwhelmed have been reflected in Malaysia’s reopening stance, 
with the recent reimposition of tighter border controls over countries 
reporting the spread of the omicron variant of Covid-19 in November. 
Moreover, Defence Minister Hishammuddin  has said that the four-
man task force currently managing the pandemic have chosen to 
temporarily pause efforts to transition to the endemic phase until 
more information is obtained, suggesting a potential reversal of the 
current strategy. 

For the USD, the hawkish tilt of the Fed, fuelled by inflation and 
economic resurgence, is supportive of dollar strength. Higher levels of 
consumer confidence and consumption look set to continue into early 
2022.  

Technicals 

We can observe that the currency pair is trading within the upwards 
channel, with prices on a bullish uptrend since 01Nov. Based on 
fundamental analysis, there is strong potential for the pair to continue 
on its upwards trajectory. 

This is supported by the RSI surpassing the horizontal 30 reference 
level, which is bullish for the pair. Furthermore, using the Ichimoku 
Cloud analysis, we can see that the Leading Span A line has risen above 
the Leading Span B line, supporting a strong uptrend, which is a strong 
indicator for sustained growth. Kijun Sen continued to provide strong 
support for continued upward price action. 

Trade 

Entry: 4.2290 

Take Profit: 4.2431 

Stop Loss: 4.2143 

Risk Reward Ratio: 1.043 
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Figure 1: Breakdown of GDP (2019) 
 

 
Source: Statista 
 
Figure 2: Balance of Trade (in USD thousands) 

 
Source: Trading Economics 
 
Figure 3: Net FDI (in USD millions) 

 
Source: Trading Economics 
 

 

Overview of The Philippines 
 
Once one of the fastest growing economies of Southeast Asia, the 
Philippines is led by domestic consumption, reinforced by its wide 
service sector and steady remittance flows (refer to Fig. 1). To support 
development, the country is a net importer – mainly of mineral fuels – 
causing it to record widening trade deficits with increasing economic 
activity (refer to Fig. 2). It is reliant on trade, with a 69% trade-to-GDP 
ratio pre-pandemic. Yet net foreign direct investment (FDI) has been 
declining for the past three years, owed to strict rules surrounding 
foreign ownership of businesses (refer to Fig. 3). This has hurt growth 
as investments account for 23% of GDP, prompting the government to 
undertake greater liberalization reforms. 
 

Summary of events in the past 6 months 
 
Early Signs of Recovery  
 
The second half of 2021 is shaping up to be more fruitful as it marked 
the return of positive year-on-year (YoY) GDP growth rates (refer to 
Fig. 4). The government set a 4-5% growth target for the year, 
reflecting the economy’s reviving private consumption, which forms 
71% of GDP. Yet, the country continues to struggle with slow 
vaccination rollouts, high inflation rates, and surging import expenses 
due to growing consumer demand. 
 
With this, the Bangko Sentral ng Pilipinas (BSP) has and is expected to 
maintain its accommodative policy stance as the country seeks to 
return to its pre-pandemic output levels in 2022. Holding its reverse 
repo rate at 2% since November 2020, the central bank is careful to 
balance price stability with positive growth.  
 
Still in its nascent stage of recovery, we expect a strong Q4 
performance from the country with consumption flourishing in the 
holiday season, as well as easing inflationary pressures from waning 
supply chain bottlenecks. But the Philippines is a long way to go from 
dealing with long-term implications of prolonged fiscal stimulus, 
including ballooning government debt and a widening trade deficit. 
Global recovery also acts as a double-edged sword, as this spells 
greater remittance inflows composing 10% of GDP, but may result in 
capital flight as central banks all over the world tighten their monetary 
policies.  
 

Covid-19 Reopening 
 
Dubbed the worst place to be in during Covid-19 by Bloomberg, the 
Philippines dealt with a surge in Delta variant cases in 3Q21, facing its 
highest number of daily cases since the onset of the pandemic (refer to 
Fig. 5). For this reason, the government reinstated draconian 
lockdown measures in the capital of Manila through August and 
September, restricting movement in the city responsible for over a 
third of the country’s output. 
 
