
A
S

I
A

N
 

E
C

O
N

O
M

I
C

S
 

R
E

S
E

A
R

C
H

EY
E 

O
N

 A
SI

AN
 E

CO
N

O
M

IE
S 

June 2021 

 

 The real reasons for inflation 
The last three months have been important ones for the inflation 
outlook. Real economic forces remain powerful with elevated service 
pricing trends joining ubiquitous cost increases and shortages in 
manufacturing. The Fed has increased its 2021 inflation forecast and 
started the process of steering markets towards the eventual removal 
of extreme monetary accommodation. 

However, outside the US, service sector price pressures are weaker. 
Credit demand is lacklustre and one year on from the pandemic first 
wave and the one off boost it gave to borrowing, money supply growth 
is slowing. Recurrent Covid outbreaks have caused us to cut our 2021 
growth estimates for half the Asian countries we forecast offsetting the 
advantage that rapid export growth would normally offer to a trade 
correlated region. Covid outbreaks, felt primarily on economic growth 
through reduced consumer spending, have flattened the rise in Asian 
inflation as well as growth. And, although the Fed sees inflation this year 
higher, it still sees it as temporary. On its forecasts, inflation falls again 
in 2022. We agree. Our Asian forecasts have inflation rising for around 
twelve months as commodity prices rise, but flattening out and then 
falling in 2H22.  

The effect of the pandemic on Asian economies means that rate increases 
from Asian central banks will be pushed back to 1H22. We now expect 
only Singapore, Taiwan and Korea to tighten this year. The Fed’s change 
in stance doesn’t mean that a US tightening is imminent (the taper is still 
12 months away, rate increases will be 2023) but the Fed’s more hawkish 
stance will tighten liquidity and support a stronger USD in the same way 
that the USD outperformed ADXY in the years ahead of the first US rate 
hike in 2015. To end-2022 we see Asian currencies weaker.  

Real GDP growth 
2019 2020 2021E 2022F 

USA 2.2 (3.5) 7.3 4.0 
Eurozone 1.3 (6.7) 4.9 4.4 
Japan 0.3 (4.7) 2.7 2.7 

Australia 1.9 (2.4) 4.9 3.7 
China 6.0 2.3 9.0 5.6 
Hong Kong (1.7) (6.1) 6.5 4.0 
India¹ 4.0 (7.3) 9.0 7.0 
Indonesia 5.0 (2.1) 4.6 5.9 
Korea 2.2 (0.9) 4.2 3.5 
Malaysia 4.4 (5.6) 5.6 5.8 
Philippines 6.1 (9.6) 4.8 8.0 
Singapore 1.3 (5.4) 6.5 5.0 
Taiwan 3.0 3.1 6.5 6.1 
Thailand 2.3 (6.1) 1.0 5.2 
¹ Fiscal year starting April of captioned calendar year. 
Source: CLSA, CEIC, Bloomberg 
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 Executive summary 
This Eye on Asian Economies updates our views on inflation. In the last three months 
evidence of upstream stresses in manufacturing have grown, US service inflation 
has accelerated as reopening has supercharged growth and internationally traded 
food prices have exceeded our end-2021 target.  

The last quarter has also seen a shift from the Fed. Its 2021 inflation forecast has 
risen. However, it still sees inflation as temporary. Slower growth in 2022 will allow 
inflation to drop back to 2.1%. This brings its forecast closer to our own. For all the 
tightness of global supply chains, inflation outside the US is still mainly food and 
fuel and this will abate as demand slows and supply increases. Monetary inflation 
remains absent as credit multipliers are weak. Our inflation forecasts are above 
consensus because of the strength of the early cycle growth surge. But by mid-
2022 this surge will be abating. Inflation will fall in 2H22.  

For Asia the pandemic continues to restrain growth. US and European vaccination 
programs have or are close to achieving critical mass allowing their economies to 
reopen; but China and Singapore excepted, vaccine deployment in Asia is lagging. 
This has left the region exposed to Covid flare-ups. We have cut our 2021 growth 
forecasts for six Asian economies for this reason. Five economies’ forecasts have 
been raised because 1Q21 GDP numbers showed good traction into the world cycle 
and we are bullish about investment. However nowhere in the region do we expect 
2021 to deliver the sort of reopening boost that we see in US and Europe.  

The Fed has started the slow process of guiding financial markets towards its exit 
from super-accommodative policy. It is doing this earlier than it did following the 
Global Financial Crisis. We do not expect other developed economy central banks 
to follow. Aside from Taiwan and Korea the rate increases we forecast for Asia this 
year have been pushed into 1H22 by the pandemic (Singapore will appreciate the 
SGD from October). By this time next year, even slow-starting Asian vaccination 
programs should have achieved critical mass. By moving early the Fed is hoping to 
avoid a “taper tantrum”. However, in the last cycle, the whole period from the taper 
tantrum in 2013 to the first Fed funds rate increase in late 2015 was associated 
with USD gains. We expect a repeat and forecast the USD stronger to end-2022.  

CLSA real GDP growth forecasts  
%YoY 2018 2019 2020 2021E 2022F 
US 3.0  2.2  (3.5) 7.3  4.0  
Europe 1.9  1.3  (6.7) 4.9  4.4  
Japan 0.1  0.3  (4.7) 2.7  2.7  
           
Australia 2.8  1.9  (2.4) 4.9  3.7  
China 6.7  6.0  2.3  9.0  5.6  
Hong Kong 2.8  (1.7) (6.1) 6.5  4.0  
India¹ 6.5  4.0  (7.3) 9.0  7.0  
Indonesia 5.2  5.0  (2.1) 4.6  5.9  
Korea 2.9  2.2  (0.9) 4.2  3.5  
Malaysia 4.8  4.4  (5.6) 5.6  5.8  
Philippines 6.3  6.1  (9.6) 4.8  8.0  
Singapore 3.5  1.3  (5.4) 6.5  5.0  
Taiwan 2.8  3.0  3.1  6.5  6.1  
Thailand 4.2  2.3  (6.1) 1.0  5.2  
1 Fiscal year starting April of captioned calendar year. 
Source: CLSA, CEIC, Bloomberg 
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 The real reasons for inflation 
In the three months since the last Eye on Asian Economies equity markets have 
suffered from worries that inflation, in the super-expansionary fiscal and monetary 
environment put in place in response to the pandemic, would take off. With 
justification; inflation has risen in bellwether economies. Year-on-year inflation in 
the US touched 5% in May for the first time since 2008. German inflation for the 
same month reached 2.4% YoY, the highest since 2018.  

The response to rising inflation rates, from world central banks, has thus far been 
near unanimous. They are portrayed as base effects – year-on-year changes are 
based in the period at the height of the pandemic first wave – combined with a 
transitory period in which sectors of the economy, curtailed because of Covid 
restrictions, are re-opening, generating extremely rapid growth. Effectively, this 
argument is that inflation is being boosted in service economies by a more extreme 
version of the rapid early cycle growth that is already pressuring manufacturing. 
But, operating over a more compressed time period it enables monetary 
policymakers to portray the current acceleration in inflation as “transitory” and 
certainly non-recurrent. Despite market commentators’ cynicism, the “transitory” 
claim appears to being listened to judging from the flattening in the Treasury curve 
(Figure 1) and the fact that breakeven inflation rates have started to fall: Figure 2. 

Figure 1  Figure 2 

10-year Treasury note yields (%)  5-year 5-year forward breakeven inflation rate 

 

 

 
Source: CLSA, Bloomberg   Source: CLSA, Bloomberg 

We cannot answer definitively, with today’s data, whether inflation is transitory. 
However our judgement is that elevated inflation will persist while strong 
manufacturing growth and service reopening combine but that it will weaken again 
as the economic cycle matures and both manufacturing and service sector growth 
normalises. We provide more detail on this conclusion on pp14-20 below.  

That said it is important to emphasise that the accelerated growth phase will extend 
to mid-2022. Our framework remains that the post-GFC rebound represents a valid 
roadmap but that the specifics of the post-pandemic rebound are creating 
important differences from it. Given the speed with which the situation is evolving, 
therefore, we make no excuse for devoting this Eye on Asian Economies to a further 
investigation of inflation and what we think, and do not think, important.  
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 Inflation is a usual early cycle recovery trait 
Median world inflation rates accelerated by about 2ppt in the early cycle recovery 
phase from the Global Financial Crisis. As Figure 3 and Figure 4 show, this 
acceleration is modelled well by a combination of the year-on-year pace of growth 
of global trade (which closely correlates with manufacturing) combined with the 
deviation of world trade from a slow moving trend line. This second chart is an 
attempt to capture visually that it is not simply that early cycle growth is fast. It 
typically follows a period, preceding the recession, in which global trade growth 
was lacklustre, and investment in upstream sectors was weak. It is this ‘strength 
following underinvestment’ characteristic which leaves global supply chains 
vulnerable to a rapid demand rebound which exposes inelasticities of supply and 
frictions that are responsible for the acceleration in inflation. 

Figure 3  Figure 4 

Median world inflation vs world trade I  Median world inflation vs world trade II 

 

 

 
Source: CLSA, cpb.nl, IMF, IFS   Source: CLSA, cpb.nl, IMF, IFS 

Figure 5 

CRB index vs world trade volume growth   

 
Source: CLSA, cpb.nl, Bloomberg 

Frictions are most visible in upstream sectors because these products have low 
price elasticity of demand and supply. As Figure 5 shows commodity prices 
accelerated sharply in the rebound phase after the GFC, and it is the food and 
energy components of CPIs that were responsible for most of the inflation 
acceleration shown in Figures 3 and Figure 4.  
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 This cycle looks no different. The CRB index is up by nearly 50% YoY as global trade 
has rebounded from the pandemic. Because of the extreme weakness of oil prices 
in 2Q20, oil price inflation is above 100%; as Figures 6 and 7 show, prices have 
risen across all categories within the CRB index. 

Figure 6  Figure 7 

Commodity prices (levels)  Commodity prices (% YoY) 

 

 

 
Source: CLSA, Bloomberg   Source: CLSA, Bloomberg 

The recovery from the Global Financial Crisis had a high amplitude commodity price 
cycle because it combined an accelerated rebound phase in global trade and 
manufacturing with a commodity-centric counter cyclical stimulus from China. The 
global manufacturing recovery from the pandemic first wave has been even faster 
(see Figure 15). China is not adopting the counter cyclical role it did in 2009–11. 
However, as we flagged in the 2Q21 Eye on Asian Economies, the Biden fiscal 
stimulus is forecast to increase the US current account deficit (i.e. increase the US 
contribution to net global demand) by around 0.2% of 2021 global GDP and a 
further 0.1% of global GDP in 2022. This makes it comparable to China’s fiscal 
stimulus which reduced China’s current account surplus (i.e. its contribution to net 
global demand) by around 0.3% of global 2010 GDP. 

Bench checking the inflation trade 
Using this demand growth and inelastic supply model has a hidden implication. The 
tightness of the fit between manufacturing/trade growth and inflation leaves little 
explanatory role for monetary forces. After the GFC this is understandable. 
Monetary policy was extreme but, in developed economies, financial systems were 
impaired compromising any ability to intermediate accommodative policy into the 
real economy. The post pandemic period is different, banks are not the epicentre 
and are better capitalised. We therefore start our bench check of the reflation trade 
with an updated assessment of whether credit multipliers are operating.  

Is the credit multiplier operating? 
Our base case is that, as after the GFC, monetary stimulus represents a weak 
inflationary force. Monetary easing has been important in preventing businesses 
from failing and (in emerging economies) it is making a contribution to deficit 
financing. However, we do not see evidence that reserve money is being efficiently 
intermediated to the non-financial sector.  

Quantitative easing is operating differently today from how it did in the GFC. Then 
the bulk of bonds bought were owned by banks. QE1, therefore, did not inflate 
commercial bank balance sheets. However, subsequent QEs have depleted bank 

0

50

100

150

200

250

300

08 09 10 11 12 13 14 15 16 17 18 19 20 21

(2015=100)

Foods Oil (Brent) CRB Index

-100%

-50%

0%

50%

100%

150%

200%

08 09 10 11 12 13 14 15 16 17 18 19 20 21

(% YoY)

Foods Oil (Brent) CRB Index

Our base case is that 
aggressive monetary 

stimulus, of itself, 
represents a weak 
inflationary force 

QE4 is operating differently 
from QE1 

The trade rebound post-
Covid has been faster than 

post-GFC 

A good real economy 
inflation model implies little 

role for monetary forces 

http://www.clsa.com/


 Global and regional overview Eye on Asian Economies 3Q21 
 

29 June 2021 eric.fishwick@clsa.com 7 

 holdings of Treasuries. The current QE therefore has seen the Fed purchasing bonds 
from non-bank holders. This creates new deposits (when the proceeds of the bond 
sales are deposited). Therefore, the Covid response period has seen commercial 
bank deposits and therefore broad money supply increase. Figure 8 shows the US 
data and the parallel increase in bank assets. 

Figure 8  Figure 9 

M2 vs total bank assets (USDtn sa)  M2 vs bank assets excluding reserve money (USDtn sa) 

 

 

 
Source: CLSA, Federalreserve.gov H8 release   Source: CLSA, Federalreserve.gov H8 release 

However, for money supply growth to be intermediated into the real economy what 
happens next to commercial bank assets is more important. In the initial act of 
quantitative easing, reserve money is the asset that matches new deposits. 
However, efficient transmission of monetary policy into the real economy requires 
these deposits to be lent. This process of credit creation, whereby a deposit funds 
a loan which in turn accrues as an additional deposit, is still missing. 

Figure 10 

Contribution to total bank asset growth (% compared with 5 weeks previously) 

 
Source: CLSA, Federalreserve.gov H8 release  

Instead, when a commercial bank accepts a new deposit most assets stay as 
cash/excess reserves. Figure 9 shows the same M2 data, however, the asset line 
now excludes cash/reserve deposits (to create a broad credit measure). This has not 
kept pace with deposit growth. On the contrary, after an initial surge, bank credit 
has grown more slowly in the post-Covid period than it did before it.  
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 Figure 10 shows the bank credit growth with more granularity. Aside from an initial 
period during the Covid first wave, loans and holdings of securities have made only 
small contributions to total asset growth. Taking the period as a whole, reserve 
money growth has been the dominant driver of asset growth.  

This does not support the conclusion that the credit multiplier is working other than 
in February, March and April 2020. Then bank lending did expand rapidly. We 
interpret this as a period of involuntary borrowing by businesses that had to replace 
cash flow with borrowing. As economies have partially reopened, governments have 
moved to socialize business losses and/or transfer them to other sectors. Business 
have tried to repay these loans as they strive to minimise gearing. Figure 11 shows 
US corporate borrowing and shows clearly this one-off involuntary borrowing 
followed by degearing.  

Figure 11  Figure 12 

US corporate borrowing and broad money supply (level sa)  Eurozone corporate borrowing and broad money supply (level sa) 

 

 

 
Source: CLSA, Fed H8 release, Bloomberg  Source: CLSA, Bloomberg 

A similar one off surge in bank credit is seen in the Eurozone: Figure 12. China 
shows a similar non-recurrent increase in lending and corporate bond issuance 
which has just dropped out of the YoY change data: Figure 13 (see Infofax Daily 11 
June). In most countries that were able to ensure that credit remained available at 
the height of the pandemic similar one-off jumps in borrowing are visible and will 
be dropping from the YoY statistics imminently.  

In those economies where governments were unable to keep credit availability to 
business open – which includes most emerging markets - Covid has been an entirely 
negative credit event that has made weak credit growth weaker. In Asia, the 
Philippines and Indonesia still have negative credit growth on a YoY basis: Figure 14. 

As economic growth delivers positive surprises businesses are likely to be more willing 
to borrow and banks are in a position to lend. However, they would have been able to 
lend (with both capital and cash reserves ample) without further quantitative easing. 
The analytic focus, therefore, should be on the ability of central bank policy to remove 
the tail risk that the pandemic would cause a financial crisis and the aggression with 
which governments have socialized losses and introduced fiscal stimulus. This 
combination is without precedent and means that the possibility of strongly 
accelerating early-cycle credit growth should not be dismissed. Across a wide range of 
countries investment plans are rising. Any subsequent acceleration in bank credit 
growth is likely to be confined to countries that, with credibility, are able to assure 
businesses that there will be no further Covid waves. This then is a vaccination 
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 question because while the pandemic is ongoing, banks are likely to stay risk averse. 
The US is the furthest advanced in this regard, but as Figure 11 shows corporate 
borrowing in the US is still weak. 

Figure 13  Figure 14 

China: Aggregate finance and components outstanding (%YoY)  Emerging Asean bank lending 

 

 

 
Source: CLSA, CEIC  Source: CLSA, CEIC 

What is happening to trade & manufacturing? 
Thus far, the trade and manufacturing recovery has been stronger than the 
assumptions underlying the inflation forecasts implied in Figures 3-5. Figure 15 
shows the global manufacturing PMI. Figure 16 shows our assumed world trade 
volume projection in the 2Q21 EoAE (the pale blue line) with the actuals to March 
and with April and May estimates based on the Markit PMI shown in Figure 15. If 
these forecasts are realised, the gap between world trade volumes and our inflation 
base case will get wider.  

Figure 15  Figure 16 

Markit global manufacturing PMI  Actual and expected world trade growth (sa level) 

 

 

 
Source: CLSA, Markit Economics Ltd  Pale line is trade through the GFC shifted so that November 2008 (QE1 

introduction) aligns with March 2020 (Fed announces measures to support 
flow of credit to households and businesses). Trade series rebased to May 
2020 (Covid) and Jan 2009 = 100 (GFC). 
Source: CLSA, cpb.nl, Markit Economics Ltd 

The pace of expansion is exposing inelasticities in the manufacturing supply chain 
in an increasing number of economies. In combination with the Covid second wave 
this has raised supply chain stress to unprecedented levels. This is visible in rising 
upstream prices but is also attracting attention in regard to parts and components 
shortages and lengthening supplier delivery times.  
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 In the Markit PMIs, lengthening supplier delivery delays are presented as falling 
supplier deliveries diffusion indices. Thus far, the problem is most clear in the US 
and Europe where supply chains have had to cope with a winter resurgence in the 
pandemic and some of the fastest rebounds in activity. Figure 17 shows the supplier 
delivery DIs globally and for the US and the Eurozone.  

Figure 17  Figure 18 

Supplier deliveries DIs: Global, US and EZ  Supplier deliveries DIs: Asia, Asia x CN and Taiwan 

 

 

 
Note: DI above 50 denotes supplier delivery times falling, DI below 50 
denotes supplier delivery times rising 
Source: CLSA, Markit Economics Ltd 

 Note: DI above 50 denotes supplier delivery times falling, DI below 50 
denotes supplier delivery times rising 
Source: CLSA, Markit Economics Ltd 

Thus far supply chains in Asia are less stretched: Figure 18. An increased business 
focus on business growth (over profit) and, in some countries, the practice of 
sourcing parts and materials from affiliates has helped contain shortages. There 
is, however, one exception: Taiwan. Taiwan’s supplier deliveries indices have 
deteriorated by an amount comparable to the US and Eurozone even though the 
economy has, until the last six weeks, had minimal disruption from the Covid 
second wave.  

One factor accelerating the reopening and, therefore, the increase in demand for 
price inelastic business inputs is that, because of the aggressive policy response, 
the Covid recession has not seen an increase in business failures: Figure 19.  

In western economies, the Covid second wave waned before end-1Q21. The 
worsening in supplier delivery times should therefore reverse. However, with supplier 
delivery delays at record levels, demand growth rapid and finished good stocks 
already depleted (Figure 20) it will be a long time before manufacturing supply chains 
normalise. Also, low vaccination rates in most of Asia mean that the risk is skewed 
towards supply chains in the region moving more towards the US and European 
experience. If measures to contain Taiwan’s Covid outbreak have to be extended to 
the Hsinchu science park, the effects will be extreme given the extant tightness of 
the supply chain for electronic parts and components revealed in Figure 18. 
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 Figure 19  Figure 20 

Bankruptcies: Current and previous recessions  Finished goods inventory DIs: Global, US and EZ 

 

 

 
Note: Data are from 13 countries with varying coverage from 1Q90 to 3Q20 
Source: IMF World Economic Outlook April 2021 

 Source: CLSA, Markit Economics Ltd 

In the meantime, inflationary pressures for manufacturing inputs will intensify further. 
Manufacturing input cost inflation is ubiquitous across all economies as measured by 
input price diffusion indices in PMIs: Figure 21. On a GDP weighted global average, 
manufacturing input prices are rising at the fastest rate since 2011: Figure 22. 

Figure 21  Figure 22 

May Markit manufacturing PMI: Input price DI  Global manufacturing PMI: Input price DI 

 

 

 
Source: CLSA, Markit Economics Ltd  Source: CLSA, Markit Economics Ltd 

In addition, food prices have been increasing faster than expected as weather and 
rising Chinese imports of meats and grains have tightened the global supply-
demand balance. In the 2Q21 Eye on Asian Economies we forecast that the FAO’s 
internationally traded food price index would end 2021 around 120. This forecast 
was based on historical relationships between foodstuffs and other commodities 
but has been proven too conservative: Figure 23.  

Neither the price action nor the forecast inputs suggest that food prices will stop 
rising. China’s food imports will remain at elevated levels. This started with pork to 
try to ameliorate the effects of African swine fever: Figure 24. As the pig herd has 
been rebuilt, demand for grains as feedstock has risen: Figure 25. The US Department 
of Agriculture forecasts that Chinese imports will be high to end-2021: Figure 26.   
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 Figure 23  Figure 24 

Internationally traded food price indices (rebased to 2018=100)  China pork imports: Volume and YoY growth 

 

 

 
Source: CLSA, Bloomberg  Source: CLSA, CEIC 

Figure 25  Figure 26 

China corn imports: Volume and YoY growth  USDA forecasts for China feed grain imports by commodity 

 

 

 
Source: CLSA, CEIC  Note: Marketing year beginning October. Source: CRR, USDA 

Following the Global Financial Crisis, both international food prices and the food 
basket in China’s CPI rose steeply. As we flagged at the time (Infofax Daily, 11 July 
2011), the proximate cause was interruptions to supply. However, China’s rapid 
growth, low risk free rates and elevated global food prices also contributed.  

