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First positive headline inflation print
since February 2020

Highlights:

S’pore's headline inflation returned to positive territory on-year for the
first time since February 2020 as we expected. The January print of 0.2%
yoy (0.0% mom nsa) was also highest yoy reading since February 2020
before the onset of the Covid crisis and the start of the global lockdowns.
Compared to December 2020, headline CPl was unchanged. The key drivers
for the pickup in the on-year CPI reading were transport costs (+0.7% yoy
due to higher private transport costs, namely car prices) and
accommodation costs (+0.5% yoy with the expiry of rental rebates for
public rental HDB flats), as well as a smaller decline in services costs (-0.3%
yoy versus -0.8% yoy previously due to higher tuition & other fees). Food
inflation remained apparent as well at +1.5% yoy amid higher non-cooked
food and restaurant meals. Education costs also rebounded to positive
territory at +0.7% yoy. In contrast, electricity and gas costs saw a larger
decline of 9.7% yoy in January due to the downward revision in electricity
tariffs.

However, core CPl remained in negative yoy territory for the 12th
consecutive month at -0.2% yoy in January, albeit this was a smaller
decline compared to the -0.3% yoy in December 2020. The smaller decline
in core CPl was due to the easing deflationary pressure on services
costs. Looking ahead, we expect food, private food transport and
accommodation costs may continue to reflate in line with the domestic
recovery story.

For the rest of 2021, we expect that there will be further upside pressure
for the headline CPI. Core inflation is also tipped to turn modestly positive
this year, probably by March 2021 according to our model, amid the rise in
crude oil prices compared to a year ago, as well as the fading of
disinflationary pressures from government subsidies introduced during the
pandemic in 2020. External inflation is also likely to assert further amid the
recovery in the crude oil prices, even though our major trading partners are
still running negative output gaps and is unlikely to see a significant
inflation uptick. Domestic price pressures are also likely to stay muted, even
amid the gradual recovery story, amid the soft labour market conditions
and commercial property market with the retail sector still subdued and
many workers still working from home.
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Our original headline and core CPI forecast for 2021 are 0.7 and 0.5%
respectively, assuming oil prices stay around $55 per barrel. If oil prices
average $60 per barrel for the rest of this year, then headline CPI could rise
closer to the 1.0% yoy handle. However, like other major central banks,
the persistent negative output gap and weak labour market outlook is likely
insert caution into over-reading what may be a temporary overshoot of the
inflation prints for the upcoming April-August period due to the low base a
year ago. This implies that the MAS is also unlikely to recalibrate its
monetary policy accommodative stance at the April MPS just yet.
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Headline and MAS core inflation
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* Private transport and accommodation are excluded from the MAS Core Inflation measure.
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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 1I”), 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).
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