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Odds of a technical recession have receded on firmer
exports and manufacturing data. Specifically, non-oil
domestic exports have showed signs of a broad-based
recovery in both electronic and non-electronic
shipments. Manufacturing output has picked up and
electronics production is on track for atepid recovery.

While risks to growth remain, domestic inflationary
pressures persist. Thus, we expect MAS to maintain its
current policy of a modest and gradual appreciation of
the S$ nominal effective exchange rate (NEER) at the
upcoming MAS Monetary Policy Statement in April.

A tight monetary policy stance, against the backdrop of
sluggish global macroeconomic environment, is
unlikely to be conducive for growth as well as equity
markets.

Economic Growth

Despite contracting by 2.5% on a quarter-on-quarter
seasonally-adjusted annualised basis (g-gq saa) in 4Q11, the
odds of a technical recession in 1Q12 have reduced on
account of the following factors.

o First, forward-looking indicators suggest that economic
growth is likely to pick up on a sequential basis. In
4Q11, the composite leading index (CLI) rose slightly
by 1.2% on a g-q basis, suggesting that GDP ex-
biomedical manufacturing sector (ex-BMS) is likely to
rise in 1Q12 (Fig 1). Singapore manufacturing PMI
also rose for the second consecutive month as new
export orders continued to improve. This bodes well
for manufacturing (ex-BMS) production in the near
term. Biomedicals manufacturing output is expected to
remain healthy due to increased production of active
pharmaceutical ingredients in 1Q12, according to
EDB’s January Survey of Business Expectations of
the Manufacturing Sector.

Fig 1. CLI points to a sequential rebound.
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e Second, non-oil domestic exports have showed signs
of a strong and broad-based recovery (Fig 2). In
February, non-oil domestic exports (NODX)
rebounded by 30% year-on-year (y-y), reversing from
the mild decline of 2.4% in the preceding month on the
back of broad-based recovery in electronic and non-
electronic shipments. Though the strength in
February’s exports could be partly attributed to the
Lunar New Year effect, non-oil domestic exports (for
January and February combined) still expanded by
13% y-y.

Fig 2. Recovery in exports was broad-based.
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e Third, industrial production (particularly electronics) is on
track for a tepid recovery. Singapore's manufacturing
output expanded by 12% vy-y in February 2012,
reversing from the contraction of 9.6% in the preceding
month. Excluding the biomedical manufacturing, overall
manufacturing output increased 7.1% in February (Fig 3).

Electronics output -which accounts for around a third of
total manufacturing output- posted a milder decline
(6.0%) relative to the preceding month (29%). This was
due to a surge in the data storage segment’s output
(79%) on the back of strong demand in the wake of last
year's Thailand floods which disrupted hard disk drive
production. Looking ahead, production in the electronics
cluster should pick up on account of the following: (i)
While weakness in the semiconductors segment persist,
memory and contract chipmakers globally have
increased spending on advanced process technologies,
resulting in the SEMI book-to-bill ratio to rise above
parity for the first time in 17 months in February. This
bodes well for the semiconductor segment, with positive
spillovers to the precision engineering cluster. (ii)
Singapore electronics PMI continued to improve and
remain in expansionary territory for the third consecutive
month in March on the back of increased domestic and
external orders. (iii) Firmer global demand, along with
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the decline in electronics inventories in Singapore,
should continue to boost output (Fig 4).

Fig 3. Manufacturing on track for a tepid recovery.
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Fig 4. Electronics production in Singapore might be bottoming.
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For the whole of 2012, we expect real GDP to moderate
to around 2.5%, down from 4.9% in the preceding year.
Trade-related sectors are likely to face headwinds from
weaker external demand in a muted global macroeconomic
environment, despite tentative signs of a pick-up in the US
economy as well as (brief) stabilisation of the EU sovereign
debt crisis. Furthermore, supply constraints could weigh on
growth. Specifically, small medium enterprises and
construction firms are likely to be adversely affected by the
tightening of foreign worker policies as the Singapore
economy restructures in a bid to achieve productivity-led
growth. Downside risks to growth -emanating from (i) the
prospect of a sharp spike in oil prices from geopolitical
tensions in the Middle East as well as (ii) an escalation of
the eurozone sovereign debt crisis- persist.

