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S'pore's core inflation fell for the
second month by 0.2% yoy in March.

Highlights

S’pore’s core inflation fell for the second month by 0.2% yoy in March,
amid a steeper decline in services costs, and compared to -0.3% yoy in
February. Given the social distancing and other containment measures put
in place to combat the Covid-19 outbreak, unsurprisingly, we saw lower
food inflation, cheaper point-to-point transport services (as more people
work from home), telecommunication services, even healthcare (-1.8% yoy,
probably as non-critical healthcare expenses have been deferred) and
holiday expenses (recreation and culture fell 1.8% yoy). In addition, slower
take-up rates for the Open Electricity Market also saw a smaller decline in
electricity & gas prices.

On the flipside, accommodation inflation, particularly housing rentals,
accelerated to 0.5% in March, up from 0.4% yoy in February. One likely
contributing factor could have been the implementation of the Movement
Control Order (MCO) in Malaysia that led to Malaysian workers here
scrambling for temporary accommodation in Singapore with the Singapore
government providing S50 a day per worker for the initial two-week
lockdown in Malaysia. Since the MCO has been extended twice till 28 April,
there is also the possibility that there could be a third extension to cater for
Ramadan pending the Malaysia PM announcement due later today. Hence,
the housing rental inflation segment may sustain into April at least.

Headline CPI also flat-lined to 0% yoy (-0.3% mom) in March, down from
+0.3% yoy in February, attributable to cheaper services and private
transport costs (-0.3% yoy). The latter was attributed to falling petrol prices,
parking fees and a smaller increase in car prices. Notably with the recent
crude oil price rout given the global supply glut and storage capacity
shortfall, there could be downside risk for energy-related components in
the CPI basket. The key exception could be imported food prices which may
face upward pressure due to global supply chain disruptions due to the
Covid-19 pandemic and the various containment measures.
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Deflationary pressures may continue to exert in the months ahead with
the one-month circuit breaker that has been extended from 4 May to 1
June. With an imminent global recession on the cards, external inflation
sources will likely remain benign amid soft global demand conditions in the
guarters ahead. With the sharp slump in global travel and tourism activities,
outbound travel-related spending should remain depressed in the near-
term. The extension of the one-month circuit-breaker from 4 May to 1 June,
coupled with the tightening of essential services and the proportion of
commuting workforce from 20% to 15%, is also likely to dampen business
confidence, weigh on hiring intentions and further curb consumer appetite
for discretionary spending. The cooling of the domestic economic activities
for April to May and the emergence of slack capacity, whether in
manufacturing, services and construction, would necessarily imply that
domestic cost pressures continue to head soft in the coming months. Even
when the circuit breaker is lifted, the easing of social distancing and
containment measures are likely to be staggered amid warranted caution of
any re-emergence of infections. Hence, both headline and core inflation are
likely to print in the negative territory for coming months and average a
deeper -0.4% and -0.6% yoy respectively after factoring in the recent crude
oil price plunge and the extended circuit breaker. They also dovetail with
the official headline and core CPI forecasts of -1% to 0% for 2020.

Implication for monetary policy is muted: with the SSNEER hovering
around its parity band, there is also no urgency or pressure for further
monetary policy easing at this juncture as the October policy review is still
far off and the Covid-19 situation is still very fluid. As articulated previously,
fiscal policy will do the heavy lifting whilst monetary policy may focus more
on managing liquidity conditions and smoothening out currency volatility
ahead. The 3-month SIBOR has eased to 0.94% while the 3-month SOR is at
0.85%, largely tracking the 3-month LIBOR lower to 1.04% as global USD
funding conditions improved with the Fed’s extension of more USD swap
lines for central banks and also more flushed onshore liquidity conditions
with MAS’s move to lend SGD at 0.1% interest rate pa to eligible financial
institutions to on-lend to SMEs at more affordable rates as well.
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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 Bank, its related companies, their respective directors and/or employees (collectively “Related Persons”) may or
might have in the future interests in the investment products or the issuers mentioned herein. Such interests include effecting transactions in
such investment products, and providing broking, investment banking and other financial services to such issuers. OCBC Bank and its Related
Persons may also be related to, and receive fees from, providers of such investment products.

This report is intended for your sole use and information. By accepting this report, you agree that you shall not share, communicate, distribute,
deliver a copy of or otherwise disclose in any way all or any part of this report or any information contained herein (such report, part thereof and
information, “Relevant Materials”) to any person or entity (including, without limitation, any overseas office, affiliate, parent entity, subsidiary
entity or related entity) (any such person or entity, a “Relevant Entity”) in breach of any law, rule, regulation, guidance or similar. In particular,
you agree not to share, communicate, distribute, deliver or otherwise disclose any Relevant Materials to any Relevant Entity that is subject to the
Markets in Financial Instruments Directive (2014/65/EU) (“MiFID”) and the EU’s Markets in Financial Instruments Regulation (600/2014)
(“MiFIR”) (together referred to as “MIFID II”), or any part thereof, as implemented in any jurisdiction. No member of the OCBC Group shall be
liable or responsible for the compliance by you or any Relevant Entity with any law, rule, regulation, guidance or similar (including, without
limitation, MiFID Il, as implemented in any jurisdiction).

Co.Reg.no.:193200032W

Treasury Research & Strategy 3


mailto:LingSSSelena@ocbc.com
mailto:XieD@ocbc.com
mailto:WellianWiranto@ocbc.com
mailto:TerenceWu@ocbc.com
mailto:HowieLee@ocbc.com
mailto:carierli@ocbcwh.com
mailto:dicksnyu@ocbcwh.com
mailto:WongVKAM@ocbc.com
mailto:EzienHoo@ocbc.com
mailto:WongHongWei@ocbc.com
mailto:ZhiQiSeow@ocbc.com

