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  2020 2021F 2022F 2023F 

Growth, yoy%, ave -5.4 7.0 3.5 3.0 

Inflation, yoy%, ave -0.2 2.0 2.4 3.0 

Core inflation, yoy%, ave -0.2 0.8 1.5 1.5 

Currency, vs USD, eop 1.32 1.36 1.39 1.35 

10-year yield, %, eop 0.84 1.80 1.95 2.08 

• The island state is finally emerging 
from the COVID-19 crisis  

• GDP growth is expected to normalize 
to 3.5% in 2022 while inflation, likely 
to average 2.4%, could emerge as the 
new risk  

• Monetary policy would have to 
rebalance the changing risk dynamics 
between growth and inflation 

• FX: USD/SGD to rise to 1.39 ahead of 
the two Fed hikes we forecast for 
4Q22 before returning to 1.34 again 
on a less uncertain and more 
synchronized global recovery in 2023  

• Rates: The interplay between 
Monetary Authority of Singapore 
(MAS) and the Federal Reserve will 
dictate how SGD interest rates move 
in 2022 

 
Growth is set to normalise but inflationary 

risk will take center stage in 2022  
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The year started largely on a bright note. Back 

in Jan21, Singapore had successfully contained 

the spread of the COVID virus, and community 

infections was near to zero. This prompted the 

authority to ease many of the restrictive 

measures and allowed social and business 

activities to resume. 

Then came the highly infectious Delta variant, 

which threw a curve ball to Singapore’s 

reopening plan. Two rounds of restrictive 

measures (Phase Two Heightened Alert, P2HA) 

soon followed in a bid to suppress the spread of 

this new variant and more importantly, the 

nationwide inoculation exercise was expedited 

as policy focus shifted from containing to living 

with COVID.  

The path from pandemic to COVID endemic 

has been bumpy. Unlike many countries that 

struggled with large numbers of infections and 

deaths in 2020, Singapore had done remarkably 

well containing the virus. But this also implied 

that the level of domestic herd immunity had 

been low and Singapore’s population was 

largely COVID naïve, i.e. with no exposure to the 

virus, they had no existing protection from 

these infections, beyond their own immune 

system’s ability. Achieving high vaccination rate 

made the population more resilient to COVID in 

2021, but a fairly large number of unvaccinated 

elderlies became a source of complication from 

the perspective of public health management.  

With significant effort, Singapore has achieved 

the highest inoculation rate amongst the Asia-

12 economies but concomitantly, also the 

highest number of infections per million in the 

region as of early Nov21 due to the Delta 

variant. More importantly, the number of 

deaths had risen. About 77% of COVID mortality 

were registered between Sep-Oct21. The 

healthcare system was also under pressured 

with rising number of COVID patients requiring 

oxygen supplementation or intensive care 

during the recent wave of infections.  

 

With persistent strict measures and continued 

inoculation efforts, Singapore’s COVID situation 

has stabilized significantly at the point of 

writing. The COVID infection rate has eased, 

which has prompted further reopening of the 

economy, and easing of restrictive measures. 

As the nation gradually comes to terms with the 

challenges of living with COVID, there is now an 
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emerging optimism for sectors that have been 

the hardest hit by the pandemic (i.e, aviation 

and tourism related services). More 

importantly, while the recovery will persist into 

2022 and growth pace is expected to normalize 

towards the potential growth rate, new 

opportunities and risks will also emerge in the 

horizon (see later sections). 

Strong growth performance in 2021 

Singapore’s economic recovery from the 

COVID-19 crisis has turned out to be slightly 

stronger than expected. The economy posted a 

strong showing of 7.1% YoY and 1.3% QoQ sa in 

the third quarter even with the impact of the 

second round of Heightened Alert measures in 

Jul-Aug period. Barring any significant slide in 

GDP growth for 4Q, particularly from a weaker 

growth outlook in China, full year GDP growth 

for 2021 is expected to average about 7%, up 

from our previous forecast of 6.7%. 

Slower manufacturing growth ahead 

Key manufacturing sector remains the main 

engine of growth, but momentum is waning. 

The electronics cluster which has been an 

important driver in the recovery process is 

losing impetus. Although semiconductor 

equipment billings and global shipments of 

semiconductors remain robust amid strong 

investment in digital solutions and new 

technologies, recent data is suggesting that 

global demand in this aspect has peaked and 

this all-important driver of Singapore’s growth 

could see weaker performance in the coming 

quarters.  

