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Singapore in 2018/19: Better times  

 

Economics 
 

• We expect headline GDP growth to hover around 3% 
in the next two years. 

• The recovery, having been dependent on trade so far, 
is broadening. Drivers of the economy could inter-
change, with services likely to take a commanding 
position in the coming years.  

• The global environment will be conducive for small, 
trade-dependent economies, such as Singapore, but 
development in China will be key to watch. 

• Inflation will rise gradually amid expected stability in 
global goods and energy markets. Competition from 
big tech has weakened pricing power and 
compressed margins at the retail level, weakening 
inflation pass-through.   

• MAS will likely return to a path of policy normalisation, 
allowing for a modest positive slope of currency 
appreciation in 2018.  

Currency 

• We expect USD/SGD to rise to 1.39 in 2018 before 
falling back to 1.35 in 2019. 

Rates 

• SGD rates are likely to head higher as the Fed 
normalisation continues. The 2Y-7Y segment of the 
SGS curve appears expensive compared to USTs. 

Equities 

• The Straits Times Index could attempt to hit 3,688 by 
end-2018, representing around 10% total return, 
inclusive of dividends. 

• Banks, property, consumer goods, and offshore & 
marine sectors are likely to outperform. 

Refer to important disclosures at the end of this report. 
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Strong growth  

Overall growth momentum is strengthening and will 

likely be sustained in the coming quarters. We 

expect GDP growth to register 3.0% in 2018 and 

2.7% in 2019, from 3.2% in 2017.  

Manufacturing has been the key driver for most part 

of the recovery. In Q3, the sector grew 18.4% YoY 

(34.6% QoQ saar), much higher than projected in the 

advance estimates. The robust sequential expansion 

underscores continued strength in the electronics 

cluster, which has been the main reason behind the 

manufacturing rally.  

Yet, the exuberance in the manufacturing sector may 

ease in the coming quarters. While it currently 

appears that holiday demand for electronics this year 

is more buoyant than in the past two years, global 

semiconductor billing and shipments indices are 

suggesting that the current pace of growth could 

moderate. We expect some degree of slowdown 

in electronics demand heading into 2018, which 

will lead to slightly slower manufacturing growth.  

Services to be the next driver of growth 

The main story behind the Q3 GDP numbers is 

that the recovery is broadening. Services 

expanded 3.0% YoY in the quarter and 3.2% QoQ 

saar. This is significant as services account for two-

thirds of the economy (69.4%). A turnaround in the 

services sector will make the improvement in growth 

more sustainable.  

Externally-oriented services industries are expected 

to do well in the coming quarters compared to the 

domestic services sector. Higher frequency data 

such as re-exports, container throughput, and 

financial market turnover are all trending higher. As 

the global environment continues to improve, giving 

rise to increased activities in regional trade, financial 

market transactions, and greater investor 

confidence, we see growth contributions from the 

service sector exceeding that of the manufacturing 

sector in the coming quarters. 

The manufacturing sector, which has been leading 

this turnaround since Q4 2016, is expected to remain 

in expansion mode, albeit at a marginally slower 

pace. In contrast, the U-shaped recovery in the 

services sector is gaining strength. This should see 

the driver of growth interchanging as we head into 

Forecast summary

2016 2017F 2018F 2019F

Growth, yoy%, ave 2.0 3.2 3.0 2.7

Inflation, yoy%, ave -0.5 0.6 1.0 1.8

core inflation, yoy%, ave 0.9 1.5 1.8 2.0

Currency, vs USD, eop 1.45 1.37 1.39 1.35

10-year yield, %, eop  2.47 2.30  2.55  2.70 
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2016 1Q17 2Q17 3Q17 

Overall GDP 2.0 2.5 2.9 5.2

Manufacturing 3.6 8.5 8.4 18.4

Construction 0.2 -6.9 -9.1 -7.6

Services producing 1.0 1.4 2.5 3.0
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2018. Moderation in manufacturing growth 

juxtaposed with continued improvement in the 

services sector’s outlook could see the latter 

becoming the main engine of growth in 2018. 

Better employment prospects 

The improvement in the services sector bodes well 

for the labour market. As of Q2 2017, the services 

sector accounts for about 73% of total employment. 

Historically, the job vacancy to unemployed person 

ratio, a proxy for labour market conditions, tend to lag 

the services growth cycle by about two quarters. 

Hence, a sustained growth in the services sector 

points to improving job prospects.  

