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Growth muddling along

¢ ASEAN exports remain under pressure amidst weak global
demand, with few signs of an electronics upturn

¢ Meanwhile, the rise in food and energy prices poses some
risks to the ‘inflation reversal’

¢ We expect Indonesia to cut rates as early as 4Q23, followed
by Singapore and the Philippines in 2024

Indonesia, though feeling the pinch from lower commaodity prices, has still seen
growth perform better than expected so far this year. In turn, Bank Indonesia may
have less leeway to ease policy as the Federal Reserve maintains a hawkish stance.
With global trade in a slump, Singapore is inevitably exposed, though it is still expected
to avoid a recession thanks to robust local demand. Vietnam, too, is feeling the drag
from weaker export demand, although growth should pick up over the coming year
as the government provides more support. In Thailand, the tourism boom has not
been quite as ‘boomy’ as hoped so far, but visitor numbers should still improve and
fiscal easing is likely to keep the Bank of Thailand on its toes. Similarly, in the
Philippines, where growth has been sagging a little after a strong ‘re-opening’,
another monetary tweak may be needed to deal with sticky prices. In Malaysia, by
contrast, inflation remains steady, but weaker exports have lowered the ceiling on
growth as well.

Economy profiles

Indonesia | Malaysia | Philippines | Singapore | Thailand | Vietham

Key upcoming events

Date Event

9-13 Oct Singapore MAS announcement

19 Oct Indonesia interest rate announcement
1 Nov Vietnam manufacturing PMI

2 Nov Malaysia interest rate announcement

7 Nov Philippines CPI

16 Nov Philippines interest rate announcement
16 Nov Indonesia GDP

20-24 Nov Singapore GDP (final)

29 Nov Thailand interest rate announcement

Source: Refinitiv Eikon, HSBC
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External balances have
weakened...

...but the fiscal balance
remains strong

Bl has taken steps to
stabilise the IDR

Medium-term growth outlook
is bright
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Indonesia

Proving its mettle

Indonesia has been an oasis of stability over the past few years, but an interesting divergence
has cropped up recently. Since September 2022, Indonesia’s external balances have
weakened, even as government balances remain strong and inflation looks benign.
What's driving this wedge, and on which side will the economy land?

The current account, net financial flows and the balance of payments swung into deficit in June
2023, led by a variety of factors — a 45-65% y-o-y fall in commodity prices of export items, such
as coal and palm oil, a fall in export volumes, some rise in imports after a long gap, and weak
inflows (both Foreign Direct Investment (FDI) and portfolio). In fact, we expect the current
account to stay in deficit, resulting in a 0.6% of GDP deficit in 2023.

Meanwhile, the fiscal balance remains in surplus, led by strong tax revenues and contained
expenditure. We believe tax policy changes in GST and income tax have led to the 1% of GDP
higher tax revenues since 2019. The fall in material prices and lower subsidies have kept a lid on
expenditure. The icing on the cake is broad-based demand for government bonds. Even the
budget announced for 2024 has trodden the fine line between fiscal discipline and growth support.

Will external finances improve and join resilient fiscal finances? Or will fiscal finances worsen? A
lot will depend on policy response. So far, the Bank of Indonesia (BI) has taken a slew of
microeconomic steps to stabilise the IDR, ranging from buying/selling FX spot and forward,
selling domestic non-deliverable forwards (D-NDFs), and running an FX term deposit facility.
Most recently, Bl announced the issuance of short-dated IDR bills called Bank Indonesia Rupiah
Securities (SRBIs), which is likely to offer attractive rates, drawing in domestic and foreign
investors. This is yet another instrument in Bl’s toolkit to meet its twin objectives of FX and price
stability. While micro steps are important, they can also come with side effects if used
excessively. For instance, Bl will have to carefully navigate the use of SRBI, ensuring that it does
not distort the long end of the yield curve. And that is why micro steps should be complemented
with macroeconomic actions, such as restrained monetary policy and fiscal stance.

