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DBS Economics Outlook and Market Strategy 2022  

Testing the guardrails 
 

Summary 

 
• 2022 ought to be characterised by strong 

consumer demand in DM and a substantial 
reopening dynamic in EM, clouded a tad by US 
monetary policy moves. But the Omicron 
variant threatens to spoil it 

• A new wave of the pandemic could not only 
slow down global demand… 

• …it could cause major convulsions in the asset 
markets 

• US Fed would have to balance inflation risk 
against keeping the economic recovery intact 

• China’s pandemic and credit stress 
management would be crucial for global 
market sentiments 

• Emerging economies face the risk of Covid 
resurgence on one hand and Fed liftoff on the 
other hand 

• Medium-term imperatives are climate 
change, inequality, tech wave, geopolitics, 
and debt overhang 

 
Macro Strategy 
 
Rates 
• Fed policy normalisation and curve flattening 

at play 
Currency 
• USD stronger amidst uncertainties 
Credit 
• Default risk will bottom, but there will be 

plenty of issuances to hold through the cycle 
Equities 
• Re-opening trade for Asean economies 
• Buy selected dips in China/HK 

Related publications: 
 
China 2022: The State asserts 
India 2022 Outlook: Shifting to a higher 
gear 
Singapore Outlook 2022: Rebalancing 
growth and inflation risks  
DM Rates: Exit Strategy 

https://www.dbs.com.sg/corporate/aics/templatedata/article/generic/data/en/GR/112021/211130_insights_china.xml
https://www.dbs.com.sg/corporate/aics/templatedata/article/generic/data/en/GR/122021/211202_insights_india.xml
https://www.dbs.com.sg/corporate/aics/templatedata/article/generic/data/en/GR/122021/211202_insights_india.xml
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Key charts 

 
Movement of wages and jobs suggest time for 
US Fed to begin policy normalisation 

 
 
Real short-term rates are exceptionally low in 
Asia; only way is up 
 

 
 
 
 
 
 
 

 
 
 
Soaring public debt burden will be a key 
legacy of the pandemic 
 

 
 
Non-Asia EM economies are most vulnerable 
to Fed hikes. In Asia, watch IDR and MYR  
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Overview: Testing the guardrails 

2022 ought to be characterised by strong 
consumer demand in developed markets and a 
substantial reopening dynamic in emerging 
markets, clouded a tad by US monetary policy 
moves. But the Omicron variant threatens to 
spoil that narrative. Even if turns out to have 
more bark than bite, i.e. very infectious but not 
particularly lethal, the world’s vulnerability to 
variants is well underscored, shedding harsh 
light on the danger posed by global vaccine 
inequity. Markets will remain on the edge with 
inevitable news-flow of this nature.  

The inflation debate, supply versus demand; 
temporary versus structural, has run its course, 
with policy lift-off from the emergency 
accommodation very likely to be a major theme 
of 2022. The US Fed would have to balance 
inflation risk against keeping the economic 
recovery intact. Going into the new year, the 
former appears more pressing than the latter, 
but it won’t take too much for the latter to 
loom, driven by a variety of factors. 

First risk factor is the state of the asset market, 
marked by historically high valuation across the 
spectrum.  While rates, liquidity, and investor 
appetite are conducive for the froth to persist, 
the space between profit-taking and a 
downward spiral narrows at such lofty levels. 
Unlike the Chinese authorities, who appear 
impervious to asset price corrections, the Fed in 
particular faces tremendous pressure to 
support the markets; 2022 may bring several 
tests of such nature.  

The second risk factor is China. The global 
economy and markets took notice of China’s 
market selloff and economic slowdown in 2021, 
but there was little spill-over. Further 

correction in China, be it from pandemic 
resurgence, regulatory crackdown, or power 
shortage, could put a major dent in global 
demand and investor sentiment. 

Third, dealing with the fiscal cost of the 
pandemic. Many countries have seen their 
debt/GDP ratio go up by 15-30% over the past 
couple of years. Regardless of the level of 
interest rates, the time to stop adding to debt 
has arrived, which would require both healthy 
GDP growth and reduction in fiscal support. This 
would be a challenging act, to say the least, with 
a high chance of a few sovereign stumbles. 
These risks are likely to manifest outside of Asia, 
but the stress could spill over to these shores.  

Coming back to the Fed’s forthcoming 
challenges, even if DM asset markets manage to 
handle the lift-off, two questions will linger. 
First, would inflation come down with a bit of 
policy normalisation, or would it require 
forceful, growth dampening action? Second, 
would emerging markets be able to handle the 
likely volatility in capital flows that would 
accompany the Fed moves?  

It is important to pay close attention to such 
risks, but there is also a good chance that it 
could all work out. In the near term, the 
transition to an endemic-Covid could keep 
progressing, aided by wider vaccination and 
rollout of anti-viral treatments. Supply side 
bottlenecks, especially at the ports, could ease, 
even as consumer demand remains resilient. 
China-US, unlikely to become allies, could still 
find areas of détente, especially over climate 
change and technology. That could make for a 
calmer 2022, supported by the guardrails of 
geopolitics, economics, and finance. 

Taimur Baig  
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US: Hot demand, tight supply, for how long? 

  2020 2021f 2022f 2023f 

GDP growth, yoy%, ave -3.5 5.5 3.5 2.5 

Inflation, yoy%, ave 1.3 4.5 4.1 2.5 

Policy rate, %, eop 0.25 0.25 0.75 1.25 

10-year yield, %, eop 0.92 1.60 2.10 2.30 

 
US inflation is running hot; the producer price 
index (PPI) has been rising in the high single 
digit rate, hovering around the highest print in 
over a decade. The consumer price index (CPI) 
has been well over 5%. Inflation has also 
become broad-based; the widely followed core 
personal consumption expenditure (PCE) index 
is running at over 3.5% in recent months, which 
are the highest reading in decades. Energy and 
food prices have been a drag for a while, but 
now, owing to strong demand and myriad 
supply side disruptions, durable goods prices 
have begun to firm. Labour shortages are 
pushing up service charges and wages, which 
would likely add momentum to prices.  

The supply side constraints are widely 
discussed; due to pandemic resurgence, 
production out of three key supply chain 
participants, China, Malaysia, and Vietnam, has 
been affected. Container shortages and port 
bottlenecks have slowed down shipment. 
Labour shortages have hurt companies trying to 
increase operation as well.  

Equally at play is very strong consumer demand. 
Shrugging away high energy prices and product 
delivery delays, US retail sales have surged in 
the final quarter of the year, with autos, home 
building, furniture, and recreational goods 
leading the way. Holiday sales seem to have 
started early this year, helping push up the 4Q 
GDP Nowcast sharply, with Atlanta Fed’s latest 

estimate running at high single digits on a 
seasonally adjusted, annualised, basis. 

Strong demand notwithstanding, which ought 
to be a good narrative, frequent mention of 
high prices in the media dampens the narrative. 
The public responds adversely to higher 
gasoline and food prices, which complicates the 
political space. Hence the Biden administration 
is taking measures to ease supply side 
constraints, from releasing fuel from the US 
strategic reserves to keeping ports open 24/7. It 
has also been amenable to reduce the scale and 
scope of its two landmark legislations.   

Regardless of the size of these year’s fiscal 
measures, most of the money would trickle 
through over several years in any case, US fiscal 
impulse will turn negative by 2022, as many of 
the pandemic-related emergency support 
measures expire. The Federal reserve will be 
tapering asset purchases and will be hiking 
rates in Q4,’22, in our view.  

With marginal tightness in fiscal and monetary 
policy in play for next year, and many of the 
prevailing supply side bottlenecks likely to ease, 
the outlook for inflation does not look dire, or 
policy does not seem behind the curve, in our 
view. We expect core PCE inflation to be around 
3% in 2022, on top of an average of 3.2% this 
year, but that would still leave 10-year inflation 
in line the Fed’s objective of 2%/year, driven by 
the fact the inflation would ease in the second 
half of 2022. The risk is the rather sanguine 
fixed income market, where real yields are too 
low, in our view. Pandemic resurgence ought 
not be a major factor next year, but we have 
seen enough in 2020-21 to refrain from 
dismissing that risk outright. 

                                                              Taimur Baig  
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Eurozone: Counting on Covid stabilisation  

  2020 2021f 2022f 2023f 

GDP growth, yoy%, ave -6.8 4.9 4.0 2.8 

Inflation, yoy%, ave 0.3 2.5 2.3 2.0 

Policy rate, %, eop 0.0 0.0 0.0 0.0 

EUR per USD, eop 1.22 1.12 1.10 1.14 

10-year yield, %, eop -0.6 -0.23 0.0 0.1 

 
Parts of Europe face a sharp resurgence in 
Covid cases in 4Q21, including Germany, 
Austria, Netherlands, and Denmark. The WHO 
warned that Europe was again the “epicenter of 
the pandemic,” whilst clarity on the new variant 
is awaited. Eurozone’s growth is likely to 
moderate into 4Q21, as bulk of the reopening 
gains and peak improvement in mobility are 
behind us. Reimposition of light restrictions 
especially on the unvaccinated could take effect 
to ward off the latest spike in cases, besides 
fading base effects.  
 