However, the labour market still faces structural / 

transitional constraints.  Some jobs are disappearing 

as old industries fade. Automation and disruptive 

technologies could also reduce labour demand. And 

the new growth industries such as fintech, creative 

IT solutions, aerospace, robotics, and advanced 

manufacturing, are less labour intensive than older 

manufacturing industries. Nevertheless, an 

improvement in growth momentum, particularly in 

the services cluster, should help to lift the labour 

market over time. 

A broadly conducive external environment 

Consumer demand in the US is expected to 

strengthen further, underpinned by continued 

improvement in the labour market and growth 

outlook in general. A potential tax cut and tighter US 

monetary policy could impact the global outlook and 

in turn, Singapore’s prospects. Though the outlook 

for Eurozone matters, barring any political downside 

risk and assuming the region’s growth path remains 

stable, its bearing on Singapore is unlikely to be 

significant. 

Among the key markets, China is the one to 

watch. Apart from being Singapore’s largest export 

market, accounting for 14.8% of total non-oil 

domestic exports (NODX), it is also the fastest 

growing market over the past months. Almost 70% of 

the NODX growth since July 2016 was driven by 

China alone. Any slowdown in this key market will 

have a ripple effect on the Singapore economy. 

China will continue to focus on supply-side reforms 

and the growth momentum will likely remain intact, 

albeit at a marginally slower, yet more sustainable 

pace. Given our expectation of a slower growth 

momentum in China (6.4% in 2018 versus 6.7% in 

2017), GDP growth in Singapore could 
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correspondingly taper off toward the tail-end of the 

year and heading into 2018.  

Beyond the regional geopolitical uncertainties such 

as North Korea, the continued improvement in the 

global economy should bode well for small, 

trade-dependent economies such as Singapore. 

Inflation set to rise 

Year-to-date, headline inflation in Singapore has 

registered 0.6% while the core series has averaged 

1.5%. Both core and headline CPI inflation eased in 

Q3, mainly due to a continued decline in 

accommodation cost (imputed rental), smaller price 

increases for oil-related components, as well as 

lower car prices. The easing price pressures have 

more than offset the impact of the water price 

increase in July. Measures introduced by the 

government to soften the impact of the water tariff 

hikes as well as a sluggish F&B cluster have also 

effectively negated any potential second-order 

impact from the water tariff hikes passing through to 

F&B prices. 

Inflation is expected to register 1.0% in 2018, up 

from 0.6% in 2017. For 2019, inflation will likely 

return to its long-term trend growth of 1.8%. The 

medium-term expectation is that the stable outlook 

for global food and commodity prices and a broadly 

benign inflationary environment globally should keep 

a lid on imported inflation. Additionally, domestic 

inflationary pressure should stay soft as the one-off 

impact of administrative measures concerning 

transport and utilities expires going into 2018. And 

though the labour market has shown some signs of 

bottoming out, accumulated slack as well as 

structural overhang should see subdued wage 

pressure in the medium term. 

MAS to normalise  

The benign inflation outlook and a soft labour market 

are amongst the key factors that prompted the 

Monetary Authority of Singapore (MAS) to maintain 

an accommodative monetary policy stance in the last 

policy meeting in October. But growth fundamentals 

are improving and economic conditions in 2018 are 

expected to be appropriate for MAS to return to an 

exchange rate appreciation stance. This is also 

against the backdrop of broad-based normalisation 

in global monetary policies.  

While expectation is for monetary policy to return to 

a gradual appreciation of the SGD NEER in 2018, 

the exact timing of the shift will hinge on 

developments in inflation and the labour market. 

Any upside on either front will bring a policy response 

sooner, rather than later. 

Juggling between fiscal and monetary policies 

Beside balancing the risks on growth and inflation, 

policymakers would also need to juggle with the 

overall impact of tighter monetary policy and 

potentially, a contractionary fiscal policy on the 

economy. Singapore registered three consecutive 

years (including FY17) of deficit in the primary 

balance, which is unprecedented. The primary deficit 

for FY17, projected to register SGD 5.6bn (1.3% of 

GDP), could be the deepest on record. If one 
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includes special transfers but excludes top-up to 

endowment and trust funds (which results in the 

“basic balance”), the deficit is even deeper at SGD 

8.2bn (1.9% of GDP). 

While the NIRC contributions would help to offset the 

primary and basic deficits, this may not be 

sustainable in the longer term when spending is 

projected to rise, along with an ageing population 

and the need to invest in infrastructure and human 

capital to sustain Singapore’s longer-term 

competitiveness.  