Figure 27  Figure 28 

China: Food inflation in CPI vs FAO int’l traded food price index  Malaysia: Food inflation in CPI vs FAO int’l traded food price index 

 

 

 

Source: CLSA, Bloomberg, CEIC  Source: CLSA, Bloomberg, CEIC 
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 As Figure 27 shows, unlike the post GFC period, China’s domestic food price is no 
longer correlated with international food prices as Covid has intervened to break 
the link. African swine fever caused China’s pork imports to jump in 2H19. This did 
raise global food prices, but, the spike in risk aversion due to Covid reversed it, only 
for international food prices to surge again as heightened Chinese imports 
continued and the financial markets turned risk-on again in March 2020. 

The threat from elevated food prices is not primarily in China. In the context of the 
post-Covid rebound, China’s current economic growth is moderate. China’s fiscal 
and monetary policy is less expansionary and in an environment of globally low risk 
free rates, China does not stand out as having cheap credit. On the contrary, if 
growth and liquidity matter to the behaviour of food prices, the inflation rate in 
developed economies needs watching more than emerging markets. As we discuss 
later this is starting to become visible in service sector trends as well as food prices. 
In Asia elevated food prices make most difference in India (though with a lot of local 
noise: Figure 30), Malaysia (Figure 28), Philippines (Figure 29) and Taiwan. For low 
and middle income economies, rising food prices represent a real income and 
growth risk as well as a source of higher inflation. 

Figure 29  Figure 30 

Philippines: Food inflation in CPI vs FAO int’l traded food price index  India: Food inflation in CPI vs FAO int’l traded food price index 

 

 

 

Source: CLSA, Bloomberg, CEIC  Source: CLSA, Bloomberg, CEIC 

With food prices running above our expectations and manufacturing and trade 
growth at least as rapid as we assumed three months ago, there is little to challenge 
the forecasts of elevated commodity prices we introduced in the 2Q21 Eye on Asian 
Economies. Figure 31 shows our updated commodity price forecasts. Compared 
with three month ago we assume: 

 Food: China’s demand is likely to stay elevated to end-2021. We raise our end-
2021 forecast for the FAO food price index to 130. 2022 should see grain 
imports start to normalise. Food prices are likely to fall in 2022 but our forecast 
for end-2022 is around 5% higher than we thought three months ago.  

 Fuels: Oil prices have been running below the 2Q21 EoAE forecast. However, with 
US reopening in time for the summer travel season and the European Union intent 
on having as few restrictions as possible on intra-EU leisure travel by 1 July, fuel 
prices are likely to move above current levels over summer. OPEC+’s control of 
supply has successfully addressed excess inventories and leaves the market open 
to unexpected demand growth. We therefore remain oil bulls and leave our peak 
oil price forecast at USD90/bbl for 1Q22 though the price will be quick to fall 
thereafter as manufacturing softens and US tightening approaches.  
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And China is no longer a 
very rapidly growing 

economy 

Though to some extent this 
represents the impact of 

Covid on food commodities 
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developed economy 
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  Industrials: China’s move to dampen speculation in industrial commodities 
argues for a more moderate pace of increase in industrial metal prices. Global 
demand for industrial commodities will remain robust until world trade growth 
slows and China’s demand has played a much smaller role in the global reflation 
trade than it did following the GFC. Industrial commodity prices are unlikely to 
fall but commodity price inflation is likely to rebalance away from industrials 
and foods and back towards energy. 

 Precious metals: Though physical demand for most commodities should insulate 
them from any derisking following the Fed’s more hawkish stance at the June 
FOMC meeting (see pp25-26below), precious metals (and cryptocurrencies) are 
vulnerable. As inflation rolled over at the end of the post-GFC reflation trade 
the gold price fell by approximately one third. We cut our end-2021 gold price 
forecast to USD1,700. Further weakness, to USD1,500, should be expected in 
2022.  

With food prices higher than we thought three months ago, the oil price forecast 
unchanged and industrials a little softer, we retain the CRB index forecast we made 
in the 2Q21 EoAE (270 for end-2021). Figure 31 summarises our commodity price 
assumptions.  

Figure 31 

Commodity price forecasts 
Period-end Annual Coming 12 months by quarter 

2018 2019 2020 2021F 2022F 3Q21F 4Q21F 1Q22F 2Q22F 

Oil (Brent) (p/e) 53.8 66.0 51.8 87.0 70.0 80.0 87.0 90.0 80.0 

Oil (Brent) (average) 71.7 64.2 46.1 78.0 80.0 77.0 83.5 88.5 85.0 

CRB index (p/e) 169.8 185.8 172.3 270.0 200.0 245.0 270.0 290.0 220.0 

FAO food index (p/e) 92.2 101.0 108.6 130.0 110.0 128.0 130.0 120.0 115.0 

Gold (p/e) 1,283 1,517 1,873 1,700 1,500 1,800 1,700 1,700 1,650 

Source: CLSA, Bloomberg 

Is there evidence that core inflation is rising? 
As we flagged in Figure 21 (which is repeated in Figure 32 below), rising input costs 
are ubiquitous in manufacturing PMIs. However, the post GFC period has seen 
many instances where the prices of commodities and other inputs have risen with 
minimal pass-through to the price of finished goods and services. Persistent rises 
in output prices would be more significant.  

Figure 33 suggests that in the elevated global manufacturing growth environment 
this is happening. Of all Markit Economics’ manufacturing PMIs in May, only in 
Mexico is the output price diffusion index below the 50 breakeven level. Time series 
data confirm it. The output price DI in Markit’s global manufacturing PMI was 59.7 
in May. At the height of the post-GFC reflation trade, this index peaked at 58.0. 

We have highlighted the US in Figures 32 and 33 because it is an outlier in the extent 
to which input price rises are passing into output prices. The US is middle ranked in 
terms of manufacturing input price pressures. However measured in terms of output 
prices the US is a positive outlier. In May its output price DI, at 67.1 was behind only 
Italy, Poland and Brazil and was 8.3pts above the global average.  

Persistent rises in output 
prices would be important 

Chinese anti speculation 
measures will cool 

industrials prices (albeit 
only a little) 

In aggregate our CRB 
forecast is left unchanged 

And for manufacturing are 
appearing 
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 Finished goods prices in manufacturing PMIs is subject to an important criticism. 
The prices of semi-manufactures or parts & components, while being inputs for 
most industries, are outputs for some and thus, are included in manufacturing PMIs 
output price DIs (where typically, they are the source of most of the volatility). 
Output prices in the service sector exhibit this to a lower extent. Plus, service prices 
have a higher weight in core inflation than they do in headline inflation.  

Figure 32  Figure 33 

Markit manufacturing PMI: Input price DI  Markit manufacturing PMI: Output price DI 

 

 

 

Source: CLSA, Markit Economics Ltd  Source: CLSA, Markit Economics Ltd 

Services are subject to similar cost inflation as manufacturing. Figures 34 and 35 
show the input price and output price DIs from Markit’s May service PMIs. All 
service output price DIs are above the 50 breakeven but by less than 
manufacturing.   

Figure 34  Figure 35 

Markit services PMI: Input price DI  Markit services PMI: Output price DI 

 

 

 

Source: CLSA, Markit Economics Ltd  Source: CLSA, Markit Economics Ltd 

The US is again an outlier. The US service output price DI, at 65.6, is 13.1pts above 
its median level. Time series charts of the US and the rest of the world confirm it to 
be atypical: Figures 36 and 37. 
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 Figure 36  Figure 37 

US service input and output price DIs  Non-US service input and output price DIs 

 

 

 
Source: CLSA, Markit Economics Ltd  Source: CLSA, Markit Economics Ltd 

The difference from the US experience in the early years of recovery from the GFC 
is relevant. Then service sector prices were weak because of the large output gap 
left by the Global Financial Crisis recession. The success with which policy through 
the pandemic has prevented business failures, enabling rapid service sector 
rebounds as Covid restrictions have been lifted, combined with the scale of US 
fiscal stimulus (under Trump as well as Biden), suggest that the output gap will close 
much more rapidly. This is a key difference from the previous cycle.  

Other US data are moving in the same direction. Figures 38 and 39 show the core 
CPI and PCE deflators and the headline and core finished goods PPI. The charts 
show the change in the last three months (i.e. January to April and February to May 
for CPI) at seasonally adjusted annualised rates. The acceleration in prices in the 
last three months is large relative not just to post-pandemic norms but also relative 
to inflation norms in the pre-Covid period.  

Figure 38  Figure 39 

US core CPI %chg on 3mths saar  US PPI %chg on 3mths saar 

 

 

 
Source: CLSA, CEIC  Source: CLSA, CEIC 

This is comparing May, in which service growth has exploded as Covid restrictions 
are lifted, with February, when they were still in place. “Reopening sectors” such as 
hotels and used cars, are where prices are rising fastest: Figure 40. The Fed’s 
“transitory” claim therefore should not be dismissed and, as flagged earlier, despite 
the inflationary market narrative, bond market derived inflation expectations 
remain anchored.  
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Inflation numbers are 
already high compared with 
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inflation is a reopening 
effect should be taken 
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 Figure 40  Figure 41 

Largest price changes 3mths to May (sa)  Cleveland Fed trimmed mean CPI (3mths chg saar) 

 

 

 
Source: CLSA, CEIC  Source: CLSA, Bloomberg 

Though “reopening sectors” are leading, the acceleration in prices is broadening. 
Figure 41 shows the Cleveland Fed’s trimmed mean inflation measure. This is 
designed to exclude outliers to avoid large but narrow price rises having an outsized 
influence. On the same three month annualised basis, this too has broken above 
the norms of the last decade. 

Increasingly therefore, the claim that inflation is “transitory” boils down to the 
simple argument that higher inflation is sustainable only in an elevated period of 
growth that will slow once Covid restrictions are fully retired. We agree but with 
the caveat that though 2Q21 will be the peak, US growth is likely to stay elevated 
in 3Q21 also. And, as US growth starts to normalise, oil prices will be rising on a 
European reopening. 

At the June FOMC meeting the Fed moved its inflation forecasts for the end of this 
year more than 1ppt higher than it was forecasting in March. The Fed’s 4Q21 
inflation forecast now stands at 3.4% YoY (PCE) with core inflation forecast at 3.0% 
YoY. There is still some upside risk to this forecast but qualitatively we are in 
agreement. Inflation will be elevated for all of this year because the strong 
manufacturing and strong services cocktail that created it will only be starting to 
normalise by end-2021. It is important to emphasise that the Fed still sees inflation 
as transitory. Its 4Q22 forecast has both the headline and core PCE deflator at 
2.1%. We are in agreement but emphasise that though “transitory” the US central 
bank is looking at a period of inflation, above the 2% target, that is long by the 
standard with which financial markets measure time.    

The June FOMC meeting also raised the Fed’s forecast for Fed funds rate to include 
2x 25bp rate increases in 2023. This is also the view of the median FOMC member 
in the “dots chart”. At the press conference Powell indicated that the Fed had 
discussed when it would be appropriate to discuss slowing the rate of asset 
purchases. Thus, the start of what will be a very gradual process of normalising 
monetary policy has begun. The process will be gradual. We do not expect a 
committal timeline for tapering until 4Q21 and the actual taper is unlikely to start 
before 2Q22. But as in the “Taper tantrum” the forward guidance changing should 
be considered the point at which accommodation is withdrawn rather than the date 
from which the QE rate actually changes.  
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Accelerated price rises are 
not just in outliers, however 

Thus the “transitory” claim 
boils down to inflation 
being a simple growth 

effect 

At its June meeting the Fed 
raised its inflation 

forecasts; “transitorily” 
higher inflation now 

encompasses inflation >2% 
into 2022 

And it started the process 
of guiding markets towards 

its exit from extreme 
accommodation 
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 Figure 42  Figure 43 

US 5-year, 5-year forward inflation breakeven  US 5-year and 10-year real yield 

 

 

 
Source: CLSA, Bloomberg  Source: CLSA, Bloomberg 

Even on the assumption that the Fed tightens with the height of caution we judge 
the Treasury curve too flat. Inflation breakeven rates are still low relative to all but 
the post-pandemic period, Figure 42, and real yields are extremely low. Precedent 
suggests that they will rise as tightening approaches: Figure 43. In light of the 
current price action we reduce our 2-3% 10-year yield forecast range for 2H21 to 
2-2.5%. But sub-1.5% is unlikely to be sustainable given the inflation trajectory we 
expect for the US. 

Outside of the US, headline inflation has risen on food and fuel price effects but 
the move higher in core inflation is much smaller. Figures 44 and 45 show an 
unweighted average for headline inflation and core inflation in AxJ. The current 
spike in headline inflation will quickly reverse as the base effect from the pandemic 
first wave recedes but then, on our commodity price forecasts (see Figure 31), 
headline inflation will rise again towards the end of 2021.  

However, current data suggest that outside of the US, core inflation will remain 
subdued. Europe will be the first test of this as an elevated pace of service growth 
should be expected in 2H21 as the vaccination programme is sufficiently advanced 
to allow a substantial reopening in 3Q. Thus far, Europe’s core inflation is still low.  

Figure 44  Figure 45 

AxJ headline inflation (%YoY unweighted average)  AxJ core inflation (%YoY unweighted average) 

 

 

 
Note: To April, Australian figure is estimated from monthly inflation tracker 
Source: CLSA, CEIC 

 Note: To April, Australian figure is estimated from monthly inflation tracker 
Source: CLSA, CEIC 
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 With the exception of China and Singapore, Asia has made a slow start to its 
vaccination programs. This means that we do not expect the elevated reopening 
pace for service sectors that we see in the US or forecast for Europe. In the region, 
on average, core inflation is higher than the immediate post pandemic levels but 
unremarkable compared with pre-Covid norms: Figure 45. We expect that this will 
continue as delayed reopening and thus hesitant consumer spending limits the 
extent to which service prices and the price of manufactured consumer goods rise. 

Reflation trade conclusion 
From bench-checking the reflation trade we conclude that: 

1. Evidence for monetary inflation is weak as credit multipliers are still 
dysfunctional. This is despite developed economy commercial banks being less 
impaired than they were in the aftermath of the Global Financial Crisis. In 
developed economies there was a one-off rise in borrowing because of the 
severity of the economic shock from the pandemic first wave. But this 
involuntary borrowing has left businesses reluctant to borrow further. In 
emerging markets and those economies where vaccination still lags, the 
argument that banks are in a better position to lend is spurious. The risk of 
lending in an evolving pandemic environment is high. Outside of the US, 
Europe, China and a handful of others the pandemic has had an entirely 
negative impact on credit growth and therefore the credit multiplier.  

2. The absence of monetary inflation is not important for a short term inflation 
forecast. Accelerated economic growth in the rebound phase has exposed 
frictions in supply chains and raised price levels. While this is happening it 
appears in accelerated inflation. Global manufacturing and goods trade 
recovered first. Subsequent growth is at a higher rate than following the Global 
Financial Crisis. Commodity prices have already risen and will rise further. The 
extent of the stress is also visible in heightened supplier delivery delays which 
are also greater than they were in the post-GFC rebound.  

3. Unlike the GFC the manufacturing rebound is, in countries whose vaccination 
programmes are well advanced, now being joined by an even sharper rebound 
in service sectors as economies unlock. This feeds disproportionately into core 
inflation. Thus far, this has raised core inflation to levels above pre-pandemic 
levels in the US. It has the potential to do so in Europe, though thus far core 
inflation rates are low. However, in Asia only China has both the scale and the 
vaccination progress for this to be a significant issue and we expect more (and 
broader) anti-speculation measures to contain price pressures. Other Asian 
economies face a weaker domestic demand prospect as vaccination rates are 
low. In these, inflation will remain primarily a food and energy effect.  

Our 2H2021 and 2022 forecasts are based on the assumption that commodity 
prices continue to rise and this means that we are above consensus on inflation this 
year and next. However the absence of monetary inflation and the fact that the real 
economy inflation driver is both inherently self-correcting (elevated prices will 
cause investment which will build supply in the effected sectors) and reliant on 
rapid growth means that we do not see elevated inflation as permanent even in the 
US. It will be slowing in 2022.  
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 In this respect we agree with the judgement of developed economy central banks, 
that inflation is “transitory”. It will normalise when the economic cycle normalises. 
However “transitory” does not mean short when measured against the timelines 
on which financial markets operate. We forecast that inflation will be elevated to 
mid-2022 because growth will be elevated to this point. The question of whether 
inflation will be permanently higher as a result of the pandemic will only become 
more relevant next year.  

Asian growth – The growth advantage passes to the West 
Our Asian growth forecasts have been pulled by two opposing factors in the last 
three months. Positively, export and manufacturing growth has been even stronger 
than we expected. In all but two countries (Australia and Singapore) we have 
increased our 2021 export forecasts compared with the 2Q21 Eye on Asian 
Economies. Negatively, the pandemic continues to flatten the consumer spending 
profiles in a large number of Asian economies. And, as the virus evolves, with 
increasingly infectious strains becoming dominant, Asia’s slow start to its 
vaccination programmes is becoming an increasing economic liability: Figure 46.  

Figure 46  Figure 47 

Vaccine doses per 100 popn & % of popn with at least first dose   % of population with at least first dose 

 

 

 
Note: Data as at 24 June, reporting lags mean that for some countries 
effective date is up to two weeks earlier 
Source: CLSA, CEIC 

 Source: CLSA, CEIC 

This makes 2021 an unusual year. Ordinarily, during early cycle growth periods in 
which trade growth is rapid, the large weight of cyclical manufacturing in most 
Asian economies gives them a growth advantage. This cycle will be different. Some 
of the fastest growing countries that we forecast (especially relative to potential 
growth), and those subject to the greatest upward revision in our 2021 forecasts, 
are developed economies. The combination of continued rapid manufacturing 
growth with even more rapid expansion rates for services, as vaccination allows 
governments to retire Covid restrictions, and the confidence that vaccination 
engenders in households for spending to move quickly back towards pre-Covid 
norms, means that in the remaining quarters of this year, the growth advantage will 
swing to Western economies.  

In recognition, we have increased our 2021 growth forecasts by nearly 1ppt for 
both the US and the Eurozone. In the “reopening quarters” (2Q and 3Q in the US, 
3Q and 4Q in Europe) growth on a quarter-on-quarter annualised basis can exceed 
10%. Our Asian growth forecasts do not explicitly include a pandemic resurgence 
unless it is already visible in data (the risk to our forecasts is therefore asymmetrical) 
but neither do we assume the sort of reopening boost expected for the West.  
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 Western governments appear to feel confident enough to reopen economies when 
more than 50% of the population has been vaccinated: Figure 47. Asia, aside from 
Singapore and China, is still far from this level and, although the pace of vaccination 
has accelerated in recent weeks (with progress in Japan, Korea, Malaysia, and 
Thailand particularly impressive), it will be a challenge for Asia’s northern 
hemisphere economies to achieve vaccination critical mass in time to head off the 
threat of a winter Covid wave given normal seasonal flu patterns. 

The tug-of-war between the pandemic and the trade rebound means that our 
forecast revisions for 2021 are mixed compared with the 2Q21 EoAE: Figure 48. 
We have raised our growth forecasts for five AxJ economies and cut them for six. 
The downgrades include all four economies where Covid has reversed 2Q21 growth 
or simply flattened the profile to the point where it is barely visible.  

Economies where we are more optimistic on growth have not been immune from 
second wave effects. For these, our forecasts rise because 1Q growth was strong 
enough to overwhelm any 2Q impact (which, in some cases, monthly data suggest 
will be small) or simply because the strength of exports and manufacturing matters 
more. Hence our forecasts for Australia, China, Hong Kong, Korea and Taiwan rise. 
This list includes economies whose exports are among the most cyclical in the 
region (Taiwan and Korea) and where first quarter growth was well above 
expectations (Australia, Hong Kong and Taiwan). The run rate of activity indicators 
in China is a little below what we expected three months ago, retail sales in 
particular continue to lag and have been affected by the outbreak of Covid in 
Guangdong province. However the continued strength of investment in 
manufacturing and real estate, and the anticipation of accelerated infrastructure 
investment in the second half, makes us optimistic. 