We expect growth to ease to 4% yoy in 2022. 
The Covid situation remains fluid, but 
authorities will steer clear of reimposing large-
scale restrictions, preferring to undertake a 
more nuanced approach in tune with the ‘living 
the virus’ dictum and targeting the 
unvaccinated populace. Consumption is 
expected to display a mixed trend as the 
unemployment rate might tick up in the short 
term as emergency short-term work 
compensation schemes are unwound and real 
incomes come under pressure due to high 
inflation. The rate could resume its fall in 2H on 
a broad pickup in economic activity.   
 
Investment and industrial output growth rates 
are poised to sustain on higher construction 
activity and impact of the EUR750bn worth 
Next Generation EU (NGEU) fund outlays, which 
will peak next year. Supply bottlenecks and 

jump in energy prices that hurt production and 
stoked inflation might iron out into 2022. 
Nonetheless, the Eurozone will trail the US in 
returning to pre-pandemic levels. The zone’s 
aggregate fiscal deficit is likely to stand at 7.2% 
of GDP in 2021, stable from last year. Next 
year, an unwinding in stimulus programs might 
narrow the deficits to 4-5%, but the impulse will 
still be expansionary as fiscal budget rules stay 
suspended. Outlays under the NGEU funds will 
be ramped up (0.5-1% of GDP), which will 
support growth if spent towards investments 
but not add to the fiscal strain.  
 
For inflation, the balance of risks is tilted to the 
upside, with the rise to prove transitory but not 
short-lived. Headline inflation is expected to 
peak by end-2021/early-2022 but only return to 
sub-2% beyond 2H22. Into 2022, a narrowing 
output gap and pass-through of higher input 
prices are likely to underpin price pressures, 
even as base effects counteract to soften the 
annual average to 2.3% yoy. 
 
The ECB will need to contend with recent 
elevated inflation, even as they bank on supply 
bottlenecks adjust and energy prices to abate 
next year. Asset purchases under the Pandemic 
Emergency Purchase Program (PEPP) might be 
unwound by March. To avert a sudden fall-off in 
purchases, the regular monthly Asset Purchase 
Program (APP) of EUR20-40bn might continue, 
with increased flexibility, for next 3-4 quarters. 
The ECB will continue to persuade participants 
to push back rate normalisation expectations to 
avoid tightness in financial conditions. Rate 
hikes are not on the cards until 2023, in our 
view, with the ECB expected to lag the US Fed 
in policy normalisation.  

Radhika Rao Eu
ro
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Japan: Kishida’s first year  

  2020 2021f 2022f 2023f 

GDP growth, yoy%, ave -4.6 2.0 2.5 1.2 

Inflation, yoy%, ave 0 0 0.5 0.5 

Policy rate, %, eop -0.10 -0.10 -0.10 -0.10 

JPY per USD, eop 103 114 118 114 

10-year yield, %, eop 0.02 0.10 0.15 0.20 

 
The ruling Liberal Democratic Party has retained 
its majority after the lower house election in 
October. This victory ensures that political 
status quo will continue into the upper house 
election in July 2022. Prime Minister Fumio 
Kishida is likely to forge ahead some of the 
pledged reforms during his first year in office. 
In the election campaign, Kishida proposed the 
concept of “new capitalism” to reduce income 
disparity and redistribute wealth, such as 
raising wages, providing more subsidies for the 
young and working families, and hiking the 
capital gains tax. His government will likely 
increase spending on social welfare 
programmes via general and supplementary 
budgets. Raising capital gains tax is unlikely in 
the near term. Apart from contradicting the 
pro-growth policy stance of the conservative 
LDP supporters, this plan also triggered an 
adverse reaction in the stock market.  
 
Meanwhile, Kishida is likely to follow the 
former administrations on the key industrial 
policies. These include strengthening the 
domestic supply chains for essential goods, 
enhancing technology capabilities, promoting 
free trade, and achieving carbon neutrality by 
2050. The previous government has 
successfully lobbied Taiwan’s TSMC to build a 
22-28nm chip plant in Kumamoto Prefecture by 
offering up to half of the USD7bn investment. 
Construction will begin in 2022 and production 

will start in 2024. Regarding decarbonization, 
Kishida has said at the recent COP26 climate 
summit that Japan will boost investment to 
transform fossil-fuel-fired thermal power into 
zero-emission thermal power and develop the 
next-generation batteries and motors that are 
critical for electric vehicles. 
 
We project 2.5% growth in 2022, a steady rate 
compared to 2.0% this year. Real GDP will 
approach the pre-pandemic levels and the 
output gap will continue to narrow. Covid 
infections have plummeted in Japan since 
November. Experts attributed the turnaround 
to rapid vaccination rollout, behavioural 
changes and some unknown factors. A rebound 
remains possible in the coming months as the 
vaccine efficacy wanes and the new Omicron 
variant emerges. But the worst might be behind 
us, given that vaccines and antiviral drugs both 
become available amidst a more resilient 
response system. Domestic private 
consumption is poised to return to the pre-
pandemic levels in 2022, but still lower than the 
peaks before the 2019 sales tax hike. 
 
The Bank of Japan is expected to keep 
monetary policy accommodative. Unlike the 
US and many emerging economies, inflation is 
benign in Japan. The surge in energy prices and 
the disruptions in global supply chains have 
pushed up the upstream costs for Japanese 
producers. But this could not be easily passed 
onto downstream consumers due to soft 
domestic final demand. We expect the BOJ to 
keep the short-term and long-term policy rates 
unchanged through 2022, at -0.1% and 0%, 
respectively. But the pandemic-related special 
loan programme may be gradually phased out 
after the March 2022 deadline.  

 Ma Tieying 
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Rates: Exit Strategy 

The global economy is exiting the pandemic 
after close to two years. A semblance of 
normalcy, with international travel being the 
last leg to recover, would probably characterize 
2022. Note that 2022 could also mark a more 
sustained recovery in the emerging markets 
which struggled in 2021. With the Delta variant 
moving behind us and vaccinations rate 
improving and better treatments available, this 
could set the stage for more balanced global 
growth. This suggests that major central banks 
will take the chance to exit exceptionally loose 
monetary policy. One complicating factor is 
the Omicron variant, which poses downside 
risks to the outlook and could delay the global 
recovery to some extent. 

The US is facing considerable inflationary 
pressures. Actual inflation has been high for 
several months. With wages rising at a pace of 
4-5% YoY supply-side worries exacerbating 
matters, it is not surprising that the Fed has 
already announced taper in November. The Fed 
also preserved flexibility by only committing to 
taper at a pace of USD 15bn per month through 
December, leaving itself leeway to adjust as 
needed. There is a reasonable chance that the 
2 hikes will get delivered in 2022 if economic 
momentum is maintained.  

The Eurozone will be slower than the Fed. The 
Pandemic Emergency Programme (PEPP) is 
likely to be wound down while the Asset 
Purchase Programme (APP) will probably be 
expanded to allow QE to continue at a pace of 
around EUR 30bn/mth. Rate hikes from the ECB 
in 2022 looks unlikely for quite a few quarters 
still. Lastly, Japan’s macro data is still very 
weak. And unlike peers, inflation expectations 
have stayed anchored. These suggest that 

there will be no tweaks to the BOJ’s 10Y yield 
target for an extended period.  

These nuances will translate into variations in 
govvie curves. We think that the UST curve 
would generally flatten over the coming 
quarters, broadly tracking the moves seen in 
previous hike cycles. In level terms, we do think 
10Y and 30Y yields are too low, but that may be 
due to technical factors. 

When fundamentals reassert, we think 10Y 
yields can drift into the upper half of the 1.5-
2.0% range. Most of this is contingent on the 
Fed willing to hike and communicate a more 
hawkish stance. This would drive 2Y-5Y yields 
significantly higher, with a smaller spillover 
unto the 10Y sector. 

 We think the German and JGB curve would 
likely steepen. While the market is factoring a 
chance of an ECB deposit rate hike in 2022, we 
think that such speculation may be a tad 
premature. A paring down of asset purchases 
(which could last well into 2022 or even 2023) 
suggests that longer-end Bund yields could 
rise, but the front stay anchored. Peripheral 
spreads could also come under pressure. For 
JGB, modest curve steepening is probably on 
the cards. We would expect JGB to continue 
outperforming as it did through the two bouts 
of selloff in 2021. If the 10Y yield target does not 
shift from zero, the maximum 10Y yields could 
get to would be 0.20%.  

 
Eugene Leow 
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Currencies: USD stronger amidst uncertainties 

In 2022, we expect the USD to strengthen 
worldwide into the two Fed hikes we forecast 
for 4Q22. US President Joe Biden has declared 
fighting inflation a top priority. The Federal 
Reserve has dropped the “transitory” tag for 
inflation and opened the door to accelerate the 
tapering of asset purchases and to bring 
forward rate hikes next year. The story for the 
USD would change if the Fed loses credibility in 
reining in inflation.  

Although we expect the USD to be stronger a 
year from today, the ascent will be bumpier 
compared to 2021. Except for Japan and 
Switzerland, inflation has reared its ugly head in 
other G10 economies too. Expect more market 
rotation from the Fed and other central banks 
taking turns to normalize monetary policies. 
EUR, the most significant component of the 
USD Index (DXY), could become more volatile 
from Germany pushing to reduce public debt 
levels across EU nations in order to free the 
European Central Bank to fight inflation.  

