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MAS surprises with slight slope
steepening

Highlights:

S’pore’s 3Q21 GDP growth estimate came in at 6.5% yoy (0.8% qoq sa),
close to our forecast of 6.4% yoy (1.1% qoq sa). The growth moderation
was expected, given the return to the Phase 2 (Heightened Alert) and
tightened Covid restrictions in July. GDP growth was largely driven by
manufacturing (7.5% yoy), while both services and construction sectors saw
their second consecutive quarter of expansion at 5.5% yoy and 57.9% yoy
(due to low base last year). The electronics and precision engineering
industries remained key beneficiaries of the improved global demand story,
while the construction sector remained mired by the foreign manpower
crunch due to border restrictions and the absolute value-add still remains
25% below its pre-Covid levels. For the services sector, growth momentum
in the financial services and infocomms also remained resilient.

No change in the official 2021 GDP growth forecast of 6-7% yoy and we
maintain our 6.7% yoy forecast as well. The 2Q21 GDP growth was also
revised marginally higher to 15.2% yoy (-1.4% qoq sa), versus 14.7% yoy (-
1.8% qgoq sa) previously. This brought first half growth to 14.7% yoy but will
likely slow to around 5.8% yoy in the second half of 2021 as low base
effects fade. Still, the Singapore economy is tipped to remain in above trend
growth in the quarters ahead, barring a global resurgence of the virus or a
setback in the re-opening pace, and output should return to potential next
year.

MAS was unexpectedly hawkish and slightly steepened the SSNEER slope
from zero percent previously, with no change in the policy band width or
level at which it is centred. This is the first slope steepening since October
2018 when MAS moved from +0.5% pa to +1.0% pa. MAS cited a
broadening of cost pressures, both external and domestic, as global
demand normalises amid ongoing supply chain problems. The policy
concerns appear to be more persistent and broader prices pressures from a
confluence of supply chain problems, rising energy prices, foreign
manpower crunch due to border closures etc, but also some policy driven
cost pressures from the expansion of the Progressive Wage Model in
September 2022 for instance. In addition, service fee hikes, including those
in transport, education and healthcare, also are on the cards, but how much
wage growth would also pick up in 2022 remains the crux for end-
consumers which are likely to face higher prices for a large swathe of goods
and services going ahead. As a small and open economy dependent on
many goods imports and also migrant workers, the pass-through to end-
consumers may be fairly immediate. Hence the SSNEER slope steepening
move today would help alleviate some of the broad USD strength and
contain imported inflation for goods from regional economies.
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MAS tips headline and core inflation to rise to 1.5-2.5% and 1-2%
respectively in 2022, with the latter expected to close in on 2% in the
medium term. With the SSNEER pushing higher to around 1.25% on the
stronger side of its parity band this morning after the MAS announcement,
it is likely to approach 1.5% and possibly higher. The next 6 months would
be key to watch for growth and inflation to see if the optimism pans out as
expected as this would set the tone for the April 2022 MAS policy meeting.
Surprisingly, the MAS statement dropped all the caveats about downside
risks apart from a brief phrase on the emergence of a vaccine-resistant virus
strain or severe global economic stresses, reinforcing the more hawkish tilt.
There was also no specific 2022 GDP growth forecast range given apart
from alluding it will be slower but still above trend in 2022. This suggests
there could be upside risk to our 3% growth forecast, especially it the VTLs
take off and the pace of re-opening speeds up in early 2022.
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Gross Domestic Product in Chained (2015) Dollars
3Q20 | 4Q20 | 2020 1Q21 2021 | 3Q21*
Percentage change over corresponding period of previous year
Overall GDP -5.8 -2.4 -54 1.5 15.2 6.5
Goods Producing Industries 1.1 3.9 0.3 58 229 10.8
Manufacturing 11.0 10.3 7.3 11.2 18.0 7.5
Construction -52.5 =274 -35.9 =232 117.5 57.9
Services Producing Industries -8.3 -4.7 -6.9 -0.4 10.8 5.5
Wholesale & Retail Trade i
and Transportation & Storage -117 04 9.5 1.8 8.5 54
Information &
Cqmmumcaucnns, F1n:‘mcc & 0.1 1.4 0.9 35 10.1 77
Insurance and Professional
Services
Accommodation & Food
Services, Real Estate,
Administrative & Support -140 2.9 — 3.6 145 31
Services and Other Services
3020 | 4Q20 2020 1Q21 2021 | 3Q21*
Quarter-on-quarter growth rate, seasonally-adjusted
Overall GDP 9.0 38 -5.4 33 -1.4 0.8
Goods Producing Industries 11.9 1.8 0.3 9.8 -1.9 1.0
Manufacturing 9.7 -1.4 73 11.3 2.1 0.0
Construction 37.5 55.6 -35.9 4.3 -2.4 -0.4
Services Producing Industries 5.5 4.1 -6.9 1.1 -0.3 0.5
Wholesale & Retail Trade
and Transportation & Storage 20 4.1 93 33 -LO -13
Information &
C?mmunlcatlons, F1n:‘mcc & 34 51 0.9 10 23 12
Insurance and Professional
Services
Accommodation & Food
Services, Real Estate
- 2 - - 29
Administrative & Support 12.0 >-7 12 L1 2.2 0.8
Services and Other Services

* 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. There may be conflicts of interest between OCBC
Bank, Bank of Singapore Limited, OCBC Investment Research Private Limited, OCBC Securities Private Limited or other members of the OCBC Group and any of
the persons or entities mentioned in this report of which OCBC Bank and its analyst(s) are not aware due to OCBC Bank’s Chinese Wall arrangement.

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 1I”), 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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