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Basic Information 

Real GDP for 2021Q4 (USD bn) 496.88 
CPI (April 2022) 170.1 
Unemployment Rate  7.80% 
Trade Deficit (USD bn) 20.1 
Trade Deficit (% of GDP) 4.05% 
Interest Rate (Repo) 4.40% 

 

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. 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 moving towards more advanced stages 

of its recovery, the Monetary Policy Committee (MPC) has 

understood that the risks of nearer term core inflation rates will 

continue to remain higher. As such the MPC has warranted in its 

April 2022 meeting to increase the policy repo rate by 40 basis 

points to 4.40%. The Reserve Bank of India (RBI) continues to set 

its target inflation rate for FY21/22 at 5.7%, whilst still 

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

• India’s GDP grew steadily at a rate of 5.4% within Quarter 3 of the 

FY2021-2022, this was slower than the forecasted estimates. The 

continued uneven recovery in key sectors such as agriculture, 

manufacturing, and service providing sectors has affected the 

overall pace of recovery. Despite the continued easing of COVID-

19 restrictions and the festival period demand spikes, private 

consumption showcased a slowdown. However, the overall 

increase in demands for Indian exports has continued to push the 

overall GDP figure upwards. 

• However, with the international external environment worsening, 

the higher commodity prices, and continued supply chain 

bottlenecks will pose considerable blockers to continued growth. 

The potential spillover effects from global monetary policy 

stabilization within advanced economies may exacerbate the 

above effects. 

Summary of events in the past 6 months 

RBI begins Shifting away from its Accommodative Stance 

• The Consumer Price Inflation (CPI) figures breached the upper 

limit of the RBI’s targeted inflation band in January 2022, with the 

continued logistical and supply chain disruptions placing 

increased pressures on existing networks. Prices of food 

commodities especially (vegetables, edible oils, and poultry 

products) showcased sharp increases in prices. 

• However, there is an increased level of uncertainty for future 

inflation figures with India’s large exposure to foreign currency 

with its large trade deficit. Global commodity pricing dynamics 

will continue to influence the overall price levels of inflation-

sensitive items, with global shortages and export restrictions will 

continue to create upwards pricing pressures. Crude oil prices are 

projected to remain higher with larger volatility, this poses a 

considerable upside risk to the overall inflation trajectory. 
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Figure 3: India’s Balance of Trade (USD bn) 

 

Source: Trading Economics 

Figure 5: India’s GDP in USD Billions 

 

Source: Trading Economics 

Figure 6: India’s Trade to GDP Ratio  

 

Source: MacroTrends.net 

Figure 7: India’s Exports  

 

Source: Trading Economics 

 

 

• Core inflation figures will continue to remain higher in the near 

term, with higher domestic fuel prices and increased prices of 

various essentials. The continued lockdowns in other key 

economies as well as the newer COVID-19 variants will continue 

to hold logistical and key supply chain activity costs higher for a 

longer period. 

• The RBI’s Monetary Policy Committee (MPC) has hiked the repo 

rate by 40 basis points to 4.40%, with the aim of the move targeted 

at containing inflation which has surpassed the upper limit of 6% 

for the past 3 months. 

• The MPC will aim to remain accommodative while focusing on the 

withdrawal of easing policies to ensure that India’s inflation 

remains within the target going forward while supporting growth. 

(Lack of) Energy Crisis surging through India (Coal Shortage) 

• The current pace of economic recovery in India is facing a large 

blocker in the form of widespread energy shortages within cities 

and rural areas. Several large states are currently suffering from 

prolonged blackouts as the continued period of high temperatures 

increases the energy demand for cooling.  

• A large percentage of India's states are still powered by coal-fired 

energy plants, with most of these power plants suffering from a 

lack of supply of coal, with many of these plants unable to supply 

vital energy to these regions.  

• Production of coal-powered energy currently provides for more 

than 70% of India’s total energy has not been able to match the 

rise in demand and overall recovery of India, with supply chain 

disruptions in the form of a lack of railway carriages to ferry vital 

coal from mines to power stations exacerbating the existing 

problem. 

• The dry weather has also posed additional challenges for states 

which rely on rivers for their sources of energy as the water levels 

have dropped significantly, with hydropower plants not being able 

to produce energy. 

• To combat these energy shortages, affected states have 

implemented power cuts after specific periods to curb the usage 

of power. Rural areas such as Andhra observed up to 6 hours of 

power cuts during the late nights and early mornings.  

• The Central Electricity Authority (CEA) has stated that within the 

month of April 2022, over 100 of the 173 thermal power plants 

have hit critical levels of coal supply. 

• Despite the attempts to lower the required amounts of energy 

supply with “power holidays” (cutting supply to 50% of normal 

flow), thermal plants have had to purchase power from the open 

market at steeper prices. Public and privatized organizations who 

were unable to keep up with the rising power costs chose instead 

to shut down entire plants to save costs. 

• The daily electricity deficit in India has increased from 0.3% to 1% 

in April 2022, which has led to an 85% increase in the general 

price of electricity traded on various Indian exchanges, with rates 

jumping from Rs3/kWh to Rs8.23/kWh.  

• These increased prices of raw materials are set to reduce existing 

margins of India-based businesses with utility bills expected to 

rise considerably. These increased input prices may potentially be 

passed through to the end consumers, pushing the nation’s 

already high inflation figures upwards. 
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RBI’s Defensive Stance against the US Federal Reserve Raising 

Rates 

• The RBI has showcased its intentions to protect the Indian Rupee 

(INR) against massive currency volatility. With the large risk-off 

nature of the INR, the currency fell to a record low with the overall 

strength of the USD. The RBI has signalled intentions to utilize its 

$600 billion reserves to intervene in all the foreign currency 

markets and will continue to protect the rupee.  

• Foreign funds have been pulling out of Indian equities at a record 

pace, and the INR has plunged to record-level lows. The INR 

slipped to a record low of 77.53 against the USD in the second 

week of May 2022, which potentially threatens to widen the 

current trade deficit. 

• This decrease in the strength of the INR was unexpected as there 

has been a strong Indian export and growth in the overall recovery 

of the Indian economy. Instead, the RBI sees pressure on the INR 

external factors derived from a strengthening USD and weakening 

CNH rather than domestic driven reasons. 

 

 



Figure 8: Crude Oil Price (Brent) 

 

Source: Trading Economics 

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

 

Source: Trading Economics 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Macro Theme 1: Out of the (Oil) Pan and Into the Fire 

Background – India and their Consumption of Oil 

India’s oil demand is expected to rise 8.2% with a daily consumption 
rate of approximately 5.15 million barrels per day in 2022, with the 
economy rebounding post-COVID-19. The increasing pace of domestic 
mobility is one of the key drivers for the rapid increase in demand for 
energy as the various states have relaxed COVID-19 restrictions with a 
decline in daily infection levels.  

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. 

Leveraging on Cheap Russian Oil in the Ukraine-Russian Conflict  

Despite the recent conflicts in Ukraine leading to bans on the 
international purchase of Russian Oil and Gas products, India has 
taken advantage of the lower prices to ramp up oil imports from 
Russia. The amount of Ural oil contracts made for India for the months 
of March, April, May and June 2022 is higher than the overall oil barrels 
purchased in the entire year of 2021. This has largely come from crude 
cargoes which are unwanted by the various European importers.  

