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A stronger-than-expected 4Q16 finish lifted 2016 growth to 2% yoy.
Singapore’s 4Q16 GDP growth prints were revised to 2.9% yoy (12.3% qoq
saar which is the fastest pace since 1Q11), up from the flash estimate of
1.8% yoy (9.1% gog saar), and better than our forecast of 2.3% yoy
(+12.6% qgoq saar). This brought the full-year 2016 GDP growth to 2% yoy,
which is a marginal improvement from 2015s 1.9% growth, as
manufacturing, reversed the 5.1% slide in 2015 to expand by 3.6% yoy
(strongest since 2011) as electronics and biomedical clusters rebounded.
Aiding the manufacturing turnaround was the sharp 8.5% drop in unit
business cost of manufacturing last year as compared to the 0.4% hike in
2015. However, both construction and services saw slower growth
momentum last year at 0.2% yoy (slowest since 2004) and 1.0% yoy
(slowest since 2009) respectively, down from the 3.9% yoy and 3.2% yoy
seen in 2015, in a reversal of roles vis-a-vis manufacturing.

MTI maintained its 1-3% yoy growth forecast for 2017.

MTI kept its official 2017 growth forecast unchanged at 1-3% yoy, citing that
“uncertainties and downside risks in the global economy remain”, namely
Brexit, anti-globalisation sentiments, lack of policy clarity in the new US
administration, and potential for China’s monetary conditions to tighten
further and contribute to a sharper slowdown in Chinese growth. At the
sectoral level, the manufacturing pickup should sustain into 2017 due to a
continued recovery in global semiconductor and semiconductor equipment
demand, while transportation & storage should also benefit from the global
trade flow improvement. Information & communications and “other services”
like education, health & social services are also tipped to be resilient.

Room for optimism but still some clouds over the horizon

We maintain our 2017 growth at 1-2%, bearing in mind that the
manufacturing momentum may falter should the Trump administration
harden its trade policy stance, especially towards China, Japan and other
key trading partners. Within the Singapore economy, sluggish private sector
construction works in terms of contracts awarded in the last two years also
imply a weak near-term outlook for the overall construction sector.
Moreover, marine & offshore, retail and food services sectors are not out of
the woods yet.

Inflation to accelerate and be mildly positive in 2017.

Headline CPI contracted for the third year running by 0.5% yoy in 2016, but
is likely to expand by around 1% yoy in 2017, amid more supportive s
energy prices with OPEC’s production cuts and demand-supply rebalancing.
Core inflation will also rise modestly to 1.6% yoy this year and keep MAS on
status quo at the April policy review, while awaiting the US cues, namely
Trump’s grand economic plans and FOMC’s monetary policy normalization.
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MAS has indicated that SGD interest rates would take cues from the
normalization of US interest rates and the domestic financial sector should
see modest improvement in 2017. Currently, the 3-month SIBOR and SOR
are hovering around 0.94% and 0.81% respectively, but could be vulnerable
to some upward pressure as the year progresses as implied in our year-end
forecasts of around the 1.5% handle.

But labour market conditions could soft amid subdued hiring
intentions.

The unemployment rate crept higher from 1.9% in 2015 to 2.1% in 2016 as
employment growth moderated from 32,300 jobs to 16,400 jobs over the
same period. The pace of increase in the unit labor costs also eased from
3.6% yoy in 2015 to 2.4% in 2016 and may continue to moderate further this
year amid the softening labour demand. This should provide some relief to
domestic businesses struggling with the elevated cost environment.
Monday’s Budget 2016 announcement will also likely see some cost relief
and support measures, especially for SMEs, while providing greater policy
emphasis to aiding Singaporean workers to cope with job restructuring, skills
mismatch and disruptive technologies.

A healthy January NODX print kicked off a strong start in 1Q17.