A reversal in the USD’s uptrend will be difficult 
to achieve without a healthy and synchronized 
global recovery. Apart from China’s slowing 
economy, the unwelcome emergence of the 
contagious Omicron Covid-19 variant risks 1) 
extending the supply shortages keeping 
inflation high; and 2) resetting the timeline to 
overcome the pandemic. Under the worst-case 
scenario, Omicron turns out to be deadly and 
existing vaccines are less effective against the 
new variants. Given China’s Covid-zero policy 
and plans to lower banks’ required reserve 
ratios, CNY is considered too strong at a six-year 
year high against a basket of currencies.  

The geopolitical landscape will be uncertain and 
unpredictable in 2022. Some of the risks include 
a possible Russian invasion of Ukraine, an 
increase in US-China tensions and rivalry 
especially after AUKUS, a possible UK-EU trade 
war if Brexit talks fail, and a possible defeat for 
the Democrats at the US mid-term elections 
next November. Approval ratings of 
governments have weakened with protests 
against Covid measures unveiling a perception 
gap between governments and their people in 
balancing rights and responsibilities. 

In 2023, we expect the USD to depreciate as US 
GDP growth turns more benign below 3%. The 
Fed should wrap up its last hike in 2Q23 from 
signs of US inflation slowing towards its 2% 
target again. Once again, this would depend on 
a more constructive global economy preferably 
one where growth is led by Asia.  

Philip Wee 
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Credit: Navigating reopening and policy shifts 

Valuations are rich for most credit segments; 
selective positioning is recommended to 
sidestep a possible mean reversion in credit 
spreads. Policy headwinds should also 
intensify next year, with the Fed likely to 
accelerate taper and bring forward rate hikes. 
Chinese policy also poses a key risk, as a stern 
regulatory stance could continue to adversely 
affect China’s real estate credit. 

In the US, defaults should creep higher in 2022, 
partly because 2021 defaults were 
extraordinarily low at under USD6bn. US IG and 
HY credit spreads had already widened from 
record lows in response to the Fed’s taper. 
Relative outperformance may come through in 
US energy credit, with oil prices buoyed by 
rising international travel, on top of OPEC’s 
reticence in raising supply. US banks may also 
see a boost to their earnings from an expected 
rate lift-off, which should support their 
subordinated financial credit. 

China credit is split between real estate and the 
rest. Liquidity stress is prevalent across 
Chinese real estate developers, which are 
forced to confront tighter regulatory measures 
on leverage such as the “three red lines” debt 
limits, on top of falling property sales on 
concerns of a property tax pilot and curbs on 
mortgages.  While total Chinese defaults in 
2021 (around CNY 200bn) were little changed 
compared to 2020, the modest default rate 
thus far understates risks heading into 2022. A 
few large developers have only managed to 
narrowly avert default in 2H21, but their wiggle 
room is set to shrink faced with a much larger 
quantum of maturing debt in 2022.  Debt swaps 
and forbearance proposals are likely to increase 

next year, and distressed bond pricing for the 
most leveraged developers could continue. 

Still, we think the worst could be over for the 
sell-off in Chinese real estate credit. PBoC has 
affirmed that financing support will be provided 
for project resumption, and banks have also 
been advised to step up mortgage disbursals. 
China’s selective easing of credit controls is 
aimed at containing systemic risks, and 
preventing disorderly spillovers from highly 
leveraged names to better-rated credit. Credit 
in other sectors should be supported given 
relatively firm growth.  

India is set to lodge one of the fastest growth 
rates across Asia in 2022, which should 
underpin fiscal consolidation efforts and 
reinforce its BBB- IG rating. Default rates have 
also eased from over 3% to around 1% in 
2H2021, and are set to remain low as legacy 
NBFC debt issues fade. Though credit quality is 
improving, Indian USD credit valuations look a 
little rich, with credit spreads near their lowest 
levels since mid-2018.  

Indonesian USD credit is quite attractively 
priced in our view, with IG credit spreads being 
around 80bps higher than India’s, and more so 
for HY credit. The sizeable carry provides a 
buffer against volatility stemming from 
Omicron and Fed tightening. We also favour the 
bonds of Indonesian commodity producers, 
which stand to benefit from currently strong 
energy and metal prices. Default risks are 
immaterial, with only one private developer 
defaulting in the last two years.  
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Asean Equities: Managing mood swings 

Equity markets valuation 
 Earnings Gth 

(%) 
PE (x) Div 

Yield  
21F 22F 21F 22F 22F 

Singapore  56.9 17.3 16.8 14.3 3.8 
Malaysia  44.8 2.4 14.2 13.9 4.2 
Thailand 118.9 4.6 19.4 18.5 2.8  
Indonesia 39.3 14.5 17.1 14.9 2.8 

 

Source: DBS Bank, figures as at 17 Nov 2021 
 

If the delay caused by Omicron is brief, equity 
markets should head into 2022 carrying the 
optimism of a progressive global transition from 
the COVID pandemic to endemic as vaccination 
rates rise.  

We believe that thematic ideas that center 
around living with COVID, sustainability, 
technology trends, recovery laggards, and 
interest rates beneficiaries should feature well 
in 2022.  

Singapore stocks offer a firmly positive 17.7% 
EPS growth potential next year that comes after 
a solid 58.5% EPS recovery for FY21F. The yield 
is relatively attractive at 3.8%. The country 
should return to be at the leading edge of the 
regional attempt to reopen international 
borders once Omicron uncertainty stabilizes. 
The government’s drive to re-establish 
Singapore as an aviation and financial hub 
should give the customer-facing services sector 
a much-needed revival. Recovery momentum 
for the manufacturing sector much depends on 
the outlook for China, Singapore’s largest 
trading partner. Inflation may head higher as 
wages firm and taxes possibly increase. 

We are positive for Thailand going into 2022. 
Equities should be supported by the economic 
and corporate earnings recovery following the 
reopening of borders, an improving COVID-19 
vaccination rate, a low interest-rate 

environment, and continued supportive 
government policies. Our economist expects 
Thai GDP to recover 3.5% y-o-y in 2022 from 
1.2% in 2021F, led by the recovery in private 
consumption and investment. We expect 
corporate earnings to increase 107% in 2021F 
6% in 2022F and 9% in 2023F. Growth should be 
supported by the Tourism, Food & Beverage, 
and Commerce sectors.  

While recovery optimism is rising for Indonesia, 
the country still faces some pandemic 
uncertainty with its relatively low vaccination 
rate thus far. There may be some negative 
impact on foreign funds flow with the rising 
interest rate environment. However, we 
believe investors will continue to seek emerging 
market exposure such as Indonesia so long as 
growth prospects are intact. We expect GDP 
growth to improve to 4.8% in 2022 vs. 3.5% in 
2021. High commodity prices should provide 
additional tailwinds to the economy that is 
expected to further re-open from 4Q21.  

2022 is likely to be a full recovery year for 
Malaysia with minimal pandemic-induced 
disruptions. Introduction of a one-off Prosperity 
tax for companies earning above RM100m 
profit at a 33% tax rate (instead of 24%) is a 
negative to large Bursa Malaysia-listed 
companies. Impacted companies could be 
discouraged from delivering better financial 
performance next year. Another key risk for 
equity investors is a possible general election in 
2H22 that could see renewed uncertainty to 
Malaysia’s economy as the current political 
situation remains fluid with no clear dominant 
party emerging as the likely winner. 
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Darkness before dawn 

China/HK market is ready for a bounce back in 
2022.  The negative overhangs, whilst still 
ongoing, are mostly in price.  Valuations are 
cheap from both historical and relative 
standpoints. Still, investors must bear in mind 
that traditional desirable qualities like 
abnormal profit margins, ultra-fast growth, and 
market dominance may face continued 
scrutiny.  Given the secular growth offered by 
new economy companies, they are our 
preferred way to play the likely rebound. 

The China property market is the other key 
market overhang.  Whilst negative news 
continues to surface, we ultimately are 
convinced that the risk from the China property 
market is not systematic.  In our view, the desire 
to maintain stability will drive the government 
to adopt a more accommodative stance to 
stabilise the property market.  Stocks of higher 
quality China property developers should have 
passed their toughest period.  

A key challenge faced by Chinese companies in 
2021 heading into 2022 will be materials 
shortage and inflation.  Manufactures in such as 
paper and textiles sector have reportedly 
increased multiple times average selling price 
(ASP) to pass on the rising raw material prices 
to its customers. Price pickups on consumer 
staples will be more visible in 1H22, while 
consumer discretionary cost will stay modest 
amid lacklustre demand. Rise in commodity 
prices should begin to moderate by mid-2022, 
after seeing double-digit growth in 2021F 
driven by demand-based inflation.  Global 
foundries continue capacity expansion to tackle 
the current chip shortage. The global 
semiconductor manufacturing capacity is 
expected to increase 5.7% y-o-y in 2021, 

followed by another 6.1% rise in 2022. Given 
that new Covid cases in Malaysia (10% of global 
semiconduction production) have fallen from 
the peak, this has helped semiconductor 
factories to resume production. Normalisation 
in global chip supply is expected to occur 
around 2023.  Inflation may take time to show 
up for end consumers due to the time lag in 
passing on costs in the supply chain. 

We expect HSI earnings to grow 11-13% in 
FY2022/23 after a mild recovery of 9% in 2021. 
The interest rate cycle should benefit banks 
(30% HSI earnings).  Sectors with better position 
traditionally in interest rate upcycle will benefit 
the most.   