Figure 48 

CLSA GDP forecasts relative to 2Q21 Eye on Asian Economies 
(%YoY) 2018 2019 2020 2021E 2022F 

 
Chg in CLSA f'cast 

 in last qtr  
2021 2022 

USA 3.0  2.2  (3.5) 7.3  4.0   0.8  0.0  

Eurozone 1.9  1.3  (6.7) 4.9  4.4   0.9  0.6  

Japan 0.1  0.3  (4.7) 2.7  2.7   0.0  1.2  

              
Australia 2.8  1.9  (2.4) 4.9  3.7   0.3  (0.1) 

China 6.7  6.0  2.3  9.0  5.6   0.5  (0.4) 

Hong Kong 2.8  (1.7) (6.1) 6.5  4.0   1.9  0.0  

India¹ 6.5  4.0  (7.3) 9.0  7.0   (2.0) 1.0  

Indonesia 5.2  5.0  (2.1) 4.6  5.9   (0.6) 0.2  

Korea 2.9  2.2  (0.9) 4.2  3.5   0.1  0.0  

Malaysia 4.8  4.4  (5.6) 5.6  5.8   (0.4) 0.6  

Philippines 6.3  6.1  (9.6) 4.8  8.0   (2.6) 1.3  

Singapore 3.5  1.3  (5.4) 6.5  5.0   (0.7) (0.8) 

Taiwan 2.8  3.0  3.1  6.5  6.1   0.5  1.5  

Thailand 4.2  2.3  (6.1) 1.0  5.2   (3.2) 0.4  
¹ Fiscal year starting April of captioned calendar year.  
Source: CLSA, CEIC, Bloomberg 

On average our 2021 forecasts are 0.6ppts lower than we forecast in the 2Q21 
EoAE. It is the nature of Covid that we have had to make aggressive cuts in our 2021 
growth forecasts for India, the Philippines and Thailand. 
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 Looking into 2022 we assume that even the slowest vaccinating economies’ 
programmes will have achieved critical mass by this time next year. This should 
allow the pandemic to drop away as a recurrent economic drag. In those economies 
where the pandemic has caused significant downward revisions to our 2021 
forecasts, 2022 is thus boosted because of base effects. This is most obvious in our 
forecast for India and the Philippines, but export driven Asia is subject to the same 
forces. We have raised our 2021 Taiwan forecast, but it would have been higher still 
were it not for the Covid outbreak that, at time of writing, is still keeping the 
economy in a soft lockdown. Our Taiwan 2022 forecast is raised because of the 
base effect from the 2Q21 PCE interruption that we have built into our forecast.  

Base effects aside, the changes we make to our 2022 forecasts are relatively small. 
In China and Singapore a more neutral policy stance compared with this year acts 
as a short-term growth drag. In China, where the bulk of the removal of 
accommodation happened around end-2020, this is a small effect; it is somewhat 
larger for Singapore. 

In Asia’s most successful economies it is not just the direct effect of export and 
manufacturing that is propelling growth. There is increasing evidence that 
investment cycles, which for many years have been absent, have returned stronger. 
Increasing facilities investment growth was a recurrent feature of first quarter GDP 
statistics in a number of AxJ economies. It is visible in our expectations for Taiwan, 
Korea and China and in our forecast recoveries in the Philippines and Indonesia. 
Extend investment to include real estate and we add Australia, Hong Kong and 
Singapore to this list. The earliest evidence will be strong physical property markets 
already seen in the case of Australia and emerging in Singapore and Hong Kong. We 
expect residential construction to be robust in 2022. This should help accelerate 
credit growth. 

Figure 49 
CLSA GDP forecasts relative to consensus 
(%YoY) 2018 2019 2020 2021E 2022F 

 
CLSA-consensus  

2021 2022 
USA 3.0  2.2  (3.5) 7.3  4.0   0.7  (0.1) 
Eurozone 1.9  1.3  (6.7) 4.9  4.4   0.7  0.2  
Japan 0.1  0.3  (4.7) 2.7  2.7   0.1  0.3  
                
Australia 2.8  1.9  (2.4) 4.9  3.7   (0.2) 0.5  
China 6.7  6.0  2.3  9.0  5.6   0.5  0.1  
Hong Kong 2.8  (1.7) (6.1) 6.5  4.0   0.7  1.0  
India¹ 6.5  4.0  (7.3) 9.0  7.0   (0.7) (2.7) 
Indonesia 5.2  5.0  (2.1) 4.6  5.9   0.1  0.6  
Korea 2.9  2.2  (0.9) 4.2  3.5   0.4  0.7  
Malaysia 4.8  4.4  (5.6) 5.6  5.8   0.1  0.4  
Philippines 6.3  6.1  (9.6) 4.8  8.0   (0.7) 1.3  
Singapore 3.5  1.3  (5.4) 6.5  5.0   0.1  1.0  
Taiwan 2.8  3.0  3.1  6.5  6.1   1.0  3.1  
Thailand 4.2  2.3  (6.1) 1.0  5.2   (1.4) 0.4  
¹ Fiscal year starting April of captioned calendar year.  
Source: CLSA, CEIC, Bloomberg 
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 been raised with no change in forecast for China and Malaysia. As always happens 
as the year progresses, the gap between our own forecasts and the market median 
narrows. As Figure 49 shows, in many economies there is now little difference 
between our forecast and The Street for 2021. However, we are on average 0.6ppts 
above consensus in our 2022 forecasts. 

Asian inflation – Above consensus despite the pandemic 
The framework we outline in the first half of this Global and Regional Overview 
should leave little doubt as to our inflation forecasts. Ultimately we expect elevated 
inflation to prove temporary, falling away as commodity prices stabilise and start to 
fall in the second half of 2022. However, in the interim, food and fuel price rises 
(and in developed economies a temporary window of pricing power granted by the 
pace of service sector reopening) will propel inflation above post-Covid norms and 
in some cases to levels that are high by pre-pandemic standards. Figure 50 shows 
our inflation forecasts relative to consensus. Only in China do we expect inflation 
this year to be below the Bloomberg median. This is because of the strength of the 
disinflationary force on the food basket from the normalisation of pork supply 
following African swine fever.  

For all other countries we see inflation this year higher than The Street. The gap 
between our 2021 forecasts and consensus is most substantial for Singapore where 
we expect continued inflation of COE prices to add to typical fuel and commodity 
price effects. On average our 2021 inflation forecasts are 0.5ppts higher than the 
consensus. 

Figure 50 

CLSA inflation forecasts relative to consensus 
(%YoY) 2018 2019 2020 2021E 2022F 

 
CLSA-consensus  

2021 2022 
USA¹ 2.1  1.5  1.2  3.0  2.6   0.1  0.3  
Eurozone 1.8  1.2  0.3  1.9  1.6   0.1  0.2  
Japan 0.7  0.5  (0.2) 0.5  0.9   0.4  0.3  
           
Australia 1.9  1.6  0.9  2.5  1.7   0.5  (0.1) 
China 2.1  2.9  2.5  1.4  2.0   (0.1) (0.3) 
Hong Kong 2.4  2.9  0.3  2.1  2.1   0.6  0.1  
India² 3.4  4.8  6.3  5.5  5.4   0.5  0.7  
Indonesia 3.2  2.8  2.1  2.3  3.9   0.1  1.0  
Korea 1.5  0.4  0.5  2.5  2.5   0.8  1.0  
Malaysia 1.0  0.7  (1.1) 2.9  2.7   0.6  0.9  
Philippines 5.2  2.5  2.6  4.6  4.4   0.5  1.4  
Singapore 0.4  0.6  (0.2) 2.5  2.4   1.1  1.2  
Taiwan 1.3  0.6  (0.2) 2.2  2.5   0.7  1.1  
Thailand 1.1  0.7  (0.8) 1.4  3.4   0.2  2.2  
¹ PCE deflator, ² Fiscal year starting April of captioned calendar year.  
Source: CLSA, CEIC, Bloomberg 

With the bulk of Asian inflation coming from the direct effect of the food and fuel 
products in CPI baskets, the lag between the commodity price cycle and CPI 
inflation is short. We estimate it at less than one quarter. However the continued 
strength of manufacturing growth, combined with the impact of Western 
economies service sector reopenings on fuel prices, means that in aggregate 
commodity prices remain elevated on our forecasts to 1H2022. Food inflation is 
also expected to remain high as it is driven by elevated Chinese import demand 

Our 2021 inflation forecasts 
average 0.5ppts higher than 

the consensus 

Our inflation forecasts are 
above consensus for all 
countries except China 

The gap to consensus is 
largest for Singapore where 

we assume continued 
inflation of COE prices 

We are above consensus for 
2022 because inflation will 
start the year high and only 

fall from mid-year 

http://www.clsa.com/


 Global and regional overview Eye on Asian Economies 3Q21 
 

24 eric.fishwick@clsa.com 29 June 2021 

 for foodstuffs. This will remain high at least until the end of this year. Therefore 
it is only in the second half of 2022 where we start to see material falls in Asian 
inflation rates.  

On a year-average basis, as quoted in Figure 50, our 2022 inflation forecasts are 
also above consensus for all economies except Australia and China. However 
inflation and perceived inflation risk will be falling away in the second half. It is only 
in India (because of sticky core inflation) and Hong Kong (because of anticipated 
real estate price rises) that we forecast inflation at the end of 2022 to be above the 
calendar year average.  

The pandemic has not left our inflation forecast unchanged. The strength of 
reopening in Western economies means that we have raised our US and European 
inflation forecasts compared with three months ago. The Street also has increased 
its inflation estimates, however our forecasts are slightly above consensus for all of 
the G3. In Asia our inflation projections, although above consensus, have fallen 
compared with three months ago as 2Q inflation outcomes have been 
undershooting the path that our inflation models suggested. This undershoot has 
been most marked in economies where a resurgence of Covid has interrupted 
consumer spending in the second quarter. 

This explains the cuts in our 2021 inflation forecasts for Australia, India, Indonesia, 
Philippines, Singapore, Taiwan and Thailand. Our inflation model in Korea was over 
predicting realised inflation despite the absence of a second wave effect and 
although headline inflation has accelerated through 2Q we have recalibrated the 
forecast to take the overshoot into account. Figure 51 shows how our inflation 
forecast has changed compared with the 2Q21 Eye on Asian Economies. 

Figure 51 

CLSA inflation forecasts relative to 2Q21 Eye on Asian Economies 
(%YoY) 2018 2019 2020 2021E 2022F  Chg in CLSA f'cast  

in last qtr 
 2021 2022 

USA¹ 2.1  1.5  1.2  3.0  2.6   0.6  0.1  
Eurozone 1.8  1.2  0.3  1.9  1.6   0.3  0.2  
Japan 0.7  0.5  (0.2) 0.5  0.9   0.0  0.0  
           
Australia 1.9  1.6  0.9  2.5  1.7   (0.4) (0.3) 
China 2.1  2.9  2.5  1.4  2.0   (0.7) (1.5) 
Hong Kong 2.4  2.9  0.3  2.1  2.1   0.4  (0.6) 
India² 3.4  4.8  6.3  5.5  5.4   (0.6) 0.3  
Indonesia 3.2  2.8  2.1  2.3  3.9   (0.4) 0.1  
Korea 1.5  0.4  0.5  2.5  2.5   (0.9) (0.3) 
Malaysia 1.0  0.7  (1.1) 2.9  2.7   0.3  (0.5) 
Philippines 5.2  2.5  2.6  4.6  4.4   (0.5) (0.6) 
Singapore 0.4  0.6  (0.2) 2.5  2.4   (0.2) 0.8  
Taiwan 1.3  0.6  (0.2) 2.2  2.5   (0.3) 0.0  
Thailand 1.1  0.7  (0.8) 1.4  3.4   (0.5) 0.0  
¹ PCE deflator, ² Fiscal year starting April of captioned calendar year.  
Source: CLSA, CEIC, Bloomberg 
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 Our view that the pandemic will be less of an economic drag in 2022 means that in 
most countries changes to our inflation outlook for next year are more modest. On 
average we see calendar year 2022 inflation slightly above calendar year 2021. This 
reflects an elevated first half compared with this year in which inflation has been 
rising from very low start-year levels.  

China is the exception. Three months ago we argued that Chinese inflation would 
rise above 3% by end-2021 on food price rises, and remain elevated in 1H22. We 
have moderated our expectations for food price inflation as, in the last quarter, food 
prices have remained soft. Additionally government policy to prohibit “speculation” 
in industrial commodities demonstrates the authorities’ desire to keep price rises 
moderate. This focus inevitably feeds into a food price forecast also.  

This is not to say that Chinese inflation will not rise. Our end-2021 forecast, at 2¾%, 
represents the highest inflation rate since 2013, barring the African swine fever 
period from mid-2019 to mid-2020. However, with a lower starting point and the 
anticipation that inflation in China will moderate in 2H22, we bring our 2022 
forecast down from above 3% to 2%. 

Asian monetary policy – Fed speak with a slight Austrian accent 
At the June FOMC meeting the Fed raised its inflation forecast to a level that is 
close to our own. That is, it now forecasts that inflation will remain elevated to 
4Q21 (3.4% YoY for the PCE deflator, 3.0% YoY for the core PCE deflator) but fall 
back to 2.1% by end-2022. However it is important to understand that this inflation 
trajectory does not, alone, represent a reason for it to tighten. If the forecast is 
realised it would represent about a twelve month period in which US inflation is 
above 2%. But the Fed’s mandate is symmetrical and US inflation has been below 
2% for a much longer period.  

The Fed’s employment mandate does not give it reason to tighten either. Its June 
forecasts show that it expects the US to have returned to full employment in 2022. 
But the employment mandate is now asymmetrical (see 2Q21 EoAE: Ten questions 
on inflation p10) meaning that if inflation is falling (and in 2H22 our forecasts and 
those of the Fed show it to be) full employment alone is not sufficient to cause the 
Fed to tighten.  

We therefore interpret the Fed’s guidance, that it will soon be debating its gradual 
exit from quantitative easing, as an attempt to avoid replicating the financial market 
stress of the Bernanke taper tantrum. This implies that the Fed is now paying 
attention to the financial cycle as well as its traditional considerations of 
employment and inflation. This is a more Austrian approach and stands in stark 
contrast to the tone, as recently as the 2020 Jackson Hole conference, when the 
Fed detailed its new approach to its inflation mandate. 

The willingness of the Fed to start guiding markets (even tentatively) towards the 
exit, five quarters after it created the recovery in financial market confidence with 
the Main Street Lending Program (March 2020), is a clear break from the Bernanke 
Fed’s behaviour after the Global Financial Crisis. Then the Fed repeatedly added 
stimulus (through QE2, Operation Twist and QE3) whenever financial conditions 
looked like they were tightening: Figures 52 and 53. Bernanke only started to talk 
about exit in 2Q13, eighteen quarters after QE1 (it actually started to taper the rate 
of asset purchases in QE3 from start 2014). 
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 Figure 52  Figure 53 

Fed policy vs 10yr UST yields 2008-2014  Fed financial conditions indices and Fed policy 2008-2014 

 

 

 
A = QE1 announced 
B = QE1 ends 
C = QE2 hinted (Jackson Hole) 
D = QE2 announced 
E = Operation Twist announced 
F = QE3 announced 
Source: CLSA, Bloomberg, Yardeni Research 

 G = Operation Twist ends 
H = QE3 starts 
I = Tapering hinted 
J = Taper started 
K = QE3 ends 
 
Source: CLSA Bloomberg, Yardeni Research 

Though the Fed has started the process of withdrawing accommodation, it will be 
gradual. We expect the Fed to announce a tangible timeline for reducing the rate 
of asset purchases late this year with the actual process of tapering QE to start 
around 2Q22 and to be completed by end-22. With the Fed’s inflation views now 
aligned with ours, there is no reason to deviate from its rate projections. We 
therefore expect two Fed funds rate increases in 2023. 

We do not expect other developed economy central banks to follow. The inflation 
trajectory we expect for the Eurozone will take inflation above target but only 
briefly. The monetary conservatives on the ECB’s policy board are likely to continue 
to be outvoted by the doves. Policy will therefore remain on hold in Europe. Japan 
also; barring any other monetary orthodoxy, maintaining the existing loose 
environment is the path of least resistance.  

Three months ago we argued that a combination of monetary conservatism, rapid 
growth, and the need to be mindful of country risk would cause AxJ central banks 
to start to tighten before the end of this year. The impact of the pandemic has 
pushed this back. Rate increases in 2021 should still be expected in Taiwan and 
Korea. However, the rate increases we previously expected in 4Q21 for Indonesia, 
Malaysia, the Philippines and Thailand are all now pushed into 1H22. This is also 
true in India where our existing forecast was for a 1Q22 rate increase. We retain 
the forecast that the Monetary Authority of Singapore will start to tighten by 
appreciating the SGD NEER at its October 2021 policy meeting.  

Three months ago we argued that China also would start gradually raising interest 
rates at the end of this year. The flatter inflation trajectory that we now forecast 
reduces the imperative and we push the first tightening to 2022. More importantly 
“policy” in China exerts influence on the economy through many more routes than 
are available in other countries. China was the first to begin to remove stimulus in 
4Q20. It will remove economic support further in 2022. The 10bp rise we forecast 
in the Loan Prime Rate in 2022 is only the visible tip of the iceberg. 
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 The timing, therefore, for rate increases has been pushed back. However, only in one 
economy do we remove higher rates from our forecasts entirely. This is Australia. The 
Reserve Bank of Australia is set to review its unconventional monetary policy in the 
next few months. We expect that it will not extend its quantitative easing programme 
(which ends September) nor do we expect it to extend yield curve control from the 
current bond (April 2024) to November 2024. However the language used in policy 
statements remains extremely dovish and focused on labour market improvement even 
though, in the last quarter, the Australian unemployment rate has fallen rapidly. In light 
of this, we judge it unlikely that the Reserve Bank will abandon yield curve control and 
start to raise rates before end-2022. Unchanged rates are now our central case for 
Australia. Figure 54 summarises our policy rate forecasts. 

Figure 54 

Policy rate forecasts 

 End-2018 End-2019 End-2020 Current End-2021 End-2022 

USA¹  2.38   1.63   0.13   0.13   0.13   0.13  
Eurozone²  (0.40)  (0.50)  (0.50)  (0.50)  (0.50)  (0.50) 
Japan²  (0.10)  (0.10)  (0.10)  (0.10)  (0.10)  (0.10) 
       Australia  1.50   0.75   0.10   0.10   0.10   0.10  
China3  4.35   4.15   3.85   3.85   3.85   3.95  
Hong Kong  2.33   2.43   0.35   0.17   0.40   0.40  
India4  6.25   4.40   4.00   4.00   4.25   4.75  
Indonesia  6.00   5.00   3.75   3.50   3.50   4.00  
Korea  1.75   1.25   0.50   0.50   0.75   1.25  
Malaysia  3.25   3.00   1.75   1.75   1.75   2.50  
Philippines  4.75   4.00   2.00   2.00   2.00   2.50  
Singapore  1.89   1.77   0.41   0.43   0.43   0.45  
Taiwan  1.38   1.38   1.13   1.13   1.38   1.63  
Thailand  1.75   1.25   0.50   0.50   0.50   1.00  
1 Mid-point of Fed funds upper and lower bounds; 2 Overnight reserve deposit rate; 3 1-year LPR rate 4 Fiscal year 
starting April of captioned calendar year. Source: CLSA, Bloomberg 

Asian currencies – Safe haven, cyclicality and return 
After appreciating consistently during 1Q21, the USD has been a weaker currency 
in the last three months: Figure 55. Asian currencies have outperformed with the 
CNY particularly strong: Figure 56.  

Figure 55  Figure 56 

DXY (rebased 1 Jan = 100)   ADXY (rebased 1 Jan = 100 including and excluding CNY) 

 

 

 
Source: CLSA, Bloomberg  Source: CLSA, Bloomberg 
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 The CNY move was counter to our expectation. We anticipated that the realisation 
that US-China tensions would persist past the end of the Trump presidency would 
weigh on the CNY. In the event the less adversarial nature of President Biden has 
allowed the CNY to appreciate.  

Looking forward it is the path of US monetary policy that will dominate currency 
developments. With the June FOMC meeting the Fed has started the most gradual 
of exits from the extreme accommodation introduced in response to the pandemic. 
The intention is to tighten liquidity conditions gradually rather than keeping them 
super-loose and then tightening rapidly when exit has started to be discounted.  

This argues against a repeat of the 2013 “taper tantrum” which caused a sharp 
corrections in a number of Asian currencies. However we would argue against 
considering the “taper tantrum” as an independent event. As Figures 57 and 58 
show, the whole process of the Fed removing the accommodation introduced in 
response to the GFC and approaching the point of the first rate increase was one 
of USD strength. Even when the “taper tantrum” ended in early 2014, the 
inevitability of the first US rate move saw Asian currencies underperform.   

Figure 57  Figure 58 

DXY vs US Fed funds target rate  ADXY vs US Fed funds target rate 

 

 

 
Source: CLSA, Bloomberg  Source: CLSA, Bloomberg 

This frames our Asian currency forecasts as it argues that even if financial 
conditions are tightened gradually (and by design) it is likely to result in the USD 
outperforming in 1H21 and 2022.  

Figure 59 shows our currency forecasts to the end of 2021. All Asian currencies are 
forecast to underperform the USD. Within Asia the ranking is determined by a 
combination of risk (we particularly worry about current account deficit economies 
given that fiscal deficits are also large: INR, IDR and PHP) and the extent of foreign 
ownership and the cyclicality of the assets (KRW and TWD are vulnerable). 
However the only regional currency which significantly outperforms the USD on 
our forecasts in 2H21 is the commodity price supported AUD. We do however see 
scope for GBP and EUR to outperform the USD as they enter “peak unlocking” at 
the same time that the US exits it.   

This forecast effectively brings forward weakness that, three months ago, we 
anticipated for 2022. However this does not mean that we expect 2022 to a 
stronger year for Asian currencies. On the contrary as the first US rate increase 
approaches and global trade starts to slow, the attractions of the USD on safe haven 
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 grounds increases. On this horizon we expect that EUR and GBP will give back the 
gains we forecast for 2H21. So too will the AUD. Indeed our 2022 forecast is better 
termed unilateral USD strength.  

Figure 59  Figure 60 

End-2021 currency forecasts vs spot (24 June)  End 2022 currency forecasts vs end-2021 

 

 

 
Source: CLSA, Bloomberg  Source: CLSA 

In 2022 Asian currencies’ relative performance start to align more towards risk. 
The early underperformance of KRW and TWD is reversed in our 2022 forecasts. 
They still weaken against the USD but by less than twin deficit currencies and the 
AUD whose commodity support will be waning (and whose central bank allows a 
much freer float than allowed for Asian currencies). More positively by mid-2022 
even lagging Asian vaccination programs should be gaining critical mass allowing 
a better outlook for consumer spending (though a sharp unlocking rebound as 
seen in the west is unlikely). Figure 61 summarises our exchange rate forecasts 
on a quarterly basis. 

