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  2018 2019F 2020F 2021F 

Growth, yoy%, ave 3.6 0.6 1.4 1.8 

Inflation, yoy%, ave 0.4 0.6 1.1 1.5 
Core inflation, yoy%, 
ave 1.7 1.1 1.2 1.4 

Currency, vs USD, eop 1.36 1.38 1.37 1.35 

10-year yield, %, eop 2.04 1.70 2.00 2.25 
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DBS Focus 
Singapore outlook 2020: Getting out of the woods 
Economics/growth/FX/rates/equity 

• The island state is gradually emerging 
from economic doldrums  

• GDP growth is expected to register 
1.4% in 2020 while inflation should 
remain manageable at 1.1% next year 

• Monetary policy will remain 
accommodative and an expansionary 
fiscal budget is on the cards 

• FX: SGD remains too strong relative to 
Singapore’s weakened fundamentals 
and a resilient USD Index (DXY). No 
conclusive factors to push USDSGD out 
of its 1.35-1.40 range yet 

• Rates: The SGD curve is likely to 
steepen in line with the USD curve 

• Equities: Defensive qualities support 
upside 
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The Singapore economy struggled in 2019 amid 

the trade war and a down-cycle in electronics. 

The official forecast was downgraded three 

times from an original 1.5-3.5% to the current 

0.0-1.0%. In fact, the economy would have 

dipped into a technical recession in 2Q/3Q if not 

for the marginal lift from the services sector, 

and some respite in the manufacturing 

contraction. Advance GDP estimates for 3Q19 

reported a weak growth of 0.1% YoY, 

unchanged from the previous quarter.  

The silver lining is that the economy registered 

a benign expansion of 0.6% QoQ saar, thereby 

narrowly averting a technical recession. We 

expect such improvement to persist in the next 

quarter. GDP growth in 4Q19 is likely to recover 

to slightly above 1.0%. With that, full year GDP 

growth for 2019 is expected to register 0.6%. A 

trough in the growth cycle is in the making, with 

emerging signs of bottoming in the external 

environment. Barring any unforeseen external 

shocks, growth momentum is expected to pick 

up gradually in the coming quarters.  

Bottoming out in manufacturing 

On the surface, the manufacturing sector 

appears to remain in the doldrums. Headline 

growth reported a deep contraction in 3Q19. 

However, that is partly a result of the high base 

in the same period last year. Importers front- 

loaded their orders around the same period last 

year, ahead of the spikes in tariffs.  

In fact, there are signs of bottoming out in the 

manufacturing sector. At a growth pace of 0.4% 

QoQ saar, this is a marked improvement from -

4.2% previously. This also corroborates with the 

trend seen in non-oil domestic exports (NODX). 

While NODX growth remains in the red, the 

decline has moderated from about 16% YoY in 

May to 9.8% on average between Aug-Oct19. 

Though base effect is at work, other high 

frequency data is also reflecting similar trend. 

GDP growth by sectors

3Q18 4Q18 2018 1Q19 2Q19 3Q19*

Overall GDP 2.6 1.3 3.1 1.1 0.1 0.1
Manufacturing 3.5 4.6 7.0 -0.4 -3.3 -3.5
Construction -2.6 -1.2 -3.7 2.7 2.8 2.7
Services 2.8 1.5 2.9 1.2 1.1 0.9

Overall GDP 0.8 -0.8 3.1 3.5 -2.7 0.6
Manufacturing 1.1 -3.4 7.0 -6.5 -4.2 -0.4
Construction 0.2 5.3 -3.7 13.3 -5.3 -1.1
Services 1.7 0.4 2.9 4.0 -1.4 0.7

* advance estimates
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Electronics indicators such as the growth in 

semiconductor equipment billings is improving, 

while semiconductor shipments are rising 

steadily, from about USD 32bn per month in 

April, to USD 34bn in August. These suggest a 

turnaround in this key industry and reaffirm our 

view of a bottoming out in the overall 

manufacturing sector. 

While we reckon that the worst of the 

manufacturing cycle could be over, global 

demand remains fragile and the ongoing trade 

talk between the US and China is still a risk 

factor. Indeed, the trade talks could swing 

either way, which will likely continue to weigh 

down on business sentiments. This probably 

also explains why Singapore’s manufacturing 

PMI and the PMIs of key markets have 

remained in negative levels.  