Southbound trading % of HK turnover should 
grow to 14% in 2022, due to the significant 
increase of relevant China Mutual funds. As risk 
appetite improves, this may have an outsized 
impact.  Hong Kong, as a top destination for 
IPOs despite recent challenges should not be 
ignored. 

Popular markets like in Southeast Asia, Europe 
and the US are all trading at a range of 15x-34x 
12mth forward PE. Looking back at HK, HSI and 
HSCEI are trading at 10.4x and 8.4x 12mth 
forward PE. The gap between HK and US market 
doubled since the start of Global COVID-19 
pandemic. This is the result of the regulatory 
overhangs this year. We think HSI is still trading 
at a very attractive valuation. Our base case 
12mth HSI target is 28,500, 18% gain from 
current level, which is set at 12.7x FY21 and 
11.9x FY23 earnings, equivalent to its 5-year 
average one-year forward PE.  
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China: The State asserts 

  2020 2021f 2022f 2023f 

GDP growth, yoy%, ave 2.3 8.0 5.3 5.0 

Inflation, yoy%, ave 2.5 1.0 2.5 2.2 

Policy rate, %, eop 3.85 3.85 4.05 4.45 

CNY per USD, eop 6.53 6.40 6.65 6.45 

10-year yield, %, eop 3.15 2.85 3.05 3.25 

The involvement of the state to rectify the 
wrongs of free market will likely go on in 2022. 
It may take up to 2-3 years to set up new rules 
of engagement for different sectors.  There are 
strong imperatives to game change the status 
quo as conditions such as aging, high debt to 
GDP ratio, socioeconomic discontent over high 
property prices etc suggest the old model no 
longer works in the interest of the leadership.   
Moral hazard will be taken out from 
formulation of economic policies.  

The contribution from new infrastructure may 
become more salient amid Beijing’s push for 
self-reliance in technology. With the 
implementation of these projects such as 
telecommunication networks, industrial 
internet, and satellite navigation, a batch of 
new infrastructure industrial clusters are 
expected to spring up in the Greater Bay Area. 
Expectations of a partial removal of tariffs after 
the latest Xi-Biden virtual summit would likely 
boost business sentiment and, thereby, 
manufacturing investment. 

Elevated savings hitherto mean that 
households afford ramping up spending going 
forward. Authorities have demonstrated 
stronger capability to overcome epidemic flare-
ups. In-person consumption from catering and 
hotels to recreation will pick up more 
meaningfully as a larger part of the population 

being fully inoculated. Widening market access 
will also promote high-end services. 

Commitment to free trade will be as strong as 
ever, if not more given the urgency to generate 
wealth.  Hence China will leverage RCEP/CPTPP 
to open up and share inclusive economic 
benefits multilaterally with trade partners, 
ASEAN in particular.  

Price pickups in basic necessities will be more 
visible in 1H22, while discretionary costs such 
as the like of clothing and communications to 
stay modest amid lacklustre demand. 
Slowdown in housing sales will also contain the 
rise of furniture and home appliances. Bottom 
line is that the PPI increase will moderate down 
the road thanks to falling raw material prices. 
Headline CPI is projected to reach 2.5% in 2022, 
up from a rise of 1% this year. 

On the policy front, fiscal initiatives related to 
corporate tax cuts and green infrastructure 
investment will likely be announced following 
the annual central economic working 
conference. Ramping up fiscal supports will 
keep general government debt-to-GDP to hover 
in the 70%+ terrain, with the deficit heading to 
3.5% of GDP.  

Monetary policy should remain neutral with an 
accommodative bias to support the fiscal effort. 
Reverse repo and medium-term lending facility 
will be the main tools to stabilise interbank 
liquidity.  More financial supports, such as RRR 
cuts, will be given to small businesses and eco-
friendly projects. We expect LPR to stay 
unchanged until 4Q22, by when the mainland 
economy is expected to regain better footing. 
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Hong Kong SAR: Slowdown not worrisome 

  2020 2021f 2022f 2023f 

GDP growth, yoy%, ave -6.1 6.0 3.0 2.7 

Inflation, yoy%, ave 0.3 1.5 2.2 2.0 

USD/HKD, eop 7.75 7.79 7.81 7.77 

10-year yield, %, eop 0.74 1.45 1.75 1.90 

 

We expected Hong Kong SAR’s GDP to grow 
by 3.0% in 2022, under the critical 
assumption that the border with Mainland 
China will be re-opened in 1Q22. 

Consumption sentiment should remain 
buoyant on entering 2022. The Omicron 
outbreak is not likely to affect the domestic 
recovery, thanks to the zero-tolerance 
COVID border control. The issuance of cash 
vouchers since Aug also boosted the 
spending power. Retail sales rose by 10.5% 
YoY in Aug-Oct, compared to 2.8% in Jul. Big 
ticket items such as jewellery and durable 
goods rose by 23.1% and 29.4%  
respectively. CPI stayed close to 2.0. The 
improving labour market condition should 
support the retail sales ahead.  

Export growth may soften in 2022. In fact, it 
has already slowed to 14.2% YoY in 3Q from 
20.5% in 2Q. Electricity shortage in China 
will continue to drag its industrial 
production as well as HKSAR’s re-export. 
The recovering industrial sector of 
advanced economy will also regain market 
share from China, as depicted by the 6-
consecutive contraction of New Export 
Order PMI of China. The global outbreak of 
Omicron, if not contained, may also add 
downward pressure on the re-export 
performance.  

 

 

Improvement in investment sentiment will 
hinge crucially on the regulatory 
crackdown. The faster-than-expected 
tapering and rate hike will also keep the 
upward momentum of stock market at bay. 
Aggregate Balance started to drop amid 
HKMA’s effort in extracting liquidity to 
maintain the HKD exchange rates. 1-M 
HIBOR jumped from 0.09% to 0.16% last 
week. On a positive note, investment in the 
property sector will remain buoyant. The 
latest government initiative of developing 
the New Territories North will also boost 
both public and private investment in the 
property sector. The Chief Executive 
targeted to provide more than 900,000 
apartments in the next decade.  

Residential property prices in the secondary 
market retreated by 1.9% from the 
historical high last seen in mid-September 
after pent-up demand was somewhat 
fulfilled. The consolidation was also 
attributed to the government’s latest 
initiative of increasing land supply. The no. 
of transactions dropped by 23.3% in Sep-
Nov over the last three months. Yet, the 
property price movement will likely hold 
steady in the near term as the demand-
supply imbalance remains. The no. of 
private residential property in commence 
and completed is expected to drop by 10% 
and 25% this year respectively. According to 
government, the potential land supply for 
the next 3-4 years stays at around 94,000 
flats. The New Territories North project is 
also far from execution. The return of 
Mainland investors after border reopening 
next year will fuel the uptrend again, 
especially the large units. In 2022, we 
expect the overall secondary market price 
to rise further by 3%. 
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India: Higher gear 

  FY20 FY21 FY22f FY23f 

GDP growth, yoy%, ave 4.0 -7.3 9.5 7.0 

Inflation, yoy%, ave 4.8 6.2 5.4 4.5 

Policy rate, %, eop 4.4 4.0 4.0 4.75 

INR per USD, eop 75.60 74.50 75.0 76.0 

10-year yield, %, eop 6.2 6.15 6.45 6.75 

 
With a receding Covid case count, India’s 
recovery is turning more broad-based. Into 
FY23, beyond the thrust from reopening gains, 
precautionary savings and sectoral 
normalisation to pre-pandemic levels, capex 
generation is likely to be next driver to raise and 
maintain growth on a higher plane. With the 
government needed at the wheel in the initial 
phase, we expect the private sector to 
participate thereafter when ongoing 
deleveraging is complete. We see four catalysts 
that could spur investment growth (India 
Outlook 2022: Shifting to a higher gear). Our 
growth forecast for FY23 is at 7% yoy (CY2022 
6.5%) from 6% earlier, amongst the fastest in 
our Asia-10 universe. State elections are lined 
up ahead, majority of within 1H22.  
 
Further out, the after-effects of the pandemic 
on the labour markets and incomes are likely to 
be felt for longer than the revival in other 
cyclical economic activity. India’s per capita 
income fell in midst of the pandemic, just like 
the regional peers. Assuming a manageable 
situation with the virus hereon, a gradual pick 
up in on the cards, but might take time before 
trend path to income is restored. 
 
While on-track recovery and above-target 
inflation make a case for policy normalisation, 
authorities are likely to be watchful of the new 
risk on the horizon (Omicron). Notwithstanding 
the caution, we still expect a gradual exit from 

the ultra-accommodative policy settings to 
continue. The move to conduct a longer-
duration 28-day VRRR auctions is likely to be 
followed by a staggered increase in the reverse 
repo rate – by 20bps each at the December 
2021 and February 2022 rate reviews. A change 
in the policy stance is likely within 1H22, 
followed by the start of policy tightening by 
mid-2022 (50bps hikes within 2022), when 
inflation will hover above the mid-point of the 
target range. 
 
External macro stability is backed by gradual 
fiscal consolidation, high reserves, and a 
manageable current account gap. We expect 
the FY22 current account deficit (CAD) to widen 
to -1.5% of GDP from a 0.9% surplus in FY21, 
primarily due to a wider merchandise trade gap. 
Next FY, domestic demand recovery and a wide 
commodity bill could keep the current account 
deficit wide at -1.6% of GDP, but narrower than 
the past and with comfortable financing 
capabilities. The strong FX reserves buffer will 
offset any vulnerability on account of a wider 
current account deficit, moderating portfolio 
flows and US Fed commencing its taper 
program. 
 