India has taken advantage of refining Russian oils and selling them to 
Europe. India shipped out diesel at a record amount of 3.37 million 
tons of diesel in March. Gasoline exports reached a five-year high of 1.6 
million tons. 

Despite the interest of India to purchase the Ural oil contracts from 
Russia, India’s largest refiners of oil are facing a challenge to finance 
these purchases, largely due to the overall sanctions placed on the 
Russian banks and their removal from the SWIFT interbank networks. 

Profit Opportunities and International Backlash 

India has pushed back on the demands for the nation to reduce its 
purchases of Russian oil, stating that these purchases were in line with 
the long-standing strategy to diversify its supply of oil and gas, with 
potentially severe repercussions to international prices should it 
decide to halt imports. 

India sources a majority of its energy from Western Asian countries 
and the United States, both groups have offered to provide more 
supply to India should they reduce the reliance on Russian gas. 
However, in March and April, India imported at least 40 million barrels 
of Russian oil. Various refiners in India are negotiating a six-month 
deal to access more affordable energy. 

With India continuing to purchase Russian oil and gas to leverage the 
cheaper input costs, there may be potential international backlash 
over the disparity in fairness with regards to the preferential rates 
offered to India. With a majority of India’s exports denominated in 
USD, the continued depreciation of the INR may make it more enticing 
for the various refiners to move towards a separate avenue for oil. 

Potential Implications for the INR 

Russia has offered India a dual-payment systems to allow for more 
trading in local currencies, based on a rupee-ruble mechanism to 
circumvent the current blockages in the SWIFT network. However, 
most current payments will be denominated in USD or EUR, as such 
will seem to be bearish for the INR in the short-term as the demand for 
the currency may remain low. 



 
 

Figure 10: India’s Wheat Production (m tons) 

 

Source: India’s Agricultural Ministry 

Figure 11: CBOT Wheat Futures 

 

Source: NASDAQ 

 

 

Macro Theme 2: Wheat Supply Squeeze  

Background – India and the Reduction of Wheat Exports and 

Production 

In the growing wave of global food protectionism, India’s government 
has stopped all wheat exports the nation provides as the heat waves 
have scorched wheat fields in India, reducing the yield in the second-
biggest grower in the world. This exacerbates the current tight global 
supplies with the Ukraine conflict sending food commodities futures 
higher. Despite the relatively smaller percentage of global wheat 
supply originating from India, the war in Ukraine and the heat waves 
in other producing nations have elevated the importance of India as 
one of the remaining producers with amply supply. 

Exports will be allowed to countries that require wheat for food 
security purposes, dependent on the requests from the respective 
governments. All future shipments of wheat will be banned with 
immediate effects, however, shipments with irrevocable letters of 
credit that have been issued will still be permitted.  

The food ministry in India has reduced the estimates of India’s wheat 
production to 105 million tons, 6 million tons lower than previously 
forecasted earlier this year, with production yields in certain regions 
dropping to less than 50%.  

Despite the India’s position as the second-largest wheat producer in 
the world, the country is expected to be ranked 8th amongst exporting 
countries in 2022-2023, exporting 8.5 million tons.  

Profit Opportunities and International Backlash 

The overall reduction in production poses significant issues for the 
domestic market (companies and farmers), as many depend on 
domestic production of wheat and other raw ingredients as their 
source of income and food.  

The reduced levels of exports as well as the reduced local production 
and consumption of said goods may affect the overall pace of economic 
recovery in India. Additionally, the curbing of export levels of wheat 
will hinder the potential for India to leverage the rally of wheat prices. 
With existing supply chain disruptions out of the Black Sea affecting 
major wheat purchasers, countries such as Egypt have turned to India 
as their alternative source of Wheat. 

 The export ban has drawn sharp criticism from the various G7 
countries which cited that the ban would worsen the current situation 
of rising commodity prices and place strain on the global food supplies.  

Potential Implications for the INR 

With a reduced transactional flow of INR-denominated Indian wheat 
exports, we can see a potentially bearish implication for the currency, 
as there will be fewer requirements/opportunities for purchasers to 
place future orders. 



Figure 12: USDINR Trade Idea 

 

Source: Tradingview 

Figure 13: India Manufacturing PMI 

 
 

Source: Trading Economics 

Figure 14: India Consumer Confidence Index 

 
 

Source: Trading Economics 

 

Trade Idea: Long USDIDR 

View: Short-term  Trade to Long USDIDR to take 

advantage of strengthening USD and reduced 

demand for risk-on EM currency INR. 

Rationale:  

The U.S. economy has seen significant growth in 

Q4 FY21 as the overall economy starts to regain 

traction. This can be attributed to multiple 

factors, namely, the strong economic 

performance, the unemployment rate moving 

back towards the full employment levels, the 

labour force participation rate rising, and 

corporate profit postings are higher than pre-

pandemic levels.  

The Federal Reserve has hiked the interest rates 

by 50 basis points in May 2022, largely aimed at 

targeting the higher-than-expected U.S. inflation 

figures for the month of April. The rising interest 

rates allow for the U.S. dollar to remain stronger, 

with investors attracted to the higher yields, 

With the ongoing conflict in Ukraine, investors 

have moved towards relatively safer assets such 

as gold, U.S. Government Bonds, and the U.S. 

dollar. All of which have propelled the USD 

(greenback) to its highest level since the start of 

the COVID-19 pandemic. There have been 

concerns about the potential repercussions with 

regards to the sanctions placed on Russia, where 

reduced trade and flows could stunt growth 

whilst inflation continues to rise. 

The Indian economy has seen rapid recovery, as 

seen by the rising consumer confidence figures 

observed in March 2022, showcasing stronger 

consumer demand for goods and services. 

However, with the increasing shortage of 

domestic sourced energy, these energy-

dependent sectors (travel and home energy) will 

require increased import expenditures 

(generally denominated in USD) which may 

continue to increase downward pressure on the 

INR. 

Additionally, the potential side-effects of India’s 

close relations with Russia may potentially have 

negative effects on the overall economy should 

there be sanctions placed, especially with India’s 

large trade deficits. 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 its upwards trajectory with 

continued U.S.D denominated import 



 
 

expenditure and the continued movement to 

risk-off assets denominated in USD.  

This results in increased downward pressures on 

the INR as a whole. The expected increase in USD 

performance and strong demand will also push 

the overall valuation of the USD higher. 

The RBI has begun to defend the INR with limited 

market intervention in both the on-shore and off-

shore markets. Additionally, the RBI is open to 

bond purchases as well as the loosening of 

investment rules for government securities to 

increase demand for the INR. 

When observing the USDINR currency pair 

against the Ichimoku Cloud analysis, we can see 

that it has 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 the strong buying 

momentum of the market. The take profit point is 

derived from the 0.786 Fibonacci level and the 

stop loss is based on the 0.382 Fibonacci level 

line. 

Trade Idea: 

Entry:  77.4852 

Take Profit: 79.1385 

Stop Loss: 76.3840 

Risk Reward Ratio: 1.5013 
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Basic Information 

Real GDP (US$) in 2020 340Bn 
M2 (SGD) 722Bn 
CPI 106.69 
PPI 112.80 
Straits Times Index (SGD) 
USD/SGD 

3,191.16 
1.39 

 

Chart info 

 

Figure 1: Real QoQ GDP Growth (%) from 2022-
22 

 
Source: MTI 
 

Figure 2: Adjustments to the S$NEER 

 
Source: CNA 

 

 

 

 

 

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 exports proving to remain a primary level of 
recovery in the near-term. 