Inflation

Headline inflation for the whole of 2012 is likely to come in at
3.5% (the upper end of the government’s inflation forecast
range) after having risen by 4.7% y-y for the first 2 months of
this year (Fig 5). Looking ahead, inflation is expected to
remain elevated in 1H12, before moderating gradually in
2H12, partly on high base effects. Our inflation outlook takes
into account the following factors.

o First, wage pressures -arising from higher foreign
worker levies as well as a reduction in the
Dependency Ratio Ceilings- could pass through to
consumer prices.
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e Second, accommodation cost will remain elevated (at
least in the near term) in view of the tight housing
market. In Jan-Feb, accommodation cost -which
accounted for around 20% weight in the CPI basket-
grew by 10% y-y, almost similar to growth of 11% in
4Q11.

e Third, private road transport cost pressures will persist
on the back of tight COE supply. In Jan-Feb, private
road transport cost -which accounted for 12% weight
in the CPI basket- eased from 13% in 4Q11 to 3.7%.
However, this moderation should been viewed in the
light of a correction in COE premiums as well as car
prices alongside weaker demand during the
December school holidays.

Fig 5. Domestic inflationary pressures are likely to persist.
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An appreciation of the Singapore dollar might be effective in
(i) moderating imported costs of food and energy and (ii)
dampening external demand. However, a stronger
Singapore dollar still might not be able to fully mitigate
domestic drivers of inflation.

In view of rising wage pressures, we expect MAS core
inflation -which excludes private road transport and
accommodation costs- to register 2.0%, also at the upper
end of the government's forecast range after registering
3.2% for Jan-Feb. Nonetheless, should domestic and
external cost pressures continue to rise, inflation data could

still surprise on the upside.

Exchange Rate

At the upcoming MAS Monetary Policy Statement (MPS) in
April 2012, we expect MAS to maintain its current policy
of a modest and gradual appreciation of the S$ nominal
effective exchange rate (NEER). Since Oct 2011 (the
previous MPS), global economic prospects have brightened
-marginally- on the back of an incipient economic recovery in
the US and tentative stabilisation of the sovereign debt crisis
in the EU. However, the economic outlook is fraught with
uncertainties arising from (i) sovereign debt crisis in the EU,
(i) geopolitical tensions in the Middle East and (iii) fiscal
issues in the US. On the inflation front, headline and core
inflation is likely to come in around the upper end of the
official inflation forecast. Furthermore, there are upside risks
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to inflation from rising oil prices if the situation in the Middle
East continues to deteriorate. On balance, the government
might accept slower growth in 2012 (as medium-term growth
is still consistent with potential) but will maintain a modest
and gradual appreciation of the S$ NEER to ensure price
stability in the medium term (Fig 6).

Still, we caution that there is a small likelihood -though not
our baseline scenario- that MAS might tighten pre-emptively
in April MPS to anchor inflation expectations against the
backdrop of a tight labour market as well as elevated energy
prices.

Fig 6. Inflationary risks -especially core inflation- warrant a stronger
Singapore dollar.
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Important Information

This publication is prepared by Phillip Securities Research Pte Ltd., 250 North Bridge Road, #06-00, Raffles City
Tower, Singapore 179101 (Registration Number: 198803136N), which is regulated by the Monetary Authority of
Singapore (“Phillip Securities Research”). By receiving or reading this publication, you agree to be bound by the terms
and limitations set out below.

This publication has been provided to you for personal use only and shall not be reproduced, distributed or published
by you in whole or in part, for any purpose. If you have received this document by mistake, please delete or destroy it,
and notify the sender immediately. Phillip Securities Research shall not be liable for any direct or consequential loss
arising from any use of material contained in this publication.

The information contained in this publication has been obtained from public sources, which Phillip Securities Research
has no reason to believe are unreliable and any analysis, forecasts, projections, expectations and opinions
(collectively, the “Research”) contained in this publication are based on such information and are expressions of belief
of the individual author or the indicated source (as applicable) only. Phillip Securities Research has not verified this
information and no representation or warranty, express or implied, is made that such information or Research is
accurate, complete, appropriate or verified or should be relied upon as such. Any such information or Research
contained in this publication is subject to change, and Phillip Securities Research shall not have any responsibility to
maintain or update the information or Research made available or to supply any corrections, updates or releases in
connection therewith. In no event will Phillip Securities Research or persons associated with or connected to Phillip
Securities Research, including but not limited its officers, directors, employees or persons involved in the preparation
or issuance of this report, (i) be liable in any manner whatsoever for any consequences (including but not limited to
any special, direct, indirect, incidental or consequential losses, loss of profits and damages) of any reliance or usage
of this publication or (ii) accept any legal responsibility from any person who receives this publication, even if it has
been advised of the possibility of such damages. You must make the final investment decision and accept all
responsibility for your investment decision, including, but not limited to your reliance on the information, data and/or
other materials presented in this publication.

Any opinions, forecasts, assumptions, estimates, valuations and prices contained in this material are as of the date
indicated and are subject to change at any time without prior notice.