Since mid-September, the country has moved to more concentrated 
lockdowns in areas with elevated infections. As a result of the Delta 
variant surge, the government lowered growth outlook to 4-5% from 
the previous 5-6% and have exhausted all efforts to ramp up 
vaccination drives. This includes a mandate for all workers to be fully 

62%
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Services Agriculture Industry
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Figure 4: YoY GDP Growth Rate (%) since Q3 
2019 

 
Source: Philippine Statistics Authority 
 
Figure 5: Daily Covid-19 Cases in the Philippines 

 
Source: John Hopkins University CSSE COVID-19 Data 
 
 
 
 
 
 
 
 
 
 

vaccinated, or to face the costs of amplified testing. Despite limited 
supply and widespread logistical challenges to rural areas, the move is 
expected to unravel vaccine hesitancy that many still face. With only 
34% of the population fully vaccinated against Covid-19, outlook may 
be picking up with the capital Manila already hitting 90%.  
 
Monsoon Season 
 
The ongoing typhoon season has already induced severe tropical 
storm Maring to hit Northern and Central parts of Luzon, leaving over 
PHP 4Bn worth of damage to infrastructure and agriculture. With 
prevalent inflationary pressures driven by food shortages, damage to 
harvests and disruptions in transport may worsen supply chain 
bottlenecks for food. 
 

Kick off to the 2022 Presidential Elections 
 
A saturated race for the next president of the Philippines kicked off in 
October, with big names including former boxer Manny Pacquiao, 
current vice president Leni Robredo, and son of former dictator 
Ferdinand Marcos Jr. putting in their respective bids for presidency. 
Campaigning will begin in February 2022, upon which greater 
domestic consumption is anticipated from candidates vying for over 
18,000 positions across the country. The next president will oversee 
the country’s recovery from the pandemic, playing a crucial role in 
sustaining growth after elections in May. 
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Figure 6: Cumulative Budget Deficit 

 
Source: Bureau of Treasury Philippines 

Figure 7: Debt-to-GDP Ratio 

 
Source: Bureau of Treasury Philippines 

Figure 8: Philippine Government Bonds 10Y-2Y 
Yield Spread 

 
Source: World Government Bonds 

 

 

 

 

 

 

 

 

 

 

 

 

Spend Spend Spend 

By end-October, cumulative budget deficit incurred by the Philippines 

has widened to PHP 1.2Tn, up by 29.6% from the year before (refer to 

Fig. 6). Owed to greater fiscal spending for pandemic recovery and tax 

revenue losses from the economic slump, the country faces ballooning 

debt. By the end of September, debt-to-GDP ratio has climbed to a 16-

year high of 63.1%, exceeding the 60% threshold of credit rating 

agencies to deem debt of emerging markets manageable (refer to Fig. 

7). As a result, the Treasury cut its domestic borrowings program for 

December to only PHP 70Bn to manage outstanding obligations.  

The fiscal capacity of the government is worsened by the looming 

threat of the Covid-19 Omicron variant to growth. The yield curve in 

the Philippines is already one of the steepest in the region, causing any 

additional fiscal stimulus to be costlier for the government (refer to 

Fig. 8). Rising yields in the Philippines have already weakened demand 

for bond auctions in November. Therefore, the government may look 

to other means of fiscal consolidation in 2022, including a tax hike or 

introducing a new carbon tax. If current debt levels widen or remain 

at unsustainable levels even with consolidation, the stability of the 

Peso will be affected in the long run. 

Flashing Signs of Recovery 

Despite the widening deficit, government revenue has also climbed 5% 

YoY to PHP 2.49Tn. In particular, collections by the Bureau of Customs 

rose by 17%, reflecting a rise in imports. The pick-up in trade flows 

signals stronger economic activity and is driven by the infrastructure 

modernization program. This initiative, otherwise known as Build, 

Build, Build, is aimed at raising infrastructure investments to 7.4% of 

the country’s GDP by 2022. While these infrastructure projects are not 

new, implementation was halted during the onset of the pandemic, but 

has since been allowed to resume to fuel recovery. Of the 112 projects 

worth PHP 4.7Tn, 18 are to be completed before the next 

administration assumes office, with the fate of the rest left to the 

succeeding government. The infrastructure projects, especially new 

airports and railways improving transportation, will be strong 

tailwinds for growth, with their timeline hinging on the results of the 

May elections. But prior to the general elections, a state spending ban 

may disrupt the implementation of projects, as release of public funds 

during the election period (spanning 45 days) are prohibited under the 

Omnibus Election Code of the Philippines.  