Figure 61 

Currency forecasts 
Period end 2018 2019 2020 2021F 2022F Coming 12 months by quarter 

3Q21F 4Q21F 1Q22F 2Q22F 
USD/EUR 1.15 1.12 1.22 1.25 1.12 1.25 1.25 1.20 1.15 
JPY/USD 109.7 108.6 103.5 110.0 105.0 112.0 110.0 110.0 110.0 
USD/GBP 1.28 1.33 1.36 1.45 1.30 1.45 1.45 1.40 1.33 
          
USD/AUD 0.70 0.70 0.76 0.80 0.70 0.77 0.80 0.80 0.75 
CNY/USD 6.88 6.98 6.53 6.50 6.70 6.45 6.50 6.55 6.60 
HKD/USD 7.82 7.80 7.75 7.76 7.77 7.76 7.76 7.76 7.77 
INR/USD 69.79 71.27 73.05 78.00 84.00 76.25 78.00 79.50 81.00 
IDR/USD 14,481 13,901 14,105 15,000 16,000 14,715 15,000 15,250 15,500 
KRW/USD 1,118 1,158 1,088 1,200 1,230 1,150 1,200 1,210 1,220 
MYR/USD 4.14 4.09 4.01 4.30 4.50 4.20 4.30 4.40 4.50 
PHP/USD 52.72 50.74 48.04 50.00 53.00 49.50 50.00 50.80 51.60 
SGD/USD 1.36 1.35 1.32 1.40 1.46 1.35 1.40 1.42 1.45 
TWD/USD 30.59 29.99 28.12 29.00 29.80 28.50 29.00 29.20 29.50 
THB/USD 32.71 30.22 30.10 33.00 35.00 32.45 33.00 33.50 34.00 
Source: CLSA, Bloomberg 
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 Asian forecast summary 
Real GDP growth (%YoY) 

 

Inflation (%YoY) 

(average) 2019 2020 2021E 2022F 
 

(average) 2019 2020 2021E 2022F 

Australia  1.9   (2.4)  4.9   3.7   Australia  1.6   0.9   2.5   1.7  

China 6.0  2.3  9.0  5.6   China 2.9  2.5  1.4  2.0  

Hong Kong (1.7) (6.1) 6.5  4.0   Hong Kong 2.9  0.3  2.1  2.1  

India¹ 4.0 (7.3) 9.0 7.0  India¹ 4.8 6.3 5.5 5.4 

Indonesia 5.0  (2.1) 4.6  5.9   Indonesia 2.8  2.1  2.3  3.9  

Korea 2.2 (0.9) 4.2 3.5  Korea 0.4 0.5 2.5 2.5 

Malaysia 4.4  (5.6) 5.6  5.8   Malaysia 0.7  (1.1) 2.9  2.7  

Philippines  6.1   (9.6)  4.8   8.0   Philippines  2.5   2.6   4.6   4.4  

Singapore 1.3 (5.4) 6.5 5.0  Singapore 0.6 (0.2) 2.5 2.4 

Taiwan 3.0 3.1 6.5 6.1  Taiwan 0.6 (0.2) 2.2 2.5 

Thailand 2.3  (6.1) 1.0  5.2   Thailand 0.7  (0.8) 1.4  3.4  

 

Current account balance (USD bn)  Current account balance (% GDP) 

(total) 2019 2020 2021E 2022F  (average) 2019 2020 2021E 2022F 

Australia  7.9   34.4   46.7   42.3   Australia  0.6   2.6   2.8   2.5  

China 102.9  274.0  330.0  348.0   China 0.7  1.9  1.8  1.8  

Hong Kong 21.2  22.7  43.4  58.7   Hong Kong 5.8  6.5  11.4  14.6  

India¹ (24.6) 34.0 (4.4) (61.1)  India¹ (0.9) 1.3 (0.2) (1.9) 

Indonesia (30.3) (4.3) (5.9) (23.2)  Indonesia (2.7) (0.4) (0.5) (2.0) 

Korea 59.7 75.3 84.7 24.0  Korea 3.6 4.6 4.7 1.4 

Malaysia 12.8  14.3  22.9  24.9   Malaysia 3.5  4.2  6.2  6.7  

Philippines  (3.0)  13.0   2.7   (8.5)  Philippines  (0.8)  3.6   0.7   (2.0) 

Singapore 53.4 59.8 64.9 58.3  Singapore 14.3 17.6 17.3 15.7 

Taiwan 65.2 94.8 109.9 126.8  Taiwan 10.6 14.2 14.8 16.6 

Thailand 38.2  16.3  23.7  27.2   Thailand 7.0  3.2  4.7  5.4  

 

Exchange rates (vs USD)  Policy rates (%) 

(y/e) 2019 2020 2021F 2022F  (y/e) 2019 2020 2021F 2022F 

Australia²  0.70   0.76   0.80   0.70   Australia  0.75   0.10   0.10   0.10  

China 6.98  6.53  6.50  6.70   China 4.15  3.85  3.85  3.95  

Hong Kong 7.80  7.75  7.76  7.77   Hong Kong 2.43  0.35  0.40  0.40  

India¹ 75.39 73.50 79.50 85.00  India¹ 4.40 4.00 4.25 4.75 

Indonesia 13,901 14,105 15,000 16,000  Indonesia 5.00 3.75 3.50 4.00 

Korea 1,158 1,088 1,200 1,230  Korea 1.25 0.50 0.75 1.25 

Malaysia 4.09 4.01 4.30 4.50  Malaysia 3.00 1.75 1.75 2.50 

Philippines  50.74   48.04   50.00   53.00   Philippines  4.00   2.00   2.00   2.50  

Singapore 1.35 1.32 1.40 1.46  Singapore 1.77 0.41 0.43 0.45 

Taiwan 29.99 28.12 29.00 29.80  Taiwan 1.38 1.13 1.38 1.63 

Thailand 30.22  30.10  33.00  35.00   Thailand 1.25 0.50 0.50 1.00 

¹ Fiscal year starting April of captioned calendar year; ² Rates are quoted in USD/AUD. Source: CLSA 
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  Australia EoAE Forecasts - 3Q21 
   

 

CLSA vs The Street 
 GDP Inflation  Policy rate USD/AUD 
RBA (2021) 5.3 (2021) 1.8  n.a n.a. 
Consensus (2021) 5.1 (2021) 2.0  (end-21) 0.10 (end-21) 0.79 
CLSA (2021) 4.9 (2021) 2.5  (end-21) 0.10 (end-21) 0.80 
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Consensus and the RBA’s 
forecast has risen in the last 3 

months, we are now below 
consensus for 2021, above for 
2022. Our inflation forecast is 

higher than The Street 

Optimism has increased in the last quarter 
 Confidence, strong balance sheets, low rates and a strong property market argue for robust consumer spending growth. 

Covid though is a risk that cannot be dismissed. 1Q investment growth was good and we expect this to be repeated.  

 Exports are weak and the effect of a strong AUD is felt in strong import growth. Near term the AUD will stay firm, we 
expect a test of USD0.80/AUD around year end, but a softer currency in 2H22 should help reduce the net trade drag. 

 We expect neither the yield curve target nor the RBA’s QE program to be extended. However the continued dovish 
language used by the central bank suggests little chance of an early rate increase.  

 

Growth 
The last quarter has seen market forecasts for Australia rise but it has not all been 
plain sailing. Covid restrictions had to be reintroduced in Victoria in May and high 
frequency indicators suggest a dip in retail activity in Victoria, Southern Australia 
and Tasmania. But national data, most recently Australia’s services PMI, remain 
strong (June down 2pts MoM but, at 56, firmly in expansion territory).  

Australia’s vaccination program started slowly and is still far behind the US and 
Europe. Any PCE forecast is thus subject to risk. However, our base case is the 
effect of the May lockdown will be small and that the PCE trajectory through 2022 
will be strong supported by low rates, strong household balance sheets and a robust 
housing market. Consumer sentiment is off its peak but is above pre-Covid norms 
and comparable to the early cycle growth period after the GFC. Residential 
investment was strong in the 1Q GDP release and, in aggregate, investment is 
outperforming our expectations. We revise it up in this forecast. Exports in contrast 
are weak with heightened tensions with China hurting goods and restrictions on 
international travel, services. Currency effects won’t be helping, certainly in net 
terms as AUD strength is helping import growth. Net trade will be a large drag on 
2021 growth and though we raise our GDP forecast because of the 1Q outturn, at 
4.9% it is slightly below consensus. We expect 3¾ for 2022.  

Inflation 
1Q inflation was only 0.9% YoY. Base effects will lift 2Q inflation to 3% YoY but it 
will ease back in 3Q. Even so, on our commodity price assumptions, inflation will 
spend most of the next twelve months around 3% before falling away from 2Q22.  

Monetary policy and exchange rate 
Speaking in June, Governor Lowe identified two key decisions facing the RBA. First, 
whether to extend the yield curve target to the November 2024 bond and, second, 
whether to extend the asset purchase program past its current end date of 
September. Given our inflation forecast and the confidence of the Aussie recovery 
we expect both answers to be “no”; the next move will be to tighten. However, the 
focus of policy statements remains squarely on seeking further improvement in the 
labour market and, even though unemployment has dropped sharply in the last three 
months, the chance of any rate increases before end-2022 has to be judged low.  

The AUD has been confined to a range of 76-78 US cents since the start of the year. 
However with commodity prices expected to remain robust, it is the one regional 
currency we expect to remain strong against a firm USD. We expect a test of 
USD0.80/AUD around year-end. Softer in 2H22.  

Covid restrictions were 
tightened in May 

 
But national economic 

indicators remain robust 

A lagging vaccination program 
means that risks to PCE are 

asymmetric 
 

Other inputs to a PCE forecast 
are strong 

 
And investment outperformed 

our expectations in 1Q 
 

Exports though are weak 
 

Our 4.9% GDP forecast is 
slightly below consensus 

We are above consensus at 
3¾% for 2022 

Inflation around 3% in 2H21 

No further easing from RBA 
 
 
 
 

But its continued dovish stance 
suggests no tightening either 
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  Australia EoAE Forecasts - 3Q21 
   

 

Currency forecast 
Period-end Annual Coming 12 months by quarter 

2018 2019 2020 2021F 2022F 3Q21F 4Q21F 1Q22F 2Q22F 
USD/AUD 0.70 0.70 0.76 0.80 0.70 0.77 0.80 0.80 0.75 
JPY 100/AUD 76.8 76.3 79.1 88.0 73.5 86.2 88.0 88.0 82.5 
GBP/AUD 0.55 0.53 0.56 0.55 0.54 0.53 0.55 0.57 0.56 
EUR/AUD 0.61 0.63 0.62 0.64 0.63 0.62 0.64 0.67 0.65 
Source: CLSA, Bloomberg 
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Australia by numbers 
 2015 2016 2017 2018 2019 2020 2021E 2022F 
Breakdown of real GDP         
Private consumption  3.3   2.6   2.5   2.5   1.2   (5.8)  6.0   3.2  
Public consumption  3.9   5.2   3.9   4.3   5.7   7.1   2.4   1.3  
GFCF  (4.0)  (2.3)  3.7   2.1   (2.4)  (3.1)  9.5   7.6  
Domestic demand (contr. to growth)  1.1   1.9   2.9   2.7   0.9   (2.8)  6.3   3.6  
Exports, goods & services  6.3   6.9   3.7   5.1   3.1   (9.9)  1.8   4.4  
Imports, goods & services  1.7   0.4   7.9   4.2   (1.3)  (13.3)  8.8   4.5  
Real GDP growth  2.3   2.7   2.4   2.8   1.9   (2.4)  4.9   3.7  
Prices         
Consumer prices (y/e)  1.7   1.4   2.1   1.7   1.8   0.9   3.2   1.0  
Consumer prices (average)  1.5   1.3   2.0   1.9   1.6   0.9   2.5   1.7  
Producer prices (y/e)  1.9   0.7   1.7   2.0   1.4   (0.1)  3.3   0.1  
Currency & interest rates         
USD/AUD (y/e)  0.73   0.72   0.78   0.70   0.70   0.76   0.80   0.70  
USD/AUD (average)  0.75   0.74   0.77   0.75   0.69   0.69   0.77   0.76  
Cash target rate (% y/e)  2.00   1.50   1.50   1.50   0.75   0.10   0.10   0.10  
Average mortgage rate (% y/e)  5.65   5.25   5.22   5.34   4.80   4.52   4.52   4.60  
External sector         
Exports (USD, % YoY)  (21.8)  2.5   20.0   11.4   5.1   (7.2)  27.9   4.7  
Imports (USD, % YoY)  (13.1)  (4.1)  11.2   7.2   (5.9)  (5.3)  19.1   5.5  
Trade balance (USD bn)  (19.0)  (5.8)  10.5   20.8   48.0   40.4   70.1   71.2  
Current account balance (USD bn)  (57.0)  (41.2)  (36.3)  (30.2)  7.9   34.4   46.7   42.3  
- as a % of nominal GDP  (4.6)  (3.3)  (2.6)  (2.1)  0.6   2.6   2.8   2.5  
FDI (USD bn)  38.6   46.1   38.7   60.5   29.7   9.4   23.4   21.0  
CA + net FDI (% GDP)  (1.5)  0.3   0.2   2.1   2.7   3.3   4.2   3.7  
International reserves (USD bn, y/e)  45.7   53.6   66.6   53.9   58.7   43.0   49.2   48.5  
Money supply         
Money supply M1 (y/e)  13.9   8.5   9.3   2.6   22.4   28.1   16.7   18.6  
Money supply M3 (y/e)  5.9   6.7   4.5   2.4   2.4   12.9   12.6   14.7  
Private sector credit (y/e)  6.8   5.6   5.2   4.8   1.6   2.0   15.8   21.0  
Private sector credit (% GDP)  151.7   150.2   152.3   150.7   146.5   148.4   158.8   184.9  
Government sector         
General gov’t balance (% GDP)  (2.4)  (2.4)  (2.3)  (0.3)  0.1   (5.3)  (9.4)  (3.6) 
General gov’t debt (% GDP, y/e)  64.2   68.4   65.6   65.9   75.7   85.0   88.0   88.0  
Nominal GDP         
Nominal GDP (USD bn)  1,233.4   1,267.7   1,385.6   1,419.8   1,388.7   1,364.5   1,662.5   1,710.0  
Nominal GDP per capita (USD)  51,714   52,361   56,331   56,810   54,691   52,891   63,427   64,213  
Nominal GDP (AUD bn)  1,640.5   1,702.8   1,806.8   1,901.2   2,001.1   1,971.8   2,159.6   2,268.2  
Nominal GDP (AUD, % YoY)  1.6   3.8   6.1   5.2   5.3   (1.5)  9.5   5.0  
Other data         
Industrial production  (1.7)  (1.7)  0.7   1.6   (1.6)  (1.7)  3.7   2.5  
Retail sales  4.5   3.4   2.7   3.0   2.7   6.2   9.8   6.5  
Unemployment (% y/e)  5.8   5.7   5.5   5.0   5.2   6.8   5.3   5.0  
Population (millions)  23.9   24.2   24.6   25.0   25.4   25.8   26.2   26.6  
Note: % YoY rates unless otherwise stated. Fiscal deficit estimates are for the fiscal year ending in June. eg, 2015/16 is under 2016. Source: ABS, RBA, OECD 
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CLSA vs The Street 
 GDP Inflation  1-year LPR rate CNY/USD 
Government (2021) >6 (2021) ~3  n.a n.a. 
Consensus (2021) 8.5 (2021) 1.6  (end-21) 3.85 (end-21) 6.38 
CLSA (2021) 9.0 (2021) 1.4  (end-21) 3.85 (end-21) 6.50 
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We are above consensus on 
growth  

Pork prices falling YoY in 1H21 
mean our inflation forecasts 

are below consensus 
 

Be optimistic for 2H21  
 Retail sales continue to lag. However, FAI remains strong for manufacturing and real estate and is likely to accelerate in 

2H21 for infrastructure. Exports are strong. 2021 GDP growth forecast at 9%. 

 Core inflation is now rising as service spending normalises and will increase to 1.5% by end-2021. Food price inflation is 
near zero. As the disinflationary base effect from African swine fever in 2020 diminishes, food inflation will rise.  

 We expect a neutral monetary stance this year as GDP growth is close to potential growth, the authorities do not wish 
to increase financial risks and the pass through of upstream prices to finished consumer goods prices is incomplete.  

 

Growth  
May monthly FAI, IP and retail data showed that the economy is still on an unbalanced 
recovery path in which production is robust but retail remains soft. Within FAI, it was 
encouraging that manufacturing investment growth has risen and real estate 
investment growth was still strong. We expect that this trajectory will be continued. 
Considering the concentrated issuance of local government special bonds in the 
second half implied by the full year quota, infrastructure investment growth will 
accelerate. Thus, we raise our 2021 FAI target to 5.7% YoY (2020 2.9% YoY).  

Retail sales growth has proven to be a slow variable to recover but service consumption 
will be boosted as vaccination growth allows the pandemic to recede as a concern. 
2021 exports will continue to be strong given strong global demand caused by the US 
fiscal stimulus. We raise our 2011 forecast for export growth to 30% YoY with 12% 
YoY in 2022. We raise our 2021 real GDP growth forecast to 9.0% YoY; this implies a 
2-year CAGR of 5.8%YoY and 5.9% YoY for 3Q21 and 4Q21 respectively. As counter-
cyclical policy becomes more neutral in 2022, we expect real GDP growth to be 5.6% 
YoY. This is slightly below China’s potential growth rate.  

Inflation 
Rising core inflation will continue in 3Q and 4Q and we expect it to reach 1.5% YoY 
by year end. This reflects the ongoing recovery in service spending. As for food 
prices, grain prices remain flat and pork prices, which are the source of most of 
inflation’s volatility, will fall to year end as supply is now sufficient.  

The peak of YoY PPI inflation has passed; it will fall to 4-5% by end-2021. The 
transmission pressure from PPI to consumer goods should therefore be more 
moderate. Our 2021 inflation forecast falls to 1.4% YoY (2.7% at end-2021) with 
PPI at 6.0% YoY. For 2022, CPI inflation will rise again because of a low base and 
because we expect pork prices to stabilise. Our forecast for 2022 rises slightly to 
2.0% YoY. PPI will average 2.0% YoY also.  

Monetary policy and exchange rate 
The monetary policy stance will remain neutral. First, transmission of inflation from 
upstream to finished products is weak. Second, by the middle of this year China’s 
economic growth will be approaching its potential growth. Third, a change in policy 
rates would send a strong signal and might trigger potential financial risks. 
Preventing this is an important target for policy makers. Therefore, we expect 
money market rates and LPR to remain unchanged in 2021. The policy stance will 
be tightened slightly in 2022 and we expect LPR to rise slightly (by 10bp).  