True, growth may remain a tad subdued if policy is tight. But we are not concerned about
this. We think Indonesia is an economy with tremendous medium-term growth potential as it
climbs up the manufacturing value chain - from ores, to processed metals and EVs. We
forecast Indonesia’s GDP to accelerate from 4.8% in 2023, to 5.0% in 2024 and 5.2% in 2025; a
keen focus on macro stability now will be central to that.

GDP is c11% above pre-pandemic levels but  Soft food and fuel prices, and a gradual

c8% below the pre-pandemic trend recovery have kept a lid on core inflation
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Malaysia

Its time has come

After the strong growth in 1Q23, external woes have started to weigh on Malaysia’s economy
since 2Q. Indeed, growth decelerated to 2.9% y-o-y, delivering a big downside surprise to the
market. Even with a relatively resilient trade sector, Malaysia is not insulated from a global trade
downturn.

External weakness is
weighing on growth

While the hit to Malaysia’s manufacturing has been delayed, its time has come. The sector barely
grew in 2Q, and net exports also turned out to be a drag. This was not surprising, as Malaysia’s
trade sector has started to face intensifying pressures due to a correction in global
commodity prices and a sharp deceleration in its electronics shipments. In particular, China’s re-
opening did not lift its exports, with shipments to China declining by double-digits y-o-y.

Trade is coming under
pressure...

That said, there remain pockets of resilience in Malaysia’s economy. Despite external weakness,
domestic demand has remained resilient. Retail trade and consumer-oriented services
continue to carry some momentum, thanks to an ongoing recovery in the job market. Meanwhile,
Malaysia’s tourism sectors continue to provide strong support and is among the frontrunners in
ASEAN in re-attracting Chinese visitors, approaching almost 50% of 2019 levels in May.

...but domestic demand has
remained resilient...

Even in the trade sector, semiconductors still show surprising resilience, as electronics
shipments continued to grow 4% y-0-y on a 3-month-moving-average basis. The growth is due
partly to Malaysia’s favourable position as an automotive chipmaker and partly to its substantial
gains in market share in certain semiconductors over the years. This is most evident for particular
parts of integrated circuits, whose global market share almost doubled to 45% in one year.

...as are semiconductors

All'in all, we recently cut our growth forecasts to 3.8% (from 4.3%) for 2023 and to 4.5% (from

W t GDP th .
e cutour grow 4.7%) for 2024 to account for the underperformance in 2Q23 and a prolonged trade downturn.

forecast to 3.8% for 2023
On the price front, Malaysia’s inflation has been consistently cooling, with broad-based
decelerations. Core inflation has been moderating, though the pace is gradual. That being said,
food inflation remains a worry, with risks stemming not only from El Nifio, which could disrupt
local food production, but also from Malaysia’s high reliance on imports of rice, whose global
price has spiked of late. While we slightly trimmed our average headline inflation forecast to
2.8% (from 3.0%) recently, we maintained our core inflation forecast at 3.0%.

Core inflation has been consistently Malaysia has gained substantial global
moderating, warranting no rate hikes market shares in certain semiconductors
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Headline inflation was up in
2Q, while GDP growth slowed

But core inflation continues
to fall

Higher interest rates are
cooling the real economy

Private consumption remains
robust

We expect a rate rise in 4Q23
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Philippines

Caught in the middle

Despite the most aggressive series of rate hikes seen in ASEAN, monetary policy in the Philippines
finds itself in a tough spot. After inflation eased for six straight months, the economy saw headline
CPI flare up in August, directly after news that growth in 2Q23 (at 4.3% y-0-y) was the slowest
GDP figure recorded since 2012, barring the COVID-19 pandemic. Given these intricacies, looking
deeper into the details is key to gauge where the economy and monetary policy are headed.

The rise in headline CPI was largely a supply-side phenomenon. India’s restriction on many varieties
of its rice exports saw rice export prices jump more than 20% in less than a month. This rocked the
Philippine economy hard due to its position as the second-largest rice importer in the world; retail rice
prices rose 27% while the food CPI rose 2% m-o-m. The good news is, core inflation continues to
cool, implying that tight monetary stance is doing its job of reining in prices.