Singapore’s economy expanded by 6.1% in Q4 of 2021 compared to 
the same period last year, which was higher than the 4.6% forecasted 
in the MAS Survey of Professional Forecasters. This brought the full 
year expansion to 7.6%, rebounding from the 4.1% contraction in 
2020. Due to its openness, GDP growth in Q4 was largely driven by 
growth in external-facing sectors, especially for exports in the 
manufacturing sector. This growth is expected to become more broad-
based in the coming months. 

Summary of events in the past 6 months  

Return of Growth 

The global economy expanded by 5.3% in 2021, rebounding strongly 
from the COVID-induced contraction of 3.0% in 2020 (Fig 1). 
Singapore’s expansion benefitted from this global recovery.  This was 
strongly driven by external-facing sectors, in particular, 
manufacturing. The manufacturing sector expanded by 15.5% year-
on-year in Q4, accelerating from the 7.9% growth in Q3. This was 
buoyed on by the sustained global demand for semiconductors and 
semiconductor equipment following a shortage in 2021, as well as 
returning capital investments.  

Policy Tightening following Inflation 

In light of strong economic recovery, Singapore’s inflation rate was 
forecast at 4.5-5.5%, up from a previous forecast of 2.0-3.0%. 
Furthermore, the war in Ukraine has driven global inflation forecasts 
higher and dented the outlook for growth. This has prompted the MAS 
to employ three instances of policy tightening over the past six 
months. 

In April, the MAS re-centred the midpoint of the exchange rate policy 
band, the Nominal Effective Exchange Rate, or the S$NEER, at its 
prevailing level. It also increased the rate of appreciation of the policy 
band slightly. This marked the first time in 12 years that the MAS used 
both these tools to tighten policy, indicating the significant concerns 
about price instability. The April tightening also followed an out-of-
cycle tightening in January and one in October the previous year, in 
order to get on top of surging inflation (Fig 2). 

Following the recentering, the SGD jumped briefly. With the MAS seen 
as hawkish and another tightening anticipated in October this year, it 
could be bullish for the SGD. 

Big Reopening Movements 

Singapore has a high vaccination rate of 88.2% of the total population 
and 96% of the eligible population. Daily infections have fallen 
significantly since the peak of the pandemic (Fig 3). Furthermore, the 
number of hospitalisations in Singapore have fallen from more than 
1,700 to around 260 currently, with the number of patients in the 
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Figure 3: New COVID-19 Infections in Singapore 

from 2020-2022

 

Source: Statista 

 

 

 

 

 

 

 

 

Figure 4: Job Vacancies to Unemployed Persons 

Ratio 

 

Source: Bloomberg 

 

intensive care unit in the single digits. As such, the crisis level of the 
pandemic was downgraded in April, with tests for incoming 
vaccinated visitors and limits on gathering sizes scrapped. 

In the move toward endemic living, the Ministry of Health also lifted 
the requirement to wear masks outdoors, and check vaccination 
statuses at most places. Officials have stressed that even if the number 
of virus cases rise, the health care system will be able to cope, and 
hence tightening of rules is unlikely.  

Singapore is the first major economy in Asia to remove all restrictions 
for fully vaccinated travelers, in a move to restore the aviation and 
tourism industries that had been hit by the pandemic. 

Surge in Tourism 

Following the lifting of curbs, Singapore’s tourism industry was 
rewarded with a surge in pent-up travellers. According to the 
Immigration and Checkpoints Authority, the number of passport 
applications has spiked to more than 7,000, compared to about 2,000 
a day before the pandemic. According to the Civil Aviation Authority 
of Singapore, Singapore's air traffic volume had reached almost a third 
of pre-pandemic levels just over two weeks after the country removed 
most restrictions on air travel. 

To further buoy this trend, the Singapore Tourism Board (STB) 
announced earlier this month that it will be investing S$500 million 
into recovery for the tourism industry. Part of this includes 
positioning Singapore as an “urban wellness haven”, with an 
integrated sports facilitated to be built in Orchard Road, to rejuvenate 
the shopping belt. With these efforts to reinvigorate Singapore’s 
tourism industry, prospects on recovery in this sector are optimistic. 

Foreign Labour Shortage 

Singapore is experiencing its worst labour shortage in over 2 decades 
(Fig 4). In March, Singapore introduced a points-based visa system for 
foreign workers, which includes scores for how the applicant’s 
nationality contributes to the diversity of their firm, in addition to 
education, skills and pay. In addition to increases in minimum pay 
criteria and tightened quotas for middle-tier jobs, the tightening 
across pay grades responds to public concerns that international firms 
favour hiring foreigners. 

Although the government encouraged firms to hire locals to fill their 
employment needs, labor tightness may further drive inflation 
pressures. 
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Figure 5: Inflation in Singapore  

Source: Straits Times 

 

 

 

 

 

 

 

 

 

 

 

 

 

Figure 7: Spot Palladium Prices 

 
Source: Reuters 

 

 

Effects of Russia-Ukraine Conflict 

Russia is not one of Singapore's major trading partners, accounting for 
only 0.1% of Singapore’s total exports and 0.8% of total imports. 
However, its war with Ukraine has disrupted exports, an effect which 
has wide-ranging impacts that can hurt Singapore’s growth prospects. 

Energy Crisis 

Rather than being a trading partner, Russia is a major energy supplier 
in the global economy. Russia accounts for more than 10 percent of 
global crude oil and natural gas production. Following uncertainty 
about energy supplies from Russia, oil prices soared to over US$100 a 
barrel in April, driving up inflation in Singapore to decade-highs(Fig 
5).  

Furthermore, most of Russia’s energy supplies are imported by China 
and the European Union, which are both key export partners of 
Singapore. If these countries with significant exposure to Russia suffer 
income losses, demand for Singapore’s exports would fall significantly. 

The MAS noted the duration and intensity of economic spillovers from 
the Russia-Ukraine conflict as key risks for Singapore. However, the 
effects will be amplified if higher inflation and uncertainty further 
restrain domestic consumption and investment. 

Sanctions 

In addition to facing energy pressures, Singapore has joined over 30 
other countries in issuing sanctions against Russia in protest of its 
invasion of Ukraine. There is a transaction cost for companies to 
comply with sanctions, with new regulatory regimes requiring the 
hiring of advisors to understand if sanctions affect their operations in 
Singapore. 

Sanctions have also increased prices beyond energy. Russia and 
Ukraine produce nearly a quarter of the world’s wheat, and are also 
major exporters of barley, corn, and sunflower seed oil. In the wake of 
a deluge of sanctions, food manufacturers were faced with record high 
prices for wheat futures, and forced to source wheat at higher prices 
from countries other than Russia, causing food prices to rise. Hence, 
food prices in Singapore might rise, which will significantly increase 
inflation. 