Moreover, PMIs from all key markets are 

already moderating. We’ve flagged out in our 

past reports of an impending slowdown in the 

manufacturing sector suggested by first a 

simultaneous decline in the US and China PMIs 

in April, which was then followed by a sharp 

drop in Eurozone’s PMI in July. In fact, China’s 

manufacturing PMI has fallen below the 50 level 

for two consecutive months (Sep-Oct21), the 

first indication of contraction in the sector since 

February last year. A zero-tolerance strategy 

adopted by the state and the resurgence of 

domestic COVID cases have led to lockdowns in 

many parts of the country. Oil shortages 

resulting in cutback in electricity supply has 

further exacerbated to the disruptions in the 

supply chain and manufacturing production.  
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All eyes on China 

All eyes will be China in the coming 6-12 

months, as the biggest risk to Singapore’s 

growth. China’s power supply shortage will 

imply further disruption to regional supply 

chain and make for a weaker manufacturing 

growth in Singapore in 4Q. China’s recent policy 

shift against tech companies and the focus on 

Common Prosperity will also perpetuate the 

slowdown in China’s growth. This would have 

significant implications on Singapore and for 

the region. The biggest risk is that with so many 

different factors, both policy driven and 

unintended outcome from shifts in economic 

fundamentals, there is a real danger of growth 

undershooting in China, and consequently on 

the region, which would then imply both a 

direct and a second order impact on 

Singapore’s growth prospects in the coming 

twelve months. 

In fact, China’s importance as a determinant of 

Singapore’s growth outlook can be reflected in 

the shutdown of Ningbo port, the third busiest 

in the world in August due to COVID resurgence. 

China turned from the biggest driver of 

Singapore’s export recovery to a drag as overall 

non-oil domestic export (NODX) fell to 2.7% in 

Aug21, from 12.7% in the preceding month. 

Although exports to China swiftly rebounded 

after Ningbo port resumed operation, and that 

export performance thus far has been resilient 

(11.3% on average between Jul-Oct21), the 

point to note is that although China has been 

the key driver, it could easily flip to become 

the biggest drag as well. Policy uncertainty 

remains the biggest risk in this regard. 

Cautiously optimistic on construction  

Outlook for the construction sector is 

improving. Although labour crunch remains the 

biggest challenge for the sector, latest 

announcement of the opening of the 

Vaccinated Travel Lane (VTL) with India could 

provide some indications on the potential 

respite ahead. Note as of 2Q21, there is an 

unprecedented job vacancy of 11.6K in the 

industry.  

Existing border control measures remain the 

biggest challenge weighing on the manpower 

supply, and indeed, the performance of the 

sector. Hope is now pinned on further 

reopening of the borders to help ease the 
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current manpower crunch. Industry players are 

anticipating more announcement and should 

more VTLs be established, particularly with 

countries that are key sources of manpower, it 

will certainly help to resolve the existing labour 

crunch that has been weighing on this sector.  

However, travel via the VTLs could be 

expensive, which will add on to the already 

rising manpower costs for companies. Prices for 

commodities and construction materials are 

also spiking up globally. Expect margin erosion 

for construction companies, which could 

potentially tamper the pace of recovery in the 

sector in the coming quarters. 

Services recovery to gain speed 

While recovery in the services sector has thus 

far been uneven, a more broad-based 

improvement is on the cards. High inoculation 

rate will prompt further easing of safe measures 

and for more VTLs to be established. The 

number of tourist arrivals and the F&B index are 

showing early signs of improvement. Although 

the performance in the travel related sector is 

unlikely to turnaround significantly in the 

immediate term, there is certainly light at the 

end of the tunnel for these worst affected 

industries. Barring the risks of COVID 

resurgence or further mutation of the virus, we 

expected global travel to gain momentum from 

mid-2022 onwards. This would prompt a 

speedier recovery in the hospitality, F&B, 

aviation and tourism related services as more 

quarantine free travel arrangements are being 

set up with countries around the world.  

