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S'pore’'s 1Q19 growth slowed and MAS on hold

Friday, April 12, 2019

Highlights

e Flash 1Q19 GDP growth softened to 1.3% yoy (2.0% qoq saar), lower than
our forecast of 1.8% yoy (1.1% qoq saar) and also Bloomberg consensus
forecast of 1.4% yoy (2.2% goq saar). This is the weakest start to the year
since 1Q09 amid the sharper than expected slowdown in the global economy
and sluggish trade. The Singapore economy as a small open economy is seen
as a harbinger for the other regional growth prints to come. Next up will be
China which releases its 1Q19 GDP growth estimates on 17 April (our
forecast: 6.3% yoy).
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¢ Manufacturing growth was the main drag at -1.9% yoy (-12.0% qoq saar),

which is also the worst performance since 1Q16. The weakness was
Treasury Research precipitated by weakness in precision engineering and electronics clusters,
Tel: 6530-8384 which offset the expansions in the biomedical manufacturing and transport
engineering clusters. However, pending the US-China trade negotiations, the
US potentially levying tariffs on Europe and/or Japan, and dampened global
trade prospects, it may be too early to call a bottom for the domestic
manufacturing and electronics industries for now, even though the March
manufacturing and electronics PMIs saw modest improvements to 50.8 (+0.4)
and 49.8 (+0.3) respectively.

e The silver lining as construction which rebounded to expand for the first
time after 10 consecutive quarters of decline by 1.4% yoy (7.8% qoq saar)
amid an improvement in the private sector construction activities. Given the
ongoing caution in the private residential property market due to the cooling
measures, we do not anticipate a quick turnaround in the construction sector
at this juncture. Services momentum also improved slightly to 2.1% yoy
(4.8% goq saar), aided by the infocomms and business services growth, but
remains at less than half the pace of the same period last year. While the
digitalisation push, Smart Nation initiative and cybersecurity concerns will
continue to drive the infocomms sector, the other services segments outside
of financial services and maybe tourism-related services may remain a mixed
bag.

e MAS kept its SSNEER policy settings static as expected, but the inflation
rhetoric was slightly dovish. In addition to expecting that the pace of growth
will be slightly below potential this year, with the level of output coming closer
to its underlying potential, MAS also downgraded its core inflation forecast
from 1.5-2.5% to 1-2% and noted it is likely to come in near the mid-point of
the revised range. MAS opined that the pace of growth will be slightly below
potential this year, following two years when it was above trend, but as the
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positive output gap narrows, inflationary pressures will be kept in check. With
external inflation pressures likely to be benign as global oil prices ease from
2018 levels and food prices to only pick up slightly on average, the domestic
inflation picture comes to the forefront. Notably, an acceleration in inflationary
pressures is unlikely against the backdrop of slower GDP growth and
uncertainties in the global economy, and continuing effects of MAS’ monetary
policy tightening in 2018.

We revise our full-year 2019 GDP growth forecast to 1.8%-2.0% yoy, with
headline and core inflation tipped at 0.5% and 1.5% yoy respectively. This
factors in the weaker-than-expected 1Q19 growth momentum and assumes a
potentially soft 2Q19 as well. While we see some potential for stabilization in
2Q19, but the question remains if global green shoots will take root and
sprout, led by China with the coordinated easing of fiscal and monetary
policies, such that the 2H19 improvement can sufficiently offset the 1H19
weakness. Until we see a clear bottom and subsequent improvement in the
China and global growth prospects, the overall picture for the S’pore economy
remains cautious.

Market reactions: USDSGD initially responded by rising slightly from the
1.3560 to the 1.3580 region to the worse than expected 1Q19 growth
deterioration and somewhat dovish inflation rhetoric even as MAS kept its
S$NEER policy unchanged with respect to its width, level and slope, but has
since stabilised back to where it started. Swap rates also have firmed by
around 5-7bps this morning, led by the front end of the curve, whereas the
SGS bond reaction was more muted with yields up around 3bps. This is likely
a kneejerk reaction to the softer growth and inflation dynamics for the S’pore
economy and the MAS signal to hold its SSNEER policy for the next six
months. That said, we would not read the current MAS statement as unduly
bearish or to portend a more dovish action at the October MPS.
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Gross Domestic Product at 2010 Prices
[ 1018 | 2q18 | 3q18 | 4Q18 | 2018 | 1Q19~
Percentage change over corresponding period of previous year
Overall GDP 4.7 42 24 1.9 32 1.3
Goods Producing Industries
Manufacturing 10.1 10.6 35 5.1 72 -1.9
Construction -6.0 -4.2 -2.3 -1.0 -3.4 14

Services Producmg Industries 4.4 3.0 2.7 1.8 3.0 21

Quarter-on-quarter annualised growth rate, seasonally-adjusted

Overall GDP 4.7 0.0 14 1.4 32 2.0
Goods Producing Industries
Manufacturing 16.7 74 0.7 -2.7 72 -12.0
Construction -2.0 -8.5 0.7 5.1 34 7.8

Services Producing Industries 42 -2.2 2.6 2.8 3.0 4.8

*Advance estimates

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 II, as implemented in any
jurisdiction).
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