Effects on Manufacturing 

Furthermore, Singapore is particularly affected due to the export of 
raw materials needed for the manufacturing industry. Russia accounts 
for close to half of  global exports of nickel and  palladium, a quarter of 
aluminium and about a tenth of platinum. The country is also a 
significant exporter of steel and copper. This has driven up the prices 
of these commodities which are key factors of production in the 
manufacturing of semiconductors (Fig 7), which are only just 
beginning to pick up after challenges associated with the pandemic. 
This could have a major impact on Singapore’s manufacturing sector, 
which recovered significantly riding on the production of 
semiconductors.  

While these would appear like negative trends, as long as the MAS can 
keep a lid on inflation by tightening policy in a measured fashion, 
Singapore can maintain its image as a safe-haven currency. This is 
bullish for the SGD. 
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Source: Tradingview 

Trade Idea: Short EURSGD 

View: Short EURSGD to take advantage of 
strengthening SGD and reduced demand for AEURUD.  

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 European Central Bank has 
repeatedly reaffirmed its willingness to keep monetary 
policy loose despite increasing inflation. Real interest 
rates have become steadily more negative and hover 
around -7% as at May. The Central Bank has been 
ambiguous about plans to hike rates. This was 
reaffirmed in their forecast of inflation moderating to 
1.9% by 2024, reflecting a lack of concern about rising 
prices. 

The EUR has also been facing downward pressure after 
surveys that showed that the Eurozone’s 
manufacturing output stalled in April following 
factories’ difficulties in sourcing raw materials, while 
demand fell due to steep price increases. 

Ultimately, this is a consensus trade driven by 
expectations of a stronger SGD coupled with a 
weakening EUR. As countries across the globe 
eventually forge ahead in a post-pandemic world, both 
currencies are predicted to continue these trends, 
leading to falling EURSGD prices. 

Technicals 

Based on the currency pair, EURSGD is currently on a 
downtrend, which strengthens the short position. 
Historical support was established at 1.4515 and 
resistance at 1.4722. Prices are retesting previous 
support levels, so we propose a sell limit entry in a 
short position at 1.4628. Stop loss will be set at the 
historical resistance at 1.4722, and we will be taking 
profit at 1.4411. 

Trade 

Entry: 1.4628 
Take Profit: 1.4411 
Stop Loss: 1.4722 
Risk Reward Ratio: 0.433 
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Real GDP (USD) in 2020 336.7 billion 
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FBM KLCI 
USD/MYR 

1,501.74 MYR 
4.39 

 

Chart info 

 

Figure 1: GDP Growth (%) from Q119-Q122  

 
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. The country 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. Private final 
consumption expenditure is the largest component of Malaysia’s GDP, 
with a share of 58.8%. 

In 2020, Malaysia experienced strong adverse impacts from the 
pandemic. However, the economy regained momentum in 2021, with 
a 3.1% growth from the previous year which posted negative 5.5% 
growth. This recovery was driven by the Services and Manufacturing 
sectors, which constituted 81.3% of total GDP. In the first quarter of 
2022, Malaysia’s GDP expanded 5.0%, an increase of 1.4% from the 
previous quarter. 

Summary of events in the past 6 months 

Return of Growth 

Following the economic impacts of the pandemic, the Malaysian 
government introduced several stimulus and assistance packages 
totalling over RM530 billion to mitigate the impact on households and 
businesses. Stimulus packages and economic assistance plans included 
the Perlindungan Ekonomi dan Rakyat Malaysia (PERMAI), Strategic 
Programme to Empower the People and Economy (PEMERKASA), 
PEMERKASA Plus (PEMERKASA+) and PEMULIH. 

These stimulus packages have borne fruit as Malaysia’s economic 
growth picked up pace in Q1 of 2022, riding on sustained demand the 
reopening of international borders. GDP rose by 5%, beating out 
forecasts of around 4% growth (Fig 1). 

Monetary Policy Tightening 

Bank Negara Malaysia (BNM) forecasted economic growth for 2022 
between 5.3% and 6.3%, taking into account “global supply chain 
disruptions, the Russia-Ukraine war and strict lockdowns in China” 
into its growth projections. Despite these downside risks, the 
confidence in their growth trajectory was reaffirmed in a recent 
presentation in May. 

As a result of strong growth and the inflationary pressures arising 
from global developments, the central bank conducted an unexpected 
hike in the benchmark interest rate to 2.0%, from the low 1.75% which 
it had maintained to stimulate growth during the pandemic. BNM also 
raised the possibility of further reducing monetary accommodation if 
the growth trajectory is sustained. 

 

 

  

   Global Macro Department –Malaysia (UNDERWEIGHT) Date: 19th May 2022 

mailto:lihuiang@u.yale-nus.edu.sg


 

5 
 

Figure 2: Daily COVID cases from 2020 to 2022  

 

Source: Statista 

 

Figure 3: Malaysia’s Exports to China from 

2014-2022 

 
Source: Trading Economics 

 

Relaxed Pandemic Restrictions 

In March, Malaysia opened its borders to overseas visitors after two 
years of stringent border controls intended to control the pandemic. 
This meant that Malaysia joined other Southeast Asian countries in 
transiting to an endemic phase of the outbreak (Fig 2). Vaccinated 
Travel Lane pacts were also established with Thailand and Cambodia, 
with one under planning with Indonesia. This is positive for Malaysia’s 
tourism industry, which was severely affected by the pandemic. 

Malaysia has a high vaccination rate of 64%, while Health Minister 
Khairy noted the recovery of the healthcare systems and fall in 
intensive care unit occupancies. Despite the reduced restrictions, daily 
infections have been on a downward trend since March, hovering 
below 5,000 at levels not seen since January. Hence, the lifting of virus 
restrictions is unlikely to be rolled back. 

Reduced demand from China 

China is Malaysia’s biggest trade and investment partner, and hence 
China’s economy is strongly supportive of trade in Malaysia (Fig 3). In 
2020, China’s share of total exports from Malaysia was at 16.2%, up 
form 14.2% in 2019. However, major cities in China continue to endure 
severe lockdowns in major cities in response to the ongoing zero-
Covid policy. Given sizable bilateral relations, the lockdowns in China 
continue to dampen demand for Malaysia’s exports. 

In particular, Malaysia’s key manufacturing sector will be affected. 
Malaysia’s imports from China totalled 23% of total imports last year, 
54% of which were machinery and transport equipment, 14% 
manufactured goods, and 11% chemicals. These imports were largely 
used as inputs for further production of intermediate of final goods 
which were then exported. Hence, China’s lockdowns which have 
disrupted the supply chain will magnify the risks for Malaysia. 

The effects of a slowdown in China’s economy on Malaysia’s GDP 
growth have been thus far offset by the strong domestic demand, 
particularly private consumption and investment. If reopening of the 
economy and lifting of the pandemic restrictions can be sustained, 
coupled with an expansionary Budget 2022, then consumer spending 
should be able to limit the negative effects of China’s disruptions. 
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Figure 4: Price of Crude Oil from 2008 to 2022 

 

Source: BBC 

 

Figure 7: Rising Palm Oil Futures 

 

Source: Bloomberg 

Ukraine Crisis brings Temporary Gains on Oils 

Malaysia is a net exporter of crude oil and the second largest palm oil 
producer in the world. It stands to gain from both exports of palm oil 
and crude oil, which are being driven both by Russia’s invasion of 
Ukraine, and Indonesia’s ban on palm oil exports. 