Core inflation will continue  
 to rise until the year end 

 
Pork prices will make a 

negative inflation contribution; 
our 2021 CPI projection is 

1.4% YoY 
 

PPI will fall to 4-5% YoY by 
end-2021 (6% year-average)  

 
 
 

The monetary policy stance will 
remain neutral 

 
Aggregate finance growth to be 

around 11¼% in the second 
half 

 
OMO rate and LPR will be 

unchanged in 2021 
LPR to rise slightly in  

2022 
 
 
 
 

Manufacturing FAI rising, real 
estate FAI is still strong, 

infrastructure FAI to accelerate 
in the second half   

 
 
 

Strong export-driven economic 
growth will support 9% YoY 

real GDP growth in 2021 
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Currency forecast 
Period-end Annual Coming 12 months by quarter 

2018 2019 2020 2021F 2022F 3Q21F 4Q21F 1Q22F 2Q22F 
CNY/USD 6.88 6.98 6.53 6.50 6.70 6.45 6.50 6.55 6.60 
CNY/JPY 100 6.27 6.43 6.31 5.91 6.38 5.76 5.91 5.95 6.00 
CNY/GBP 8.77 9.25 8.86 9.43 8.71 9.35 9.43 9.17 8.78 
CNY/EUR 7.89 7.83 8.00 8.13 7.50 8.06 8.13 7.86 7.59 
Source: CLSA, Bloomberg 
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China by numbers 
 2015 2016 2017 2018 2019 2020 2021E 2022F 
Breakdown of real GDP         
Final consumption¹ 4.9  4.5  3.9  4.3  3.5  (0.5) 5.0  3.2  
Gross capital formation¹ 1.6  3.1  2.7  2.9  1.7  2.2  3.0  2.2  
Net exports, goods & services¹ 0.5  (0.8) 0.3  (0.5) 0.8  0.6  1.0  0.2  
Primary industry 3.9  3.3  4.0  3.5  3.1  3.0  4.5  3.1  
Secondary industry 5.9  6.0  5.9  5.8  4.9  2.6  8.0  5.0  
Tertiary industry 8.8  8.1  8.3  8.0  7.2  2.1  12.0  8.3  
Real GDP growth 7.0  6.8  6.9  6.7  6.0  2.3  9.0  5.6  
Prices         
Consumer prices (y/e) 1.6  2.1  1.8  1.9  4.5  0.2  2.7  1.5  
Consumer prices (average) 1.4  2.0  1.6  2.1  2.9  2.5  1.4  2.0  
Producer prices (average) (5.2) (1.3) 6.3  3.5  (0.3) (1.8) 6.0  2.0  
Currency & interest rates         
CNY/USD (y/e) 6.48  6.94  6.54  6.88  6.98  6.53  6.50  6.70  
CNY/USD (average) 6.23  6.64  6.75  6.62  6.90  6.90  6.48  6.60  
7-day repo rate (% y/e) 2.4  2.6  2.9  2.8  2.3  2.3  2.5  2.7  
1 year LPR rate (% y/e)2 4.35  4.35  4.35  4.35  4.15  3.85  3.85  3.95  
External sector         
Exports (USD, %YoY) (4.5) (7.2) 11.4  9.1  (1.3) 4.6  30.0  12.0  
Imports (USD, %YoY) (13.4) (4.2) 16.0  17.1  (2.1) (0.6) 37.0  10.0  
Trade balance (USD bn) 576.2  488.9  475.9  380.1  393.0  515.0  530.7  648.7  
Current account balance (USD bn) 293.0  191.3  188.7  24.1  102.9  274.0  330.0  348.0  
- as a % of nominal GDP 2.6  1.7  1.5  0.2  0.7  1.9  1.8  1.8  
FDI (USD bn) 68.1  (41.7) 27.8  92.3  58.1  102.6  150.0  120.0  
CA + net FDI (% GDP) 3.4  1.4  1.8  0.8  1.4  2.6  2.6  2.4  
International reserves (USDbn, y/e) 3,330.4  3,010.5  3,139.9  3,072.7  3,107.9  3,216.5  3,260.0  3,283.0  
Money supply         
Money supply M2 (y/e) 13.3  11.3  8.1  8.1  8.7  10.1  8.5  8.7  
Aggregate finance (net chg CNY tn) 15.4  17.8  26.2  22.5  25.7  34.9  31.9  34.2  
Aggregate finance (y/e)3 12.6  30.5  14.1  10.3  10.7  13.3  11.2  10.8  
Aggregate finance (% of GDP) 200.7  241.8  247.5  247.0  254.8  280.3  266.5  268.4  
Government sector         
General gov't balance (% GDP) (3.7) (4.8) (4.1) (4.1) (5.0) (8.3) (6.0) (5.5) 
Nominal GDP          
Nominal GDP (USD bn) 11,060  11,237  12,323  13,892  14,301  14,729  18,430  19,516  
Nominal GDP per capita (USD) 8,043.6  8,125.1  8,865.6  9,958.3  10,214.7  10,431.7  13,015.5  13,743.7  
Nominal GDP (CNY bn) 68,886  74,640  83,204  91,928  98,652  101,599  118,870  130,757  
Nominal GDP (CNY, %YoY) 7.0  8.4  11.5  10.5  7.3  3.0  13.0  8.0  
Other data         
Urban FAI 10.0  8.1  7.2  5.9  5.4  2.9  5.7  5.2  
Industrial production 6.1  6.0  6.6  6.2  5.7  2.8  10.5  5.5  
Retail sales 10.7  10.4  10.2  9.0  8.0  (3.9) 17.7  7.0  
Unemployment (% average) n.a. n.a. n.a. 4.9  5.2  5.6  5.1  4.9  
Population (billions) 1.375  1.383  1.390  1.395  1.400  1.412  1.416  1.420  
Note: %YoY rates unless otherwise stated. 1 Contributions to GDP growth 2 1-year Loan Prime Rate from 2019 onwards, previously 1-year bank best lending 
rates 3 A definition change in the aggregate finance outstanding figures mean that the net change, %YoY and %GDP data do not cast for this year. Source: Wind 
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CLSA vs The Street 
 GDP Inflation  3 month HIBOR HKD/USD 
Government (2021) 4.5 (2021) 1.6  n.a n.a. 
Consensus (2021) 5.8 (2021) 1.5  (end-21) 0.29 (end-21) 7.76 
CLSA (2021) 6.5 (2021) 2.1  (end-21) 0.40 (end-21) 7.76 
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The 1Q GDP release has 
rendered the government 

forecast too low, however the 
boost was from net trade so 

the impact at street level is less 
than the figures imply 

The barometer has started to rise 
 Strong 1Q trade data mean an upward revision to our 2021 growth estimate. Qualitatively more important is that real 

estate – the traditional barometer of the Hong Kong economy – is starting to move higher.  

 Hong Kong still has low vaccine take-up. It has not had to tighten restrictions this year and is planning to reduce 
quarantine requirements for fully vaccinated travellers but the winter represents a risk.  

 Inflation has moved higher albeit slowly. Food and fuel prices will push inflation higher in the second half. They will 
abate in 1H22 but looking into 2H22, accommodation costs will keep Hong Kong inflation around 2%. 

 

Growth 
So far, Hong Kong has not had to increase Covid restrictions in 2021. That said, 
they remain harsh on international travel. There are plans to reduce quarantine 
requirements for vaccinated travellers but, at present, Hong Kong’s borders are 
effectively closed. Anecdotally, discretionary spending by locals is strong but real 
PCE growth in 1Q was 0.0% QoQ sa/1.6% YoY so this only goes so far. Low vaccine 
take-up remains a cause for concern. Hong Kong’s vaccination program is well 
established but only 27% of the population have had a first dose (17% fully 
vaccinated). This leaves Hong Kong vulnerable particularly through the winter 
months. A third wave represents a risk to our forecast which, as a result of 1Q trade 
strength, has been increased to 6½%.  

Looking into 2022 we expect, Covid permitting, consumer spending to remain 
strong. Our hopes that the pandemic would represent a “cycle reset moment” (see 
2Q21 EoAE) appear to be justified. The real estate market – always the barometer 
– has started to move higher. We leave our 2022 forecast an above consensus 4%.  

Inflation 
Inflation is rising but gradually. The elasticity of Hong Kong’s CPI to food and 
commodity price moves is lower than elsewhere in the region, nonetheless inflation 
will rise further. We forecast 3% for end-2021. Looking into 2022, food and fuel 
will fall away as inflation drivers. However, property, which today is making a 
negative contribution, should increasingly raise headline and core inflation. Hong 
Kong captures property in the CPI through rents and imputed rents. It therefore 
lags spot prices. But rising accommodation prices limit the deceleration we expect 
in inflation in 2H22 compared with countries where housing has a smaller weight.  

Monetary policy and exchange rate 
The HKD pulled away from the upper convertibility undertaking in November 2020 
and monetary variables have been normalising since. Even without the HKMA 
printing any more money, liquidity remains abundant; the HKMA has not sterilised 
any of the reserve balances it created in 2020. The aggregate balance remains, at 
HKD457bn (17% of GDP), more than sufficient to fund any degree of money supply 
and credit expansion. The pandemic has kept a lid on the transmission of liquidity 
into the real economy but things are starting to change. Centa City’s leading 
property price index has risen 6% since February and demand for new 
developments is increasing. The approach of US tightening might suggest that the 
best has passed for HKD liquidity. In reality asset inflation will become increasingly 
robust through 2022 even though (barring a return of the pandemic) the HKMA is 
likely to start sterilising some of the reserve money that it created in 2020.  

Hong Kong has not had to 
tighten Covid restrictions this 

year 
 
 
 
 
 

But with low vaccine take-up, 
the pandemic represents a risk 

to our 6.5% 2021 forecast 

The real estate market, after 
three lean years, has started to 

move higher 

Inflation is rising on food and 
fuel price effects 

 
These will support inflation in 

2H21 and ease in early 2022 
 

In 2H22 we expect 
accommodation to keep 

inflation around 2% 

The HKMA is no longer 
printing money 

 
But the money it printed last 

year is still in the system 
 
 

Intermediation of liquidity into 
the real economy will improve 

in 2022 as confidence in the 
real estate recovery builds 
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Currency forecast 
Period-end Annual Coming 12 months by quarter 

2018 2019 2020 2021F 2022F 3Q21F 4Q21F 1Q22F 2Q22F 
HKD/USD 7.82 7.80 7.75 7.76 7.77 7.76 7.76 7.76 7.77 
HKD/JPY 100 7.13 7.19 7.49 7.05 7.40 6.93 7.05 7.05 7.06 
HKD/GBP 9.97 10.35 10.52 11.25 10.10 11.25 11.25 10.86 10.33 
HKD/EUR 8.97 8.75 9.49 9.70 8.70 9.70 9.70 9.31 8.94 
Source: CLSA, Bloomberg 
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Hong Kong by numbers 
 2015 2016 2017 2018 2019 2020 2021E 2022F 
Breakdown of real GDP         
Private consumption 4.8  2.0  5.5  5.3  (0.8) (9.9) 4.6  5.1  
Public consumption 3.4  3.4  2.8  4.2  5.1  8.1  7.3  2.5  
GFCF (3.2) (0.1) 3.1  1.7  (14.9) (11.2) 10.0  5.5  
Domestic demand (contr. to growth) 1.6  2.4  5.0  4.3  (3.7) (6.4) 4.7  4.8  
Exports, goods & services (1.4) 0.7  5.8  3.7  (6.1) (5.9) 20.8  9.7  
Imports, goods & services (1.8) 0.9  6.6  4.5  (7.2) (6.2) 20.1  10.1  
Real GDP growth 2.4  2.2  3.8  2.8  (1.7) (6.1) 6.5  4.0  
Prices         
Consumer prices (y/e) 2.3  1.2  1.7  2.5  2.9  (0.9) 3.0  2.3  
Consumer prices (average) 3.0  2.4  1.5  2.4  2.9  0.3  2.1  2.1  
Currency & interest rates         
HKD/USD (y/e) 7.75  7.76  7.81  7.82  7.80  7.75  7.76  7.77  
HKD/USD (average) 7.75  7.76  7.79  7.84  7.82  7.75  7.76  7.77  
3-month HIBOR (% y/e) 0.39  1.02  1.31  2.33  2.43  0.35  0.40  0.40  
External sector         
Domestic exports (USD, % YoY) (15.1) (9.0) 1.5  5.2  3.5  (0.1) 82.7  6.1  
Re-exports (USD, % YoY) (1.4) (0.7) 7.8  6.9  (4.1) (0.9) 27.6  9.2  
Exports (USD, % YoY) (1.6) (0.8) 7.6  6.9  (4.0) (0.9) 28.2  9.2  
Imports (USD, % YoY) (3.9) (1.3) 8.3  7.9  (6.4) (2.6) 26.6  7.4  
Trade balance (USD bn) (57.5) (54.4) (61.8) (71.7) (54.5) (43.9) (38.7) (39.2) 
Current account balance (USD bn) 10.3  12.7  15.6  13.5  21.2  22.7  43.4  58.7  
- as a % of nominal GDP 3.3  4.0  4.6  3.7  5.8  6.5  11.4  14.6  
FDI (USD bn) 102.5  57.7  24.0  22.0  20.5  17.0  57.2  69.4  
CA + net FDI (% GDP) 36.5  21.9  11.6  9.8  11.5  11.5  26.5  31.9  
International reserves (USD bn, y/e) 358.8  386.2  431.4  424.7  438.0  445.7  503.9  509.9  
Money supply         
Money supply M1 (y/e) 15.4  12.3  9.8  (0.4) 2.6  30.1  18.4  10.0  
Money supply M2 (y/e) 5.5  7.7  10.0  4.3  2.8  5.8  10.0  10.0  
HKD bank lending (y/e) 3.8  7.9  19.7  8.9  6.6  (1.8) 11.7  13.4  
HKD bank lending (% GDP) 173.1  179.9  201.6  205.9  218.6  227.3  231.8  247.8  
Government sector         
General gov’t balance (% GDP)¹ 0.6  4.6  5.9  2.5  (1.3) (9.6) (3.5) (1.5) 
Nominal GDP         
Nominal GDP (USD bn) 309.4  320.8  341.2  361.6  363.1  346.5  379.3  402.2  
Nominal GDP per capita (USD)  42,324   43,487   46,025   48,308   48,282   46,355   50,906   54,086  
Nominal GDP (HKD bn) 2,398.4  2,490.1  2,658.7  2,834.3  2,845.1  2,687.2  2,944.2  3,123.9  
Nominal GDP (HKD, % YoY) 6.2  3.8  6.8  6.6  0.4  (5.6) 9.6  6.1  
Other data         
Visitor arrivals  (2.5) (4.5) 3.2  11.4  (14.2) (93.6) (65.7) 1,055.0  
Retail sales (3.6) (8.0) 2.3  8.7  (11.3) (24.2) 12.7  6.5  
Unemployment (% y/e) 3.3  3.4  3.0  2.8  3.2  6.6  5.8  4.6  
Population (millions) 7.31 7.38 7.41 7.49 7.52 7.47 7.45 7.44 
Note: % YoY rates unless otherwise stated. ¹ Fiscal year starting April. Source: CEIC, CLSA estimates, HK government. 
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CLSA vs The Street 
 GDP Inflation  Policy rate INR/USD 
Government (FY22) 9.5 (FY22) 5.1   n.a n.a. 
Consensus (FY22) 9.7 (FY22) 5.0  (end-FY22) 4.40 (end-21) 73.50 
CLSA  (FY22) 9.0 (FY22) 5.5  (end-FY22) 4.25 (end-21) 78.00 
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Recovery will be tempered by 
the high fatality rate, the 

reason for our lower GDP 
forecast. Unlike the RBI, we 

think inflation will keep rising 
in 1Q22. Consensus expects a 

rate rise by end-FY22, as do 
we. Our weaker INR forecast is 

post June FOMC meeting  

Recovery with inflation and currency risk 
 Economic disruption from the second wave has been less severe than the first wave with crucial support provided by 

the agricultural sector (favourable monsoon), reinforced by the robust ITC services sector. 

 Fiscal resources have been stretched to the limit, which will curb public expenditure during the recovery phase. The 
financial sector will not be deemed as operating effectively before it has been fully recapitalised. 

 Generous liquidity has been maintained for enhanced recovery prospects but extreme unconventional monetary policy, 
along with India’s twin deficits, leave the INR exchange rate vulnerable to steep depreciation.   

 

Growth 
The devastating pandemic second wave halted economic recovery. The contraction 
in 2Q21 (QoQ) will not be as steep as in 2Q20 though, with crucial support from 
buoyant agricultural output (the monsoon is delivering normal or better rainfall to 
over 70% of the country), reinforced by the robust ICT services sector. The very high 
fatality rate though, will drag out the recovery over a number of quarters. Fiscal 
resources have been stretched to the limit, which will curb public expenditure over 
the next two years. The financial sector will need to be fully recapitalised for it to 
operate effectively to drive economic recovery.    

GDP growth will rebound off a low base following the 7.3% GDP contraction in FY21. 
We forecast a rebound to 9% YoY in FY22 (despite a QoQ contraction in 2Q21) with 
moderating growth to 7% in FY22. The rapid decline in Covid cases has brightened 
economy recovery prospects but this will depend on an efficient vaccine rollout. The 
vaccination rate was still low at 20.1 per 100 people by 21 June.  

Inflation 
The 6.3% inflation spike in May cannot be shrugged off as entirely base year effect. 
Core inflation, at 6.6%, accelerated at a seasonally adjusted annualised rate of 8.9% 
in the three months to May. The RBI is confident that the favourable monsoon will 
contain food inflation (~46% CPI weighting). We think persistent high inflation will 
trigger a 25bp interest rate rise in 1Q22 and another 50bp rise in 1H FY23.     

Policy and exchange rate 
The RBI has supported government fiscal stimulus through generous liquidity 
supply. The QE programme will be extended for another quarter in 3Q21. RBI’s 
liquidity efforts are aimed at fuelling economic recovery but will increase exchange 
rate volatility. Mindful of INR depreciation exacerbating inflation risk, the RBI will 
draw down foreign reserves, when necessary, to support the exchange rate. Foreign 
reserves were above USD600bn (for the first time) in early June.   

Notwithstanding substantial reserves, the exchange rate will be vulnerable against 
a strengthening USD, which we anticipate in 2H21. The INR will be among Asia’s 
exposed currencies because of India’s twin deficits and unconventional monetary 
policy. The current account was in surplus in FY21 with domestic demand 
suppressed by the pandemic, but will swing back to deficit when domestic demand 
recovers. General government public debt will reach 100% of GDP in FY23. Unlike 
the RBI moreover, we expect a continued rise in inflation through 1Q22. This 
combination of factors argues for steep INR/USD depreciation in FY22 and FY23.      

Economic disruption from the 
second wave has been less 
severe than the first wave  

Core inflation has accelerated 
by 8.9% saar over the last three 

months   

RBI’s liquidity efforts are aimed 
to fuel recovery but will 

increase INR volatility 

Recovery requires an efficient 
vaccine roll-out; still low at 

20.1/100 people by 21 June 

The INR will be exposed by 
India’s twin deficits and 

extreme QE policy 
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Currency forecast 
Period-end Annual Coming 12 months by quarter 

2018 2019 2020 2021F 2022F 3Q21F 4Q21F 1Q22F 2Q22F 
INR/USD 69.79 71.27 73.05 78.00 84.00 76.25 78.00 79.50 81.00 
INR/JPY 100 63.62 65.62 70.61 70.91 80.00 68.08 70.91 72.27 73.64 
INR/GBP 89.01 94.48 99.07 113.10 109.20 110.56 113.10 111.30 107.73 
INR/Euro 80.03 79.92 89.45 97.50 94.08 95.31 97.50 95.40 93.15 
Source: CLSA, Bloomberg 
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India by numbers 
 FY16 FY17 FY18 FY19 FY20 FY21 FY22E FY23F 
Breakdown of real GDP         
Private consumption 7.9 8.1 6.2 7.6 5.5 (9.1) 8.8 7.7 
Public consumption 7.5 6.1 11.9 6.3 7.9 2.9 4.7 (1.0) 
GFCF 6.5 8.5 7.8 9.9 5.4 (10.8) 10.5 15.4 
Domestic demand (contr. to growth) 6.9 6.4 8.2 8.2 4.7 (8.4) 8.7 9.1 
Exports, goods & services (5.6) 5.0 4.6 12.3 (3.3) (4.7) 8.2 8.4 
Imports, goods & services (5.9) 4.4 17.4 8.6 (0.8) (13.6) 9.6 15.6 
Real GDP 8.0 8.3 6.8 6.5 4.0 (7.3) 9.0 7.0 
Prices         
Consumer prices (y/e) 4.8 3.9 4.3 2.9 5.8 5.5 6.5 5.3 
Consumer prices (average) 4.9 4.5 3.6 3.4 4.8 6.3 5.5 5.4 
Currency & interest rates         
INR/USD (y/e) 66.33 64.84 65.04 69.17 75.39 73.50 79.50 85.00 
INR/USD (average) 65.42 67.03 64.46 69.92 70.90 74.23 76.30 82.45 
Repo rate (% y/e) 6.75 6.25 6.00 6.25 4.40 4.00 4.25 4.75 
Reverse repo rate (% y/e) 5.75 5.75 5.75 6.00 4.00 3.35 3.75 4.25 
External sector         
Exports (USD, %YoY) (15.9) 5.2 10.3 9.1 (5.0) (6.5) 31.0 8.8 
Imports (USD, %YoY) (14.1) (1.0) 19.5 10.3 (7.6) (17.1) 43.2 17.8 
Trade balance (USD bn) (130.1) (112.4) (160.0) (180.3) (157.5) (96.4) (174.8) (241.1) 
Current account balance (USD bn) (22.1) (14.4) (48.7) (57.2) (24.6) 34.0 (4.4) (61.1) 
- as a % of nominal GDP (1.0) (0.6) (1.8) (2.1) (0.9) 1.3 (0.2) (1.9) 
FDI (USD bn) 36.0 35.6 30.3 30.7 43.0 47.8 28.0 46.0 
CA + net FDI (% GDP) 0.7 0.9 (0.7) (1.0) 0.6 3.1 0.8 (0.5) 
External debt (total, USD bn) 485.1 471.3 529.3 543.1 558.2 580.5 609.6 664.4 
Debt service ratio (% exports) 10.1 8.8 7.9 6.4 6.8 10.8 9.7 9.6 
International reserves (USD bn, y/e) 360.2 370.0 424.5 412.9 477.8 577.0 603.0 585.0 
Money supply         
Money supply M1 (y/e) 13.5 3.1 21.8 13.6 11.2 16.1 12.0 13.0 
Money supply M3 (y/e) 10.1 10.1 9.2 10.5 8.9 11.7 10.8 12.6 
Private sector credit (y/e) 10.7 7.8 9.5 12.7 6.3 5.2 6.3 12.5 
Private sector credit (% GDP) 56.7 54.6 53.9 55.0 54.2 58.8 56.3 54.5 
Government sector         
Central gov’t balance (% GDP) (3.9) (3.5) (3.5) (3.4) (4.6) (9.2) (7.2) (5.3) 
General gov’t balance (% GDP) (6.9) (6.9) (5.8) (5.8) (6.9) (12.0) (9.8) (8.4) 
Central gov’t debt (% GDP, y/e) 46.9 45.1 45.6 44.8 46.5 55.3 62.2 62.8 
General gov’t debt (% GDP, y/e) 69.5 68.3 69.0 69.9 73.3 85.5 93.7 96.0 
Nominal GDP         
Nominal GDP (USD bn) 2,103.8 2,296.2 2,651.3 2,701.4 2,870.1 2,666.0 2,833.4 3,157.3 
Nominal GDP per capita (USD) 1,639.7 1,767.7 2,017.7 2,035.7 2,140.3 1,966.5 2,067.1 2,278.4 
Nominal GDP (INR bn) 137,719 153,917 170,900 188,870 203,510 197,457 219,497 254,776 
Nominal GDP (INR, %YoY) 10.5 11.8 11.0 10.5 7.8 (3.0) 11.2 16.1 
Other data         
Industrial production 3.3 4.6 4.4 3.8 (0.8) (8.7) 9.5 7.0 
Population (millions) 1,283 1,299 1,314 1,327 1,341 1,356 1,371 1,386 
Note: All figures % YoY growth rates, unless otherwise stated. All data refer to fiscal years ending March. Source: Reserve Bank of India, CEIC, CLSA estimates 
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CLSA vs The Street 
 GDP Inflation  Policy rate IDR/USD 
Government (BI) (2021) 4.1 to 5.1 (2021) 2-4  n.a. n.a. 
Consensus (2021) 4.5 (2021) 2.2  (end-21) 3.50 (end-21) 14,200 
CLSA (2021) 4.6 (2021) 2.3  (end-21) 3.50 (end-21) 15,000 
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Consensus, like us, has been 
encouraged by the 

government’s pro-investment 
policy stance. The consensus 

exchange rate forecast pre-
dates the June FOMC meeting   

Commodity cycle boost for recovery  
 The economy, although domestic demand driven, will benefit from firming global demand through the commodity cycle 

which will strengthen the post-Covid recovery.  Our estimate for 2021 GDP growth is 4.6% real and 7.7% nominal.     

