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SGD NEER: Virus-stricken

e On 5 February 2020, a media release by the Monetary Authority of

| i ) ] Terence Wu
Singapore (MAS) said that the “monetary policy stance remains FX Strategist
unchanged”, although there is “sufficient room within the policy band +65 6530 4367

to accommodate an easing of the Singapore Dollar Nominal Effective
Exchange Rate (SSNEER / SGD NEER) in line with the weakening of
economic conditions as a result of the outbreak of the 2019 novel
coronavirus (2019-nCoV) in China and other countries, including
Singapore.” The market response was sharp, with the USD-SGD Treasury Research
spiking north of 1.3800, and the SGD NEER taken down to parity from Tel: 6530-8384
an estimated +0.70% above parity.
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e Initial interpretations of the media release stoked expectations of
further policy easing measures in the upcoming April MPS. On closer
inspection, we think it is premature to interpret the statement as
such. We prefer a more conservative interpretation, which is that
the MAS may now be comfortable for the SGD NEER to hover at or
just south of parity levels.

e Early assessments of the impact of the coronavirus episode on the
Singapore economy (see: Potential dark clouds for the Singapore
economy, 30 Jan 2020) and specific industry sectors (see: 2019 Novel
Coronavirus: Credit Impact, 04 Feb 2020) suggest that the impact
would be less severe than the 2003 SARS episode. From a pre-
coronavirus baseline GDP growth forecast of 1.0 — 2.0% yoy, a full-
blown, SARS-level, “severe” impact would suggest a downgrade to
sub-0.50% yoy growth, while a “mild” scenario sees a growth
downgrade to 0.50 — 1.00% yoy. Using these parameters as a (albeit
less-than-perfect) guide we gauge the possible impact on the SGD
NEER due to the coronavirus episode.

e The peak-to-trough move in the SGD NEER during the SARS episode is
around 3.50%. Directly applying this “severe” scenario to the current
situation, this suggests a trough in the SGD NEER at around -1.80%
below parity (from +1.70% above parity pre-coronavirus). Our
baseline view is that a move of this magnitude would be an
overstatement, given that the coronavirus episode is likely better
managed, and therefore less severe than SARS.

e A “mild” scenario postulated by our Singapore economists points to
a discounted 2.50-3.00% move in the SGD NEER, suggesting a floor
at -0.80% to -1.30% below parity. For now, we take the midpoint of
that range at -1.00% below parity (currently estimated at 1.3949 for
USD-SGD) as an initial floor in the SGD NEER.

Treasury Research & Strategy 1


https://www.ocbc.com/assets/pdf/regional%20focus/singapore/potential%20dark%20clouds%20for%20the%20singapore%20economy.pdf
https://www.ocbc.com/assets/pdf/regional%20focus/singapore/potential%20dark%20clouds%20for%20the%20singapore%20economy.pdf
https://www.ocbc.com/assets/pdf/credit%20research/special%20reports/2020/ocbc%20credit%20research%20-%20novel%20coronavirus%20credit%20impact%20special%20interest%20commentary%20(4%20feb).pdf
https://www.ocbc.com/assets/pdf/credit%20research/special%20reports/2020/ocbc%20credit%20research%20-%20novel%20coronavirus%20credit%20impact%20special%20interest%20commentary%20(4%20feb).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 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 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 limitation, 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 Il, as implemented in any jurisdiction).
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