Crude Oil 

Russia is a major energy supplier in the global economy, and accounts 
for more than 10 percent of global crude oil and natural gas 
production. Following Russia’s military invasion of Ukraine, prices 
soared to over US$100 a barrel in April. Soaring energy prices have 
generated an unexpected opportunity for Malaysia, which generates 
over 25% of its GDP from oil and gas. 

This comes as a boon to Malaysia’s fiscal position, which has been 
beleaguered by debt since even before the 1MDB embezzlement 
scandal. Following the stimulus packages of the pandemic, which 
were funded by billions of public funds, Malaysia’s fiscal deficit rose 
to 6.4% of GDP in 2021– double its pre pandemic target. The deficit is 
expected to be cut to 6% this year. The surge in oil prices have 
strongly supported business and investor sentiment, with Malaysian 
equities outperforming global shares during the Ukraine crisis. The 
FTSE-Bursa Malaysia Kuala Lumpur Composite Index has risen 4.6% 
since February. This is bullish for the MYR. 

Palm Oil 

Not only is the price of oil driving, the price of palm oil has been rising 
too. The UN Food and Agriculture Organization’s vegetable oil price 
index rose to a record high in February and has only continued to rise 
since, riding on the surges of vegetable oils like sunflower, soy, and 
palm oil. 

Russia’s invasion of Ukraine, and the subsequent rollout of sanctions 
on Moscow and its allies have caused a rise in petroleum prices, 
boosting the viability of using palm oil as an alternative fuel. It is also 
a replacement for vegetable oils from Russia and Ukraine, which 
account for about 7%, 20%,and 77% of global exports of soybean oil, 
rapeseed oil, and sunflower oil respectively. This blend of 
circumstances is coupled with the supply shortfalls arising from 
droughts in Latin America, labour shortages, and floods. 

Furthermore, Indonesia’s blanket ban on the exports of crude palm 
oil and its refined products cut off supplies from the world’s largest 
producer of palm oil Malaysia, the second largest exporter of the 
commodity, has benefitted from this ban. In May, futures for July 
delivery of palm oil climbed to 6,479 MYR or 1,475 USD a ton (Fig 7).  

Mixed Effects 

While the effects of this gain in both crude and palm oil appear to be 
bullish for the MYR, there are also caveats. The Indonesian Palm Oil 
Association has indicated that they will lift the palm oil ban on 23rd 
May to capitalise on the demand from global markets. Hence, it is not 
certain how long Malaysia can sustain strong demand for palm oil. 
Furthermore, considering the inflationary pressures globally, even 
with gains on exports, Malaysia’s is at risk due to a high share of 
imports of intermediate (56% of total imports) and consumption 
(8.3% of total imports) goods. The trade balance may still suffer due 
to high commodity prices and input costs. 
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Source: Tradingview 

 

Trade Idea: Long USDMYR 

View: Long USDMYR to take advantage of strength in the USD and 

weakness in the MYR. 

Catalysts 

In May, the ringgit dropped precipitously against the US dollar to 4.36, 
the lowest level in the last two years. This is despite the rise in oil and 
palm oil prices. 

A large part of MYR weakness against the USD is the anticipated rate 
hikes of the US Federal Reserve this year, following inflation rising to 
8.5% in March. Furthermore, the RMB has depreciated against the 
USD due to capital outflows and negative yield differentials with the 
US. Due to Malaysia’s strong trade linkages to China, the ringgit 
weakness is tied to weakness in the RMB. 

Although tourism and retail sectors traditionally benefit from a weak 
MYR, Malaysia’s tourism sector is traditionally reliant on tourists 
from China, with about 11% of tourists in 2019 from China. Due to 
closed borders, Malaysia does not stand to gain from Chinese tourism. 

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. 

Technicals 

We can observe that the currency pair is trading within an ascending 
channel, with prices on a bullish uptrend since 14 April. Based on 
fundamental analysis, there is strong potential for the pair to continue 
on its upwards trajectory. 

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. This provides strong support for continued upward price 
action. 

Trade 

Entry: 4.4025 
Take Profit: 4.4384 
Stop Loss: 4.3882 
Risk Reward Ratio: 0.398 
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Chart info 

 
Figure 1: Breakdown of the Philippine economy 
(% of GDP 2019) 
 

 
Source: Statista 
 
Figure 2: Balance of Trade 

 
Source: Philippine Statistics Authority 

 

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 (Fig. 1). To support 
development, the country is a net importer, mostly of mineral fuels, 
causing it to record widening trade deficits with increasing economic 
activity (Fig. 2). It is reliant on trade, with a 69% pre-pandemic trade-
to-GDP ratio. In recent years, the government has pursued greater 
liberalization reforms, to encourage FDI inflows into the economy, 
accounting for 23% of GDP. 
 

Summary of events in the past 6 months 
 
Strong Covid-19 Reopening 
 
Following the country’s worst Covid-19 outbreak driven by the 
infectious Omicron variant in January, declining infections and rising 
vaccination rates have facilitated localised economic reopening since 
the beginning of March (Fig. 3). Its capital Manila has experienced the 
loosest movement restrictions, allowing businesses to fully operate 
and spurring economic activity. The country is also currently logging 
its lowest number of daily cases since April 2020.  
 

Record Remittances  
 
Greater inoculation rates globally have also set the stage for Overseas 
Filipino Workers (OFWs) to return to work, especially in traditional 
sectors such as construction, manufacturing, and agriculture. The rise 
of digital channels supported by the Covid-19 pandemic helped deliver 
a cumulative total of $31.4Bn remittances in 2021, lifting the country’s 
Balance of Payments (BOP) position and income for consumption 
among local recipients (Fig. 4).  

 
Return of Tourism 
 
With the service sector accounting for 57% of GDP, the reopening of 
the country’s borders in February 2022 has spurred the growth of its 
aviation, hospitality, and tourism industries. The travel and leisure 
sector alone accounted for 12.8% of pre-pandemic GDP. With 
vaccinated foreign nationals allowed to enter the country without 
quarantine measures, the country saw the return of 300,000 
international tourists to date. Domestic tourists carry a similar 
sentiment for travel, as the island of Boracay exceeded its tourist limit 
of 19,000 on Easter break.  

 

2022 Presidential Elections 
 
The 2022 national elections held earlier this May saw Ferdinand 
Marcos Jr., win presidency by the largest margin in four decades. While 
it will take weeks to finalise results, he is expected to assume his six-
year term from July onwards. His landslide victory has crucial 
implications for the future of the Philippines’ foreign policy – one 
which must balance its historical defense alliance with the U.S. and 
diplomatic ties with China. With Marcos known to avoid earlier public 
policy debates, investors are keen to see his roadmap for the next six 
years to determine the direction of capital flows.  
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Figure 3: Daily Covid-19 Cases in the Philippines 

 
Source: John Hopkins University CSSE COVID-19 Data 
 
Figure 4: Remittance Flows 

 
Source: Bangko Sentral ng Pilipinas 
 
 
Figure 5: YoY GDP Growth Rate (%) 

 
Source: Philippine Statistics Authority 

 
 
 
 
 
 
 
 
 
 
 
 

  

Rising Energy Prices and Subsidies 
 
The ongoing war in Europe has cascading effects for the country’s 
energy prices. Being a net energy importer, with oil and raw materials 
accounting for more than 50% of imports, the Philippines has faced 
rising food and fuel prices, forming a significant headwind to recovery.  
 