In short, the manufacturing sector could be 

turning around, but the outlook will remain 

challenging in the coming months, pending a 

more pronounced improvement in global 

economic conditions.   

 

Services to remain resilient 

The services sector has managed to pick up the 

slack despite the declines in the other key 

sectors in 3Q19. In fact, the services sector is 

the main reason for the economy averting the 

fate of a technical recession. This sector 

accounts for about two-thirds of the economy 

and a turnaround in this cluster is instrumental 

in lifting the overall economic performance. 

High frequency data is showing similar signs of 

bottoming out in the services sector. Re-exports 

growth has turned positive after three 

consecutive months of decline, pointing to a 

turnaround in global trade flows and potentially 

better prospects for trade related services. 

Container throughput growth is also improving, 

suggesting the improved trade activity. Loan 

growth apparently has also bottomed, and now 

creeping higher on the back of stronger 

business loan growth.   

Tepid outlook ahead 

Yet, an improvement in global outlook will be 

conditioned on a positive resolution in the trade 

talk, which is far from conclusive. Brexit and 
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weakness in the fundamentals in Eurozone 

should be closely watched. Slowdown in China 

is a concern, and more policy support is 

certainly required. Across Asia, central banks 

have begun to ease monetary policies. What 

would be required to turn the receding global 

economic tide would be a robust and 

synchronized fiscal boost across the region. 

Policymakers are beginning to roll out 

expansionary fiscal policies, but some countries 

could be constrained by high debt ratio.  

It could be a slow grind ahead. Though signs of 

bottoming out are emerging, the recovery could 

be weak. While small and agile economies such 

as Singapore could bounce back faster, its 

openness and trade dependent nature also 

imply vulnerability to any unexpected negative 

shock. Beyond the uncertainties around the 

trade talk, geopolitical risks in various parts of 

the world could test the resilience of the global 

economy just when growth momentum in the 

three major economic blocs, US, Eurozone and 

China, are slowing down.  

Indeed, such a scenario would call for added 

policy support (see later section). Though the 

economy has averted the fate of a technical 

recession, a robust policy response would still 

be required to lift the boat amid the choppy 

outlook. Considering the above, GDP growth in 

2020 is expected to register 1.4%, which is 

below Singapore’s potential growth rate, but 

up from a projected 0.6% this year. 

Labour market to remain soft 

However, employment prospects have been 

mixed and biased slightly on the soft side. Latest 

advance manpower report for 3Q19 saw 

employment growth likely registered 22,400, 

higher than the job growth 6,200 in the 

previous quarter. Yet, this is overshadowed by 

a marginal pick up in retrenchment to 2,900, up 

from 2,320 previously. Unemployment rate for 

residents also rose to 3.2%, up 0.1%-pt from the 

previous quarter. 

Employment prospects would remain 

challenging. Apart from the weak recovery 

ahead, the labour market cycle typically lags the 

growth cycle. Moreover, some sectors within 

the economy will likely continue to struggle 

with industry specific down-cycles (e.g., retail 

and offshore marine). Besides cyclical factors, 

structural transitions within the economy (e.g., 

automation in manufacturing) also imply that 

some jobs could become irrelevant, resulting in 

permanent job losses. 

Continued emphasis on re-training and 

upskilling will be crucial to ensure the 

employability of workers. Notwithstanding the 

policy support for retrenched workers, perhaps 

there is a need for stronger support in light of 

the relative vulnerability of the PMETs (i.e., 

professionals, managers, engineers and 

technicians). This group of workers has 

consistently accounted for the bulk of 

retrenchment in Singapore. More specifically, 
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PMETs contributed a relatively higher share of 

retrenchment than their share in the overall 

workforce. In this regard, perhaps more forceful 

policy support to safeguard their jobs may be 

required, particularly amid a still challenging 

employment outlook. 

Inflation to remain benign 

Inflationary pressure has remained benign in 

2019. Latest Sep19 CPI inflation registered a 

mere 0.5% YoY while core inflation dipped 

further to 0.7%. Economic slowdown and a 

resulting negative output gap are weighing on 

the headline figure, while policy changes have 

added further drag on price pressure. For 

example, the successful implementation of the 

Open Electricity Market (OEM) has led to 

significantly lower than expected electricity 

tariffs. 