Even so, GDP growth has bounced back to positive levels in 2H2021 

after one of the longest and most stringent lockdowns globally in 2020 

(refer to Fig. 4). As the country swung back to mobility restrictions in 

Q3, growth continued to surprise on the upside of 7.1%, beating 

estimates of 4.8%. This is due in part to strong growth in household 

consumption, which sets the country on track to continued growth in 

future quarters as daily Covid-19 cases stabilize.  
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Figure 9: YoY Headline and Core Inflation Rate 

 
Source: Bangko Sentral ng Pilipinas 

 

 
 
 
 
 
 
Figure 10: Balance of Trade 

 
Source: Philippine Statistics Authority 

 

 

 

 

 

 

 

 

Need for Trade 

Strong growth has been accompanied by consistently high inflation 

exceeding the 2-4% central bank target since February 2021 (refer to 

Fig. 9). Driven by supply side pressures and higher oil prices from the 

energy crisis in recent months, high headline inflation has been at the 

center of attention in 2021. In particular, food prices – which compose 

39% of the CPI basket – have accelerated the most at 6.2% due to 

weather disturbances and the prolonged impact of the African swine 

fever on meat stocks.  

Having said this, core inflation, which excludes volatile food and fuel 

prices, stands at 3.3% in November. Within the limits of the BSP’s 

target band, it has space to maintain its accommodative policy of a 2% 

reverse repo rate. Additionally, as the energy crisis eases and policy 

measures have been put in place to mitigate shocks to food prices, 

supply-side pressures are expected to abate in 2022. But as demand 

picks up from economic recovery, a higher core inflation rate is 

anticipated, which may urge the central bank to hike rates in the 

following year. A more hawkish tilt will be bullish for the Peso, but is 

not expected to come so soon. 

Wider trade deficit 

Being a large net energy importer, representing 3.5% of GDP this year, 

the country has historically been recording trade deficits. But 

September marked the country’s widest trade deficit in over two years 

as imports soared 24.8% YoY while exports only rose by 6.3% (refer 

to Fig. 10). This is owed to higher global prices of oil, including greater 

demand for top commodities imports led by mineral fuels, lubricants, 

and related materials with a 117.4% increase. If global fuel prices fail 

to abate, especially in a cooler than anticipated winter in places like 

China and the EU, this could spell even higher prices for the country’s 

top imports. This will be bearish for the Peso as greater import 

demand will continue to outpace inflows in the near term. 

Coal Phase Out 

In the recently held COP26 in Glasgow, countries came together to 

commit to their respective climate pledges. In the Energy Transition 

Mechanism (ETM) project launched by the Asian Development Bank 

(ADB), the regional agency is seeking to accelerate transition to clean 

energy in major Southeast Asian economies, including the Philippines. 

The ETM will set-up two-multibillion-dollar funds – one for retiring 

coal-fired power plants or converting them for other uses, and another 

for pushing investments in clean energy. While this increases foreign 

investments into the country, the move will also incur short-term costs 

from the structural changes induced.  

