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S'pore downgrades 2020 official GDP
growth forecast down to -4% to -7%
yoy, from -1% to -4% previously.

Highlights

The official full-year 2020 GDP growth downgrade was clearly forthcoming,
but still implies a significant deterioration in the 2Q momentum due to
the Circuit Breaker period as well as a weak recovery trajectory in 2H
depending on global and domestic Covid-19 recovery process. MTI
downgraded its 2020 official GDP growth forecast for the third time to -4%
to -7% yoy, from -1% to -4% previously. This is consistent with our house
view of around -6% yoy for full year growth. MTI cited that the “globally
there continues to be a high degree of uncertainty over the length and
severity of the outbreak, as well as the trajectory of the recovery in the
global economy” and “domestically, how the Singapore economy performs
in the remaining quarters of the year will also depend on the extent to
which we are able to resume economic activities safely and without a
resurgence of infections in the community as we exit from the Circuit
Breaker period”. The morning market reaction in USDSGD was relatively
muted, with SSNEER hovering around -0.3%, which suggested that the
growth downgrade did not come as a surprise.

Risks still dominate for the 2H20 recovery path, even with the phased re-
openings after the Circuit Breaker period ends on 1 June. The external
risks remain the risk of subsequent waves of infections and re-imposition of
containment measures, as well as a growing perception of diminished fiscal
and monetary policy space in major economies which could drive further
financial market volatility. Domestic risks are the expected deterioration in
labour market conditions, which is clearly going to see a further fall out in
the months to come as the fiscal assistance programs fade with time, hence
the potential need for continued support to tide over this challenging
period. Domestic demand expanded only 0.5% in 1Q20, compared to 3.6%
a year ago, with public consumption expenditure (+8.5%) compensating for
the drop off in private consumption expenditure (-1.6%).

Treasury Research & Strategy


mailto:LingSSSelena@ocbc.com

OCBC TREASURY RESEARCH @ OCBC Bank

Singapore
26 May 2020

1Q20 GDP growth was revised higher from the flash -2.2% yoy (-10.6%
goq saar) to -0.7% yoy (-4.7% qoq saar), largely driven by the March
manufacturing data, but this is mostly water under the bridge. The
manufacturing sector saw its flash 1Q growth revised up from -0.5% yoy to
+6.6% vyoy, lifted mainly by the biomedical manufacturing (especially
pharmaceuticals), precision engineering and transport engineering. Both
the construction and services sectors also saw less severe contractions at -
4.0% yoy (previously -4.3%) and -2.4% yoy (previously -3.1%) in 1Q20.
Outside of manufacturing, only two industries saw positive yoy growth in
1Q20, namely the finance and insurance industry, which outperformed at
8.0% yoy (17.2% qoq saar) in 1Q20, driven by banking and insurance, as
well as the information & communications industry, which also expanded
by 3.5% yoy due to sustained corporate demand for IT and digital solutions.
The Circuit Breaker period accelerated the work-from-home arrangements
and would likely sustain infocomm demand as well as online transactions.

The S’pore economy has weakened further since March. First, there has
been a sharper slump in outward-oriented sectors like manufacturing,
wholesale trade and transportation & storage due to the Covid-19 induced
global demand shock and prolonged supply chain disruption. Second,
domestic economy activities had stalled with the Circuit Breaker measures,
particularly for consumer-facing segments like retail and food services,
while many firms had to pare down operations notwithstanding the rush to
shift to work-from-home. Third, manpower shortages, partly due to the
Covid-19 outbreak in foreign worker dormitories and their subsequent
movement restrictions, also impacted construction and marine & offshore
engineering sectors.

Look to fiscal policy to do the heavy lifting again: Market focus will be on
the fourth Budget (“Fortitude”) this afternoon with another likely tap on
the past reserves already receiving President’s in-principle approval beyond
the earlier $21 billion already announced for earlier Budgets. The policy
priorities are to mitigate the expected softening in the domestic labour
market. DPM Heng has already hinted that the focus will be on creating
new jobs and traineeships, as well as providing supplementary budgets for
the social services sector. MAS, on the other hand, reiterated monetary
policy is unchanged and appropriate, and next review will be in October (ie.
no inter-meeting). Note that overall unit labour cost had climbed 1.5% in
1Q20, led by accommodation & food (+25.8%), transportation & storage
(+7.6%), business services (+6.9%) and wholesale & retail trade (+6.0%),
whereas headline CPI only edged up 0.4%, which suggests that profit
margins were under pressure and companies would have taken a much
bigger hit amid the Circuit Breaker period when they face a double
whammy from a demand shock and supply chain disruptions. Therefore, an
extension of the Jobs Support Scheme, whether in terms of duration or
extent of support, is plausible, amongst other measures. 1Q20 total
employment had already fallen by 19.5k, the sharpest quarterly contraction
since SARS (2Q03: -26k), and the job losses were concentrated in
accommodation & food (-7.8k), wholesale & retail trade (-6.5k),
construction (-6.1k) and manufacturing (-3.4k).
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Low for longer interest rate conditions are here to stay given very
accommodative global financial conditions: the 3-month SIBOR and SOR
are standing at 0.55916% and 0.21221% with ample domestic liquidity, but
the retraction in the USD LIBOR counterpart appears to have stabilised
around 0.36925% for now with Fed rhetoric still holding the official line
against negative rates, and this suggests that any additional downside space
for short-term SGD rates may be limited even if there are brief dips into
negative territory for the overnight or 1-month SOR. While domestic SGD
interest rates stay subdued as MAS (and also the FOMC) remain in policy
stasis in the interim pending fresh economic and Covid-19 cues, there is