Externally oriented services such as shipping, 

wholesale trade and financial services will 

continue to do well, riding on overall global 

recovery. IT services will benefit from the 

increased investment in digital solutions and 

further adoption of new technologies, while 

business services will continue to leverage on 

the overall improvement in business 

sentiments, as well as a still resilient real estate 

activity. Overall, we believe the recovery in the 

services sector will become more broad-based 

as we head into 2022. 

Growth normalisation 

A high level of vaccination rate has made for the 

safe reopening of the economy and allowed 

economic activities (including travel) to resume 

to normalcy. Besides getting eligible residents 

to get their booster jab, plans have also been 

made to inoculate residents below 12 years of 

age. Barring the risks on the efficacy of existing 

vaccines being weakened as a result of virus 

mutations (e.g., the new Omicron variant) or 

waning antibody levels, the reopening of the 

economy will provide renewed impetus to 

growth over the next 12 months. That said, 

economic normalisation remains at work and 

recovery momentum is expected to slow. China 

is the key risk to watch on the growth front, 

which will have deep implications on the 

prospects for the manufacturing sector, which 

thus far has been the main engine of the 

recovery. We expect full year GDP growth to 
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ease to 3.5% in 2022, down from a projected 

7.0% this year. 

 

Despite an expected slower pace of growth, 

the quality of growth will improve. As 

Singapore continues its effort to inoculate the 

remaining population, and press forward with 

the reopening of the economy, particularly in 

terms of revitalising the struggling travel 

related sector, contributions to GDP growth 

from the various sectors will become less lop-

sided, and the recovery will become more 

broad-based. Simply put, one can view this 

moderation in growth performance as merely a 

reversal back to a more sustainable potential 

growth range of 2.5% to 3.5%. 

Mismatch in the labour market 

The recovery in the manpower intensive 

hospitality and tourism sector will be crucial in 

driving a further improvement in the labour 

market. But this would have to be 

complemented by further easing in border 

measures, as these industries are also known to 

be heavily reliant on foreign manpower. As it is, 

though resident unemployment rate remained 

stable at 3.5% sa, the job vacancies to 

unemployed person ratio has spiked up to a 

historical high of 1.63 in 2Q21, suggesting a 

severe situation of mismatch in the labour 

market. Either this could be a case of companies 

remaining hesitant in hiring locals for some 

positions, or there are many jobs that locals are 

not taking up, or both.  

We expect further easing in border measures to 

alleviate the existing manpower crunch in some 

sectors (e.g., construction). Recovery in some 

domestic services sectors would also prompt 

improvement in labour market conditions. This 

should help to create more opportunities for 

resident workers, which could help to bring 

resident unemployment rate lower towards the 

long-term average of 3%. 

Inflation will prompt tighter monetary policy 

Inflation is gradually rearing its head again. As 

economic recovery continues, and global 

monetary policies remain highly 

accommodative, inflation risk is rising rapidly. 

Energy and commodity prices (e.g., metal), as 

well as some agricultural product prices are 

rising, leading to costlier wholesale prices and 

higher production / construction costs in many 

parts of the world. Asset inflation is also 

-15.0

-10.0

-5.0

0.0

5.0

10.0

15.0

20.0

3Q19 1Q20 3Q20 1Q21 3Q21 1Q22 3Q22

GDP growth forecast trajectory

% YoY

Source: DBS

DBSf
2021: 7.0%
2022f: 3.5%

-13.3% YoY

2.5

3.0

3.5

4.0

4.5

5.0

0.0

0.2

0.4

0.6

0.8

1.0

1.2

1.4

1.6

1.8

Mar-19 Sep-19 Mar-20 Sep-20 Mar-21

Mismatch in the labour market

Job vacancy to
unemployed
person ratio

Resident
unemployment
rate (LHS)

ratio

Latest: 2Q21

thousands

Sources: CEIC, DOS, DBS



Singapore Outlook 2022: Rebalancing growth and inflation risks                              December 1, 2021 

 

   Page 7 
 

building up. Property prices in major cities 

(including Singapore) have remained resilient 

for most part of the pandemic period, and most 

have risen higher.  

CPI inflation spiked up to 3.2% YoY in Oct21, 

from a mere 0.2% in Jan21. The MAS CPI core 

inflation also rose higher to 1.5%, from -0.2% in 

the same period. Though this is partly due to 

the low base in the same period last year, 

inflation pass-through from external sources 

and the narrowing of the domestic output gap 

arising from economic recovery would imply 

higher price pressure going forward.  