 Indonesia’s sovereign wealth fund (INA) will offset the public financing constraint for sustained infrastructure spending. 
Policy reform will encourage FDI. We forecast accelerating GDP growth to 5.9% real and 10.2% nominal in 2022. 

 Risk will be mitigated by a credible medium term fiscal strategy and an exit strategy for deficit monetisation. On the 
former, the government is finalising a tax reform initiative. The latter will continue until, but not beyond, end-2021.   

 

Growth 
The prolonged pandemic and slow vaccine rollout (13 vaccines per 100 people by 
21 June) have pushed out the recovery. Domestic demand will pick up in 3Q21, 
gathering momentum in 4Q21 and 1Q22.  This is a domestic demand driven 
economy but it will benefit indirectly from rising global demand. Recovery will be 
strengthened by the commodity cycle. There is also a large base year contribution. 
As an indication, 1.2% QoQ GDP growth in 1Q21 followed by zero QoQ growth in 
each of the remaining quarters would still deliver 2.7% YoY GDP growth in 2021. 
Our estimate for 2021 GDP growth is 4.6% real (2020: -2.1%) and 7.7% nominal 
(2020: -2.5%). At the time of writing, a surge in Delta strain infections tilts the 
balance of risk on our 2021 GDP forecast to the downside. 

Growth will accelerate in 2022. Indonesia’s sovereign wealth fund (INA) will offset 
the public financing constraint for sustained infrastructure spending. Policy reform 
will encourage FDI, in particular labour market reform that sharply reduces 
severance costs and curbs annual minimum wage increases. Guaranteed access to 
raw materials will be an added incentive for FDI (notably in the EV battery industry). 
We forecast 5.9% real and 10.2% nominal GDP growth in 2022.  

Inflation 
Inflation remained subdued  in 1H21. The Ramadan inflation spike was muted 
leaving headline at 1.7% YoY and core at 1.4% in May. (Both were around 3% YoY at 
the start of the pandemic). We still expect that Indonesia will follow the global trend 
with a steeper rise in inflation, coming off the low 2020 base, to 3.9% by end-21.    

Policy and exchange rate  
Despite the twin deficits (fiscal and current account) and monetisation of deficit 
spending for Covid fiscal relief measures, the market has not demanded a higher 
risk premium (the 10-yr government bond spread over US Treasuries, at 485bp in 
June, was actually 1ppt lower than pre-Covid). However, the market will become 
less tolerant of these risk factors as the year progresses. In order to circumvent a 
widening yield spread, which would raise government borrowing costs, there needs 
to a credible medium term fiscal strategy and an exit strategy for deficit 
monetisation. On the former, the government is finalising a tax reform initiative. 
The latter will continue until, but not beyond, end-2021.                  

BI will delay an interest rate increase until inflation breaches its 2-4% target. This 
will keep the policy rate at 3.5% through 2021 with a 50bp rise to 4% in 1H22. The 
twin deficits and unconventional monetary policy leave the IDR exposed. Rapid 
exchange rate depreciation will reinforce pressure on BI to tighten policy.   

The commodity cycle will 
strengthen post-Covid 

recovery prospects  

Pro-investment policy stance 
will fuel accelerating GDP 

growth in 2022 

Indonesia will follow the global 
trend with a steeper inflation 
rise over the next 12 months 

 Medium term fiscal strategy 
and an exit strategy for deficit 

monetisation will curb risk 

Next move in interest rates will 
be a rise but will be resisted by 

BI until early next year 
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Currency forecast 
Period-end Annual Coming 12 months by quarter 

2018 2019 2020 2021F 2022F 3Q21 4Q21 1Q22 2Q22 
IDR/USD 14,481 13,901 14,105 15,000 16,000 14,715 15,000 15,250 15,500 
IDR/Yen 100 13,201 12,799 13,634 13,636 15,238 13,138 13,636 13,864 14,091 
IDR/GBP 18,469 18,429 19,130 21,750 20,800 21,337 21,750 21,350 20,615 
IDR/Euro 16,605 15,587 17,271 18,750 17,920 18,394 18,750 18,300 17,825 
Source: CLSA, Bloomberg 
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Indonesia by numbers 
 2015 2016 2017 2018 2019 2020 2021E 2022F 
Breakdown of real GDP         
Private consumption 4.8  5.0  5.0  5.1  5.2  (2.7) 3.6  6.0  
Public consumption 5.3  (0.1) 2.1  4.8  3.3  1.9  2.3  1.0  
GFCF 5.0  4.5  6.2  6.7  4.5  (4.9) 6.8  10.2  
Domestic demand (contr. to growth) 4.2  4.5  4.9  6.1  3.9  (3.7) 4.4  6.7  
Exports, goods & services (2.1) (1.7) 8.9  6.5  (0.9) (7.7) 14.8  8.8  
Imports, goods & services (6.2) (2.4) 8.1  12.1  (7.4) (14.7) 16.2  14.7  
Real GDP growth 4.9  5.0  5.1  5.2  5.0  (2.1) 4.6  5.9  
Prices         
Consumer prices (y/e) 3.4  3.0  3.6  3.1  2.6  1.7  3.9  3.7  
Consumer prices (average) 6.6  3.5  3.8  3.2  2.8  2.1  2.3  3.9  
Producer prices (y/e) 1.8  3.3  3.1  3.0  0.5  1.1  4.6  3.1  
Currency & interest rates         
IDR/USD (y/e) 13,795 13,436 13,548 14,481 13,901 14,105 15,000 16,000 
IDR/USD (average) 13,389 13,309 13,381 14,238 14,148 14,582 14,525 15,500 
BI policy rate (% y/e) 7.50 4.75 4.25 6.00 5.00 3.75 3.50 4.00 
Base lending rate (% y/e) 12.46 11.36 10.68 10.34 10.03 9.15 8.90 9.25 
External sector         
Exports (USD, % YoY) (14.9) (3.1) 16.9  7.0  (6.8) (3.0) 27.5  9.2  
Imports (USD, % YoY) (19.7) (4.4) 16.2  20.6  (8.8) (18.1) 32.5  19.7  
Trade balance (USD bn) 14.0  15.3  18.8  (0.2) 3.5  28.2  29.2  12.9  
Current account balance (USD bn) (17.5) (17.0) (16.2) (30.6) (30.3) (4.3) (5.9) (23.2) 
- as a % of nominal GDP (2.0) (1.8) (1.6) (2.9) (2.7) (0.4) (0.5) (2.0) 
FDI (USD bn) 10.7  16.1  18.5  12.5  20.5  13.6  16.5  21.0  
CA + net FDI (% GDP) (0.8) (0.1) 0.2  (1.7) (0.9) 0.8  0.9  (0.2) 
External debt (total, USD bn) 309.9  320.0  352.5  375.4  403.6  417.5  440.0  452.0  
Gross external financing requirement % GDP 8.9  7.8  7.0  8.2  8.1  6.1  6.6  7.0  
International reserves (USD bn, y/e) 105.9  116.4  130.2  120.7  129.2  135.9  135.0  132.0  
Money supply         
Money supply M1 (y/e) 12.0  17.3  12.4  4.8  7.4  18.5  13.0  14.5  
Money supply M2 (y/e) 9.0  10.0  8.3  6.3  6.5  12.4  9.0  13.0  
Private sector credit (y/e) 10.1  7.8  8.2  11.7  5.9  (2.7) 3.0  13.5  
Private sector credit (% GDP) 35.4  35.5  35.1  35.9  35.6  35.5  34.0  35.0  
Government sector         
Public sector balance (% GDP) (2.6) (2.5) (2.5) (1.8) (2.2) (6.1) (5.6) (3.4) 
Public sector debt (% GDP, y/e) 27.5  28.3  29.4  29.8  30.2  39.4  43.9  44.9  
Nominal GDP         
Nominal GDP (USD bn) 861 932 1,016 1,042 1,119 1,127 1,144 1,182 
Nominal GDP per capita (USD) 3,332 3,565 3,837 3,894 4,135 4,121 4,140 4,235 
Nominal GDP (IDR tn) 11,526 12,402 13,590 14,839 15,833 15,434 16,619 18,322 
Nominal GDP (IDR, % YoY) 9.1  7.6  9.6  9.2  6.7  (2.5) 7.7  10.2  
Other data         
Industrial production 4.3  4.3  4.3  4.3  3.8  (2.9) 3.6  9.4  
Unemployment (% y/e) 6.2  5.6  5.5  5.4  5.3  6.3  6.0  5.2  
Population (millions) 258.4  261.6  264.6  267.7  270.6  273.5  276.4  279.1  
Note: % YoY rates unless otherwise stated. Ross external financing requirement is current account deficit plus debt amortisation Policy rate changed from 1-yr 
BI to 7-day repo rate effective August 2016. Source: IMF, CEIC, CLSA estimates, Bank Indonesia 
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CLSA vs The Street 
 GDP Inflation  Policy rate KRW/USD 
Bank of Korea (2021) 4.0  (2021) 1.8  n.a n.a. 
Consensus (2021) 3.9 (2021) 1.7  (end-21) 0.50 (end-21) 1,090 
CLSA (2021) 4.2  (2021) 2.5  (end-21) 0.75 (end-21) 1,200 
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Both consensus and BoK 
forecasts have risen in the last 

quarter. We are still above 
both on inflation but the gap 
on growth has all but closed 

The next few months are the riskiest 
 1Q growth was good. Export growth is robust but so are investment and consumer spending. We raise our 2021 growth 

estimate to 4.2%. This assumes Korea avoids subsequent Covid waves, if it can make it to Autumn it should be OK. 

 CPI inflation has not risen as rapidly as our models suggested (PPI, XPI and MPI are behaving as forecast). We shave 
0.9ppts off our 2021 inflation estimate. This still leaves it above consensus and inflation above 3% at year end. 

 We continue to forecast that rates will start to be raised before the end of this year. The KRW leads other Asian 
currencies. This means it will weaken by more than average in 2H21 but outperform a soft ADXY in 2022. 

 

Growth 
1Q growth was close to our assumptions and there is only a small (0.1ppts) increase 
in our 2021 GDP growth estimate to 4.2%. The 1Q data showed that multiplier 
effects from robust exports, rather than their direct contribution, are now driving 
growth. Thus, consumer spending, by AxJ standards, posted good growth and 
investment also was strong. Within the little changed GDP headline, we have 
rebalanced the composition towards consumer spending with a 1.9% YoY 
expansion. We have also increased our expectations for consumer spending in 
2022, to 3¼%, and this is the main contributor to our 3½% GDP growth forecast.  

Korea’s vaccination program has recently accelerated but at the time of writing only 
27% of the population have received a first dose. Western countries have only been 
confident enough to remove Covid restrictions when this number is around 50%. 
On this basis, Korea should be able to guard against a winter resurgence but until 
September/October the risk of a flare up remains high. The pandemic represents 
the biggest risk to our 2021 forecast. Although, compared with western economies, 
the damage that second Covid waves (in 3Q20 and 4Q20) did to Korean growth 
was modest, our 4.2% GDP growth forecast could not be realised if Korea, ahead 
of vaccination achieving critical mass, had to reimpose Covid restrictions.  

Inflation 
Inflation has risen but by less than we expected given the historical sensitivity of CPI 
to commodity prices. Our 2021 CPI inflation estimate therefore falls by 0.9pts from 
three months ago to 2½%. As in other countries, oil price effects that boosted 
inflation in 2Q21 will ease in 3Q and we see inflation temporarily lower before it rises 
again into year-end and early 2022. The inflation peak in our forecast is close to the 
end-2021 figure: 3.7% YoY. Inflation will fall from 2Q22, to end 2022 at 1.7% YoY.  

Monetary policy and exchange rate 
We have retained the forecast that the Bank of Korea will start to raise interest 
rates before the end of the year. Governor Lee indicated in May that the central 
bank was preparing for an orderly exit from its record low interest rate “at some 
point” and it remains concerned about household borrowing levels. Further rate 
increases should be expected in 1H22. 

The KRW has been range trading since mid-March. As with other Asian currencies, 
we see it weaker in 2H21. The KRW is one of the earliest moving Asian currencies. 
This suggests that it will underperform the Asian average in 2H21 but be a relative 
outperformer (of a soft ADXY) next year. We expect KRW1,200/USD for end-2021 
and KRW1,230/USD for end 2022.  

1Q growth was good 
 

It was close to the number in 
our model so 2021 growth is 

revised up by only 0.1ppts, to 
4.2% 

Korea’s vaccination program 
has accelerated 

 
We assume that there will be 
no resurgence of Covid over 

winter 
 
 

But a summer lockdown would 
derail our forecast 

Inflation is higher, but not as 
high as we expected 

 
It will move >3% in 4Q21 

 
For a peak around 3¾% YoY 

Falling in 2H22 

We retain a forecast of rate 
increases by the end of the 

year 

KRW moves early, so 
underperforming ADXY in 

2H21 and outperforming in 
2022 
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Currency forecast 
Period-end Annual Coming 12 months by quarter 

2018 2019 2020 2021F 2022F 2Q21F 3Q21F 4Q21F 1Q22F 
KRW/USD 1,118 1,158 1,088 1,200 1,230 1,150 1,200 1,210 1,220 
KRW/JPY 100 1,019 1,066 1,052 1,091 1,171 1,027 1,091 1,100 1,109 
KRW/GBP 1,426 1,535 1,476 1,740 1,599 1,668 1,740 1,694 1,623 
KRW/EUR 1,282 1,298 1,332 1,500 1,378 1,438 1,500 1,452 1,403 
Source: CLSA, Bloomberg 
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Korea by numbers 
 2015 2016 2017 2018 2019 2020 2021E 2022F 
Breakdown of real GDP         
Private consumption 2.2 2.6 2.8 3.2 2.1 (5.0) 1.9 3.2 
Public consumption 3.8 4.4 3.9 5.3 6.4 5.0 3.1 2.8 
GFCF 5.4 6.6 9.8 (2.2) (2.1) 2.6 8.7 6.8 
Domestic demand (contr. to growth) 3.5 3.8 5.3 1.9 1.4 (1.4) 4.1 3.9 
Exports, goods & services 0.2 2.4 2.5 4.0 0.2 (1.8) 13.7 12.3 
Imports, goods & services 2.1 5.2 8.9 1.7 (1.9) (3.3) 14.8 15.2 
Real GDP growth 2.8 2.9 3.2 2.9 2.2 (0.9) 4.2 3.5 
Prices         
Consumer prices (y/e) 1.1 1.3 1.4 1.3 0.7 0.5 3.7 1.7 
Consumer prices (average) 0.7 1.0 1.9 1.5 0.4 0.5 2.5 2.5 
Producer prices (y/e) (4.0) 1.8 2.2 0.9 0.7 0.2 8.5 0.5 
Currency & interest rates         
KRW/USD (y/e) 1,172 1,209 1,071 1,118 1,158 1,088 1,200 1,230 
KRW/USD (average) 1,131 1,161 1,131 1,100 1,165 1,180 1,141 1,218 
Call rate (% y/e) 1.50 1.25 1.50 1.75 1.25 0.50 0.75 1.25 
Avg household lending rate (% y/e) 3.23 3.29 3.61 3.61 2.98 2.79 3.13 3.63 
External sector         
Exports (USD, % YoY) (11.5) (5.7) 13.4 7.9 (11.1) (7.2) 32.1 11.9 
Imports (USD, % YoY) (19.8) (6.5) 18.0 10.6 (7.6) (8.8) 37.0 17.1 
Trade balance (USD bn) 120.3 116.5 113.6 110.1 79.8 81.9 87.0 66.3 
Current account balance (USD bn) 105.1 97.9 75.2 77.5 59.7 75.3 84.7 24.0 
- as a % of nominal GDP 7.2 6.5 4.6 4.5 3.6 4.6 4.7 1.4 
FDI (USD bn) (19.6) (17.8) (16.2) (26.0) (25.6) (23.3) (24.2) (25.0) 
CA + net FDI (% GDP) 5.8 5.3 3.6 3.0 2.1 3.2 3.4 (0.1) 
International reserves (USD bn, y/e) 368.0 371.1 389.3 403.7 408.8 443.1 485.6 494.6 
Money supply         
Money supply M1 (y/e) 19.6 12.4 6.9 1.9 9.6 25.6 14.8 4.9 
Money supply M2 (y/e) 7.5 7.5 4.7 6.8 7.9 9.8 8.4 4.9 
Private sector credit (y/e) 6.7 7.1 6.6 6.9 8.7 9.5 11.4 10.3 
Private sector credit (% GDP) 132.6 135.3 136.8 141.4 151.7 165.5 170.5 175.5 
Government sector         
Central gov’t balance (% GDP) (0.0) 1.0 1.3 1.6 (0.6) (5.4) (2.9) (2.8) 
- excl social sec funds (% GDP) (2.3) (1.3) (1.0) (0.6) (2.8) (7.2) (5.1) (5.0) 
Central gov’t debt (% GDP, y/e) 33.6 34.0 34.2 34.3 36.3 44.3 48.5 53.0 
Nominal GDP         
Nominal GDP (USD bn) 1,466.0 1,499.7 1,623.1 1,725.4 1,651.4 1,637.9 1,804.0 1,769.7 
Nominal GDP per capita (USD) 28,737 29,280 31,601 33,433 31,904 31,549 34,643 33,884 
Nominal GDP (KRW tn) 1,658.0 1,740.8 1,835.7 1,898.2 1,924.5 1,933.2 2,058.8 2,154.7 
Nominal GDP (KRW, % YoY) 6.1 5.0 5.5 3.4 1.4 0.4 6.5 4.7 
Other data         
Industrial production 1.6 3.0 3.0 1.6 0.7 (1.1) 6.3 4.6 
Retail sales 2.4 3.9 3.7 5.6 1.8 0.4 6.1 5.6 
Unemployment (% y/e) 3.5 3.7 3.7 3.9 3.6 4.3 4.2 4.0 
Population (millions) 51.0 51.2 51.4 51.6 51.8 51.9 52.1 52.2 
Note: % YoY rates unless otherwise stated. Source: IMF, World Bank, Bank of Korea, CEIC 
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CLSA vs The Street 
 GDP Inflation  Policy rate MYR/USD 
Government (2021) 6 to 7.5      (2021) 2.5 to 4  n.a n.a. 
Consensus (2021) 5.5 (2021) 2.3  (end-21) 1.75 (end-21) 4.08 
CLSA (2021) 5.6 (2021) 2.9  (end-21) 1.75 (end-21) 4.30 
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The BNM forecasts are now 
quite old (Nov 2020). We shift 

our policy view to no 
tightening in 2021, in line with 

our inflation forecast well 
within BNM’s targeted range 

Recovery delayed but not derailed 
 1Q21 sequential growth was good but it will be short-lived as the recurrent pandemic will continue to impinge on PCE 

until a majority of the population is vaccinated. Net export contribution has flattened out with rising imports.  

 Manufacturing, exports and commodity-linked sectors will benefit from the global recovery but we forecast only a 
modest investment rebound lifting real GDP growth from 5.6% in 2021 to 5.8% in 2022.  

 The BNM will not be eager to raise rates in 2021 given the early stage of recovery but tightening will start in early 
2022. The fiscal deficit can be reduced only gradually which, with rising inflation, will leave the MYR exposed.  

 

Growth 
The outsized growth contribution in 1Q21 from robust exports, along with the 
consumption rebound and firm commodity prices, will be undermined by pandemic 
disruption in 2Q21. Recurrent Covid restrictions will impinge on domestic demand 
until a significant portion of the population is vaccinated. The contribution from net 
exports (which flattened out in 1Q as imports rebounded) will not be enough to 
offset the drag from private consumption. There will be further reluctance to 
increase leverage despite loose credit conditions given the high household debt 
burden and weak consumer purchasing power. We expect real GDP growth to lose 
momentum in 2Q21, before accelerating again in 2H21 for full year growth of 5.6% 
YoY in 2021 (revised down from 6% in the 2Q21 EoAE). 

We still expect a rebound when the pandemic subsides driven by manufacturing, 
exports and commodity-linked sectors. The delay or cancellation of several large 
public infrastructure projects was a factor behind slower investment growth in 
2020, with government investment expenditure falling by 21.3% YoY in real terms. 
Although new projects announced in the 2021 budget will lift public investment 
(providing they come to fruition), the more convincing investment rebound will only 
come through in 2022 facilitated by new initiatives to enhance Malaysia’s 
investment climate and advance digital transformation. We lift our 2022 real GDP 
forecast to 5.8% YoY (from 5.2% previously). 

Inflation 
Headline inflation remained high at 4.4% in May. There will be persistent pressure 
from the pass through of commodity prices, partly offset by oil subsidies, and rising 
food prices. Inflation will start to ease when commodity inflation falls which we 
expect in 2H22. We forecast CPI inflation at 3.8% by end-2021, before slowing to 
2.3% by end-2022. 

Policy and exchange rate 
Weaker growth expectations and consistent BoP support from the sustained 
current account surplus make a rate increase in 2021 unlikely, reinforced by our 
expectations of a slow rise in core inflation. We forecast two 25bp increases in 
1H22 when the recovery in domestic demand is anchored and another in 2H22. 