also little impetus for mortgage
macroeconomic fundamentals.

SECTORAL GROWTH EATES

demand to pick up given soft

1919 | 2019 | 3019 | 4019 | 2009 | 1920

Year-on-Year % Change

Total 1.0 0.2 0.7 1.0 0.7 -0.7
Goods Producing Industries 0.2 19 -0.1 -1.3 -0.8 47
Manufactunng 0.0 -2.7 -0.7 -1 3 -1.4 6.5
Constmuction 1.4 213 3.l 4.3 28 -4.0
Services Producing Industries 1.0 1.1 0.5 1.5 1.1 -2.4
‘Wholesale & Retail Trade -2.7 -3.6 -3.5 -1.9 -2.9 -5.8
Transportation & Storage 0.4 2.1 0.0 0.8 (% -3.1
Accominodation & Food Services 2.0 1.2 1.9 2.5 1.9 -38
Information & Communicatons 49 34 4.4 4.5 43 3.5
Fmance & Insurance 3.1 5.1 4.1 4.0 4.1 8.0
Business Services 1.8 1.0 1.1 1.7 1.4 -3.3
Orther Services Indusines 2.1 2. e | 3.3 26 -34

Anoualised Quarter-on-Quarter Growth % (SA)

Tonal 2.3 -0.8 22 0.6 0.7 -4.7
Goods Producing Industries -2.2 -2.9 ER -3.7 -0.8 4.0
Manufachunng =36 -4.1 4.8 =58 -1.4 37.3
Constriction 1.9 -0.3 3.5 5.3 28| -21.8
Services Producmg Industries 1.9 1.2 1.1 22 1.1 -13.3
Wholesale & Retal Trade -3.0 -2.0 -1.3 -0.6 28] -18.1
Transportation & Storage 1.2 3.0 -3.1 20 08| -20.9
Accomunedation & Food Services -2.3 28 5.1 4.3 12| 592
Information & Communications -5.3 2.8 10.8 B9 4.3 -6.9
Finance & Insurance 0.8 13.8 -1.9 iB 4.1 17.2
Business Services 5.2 -1.2 1.2 22 14| -150
Other Services Industnies 5.9 -1.2 29 3.1 26) -17.3
1019 | 2019 | 3019 | 4019 | 2018 | 1020

Retail Sales Index’ (vov,_ %a) -1.0 -4 .5 -3.0 -5.0 -3.4 -89.7
Value Added Per Worker (yvov, %) -0.4 -1.3 -1.0 -0.7 -0.9 -2.1
Value Added Per Actial Hour Worked (vow, ®6) =01 =31 -2 0 . =19 4.7
LUnemployment Bate, 8A (%) 22 2.2 2.3 23 23 24
Changes in Employment ("000) 13.9 6.3 27.6 21.5 698 -19.5
Owerall UTnat Labour Cost (vow, %) 2.5 3.3 kX1 2.1 2.8 1.5
Unit Business Cost of Manufacturng (voy, %) -3.4 =01 -4 & -3.4 -3.0 -11.9
Consumer Price Index (yoy. %) 0.5 0.5 0.4 0.6 0.5 0.4
Fixed Asset Investments (% bal) 3.8 4.3 [ 5.9 152 12.4
Total Marchandise Trade (yoy, %) 2.1 -2 2 =57 -5.3 -3.2 0.6
Merchandise Expodts 0.0 4.6 -7.3 -4.3 4.2 -1.3
Dromestic Exports -5.5 -10.G -13.1 -11.5 -10.5 -5.2
nl 6.5 -2.9 -19.7 -21.5 | -12.9 -25.9
Mon-nl -5.4 -14.7 =BG =5.7 5.2 5.8
Be-exports 5.8 0 =1.7 28 23 32
MMerchandase Impodats 4.5 0.5 -59 -65.3 -2.1 26
Total Services Trade (yoyv, 36) 3 1.9 0.8 2.5 1.3 -3.5
Exporis of Services 0.6 1.9 1.9 4.5 Zz.2 2.9
Linports of Services -0.1 1.9 -0.3 0.6 0.4 4.2

"In Chamed Volume Terms.  Based on GDP at market vrices in chained (201 5% dollars.

Source: MTI
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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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