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S'pore's Covid-19 shock saw advance
1Q20 GDP growth contract more
than expected by 2.2% yoy.

Highlights

Covid-19 is like an economic tsunami hitting Singapore shores: Advance
1Q20 GDP growth slumped 2.2% yoy (-10.6% gog saar), exceeding our
expectations of -1.1% yoy (-8.7% qoq saar). This is the worst GDP yoy
contraction since 1Q09 and the largest qoq slippage since 3Q10. This is also
the first time we see a contraction in all three key sectors, namely
manufacturing, services, and construction, since 3Q98 during the Asian
Financial Crisis (AFC). The construction sector saw supply chain disruptions
and delays in returning foreign workers saw a sharp pullback, whilst the
services sector was the hardest hit (-3.1% yoy which is the weakest since
2Q09) amid a double whammy from the tourist and domestic consumption
slump. The manufacturing sector was also not spared and contracted 0.5%
yoy (+4.2% qoq saar).

We see more economic pains to come in 2Q20 with a technical recession
highly likely (potentially the first technical recession since 3Q08). 2Q20
GDP growth could potentially shrink by up to 7% yoy (-20.6% qoq saar) with
all three key sectors remaining mired in contraction territory. Note that
Singapore’s advance 1Q20 growth estimate only accounts for January to
February data, and March was when the second wave of imported
infections, tightened social distancing restrictions and the more recent
measures to close entertainment venues, tuition and enrichments centres,
which  could take another toll on business and consumer
sentiments. Singapore’s 1Q20 GDP growth estimate is like the canary in
the mineshaft and warns of further economic pain to come for other Asian
economies as well. Generally, global growth forecasts revisions downwards
have been coming fast and furious, with Thailand declaring a state of
emergency from today and Bank of Thailand also slashed its 2020 growth
forecast from 2.8% yoy to -5.3%. Malaysia also extended its Movement
Control Order by two weeks to 14 April, with a new stimulus package due
tomorrow.

2020 growth forecasts continue to plumb new depths: The official 2020
GDP growth forecast was slashed by MTI to -1% to -4%, from -0.5% to 1.5%
previously in February, citing the heightened uncertainties given the
escalating Covid-19 outbreak and unprecedented health measures and
economic activity curtailment. Given that the global Covid-19 situation is
still evolving rapidly, the balance of risks remains tilted to the
downside. This makes our -1% to 0% forecast pale in comparison and
warrants a further revision down to around -3% vyoy, pending the
supplementary budget announcement later this afternoon. Note that even
during the 1998 AFC, Singapore’s GDP growth only contracted 2.2% yoy.
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Is a fiscal bazooka imminent? DPM Heng will announce his supplementary
budget at 330pm today. A sizeable second stimulus package can help
mitigate some of the downside risks, particularly to bolster consumer
confidence, assist liquidity and short term survival of companies especially
SMEs, and enhance job and income security of displaced workers including
self-employed and gig workers. If you look to history, the Singapore
government had sought President’s approval for a $150b guarantee on all
bank deposits in Singapore to be backed by the reserves and to draw on
$4.9b of reserves to fund two one-off measures to boost the economy in
2009 during the GFC, namely the Jobs Credit Scheme (a wage subsidy give
to employers to keep workers employed) and the Special Risk-Sharing
Initiative (to help cash-strapped companies get credit financing). Even after
factoring in the $10.9b (equivalent to 2.1% of GDP) deficit proposed in the
2020 Budget, there is an increasing need to shore up the domestic economy
amid a Covid-19 pandemic and prospects of a global recession. So, the
estimated size of the second package could be in the $20-25b range (about
5% of GDP), which if added to the 2020 budget deficit of 2.1%, would
exceed 7% of GDP. In terms of assistance to beleaguered companies, look
for a reduction of funding cost, lower risk premiums, increasing the bridging
loan ceiling to $5 million, providing more rental rebates and possibly even
tax deferrals, as well as possibly extending a loan moratorium on
existing/new bank loans. In addition, ensuring sufficient market liquidity
and bolstering consumer confidence will also be important. Hence,
providing more direct assistance to displaced workers (possibly through
funding more employment subsidies) and affected households may help
partially buffer some of the demand shock.

Monetary policy easing to follow in lockstep on 30 March: a further
flattening of the SSNEER slope to zero percent appreciation bias has already
been largely discounted. A double-barrelled move is also likely, with the
options between a re-centering lower and a widening of the SSNEER band
width. The chances of lowering the policy band of the SGD NEER has
increased, even though the SGD NEER itself is still relatively contained at -
0.65% below its perceived parity. As a re-centering to current levels doesn’t
lend more headroom if economic and market conditions deteriorate from
here, so a possibility is to re-center below the current prevailing level eg. by
-2.0% even though this is unprecedented for the MAS to re-centre lower to
a level below the prevailing SGD NEER. This option cannot be completely
ruled out. Re-centering the policy band by -2.0% will leave the SGD NEER at
+1.40% to +1.50% above the new parity level, and create about 3.4-3.5% of
downside room. This may be preferred to widening of the SSNEER band
width which may only lend around about 2.4% of downside room if the
band is widened from +/-2% to +/-3%. A band widening was last seen in
October 2010 due to increased volatility in the FX market conditions.
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Gross Domestic Product in chained (2015) dollars

1Q19 | 2019 | 3019 | 4019 | 2019 | 1Q20*
Percentage change over corresponding period of previous vear
Overall GDP 1.0 0.2 0.7 1.0 0.7 -2.2
Goods Producing Industries
Manufacturing 0.0 -2.7 -0.7 23 -14 -0.5
Construction 1.4 2.3 3.1 4.3 2.8 4.3
Services Producing Industries 1.0 1.1 08 1.5 1.1 =3.1
Quarter-on-quarter annualised growth rate, seasonally-adjusted
Owerall GDP 23 0.8 22 0.6 0.7 -10.06
Goods Producing Industries
Manufacturing -3.6 -4.1 4.8 59 -1.4 4.2
Construction 79 -0.3 35 53 28| -229
Services Producing Industries 1.9 1.2 1.1 2.2 1.1 -159
* 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 Il, as implemented in any jurisdiction).

Co.Re@.no.:193200032W

Treasury Research & Strategy 4


mailto:LingSSSelena@ocbc.com
mailto:XieD@ocbc.com
mailto:WellianWiranto@ocbc.com
mailto:TerenceWu@ocbc.com
mailto:HowieLee@ocbc.com
mailto:carierli@ocbcwh.com
mailto:dicksnyu@ocbcwh.com
mailto:WongVKAM@ocbc.com
mailto:EzienHoo@ocbc.com
mailto:WongHongWei@ocbc.com
mailto:ZhiQiSeow@ocbc.com

