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Spore may escape a technical
recession in 3Q, but 4Q prognosis
remains soft

Highlights

Our forecast is for Singapore’s 3Q19 GDP growth to be 0.3% yoy (1.9% qoq
saar), which will be a modest improvement from 2Q19’s 0.1% yoy (-3.3%
gog saar). This means that the S’pore economy will likely escape a technical
recession which was last seen during the GFC in 2008 on the basis of the
July-August manufacturing contraction of -3.9% yoy and assuming that
September manufacturing output does not deteriorate further to a double-
digit yoy decline. The construction and services sectors are tipped to still
expand by around 3.0% and 1.1% yoy in 3Q19.

The prognosis for 4Q19 remains somewhat lacklustre. Even if a partial or
mini US-China trade deal materialises, most composite leading indicators do
not suggest a quick rebound is in store. Our full-year 2019 GDP growth
forecast for Singapore remains unchanged at a 0-1% range centred around
0.4% yoy. That said, given that 2019 growth will be a very low base, the
2020 growth range is likely to see a modest improvement to around 1-2%
yoy assuming that the global trade tensions do not escalate further from
here and the manufacturing and trade outlook sees a modicum of
stabilization.

The biggest risk remains the fragility of the external environment and the
prospect of anaemic global growth amid the myriad of uncertainties
pertaining to US-China tensions beyond trade, Brexit, China’s slowdown,
and geopolitical hotspots in Hong Kong etc which could continue to weigh
on business and consumer confidence. With leading indicators like PMls still
suggesting that the global manufacturing slowdown is well-entrenched, it is
of no surprise that central banks have pivoted to monetary policy easing.
Still, the domestic labour market bears close monitoring as a further
softening may warrant a more robust fiscal response from S’pore
policymakers.

Our base case scenario is for the MAS to ease its monetary policy stance
by reducing the slope the SGD NEER policy band from the currently
estimated +1.00% p.a. appreciation path to +0.50% p.a with no change in
the width and centre of the policy band. While the risk of a more dovish
move to a zero rate of appreciation cannot be fully discounted (and may
have in fact increased slightly over the recent weeks), we think this drastic
step may not be warranted for now as it would imply an official economic
prognosis that is considerably worse than currently expected or a
prediction of rapid deterioration from here. Given a modest slope
flattening is the market consensus call, market reaction may be somewhat
muted in the event it materialises. The SSNEER is currently hovering above
1% on the stronger side of its parity band.
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Given that global manufacturing momentum remains sluggish and the
new orders books suggests pipeline is also soft, the challenge is probably
not one of structural competitiveness at this juncture. In fact, Singapore
overtook the US to pole position for the latest 2019 WEF global
competitiveness survey. That said, there is still room for improvement in
areas like future workforce (S'pore ranked 27%), attitudes towards
entrepreneurial risk (ranked 27%") and innovation capability (ranked 13%). A
more expansionary FY20 Budget is likely to provide the buffer for downside
growth risks going ahead as well.
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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)
(“MIiFIR”) (together referred to as “MiFID 11”), 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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