Fiscal policy may tighten heading into 2018 and 

perhaps in 2019, judging from the need to ensure 

fiscal sustainability. The focus could be on a potential 

tax hike and, more importantly, a balancing of fiscal 

and monetary policies. The MAS is expected to 

return to an exchange rate appreciation stance while 

fiscal policy could turn contractionary. Although fiscal 

policy impact is transient in nature, such 

simultaneous tightening in both fiscal and 

monetary policy could exert a drag on growth 

momentum and need to be managed carefully.  

Currencies 

 

USD/SGD is set to stay within the 1.33-1.45 range 

established since 2015. This is unlikely to change 

in 2018-19. Having fallen towards the floor of this 

range in 2017, the risk/reward now favours a 

recovery in USD/SGD back towards 1.40 in 2018 

before it moves back down to 1.35 in 2019.  

We are looking for the SGD to depreciate in the 

first three quarters of 2018. Singapore’s growth is 

DBS forecasts for USD/SGD

eop 2015 2016 2017 2018f 2019f

Q1 1.37 1.35 1.40 1.38 1.38

Q2 1.35 1.35 1.38 1.39 1.37

Q3 1.42 1.36 1.36 1.40 1.36

Q4 1.42 1.45 1.35 1.39 1.35

DBS forecasts in red

Govt Operating Revenue, FY2016 SGD mn % share

Total operating revenue 67,969.40  100.0

Tax 57,803.60  85.0

Tax: Income: Corporate 13,396.70  19.7

Tax: Income: Personal 10,190.60  15.0

Tax: Income: Withholding 1,456.10    2.1

Tax: Contributions By Statutory Boards 779.60       1.1

Tax: Assets Taxes 4,380.70    6.4

Tax: Customs & Excise Duties 2,843.20    4.2

Tax: Goods and Services 10,841.30  16.0

Tax: Motor Vehicles 2,111.70    3.1

Tax: Betting Taxes 2,693.00    4.0

Tax: Stamp Duty 3,091.80    4.5

Tax: Others 6,018.90    8.9

Fees & Charges 9,439.00    13.9

Fees & Charges: Vehicle Quota Premiums 6,271.90    9.2

Fees & Charges: Others 3,166.70    4.7

Other Receipts 727.00       1.1

Singapore's overall fiscal position

Revised

FY2016

SGD bn SGD bn
Operating revenue 68.67 69.45
Less:

Total expenditure 71.39 75.07

Operating expenditure 52.68 56.3

Developmental expenditure 18.71 18.77

Primary surplus/deficit -2.72 -5.62
Primary balance as % of GDP -0.7 -1.3
Less:

Special transfers 6.47 6.58

Special transfers excluding top-ups to 

endownment and trust funds
2.87 2.57

Basic surplus/deficit -5.59 -8.19
Basic balance as % of GDP -1.4 -1.9

Top-ups to endownment and trust 

funds
3.60 4.01

Add:

Net investment returns contribution 14.37 14.11
Overall budget surplus/deficit 5.18 1.91

Overall balance as % of GDP 1.30 0.40

Estimated 

FY2017

1-Jan-14

2-Jan-14

3-Jan-14

6-Jan-14

7-Jan-14

8-Jan-14

9-Jan-14

10-Jan-14

13-Jan-14

14-Jan-14

1.20

1.25

1.30

1.35

1.40

1.45

1.50

1.20

1.25

1.30

1.35

1.40

1.45

1.50

Jan-14 Jan-15 Jan-16 Jan-17

USD/SGD has been in 1.33-1.45 range over the past 
three years

Sources: DBS Research, Bloomberg data

-9

-7

-5

-3

-1

1

3

5

7

9

11

FY05 FY07 FY09 FY11 FY13 FY15 FY17

Special transfers ex top-up to

endownment & trust funds
Primary surplus/deficit

Basic surplus/deficit

Primary and basic deficits deepening

SGD bn



 
 
 
 

Singapore in 2018/19: Better times 12 December 2017 

  

 

 

 
  Page 6 

 

set to moderate from a projected 3% this year to 

2.7% in 2018. This stands in contrast to the 

accelerating growth that buoyed the SGD in 2017. 

The stellar 5.2% YoY growth registered in Q3 is likely 

to be the peak for the current cycle. US growth, on 

the other hand, is expected to rise to 2.4% from 2.2% 

for the comparable period. The Fed is also expected 

to hike three times, in June, September, and 

December 2018. We expect the SGD to bottom 

around 1.40 against the USD in Q3 2018.  

The SGD is expected to appreciate again from Q4 

2018 into 2019. As the global recovery gains traction 

and becomes more broad-based, more central 

banks will be looking to normalise their loose 

monetary policies. We expect five Asian central 

banks to accompany the Fed in delivering rate hikes 

in Q4. While Singapore does not have an interest 

rate policy, it is likely to move, in October, its SGD 

policy from its present neutral stance to a mild 

appreciation stance. America is also likely to become 

more intolerant of currency depreciation in China and 

other surplus-led economies into the US mid-term 

elections in November. 