Based on our assumption of the expenditure 
and revenue run-rate, and double-digit nominal 
GDP growth, the full-year target could translate 
into -6.6% of GDP fiscal deficit, lower than the 
budgeted -6.8%. Fiscal consolidation will ensue 
but be slow-paced as the cushion from higher 
revenues and strong growth is likely to fund 
welfare programs (NREGA and subsidies) and 
higher vaccination outlay rather than sharply 
narrow deficits. Into FY23, we expect the 
deficits to narrow further, with budgeted target 
likely at -6% of GDP. 
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Indonesia: Taxiing for takeoff 

  2020 2021f 2022f 2023f 

GDP growth, yoy%, ave -2.1 3.6 4.8 4.3 

Inflation, yoy%, ave 2.0 1.5 3.0 2.5 

Policy rate, %, eop 3.75 3.5 3.75 4.5 

EUR per USD, eop 14130 14300 14550 14350 

10-year yield, %, eop 5.9 6.0 6.35 6.60 

 
The Indonesian economy expanded by an 
average of 3.3% yoy in 1Q-3Q21, with 3Q easing 
due to a strong increase in Covid cases, which 
had necessitated strict curbs (PPKM). Base 
effects are also turning less favourable. The 
Covid caseload has since receded sharply and 
vaccination has been ramped up, allowing for 
restrictions to be unwound, particularly in 
economically crucial areas, which will lift 4Q 
GDP back above 4%.  

Into 2022, prospects of fewer disruptions 
(assuming a manageable Covid situation) will 
keep the door open for further normalisation in 
discretionary spending, improvement in job 
prospects, production, and investment growth. 
With the fiscal policy likely to focus on 
consolidation helped by revenue/ tax reforms 
next year, the private sector will need to be on 
the driver’s seat on capex generation. On the 
sectoral end, we expect the performance of 
contact intensive services to be restored, after 
facing a sub-par trend in 2021. Strong external 
trade performance owing to commodity gains 
(40% of the export basket) has been a source of 
support this year and assuming these price 
gains sustain in 2022, the positive yawn in the 
trade balance will contribute to net growth. 
With normalisation in activity expected to be 
accompanied by an acceleration in activity, we 
have dialled up the 2022 GDP forecast 
modestly from 4.5% to 4.8% from an estimated 

3.6% this year. The pandemic situation is the 
biggest wildcard.  

In contrast to the region, inflation is likely to 
average a benign 1.5% yoy this year. Next year’s 
trajectory will be a function of subsidy reforms 
(if any), implementation of tax changes 
including the increase in the VAT rate, 
narrowing in the output gap, and likely increase 
in select excise duties, amongst others. We 
expect 2022 inflation to average 3%, still within 
the 2%-4% BI target. Bank Indonesia is likely to 
remain on a pause in 1H22 but consider policy 
tightening towards late-2022 to preserve 
currency gains, just as US rates are raised. Bond 
markets find support from BI’s ‘burden sharing’ 
arrangement and likelihood of a smaller 
borrowing program in 2022.  

Maintaining macro stability will be paramount 
as the US Fed kickstarts its rate hiking cycle. 
Current account position remains well-buffeted 
thanks to strong commodity-driven gains in the 
trade sector, which has helped overcome 
downbeat tourism receipts. We expect the 
2021 current account to post a surplus of 0.9% 
of GDP, before returning to a modest -0.5% 
deficit in 2022 assuming higher capital goods 
and raw material imports due to normalisation 
in private sector activity. Fiscal balances are on 
the mend, thanks to slower expenditure, scaling 
back in emergency support and strong tax 
growth. Add to this are upcoming tax reforms 
(read here), which is expected to see 2021 fiscal 
deficit fare better than budgeted at -5% of GDP 
and narrow to -4.5% in 2022. Our Gross External 
Financing Ratio highlights that foreign reserves 
accretion is likely to persist into 2022.  
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Malaysia: Cautious normalisation 

  2020 2021F 2022F 2023F 

GDP growth, yoy%, ave -5.6 4.0 5.0 4.7 

Inflation, yoy%, ave -1.1 2.3 2.0 2.0 

Policy rate, %, eop 1.75 1.75 2.00 2.50 

MYR per USD, eop 4.11 4.20 4.32 4.20 

10-year yield, %, eop 2.65  3.50 3.90 4.05 

 
Malaysia has experienced a tough 2021, with 
the economy battered by its worst COVID-19 
outbreak, while also seeing an unexpected 
change in government. We think that economic 
prospects already look brighter in 4Q21 and 
should carry forward into 2022.  

Virus infections are down significantly from 
their peak, vaccinations have reached a critical 
mass, the domestic economy has largely 
reopened (with ~90% of the economy in the last 
phase of the government’s National Recovery 
Plan), and gradual international border 
reopening is on the cards. We think the 
economy has the potential of rebounding 
strongly in 4Q21 to end 2021 at the upper end 
of the authorities’ growth projection range of 3-
4%. The rebound will likely be broad-based, 
driven by pent-up private consumption, 
investment activity, and production to meet 
order backlogs that were accumulated from the 
lockdowns (resulting in global supply chain 
disruptions), alongside higher oil prices. 

The positive domestic demand momentum is 
likely to carry forward into 2022. Higher 
mobility should bode well for consumer and 
business confidence. Private consumption 
would receive tailwinds from improving 
confidence and incomes, although the extent of 
scarring on households and labour markets 
remains tough to gauge. Investment activity is 
likely to receive strong support from public 

sector capital spending in major infrastructure 
projects for example in transport.  

At a time when domestic demand is recovering, 
the external environment will however turn 
trickier for Malaysia’s small and open economy. 
Economic momentum of its key trading partner, 
notably China, has begun to wane and is likely 
to cool in 2022. Considering all these, we 
expect the economy to expand by 5.0% in 
2022, recouping its pre-pandemic GDP level by 
early 2022, barring downside virus risks. 

Synchronous policies have provided crucial 
economic support, and will remain loose in 
2022 to support the nascent recovery, in our 
view. Fiscal policy will remain expansionary, as 
seen from the record expenditures in Budget 
2022. Hard-hit households and small businesses 
will continue to be supported by cash 
assistance. Healthcare and education are 
priorities, alongside a sizeable increase in 
development spending, in line with the 12th 
Malaysia Plan. Monetary policy remains 
accommodative, with Bank Negara Malaysia 
(BNM) keeping its policy rate at a record low of 
1.75% in 2021. We expect BNM to remain 
supportive of growth and be mindful of any 
premature withdrawal of monetary support. 
BNM is likely to look for signs of a durable 
recovery. The timing of policy normalisation will 
depend on the recovery pace. Our expectations 
are for BNM to raise its policy rate by a modest 
25bps in early 2H22 to 2.00%. 

Lastly, political risks could resurface in 2H22, 
despite near-term policy certainty from the 
government’s pact with the opposition. 
Elections are to be called by mid-2023, but the 
timing is unclear and could be held in 2H22, 
bringing uncertainty to future policy direction. 
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Philippines: Looking beyond the scars 

  2020 2021F 2022F 2023F 

GDP growth, yoy%, ave -9.6 5.0 6.5 6.3 

Inflation, yoy%, ave 2.4 4.3 3.3 3.3 

Policy rate, %, eop 2.00 2.00 2.25 2.75 

PHP per USD, eop 48.3 50.5 51.7 50.5 

10-year yield, %, eop 3.00 5.00  5.90 5.85 

 
The Philippine has been mired in a rocky 2021 
amid new COVID-19 waves and stringent virus 
restrictions that have seen the authorities dial 
down their 2021 growth forecast to 4-5% from 
6-7%. The economy has returned to its recovery 
path starting from 3Q21. We think that 
receding virus caseloads, the shift towards 
smaller-scale lockdowns, and rising 
vaccinations and natural immunity set the stage 
for a moderate recovery from 4Q21. We expect 
2021 growth to top the government’s forecast 
of 5.0%, before picking up to 6.5% in 2022. 

Domestic demand will drive the economic 
recovery in 2022, helped by a cyclical recovery 
in private consumption and investment. Private 
consumption should receive tailwinds from 
further improvements in mobility and economic 
reopening, aided by vaccinations reaching 
critical mass by mid-year. Labour market and 
income conditions are also likely to improve, 
while overseas remittances remain healthy.  
Nevertheless, Filipinos household balance 
sheets have been scarred and severely 
damaged by the pandemic. Savings have been 
significantly depleted, which could constrain 
medium-term household spending. 

Investment activity is meanwhile likely to be 
buoyed by the Duterte’s administration final 
push on its flagship “Build, Build, Build” 
infrastructure programme, with the president 
stepping down following the May 2022 

elections. Infrastructure development remains 
a priority in Budget 2022, with a sizeable 
allocation of 5.3% of GDP. Considering these 
factors, our projected growth trajectory 
suggests that real GDP would retrace to 2019 
levels sometime in H222, slower than ASEAN 
peers. 