Monetary policy is also working its way in cooling the real economy. Gross fixed capital
formation (GFCF) has been growing by double digits ever since the country embarked on an
ambitious infrastructure agenda in 2016. However, in 2Q23, this growth driver lost steam and
decelerated to just 3.9% y-0-y. Loan growth by big banks also eased to its slowest pace since the
Global Financial Crisis (again, barring the COVID-19 pandemic). But the biggest contributor to the
slowdown was government consumption. Operational and personnel spending eased partly due
to the government’s effort to consolidate its fiscal resources and mostly due to underspending.

That being said, we argue that household consumption still needs to cool to help maintain balance in
the economy. Growth in private consumption remained robust as households maintained a low
saving rate to smooth out consumption amidst rising prices. This has resulted in a wider-than-usual
deficit in trade, which in turn, puts significant pressure on the PHP. The USD-PHP has been testing
the waters, floating just below the upper limit of the government’s FX assumption parameter of 57.

Unfortunately, food CPI is likely to continue rising amid higher global rice prices. To curb second-
round effects, as well as to support the peso amidst the renewed strength in the USD, we recently
changed our forecasts and now expect the Bangko Sentral ng Pilipinas (BSP) to hike further by
25bp to 6.50% in 4Q23. Due to a weak current account balance, we continue to expect the BSP to
begin its easing cycle only after the US Federal reserve starts its own in 3Q24.

Global rice prices increased significantly 2Q23 growth slowed considerably due to
amid tightening global supply government consumption falling
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Singapore

Nope, it’s not a recession

Singapore has narrowly avoided a technical recession in 2Q23 but its growth has slowed
significantly, with a sequential expansion of only 0.1% g-0-g. The subdued GDP print reminds
one of the challenges to Singapore’s economy, though a recession is not on the cards.

Recession has been avoided
but growth has slowed

A severe global trade downturn remains the biggest drag on Singapore’s growth. Non-oil
domestic exports (NODX) continued to plunge by double digits, with broad-based weakness.
While there are some initial signs pointing to stabilisation in the tech cycle, tech-heavy
economies have not yet seen a meaningful turnaround, but a bright spot in Singapore is its
continued attractiveness for FDI, with a global share of 11% in 2022. Despite external
weakness, pockets of resilience remain. Private consumption still shows some strength,
thanks to the tight labour market. That being said, the labour market warrants a close watch, as
it is showing initial signs of softening.

The global trade downturn is
the biggest drag on growth

Meanwhile, Singapore’s travel-related services, which account for 10% of GDP, continue to
show much-needed momentum. Unlike other sectors, Singapore’s transport and
accommodation have not returned to pre-pandemic levels, suggesting further room to improve.
Indeed, its visitors have recovered to 80% of 2019 levels, a similar recovery to regional peers.
But Singapore has been leading the region in seeing a return of Chinese visitors, which have
reached 60% of 2019 levels. This is thanks to Singapore’s efforts to push for direct flight
restoration and also the fact that interest among Chinese business travellers are stronger than
that of tourists to ASEAN.

Travel-related services are
holding up

We recently cut our 2023 growth forecast for Singapore to 1.2% (from 1.8%), expecting a
We forecast 1.2% GDP . . .
longer trade downturn. That said, the ongoing recovery in the travel sectors should prevent a
growth and 4.1% core . . . ) ) ) ) ) .
inflation for 2023 recession. In addition, inflation provides some relief for policymakers. Core inflation has been
consistently cooling, but this is still well above the Monetary Authority of Singapore’s
(MAS) comfort zone. We forecast core inflation at 4.1% for 2023, suggesting that, by the
October meeting, the MAS will have to seek a delicate balance between subdued growth and
elevated core inflation.
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Tepid China demand is
weighing on the recovery

Thailand’s cash handout may
boost growth and inflation

Higher rice prices are
pushing up inflation

Rates may stay on hold
through 2025

Economics ® ASEAN
4 October 2023

Thailand

After all the jitters

The fog thickened into the middle of 2023. The election season was nearing and back then, there
was no clear winner in sight, leading to much policy uncertainty and concern over political stability.
But market participants were not overly concerned. We believed that amidst the uncertainty and tepid
global economic environment, 2023 would be the year Thailand would grow robustly. At the centre of
this expectation was a strong recovery in tourism, driven by a resurgence of its largest group of
visitors, the Chinese. It turns out, not only were Chinese tourists slow to return, but goods demand
from mainland China has also been weaker than last year. All in all, the Thai economy is missing
the “China-lift” needed to stage a strong recovery and growth significantly surprised on the
downside in 2Q23. We recently cut our full-year 2023 growth forecast to 3.1% (from 3.7%).

