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Easing inflationary environment, but no clarion call
for an inter-meeting policy easing

Tuesday, July 23, 2019
Highlights

o Headline inflation moderated to 0.6% yoy in June, down from 0.9%
yoy in May. The main contributors to the softer headline CPI print
were lower private road transport (due to a smaller increase in car
prices and falling petrol prices), services (due to more gradual hikes in
holiday expenses and airfares, coupled with a bigger decline in
telecommunication services fees) and retail (attributable to a larger fall
in telcom equipment, medical products and goods for recreation &
entertainment) inflation, as well as more affordable electricity & gas
(due to the launch of the Open Electricity Market) and accommodation

Treasury Research (amid lower housing rentals) costs. Compared to May, headline CPI

declined 0.2% mom nsa, marking the fourth on-month decline for the

last six months.
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e Headline CPI averaged 0.6% yoy for 1H19, but is still expected to
accelerate to around 1.1% yoy in 2H19, partly due to a lower base
from October 2018 due to the collapse in oil prices and COE premiums.
Our full-year 2019 headline CPI forecast is 0.8% yoy, compared to 0.4%
for 2018. MAS and MTI reiterated their expectations that external
sources of inflation remain benign, and full-year oil prices are likely
softer than last year. On the domestic front, while labour market
conditions remain resilient and should support moderate wage
increases, nevertheless, they do not see an acceleration in inflationary
pressures amid the slowing growth dynamics and continued restraining
effects from previous policy tightening.

e Core inflation, while softening to 1.2% yoy (slowest since March

2017) in June, continues to stay above the 1% yoy handle, which

could dampen near-term market speculation of an immediate (or off-

cycle) monetary policy easing. Core inflation averaged 1.4% yoy for

1H19 and we tip only a modest deceleration to 1.3% yoy for 2H19. This

would bring the full year 2019 inflation print to still hover around 1.4%

(versus 2018: 1.7%yoy), which is well within MAS’ comfort range of 1-

Selena Ling Siew Sing 2% yoy. In fact, MAS rhetoric has not deviated from the previous view

that core inflation is expected to come in near the mid-point of the 1-
2% forecast range in 2019.
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The path of least resistance is for a flattening of the SSNEER slope at
the October MAS policy meeting, which is equivalent of taking back
one of the previous tightening moves in 2018. This would be similar to
what the global central banks like the FOMC is planning for the
upcoming end-July meeting which is to cut interest rates, and what
other Asian central banks like Bl and BOK have done in recent
weeks. Barring a sharp deceleration in core inflationary pressures in
the coming months, for instance potentially triggered by a faster-than-
expected softening in the domestic labour market (which is not our
baseline case yet) or a collapse in crude oil prices (as was the case
which prompted the off-cycle move in January 2015), we see little
conviction for an immediate adjustment in the policy
settings. Moreover the SSNEER has recently retreated closer to the
1+% on the stronger end of its parity band, but is still some distance
from testing the weaker side of the parity band as was the case
through much of 2015.
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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 mentioned in this publication as well as other parties generally.
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