There could be further upside risk to inflation 

should the GST hike be announced and 

implemented in 2022 (see later section). Taking 

all into account, we expect overall headline 

inflation to register 2.4%, which is at the upper 

end of the MAS forecast range of 1.5-2.5%, and 

up from about 2.0% this year. Likewise, core 

inflation will also be significantly higher. 

Expectation is for the core inflation to average 

1.5% in 2022, from 0.8% this year. 

Indeed, core inflation is central to the MAS’s 

policy decision as it underscores the underlying 

fundamentals of the price dynamics within the 

Singapore economy. The expected increase in 

the core inflation has indeed prompted a pre-

emptive monetary policy move by the MAS in 

Oct21. The central bank reverted to a gradual 

appreciation of the exchange rate policy stance 

but kept the centre and the width of the band 

unchanged in its last policy meeting. We view 

this as the first step to normalise monetary 

policy, and to rebalance the dynamics between 

growth and inflation as Singapore continues to 

embark on this recovery journey. 

With inflation likely to emerge as a key risk, 

the authority may have to tighten monetary 
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policy further in 2022. We had pointed out in 

our previous report (Singapore: Raising GDP 

growth forecast” dated 14 Oct21) that any 

further adjustment in the policy stance 

following the October move would have to be 

conditioned on upside risk to both growth and 

inflation. As it is, the most recent readings on 

the data front are suggesting that another 

policy action could be on the cards. No doubt, 

inflation will be a key risk in 2022 and the 

central bank will be staying vigilant on the price 

barometer. Should inflation reading continues 

to track higher, the central bank could be 

prompted to act again, and probably as early as 

April (see more details in later section).  

GST hike to be announced in Budget 2022 

The impending GST hike will be announced in 

Budget 2022. Economic conditions are now 

robust enough, presenting a window for such 

policy move. The government plans to raise the 

GST rate to 9%, from 7% at present. Finance 

Minister Lawrence Wong has iterated this 

stance at the recent Institute of Policy Studies' 

Singapore Economic Roundtable by saying that 

he would prefer to hike the GST “sooner rather 

than later”, the exact same words that Deputy 

Prime Minister, and ex-Finance Minister Heng 

Swee Keat had used in his previous budget 

announcements. Moreover, the government 

has also proposed the Assurance Package worth 

SGD 6bn to cushion the impact when 

the hike kicks in.  

The timeline of the hike is less certain and will 

depend on the pace of economic normalisation. 

In our opinion, real GDP has reverted to pre-

COVID levels in 3Q21, and overall 

unemployment rate is trending towards the 

natural rate of unemployment of about 2%. 

Barring any unforeseen risk to growth, both 

conditions would be in place in 2022 for an 

eventual GST hike (see DBS article “Singapore: 

Election effect on policies” dated 13 Jul20 for 

more details). Given that the last GST hike was 

announced in Budget 2007 for implementation 

that same year in July, we expect similar 

timeline in the upcoming policy move. 

However, the government might delay the hike 

to early 2023 if growth outlook unexpectedly 

deteriorates sharply or if inflation becomes a 

runaway train, but this would be too close to 

the upcoming Presidential Election due in 2023. 

A GST hike in July of 2022 could be on the 

cards, in our opinion.  

Beyond the GST hike, Budget 2021 could 

surprise on the upside. The government’s total 

operating revenue for FY21 as of September has 

been stronger than expected, largely from a 

robust inflow from corporate income taxes and 

stronger showings from other broad revenue 

categories such as GST, personal income taxes 

and stamp duties compared to the previous 

year. Indeed, the recovery has been uneven. 

While many domestically oriented small and 

medium (SMEs) enterprises have struggled 

throughout the course of the pandemic due to 

restrictive measures, bigger corporates that are 

externally driven have continued to do well, 

reporting earning performances that are much 

better than last year.  