Government agencies have responded by imposing a Fuel Subsidy 
Program for public transport drivers and a Fuel Discount Program for 
farmers and fisherfolk. These one-time payouts provide a temporary 
respite to sectors most affected by the energy price hikes yet could 
spell trouble to the country’s already ballooning fiscal spending. 
Payouts to the bottom 50 percent income households and vulnerable 
sectors have amounted to 47.5Bn Pesos. Additionally, these measures 
fail to protect the broader consumer-driven economy from greater 
gasoline prices, which will have rippling implications for prices of 
other goods and services.  
 

BSP Rate Hike 
 
In its May policy meeting, the Bangko Sentral ng Pilipinas (BSP) hiked 
its benchmark interest rate by 25 basis points to 2.25%. This is the first 
increase since 2018, due to mounting inflation which has caused wage 
hikes in some regions of the Philippines. The pace of further hikes will 
be determined by future inflation and growth data. This is not 
surprising due to stronger than expected Q1 GDP performance (Fig. 5). 
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Figure 6: Current Account Balance 

 
Source: Trading Economics 

 
Figure 7: USDPHP Trend 

 

Source: Bloomberg 

Figure 8: Budget Deficit 

 
Source: Bureau of Treasury Philippines 

Figure 9: Tax Revenue 

 

Source: Bureau of Internal Revenue Philippines 

Twin Deficits 

Need for Trade 

Despite stronger economic performance in the past two quarters (Fig. 

5), the Philippines still faces macroeconomic challenges in the form its 

current account and budget deficits. Specifically, current account 

deficit has ballooned to $2Bn by the end of 2021 (Fig. 6). This is in part 

due to its widening trade deficit, which contributes to its negative 

current account.  

Being a net energy importer, the global energy shortage made the 

country especially vulnerable by inflating its import expenditure. 

Following sanctions on Russian exports, YoY import spending grew by 

20% and 27% in March and April respectively. Coupled with further 

economic reopening, demand for imports is expected to rise in the 

coming months. China’s Covid-19 surge, which prompted widespread 

lockdowns since March has also exacerbated supply chain bottlenecks. 

With China being the country’s largest trading partner, high food and 

fuel prices will remain a challenge to economic recovery and hinder 

the growth of export revenue. The weakened Peso in 2021 has also 

made imports more expensive and exports more affordable for trading 

partners (Fig. 7). Due to the persistence of all these external factors, 

the country’s trade deficit is expected to widen, though its effect on 

current account will depend on the volume of remittances and net 

foreign direct investment (FDI) in the coming months. If the trade 

deficit is not balanced out, this will have a detrimental impact on 

current account, weakening investor confidence as well as the strength 

of the Peso.  

Ballooning Fiscal Deficit and Debt  

At the end of 2021, the Philippines recorded its highest ever budget 

deficit of 1.67Tn Pesos, owed to large public spending and weak 

revenue collections amid on-off movement restrictions (Fig. 8). In the 

first quarter of 2021, fiscal deficit was down 40% QoQ, but remains 

comparable to its level the year before. Despite this, the Bureau of 

Treasury remains optimistic due to greater ‘productive spending’ on 

infrastructure and other capital expenditures which amounted to 

4.25Tn Pesos. Additionally, revived economic activity presents an 

opportunity to improve tax revenue, as evidenced by a spike in 

earnings after movement restrictions were eased in September 2021 

and February 2022 (Fig. 9). This is coupled with the Comprehensive 

Tax Reform Program first implemented in 2018, with yearly changes 

to the tax system to make it fairer and more efficient. An increase of 

576Bn Pesos in tax collection from 2018-2021 has been attributed to 

the fiscal reform program. 

However, debt-to-GDP ratio has reached a 16-year high of 60.5% last 

year, further climbing to 63.5% in the first quarter of 2022 and 

exceeding the 60% threshold of credit rating agencies to deem debt of 

emerging markets manageable (Fig. 10). These figures illustrate that 

the government is increasingly relying on external borrowing to 

finance its spending. This proves unsustainable in light of increased 

borrowing costs this year and tightening monetary conditions globally. 

If fiscal consolidation measures are not undertaken and this trend 

persists, investor confidence will be bearish for the Peso. 
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Figure 10: Debt-to-GDP Ratio 

 
Source: Bureau of Treasury Philippines 

 
Figure 11: Net FDI  

 
Source: Bangko Sentral ng Pilipinas 

Figure 12: YoY Headline and Core Inflation 
Rate 

 
Source: Bangko Sentral ng Pilipinas 

 

Great Policy Uncertainty 

This year’s national elections marked a crucial turn for the long-term 

outlook of the Philippines. For the transition period into the new 

administration in July, we can expect lower government spending as 

the future of projects in the pipeline remain uncertain. President-elect 

Marcos has previously declined invitations to public debates, leaving 

most of his exact policy stances unknown. Having said that, he 

expressed interest in policy continuity, pursuing the infrastructure 

modernization program Build Build Build, which requires PHP 981Bn 

worth of capital outlays this year. He may also lean towards an 

expansionary fiscal policy stance, including more rice subsidies to 

combat the effect of higher food prices on household income. While 

such a policy will bolster economic growth, this can also worsen the 

already limited fiscal capacity of the government. His fiscal 

consolidation plan is also in the spotlight, though his administration 

may choose not to pursue it so early to appease a nation already 

experiencing higher cost of goods. Therefore, we expect fiscal deficit 

and debt levels to remain inflated in the near term, which is bearish for 

the Peso if sustained for a longer period.  

Favourable Conditions for Lift-off 

Liberalization Reforms 

Net FDI in February rose by 46.3% YoY, reflecting recovering 

sentiment towards the country (Fig. 11). However, most investments 

are in debt instruments while equity and reinvestment of earnings 

have been on a steady decline. This suggests that investors are still 

deliberating more hefty investments into the country, in part due to 

the uncertain policy implications of the recent elections. The increase 

may also be attributed to the Corporate Recovery and Tax Incentives 

for Enterprises (CREATE) Law which has been effective since April 

2021, reducing corporate income taxes and promoting ease of doing 

business in the country. Existing regulation, if chosen for continuity by 

the following administration, will help boost capital inflows to the 

country and offset its negative current account. This is bullish for the 

Peso. 

Inflation not ‘transitory’ 

Headline inflation in the Philippines has soared to 4.9% in April 2022 

– the highest since January 2019 and well above the 2-4% inflation 

target set by the BSP (Fig. 12). This is mainly due to sharp price 

increases for food, transport, and fuel which altogether make up 69% 

of the CPI basket. Price pressures will likely fail to abate soon due to 

global energy insecurity and supply chain bottlenecks from China’s 

lockdown, presenting a strong case for the BSP’s further hawkish tilt 

to maintain stable inflation levels.  

