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e Advance GDP figure for 2Q20
registered -12.6% YoY

e The poor performance was largely
due to the circuit breaker

e Expect the headline number to be
revised up after June’s figures

e Second quarter marks the bottom of
the cycle

e Implication for our forecast — We are
maintaining our full year GDP growth
forecast at -5.7%

e Implications for investors — Expect an
uneven recovery ahead

Advance GDP estimate for the second quarter
has indeed turned out to be worse than
expected. Headline GDP growth reported a
decline of -12.6% YoY (-41.2% QoQ saar). This is
largely due to the implementation of the Circuit
Breaker (CB) measures, which has disrupted
economic activities and affected a large part of
the economy. And this adds to the headwinds
on the external front amid a global recession
precipitated by the pandemic. Indeed, such dire
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GDP growth by sectors

Q Q19 4Q19 019 Q20 Q20a
% YoY

Overall GDP 0.2 0.7 1.0 0.7 -0.3 | -12.6
Manufacturing -2.7 -0.7 -2.3 -1.4 8.2 2.5

Construction 2.3 3.1 4.3 2.8 -1.1 | -54.7
Services 1.1 0.8 1.5 1.1 -2.4 | -13.6

% QoQ saar

Overall GDP -0.8 2.2 0.6 0.7 -3.3 | -41.2
Manufacturing -4.1 4.8 -5.9 -1.4 455 | -23.1
Construction -0.3 3.5 5.3 2.8 -12.2 | -95.6
Services 1.2 1.1 2.2 1.1 -13.4 | -37.7

Source: MTI

economic performance in the second quarter is
consistent with what have been seen across
many parts of the world during this crisis, where
travel bans, lockdowns and safe measures
imposed in the quarter have taken a huge toll
on global economic growth.

Note also that the advance figures consider
mainly the April and May numbers, which
coincides with the CB period. Non-essential
services and most workplaces had to close
during this period. This has exacerbated the
decline across the economy on top of the earlier
travel ban, which has put the hospitality,
tourism and aviation industries under
tremendous stress. With the lifting of the
circuit breaker, essentially allowing economic
activities to resume, the headline number

figure is expected to be revised upward.

In addition, first quarter GDP growth have also
been revised up to -0.3%, from -0.7%
previously. If we assume an upward revision to
the 2Q20 GDP figure when the final number is
out next month, overall growth for the first half
of the year will be roughly about -6%, which is
not too far off our current full year GDP growth
forecast of -5.7%. As such, we are maintaining
our growth projection despite the poor
showing in the 2Q advance GDP figures today.
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Moreover, impact from the stimulus packages
has yet to be fully captured in today’s figures.
The government has rolled out four separate
sets of stimulus measures, worth a total of SGD
92.9bn, equivalent to about 19.3% of GDP, to
buffer the economy from the impact of the
pandemic. Disbursements of these government
only started trickling in from April and will take
time for the full multiplier effect to be felt
across the economy. Fiscal support will not only
help in mitigating against the downside risk on
growth but will be crucial in ensuring the
recovery ahead.

Second quarter would mark the bottom of the
current cycle. Economic growth should improve
from hereon, albeit in an uneven manner.
Recovery will come to different industries at
different pace. While we expect the entire cycle
to take about 24 months on average, those
sectors that are worst hit by the pandemic,
tourism, aviation and construction, could
potentially take as long as more than two years
to recover back to pre-Covid levels (in terms of
real GDP).

Sectoral impact of Covid-19
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In the near term, this could also be a jobless
recovery, due to the lag between labour market
and the growth cycle. Having gone through a
rough patch, employers would want to be sure
about business prospects before increasing
headcounts, contributing to the slower pace of
recovery in the labour market.

Labour market cycle lags growth cycle
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The impact on the labour market will also be
felt differently. Concern is that the lower
waged workers could be worse hit. Due to the
nature of the pandemic, many frontline service
jobs are affected. Many of these jobs are rank
and file positions that command lower salaries.
Indeed, employment data during the GFC
period also seems to suggest that the lower
waged workers are the ones that will bear the
brunt of the recession. As such, an extension of
some of the support measures in a more
targeted fashion may be warranted.
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