NODX continued its strong performance streak in Jan17, expanding by 8.6%
yoy (+5% mom sa) after chalking up 9.1% yoy (-2.4% mom sa) in Decl6
and 15.6% yoy in Nov16. Electronics exports in particular grew for the third
straight month by 6.1% yoy in Janl7, marking a healthy start to the new
year, boost by exports of ICs and parts of ICs, whilst non-electronics exports
also expanded by 9.9% yoy as higher exports of petrochemicals (+37.1%
yoy) offset weakness in pharmaceuticals (-12.6% yoy).

One question is how long the strong China credit trend can endure?

By key markets, S’pore’s NODX to China surged (+36.9% yoy), Taiwan
(+75.3% yoy), Korea (+51.5% yoy) and Hong Kong (+16.7% yoy), giving
credence to the Greater Chinese market trade pickup story on the back of
strong credit growth. However, with the PBOC focusing on managing
financial risks and deleveraging this year, it is uncertain how long the current
credit boom can sustain, especially with the PBOC already moving to tighten
funding costs for reverse repo and MLF rates. For now, the main drags on
Singapore’s NODX growth were the EU28 market which shrank for three of
the last four months by 25.2% yoy and Malaysia which shrank for the
second consecutive month by 3.7% yoy. With potential bouts of market
uncertainty revolving around the triggering of Article 50 for Brexit, upcoming
elections in the Netherlands, France and Germany.

Not all is rosy across our top 10 NODX markets either

For the full-year NODX fell by 2.8% yoy in 2016, compared to 1.5% growth
in 2015. Both electronic and non-electronics NODX fell in 2016 by 4.0% and
2.3% yoy respectively, down from 0.5% and 1.9% growth in 2015. However,
4Q16 marked a turnaround in fortunes, with NODX returning to 2.7% yoy
growth (3Q16: -5.4% yoy) amid improved shipments of electronics (+1.0%
yoy) and non-electronics (+3.5% yoy). Nevertheless, 8 of our top 10 NODX
markets saw a contraction in NODX last year, with Taiwan and Hong Kong
being the key exceptions.

Robust 1H17 momentum may give way to a softer 2H patch
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Looking ahead, the near-term momentum in manufacturing and exports
should hold up at least in 1H17 due to the green shoots in the global and
regional manufacturing PMI data, as well as growth stabilization within Asia.
Meanwhile, Singapore is again ranked second after Hong Kong in the 2017
Index of Economic Freedom report by the Heritage Foundation, but the gap
widened slightly from 0.8 point last year to 1.2% this year. While policy
uncertainties pertaining to the Trump administrations remain, the NODX
outlook for Singapore should stabilize and improve in 2017 — we tip NODX
to revert to positive growth of 0-2% yoy, with some potential upside should
the anti-globalisation and anti-trade sentiments not fully materialize.

MNon-cil Domestic Exports to Top Markets (% Growth)

Top Market? NODX Electronic NODX MNon-Electronic NODX
2015 2016 2015 2016 2015 2016
China 0.9 -B.7 -8.4 -0.7 4.9 -9.0
Indonesia -8.8 -11.1 -B.1 -T.7 -8.9 -11.6
Japan 0.6 -8.3 -5.3 -13.4 1.8 -6.0
Malaysia -3.5 -5.0 86 1.2 -B.7 -B.2
Thailand 6.8 7.4 20.6 1.7 -0.3 -11.0
EU 28 4.2 2.2 -8.9 -12.6 7.7 0.0
us 6.5 -2.7 -3.3 -7.3 10.6 -0.9
South Korea 34 -2.3 13.8 -06 -0.9 -3.1
Tamwan -9.9 48 -15.6 -5.0 -0.4 186
Hong Kong 3.0 19.8 8.2 5.5 -6.5 49.9

“: Ranked by percentage confribution lo the change in NODX levels over the year.