However, inflation has bottomed. Base effect 

from the OEM will fade in the coming months. 

As growth momentum starts to pick up, the 

output gap could potentially turn positive by 

2H20. Barring any significant inflation shock in 

the external environment, or new policy 

changes that could impact price level, we 

expect inflation to rise gradually heading in 

2020. Overall headline inflation is projected to 

average 1.1% next year, up from 0.6% in 2019. 

Core inflation will likely register 1.1% in 2019 

and 1.2% in 2020. 

Monetary policy will be data dependent   

The decisions at the SGD policy review in 

October were broadly in line with expectations. 

The Monetary Authority of Singapore has 

slightly flattened the slope of the SGD nominal 

effective exchange rate (NEER) policy band, and 

kept its width and mid-point unchanged. 

According to our model, the band should start 

appreciating at a pace of 0.5%/year vs 1% 

previously. While the policy statement has kept 

the door open for further easing, recent 

rhetoric by the central bank appears to concur 

with our view of a gradual stabilization within 

the economy.  

Decision on the next policy meeting will be 

data dependent. Should the recent 

improvement in growth seen in 3Q19 persist 

over the next two quarters, the likelihood of 

further monetary easing will reduce. Yet, the 

point to note is that the central bank is ready 
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and has the necessary capacity to adopt an even 

more accommodative policy stance should the 

situation require.  

An expansionary fiscal budget ahead 

We expect additional fiscal impetus in the 

upcoming budget. Policymakers are watching 

growth prospects and have signaled the 

readiness to act should the conditions warrant 

a counter-cyclical stimulus package. However, 

instead of short-term stimulus package, the 

government will more likely roll out a robust 

fiscal budget early next year. 

Policymakers would be aiming to strike a 

balance between achieving near term counter-

cyclical needs and persevering on long-term 

economic transformation. While a significant 

portion of the budget will focus on mitigating 

potential job losses from a softer labour 

market, measures to help companies cope with 

the immediate financial challenges from the 

economic slowdown can also be expected. 

Beyond tax rebates, subsidies and employment 

support, emphasis will also be placed on 

helping companies invest in technology, 

deepen their capabilities, upgrade the skills of 

workers, and enable them to transit into new 

industries or jobs. 

An outsized accumulated surplus of about SGD 

15.6bn implies ample room for aggressive 

fiscal support for the economy. In fact, the 

figure for FY19 is a conservative estimate as 

Singapore’s final fiscal balance tends to surprise 

on the upside. An upcoming election would also 

provide added impetus for a robust fiscal 

response to the economic challenges. As such, 

we expect a highly expansionary fiscal budget 

early next year.  

FX: SGD has yet to break the deadlock  

We expect the price-taking Singapore dollar to 

keep to the 1.35-1.40 range established against 

the USD since mid-2018.  

To break the downside and push below 1.35, 

the USD needs to weaken globally. The US 

economy, however, has proven resilient amidst 

record-high US stock markets. The Fed 

subsequently completed its mid-cycle 

adjustment after its third rate cut in October. 

Conversely, the European Central Bank has 

restarted its asset purchases programme to 

address the weak Eurozone economy, still 

threatened by a hard Brexit in 2020. The SGD’s 
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respite from the China-US trade war in 

September-October is unsustainable without a 

trade deal that suspends future tariff increases 

or preferably roll back existing tariffs.  

Against the fragile global outlook, we consider 

the SGD NEER misplaced in the strongest 

quartile of its milder appreciating policy band. 

Historically, the SGD NEER has been known to 

keep to the weaker half of its policy band after 

a policy easing (MAS slightly flattened the 

band’s slope on October 14) to reflect the 

weakened growth and inflation in Singapore 

and the rest of the world. In fact, the central 

bank is ready to ease the SGD policy again 

should the negative impact from the trade war 

spill-over from trade and manufacturing into 

domestic demand and services. Under this 

worst-case scenario, the risk for USDSGD to 

break above 1.40 cannot be fully discounted.  

