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Singapore 2020 Budget - Dealing with
the viral crisis

Singapore's government is preparing for a more detrimental fallout from
the coronavirus than it did for SARS in 2003 and is expected to roll out a
significant stimulus in the FY20 budget to be unveiled on Tuesday, 18
February. We also think the central bank won't risk lagging behind the
curve on monetary easing

Bracing for the worse

As if the global trade war and technology slump weren’t enough adverse shocks to the
economy over the last couple of years, now we have a pandemic depressing growth prospects
further this year. The Covid-19 (the coronavirus) has been evolving as an unprecedented
disease in recent history, worse than the SARS in 2003. And, given a small, open economy
Singapore remains among the most vulnerable to such external headwinds. Indeed, the
economic fallout from the latest virus could be more detrimental than SARS and this calls for
significant policy support to the economy.

Therefore, all eyes are on the Budget for the financial year 2020 (starting in April) that
Singapore’s Deputy Prime Minister and Finance Minister Heng Swee Keat is due to announce
tomorrow, Tuesday, 18 February. We expect it to include a big-bang fiscal stimulus to avert the
crisis.
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Unprecedented crisis...

As during SARS, Singapore has been one of the front-line countries affected by the coronavirus
with the second-highest infection outside of China. However, the spread of the current disease
is far more rapid than SARS. And the current economic backdrop is already far weaker than it
was during SARS. Hence, the SARS provides no reliable starting point to gauge the potential
economic impact of Covid-19.

The SARS impact was limited to only one quarter of a stalled economy with a 0.3% year-on-
year GDP contraction in the third quarter of 2003. However, the backdrop of global growth at
that time, especially of China, which was opening up following its WTO entry, was very strong
and it helped give a quick bounce-back to Singapore’s economuy. In contrast, the trade war and
tech slump have already depressed the economy in recent years. Singapore eked out 0.7%
growth in 2019, a sharp slowdown from 3.1% in the year before, making it the worst growth
year since the global financial crisis in 2009 (with a 0.8% fall).

The impact mainly flows through tourism and trade as China is a big partner of Singapore in
both these areas. Chinese tourists account for little under one-fifth of annual visitor arrivals to
Singapore. And, China is a destination for about one-quarter of the island’s non-oil domestic
exports (including exports to Hong Kong, SAR). The authorities are expecting a 25-30% plunge
in visitors this year, which together with a sharp slowdown in exports to China will undoubtedly
mean a big economic slump ahead. Moreover, the global spread of the disease implies visitors
from and trade with the rest of the world takes a hit too and this results in far greater
economic damage.

... requires an unprecedented response

Even before the outbreak of Covid-19, the government was preparing a growth-friendly budget
to jumpstart the economy, which was already reeling under the global trade war and tech
downturn. The talks of more support measures to the affected sectors have intensified with
the rise in the number of infections.

The city-state’s abundance of riches evident from several years
of fiscal surplus recently will be put to use to minimise the
damage to the economy.

The city-state’s abundance of riches evident from several years of fiscal surplus recently

(barring FY19 when the budget was programmed for a deficit of about 0.7% of GDP) will be put
to use to minimise the impact of the virus on the economy.

We anticipate close to 2% of GDP fiscal deficit, up from 0.7% planned for FY19 and the most in
two decades (after a 1.7% deficit during the burst of the tech bubble in FY01).
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Taking a cue from the SARS stimulus package, the Covid-19 package is likely to contain some
income tax relief for both individuals and corporates, target relief measures for the tourism
and retail sectors, incentives for small and medium-sized enterprises to stay afloat without
having to downscale operations, and probably some boost to real estate via a rollback of some
earlier tightening, besides the usual long-term initiatives supporting innovations and digital
transformation.

The bigger the crisis, the bigger is the fiscal thrust
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Damage control - MAS is likely to pitch in too

We think a wave of growth forecast downgrades is becoming the order of the day in both Asia
and globally and we won't rule out further cutting our forecast for Singapore’s 2020 growth,
even after our recent revision to 1% from 1.6%. Although 1% is consistent with the official view
of growth improving modestly this year over the 2019 rate, it still sounds optimistic
considering the gravity of the crisis at hand. However, underlying optimism is the expectation
of a greater macro policy thrust.

Not just the fiscal policy, but monetary policy will eventually need to share some of the
burden. The Monetary Authority of Singapore (MAS - the central bank) has dampened hope of
any easing ahead on the grounds that there was room for accommodation within the current
policy band for the Singapore Dollar Nominal Effective Exchange Rate (S$-NEER). Even so, and
despite a slight reduction in the slope or the rate of appreciation of the S$-NEER band at the
last review in October 2019, the policy still dictates a tightening bias which may not come
across as appropriate for the ongoing economic risks.

Recognising the growth risks, the central bank easing cycle in Asia has gained momentum
lately - banks in China, Malaysia, Philippines, and Thailand (Indonesia’s is likely to join the
camp this week) have cut their policy interest rates in recent meetings. We don't think the MAS



THINK economic and financial analysis

would risk lagging behind in its response, while the little available space for accommodation
within the current band could well be exhausted in a matter of days, if not weeks or months as
can be judged from a sharp swing from 1% strong S$-NEER from the mid-point of the policy
band (estimated per the Goldman Sachs Index on Bloomberg) to about 1% weaker currently.

The MAS's response to the SARS crisis was an easing via a downward shift of the policy band
with zero appreciation in July 2003. We consider this as a reliable guide to the response this
time around and expect it at the forthcoming review in April. After all, it is damage control
from the crisis, not outperforming it.

S$-NEER Policy Band
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Disclaimer

This publication has been prepared by the Economic and Financial Analysis Division of ING Bank N.V. (“ING") solely for
information purposes without regard to any particular user's investment objectives, financial situation, or means. ING forms
part of ING Group (being for this purpose ING Group N.V. and its subsidiary and affiliated companies). The information in the
publication is not an investment recommendation and it is not investment, legal or tax advice or an offer or solicitation to
purchase or sell any financial instrument. Reasonable care has been taken to ensure that this publication is not untrue or
misleading when published, but ING does not represent that it is accurate or complete. ING does not accept any liability for
any direct, indirect or consequential loss arising from any use of this publication. Unless otherwise stated, any views, forecasts,
or estimates are solely those of the author(s), as of the date of the publication and are subject to change without notice.

The distribution of this publication may be restricted by law or regulation in different jurisdictions and persons into whose
possession this publication comes should inform themselves about, and observe, such restrictions.

Copyright and database rights protection exists in this report and it may not be reproduced, distributed or published by any
person for any purpose without the prior express consent of ING. All rights are reserved. ING Bank N.V. is authorised by the
Dutch Central Bank and supervised by the European Central Bank (ECB), the Dutch Central Bank (DNB) and the Dutch Authority
for the Financial Markets (AFM). ING Bank N.V. is incorporated in the Netherlands (Trade Register no. 33031431 Amsterdam). In
the United Kingdom this information is approved and/or communicated by ING Bank N.V., London Branch. ING Bank N.V.,
London Branch is authorised by the Prudential Regulation Authority and is subject to regulation by the Financial Conduct
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(Registration number BRO00341) at 8-10 Moorgate, London EC2 6DA. For US Investors: Any person wishing to discuss this
report or effect transactions in any security discussed herein should contact ING Financial Markets LLC, which is a member of
the NYSE, FINRA and SIPC and part of ING, and which has accepted responsibility for the distribution of this report in the United
States under applicable requirements.

Additional information is available on request. For more information about ING Group, please visit www.ing.com.
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