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A careful monitoring on inflation pressures is
warranted

Thursday, 23 November 2017

Highlights:

Even as Singapore’s growth surged to its highest since 4Q13 at 5.2% y/y in
its latest print this morning, inflation pressures seemed to remain
relatively benign. Headline CPI growth remained flat at 0.4% yl/y for the third
month, in line with our (and the market’s) expectations. Elsewhere, core inflation
(which excludes private road transport and accommodation) continued to stay
manageable at a mere 1.5% in October.

Across the sectors, we saw higher Food (+1.5% yly) and Private Road
Transport (+2.2% yly) inflation, while lower Housing & Utilities prices
continued to drag overall inflation. Specifically, higher prices of non-cooked
food items as well as an uptick in prices at hawkers and restaurants buoyed food
prices, while higher car prices amid stronger COE premiums and petrol prices
underpinned higher road transport prices.

Elsewhere, the cost of accommodation fell sharply by 4.2% y/y in October
(vs Sept’s -3.9%) given the larger amount of Service & Conservancy Charges
(S&CC) rebates disbursed in October this year versus 2016. Elsewhere, cost of
electricity and gas decelerated to 6.6% in October (lower than Sept's 7.6%) as
electricity tariffs fell given lower oil prices in the preceding months.

As stated in our Singapore’s GDP outlook this morning, a careful
monitoring of the inflation backdrop is warranted, given potentially stronger
imported inflation especially from higher oil and food commodity prices into
2018. Notwithstanding the relatively tighter labour market to-date, wage
pressures would likely stay low given the gradual absorption of previously
accumulated slack, while other non-labour costs such as commercial and retail
rentals remained subdued.

In a nutshell, we leave our Singapore’s inflation outlook unchanged at
0.6% in 2017, versus MAS’ outlook at “around 0.5%” for the year. The inflation
outlook into 2018 continues to appear benign despite potentially higher food and
oil prices, as a relatively higher base into next year may be felt from the costlier
private road transport prices this year (in part due to expiry of the one-year road
tax rebate and higher parking fees back in August and December 2016,
respectively). Moreover, higher water prices as of 1st July 2017 would only
pressure utility prices higher into 1H18 before the base effect dissipates into
2H18. Barring a higher-than-expected surge in oil prices into 2018 (OCBC WTI
and Brent outlook at $65/bbl), we see headline inflation to eventually cross the
1.0% yly mark in the later part of 2018, thus bringing full-year 2018 headline CPI
print at 0.8% (core: 1.5%) then. The window for any MAS monetary policy
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adjustment remains open in April and October 2018, depending on how the
economic and price stability picture evolves into 2018, especially with the G7
central banks increasingly jumping on the policy normalization bandwagon.

Inflation pressures could tick higher into 2018
on higher food and oil prices
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This publication is solely for information purposes only and may not be published, circulated, reproduced or
distributed in whole or in part to any other person without our prior written consent. This publication should not
be construed as an offer or solicitation for the subscription, purchase or sale of the securities/instruments
mentioned herein. Any forecast on the economy, stock market, bond market and economic trends of the
markets provided is not necessarily indicative of the future or likely performance of the securities/instruments.
Whilst the information contained herein has been compiled from sources believed to be reliable and 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 and we make no representation as to its accuracy
or completeness, and you should not act on it without first independently verifying its contents. The
securities/instruments mentioned in this publication may not be suitable for investment by all investors. 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. This publication may
cover a wide range of topics and is not intended to be a comprehensive study or to provide any
recommendation or advice on personal investing or financial planning. Accordingly, they should not be relied
on or treated as a substitute for specific advice concerning individual situations. Please seek advice from a
financial adviser regarding the suitability of any investment product taking into account your specific
investment objectives, financial situation or particular needs before you make a commitment to purchase the
investment product. OCBC and/or its related and affiliated corporations may at any time make markets in the
securities/instruments mentioned in this publication and together with their respective directors and officers,
may have or take positions in the securities/instruments mentioned in this publication and may be engaged in
purchasing or selling the same for themselves or their clients, and may also perform or seek to perform
broking and other investment or securities-related services for the corporations whose securities are
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