Past performance of any product referred to in this publication is not indicative of future results.

This report does not constitute, and should not be used as a substitute for, tax, legal or investment advice. This
publication should not be relied upon exclusively or as authoritative, without further being subject to the recipient’s own
independent verification and exercise of judgment. The fact that this publication has been made available constitutes
neither a recommendation to enter into a particular transaction, nor a representation that any product described in this
material is suitable or appropriate for the recipient. Recipients should be aware that many of the products, which may
be described in this publication involve significant risks and may not be suitable for all investors, and that any decision
to enter into transactions involving such products should not be made, unless all such risks are understood and an
independent determination has been made that such transactions would be appropriate. Any discussion of the risks
contained herein with respect to any product should not be considered to be a disclosure of all risks or a complete
discussion of such risks.

Nothing in this report shall be construed to be an offer or solicitation for the purchase or sale of any product. Any
decision to purchase any product mentioned in this research should take into account existing public information,
including any registered prospectus in respect of such product.

Phillip Securities Research, or persons associated with or connected to Phillip Securities Research, including but not
limited to its officers, directors, employees or persons involved in the preparation or issuance of this report, may
provide an array of financial services to a large number of corporations in Singapore and worldwide, including but not
limited to commercial / investment banking activities (including sponsorship, financial advisory or underwriting
activities), brokerage or securities trading activities. Phillip Securities Research, or persons associated with or
connected to Phillip Securities Research, including but not limited to its officers, directors, employees or persons
involved in the preparation or issuance of this report, may have participated in or invested in transactions with the
issuer(s) of the securities mentioned in this publication, and may have performed services for or solicited business
from such issuers. Additionally, Phillip Securities Research, or persons associated with or connected to Phillip
Securities Research, including but not limited to its officers, directors, employees or persons involved in the
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preparation or issuance of this report, may have provided advice or investment services to such companies and
investments or related investments, as may be mentioned in this publication.

Phillip Securities Research or persons associated with or connected to Phillip Securities Research, including but not
limited to its officers, directors, employees or persons involved in the preparation or issuance of this report may, from
time to time maintain a long or short position in securities referred to herein, or in related futures or options, purchase
or sell, make a market in, or engage in any other transaction involving such securities, and earn brokerage or other
compensation in respect of the foregoing. Investments will be denominated in various currencies including US dollars
and Euro and thus will be subject to any fluctuation in exchange rates between US dollars and Euro or foreign
currencies and the currency of your own jurisdiction. Such fluctuations may have an adverse effect on the value, price
or income return of the investment.

To the extent permitted by law, Phillip Securities Research, or persons associated with or connected to Phillip
Securities Research, including but not limited to its officers, directors, employees or persons involved in the
preparation or issuance of this report, may at any time engage in any of the above activities as set out above or
otherwise hold a interest, whether material or not, in respect of companies and investments or related investments,
which may be mentioned in this publication. Accordingly, information may be available to Phillip Securities Research,
or persons associated with or connected to Phillip Securities Research, including but not limited to its officers,
directors, employees or persons involved in the preparation or issuance of this report, which is not reflected in this
material, and Phillip Securities Research, or persons associated with or connected to Phillip Securities Research,
including but not limited to its officers, directors, employees or persons involved in the preparation or issuance of this
report, may, to the extent permitted by law, have acted upon or used the information prior to or immediately following
its publication. Phillip Securities Research, or persons associated with or connected to Phillip Securities Research,
including but not limited its officers, directors, employees or persons involved in the preparation or issuance of this
report, may have issued other material that is inconsistent with, or reach different conclusions from, the contents of
this material.

The information, tools and material presented herein are not directed, intended for distribution to or use by, any person
or entity in any jurisdiction or country where such distribution, publication, availability or use would be contrary to the
applicable law or regulation or which would subject Phillip Securities Research to any registration or licensing or other
requirement, or penalty for contravention of such requirements within such jurisdiction.

Section 27 of the Financial Advisers Act (Cap. 110) of Singapore and the MAS Notice on Recommendations on
Investment Products (FAA-NO1) do not apply in respect of this publication.

This material is intended for general circulation only and does not take into account the specific investment objectives,
financial situation or particular needs of any particular person. The products mentioned in this material may not be
suitable for all investors and a person receiving or reading this material should seek advice from a professional and
financial adviser regarding the legal, business, financial, tax and other aspects including the suitability of such
products, taking into account the specific investment objectives, financial situation or particular needs of that person,
before making a commitment to invest in any of such products.

Please contact Phillip Securities Research at [65 65311240] in respect of any matters arising from, or in connection
with, this document.

This report is only for the purpose of distribution in Singapore.
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