DBS FX forecasts 

FX pair End-2019 End-2020 End-2021 

USDSGD 1.38 1.37 1.35 

USDCNY 7.10 7.05 6.85 

EURUSD 1.09 1.11 1.15 

 

Rates: Conducive for SGD outperformance 

Conditions will become more conducive for 

SGD rates outperformance (versus USD 

counterparts) in 2020. 2019 was characterized 

by a further slowdown in the global economy 

amid a manufacturing slump. Trade war noise, 

USD strength and diminished risk appetite 

drove investors to seek safety in US Treasuries 

(and USD rates) to the detriment of SGSs (and 

SGD rates). Moreover, as SGD liquidity stays 

somewhat tight and investors worry about USD 

strength, the passthrough from Fed cuts unto 

short-term SGD rates (Sibor, SOR and MAS bill) 

was muted for much of the year.  

 

2020 is likely to prove different in several 

aspects. Firstly, we think that the Fed is largely 

done with the easing cycle (three cuts in 2019). 

After frontloading, we think that the hurdle to 

move (in either direction) is set higher and we 

expect the Fed to stay on hold through 2020. 

Against this backdrop, we think that short-term 

SGD rates will drift sideways. Secondly, a 

modest rebound in the export cycle could be in 

the offing. Thirdly, a larger fiscal stimulus 

(which we are penciling in for 2020) could 

improve SGD liquidity.   

We think that the SGS curve could modestly 

steepen over the next several quarters. This is 

contingent on the global economy reaching a 

trough. We think that longer-term USD rates 

are low, and the market is ignoring inflation 

risks as well as issuance risks (especially the 

ultra-long tenors). Moreover, SGD rates’ 

correlation with DM rates render them 

vulnerable to a fiscal loosening in the Eurozone.  

Equities — Defensive characteristics  

Given that equities markets are often forward 

looking and ahead of the economy, we believe 

the STI should perform better next year as the 

economy is expected to recover from its 

economic doldrums. There should also be 

strong support from cheaper valuations, high 

dividend yields, bottoming expectations and 

global monetary easing stance.  

 

 

 

 

Interest rate forecasts end-2020 end-2021

Singapore 3m Sibor 1.60 1.60

2Y 1.65 1.75

10Y 2.00 2.25

10Y-2Y 35 50
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Earnings growth remains resilient  

Despite major headwinds this year, earnings 

growth for the Singapore market remains 

resilient at around 5%. This, when compared to 

other cyclical markets such as Taiwan, Korea, 

Malaysia and Thailand which all recorded 

negative earnings growth this year, is relatively 

strong and the index traded in a tight range this 

year as a result. 

 

We expect earnings growth of around 5% for 

the next two years, to be delivered by steady 

stream of income from the REITS sector. 

Downside risks for the Banks as a result of NIM 

compression could be offset by cyclical earnings 

recovery from the Industrials sector. 

 

 

 

 

 

 

 

 

 

 

 

 

 

Singapore market sector valuations  

and earnings growth 

 
Source: IBES, Thomson Reuters, DBS 

 

Singapore earnings and dividends yield gap vs 10-

year SGS

 
Source: IBES, Thomson Reuters, DBS 

 

Valuations are attractive 

Singapore market valuations remain attractive 

from P/E and dividends point of view, and when 

compared to Singapore bonds. In a hunt for 

yields environment, we believe the equities 

market will be supported. The Singapore 

market is one of the highest yielding market in 

Asia. Coupled with its well managed currency 

policies, we believe substantial flows can be 

expected to the Singapore market and drive P/E 

valuation re-rating.  

 

DY

Sector (% ) 19F 20F 18 19F 20F

Discretionary 3.8 13.0 12.7 18.0 -1.5 2.5

Staples 2.7 17.0 13.6 -1.7 -17.2 25.2

Financials 4.4 10.4 10.1 17.9 8.0 2.3

Real Estate 3.8 18.7 17.3 0.7 9.4 8.2

Industrials 3.7 14.2 13.1 5.4 1.6 8.7

IT 4.6 12.2 11.5 1.0 -1.1 6.5

Telcos 5.3 18.9 17.1 -17.7 -4.1 10.5

4.3 12.8 12.2 8.8 4.9 5.2Singapore

Fwd PE (x) Growth (% )

Singapore nominal earnings and GDP growth 

Source: IBES, Thomson Reuters, DBS 
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Sources: Data for all charts and tables are from CEIC, Bloomberg and DBS Group Research (forecasts and transformations). 