Economic policies have been accommodative 
and expansionary since 2020, and this should 
stay largely intact in 2022 to support the 
nascent recovery given still high uncertainty. 
The central bank has kept its policy rate at a 
record low of 2.0% in 2021, despite above-
target inflation, with real rates at a multi-year 
low of -2.6%. The authorities appear to be 
patient and in no rush to normalise policy, 
viewing premature tightening as more harmful 
to the economy. This suggests that the 
benchmark rate should remain unchanged for 
most of 2022, which would support lending. 
However, as the recovery firms and the Fed 
hikes, policymakers would consider a 25bps 
increase in late-2022, perhaps in 4Q22. 

Fiscal policy is also likely to stay expansionary, 
with wider deficits versus pre-pandemic levels. 
Other than infrastructure spending, healthcare 
(continued allocations towards the pandemic 
response), and education are also part of the 
government’s budget agenda for 2022. 

Lastly, a newly chosen leader from the May 
2022 presidential and national elections will 
dictate the government’s policies. We will be 
watching for infrastructure and fiscal plans, 
which would decide the economy’s medium-
term trajectory, with frontrunner Ferdinand 
Marcos Jr already favouring infrastructure 
modernisation and renewable energy. 
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Singapore: Rebalancing growth and inflation  

  2020 2021F 2022F 2023F 

GDP growth, yoy%, ave -5.4 7.0 3.5 3.0 

Inflation, yoy%, ave -0.2 2.0 2.4 3.0 

SGD per USD, eop 1.32 1.36 1.39 1.35 

10-year yield, %, eop 0.84 1.80 1.95 2.08 

 
The path from pandemic to COVID endemic has 
been bumpy, but Singapore’s COVID situation 
has stabilized significantly. The economy posted 
a strong showing of 7.1% YoY and 1.3% QoQ sa 
in 3Q21. Barring any significant slide in GDP 
growth for 4Q, particularly from a weaker 
growth outlook in China, full year GDP growth 
for 2021 is expected to average about 7%, up 
from our previous forecast of 6.7%. 

Key manufacturing sector remains the main 
engine of growth, but momentum is waning. 
The electronics cluster which has been an 
important driver in the recovery process is 
losing impetus. Although semiconductor 
equipment billings and global shipments of 
semiconductors remain robust amid strong 
investment in digital solutions and new 
technologies, recent data is suggesting that 
global demand in this aspect has peaked and 
this all-important driver of Singapore’s growth 
could see weaker performance in the coming 
quarters.  

China could be the biggest risk to Singapore’s 
growth. China’s power supply shortage will 
imply further disruption to regional supply 
chain and make for a weaker manufacturing 
growth in Singapore in 4Q. China’s recent policy 
shift against tech companies and the focus on 
Common Prosperity will also perpetuate the 
slowdown in China’s growth. This would have 
significant implications on Singapore and for 
the region.  

While recovery in the services sector has thus 
far been uneven, a more broad-based 
improvement is on the cards. High inoculation 
rate will prompt further easing of safe measures 
and for more VTLs to be established. This would 
prompt a speedier recovery in the hospitality, 
F&B, aviation and tourism related services as 
more quarantine free travel arrangements are 
being set up with countries around the world. 
Overall, we believe the recovery in the services 
sector will become more broad-based as we 
head into 2022. 

Economic normalisation remains at work and 
recovery momentum is expected to slow. China 
is the key risk to watch on the growth front, 
which will have deep implications on the 
prospects for the manufacturing sector, which 
thus far has been the main engine of the 
recovery. We expect full year GDP growth to 
ease to 3.5% in 2022, down from a projected 
7.0% this year. 

Higher inflation could prompt further 
monetary action. We expect overall headline 
inflation to register 2.4%, which is at the upper 
end of the MAS forecast range of 1.5-2.5%, and 
up from about 2.0% this year. Likewise, core 
inflation will also be significantly higher. 
Expectation is for the core inflation to average 
1.5% in 2022, from 0.8% this year. With inflation 
likely to emerge as a key risk, the authority may 
have to tighten monetary policy further in 2022. 
Should inflation reading continues to track 
higher, the central bank could be prompted to 
act again, and probably as early as April.  
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South Korea: An election year 

  2020 2021F 2022F 2023F 

GDP growth, yoy%, ave -0.9 3.8 2.8 2.8 

Inflation, yoy%, ave 0.5 2.3 2.0 1.7 

Policy rate, %, eop 0.50 1.00 1.25 1.50 

KRW per USD, eop 1086 1190 1210 1170 

10-year yield, %, eop 1.72 2.45 2.85 2.85 

The presidential election in March 2022 will 
have significant implications for South Korea’s 
economic policies in the next five years. This 
election will be a close race between Lee Jae-
myung, the candidate of the ruling Democratic 
Party of Korea, and Yoon Seok-youl, the 
candidate of the opposition People Power 
Party. Various polls show that Yoon currently 
leads Lee in the race, but the gap is small and 
narrowing. Given that there are still several 
months to go before the election, voter 
opinions could shift between now and March.  

The two presidential candidates differ on fiscal 
and real estate policies. Lee is inclined to 
maintain the DPK’s income-led growth strategy, 
which focuses on boosting household incomes 
and strengthening the social safety net. He will 
also likely continue to prioritize the 
government’s goal of bringing property prices 
under control. During the ongoing election 
campaign, Lee has promised to give additional 
Covid-relief grants to households, and 
introduce a land holding tax to discourage the 
speculative activities in the property market.  

In contrast, Yoon is likely to promote the PPP’s 
pro-business economic agenda. He has called 
for loosening of some 80 corporate rules to 
boost growth and create jobs. He has also 
proposed to ease the excessive curbs imposed 
on the property market, including reviewing the 

comprehensive real estate holding tax and the 
capital gains tax on property transactions.  

On foreign policy, Yoon has pledged to 
strengthen South Korea’s alliance with the US. 
In contrast, Lee seeks to balance the relations 
between the US and China, and continue the 
efforts to conduct peace talks with North Korea.  

We expect GDP growth to moderate to 2.8% in 
2022, compared to 3.8% this year. Export 
growth is likely to ease after the strong 
expansion this year, largely due to the 
slowdown of the Chinese economy – South 
Korea’s largest trade partner. The outlook for 
consumption recovery also faces some 
uncertainties. South Korea has moved towards 
“living with Covid” since November, leading to 
a moderate rebound in infection cases and rise 
in ICU bed occupancy rates. The original 
government plan is to scrap all the social 
distancing rules by the end of February. But a 
delay is likely and temporary retightening 
cannot be ruled out, given the threat of the new 
Omicron variant. Private consumption is 
expected to recover as a whole in 2022, but the 
path of recovery may not be smooth.   

The Bank of Korea has raised the benchmark 
rate by a total of 50bps this year. We expect the 
benchmark rate to rise further by 25bps to 
1.25% in 1Q22, returning to the pre-pandemic 
level seen at the beginning of 2020. A pause is 
expected in the later part of next year. This is in 
line with our forecasts for CPI inflation to peak 
at 3% in 1Q, and then ease to 2% in 2Q-3Q and 
1% in 4Q. The upcoming presidential election 
and BOK leadership change will also complicate 
the outlook for monetary policy beyond 1Q22.  
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Taiwan: Stable outlook 

  2020 2021F 2022F 2023F 

GDP growth, yoy%, ave 3.1 5.5 2.8 3.0 

Inflation, yoy%, ave -0.2 1.9 1.3 1.2 

Policy rate, %, eop 1.125 1.125 1.375 1.50 

Real GDP is expected to grow 2.8% in 2022, a 
slower rate than the 5.5% this year, but in line 
with the long-term trend. Export growth is 
expected to moderate as a result of China’s 
slowdown and a high base effect. Domestic 
demand is likely to pick up, thanks to the 
improvement in Taiwan’s Covid situation and 
restoration in consumers’ purchasing power.  

The semiconductor sector will likely continue 
to outperform. As the post-pandemic global 
recovery proceeds, consumer spending will 
shift away from PCs and other electronics 
devices that support remote work and distance 
learning. Nonetheless, spending on 
smartphones is likely to continue to grow, 
driven by the upgrade to 5G devices and 
recovery in emerging market demand. 
Furthermore, the new normal after the 
pandemic will continue to facilitate the process 
of digital transformation, driving demand for 
AR/VR hardware, autonomous vehicles, smart 
factories, among others.  

Domestic property market will likely remain 
buoyant. Interest costs are set to rise in 2022, 
in the context of monetary policy normalisation 
by global major central banks. But the 
unemployment rate will likely continue to 
decline and wage growth will likely pick up, 
which should help to provide fundamental 
support to the property sector. 

Taiwanese companies may seek to further 
diversify their supply chains. The Covid 
pandemic underscores the importance for 

manufacturers to have a diversified supply 
chain network, using local production to serve 
local demand. The rise in cross-strait tensions 
also plays as a catalyst for Taiwanese 
manufacturers to build offshore production 
bases, in order to hedge the risk of supply chain 
disruptions during unexpected future shocks.  

We also expect consumers’ purchasing power 
to improve next year. Nominal wage growth is 
expected to pick up to 2%, as corporate 
earnings increase and the government 
implements a 5% minimum wage hike. CPI 
inflation, on the other hand, is projected to ease 
to the mid-1% level from about 2% this year 
(Brent oil assumption: USD75-80/bbl).    