However, we expect full-year 2024 growth to remain punchy at 4.2%. The 4-month political impasse
is finally over and the newly elected Prime Minister, Srettha Thavisin, has laid out his economic plans
for the economy until 2H24. At the core of his economic blueprint is a THB10,000 digital cash
handout to all Thai citizens aged 16 and above in the hope of raising Thailand’s consumption, a
narrative that is challenged by high household debt and an ageing population. This is not cheap
though. According to the authorities, the project will cost THB560bn or ¢3.0% of GDP. A fiscal
stimulus of this size is likely to not only boost growth but also stoke inflationary concerns.

Speaking of inflation, price pressures are also coming from quite an unusual culprit — rice. Due
to India’s recent restrictions on its rice exports, rice export prices have risen by more than 20%.
This isn’t usually a concern in Thailand, given that it is the second largest rice exporter in the
world. But with the largest supplier out, domestic rice prices in Thailand followed global
forces, rising 33% since mid-August. If this increase is sustained, headline CPI inflation
should increase by around 1.3ppt.

In anticipation of these inflationary risks and pressures, the Bank of Thailand (BoT) hiked its
policy rate by 25bp to 2.50% in September. We think this was the last rate hike in the BoT’s
tightening cycle — one that has lasted 16 months. We expect the BoT to keep its policy rate
steady at 2.50% even throughout 2025.

Mainland Chinese tourists were slow to Due to the THB10,000 cash hand-out, we
return in the 7 months since re-opening expect the fiscal deficit to widen in 2024
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Vietnam

Still along way

After half a year, external risks are not dissipating. Vietham’s growth slowed significantly to
below 4% in 1H23, less than half of its impressive growth in 2022. The good news is that the
economic conditions have not deteriorated, but the recovery pace looks to be gradual.

Vietham’s economic recovery
looks to be gradual

As in many export-oriented economies, sluggish external demand remains the main
challenge for Vietnam. Exports have not stopped falling in 3Q, though the pace is much
smaller than the double-digit decline in 1H. Encouragingly, there are some pockets of resilience.

Sluggish external demand is
the main challenge...

Despite a protracted downturn in the tech cycle, Vietnam’s computer-related electronics
shipments have surprisingly turned to growth recently. Meanwhile, its agricultural exports have
seen double-digit growth, thanks largely to a boost from China’s demand. However, their 25%
share in the export basket is unable to provide a meaningful lift to total exports. After all, the
broad global trade downturn persists.

Despite the ongoing external drag, Vietnam’s FDI prospects remain intact. Greenfield FDI
rose 40% y-o-y in the first eight months of 2023, with manufacturing alone accounting for 85%
of new FDI. In particular, new FDI into manufacturing year-to-date has surprisingly exceeded
that for the whole year in each of the past three years. While a trade downturn persists in the
near term, the trend provides hopes for Vietnam to see a strong rebound when the cycle turns.
That said, the timing may come later than our original estimate, given uncertainty in the global
economy.

...while FDI flows remain
robust

All'in all, we recently maintained our 2023 growth forecast at 5.0%, but trimmed our 2024 growth
forecast to 6.3% (from 6.7%), taking into account a prolonged trade downturn.

Elsewhere, inflation has consistently been cooling, providing some relief for policymakers.
That being said, the recent tick-up in momentum from higher food and energy prices warrants a
close watch. Thus, we upgraded our inflation forecasts to 3.2% (from 2.6%) in 2023 and 3.1%
(from 2.6%) in 2024.

Inflation is cooling but food
and energy prices are risks
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