Interest rates 

 

SGD interest rates are likely to track USD interest 

rates higher as the Fed continues normalising 

policy in 2018 (three hikes). Concerns about the 

pass-through of Fed hikes unto short-term SGD 

rates (3M SOR/Sibor) have largely abated. In 1H 

2017, even as the 3M Libor rose by 30bps, the 3M 

Sibor barely budged while the 3M SOR fell by 25bps.  

The relationship between Sibors/SOR and Libor has 

not broken down, however. As long as MAS uses an 

exchange rate policy, SGD rates would inevitably 

track USD rates closely.  

Since mid-2017, this relationship has been 

reasserted. The 3M Sibor followed the 3M Libor 

higher by about 20bps. Meanwhile, the 3M SOR 

played catch up and rose by 37bps, pushing up 

shorter-term SGD swaps in the process. The 

takeaway is that the SOR (being more susceptible to 

FX dynamics) is a lot more volatile and tends to 

overshoot to the upside (2015 and 2016) and to the 

downside (early 2017). Movements in the Sibor tend 

to be much more muted but lumpy. Assuming FX 

gyrations stay contained, we would expect 

Sibors/SORs to track the 3M Libor higher (albeit at a 

smaller magnitude) through the Fed hike cycle, 

flattening the SGD swap curve in the process. 

Sibors/SORs are also expected to trade below 

Libors over our forecast horizon.  

The outlook for Singapore government 

bonds/bills is mixed. Due to tighter liquidity 

conditions, short-term bills (1M and 3M) look very 

cheap compared to Sibors/SORs. USD-based 

investors can gain an after-swap pickup of 56bps 

buying 3M bills. Further out the curve, SGSs look rich 

compared to their UST counterparts. 5Y USTs now 

yield 50bps more than 5Y SGSs. Notably, this spread 

has widened by more than 30bps since September 

as SGSs outperformed. We think that the 2Y-7Y 

segment of the SGS curve is unattractive and is 

more vulnerable to a selloff if the Fed delivers on 

rate hikes as we expect.   

Equity — Raising the bar 

Singapore remains one of the few regional markets 

where the benchmark – Strait Times Index (STI) – is 

still trading below its all-time high. We believe there 

is potential in the year ahead for the index to 

challenge its previous high. After declining for two 

years in 2015 and 2016, corporate earnings in 

Singapore rebounded in 2017, and the recovery is 

set to be sustainable into 2018/19 as a global 

synchronised recovery gains further momentum. 

Better earnings growth should also be seen across 

all sectors to support further upside in the index as 

the economic recovery becomes more broad-based.  

The Singapore market’s 12-month forward PE is still 

trading below +1SD and when compared to other 

markets, the valuation still does not look stretched. 

In 2017, Singapore received the strongest fund 

inflows since the 2008 Global Financial Crisis. We 

believe the global recovery, weak USD, and low 

bond yields, as well as the relatively cheap market, 

are supportive of fund flows into Singapore. Key risks 

to fund inflows are the outlook for the USD and bond 

yields. While the near-term outlook is challenged by 

uncertainty over Fed policies, oil prices, and global 

inflation, a tightening bias by MAS should be 

Interest rates forecasts 

% pa, eop 2017f 2018f 2019f

3m Sibor 1.40 2.15 2.65

2Y 1.55 2.25 2.65
10Y 2.30 2.55 2.70

10Y-2Y 75 30 5

Source: Bloomberg, DBS transformations 
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supportive of the SGD on a relative basis. Strong 

index performance has correlated with a strong SGD 

in the past.    

We believe the STI could hit 3,688 by end-2018, 

representing around 10% total return inclusive of 

dividends. Catalysts for an upside surprise to this 

could come from a peaking in banks’ NPLs 

(especially for the oil & gas sector), better-than-

expected prospects for China’s growth, positive 

domestic sentiment as the economic recovery 

becomes more established, and a more sanguine 

outlook on geopolitical events.  Correlation between 

Singapore and the US/China/Hong Kong markets 

remains high. A strong US market, lifted by improving 

prospects of a US tax reform, and a paced 

deleveraging process in China should also bode well 

for sentiment in these markets and thus, the 

Singapore market.   

