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Singapore added to US watch list for US' FX
monitoring report and implications

Wednesday, May 29, 2019

Highlights

o Market may understandably be a bit jittery, but the de-risking due
to the recent escalation of the US-China trade war had already
contributed to USD strengthening against many Asian currencies and
heightened market volatility. Hence, the S$NEER had already
retreated from the stronger end of its parity band to now trading
below +1% of its parity band. While this move may have limited
structural impact on the USD-SGD trajectory, nevertheless, there
may be some market uncertainties about the potential impact on the
Singapore economy and monetary policy stance in the medium
term. The ftricky part is that MAS’s monetary policy framework is
centered on the exchange rate and intervention in the FX market is

Treasury Research par for the game to manage the SGD within the SSNEER band.
Tel: 6530-8384 However, the critical difference is that MAS monetary policy is
targeted at ensuing medium-term price stability given Singapore is a
small open economy and a price-taker, rather than trying to boost
export competitiveness per se. Singapore’s monetary policy
framework is unlikely to fundamentally change as a result of this
report, but the nuancing may become increasingly important to
address the US perception of currency intervention going forward.
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e Being on the watchlist is subjective to a certain extent. As the US
had expanded the coverage from its 12 largest trading partners to
those who trade more than US$40 billion with the US, and lowered
the bar for the definition of “material” current account surplus from 3%
of GDP to 2% of GDP and also the definition of persistence of net FX
purchases from 8 out of 12 months to 6 out of 12 months. In addition,
the US administration will add and retain on the Monitoring List any
major trading partner that accounts for a large and disproportionate
share of the overall U.S. trade deficit even if that economy has not
met two of the three criteria from the 2015 Act. Hence another 9
countries including Singapore, Ireland, Italy, Malaysia and Vietnam
were consequently included in the watchlist.

e Once added to the monitoring list, it does imply greater scrutiny
from the US. The report also stated that any economy added to the
monitoring list will remain there for at least two consecutive reports to
ensure any improvement is durable and not due to temporary factors.
This means that Singapore, like the other new additions to the list,
will probably stay there until the next report due later this year. The
worst case scenario if a country is labelled a currency manipulator is
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that the US Commerce Department may consider imposing anti-
subsidy duties on products from countries that have undervalued
currencies. Obviously, the current ongoing US-China trade and tech
tensions appear to have raised the potential stakes (feared and
otherwise). At this juncture, the assessed economic impact on the
Singapore economy may be limited in the short-term, apart from the
immediate financial market gyrations on increased uncertainty.

If history is any guide, the US had labelled three countries as
currency manipulators in the past: Japan in 1988, Taiwan in 1988
and again in 1992, and China from 1992 until 1994. According to a
report by the Government Accountability Office, all three countries
made "substantial reforms to their foreign exchange regimes" after
the negotiations, and were removed from the list after their
"currencies appreciated and external trade balances declined
significantly." This suggests that being added to the monitoring list is
not a permanent sentence.

What can Singapore do? The large current account surplus that
amounted to 17.9% of GDP in 2018 (criteria 2) is unlikely to be
reduced drastically even with a cyclical slowdown amid the global
economic headwinds. Our high savings rate is also unlikely to unwind
quickly, but the ageing population may mean that consumption will
rise over time and the current account surplus may normalise
somewhat. In addition, the saving grace is that Singapore runs a
steady bilateral goods deficit with the US (criteria 1). For criteria 3,
MAS already announced on 8 May that it will start disclosing the net
FX purchases on a six-month aggregated basis with a six-month lag
from end of 2H19. This would contribute to greater transparency of
the actual intervention amounts. If the released data is hypothetically
less than 2% of GDP (compared to the US estimates of around 4.6%
of GDP), this may help to address the third criteria of persistent, one-
sided intervention in FX markets. This probably is the most realistic
criteria improvement that can be achieved over the next 6-12 months.
If you look back in early 2015, the SSNEER did trade at the weaker
side of its parity, so any intervention would have been on the other
side, so it may also not be true that the FX intervention is one-sided.
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Box 1. New Treasu Thresholds r e 2015 Act

12 largest
trading partners

$20 billion

3% of GDP

2% of GDP

8 of 12 months

$40 billion*

$20 billion

2% of GDP

2% of GDP

6 of 12 months

* As of 2018, 21 trading partners excecded
Source: US Department of the Treasury

Table 2. Major Forei

=

0.4

Trading Partners Evaluation Criteria

this threshold.

China 19 L] .2 -32 Yes
e xicn 82 -1B 08 -1 o0 o Na
(G Frmany 68 7.4 -L1 98 o o . .
lapan -] as LES 1% oo o o Na
Ireland a7 9.2 a8 15 - - - -
Wietnam® 40 5.4 3.0 12 L7 4 7 No
|Ilﬂr iz 2.5 L1 52 o - " "
alaysia i 21 09 B -R1 -11 -8 Na
india 1 2.4 1.3 65 1.7 -47 25 Mo
Canada 0 2.7 09 -45 oo o = No
Thail and 19 7.0 -1.0 35 00 0 -1 No
|$wlunlmd 19 10.2 «1.0 7 [E] 2 1 No
Konea 18 a.7 29 TE -0 -3 -2 L]
France 18 0.3 01 -9 " - " “
Talwan 16 12.2 L7 72 04 2 1] Yes
United Kingdom -5 3.8 11 -109 0o o o No
Singapore -6 17.9 o7 65 AL 17 & Yei
Brazil -8 0.8 22 =15 26 ] =11 No
Belgium -14 1.3 03 -7 = a5 i 5
Hong Kong 31 4.3 1.0 16 1.4 -5 .14 No
|m:mnm 152 29 02 198 L] 1] o No

Mobe: Currend acooent balsmne mn;umd using B ﬂa:mwd-ldln us.dnllars,lrmmml luﬂmnbn._
Sourori: Haver Analytics; National Authoritie; US. Coniui Bureau; and LS, Departmend of the Treadury Stal Estimates
¥ In assess ing the persbstence of intervention, Treaswry will consider an econony that is judged to have purchased Tors gn exchange on net for € of the 17 months fo

Puvn et the theeubold.
* Current SoCousl dats Tor Vietnam are only avallable through 2018032,
Source: US Department of the Treasury
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Singapore: Current Account Balance
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Singapore: Exchange Rates
- Bilateral vs. USD «===REER ==—=NEER
g 130 - 130
=
|
?'012{) 1 - 120
=
110 - -~ 110
S
~
< 100 - ~ 100
o
$ 90 - 90
(]
o
£ 80 - - B0
I~ © @ ©O = ™~ M < ! W M~ o O
@ 9 99 7 7 o 9 4 4 4
C £ £ £ £ € £ € €© £ € £ €
8 8 8 8 8 8 8 8 8 8§ 8§ 8 &§

Sources: FRB, Bank for International Settlements
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Singapore: Estimated FX Intervention
M Est. Spot Market Intervention B Change in Net Forward Book
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Sources: Monetary Authority of Singapore, U.S. Treasury estimates

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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