The government is not in a hurry to end the 
Covid-zero strategy. The percentage of fully 
vaccinated people in Taiwan remains lower 
than the 70-80% mark, at about 50% currently. 
As the process of mass vaccination spreads over 
a relatively long time of period, the risk of 
vaccine efficacy decline is relatively high. This is 
not to mention that global virus situation 
remains fluid, due to the emergence of the new 
Omicron variant. In addition, the outlook for 
Covid policies will be complicated by the local 
elections scheduled at the end of 2022.  

The central bank may start to normalise 
monetary policy. Conditions for monetary 
policy normalisation should be ripe in 2H22 – 
unemployment rate and wage growth will 
return to the pre-pandemic levels, and recovery 
will become more broad-based across 
industries. Meanwhile, the US Fed is expected 
to start to raise rates in 2H22, paving the way 
for more emerging market central banks to 
follow. We project two 12.5bps hikes in 
Taiwan’s benchmark discount rate in 2H22. 
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Thailand: Glimpse of hope amidst uncertainty 

  2020 2021F 2022F 2023F 

GDP growth, yoy%, ave -6.1 1.2 3.5 4.2 

Inflation, yoy%, ave -0.8 1.0 1.3 1.6 

Policy rate, %, eop 0.50 0.50 0.50 1.00 

THB per USD, eop 30.5 33.0 34.4 32.8 

10-year yield, %, eop 1.32 1.90  2.15 2.50 

 
Thailand is finally seeing some light at the far 
end of the pandemic tunnel. Spates of domestic 
lockdowns reacting to virus surges and 
international border closures have depressed 
economic activity for most of the past two 
years. We think that reopening on both fronts 
aided by rising vaccinations is likely to spur a 
gradual economic revival into 2022. 

A receding pandemic and rising vaccinations 
have enabled domestic economic reopening 
from September, with retail mobility returning 
to normalcy. Private consumption and 
investment, coupled with confidence 
indicators, are rebounding from their 3Q21 
nadir, and a recovery is emerging, in our view.  

Internationally, the Phuket reopening in July 
has laid the ground for future quarantine-free 
travel in Thailand. Fully vaccinated foreign 
visitors are slowly returning to the kingdom 
amid a phased reopening of the border to more 
countries, starting from November. This is 
providing crucial relief to tourism-related 
sectors (accounting for 20% of GDP) and small 
businesses that have suffered badly from the 
pandemic. That said, foreign visitor arrivals are 
unlikely to fully recover in 2022 to reach pre-
pandemic full-year height of ~40mn. A more 
complete tourism upturn remains contingent 
on Chinese tourists and China’s COVID policy. 

 

We see Thai growth picking up to 3.5% in 2022, 
from 1.2% in 2021. Real GDP is likely to return 
to pre-COVID levels sometime in late-
2022/early-2023, a regional laggard. Given the 
uneven and highly uncertain recovery, we 
expect fiscal and monetary policies to remain 
growth supportive in 2022. Fiscal policy is likely 
to remain the authorities’ key support lever 
given the ability to directly target assistance to 
vulnerable segments such as hard-hit 
households and small firms. Policies would 
skew largely towards supporting consumption, 
protecting jobs and the labour market to limit 
scarring. Fiscal policy flexibility is helped by the 
rise in the public debt ceiling to 70% of GDP 
from 60%.  

Monetary policy is likely to stay complementary 
to still-expansionary fiscal policy in light of 
increased government borrowing. We are likely 
to see no policy rate adjustments from the 
record low of 0.5%. With the policy rate near 
the zero-lower bound, policymakers see little 
effectiveness from further cuts. However, hikes 
are unlikely to be seen in 2022 given the 
authorities’ priority to support the fragile 
recovery. Inflation expectations remained 
largely well-anchored within the central bank’s 
1-3% target, despite rising oil prices, suggesting 
little urgency to tighten policy. Uneven liquidity 
access suggests that financial relief measures 
are likely to remain in place for some time. 

Political risks relating to constitutional reforms 
are likely to remain ever-present, clouding 
recovery prospects, but are unlikely to derail 
policy execution. Elections to be held by 1Q23 
could however be called earlier. 
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Vietnam: Restarting growth engines 

  2020 2021F 2022F 2023F 

GDP growth, yoy%, ave 2.9 1.8 8.0 6.8 

Inflation, yoy%, ave 3.2 2.1 3.6 3.4 

Core inflation, yoy%, ave 2.3 0.8 2.0 1.6 

Policy rate, %, eop 4.00 4.00 4.50 5.50 

VND per USD, eop 23190 22655 22500 22300 

 
Vietnam’s earlier pandemic management 
success was upended by the Delta COVID-19 
variant in 2021, due to a slow vaccination 
rollout. After experiencing a similar 2Q20 
economic collapse suffered by others in 3Q21 
due to harsh lockdowns, Vietnam has restarted 
its economic engines from 4Q. Growth should 
gather steam in 2022, at least returning to its 
pre-pandemic growth trend, in our view, 
barring downside risks from vaccine efficacy.   

The state has pivoted towards ‘living with 
COVID’ from ‘COVID-zero’, with the economy 
reopening domestically and taking the first step 
to welcome back fully vaccinated tourists. Virus 
cases are again at record highs due to a rebound 
in mobility, but the economy cannot afford 
another strict lockdown. Following a slow start 
due to a lack of vaccine supplies, inoculations 
have ramped up notably in economically 
important cities, and should reach critical mass 
by 1Q22. We think greater resilience to serious 
virus health conditions should support mobility 
and normalise domestic services activity.  

Vietnam’s important role in global supply 
chains in ‘textile, apparel, and footwear’, and to 
some degree, electronics, was clear from the 
severe disruptions suffered by multinational 
companies (MNCs) in 3Q21. Manufacturing 
activity and exports have rebounded, and are 
likely to benefit from still-robust US consumer 
demand (its top export market). US-Vietnamese 

relationship is seeing greater certainty, 
following the currency truce reached in July 
2021, which both parties should follow through. 
Despite earlier virus disruptions, Vietnam’s role 
in global supply chains is likely to be reinforced, 
as MNCs continue to diversify their exposures. 
Vietnam is likely to remain a key beneficiary of 
FDI inflows due to its attractiveness such as 
competitive wage cost, wide network of trade 
agreements, and political stability. We see 
growth accelerating to 8.0% in 2022, helped 
partly by favourable base effects, after a very 
slow expansion of 1.8% in 2021. Downside risks 
to our optimistic growth outlook stem from 
lingering pandemic uncertainty, household 
scarring, domestic labour shortages, a much 
slower China, and higher energy prices.  

The nascent and uncertain recovery suggests 
that policymakers are likely to keep conditions 
supportive of growth for most of 2022, and be 
mindful of banking sector fragility but also 
upside inflation risks. Aggregate and bank-by-
bank credit growth targets are a key plank of 
the State Bank of Vietnam (SBV)’s monetary 
policy framework, and guidance should be 
stable and close to 14-15% average in 2021 until 
a durable upturn is seen. We expect the SBV to 
hold its refinance rate at 4.0%, but start hiking 
in late-2022 by 50bps, as inflation pressures 
return, and the Fed normalises.  

Fiscal policy has been restrictive in 2021, when 
the economy requires support, due mainly to 
slow public investment expenditures. Support 
measures were largely tax deferrals. 
Policymakers are considering a recovery 
package to support vulnerable households, 
businesses, and infrastructure, suggesting 
potential for easier fiscal policy in 2022. 

Chua Han Teng 

Th
ai

la
nd

 
Vi

et
na

m
 



 
 
 
 
     2022 Outlook: Testing the guardrails   December 2021 

  

 

 

   Page 24 
 

Growth, Inflation, & Policy Rates forecasts 

 

 

 

FX forecasts 

 

2019 2020 2021f 2022f 2023f 2019 2020 2021f 2022f 2023f
China 6.1 2.3 8.0 5.3 5.0 2.9 2.5 1.0 2.5 2.2
Hong Kong SAR -1.2 -6.1 6.0 3.0 2.7 2.9 0.3 1.5 2.2 2.0
India 4.7 -7.1 8.8 6.5 6.2 3.7 6.6 5.1 5.0 4.4
India (FY basis)* 4.0 -7.3 9.5 7.0 6.0 4.8 6.2 5.4 4.5 4.5
Indonesia 5.0 -2.1 3.6 4.8 4.3 2.8 2.0 1.5 3.0 2.5
Malaysia 4.3 -5.6 4.0 5.0 4.7 0.7 -1.1 2.3 2.0 2.0
Philippines 6.1 -9.6 5.0 6.5 6.3 2.5 2.4 4.3 3.3 3.3
Singapore 0.7 -5.4 7.0 3.5 3.0 0.6 -0.2 2.0 2.4 2.8
South Korea 2.2 -0.9 3.8 2.8 2.8 0.4 0.5 2.3 2.0 1.7
Taiwan 3.0 3.1 5.5 2.8 3.0 0.6 -0.2 1.9 1.3 1.2
Thailand 2.4 -6.1 1.2 3.5 4.2 0.7 -0.8 1.0 1.3 1.6
Vietnam 7.0 2.9 1.8 8.0 6.8 2.8 3.2 2.1 3.6 3.4
Eurozone 0.9 -6.8 4.9 4.0 2.8 1.2 0.3 2.5 2.3 2.0
Japan 0.0 -4.6 2.0 2.5 1.2 0.5 0.0 0.0 0.5 0.5
United States 2.2 -3.5 5.5 3.5 2.5 1.8 1.3 4.5 4.1 2.5