However, BSP Governor Diokno has previously expressed that a policy 

adjustment has limited effects on the current cost-push inflation which 

is mainly driving price pressures. Despite this, it may doubly stabilize 

the depreciating Peso, which reduces imported inflation. This balance 

is one that the BSP will carefully weigh in its next policy decision in 

June, though the beginning of their hawkish tilt will be bullish for the 

Peso offering greater returns. 
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Source: Tradingview 

Trade Idea: Short USDPHP 

Fundamentals 

Despite unstable macroeconomic 

fundamentals and policy uncertainties for 

the next few months, further restriction 

easing in the consumption-driven economy 

will continue to drive growth in succeeding 

quarters. This comes hand in hand with 

demand-side inflationary pressures, which 

will drive the BSP’s hawkish tilt for the latter 

part of the year. They have previously 

expressed a preference for the USDPHP to 

be ranging between 48 and 53 – the 

resistance of which will soon be broken out 

of. This supports the possibility of 

accelerated rate hikes by the BSP, to 

maintain both price and currency stability. 

While the US has been aggressively raising 

rates, a tightened monetary policy by the 

BSP will at least reduce rate differentials 

between the two economies. A more 

concrete policy direction will also be set 

ahead of the next President and his team 

assuming office in July.  

Additionally, the Peso will be supported by 

seasonal capital inflows, as foreign 

travellers flock to various summer 

destinations and in June and July facilitated 

by loose border restrictions. Greater 

seasonal remittance flows from Overseas 

Filipino Workers (OFWs) are also expected 

in July, attributed to tuition fee payments by 

local recipients for the new school year in 

August (Fig. 4).   

Higher capital inflows and lower rate 

differentials expected in the coming months 

are bullish drivers for the Peso. While policy 

outcomes for the transitioning government 

are still uncertain, continuity of widespread 

infrastructure projects will bring structural 

support to the emerging market. 

Technicals 

The USDPHP has been on an uptrend since 

June 2021 but more recently exhibited a 

bearish flag pattern which may indicate 

future trend reversal.  

Technical analysis suggests an entry point at 

52.90 before breaking the major resistance 

level of 53, take profit at 50.50 and stop-loss 

at 54.10 as it breaches the next major 
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support. This yields a risk-reward ratio of 

2.0. 

Entry: 52.90 

Take Profit: 50.50  

Stop Loss: 54.10 

Risk Reward Ratio: 2.0 
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Chart info 

 
Figure 1: Breakdown of GDP (2021) 

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

 
Source: The Global Economy 
 
 
Figure 3: Daily New Covid-19 Cases in 
Indonesia 

 
Source: John Hopkins  
 

 

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 (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 (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 
 
BI RRR Hikes 
 
In January, Bank Indonesia (BI) announced 300 basis points of 
staggered hikes in the reserve requirement ratio (RRR) for banks over 
March to September this year. This is in response to monetary policy 
tightening in major economies especially the United States, as the 
emerging market currency is at risk of capital outflows. BI indicated 
that raising interest rates will be its last resort to combat rising 
inflationary pressures.  
 
Export Bans on Coal 
 
As the top exporter for thermal coal, Indonesia has benefitted heavily 
from high coal prices in 2021 owed to the global energy crisis. As a 
result, coal producers have shifted their supply to the international 
market, leaving domestic supply unaccounted for. In January, 
Indonesia banned exports of coal as a bid to secure fuel supply, in 
response to low coal inventories at domestic power plants. Due to the 
uncertain duration of the export ban, coal prices peaked at $223 per 
ton in late January from $148 from the end of 2021. The month-long 
ban was soon lifted but left foreign investors reeling with the abrupt 
policy shift by the country.  
 

Holiday Consumption Boost 
 
After the peak of Indonesia’s Covid-19 Omicron surge in February (Fig. 
3), most movement restrictions have been loosened just as the week-
long Eid holiday has been reinstated in May. An estimated 85 million 
people travelled within the Muslim majority country, providing a well-
needed boost to its tourism and travel industries. While the surge in 
consumption has not been reflected in the recent Q1 GDP release, it is 
expected to drive Q2 GDP growth, especially with consumption 
contributing to more than half of GDP (Fig. 1). Having said that, GDP 
has grown for the fourth straight quarter in Q1 owed to economic 
reopening and high commodity prices (Fig. 4). Consumer confidence 
has been relatively stable since November 2021 (Fig. 5), alluding to a 
populace ready to resume economic activity after 2 years of living with 
Covid-19. 
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Figure 4: YoY GDP Growth Rate  

 
Source: Statistics Indonesia 
 
 
Figure 5: Indonesia Consumer Confidence (from 
Q2 2020) 
 

 
Source: Bank Indonesia 
 
 
 
 
 
 
 
 

Export Bans on Palm Oil 
 
A shortage of domestic supply and high palm oil prices especially 
following the Eid holiday has led to recent export bans on palm oil in 
late April. The policy announcement caused sharp depreciation of the 
IDR, which reversed as policymakers clarified that the ban will only be 
for palm olein. Days later, the ban was widened to encompass crude 
and RBD palm oil, as well as used cooking oil, adding to the global food 
shock. Continuous losses in the country’s currency reflect both the 
importance of palm oil to Indonesia’s trade and wavering investor 
confidence after the country’s second commodity ban this year. After 
a month, the government lifted the palm oil export ban. 
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Figure 6: Breakdown of Indonesia’s Exports 

 
Source: OEC World 

 

Figure 7: Current Account Balance 

 
Source: Trading Economics 

 

Figure 8: Foreign Direct Investment 

 
Source: Trading Economics 

 

Figure 9: YoY Headline and Core Inflation Rate 

 
Source: Statistics Indonesia 

Rise of Resource Nationalism 

Export bans on raw commodities 

As a major exporter of coal, palm oil and metal ores, Indonesia can 

affect prices of major commodities (Fig. 6). In an attempt to encourage 

investments in downstream industries, Indonesia’s President Widodo 

announced the possibility of export bans for commodities back in 

2021. This is part of his wider resource nationalism plan, which 

involves policy interventions for the local population to fully benefit 

from its own rich commodity supply.  

Its intended effect can be seen from a move two years ago, when the 

country banned exports of nickel ore. Investments poured into 

Indonesian nickel processing, mostly from China. This potentially 

limits the country’s long-term dependence on raw commodities, which 

will further improve its trade and current account balances (Fig. 7) 

However, its two recent export bans – of coal in January and palm oil 

in March – is happening in a different economic climate. Amid already 

soaring prices of food and fuel due to global shortages, further 

disruptions to supply drove up prices to all-time highs. Indonesia’s 

abrupt policy swings and uncertain ban durations raise doubts in 

investors who can affect capital flows. Without sufficient signalling, 

foreign direct investment can be adversely affected, which is bearish 

for the IDR. The lack of exports for two important commodities at 

different periods this year has also affected export revenue and 

demand for the IDR. Following the shock, the IDR depreciated as 

sharply as the policy surprises.  

Commodity Hub 

Despite its policy shortcomings, Indonesia is still a major source of 

crucial commodities amid global shortages. With the aim of becoming 

a hub for battery and electric vehicle production in a bid to attract FDI, 

it is moving in the right direction using protectionist measures for raw 

commodities. It already announced a possible export tax on nickel pig 

iron and ferronickel, which are semi-refined, to encourage more value-

added processing domestically. This accelerated investments, with the 

first quarter of 2022 attracting a record high of 147.2Tn IDR in FDI 

(Fig. 8). If these policies are well-communicated in the future, even 

with short-term losses in export revenue, long-term capital inflows 

will be bullish for the IDR. 