High oil and commodity prices will provide fiscal relief, partly offset  by oil subsidies, 
as well as support for the current account. However, the still high fiscal deficit and 
public debt, along with high inflation, will leave the MYR exposed to a strengthening 
USD for our forecast 7% depreciation in 2021 and 5% depreciation in 2022. 

Pandemic-related challenges 
continue to pose a threat to 

sustainable recovery in 
domestic demand 

Investment will be needed to 
drive the post-Covid recovery 

Headline inflation is 
commodity price sensitive 

 
Inflation will start to ease with 
the commodity price downturn 

in 2H22  

BNM will resist an interest rate 
rise in 2021  

The MYR will depreciate in 
2021 and 2022 
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Currency forecast 
Period-end Annual Coming 12 months by quarter 

2018 2019 2020 2021F 2022F 3Q21 4Q21 1Q22 1Q22 
MYR/USD 4.14 4.09 4.01 4.30 4.50 4.20 4.30 4.40 4.50 
MYR/JPY 100 3.77 3.77 3.88 3.91 4.29 3.75 3.91 4.00 4.09 
MYR/GBP 5.28 5.42 5.44 6.24 5.85 6.09 6.24 6.16 5.99 
MYR/EUR 4.75 4.59 4.91 5.38 5.04 5.25 5.38 5.28 5.18 
Source: CLSA, Bloomberg 
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Malaysia by numbers 
 2015 2016 2017 2018 2019 2020 2021E 2022F 
Breakdown of real GDP         
Private consumption 5.9  5.9  6.9  8.0  7.7  (4.3) 6.2  6.8  
Public consumption 4.5  1.1  5.7  3.4  1.8  3.9  3.1  0.4  
GFCF 3.8  2.6  6.1  1.4  (2.1) (14.5) 7.9  8.3  
Domestic demand (contr. to growth) 5.5  4.4  6.1  4.4  3.7  (4.7) 5.5  6.0  
Exports, goods & services 0.2  1.3  8.7  1.9  (1.0) (8.9) 20.8  8.9  
Imports, goods & services 0.8  1.4  10.2  1.5  (2.4) (8.4) 23.2  10.1  
Real GDP growth 5.0  4.4  5.8  4.8  4.4  (5.6) 5.6  5.8  
Prices                 
Consumer prices (y/e) 2.7  1.7  3.5  0.2  1.0  (1.4) 3.8  2.3  
Consumer prices (average) 2.1  2.1  3.8  1.0  0.7  (1.1) 2.9  2.7  
Producer prices (y/e) (3.4) 6.5  0.3  (3.7) 3.5  (2.1) 5.4  3.0  
Currency & interest rates                 
MYR/USD (y/e) 4.29 4.49 4.06 4.14 4.09 4.01 4.30 4.50 
MYR/USD (average) 3.91 4.15 4.30 4.04 4.14 4.20 4.17 4.45 
Overnight policy rate (% y/e) 3.25 3.00 3.00 3.25 3.00 1.75 1.75 2.50 
Base lending rate (% y/e) 6.79 6.65 6.68 6.91 6.71 5.49 5.49 6.54 
External sector                 
Exports (USD, % YoY) (15.8) (5.2) 12.7  10.2  (4.1) (6.0) 31.8  8.6  
Imports (USD, % YoY) (15.1) (3.9) 13.0  11.3  (5.7) (8.9) 32.8  10.0  
Trade balance (USD bn) 28.0  24.6  27.2  28.4  30.1  33.0  42.3  43.0  
Current account balance (USD bn) 9.0  7.2  8.9  8.0  12.8  14.3  22.9  24.9  
- as a % of nominal GDP 3.0  2.4  2.8  2.2  3.5  4.2  6.2  6.7  
FDI (USD bn) (0.5) 3.3  3.8  2.5  1.6  0.7  1.6  2.3  
CA + net FDI (% GDP) 2.8  3.5  4.0  2.9  3.9  4.4  6.6  7.3  
External debt (total, USD bn) 195.3  211.5  212.8  221.2  227.0  233.5  256.2  256.8  
Debt service ratio (% exports) 22.7  24.8  15.3  11.8  12.8  13.8  14.5  15.7  
International reserves (USD bn, y/e) 95.3  94.5  102.4  101.4  103.6  107.6  112.4  110.7  
Money supply                 
Money supply M1 (y/e) 4.1  5.6  11.0  1.2  5.8  15.7  9.4  7.6  
Money supply M3 (y/e) 3.0  3.2  4.9  9.1  3.5  4.0  6.7  6.9  
Private sector credit (y/e) 7.9  5.3  4.1  7.7  3.9  3.4  8.3  6.3  
Private sector credit (% GDP) 122.8  121.7  115.5  117.8  117.1  129.3  128.0  127.2  
Government sector                 
General gov’t balance (% GDP) (3.2) (3.1) (2.9) (3.7) (3.4) (6.2) (5.9) (4.9) 
General gov’t debt (% GDP, y/e) 68.7  66.9  67.4  69.6  70.6  82.9  83.2  83.2  
Nominal GDP                 
Nominal GDP (USD bn) 301.4  301.3  319.1  358.8  365.3  337.0  371.9  372.1  
Nominal GDP per capita (USD) 9,663  9,523  9,965  11,080  11,231  10,280  11,209  11,072  
Nominal GDP (MYR bn) 1,177 1,250 1,372 1,448 1,513 1,417 1,549 1,657 
Nominal GDP (MYR, % YoY) 4.9  6.2  9.8  5.5  4.5  (6.4) 9.4  6.9  
Other data                 
Industrial production 4.6  4.1  4.4  3.1  2.4  (4.4) 8.4  3.0  
Unemployment (% y/e) 3.4  3.5  3.3  3.3  3.3  4.8  4.0  3.5  
Population (millions) 31.2  31.6  32.0  32.4  32.5  32.8  33.2  33.6  
Note: % YoY rates unless otherwise stated. Source: CEIC, Bank Negara Malaysia, IMF, Bloomberg, CLSA estimates 
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CLSA vs The Street 
 GDP Inflation  Policy rate PHP/USD 
Government  (2021) 6.0 to 7.0 (2021) <4.0  n.a. n.a. 
Consensus (2021) 5.5 (2021) 4.1  (end-21) 2.00 (end-21) 48.00 
CLSA (2021) 4.8 (2021) 4.6  (end-21) 2.00 (end-21) 50.00 
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BSP recognises downside GDP 
risk but argues it is too early in 

the year to revise its 6-7% 
estimate. We think recovery 
will only gain momentum in 
4Q21. Our higher inflation 

forecast reflects Philippines’ 
vulnerability to rising oil and 

commodity prices 

FDI crucial for robust recovery  
 Economic recovery prospects have been pushed out further by the relentless pandemic and delayed vaccination rollout, 

lowering our 2021 GDP estimate to 4.8%.  Recovery momentum will gather pace for 8.0% GDP growth in 2022. 

 Targeted infrastructure spending at 5.1% of GDP in 2021 is achievable but will confront a tightening fiscal constraint. 
BSP will maintain accommodative policy for as long possible but persistent inflation rise will trigger a rate rise in 1Q22.    

 The current account surplus will narrow in 2021 and swing to deficit in 2022, as domestic demand recovers, reinforcing 
PHP vulnerability. FDI support, which is crucial, will be facilitated by passage of the foreign investment reform bills.  

 

Growth 
Economic recovery prospects have been pushed out further by the relentless 
pandemic and the low vaccination rollout, among the lowest in Asia at 7.8 vaccines 
per 100 people by 21 June. After the 9.6% YoY GDP contraction in 2020, the 
rebound in 2021 will be limited by marginal QoQ GDP growth in 1Q21 and QoQ 
contraction in 2Q21. The rebound moreover, will be relatively moderate in 3Q21 
and much stronger in 4Q21. On this quarterly profile, GDP growth will fall short of 
5%, despite the low 2020 base. We lower our 2021 GDP estimate to 4.8% (from 
7.4% in our 2Q21 Eye on Asian Economies). The prospects for 2022 are much better. 
With investment picking up and growth coming off a relatively low 2021 base, we 
lift our 2022 GDP forecast to 8.0% (from 6.7% previously).                     

Investment will be relied on to drive the recovery, specifically infrastructure 
investment. Implementation was relatively efficient pre-Covid lifting public 
infrastructure spending to 5.3% of GDP, with a subsequent fall to 4.8% of GDP in 
2020. With renewed infrastructure spending in the first four months, the targeted 
5.1% of GDP in 2021 is achievable but will confront a tightening fiscal constraint. 
The private sector may not have the appetite to fill the financing gap. Certainly, the 
commercial banks are not rushing to provide the necessary credit with bank credit 
contracting for the fifth consecutive month, by 5% YoY, in April. Rising FDI will be 
crucial for post-Covid recovery prospects and balance of payments stability. 

Inflation 
Average inflation rose from 2.6% in 2020 to 4.5% in the first five months of 2021. 
In the absence of demand-led price pressure, the inflation rise will be contained in 
3Q21. Thereafter, inflation will follow the global trend higher, to our end-2021 
estimate at 5.3%. The Philippines is heavily reliant on oil imports. Inflation will rise 
further in 1Q22 triggering the start of a monetary tightening cycle.   

Policy and exchange rate 
Persistent inflation above 4% blocked further rate cuts despite the contracting 
credit cycle. April was the fifth consecutive month of credit contraction, by 5% YoY. 
The next rate move will be a rise; we forecast a 50bp rate rise to 2.5% in 1H22.   

Domestic demand recovery will put the current account back into deficit for 
increased PHP vulnerability. FDI support will be crucial. FDI will be facilitated by 
passage of the reform bills, which include: less restricted foreign ownership cap on 
public utilities; reduced employment threshold for foreign investment in SMEs; and 
reduced minimum paid up capital and looser restrictions in order to boost foreign 
participation in the retail sector.       

GDP will fall short of 5% in 
2021 but rising investment will 

lift GDP to 8% in 2022   

Targeted infrastructure 
spending at 5.1% of GDP in 

2021 is achievable 

Inflation will eventually trigger 
the start of a monetary 

tightening cycle in 1Q22 

Persistent inflation above 4% 
blocked further rate cuts; the 

next rate move will be a rise 

The current account will swing 
into deficit exposing the PHP. 

FDI support will be crucial 

http://www.clsa.com/


  Philippines EoAE Forecasts - 3Q21 
   

 

Currency forecast 
Period-end Annual Coming 12 months by quarter 

2018 2019 2020 2021F 2022F 3Q21 4Q21 1Q22 2Q22 
PHP/USD 52.72 50.74 48.04 50.00 53.00 49.50 50.00 50.80 51.60 
PHP/JPY 100 48.06 46.72 46.43 45.45 50.48 44.20 45.45 46.18 46.91 
PHP/GBP 67.24 67.27 65.15 72.50 68.90 71.78 72.50 71.12 68.63 
PHP/EUR 60.46 56.90 58.82 62.50 59.36 61.88 62.50 60.96 59.34 
Source: CLSA, Bloomberg 
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Philippines by numbers 
 2015 2016 2017 2018 2019 2020 2021E 2022F 
Breakdown of real GDP         
Private consumption  6.4   7.1   6.0   5.8   5.9   (7.9)  3.4   8.5  
Public consumption  7.9   9.4   6.5   13.4   9.1   10.5   7.2   (0.5) 
GFCF  13.8   20.9   10.6   12.9   3.9   (27.5)  4.3   18.0  
Domestic demand (contr. to growth)  8.4   10.9   7.8   8.6   6.3   (13.5)  4.7   9.9  
Exports, goods & services  10.0   9.2   17.4   11.8   2.6   (16.3)  8.4   9.8  
Imports, goods & services  15.0   18.8   15.1   14.6   2.3   (21.6)  7.0   13.0  
Real GDP growth  6.3   7.1   6.9   6.3   6.1   (9.6)  4.8   8.0  
Prices         
Consumer prices (y/e)  0.7   2.2   2.9   5.1   2.5   3.5   5.3   4.2  
Consumer prices (average)  0.7   1.3   2.9   5.2   2.5   2.6   4.6   4.4  
Producer prices (y/e)  (7.6)  (4.2)  (1.1)  0.2   0.6   (2.4)  6.0   3.3  
Currency & interest rates         
PHP/USD (y/e)  47.17   49.81   49.92   52.72   50.74   48.04   50.00   53.00  
PHP/USD (average)  45.50   47.49   50.40   52.66   51.80   49.62   48.95   51.55  
Overnight repo rate (% y/e)  4.00   3.00   3.00   4.75   4.00   2.00   2.00   2.50  
Interbank call loan rate (%y/e)  2.53   2.52   3.07   4.95   3.97   2.00   2.00   2.75  
External sector         
Exports (USD, % YoY)  (13.3)  (1.1)  21.2   0.3   2.9   (11.3)  18.7   10.3  
Imports (USD, % YoY)  (1.0)  17.7   17.6   11.9   (0.2)  (22.9)  22.0   18.2  
Trade balance (USD bn)  (23.3)  (35.5)  (40.2)  (51.0)  (49.3)  (31.8)  (40.4)  (52.3) 
Current account balance (USD bn)  7.3   (1.2)  (2.1)  (8.9)  (3.0)  13.0   2.7   (8.5) 
- as a % of nominal GDP  2.4   (0.4)  (0.7)  (2.6)  (0.8)  3.6   0.7   (2.0) 
FDI (USD bn)  0.1   5.9   7.0   5.8   5.3   3.0   4.2   6.5  
CA + net FDI (% GDP)  2.4   1.5   1.5   (0.9)  0.6   4.4   1.7   (0.5) 
External debt (total, USD bn)  77.5   74.8   73.1   79.0   83.6   98.5   108.1   108.6  
Gross external financing requirement % GDP  3.9   6.6   6.5   8.1   7.3   9.0   8.6   8.5  
International reserves (USD bn, y/e)  80.7   80.7   81.6   79.2   87.8   110.1   106.5   104.0  
Money supply         
Money supply M1 (y/e)  15.2   15.1   15.7   9.5   15.7   21.2   11.5   17.0  
Money supply M3 (y/e)  9.4   12.8   11.9   9.5   11.5   9.6   7.0   15.0  
Private sector credit (y/e)  13.6   17.3   19.4   15.7   10.9   (0.7)  2.0   16.5  
Private sector credit (% GDP)  36.9   39.9   43.5   45.6   47.4   51.2   48.5   50.5  
Government sector         
Public sector deficit (% GDP)  (0.9)  (2.3)  (2.1)  (3.1)  (3.4)  (7.6)  (9.3)  (7.4) 
National gov’t debt (% GDP, y/e)  42.7   40.2   43.1   42.6   42.1   57.2   65.8   69.5  
Nominal GDP         
Nominal GDP (USD bn)  306.4   318.6   328.5   346.8   376.8   361.5   394.1   418.6  
Nominal GDP per capita (USD)  3,001   3,074   3,123   3,252   3,485   3,299   3,549   3,720  
Nominal GDP (PHP bn)  13,944   15,132   16,557   18,265   19,518   17,939   19,295   21,578  
Nominal GDP (PHP, % YoY)  5.6   8.5   9.4   10.3   6.9   (8.1)  7.6   11.8  
Other data         
Industrial production  6.5   8.2   7.0   7.3   5.5   (13.2)  6.0   10.5  
Unemployment (% year average)  6.1   5.7   5.4   5.3   5.1   11.2   7.8   5.9  
Population (millions)  102.1   103.7   105.2   106.7   108.1   109.6   111.0   112.5  
Note: % YoY rates unless otherwise stated. Overnight policy rate repositioned from 4% to 3% effective June 2016.  
Source: IMF, IFS, CEIC, CLSA estimates, National Statistical Coordination Board, Philippines, Treasury, IIF 
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CLSA vs The Street 
 GDP Inflation  3-month SIBOR SGD/USD 
Government (2021) >4-6 (2021) 0.5 – 1.5  n.a n.a. 
Consensus (2021) 6.4 (2021) 1.4  (end-21) 0.45 (end-21) 1.31 
CLSA (2021) 6.5 (2021) 2.5  (end-21) 0.43 (end-21) 1.40 
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MAS raised its growth forecast 
in April and consensus also has 

risen. The inflation forecast still 
looks too low  

Cautious management continues 
 Tightening of Covid restrictions in May have hurt retail activity and we have had to include a 2Q contraction in our PCE 

forecast. Even with an assumed 3Q rebound, this reduces GDP growth this year to 6½%.  

 Inflation has risen in the last three months. This is primarily the impact of higher petrol and COE prices but MAS core 
inflation is edging up and will move towards 1½% in the second half.  

 This is in line with MAS expectations. It hinted that it would start to appreciate the SGD NEER from October in its April 
statement. This remains our expectation. The appreciation will be initially gradual, increasing in slope in October 2022. 

 

Growth 
Singapore’s vaccination program is advanced (first dose 52% of the population, both 
36%) even so the government remains cautious and tightened restrictions at the start 
of May. High frequency data suggest a sharp decline in retail traffic and we assume a 
5% QoQ contraction in PCE in 2Q. Even with a 3Q rebound, this cuts our 2021 PCE 
forecast. This is the main reason for the cut in our 2021 GDP estimate, to 6½%. Other 
growth drivers are performing well. Singapore’s aim is to be fully vaccinated by year 
end and 2Q21 should, we hope, be the last quarter in which Covid causes such an 
interruption to economic activity. We therefore raise our 2022 PCE forecast because 
of the weaker 2021 base. Our 2022 growth forecast falls from 5¾% to 5% but this 
reflects a smaller contribution from net trade as higher consumption implies stronger 
imports. This represents an impressive recovery given the difficulty in managing an 
open economy through the pandemic. We flagged three months ago that the 
government would be cautious in removing Covid support measures (which were 
topped up slightly in 2Q21). And, by Singapore’s standards it will be: we forecast a 
1% of GDP 2022 deficit. But, fiscal tightening still flattens the growth trajectory 
compared with that which a less cautious government policy would imply.  

Inflation 
Inflation rose in 2Q. The base effect from fuel prices means that the rise is likely to 
falter in 3Q but to a lesser extent than other countries. The inflation of Singapore’s 
COE car licenses is as important as petrol prices and this will continue. We expect 
that headline inflation will be rising again by year end and be around 3¼% YoY by 
end-2021. It will slow only in the second half of 2022. MAS core inflation is still 
below 1% but has risen and will move to around 1.5% by the end of the year as 
pandemic risks recede. It should remain stable around this level (which is close to 
the MAS desired range and historical norms) through 2022.  

Monetary policy and exchange rate 
This inflation trajectory is in line with the MAS forecast (which has 0-1% MAS core 
inflation as a 2021 average) and therefore implies no deviation from the implied policy 
path set out in the April policy statement. This implied that the SGD NEER would 
start to be appreciated again in October. Though market conviction in this has eased 
with the 2Q21 Covid flare-ups, it remains our central case: a “gradual appreciation” 
stance (i.e. around 0.5% per annum) adopted in October with the gradient increased 
to 1% (neutral monetary policy for Singapore) in October 2022. Although Singapore’s 
neutral monetary stance (of 1% pa appreciation) justifies the SGD’s reputation as a 
safe haven currency over long periods, in any given year it is the behaviour of the 
constituents of the basket that matters more. On a 12-month forward view, SGD is 
likely to underperform the USD. 