Even so, the country declined from promising to stop construction of 

new coal-fired plants. Energy Secretary Alfonso Cusi justifies this 

through the country’s agenda to prioritize energy security, aligned 

with the need for economic development. The transition away from 

coal (if it pulls through) will hurt the country’s growth, as it accounts 

for 54% of the Philippines’ energy mix.  
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Figure 10: Net FDI  

 
Source: Bangko Sentral ng Pilipinas 

Figure 11: Current Account Balance 

 
Source: Trading Economics 

Figure 12: Remittance Flows 

Source: Bangko Sentral ng Pilipinas 

 

Encouraging Structural Inflows 

Liberalization Reforms 

The Corporate Recovery and Tax Incentives for Enterprises (CREATE) 

Law, which was passed in March and effective in April of this year, is a 

fiscal relief package for businesses in the country. It reduces corporate 

income tax from 30% to 20% for micro, small and medium enterprises 

(MSMEs), and to 25% for large corporations, alongside other 

incentives. The reform is one of many liberalization measures that the 

government is considering, in a bid to ease one of Asia’s toughest 

foreign investment rules. This comes after net foreign direct 

investments (FDI) declined in the country by 24.6% in 2020 for the 

third consecutive year.  

The move has already yielded results, with net FDI inflows reaching 

$6.37B in the first eight months of 2021, up by 39.7% from the same 

period last year. The BSP cites that this is largely due to growth in non-

residents’ net investments in debt instruments. Furthermore, the 

House of Representatives approved amending three more laws – the 

Foreign Investments Act, the Retail Trade Liberalization Act, and the 

Public Services Act – which are now pending legislation in the Senate. 

However, greater openness to foreign investment, largely pushed by 

President Duterte, is not a sentiment shared by all as he clashed with 

major conglomerates in his term. As he has more influence in the 

House of Representatives than the Senate, the fate of the legislation 

remains uncertain, especially as his term comes to an end. 

Nevertheless, existing regulation will still help boost capital inflows to 

the country, which can offset its negative current account (refer to Fig. 

11).  

Holiday remittances 

Global recovery has also set the stage for Overseas Filipino Workers 

(OFWs) to return to work, despite large scale repatriation at the height 

of the pandemic. In October, nine-month remittance inflows shot up by 

5.6% to $23.2Bn from the same period in 2020 (refer to Fig. 12). 

Higher household consumption in Q3 was in part also boosted by 

remittances, as local recipients of remittances have greater purchasing 

power. As we near the holiday season, remittance inflows are expected 

to rise further as OFWs rush to send money home for Christmas. The 

phenomenon also boosts the country’s gross international reserves, 

which in October could adequately cover 10.8 months’ worth of 

imports.  

Greater capital inflows into the country from FDI and remittances is 

bullish for the Peso as demand for it rises. But with pending legislation 

in the Senate for greater openness to FDI, as well as the seasonality of 

greater remittance inflows, appreciation of the Peso is unlikely to be 

sustained.  
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Source: Tradingview 

Figure 13: Trade Deficit and Capital Inflows 

 

Trade Idea: Long USDPHP 

Currently, a large source of risk for the PHP 

is the possibility of an accelerated taper by 

the US Federal Reserve. This comes after Fed 

Chair Jerome Powell indicated that the 

FOMC might speed up tapering at their 

upcoming December meeting. Impending 

rate hikes in the US are bearish for the Peso, 

especially if the BSP is expected to hold rates 

in their accommodative policy. Capital flight 

will be a risk as interest rate differentials 

between the two countries increase – 

driving investors to pull money out of risky 

emerging markets assets.  

Furthermore, a widening trade deficit 

caused by greater import expenditure in the 

Philippines signals greater capital outflow. 

As a net energy importer, outflow will more 

likely rise faster than inflow in the near term 

with volatile prices of fuel and greater 

demand due to the return of private 

consumption. While offset by rising net FDI 

and remittances anticipated in the holiday 

season, inflows may not be sufficient to 

support a stronger Peso by the end of the 

year (refer to Fig. 13).  

Technicals 

Technical analysis suggests an entry point at 

49.78 as it breaks the support line, take 

profit at 51.00 and stop-loss at 48.91 as it 

breaches the next major support. This yields 

a risk-reward ratio of 1.4. 