Alternative to Rate Hikes 

Energy Subsidies… 

In line with even higher prices of energy this year, the government has 

decided to raise energy subsidies as a buffer for rising inflationary 

pressures. As inflation is mostly cost-push in nature, the move shows 

that the government is more inclined to address supply-side 

inefficiencies to keep inflation under control. Moreover, the BI uses 

core inflation as their basis for monetary policy changes, which is far 

from breaching the target 2-4% (Fig. 9). Without the urgency from the 

central bank to raise rates, Indonesia may increasingly fall behind 

major economies in interest rate differentials, which is bearish for the 

IDR. 
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Figure 10: Government Budget Balance (as a % 
of GDP)  

 
Source: CEIC Data 
 
Figure 11: Tax Revenue 

 

Source: CEIC Data 

Figure 12: Trade Flows 

 

Source: Trading Economics 

…Affordable? 

Indonesia’s budget deficit for 2021 ended at 4.65% of GDP, less than 

the target 5.7% (Fig. 10). This can be attributed to greater export 

revenue owed to high commodity prices late last year. Even with a 

better than expected balance sheet at the end of 2021, this year 

presents a different challenge for funding sources. During the 

pandemic, Indonesia’s radical debt monetization plan allowed the BI 

to directly finance government bonds for heightened Covid-19 related 

fiscal spending. However, with tightening monetary policies globally, 

the Finance Minister reiterated that the policy cannot be continued 

further owed to greater costs.  

As part of its transition to more sustainable revenue streams, the 

government implemented the Harmonized Tax Law passed at the end 

of 2021. The amendment introduces a new income bracket, which 

taxes 35% of income for earnings above 5Bn IDR. Corporate income 

tax has also been increased from 20% to 22%. As the economy is still 

in the process of reopening, the move has not yielded substantial 

results in the first quarter of 2021 (Fig. 11).  

Furthermore, coal and palm oil export bans hurt export revenues (Fig. 

12), which in turn adversely affects the government’s ability to fund 

their energy subsidies. Losses in the IDR due to palm oil bans also 

make imports more expensive. As a net oil importer, this can 

potentially cancel out the price gains attributed to energy subsidies. 

Therefore, while the government has appropriately explored policy 

alternatives to curb rising inflation, energy subsidies may not be 

sufficient to ease mounting price pressures. Despite the BI still 

maintaining a dovish monetary policy stance, a rate hike is not out of 

the question in the near future especially as demand rebounds. With 

the U.S. Federal Reserve taking on one of its most hawkish stances, the 

BI cannot hold off its rate hike for long, which will be bullish for the 

IDR in the medium term. 

Delayed Shift to Renewables 

In last year’s United Nations Climate Change Conference or COP26 held 

at Glasgow, Indonesia unveiled its plan to achieve carbon neutrality by 

2060. This includes a carbon tax worth IDR30 per kg of carbon dioxide 

(CO2) equivalent. While its pilot program for coal plants was initially 

set for April 2022, it was then deferred to July due to soaring prices of 

fuel.  

Furthermore, Indonesia is seeing more capital channelled into its 

mining industry by foreign lenders. Loans for its mining industry in 

January 2022 jumped 26.8% YoY compared to the overall loan 

increase of 5.8%. With greater financing for its mining industry, 

Indonesia is not only more susceptible to bad debt once global prices 

stabilize, but their shift to renewable energy will undoubtedly be 

delayed. Despite their ongoing efforts to transition to cleaner energy, 

their commitment to energy security and development will still be 

their top priority. While we can anticipate supply shocks or policy 

interventions in the future, Indonesia’s trade balance still stands to 

greatly benefit from the surge in prices of commodities for a while. 

Notwithstanding the effect of temporary export bans, the boost in 

export revenue from global food and fuel shortages is a significant 

tailwind to the IDR which the government will undoubtedly leverage. 
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Source: Tradingview 

Trade Idea: Short USDIDR 

Fundamentals 

Overall, Indonesia’s more long-term 

perspective on resource nationalism can 

funnel more FDI into the country, especially 

as it capitalizes on growing trends such as 

the expanding EV industry. With 

appropriate signalling, the commodity-rich 

nation can attract more value-added 

processing domestically. While slowly 

transitioning into renewable energy, it 

remains highly dependent on traditional 

fossil fuel sources – the exports of which are 

currently aiding economic recovery. With 

growth driven further by its large and 

optimistic consumer base free from Covid-

19 related restrictions, the country is on 

track to achieving pre-pandemic output 

levels.  

Rising inflation will be a significant 

challenge for the government, whose 

supply-side measures will likely be 

insufficient in the near-term. The central 

bank’s hawkish policy tilt will be inevitable 

in the medium-term, especially with its 

sharply depreciating currency owed to 

recent palm oil export bans as well as an 

aggressive monetary tightening by the US 

Federal Reserve. Indonesia will be faced 

with significant headwinds in the near-term, 

but the current global climate is 

advantageous to its export and consumption 

driven rebound. These are bullish drivers to 

the IDR, which will recover its strength 

given more timely policy decisions from 

Indonesia.    

Technicals 

USDIDR has been ranging from 13870 to 

14645 until it broke major resistance level 

on 16 May 2022. While MACD indicates that 

it is still on an uptrend, RSI value is now at 

84, signalling that the currency pair is 

overbought. This implies that a corrective 

pullback may be impending, though when 

accounting for the MACD may not be 

immediate. Technical analysis suggests an 

entry point of 14730 as it hits the next major 

resistance level, before retesting support at 

14295, where we take profit. Stop loss is set 

at 14930.  
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Trade 

Entry: 14730 

Take Profit: 14295 

Stop Loss: 14930 

Risk Reward Ratio: 2.0  
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Disclaimer 

This research material has been prepared by NUS Invest. NUS Invest specifically prohibits the redistribution of this material in whole or in 
part without the written permission of NUS Invest. The research officer(s) primarily responsible for the content of this research material, in 
whole or in part, certifies that their views are accurately expressed and they will not receive direct or indirect compensation in exchange for 
expressing specific recommendations or views in this research material. Whilst we have taken all reasonable care to ensure that the 
information contained in this publication is not untrue or misleading at the time of publication, we cannot guarantee its accuracy or 
completeness, and you should not act on it without first independently verifying its contents. Any opinion or estimate contained in this 
report is subject to change without notice. We have not given any consideration to and we have not made any investigation of the 
investment objectives, financial situation or particular needs of the recipient or any class of persons, and accordingly, no warranty 
whatsoever is given and no liability whatsoever is accepted for any loss arising whether directly or indirectly as a result of the recipient or 
any class of persons acting on such information or opinion or estimate. You may wish to seek advice from a financial adviser regarding the 
suitability of the securities mentioned herein, taking into consideration your investment objectives, financial situation or particular needs, 
before making a commitment to invest in the securities. This report is published solely for information purposes, it does not constitute an 
advertisement and is not to be construed as a solicitation or an offer to buy or sell any securities or related financial instruments. No 
representation or warranty, either expressed or implied, is provided in relation to the accuracy, completeness or reliability of the 
information contained herein. The research material should not be regarded by recipients as a substitute for the exercise of their own 
judgement. Any opinions expressed in this research material are subject to change without notice. 
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