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Singapore: Monetary Policy Tightened Aggressively

e In a surprise move, MAS tightened the monetary policy more aggressively by re-centring the policy band at the
prevailing level of the S§NEER, and further shifted the band to one of modest and gradual appreciation, from a
zero appreciation path, with the policy bandwidth unchanged.

e The combination of strong 1Q10 GDP growth, a possible revaluation in the RMB, the development in asset prices,
as well as the need to anchor future inflation expectations, probably led MAS to deliver a double dose of policy
tightening.

e The monetary policy decision came on the back of strong 1Q growth in the Singapore economy. Advance estimates
show Singapore’s 1Q GDP surged 13.1% y/y, and 32.1% ¢/q saar. We are upgrading our full year forecast to 7.5%
from 5.8% on the strong 1Q data and the upswing in electronics and pharmaceutical output, as well as significant
growth in tourist-related sectors in the coming months ahead. MAS has revised its forecast upwards to between
7.0-9.0% from 4.5-6.5%.

* We're revising our forecast for a stronger SGD of about 1.5% of our earlier forecast. Our call is now for USD/SGD
to reach 1.36 at the end of 2Q and 3Q, before touching 1.33 at the end of the year.

In a surprise move, MAS tightened the monetary policy more aggressively by re-centring the policy band at the prevailing
level of the SSNEER, and further shifted the band to one of modest and gradual appreciation, from a zero appreciation
path, with the policy bandwidth unchanged. This is the first time the central bank has undertaken two tightening
measures in one meeting. While we had expected MAS to recentre the band upwards, we had not expected 2 tightening
measures, especially when the global recovery story in the later half of the year is not certain. But the combination of
strong 1Q10 GDP growth, a possible revaluation in the RMB, the development in asset prices, as well as the need to
anchor future inflation expectations, probably led MAS to deliver a double dose of policy tightening.

While debatable, over time though, it’s generally accepted
that a stronger SGD could impact foreigners’ participation
in Singapore’s assets market (particularly real estate). Capital 50
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trade-weighted index and also allow further flexibility for the
SGD NEER to move within the band. The SGD NEER on our -30
model had been hovering at about 2% above the midpoint, Mar 95 Sep98  Mar02  Sep05  Mar09
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decisions since Oct 08, which saw MAS shift to a zero appreciation neutral stance, from a previous policy of modest
and gradual appreciation, and then a one-off re-centring of the policy band downwards in Apr 09.

Immediately following MAS” hawkish move, the SGD NEER jumped 0.6% to 2.4% above the mid point of the policy
band on our model, from the 1.8% level prior to the policy announcement. After adjustment on our model, the SGD
NEER is now about 0.8% above the midpoint. USD/SGD has appreciated nearly 1.0% post-announcement to 1.3782,
and with the gradual appreciation path set, we're revising our forecast for a stronger SGD of about 1.5% of our earlier
forecast. Our call is now for USD/SGD to reach 1.36 at the end of 2Q and 3Q, before touching 1.33 at the end of the
year.

Clearly, one of the key factors leading MAS to tighten is price increases. Headline inflation for this year should be
trending higher as a result of higher commodity and COE prices, and a tight labour market. MAS now expects CPI
inflation to rate to trend higher, revising their forecast upwards to around 2.5-3.5% this year from 2.0-3.0% this year.
We are maintaining our CPI inflation forecast of 3.0%. Tightening policy at the next meeting in October would probably
have been behind the curve, especially with Singapore’s exchange rate policy, which would take longer to filter down
to the economy, as compared to an interest rate policy. We are thus expecting MAS to stand pat at Oct’s meeting.

The monetary policy decision came on the back of strong 1Q growth in the Singapore economy. Advance estimates
show Singapore’s 1Q GDP surged 13.1% y/y, and 32.1% ¢/q saar, higher than our own (UOB:12% y/y, 24.8% ¢/q saar)
and consensus estimates (11.0% y/y, 18.4% g/q saar). Manufacturing was a huge boost to GDP growth, expanding
30.0% y/y and 139% q/q saar, as electronics and biomedical output rose. The data implies Mar industrial production
figures to grow 32.9% y/y and -8% m/m s/adj. Services also grew more than expected, at 8.4% y/y compared to 4.1%
y/y in 4Q09, as wholesale trade and tourism-related services recovered. On the back of the robust 1Q growth, we
are upgrading our full year forecast to 7.5% from 5.8% on the strong 1Q data and the upswing in electronics and
pharmaceutical output, as well as significant growth in tourist-related sectors in the coming months ahead. MAS has
revised its forecast upwards to between 7.0-9.0% from 4.5-6.5%.

USD/SGD 2Q10 3Q10 4Q10
New Forecasts 1.36 1.36 1.33
Previous Forecasts 1.38 1.38 1.37

Source: UOB Forecast
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