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SGD NEER and the Oct MAS MPS Preview 
 

 In the previous MAS MPS meeting, the MAS moved to a “zero percent 
appreciation of the policy band starting at the prevailing level” of the SGD 
NEER. We interpreted this as the policy band turning flat, with the 
centre of the band moving lower by approximately -0.50% to the level 
where our estimated SGD NEER was at. 

 
 Heading into the October MPS, given that the macro outlook is still soft, 

but on the mend, we find very little impetus for the MAS to further 
loosen the monetary taps. Similarly, it is still way too early to 
contemplate a tightening. We expect the MAS to leave the policy 
parameters – the slope, centre and width of the SGD NEER band – 
unchanged in this round. A tightening move in 2021 cannot be ruled out, 
but the prospects will depend on the evolution of the pandemic.     

 
Domestic macro outlook: Still soft, but definitely on the mend 
 
 On the domestic front, the FY2020 growth outlook has worsened 

compared to the prognosis in April. Our analysis suggest a substantial 
widening of the negative output gap, starting from 1Q 2020, and 
reaching its widest extent in 2Q. From 3Q onwards, the extent of 
negative output gap has probably started to contract, although it may 
persist in negative territory until 2Q 2021. This picture is in-line with the 
view that the economic trough was in 2Q 2020.  
 

 Translated to domestic price pressures, disinflationary pressures were 
probably the strongest in 1H 2020. We have started to see month-on-
month upticks in segments of the CPI basket starting 3Q, suggesting that 
disinflationary pressures is easing as economic activity recovers. 

 
 We watch with some concern the labour market situation, where the 

number of retrenchments in 2Q 2020 is already close to the peak during 
the SARS period. What is perhaps more worrying is the significant spike in 
number of employees on shortened work week or temporary layoff. This 
group may translate to further retrenchments down the road if the 
pandemic situation outlasts the support from the Jobs Support Scheme.      

 
 Overall, although the domestic outlook is soft, and pockets of weakness 

still exist, the worst is likely behind us. Thus, there is limited justification 
in stepping up monetary policy support at this juncture, especially given 
that fiscal policy has been identified as the main policy lever, and the 
government remains ready to do more on that front if required. This 
view informs our stance that the MAS will hold policy parameters 
unchanged in the upcoming policy meeting.          
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SGD NEER: Current posture likely to be maintained 
  
 In our Post-view of the previous policy meeting (see FX Viewpoint: April 

2020 MAS MPS Post-view – Stability is key, 30 March 2020), we called for 
the SGD NEER time-path going forward to be limited by +/-1.0% 
above/below the perceived parity. In reality, an even tighter ship was run, 
with the SGD NEER mostly fluctuating between the parity and +0.50% 
above parity levels since. We think this is a reflection of the “stable” 
monetary policy stance expounded in the MPS.      
 

 Going forward, much of the time-path of the SGD NEER will depend on 
how the pandemic situation evolves. We consider the following options: 

 
1. The SGD NEER retains its current posture, a tight range near the 

parity level: This is our base case, and should stand as long as the 
pandemic status quo (domestic situation contained, sporadic 
second wave outbreaks globally, vaccine in progress) persists.  

2. The SGD NEER weakens to populate the lower half of the policy 
band: This would take a significant worsening of the pandemic 
and imply an acknowledgement that a weaker SGD is required to 
supplement fiscal policy in supporting the economy. The barrier 
to this is high, and we see this as a low probability event.  

3. The SGD NEER lifting higher towards the strong end of the policy 
band: This would require a big step towards normalization 
globally and perhaps a successful vaccine. We will take this as a 
sign that a tightening move in April 2021 is potentially in play. 

 
 Under our base case of the SGD NEER retaining its current posture, it will 

leave the USD-SGD a function of broad USD and RMB movements. We 
expect the pair to retain a high correlation with the DXY index. However, 
if the RMB continues to strengthen as we expect (see FX Viewpoint: RMB 
– Still room to strengthen, 20 Sep 2020), this would open up more room 
for the USD-SGD to search lower. Overall, we have a year-end forecast for 
the USD-SGD at 1.3553. 

 
 
 
 
 
 
 
 
 
 
 
 
 
 

https://www.ocbc.com/assets/pdf/fx%20outlook/viewpoint/2020/fx%20viewpoint%2030mar20.pdf
https://www.ocbc.com/assets/pdf/fx%20outlook/viewpoint/2020/fx%20viewpoint%2030mar20.pdf
https://www.ocbc.com/assets/pdf/fx%20outlook/viewpoint/2020/fx%20viewpoint%2021sep20.pdf
https://www.ocbc.com/assets/pdf/fx%20outlook/viewpoint/2020/fx%20viewpoint%2021sep20.pdf
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This publication is solely for information purposes only and may not be published, circulated, reproduced or distributed in whole or in part to any 
other person without our prior written consent. This publication should not be construed as an offer or solicitation for the subscription, purchase 

or sale of the securities/instruments mentioned herein. Any forecast on the economy, stock market, bond market and economic t rends 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 i ts accuracy 
or completeness, and you should not act on it without first independently verifying its contents. The securities/instruments mentioned in this 
publication may not be suitable for investment by all investors. Any opinion or estimate contained in this report is subject to change without 

notice. We have not given any consideration to and we have not made any investigation of the investment objectives, financial situation or 
particular needs of the recipient or any class of persons, and accordingly, no warranty whatsoever is given and no liability whatsoever is 
accepted for any loss arising whether directly or indirectly as a result of the recipient or any class of persons acting on such information or 

opinion or estimate. This publication may cover a wide range of topics and is not intended to be a comprehensive study or to provide any 
recommendation or advice on personal investing or financial planning. Accordingly, they should not be relied on or treated as a substitute for 
specific advice concerning individual situations. Please seek advice from a financial adviser regarding the suitability of any investment product 

taking into account your specific investment objectives, financial situation or particular needs before you make a commitment to purchase the 
investment product. OCBC Bank, its related companies, their respective directors and/or employees (collectively “Related Persons”) may or 
might have in the future interests in the investment products or the issuers mentioned herein. Such interests include effecting transactions in 

such investment products, and providing broking, investment banking and other financial services to such issuers. OCBC Bank and its Related 
Persons may also be related to, and receive fees from, providers of such investment products. 

This report is intended for your sole use and information. By accepting this report, you agree that you shall not share, communicate, distribute, 
deliver a copy of or otherwise disclose in any way all or any part of this report or any information contained herein (such report, part thereof and 

information, “Relevant Materials”) to any person or entity (including, without l imitation, any overseas office, affiliate, parent entity, subsidiary 
entity or related entity) (any such person or entity, a “Relevant Entity”) in breach of any law, rule, regulation, guidance or similar. In particular, 
you agree not to share, communicate, distribute, deliver or otherwise disclose any Relevant Materials to any Relevant Entity that is subject to 

the Markets in Financial Instruments Directive (2014/65/EU) (“MiFID”) and the EU’s Markets in Financial Instruments Regulation (600/2014) 
(“MiFIR”) (together referred to as “MiFID II”), or any part thereof, as implemented in any jurisdiction. No member of the OCBC Group shall be 
liable or responsible for the compliance by you or any Relevant Entity with any law, rule, regulation, guidance or similar ( including, without 

limitation, MiFID II, as implemented in any jurisdiction). 
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