Entry: 49.78  

Take Profit: 51.00  

Stop Loss: 48.91 

Risk Reward Ratio: 1.4 
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Figure 1: Breakdown of GDP (2021) 

 
Source: The Global Economy 
 
Figure 2: Breakdown of GDP by sector (2019) 

 
Source: The Global Economy 
 
Figure 3: YoY GDP Growth Rate (from Q3 2019) 

 
Source: Statistics Indonesia 

 

Overview of Indonesia 
 
Indonesia’s position as Southeast Asia’s largest economy has been 
bolstered by consumption-driven growth strengthened by a young 
and steadily growing populace (refer to Fig. 1). With 61% of GDP 
dominated by the service sector, 30% by industry, and 9% by 
agriculture, the economy is more reliant on domestic activity than 
trade (refer to Fig 2). Yet over the years, the country has heavily 
developed infrastructure and actively encouraged foreign direct 
investment (FDI) in a bid to break out of the “middle-income trap”. 
Moreover, with 40% of exports comprised by commodities, growth is 
increasingly dependent on their prices. Being the biggest exporter of 
palm oil and coal briquettes, the country can conversely sway the 
prices of these goods.  
 

Summary of events in the past 6 months 
 

Return of Growth  
 
Indonesia’s economy has bounced back from the technical recession 
induced by the pandemic beginning last year (refer to Fig. 3), with the 
Rupiah being Asia’s best performing currency in 3Q2021. Rising 
inoculation rates and improving consumer sentiment has driven 
recovery of domestic demand (refer to Fig. 4), which contributes to 
more than half the country’s GDP.  
 
In light of strong economic recovery even with reinstated mobility 
restrictions between July and August, Indonesia’s inflation rate 
remains controlled, falling below the 2-4% target of its central bank. 
For this reason, Bank Indonesia (BI) has held rates steady at 3.5% 
since February 2021 and is expected to maintain their dovish stance 
to further fuel growth.  
 

Struggling tourism amidst recovery 
 
Indonesia’s vibrant tourism sector, which accounted for 5% of pre-
pandemic GDP, has been harshly hit from the lack of global travel. Yet, 
even as the islands of Bali and Riau reopened to international travel in 
mid-October, the sector remains shuttered, owed to tough visa 
requirements and ambiguous quarantine rules for incoming travelers. 
 
The greater threat of transmissibility posed by the new Omicron 
variant has prompted the government to tighten its quarantine 
restrictions once again for international travelers. Thus, the prospects 
for recovery of the tourism sector are not so optimistic while awaiting 
more information on the variant.  
 

Boost in exports from high coal prices 
 
A rise in manufacturing and industrial activities from reopening 
worldwide has driven demand for coal, bidding up prices for the 
commodity. As the largest exporter for thermal coal, Indonesia’s 
export revenue has benefitted, coupled with global energy shortages 
centered in China and the EU. In October, Indonesia became China’s 
biggest importer of coal, as the latter tackled its power crisis and 
worsening geopolitical relations with Australia.  
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Figure 4: Indonesia Consumer Confidence (from 
Q2 2020) 

 
Source: Bank Indonesia 
 
 
 
 
 
 
 
 

 
Flash floods disrupt mining activities 
 
Erratic rainfall during Indonesia’s monsoon season has disrupted 
mining activities in the coal-producing region of Kalimantan, 
tightening supply pressures and contributing to rising prices of 
thermal coal. With the unpredictability of weather events coupled with 
surging global demand, a price cap of $90 per ton of coal has been 
imposed for those sold to local cement and fertilizer plants.   
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Figure 5: Government Budget Balance (as a % 

of GDP)  

 

Source: CEIC Data 

Figure 6: Indonesia’s 10Y Government Bond 

Yields 

 

Source: World Government Bonds 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Tax Reforms  

With an aim to raise government revenue and narrow budget shortfall, 

the Tax Reform Law was passed in Parliament in October. Tax changes 

include raising value-added tax from current 10% to 11% in April 

2022, which is expected to yield an additional 0.8% of GDP in tax 

revenue. A new 35% income tax bracket will be added for individuals 

earning more than IDR 5Bn a year, and an earlier reduction in 

corporate income tax from 22% to 20% has been retracted. These 

changes are aimed at reducing the government’s fiscal deficit from a 

forecasted 5.4% in 2021 to 3% of GDP in 2023, when the budget ceiling 

will be reinstated.  