GDP growth, % YoY CPI inflation, % YoY, ave

4Q21 1Q22 2Q22 3Q22 4Q22 1Q23 2Q23 3Q23 4Q23
China* 3.85 3.85 3.85 3.85 4.05 4.05 4.25 4.25 4.45
India 4.00 4.00 4.00 4.25 4.50 4.75 5.00 5.00 5.00
Indonesia 3.50 3.50 3.50 3.50 3.75 4.00 4.25 4.50 4.50
Malaysia 1.75 1.75 1.75 2.00 2.00 2.50 2.50 2.50 2.50
Philippines 2.00 2.00 2.00 2.00 2.25 2.50 2.75 2.75 2.75
Singapore** 0.12 0.12 0.12 0.12 0.67 1.09 1.09 1.09 1.13
South Korea 1.00 1.25 1.25 1.25 1.25 1.50 1.50 1.50 1.50
Taiwan 1.13 1.13 1.13 1.25 1.38 1.50 1.50 1.50 1.50
Thailand 0.50 0.50 0.50 0.50 0.50 0.50 0.75 0.75 1.00
Vietnam*** 4.00 4.00 4.00 4.00 4.50 5.00 5.00 5.00 5.50

Eurozone 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
Japan -0.10 -0.10 -0.10 -0.10 -0.10 -0.10 -0.10 -0.10 -0.10
United States 0.25 0.25 0.25 0.25 0.75 1.25 1.25 1.25 1.25

Policy interest rates, eop

Ccy pair 4Q21 Q1 22 Q2 22 Q3 22 Q4 22 1Q23 2Q23 3Q23 4Q23

USD/CNY 6.40 6.50 6.60 6.70 6.65 6.60 6.55 6.50 6.45
USD/HKD 7.79 7.80 7.81 7.82 7.81 7.80 7.79 7.78 7.77
USD/INR 74.5 75.0 76.0 77.0 76.5 76.0 75.5 75.0 74.5
USD/IDR 14300 14400 14500 14600 14550 14500 14450 14400 14350
USD/MYR 4.20 4.25 4.30 4.35 4.32 4.29 4.26 4.23 4.20
USD/PHP 50.5 51.0 51.5 52.0 51.7 51.4 51.1 50.8 50.5
USD/SGD 1.36 1.37 1.38 1.39 1.39 1.38 1.37 1.36 1.35
USD/KRW 1190 1200 1210 1220 1210 1200 1190 1180 1170
USD/THB 33.0 33.6 34.2 34.8 34.4 34.0 33.6 33.2 32.8
USD/VND 22655 22655 22605 22555 22500 22450 22400 22350 22300
AUD/USD 0.72 0.72 0.71 0.70 0.71 0.72 0.73 0.74 0.75
EUR/USD 1.12 1.11 1.10 1.09 1.10 1.11 1.12 1.13 1.14
USD/JPY 114 115 116 117 118 117 116 115 114
GBP/USD 1.34 1.32 1.31 1.30 1.31 1.32 1.33 1.34 1.35

Exchange rates, eop

Fo
re

ca
st

s 



 
 
 
 
     2022 Outlook: Testing the guardrails   December 2021 

  

 

 

   Page 25 
 

Rates Forecasts 
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Interest rate forecasts

Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4
US 3M SOFR OIS 0.10 0.17 0.17 0.67 1.17 1.17 1.17 1.25

2Y 0.75 0.88 1.07 1.22 1.50 1.55 1.60 1.65
10Y 1.80 1.90 2.00 2.10 2.15 2.20 2.25 2.30
10Y-2Y 105 102 93 88 65 65 65 65

Japan 3M TIBOR 0.07 0.07 0.07 0.07 0.07 0.07 0.07 0.07
2Y -0.10 -0.10 -0.10 -0.10 -0.10 -0.10 -0.10 -0.10
10Y 0.15 0.15 0.15 0.15 0.18 0.20 0.20 0.20
10Y-2Y 25 25 25 25 28 30 30 30

Eurozone 3M EURIBOR -0.50 -0.50 -0.50 -0.50 -0.50 -0.40 -0.30 -0.20
2Y -0.60 -0.60 -0.60 -0.60 -0.60 -0.50 -0.40 -0.30
10Y -0.15 -0.05 0.00 0.00 0.05 0.10 0.10 0.10
10Y-2Y 45 55 60 60 65 60 50 40

Indonesia 3M JIBOR 3.63 3.63 3.65 3.90 4.15 4.40 4.65 4.70
2Y 4.00 4.05 4.20 4.55 4.80 4.90 5.05 5.10
10Y 6.00 6.05 6.10 6.35 6.50 6.50 6.55 6.60
10Y-2Y 200 200 190 180 170 160 150 150

Malaysia 3M KLIBOR 1.97 1.99 2.26 2.28 2.80 2.82 2.84 2.86
3Y 2.75 2.80 3.00 3.10 3.30 3.30 3.25 3.20
10Y 3.65 3.75 3.85 3.90 3.90 3.95 4.00 4.05
10Y-3Y 90 95 85 80 60 65 75 85

Philippines 3M PHP ref rate 1.50 1.50 1.65 1.90 2.20 2.45 2.50 2.50
2Y 2.80 2.90 3.05 3.15 3.15 3.20 3.20 3.25
10Y 5.50 5.70 5.90 5.90 5.85 5.80 5.80 5.85
10Y-2Y 270 280 285 275 270 260 260 260

Singapore 3M SORA OIS 0.15 0.15 0.15 0.67 1.09 1.09 1.09 1.13
2Y 0.90 0.98 1.12 1.22 1.35 1.45 1.45 1.50
10Y 1.75 1.80 1.85 1.95 1.97 2.00 2.03 2.08
10Y-2Y 85 82 73 73 62 55 58 58

Thailand 3M BIBOR 0.62 0.62 0.62 0.62 0.62 0.87 0.87 1.12
2Y 0.65 0.70 0.80 0.85 0.95 1.05 1.05 1.10
10Y 2.00 2.05 2.10 2.15 2.25 2.35 2.40 2.50
10Y-2Y 135 135 130 130 130 130 135 140

China 1Y  LPR 3.85 3.85 3.85 4.05 4.05 4.25 4.25 4.45
2Y 2.45 2.45 2.50 2.60 2.70 2.80 2.90 3.00
10Y 2.90 2.95 3.00 3.05 3.10 3.15 3.20 3.25
10Y-2Y 45 50 50 45 40 35 30 25

Hong Kong, SAR 3M HIBOR 0.25 0.32 0.32 0.82 1.09 1.09 1.09 1.17
2Y 0.65 0.78 0.97 1.12 1.30 1.35 1.40 1.45
10Y 1.45 1.55 1.65 1.75 1.80 1.85 1.90 1.90
10Y-2Y 80 77 68 63 50 50 50 45

Korea 3M CD 1.45 1.45 1.40 1.40 1.70 1.70 1.65 1.65
3Y 1.90 1.95 2.00 2.05 2.15 2.20 2.20 2.20
10Y 2.50 2.65 2.80 2.85 2.85 2.85 2.85 2.85
10Y-3Y 60 70 80 80 70 65 65 65

India 3M MIBOR 3.90 4.00 4.20 4.40 4.65 4.90 5.00 5.10
2Y 4.60 4.70 5.00 5.20 5.35 5.60 5.60 5.60
10Y 6.45 6.50 6.60 6.70 6.75 6.80 6.80 6.80
10Y-2Y 185 180 160 150 140 120 120 120

%, eop, govt bond yield for 2Y and 10Y, spread bps

2022f 2023f
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The information herein is published by DBS Bank Ltd (the “Company”). It is based on information obtained from 
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to change without notice. This research is prepared for general circulation.  Any recommendation contained herein 
does not have regard to the specific investment objectives, financial situation and the particular needs of any specific 
addressee. The information herein is published for the information of addressees only and is not to be taken in 
substitution for the exercise of judgement by addressees, who should obtain separate legal or financial advice. The 
Company, or any of its related companies or any individuals connected with the group accepts no liability for any 
direct, special, indirect, consequential, incidental damages or any other loss or damages of any kind arising from any 
use of the information herein (including any error, omission or misstatement herein, negligent or otherwise) or 
further communication thereof, even if the Company or any other person has been advised of the possibility thereof. 
The information herein is not to be construed as an offer or a solicitation of an offer to buy or sell any securities, 
futures, options or other financial instruments or to provide any investment advice or services. The Company and its 
associates, their directors, officers and/or employees may have positions or other interests in, and may effect 
transactions in securities mentioned herein and may also perform or seek to perform broking, investment banking 
and other banking or financial services for these companies. The information herein is not intended for distribution 
to, or use by, any person or entity in any jurisdiction or country where such distribution or use would be contrary to 
law or regulation.   
 
DBS Bank Ltd., 12 Marina Boulevard, Marina Bay Financial Centre Tower 3, Singapore 018982. Tel: 65-878-9999. 
Company Registration No. 196800306E.   
 
DBS Bank (Hong Kong) Limited, a company incorporated in Hong Kong with limited liability.  18th Floor, The Center, 
99 Queen’s Road Central, Central, Hong Kong SAR. 
 

Sources: Data for all charts and tables are from CEIC, Bloomberg and DBS Group Research (forecasts and 
transformations). 
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