Tightened Covid restrictions in 
May mean we forecast a PCE 

contraction in 2Q 
 

This reduces our full year 
forecast to 6½% 

 
We upgrade our PCE forecast 

for 2022 
 

But higher imports will cap 
GDP growth at 5% 

 
Fiscal policy will be tightened 
after vaccines have been fully 

deployed 
 

The tightening will be gradual 
but still flatten 2022 growth 

Inflation has risen on petrol 
and COE prices 

 
MAS core inflation is edging up 

more slowly but will exceed 
1½% by end-2121 

 
Headline inflation to slow in 

2H22 

MAS will adopt a “gradual 
appreciation” of the SGD NEER 

in October 
 

Gradient steepened in October 
2022 

 
 

USD will strengthen against the 
SGD NEER basket 

 
Meaning on a 12-month view 

USD will outperform SGD 
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Currency forecast 
Period-end Annual Coming 12 months by quarter 

2018 2019 2020 2021F 2022F 3Q21F 4Q21F 1Q22F 2Q22F 
SGD/USD 1.36 1.35 1.32 1.40 1.46 1.35 1.40 1.42 1.45 
SGD/JPY 100 1.24 1.24 1.28 1.27 1.39 1.21 1.27 1.29 1.32 
SGD/GBP 1.73 1.78 1.79 2.03 1.90 1.96 2.03 1.99 1.93 
SGD/EUR 1.56 1.51 1.62 1.75 1.64 1.69 1.75 1.70 1.67 
Source: CLSA, Bloomberg 
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Singapore by numbers 
 2015 2016 2017 2018 2019 2020 2021E 2022F 
Breakdown of real GDP         
Private consumption 5.2 3.3 3.1 4.0 3.3 (14.1) 4.6 5.4 
Public consumption 8.9 3.8 3.1 3.2 3.4 12.6 1.1 (1.2) 
GFCF 2.0 0.5 5.4 (4.3) 1.2 (13.7) 17.4 7.6 
Domestic demand (contr. to growth) 0.3 4.0 4.5 0.9 1.3 (7.9) 6.0 3.4 
Exports, goods & services 5.0 (0.1) 7.1 7.7 0.1 (4.3) 9.2 6.8 
Imports, good & services 3.4 0.1 7.8 7.5 0.2 (7.1) 10.8 7.1 
Real GDP growth 3.0 3.3 4.5 3.5 1.3 (5.4) 6.5 5.0 
Prices         
Consumer prices (y/e) (0.6) 0.2 0.4 0.5 0.8 0.0 3.2 1.4 
Consumer prices (average) (0.5) (0.5) 0.6 0.4 0.6 (0.2) 2.5 2.4 
Domestic supply prices (y/e) (11.1) 9.1 0.7 0.4 (1.1) (6.8) 15.0 (5.0) 
Currency & interest rates         
SGD/USD (y/e)  1.41 1.45 1.34 1.36 1.35 1.32 1.40 1.46 
SGD/USD (average) 1.37 1.38 1.38 1.35 1.36 1.38 1.35 1.44 
3-month SIBOR (% y/e) 1.19 0.97 1.50 1.89 1.77 0.41 0.43 0.45 
External sector         
NODX (USD, % YoY) (6.4) (3.3) 8.9 6.7 (10.2) 3.1 13.9 1.9 
Retained imports (USD, % YoY) (29.8) (5.9) 22.7 17.4 (8.4) (18.4) 20.7 11.9 
Trade balance (USD bn) 92.6 90.1 101.1 101.4 96.8 93.6 99.9 88.1 
Current account balance (USD bn) 57.5 56.2 59.3 57.9 53.4 59.8 64.9 58.3 
- as a % of nominal GDP 18.7 17.6 17.3 15.4 14.3 17.6 17.3 15.7 
FDI (USD bn) 24.5 29.9 36.0 61.1 69.8 55.0 74.3 78.1 
CA + net FDI (% GDP) 26.7 26.9 27.7 31.7 32.9 33.8 37.2 36.7 
External debt (total, USD bn) 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 
Debt service ratio (% exports) 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 
International reserves (USD bn, y/e) 247.7 246.6 279.9 287.7 279.5 362.3 426.6 462.9 
Money supply         
Money supply M1 (y/e) 0.1 7.7 9.1 0.1 3.6 32.8 8.7 8.2 
Money supply M2 (y/e) 1.5 8.0 3.2 3.9 5.0 13.2 8.9 8.2 
Bank credit (y/e) (1.2) 2.9 5.6 3.0 3.1 (2.0) 11.6 12.8 
Bank credit (% GDP) 141.6 140.2 137.5 132.5 135.6 144.7 149.9 159.9 
Government sector         
Government balance¹ (% GDP) (1.0) 1.4 2.3 0.7 0.2 (11.6) (2.3) (1.0) 
Nominal GDP         
Nominal GDP (USD bn) 308.0 318.8 343.3 376.0 374.4 340.0 374.3 371.8 
Nominal GDP per capita (USD) 55,645 56,846 61,175 66,676 65,641 59,795 65,186 64,104 
Nominal GDP (SGD bn) 423.4 440.4 474.1 507.1 510.7 469.1 505.3 534.5 
Nominal GDP (SGD, % YoY) 6.1 4.0 7.7 7.0 0.7 (8.2) 7.7 5.8 
Other data         
Industrial production (5.1) 3.7 10.4 7.0 (1.5) 7.5 16.4 6.6 
Retail sales 4.6 1.9 1.9 (0.7) (2.9) (15.6) 9.4 12.6 
Unemployment (% y/e) 1.9 2.2 2.1 2.2 2.3 3.3 2.7 2.2 
Population (millions) 5.5 5.6 5.6 5.6 5.7 5.7 5.7 5.8 
Note: % YoY rates unless otherwise stated. ¹ Fiscal years beginning 1 April. Source: CEIC, MAS, MTI, Bloomberg, CLSA estimates 

http://www.clsa.com/


  Taiwan EoAE Forecasts - 3Q21 
   

 

CLSA vs The Street 
 GDP Inflation  Policy rate TWD/USD 
Central bank (2021) 5.1 (2021) 1.6  n.a n.a. 
Consensus (2021) 5.5 (2021) 1.5  (end-21) 1.13 (end-21) 27.7 
CLSA (2021) 6.5 (2021) 2.2  (end-21) 1.38 (end-21) 29.0 
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Even with a big Covid hit to 
2Q21, consensus and official 
growth forecasts are too low 

Not immune but resistant 
 High frequency data suggest a very weak 2Q21 consumer spending outturn. But the drivers of Taiwan’s growth should 

be little affected. They are exports and investment by export industries, both of which remain very strong. 

 Soft consumer spending growth has flattened the inflation profile. But only a little. Taiwan is still on track for 2021 
inflation around 2¼%, above consensus and the CBC’s projection.  

 Above expectation growth and inflation mean we retain our forecast that CBC will start to tighten before the end of 
the year (pandemic allowing). The TWD will soften on our forecast though other AxJ currencies are more at risk. 

 

Growth 
We flagged an upgrade to the Taiwan forecast on the publication of the 1Q21 GDP 
data. In the event we do raise our forecast (to 6½%); but the upgrade is tempered by 
the weakness in consumer spending due to the pandemic. Google mobility data 
suggest that 2Q21 will be significantly weaker for PCE than either 1Q20 (-3.8% QoQ 
sa) or 2Q20 (-3.1% QoQ sa). Even assuming a 3Q rebound it now looks as though 
PCE will contract YoY for a second year and this restrains growth to “only” 6.5%.  

With a more normal consumption trajectory Taiwan’s growth this year would be 
stellar. Exports are even stronger than we expected and investment spending robust. 
Net trade on our forecast provides 2/3 of 2021 growth. In reality the importance is 
greater, Taiwan’s investment cycle is concentrated in export industries and has a high 
import content. Taiwan is the biggest beneficiary from the elevated trade rebound 
that has followed the pandemic. Even though this will moderate on a QoQ basis 
Taiwan’s exports this year should exceed the previous peak growth rate (in 2010).  

Taiwan’s vaccination program is embryonic; it will not achieve critical mass this year. 
However, we assume that consumer spending looks more normal in 2022. The 2021 
weakness therefore raises the 2022 forecast. The investment cycle too will extend 
to next year. 2022 should see GDP growth above 6% for the second year.  

Inflation  
1Q21 inflation was a little higher than we expected but 2Q, so far, is tracking 
around 0.3ppts below the path that we expected in the 2Q21 EoAE. With the 
commodity price forecast little changed, the only change we make to our Taiwan 
forecast is this tracking error; we expect full year inflation of 2.2% (year end 3.5%). 
We stick with 2½% for 2022 though inflation will be falling quite sharply in 2H22.   

Monetary policy and exchange rate 
CBC raised its growth forecast as we expected but remains, on our view, too 
conservative. As it revises its growth forecast higher, we expect it to start to tighten 
late this year, continuing in 2022.  

The TWD appreciated by 3½% in April and May. However, gains looked in danger 
of stalling even before the Fed’s more hawkish than expected June FOMC meeting. 
Current account support will remain strong but extensive foreign ownership of 
Taiwan’s equities mean the currency is vulnerable. We see a softer TWD in 2H21 
and 1H22. The biggest risk is a “sell what you own” derisking; our central case has 
the TWD down about 3% to end-21 and a further 2½% in 2022; these are middle 
ranking losses in the context of other Asian currencies.  

2Q PCE is likely to be very 
weak 

 
But strong exports and 

investment mean we raise our 
2021 growth forecast to 6½% 

Export growth will exceed 
2010 levels 

 
 
 
 
 
 
 
 

Next year will also be strong 
assuming a more normal year 

for consumer spending 

We make a small cut to out 
inflation forecast on the 2Q 

outcome 
 

But our forecast of 2¼% is still 
well above consensus 

Tightening to start before year 
end 

TWD strength is unlikely to 
persist in the second half 
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Currency forecast 
Period-end Annual Coming 12 months by quarter 

2018 2019 2020 2021F 2022F 3Q21F 4Q21F 1Q22F 2Q22F 
TWD/USD 30.59 29.99 28.12 29.00 29.80 28.50 29.00 29.20 29.50 
TWD/JPY 100 27.89 27.61 27.18 26.36 28.38 25.45 26.36 26.55 26.82 
TWD/GBP 39.01 39.76 38.14 42.05 38.74 41.33 42.05 40.88 39.24 
TWD/EUR 35.08 33.63 34.43 36.25 33.38 35.63 36.25 35.04 33.93 
Source: CLSA, Bloomberg 
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Taiwan by numbers 
 2015 2016 2017 2018 2019 2020 2021E 2022F 
Breakdown of real GDP         
Private consumption 2.9 2.6 2.7 2.1 2.3 (2.4) (3.2) 2.4 
Public consumption (0.1) 3.7 (0.4) 4.0 0.7 2.7 2.9 2.0 
GFCF 2.7 3.4 (0.3) 3.2 10.2 3.8 16.9 8.7 
Domestic demand (contr. to growth) 2.0 2.5 1.0 3.0 2.6 0.3 2.7 3.6 
Exports, goods & services 0.4 (0.9) 4.5 0.2 1.3 1.2 32.1 12.6 
Imports, goods & services 1.4 (1.0) 1.6 0.8 1.1 (3.9) 34.1 12.3 
Real GDP growth 1.5 2.2 3.3 2.8 3.0 3.1 6.5 6.1 
Prices         
Consumer prices (y/e) 0.1 1.7 1.2 (0.1) 1.1 0.0 3.5 1.3 
Consumer prices (average) (0.3) 1.4 0.6 1.3 0.6 (0.2) 2.2 2.5 
Wholesale prices (y/e) (7.3) 1.8 0.3 0.8 (3.5) (4.8) 7.0 0.0 
Currency & interest rates         
TWD/USD (y/e) 32.79 32.00 29.95 30.59 29.99 28.12 29.00 29.80 
TWD/USD (average) 31.75 32.24 30.41 29.84 30.91 29.66 28.75 29.73 
Discount rate (% y/e) 1.625 1.375 1.375 1.375 1.375 1.125 1.375 1.625 
Overnight rate (% y/e) 0.24 0.17 0.18 0.18 0.18 0.09 0.12 0.20 
Base lending rate (% y/e) 2.83 2.63 2.63 2.63 2.63 2.63 2.63 2.63 
External sector         
Exports (USD, % YoY) (11.1) (9.0) 10.8 0.8 (4.3) 3.5 34.9 12.4 
Imports (USD, % YoY) (17.2) (10.6) 9.7 6.5 (1.9) (2.2) 39.3 10.8 
Trade balance (USD bn) 73.1 71.0 81.3 67.0 57.7 75.2 89.7 106.9 
Current account balance (USD bn) 72.8 71.3 83.1 70.8 65.2 94.8 109.9 126.8 
- as a % of nominal GDP 13.5 13.1 14.0 11.5 10.6 14.2 14.8 16.6 
FDI (USD bn) 17.1 27.6 15.0 25.2 20.0 23.0 27.7 27.7 
CA + net FDI (% GDP) 16.7 18.2 16.6 15.6 13.9 17.7 18.6 20.2 
International reserves (USD bn, y/e) 426.0 434.2 451.5 461.8 478.1 529.9 562.5 611.9 
Money supply         
Money supply M1b (y/e) 6.4 6.0 4.0 5.7 7.4 16.2 14.4 9.7 
Money supply M2 (y/e) 5.7 4.1 3.6 3.1 4.1 8.4 9.6 7.2 
Private sector credit (y/e) 3.6 4.2 5.0 5.6 5.3 7.1 9.5 9.8 
Private sector credit (% of GDP) 123.8 125.5 128.7 133.1 136.0 139.7 141.9 145.8 
Government sector         
General gov’t balance (% GDP) (1.8) (2.2) (2.0) (1.9) (1.9) (3.5) (2.2) (2.0) 
General gov’t debt (% GDP, y/e) 36.6 36.2 35.5 35.0 33.9 38.5 37.5 37.0 
Nominal GDP         
Nominal GDP (USD bn) 537.2 544.6 591.3 615.7 612.5 666.5 741.1 765.5 
Nominal GDP per capita (USD) 22,894 23,161 25,105 26,117 25,959 28,264 31,489 32,522 
Nominal GDP (TWD bn) 17,055 17,555 17,983 18,375 18,933 19,766 21,307 22,753 
Nominal GDP (TWD, % YoY) 4.9 2.9 2.4 2.2 3.0 4.4 7.8 6.8 
Other data         
Industrial production (1.4) 3.6 5.7 1.6 (1.2) 10.3 18.5 12.1 
Retail sales (0.0) (1.0) 0.3 1.1 2.0 1.0 7.6 4.6 
Unemployment (% y/e) 3.9 3.8 3.7 3.7 3.7 3.7 3.6 3.4 
Population (millions) 23.5 23.5 23.6 23.6 23.6 23.6 23.5 23.5 
Note: % YoY rates unless otherwise stated. Source: CEIC, CLSA estimates, IMF, Central Bank of China, DGBAS 
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CLSA vs The Street 
 GDP Inflation  Policy rate THB/USD 
Government  (2021) 1.8 (2021) 1.2  n.a n.a. 
Consensus (2021) 2.4 (2021) 1.2  (end-21) 0.50 (end-21) 30.80 
CLSA (2021) 1.0 (2021) 1.4  (end-21) 0.50 (end-21) 33.00 
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Compared with consensus, our 
GDP forecast is much lower, 

we do not expect a convincing 
tourism rebound this year. We 

also expect that rising 
commodity prices will lift 

inflation above BOT’s 1-3% 
target by end-2021   

Pining for a tourist revival 
 Exports have provided critical support for the economy reeling from the resurgent pandemic and prolonged tourism 

slump. We have lowered our 2021 GDP estimate to 1% but lifted our 2022 GDP forecast to 5.2%. 

 Tourism revival is a priority; the rush to open the country to foreign tourists requires an efficient domestic vaccination 
rollout. High household debt will be a structural headwind complicating economic recovery efforts. 

 There will be opposing forces influencing the exchange rate: a sustained current account surplus versus the fiscal 
overhang and rising inflation. The latter will prevail for THB depreciation against a strengthening USD.   

 

Growth 
Exports have provided critical support for the economy reeling from the resurgent 
pandemic and prolonged tourism slump. The nationwide vaccination rollout has 
started but economic recovery faces headwinds from high and rising household 
debt and a slump in consumer and business confidence. The tourism sector will 
struggle, not least until Thailand’s own vaccination rate is substantially higher than 
the current 10.9 vaccines per 100 people (21 June). With the ongoing pandemic, 
we have pushed out our GDP recovery projection: after a steep QoQ contraction in 
2Q, the rebound will be moderate in 3Q and much stronger in 4Q. This lowers our 
2021 GDP estimate to 1%, sharply down from our 4.2% estimate three months ago.   

Strengthening recovery momentum going into next year, lifts our 2022 GDP 
forecast to 5.2%, from 4.8% previously. The understandable impatience to speed 
up recovery in the tourism sector is the motivation for a ‘sandbox experiment’ using 
Phuket as a testing ground. Seven international airlines will operate direct flights 
bringing fully vaccinated foreign tourists to Phuket from 1 July. Structural hurdles 
remain notably high household debt and low confidence in the administration’s 
economic management, which pre-dated Covid. Procrastination on joining the 
CPTPP trade agreement has reinforced competitiveness concerns. There has been 
a partial offset from more positive reports of planned large investments, by Chinese 
and Taiwanese companies, in Thailand’s electrical vehicle sector.     

Inflation  
Domestic demand disruption due to Covid has tempered inflation. However, we 
expect that inflation will follow the global trend for a rise in 2H21 to 3.5% YoY by 
end-2021. Sustained inflation above BOT’s 1-3% target will eventually trigger a rise 
in interest rates; we forecast a 50bp policy rate rise to 1% in 1H22.  

Policy and exchange rate 
Covid relief packages will keep fiscal expenditure high pushing public debt above 
the 60% of GDP stress level in 2021. Infrastructure spending has been sustained 
but faces an increasing financing constraint, a motivating factor for the government 
to finally push ahead with the China-financed high-speed railway. The challenge, 
more broadly, will be attract higher FDI inflows, which will require bold policy 
initiatives on addressing competitiveness deficiencies.    

The 2020 current account surplus narrowed to 3.2% of GDP with the loss of tourism 
revenues. There was a deficit in 1Q21 but we still predict a widening surplus to 
4.7% of GDP this year with rising exports and delayed import rebound. Even so, the 
fiscal overhang and rising inflation will leave the THB exposed.  

Renewed domestic demand 
disruption, exports have 
provided critical support 

Tourism revival is a priority; 
high household debt is a 

structural headwind 

Infrastructure faces a financing 
constraint; the challenge will 

be to attract higher FDI inflow  

Opposing THB factors: current 
account surplus vs. fiscal 

overhang and inflation  

Sustained inflation above the 
1-3% target will trigger a rise in 

interest rates to 1% in 1H22 
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Currency forecast 
Period-end Annual Coming 12 months by quarter 

2018 2019 2020 2021F 2022F 3Q21 4Q21 1Q22 2Q22 
THB/USD 32.71 30.22 30.10 33.00 35.00 32.45 33.00 33.50 34.00 
THB/JPY 100 29.81 27.83 29.09 30.00 33.33 28.97 30.00 30.45 30.91 
THB/GBP 41.71 40.07 40.82 47.85 45.50 47.05 47.85 46.90 45.22 
THB/EUR 37.50 33.89 36.85 41.25 39.20 40.56 41.25 40.20 39.10 
Source: CLSA, Bloomberg 

29 June 2021 tony.nafte@clsa.com 53 

Thailand by numbers 
 2015 2016 2017 2018 2019 2020 2021E 2022F 
Breakdown of real GDP         
Private consumption 2.6  2.9  3.1  4.6  4.0  (1.0) 0.5  8.0  
Public consumption 2.5  2.2  0.3  2.6  1.7  0.9  2.0  (0.3) 
GFCF 4.4  2.9  1.8  3.8  2.0  (4.8) 1.0  9.8  
Domestic demand (contr. to growth) 2.3  0.1  4.8  6.8  1.4  (1.1) 1.4  6.7  
Exports, goods & services 1.3  2.7  5.2  3.4  (3.0) (19.4) 6.0  9.3  
Imports, goods & services 0.0  (1.0) 6.2  8.3  (5.2) (13.3) 7.6  11.8  
Real GDP growth 3.1  3.4  4.2  4.2  2.3  (6.1) 1.0  5.2  
Prices         
Consumer prices (y/e) (0.9) 1.1  0.8  0.4  0.9  (0.3) 3.5  3.3  
Consumer prices (average) (0.9) 0.2  0.7  1.1  0.7  (0.8) 1.4  3.4  
Producer prices (y/e) (2.7) 1.3  (0.8) 0.0  (0.1) (0.5) 5.4  3.0  
Currency & interest rates         
THB/USD (y/e) 36.01  35.81  32.67  32.71  30.22  30.10  33.00  35.00  
THB/USD (average) 34.24  35.28  33.92  32.30  31.04  31.29  31.60  34.00  
1-day repo rate (% y/e) 1.50 1.50 1.50 1.75 1.25 0.50 0.50 1.00 
Minimum lending rate (% y/e) 6.68 6.43 6.32 6.32 6.18 5.42 5.42 6.00 
External sector         
Exports (USD, % YoY) (5.9) 0.1  9.5  7.5  (3.3) (6.6) 26.0  9.8  
Imports (USD, % YoY) (10.6) (5.1) 13.2  13.7  (5.6) (13.5) 30.0  18.4  
Trade balance (USD bn) 26.1  35.8  32.6  22.4  26.7  39.8  42.7  25.8  
Current account balance (USD bn) 27.8  43.4  44.0  28.4  38.2  16.3  23.7  27.2  
- as a % of nominal GDP 6.9  10.5  9.6  5.6  7.0  3.2  4.7  5.4  
FDI (USD bn) 3.9  (9.9) (5.9) (4.2) (5.3) (22.8) (8.2) (6.0) 
CA + net FDI (% GDP) 7.9  8.1  8.3  4.8  6.0  (1.3) 3.1  4.2  
External debt (total, USD bn) 131.1  132.8  155.9  163.1  171.9  190.0  202.1  216.0  
Debt service ratio (% exports) 7.6  6.0  5.8  6.0  6.3  6.3  7.3  7.4  
International reserves (USD bn, y/e) 156.5  171.9  202.6  205.6  224.3  258.1  253.0  250.0  
Money supply         
Money supply - Narrow (y/e) 5.7  4.8  9.4  2.8  5.7  14.2  9.0  11.0  
Money supply - Broad (y/e) 4.4  4.2  5.0  4.7  3.6  10.1  5.0  10.4  
Private sector credit (y/e) 5.4  3.2  3.7  6.1  2.6  5.2  4.5  9.5  
Private sector credit (% GDP) 139.6  135.7  132.6  133.1  132.3  149.9  154.2  156.3  
Government sector         
Public sector balance (% GDP)¹ (1.8) (0.9) (2.4) (2.5) (2.6) (5.0) (7.4) (6.1) 
Public sector debt (% GDP, y/e) 42.6  41.8  41.8  42.0  41.0  49.6  60.4  61.9  
Nominal GDP         
Nominal GDP (USD bn) 401.4  413.6  456.6  506.7  544.4  501.7  504.4  506.7  
Nominal GDP per capita (USD) 5,841 5,997 6,598 7,298 7,819 7,187 7,211 7,231 
Nominal GDP (THB bn) 13,743 14,590 15,489 16,369 16,898 15,698 15,942 17,229 
Nominal GDP (THB, % YoY) 3.9  6.2  6.2  5.7  3.2  (7.1) 1.6  8.1  
Other data          
Industrial production 1.9  2.2  2.1  2.9  0.0  (5.9) 7.0  6.5  
Population (millions) 68.7  69.0  69.2  69.4  69.6  69.8  70.0  70.1  
Note: % YoY rates unless otherwise stated; ¹ Fiscal year ending September. Source: IMF, IFS, CEIC, CLSA estimates, Bank of Thailand 
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