4015 | 2015 [ 1016 | 2016 | 3Q16 | 4016 | 2016
Year-on-Year % Change
Total 1.3 1.9 1.9 1.9 1.2 2.9 2.0
Goods Producing Industries -3.5 -3.1 0.5 1.8 0.9 7.9 2.8
Manufacturing 62| -51| -04 1.5 1.8 11.5 3.6
Construction 5.6 3.9 3.1 2.7 -2.2 -2.8 0.2
Services Producing Industries 2.0 3.2 1.5 1.1 0.4 1.0 1.0
Wholesale & Retail Trade 3.3 3.7 1.8 0.4 0.1 0.4 0.6
Transportation & Storage 0.2 1.6 0.1 2.9 0.7 5.4 2.3
Accommodation & Food Services 1.4 0.7 2.1 2.4 2.5 -0.2 1.7
Information & Communications -1.7 -0.6 2.9 3.5 1.3 1.4 2.3
Finance & Insurance 3.0 57 1.9 0.1 0.1 0.6 0.7
Business Services 2.9 39 0.3 -0.1 -1.8 -1.9 -0.9
Other Services Industries -0.3 1.2 2.4 2.6 3.6 3.9 3.1
Annualised Quarter-on-Quarter Growth % (SA)

Total 5.1 1.9 -0.5 0.8 -0.4 12.3 2.0
Goods Producing Industries -1.9 -3.1 9.1 34 -6.6 | 293 2.8
Manufacturing 41| 51| 129 36 -50| 398 3.6
Construction 4.4 3.9 -1.6 3.1 -12.6 0.8 0.2
Services Producing Industries 5.9 32| 42| -07 1.1 8.4 1.0
Wholesale & Retail Trade 0.7 3.7 -3.1 0.8 1.7 2.2 0.6
Transportation & Storage -4.7 1.6 4.4 5.3 -0.6 12.4 23
Accommodation & Food Services 2.9 0.7 1.8 -0.2 5.2 -7.2 1.7
Information & Communications 1.0 -0.6 3.2 5.0 -3.6 0.9 2.3
Finance & Insurance 34.1 57| -19.0 -8.1 0.7 36.5 0.7
Business Services 1.3 39 -3.6 -3.5 -1.0 0.3 -0.9
Other Services Industries -0.3 1.2 5.0 3.9 5.7 1.3 31

Source: IESingapore, MTI
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This publication is solely for information purposes only and may not be published, circulate distributed in whole or in part to any
other person without our prior written consent. This publication should not be construed as an offer or solicitation for the
subscription, purchase or sale of the securities/instruments mentioned herein. Any forecast on the economy, stock market, bond
market and economic trends of the markets provided is not necessarily indicative of the future or likely performance of the
securities/instruments. Whilst the information contained herein has been compiled from sources believed to be reliable and we have
taken all reasonable care to ensure that the information contained in this publication is not untrue or misleading at the time of
publication, we cannot guarantee and we make no representation as to its accuracy or completeness, and you should not act on it
without first independently verifying its contents. The securities/instruments mentioned in this publication may not be suitable for
investment by all investors. Any opinion or estimate contained in this report is subject to change without notice. We have not given
any consideration to and we have not made any investigation of the investment objectives, financial situation or particular needs of
the recipient or any class of persons, and accordingly, no warranty whatsoever is given and no liability whatsoever is accepted for
any loss arising whether directly or indirectly as a result of the recipient or any class of persons acting on such information or opinion
or estimate. This publication may cover a wide range of topics and is not intended to be a comprehensive study or to provide any
recommendation or advice on personal investing or financial planning. Accordingly, they should not be relied on or treated as a
substitute for specific advice concerning individual situations. Please seek advice from a financial adviser regarding the suitability of
any investment product taking into account your specific investment objectives, financial situation or particular needs before you
make a commitment to purchase the investment product. OCBC and/or its related and affiliated corporations may at any time make
markets in the securities/instruments mentioned in this publication and together with their respective directors and officers, may have
or take positions in the securities/instruments mentioned in this publication and may be engaged in purchasing or selling the same for
themselves or their clients, and may also perform or seek to perform broking and other investment or securities-related services for
the corporations whose securities are mentioned in this publication as well as other parties generally.
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