The Singapore strategy team favours banks, 

property, consumer goods, and offshore & marine 

sectors to ride the broad-based recovery as well as 

rising oil prices. Their top picks for 2018 are centred 

around five themes:  a) Growth stocks at reasonable 

pricing, spiced with near-term catalysts or topped 

with dividend yield; b) the recovery in oil & gas; c) 

beneficiaries of higher interest rates; d) tech sector – 

the rally still has legs; and e) rotation into proxies to 

a mid-cycle economic cycle.  For details, see Janice 

Chua et all, Singapore Strategy : Recovery, 

Revision, Re-rating, 27 November 2017. 

 

 

 

 

 

 

 

 

 

 

 

Singapore earnings and nominal GDP growth  

 
Source: Datastream, IBES, DBS 

Singapore STI vs foreign fund flows 

 

Source: Datastream, EPFR, FirstMetro Securities, 
DBS 

 

 

 

 

 

 

 

 

https://researchwise.dbsvresearch.com/ResearchManager/DownloadResearch.aspx?E=dcefgkfccdh
https://researchwise.dbsvresearch.com/ResearchManager/DownloadResearch.aspx?E=dcefgkfccdh


 
 
 
 

Singapore in 2018/19: Better times 12 December 2017 

  

 

 

 
  Page 8 

 

 

Group Research 

 

Economics & Strategy Team 

 

 

Taimur Baig, Ph.D. 

Chief Economist - G3 & Asia 

+65 6878-9548 taimurbaig@dbs.com 

 

Gundy Cahyadi 

Economist - Indonesia, Thailand, & Philippines 

+65 6682-8760 gundycahyadi@dbs.com 

 

Nathan Chow 

Strategist - China & Hong Kong 

+852 3668-5693 nathanchow@dbs.com 

 

Eugene Leow 

Rates Strategist - G3 & Asia 

+65 6878-2842 eugeneleow@dbs.com 

 

Chris Leung 

Economist - China & Hong Kong 

+852 3668-5694 chrisleung@dbs.com 

 

 

Ma Tieying 

Economist - Japan, South Korea, & Taiwan 

+65 6878-2408 matieying@dbs.com 

 

Radhika Rao 

Economist - Eurozone & India 

+65 6878-5282 radhikarao@dbs.com 

 

Irvin Seah 

Economist - Singapore, Malaysia, & Vietnam 

+65 6878-6727 irvinseah@dbs.com 

 

Samuel Tse 

Economist - China & Hong Kong 

+852 3668 5695  samueltse@dbs.com 
 

Philip Wee 

FX Strategist - G3 & Asia 

+65 6878-4033 philipwee@dbs.com 

 

 

 

 

Disclaimer:  

The information herein is published by DBS Bank Ltd (the “Company”). It is based on information obtained from sources believed to be reliable, but the 
Company does not make any representation or warranty, express or implied, as to its accuracy, completeness, timeliness or correctness for any 
particular purpose. Opinions expressed are subject to change without notice. Any recommendation contained herein does not have regard to the specific 
investment objectives, financial situation & the particular needs of any specific addressee. The information herein is published for the information of 
addressees only & is not to be taken in substitution for the exercise of judgement by addressees, who should obtain separate legal or financial advice. 
The Company, or any of its related companies or any individuals connected with the group accepts no liability for any direct, special, indirect, 
consequential, incidental damages or any other loss or damages of any kind arising from any use of the information herein (including any error, omission 
or misstatement herein, negligent or otherwise) or further communication thereof, even if the Company or any other person has been advised of the 
possibility thereof. The information herein is not to be construed as an offer or a solicitation of an offer to buy or sell any securities, futures, options or 
other financial instruments or to provide any investment advice or services. The Company & its associates, their directors, officers and/or employees 
may have positions or other interests in, & may effect transactions in securities mentioned herein & may also perform or seek to perform broking, 
investment banking & other banking or financial services for these companies. The information herein is not intended for distribution to, or use by, any 
person or entity in any jurisdiction or country where such distribution or use would be contrary to law or regulation. Sources for all charts & tables are 
CEIC & Bloomberg unless otherwise specified. DBS Bank Ltd., 12 Marina Blvd, Marina Bay Financial Center Tower 3, Singapore 018982. Tel: 65-6878-
8888. Company Registration No. 196800306E. 

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

mailto:taimurbaig@dbs.com
mailto:gundycahyadi@dbs.com
mailto:nathanchow@dbs.com
mailto:eugeneleow@dbs.com
mailto:chrisleung@dbs.com
mailto:matieying@dbs.com
mailto:radhikarao@dbs.com
mailto:irvinseah@dbs.com
mailto:samueltse@dbs.com
mailto:philipwee@dbs.com