A narrowing budget deficit enhances the economy’s attractiveness for 

foreign investors (refer to Fig. 5), especially as 10Y bond yields have 

been rising from the yearly trough in September (refer to Fig. 6). This 

could mean more capital inflows which is bullish for the IDR.  

Debt Monetization 

However, ongoing “burden sharing” between the government and BI 

has been extended through 2022 from its initial radical 

implementation at the height of the pandemic last year. Known as debt 

monetization, direct financing of government bonds by BI has 

amounted to IDR 400tn worth of government bonds in 2020, 215tn 

this year, and an estimated 224tn next year. Despite the threat to BI’s 

independence from potential government intervention in monetary 

policymaking, bond yields and exchange rates have remained stable. 

But prolonged monetary financing can potentially undermine investor 

confidence and capital inflows into the country, especially if global 

liquidity conditions tighten, putting emerging markets under pressure.  

Shift to Decarbonization 

COP26 

In the two-week long United Nations Climate Change Conference or 

COP26 held at Glasgow, Indonesia was under the spotlight for its 

reliance on fossil fuels and deforestation – the country’s top two 

sources of emissions. But the country’s plan to achieve carbon 

neutrality by 2060 was put into action long before the event. The Tax 

Reform Law passed in Parliament also included a carbon tax which 

takes effect in April 2022, worth IDR30 per kg of carbon dioxide (CO2) 

equivalent. Coal plants will be the first subject to the carbon tax, which 

may stroke inflation worries from rising energy prices. With the shift 

away from fossil fuels, a tax amnesty will run from January to June 

2022, granting lower income tax to those investing in natural resource 

processing and renewable energy. 

Even with the consensus to “phase down” coal by 2030 in the Glasgow 

Climate Pact, it will likely remain Indonesia’s primary energy source in 

the near term as it currently accounts for 60% of power. Some have 

questioned Indonesia’s dedication to low carbon development, 

especially as it agreed to end deforestation by 2030, only to backtrack 

on the pledge almost immediately. During COP26, Indonesia’s minister 

of environment and forestry tweeted that the country’s commitment 

to ending deforestation would not come at the expense of economic 

development. Despite this, the benefits of its decarbonization agenda 

will likely converge with its development needs in the long run, as it 
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Figure 7: Current Account Balance 

Source: Trading Economics 

Figure 8: Trade Flows 

 

Source: Trading Economics 

Figure 9: YoY Headline and Core Inflation Rate 

 

Source: Statistics Indonesia 

 

attracts investment into sectors such as reforestation and the electric 

vehicle industry.  

Export bans on raw commodities 

In an attempt to encourage investments in downstream industries, 

Indonesia’s President Widodo announced the possibility of export 

bans in coming years. As a major exporter of metal ores, Indonesia can 

affect prices of global commodities. A potential export ban on bauxite 

next year, copper ore in 2023, and tin in 2024 has already caused a 

surge in tin prices. Two years ago, when the country banned exports 

of nickel ore, investments poured into Indonesian nickel processing, 

mostly from China. The move potentially limits the country’s long-

term dependence on raw commodities and will further improve its 

trade and current account balances (refer to Fig 7).  

Easing global energy shortages 

The energy crisis experienced by countries such as China and India has 

been easing from attempts to secure supplies of coal through imports 

and ramped up production. Despite moderating shortages, a cooler 

than usual winter season may continue the supply crunch as demand 

for heating and power rises. In the same vein, Indonesia’s export 

revenue may continue to benefit from high prices of commodities and 

surging demand for coal (refer to Fig. 8) .  Additionally, Indonesia is 

also developing palm-oil based renewable energy as an alternative in 

tackling the energy crisis. As the world’s top exporter of palm oil and 

thermal coal, Indonesia’s exports stand to gain significantly from the 

tailwinds in the near-term.  

Fuelling inflation 

Amid drivers for economic growth centred around greater export 

revenue, decarbonization and the shift to renewable energy may 

stroke inflation worries. In 2022, BI’s monetary policy stance is 

expected to transition from ‘pro-growth’ to ‘pro-stability’ – keeping 

interest rates low until inflation starts rising. A gradual reduction in 

the amount of excess liquidity in the banking system will be the first 

move to tighten its monetary policy, which has been loose throughout 

the pandemic. 