Govt Operating Revenue, Apr-Sep21 SGD mn % YoY

Total operating revenue 43,090      66.9

Tax 39,436      66.1

Tax: Income: Corporate 12,765      124.5

Tax: Income: Personal 8,031        15.8

Tax: Income: Withholding 693           10.0

Tax: Contributions By Statutory Boards - -

Tax: Assets Taxes 1,984        290.6

Tax: Customs & Excise Duties 1,795        9.1

Tax: Goods and Services 6,040        29.5

Tax: Motor Vehicles 1,212        56.2

Tax: Betting Taxes 1,049        111.5

Tax: Stamp Duty 3,219        167.8

Tax: Others 2,650        121.3

Fees & Charges 3,142        72.9

Fees & Charges: Vehicle Quota Premiums 1,602        121.4

Fees & Charges: Others 1,541        40.8

Other Receipts 512           91.1
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Hence, while the government has budgeted for 

a fiscal deficit of SGD11bn (2.2% of GDP), 

expectation is that the final outcome could be a 

smaller deficit (SGD 4-5bn). This is despite a few 

rounds of ad-hoc support measures that were 

introduced in response to tightening of local 

safe measures (e.g., P2HA). More importantly, 

the funding approach of Budget 2021 is unlike 

any of the past budgets. Policymakers have 

tapped on the unutilized reserves from the 

previous year and drawn down an additional 

SGD1.7bn from the reserves. This has 

essentially enabled this current term of 

government to start their fiscal term on a clean 

sheet. However, as economic conditions are 

expected to improve, policymakers may be 

inclined to build up the fiscal coffer again. On 

that, we expect the fiscal stance to turn 

modestly contractionary in Budget 2022. 

FX: USD/SGD to hold a 1.34-1.39 range 

After the Fed’s hawkish tilt in June 2021, global 

USD strength lifted USD/SGD into its old 2018-

2019 trading range between 1.34 and 1.39. 

Barring unforeseen shocks to the global 

economy, this range is expected to hold into 

2022 and 2023.  

 

Next year, USD/SGD should rise towards 1.39 

ahead of the two Fed hikes in 4Q22 and the CNY 

playing catch up to USD strength. Assuming a 

less uncertain and more synchronized global 

recovery after the initial hikes, two more Fed 

hikes can be expected in 1Q23. Against a more 

sanguine outlook, especially if Singapore’s 

endemic Covid strategy pays off and keeps 

borders open, USD/SGD has scope to fall back 

towards 1.34 again in 2023.  

 

Although the SGD is not immune to USD 

strength in 2022, we do expect another policy 

normalization to provide some resilience to the 

exchange rate. When the SGD NEER policy band 

returned to a modest and gradual appreciation 

path in October 2021, the Monetary Authority 

of Singapore retrieved only one of the two 

easing measures implemented during the Covid 

outbreak in March 2020. While real GDP growth 

will slow from 7% in 2021, the official 3-5% 

forecast for 2022 is considered above-trend and 

sufficient to keep absorbing the slack in the 

labour market, close the negative output gap 

and steer core inflation towards 2% in the 

medium-term.  
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Rates: MAS & Fed interplay 

The interplay between Monetary Authority of 

Singapore and the Federal Reserve will dictate 

how SGD interest rates move in 2022. There has 

been coordination in policy normalization 

across central banks. The MAS kicked off with 

steepening of the SGD NEER slope in October 

while the Fed started with taper in November. 

With economic data the US generally firm, we 

think that the US can hike twice in 2022 and 

twice more in early 2023. The risks are skewed 

towards earlier and more tightening from the 

Fed given heightened inflation. Meanwhile, the 

MAS could conceivably tighten again in 2022.  

Against this backdrop, longer-term SGD rates 

(2Y tenor onwards for SORA and SGS) have 

already started moving high. However, shorter-

term SORA OIS (1M,3M) should not 

meaningfully head up until Fed hikes 

materialize.  

 

 

 

We think that SGD rates may be overly 

aggressive in factoring in Fed hikes and look 

too high compared to their USD counterparts. 

While perceived tighter liquidity is likely to 

persist in the short term, we are not convinced 

it is necessary to embed this premium beyond a 

few quarters. Note that the past few Fed 

tightening cycles leads to SGD rates falling 

below USD rates. This also intuitively makes 

sense as the MAS tends to allow faster 

SGDNEER appreciation when growth and 

inflation are strong. We expect dynamics to play 

out similarly. By end-2022, we expect SGD rates 

to dip below USD rates and stay that way 

through the Fed tightening cycle in the coming 

few years.  
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