Annual inflation hit a five-month high of 1.66% in October, but remains 

well below the central bank’s target range of 2-4% (refer to Fig. 9). 

With favourable conditions for growth, the possibility of an earlier rate 

hike than expected is not out of the question, especially as core 

inflation is on the rise. Being a risky emerging market, Indonesia is 

vulnerable to capital flight as central banks in developed markets 

begin tightening their monetary policies. Thus, a rate hike anticipated 

in 2022 will be bullish for the IDR. 

Headwinds for Recovery 

The Rise of Omicron 

In Q32021, Indonesia experienced slower growth at 3.51%, which 

missed expectations as the country dealt with a surge in Delta variant 

cases through strict lockdowns. The emergence of the new Covid-19 

Omicron variant has brought back a possibility of resurgence in cases 

especially in the holiday season. Greater Jakarta and Bali have already 

imposed level II community-level restrictions until mid-December, 
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reducing capacity of public places. Indonesia has also reinstated travel 

bans on countries with confirmed cases of the Omicron variant. 

Despite the country administering more than 238 million Covid 

vaccine doses, fully vaccinated individuals only form 35% of the 

population, which will be largely inadequate in  protecting against a 

surge in cases that will propel the economy back into lockdown. 

Having said that, consumer sentiment has improved, with a pickup in 

vaccination having the capacity to further restore public confidence.  

U.S. Fed Tapering 

Being an emerging market, Indonesia’s Rupiah is not immune to 

monetary policy changes in major economies such as the U.S. The 

Rupiah was one of the currencies that was negatively affected by the 

2013 taper tantrum – sending it down 17% in five months from the 

surprise tapering announcement.  

However, with the lessons learnt from the taper tantrum and the U.S. 

Federal Reserve’s (Fed) better telegraphed talks on tapering, BI 

expects investors to have already priced in the move. In the months 

leading up to the Fed’s announcement of its plan to start dialling back 

bond purchases, Indonesia has experienced equity inflows, a steady 

currency, and an unusually calm bond market.  

But with persistent inflation in the U.S., the Fed has indicated that 

tapering may come earlier than expected, leaving emerging markets 

like Indonesia vulnerable to capital flight if U.S. interest rates rise 

sharply. Pricing in the Fed’s November announcement of tapering 

already weakened the Rupiah, and whether fleeting will depend on the 

investor expectations and inflation levels in the U.S. Nevertheless, a 

sooner than expected rate hike by the Fed will cause depreciation of 

the Rupiah.  

 

 

 

  

  



 
 

 

 

Source: Tradingview 

Trade Idea: Long USDIDR 

As U.S. Fed Chairman Jerome Powell 

signalled the central bank’s hawkish 

monetary policy shift amid inflation woes, 

all eyes are on the Fed’s December meeting 

for their taper timeline. Ahead of the 

meeting, the Rupiah has already started 

depreciating since the end of October, 

following persistent high inflation in the U.S.  

Impending tapering by the Fed and rate 

hikes in 2022 threaten the stability of the 

Rupiah with the chance of capital outflows 

from emerging markets. A potential 

mitigating factor would be BI adjusting 

interest rates themselves, which will only be 

occur in a high inflation environment. Given 

the headwinds to growth and consistently 

low inflation below targets, this is unlikely in 

the near-term. This is bearish for the Rupiah 

as investors would rather store their capital 

in the safe haven USD anticipating higher 

interest rates and yields following tapering.    

Technicals 

USDIDR has been on an overall upward 

trend since March 2021, but has been 

ranging between 14080 and 14640 in recent 

months. We expect it to retest most recent 

resistance at 14315, upon which we take 

entry, before it breaks out of this range. We 

take profit at 14645 and stop-loss at 14150 

for a risk-reward ratio of 2.0. 

Trade 

Entry: 14315  

Take Profit: 14645 

Stop Loss: 14150 

Risk Reward Ratio: 2.0 
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