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Executive Summary 
Real GDP in Singapore rose 2.5 percent in Q1-2017 on a year-over-year basis, more or less 
meeting consensus expectations. Despite positive GDP growth, growth in Singapore remains well 
below the supercharged growth rates experienced before the Great Recession. The slowdown in 
global trade has weighed upon the island nation which derives 60 percent of its income from final 
sales to foreign households, businesses and governments.  

Population dynamics present a long-term headwind going forward. The United Nations projects 
that the working age population in Singapore will peak in the next few years and then begin to 
decline. Consequently, the productive capacity of the economy will not grow as fast as it has over 
the past few decades. 

Real GDP in Q1 in Line with Expectations 
Data released today showed that real GDP in Singapore contracted 1.9 percent at an annualized 
rate in Q1-2017 relative to the previous quarter. Real GDP growth in the Lion City is inherently 
volatile on a sequential basis, so we tend to focus on the year-over-year rate. In that regard, real 
GDP rose 2.5 percent in the first quarter, which was slightly below the consensus forecast which 
called for 2.6 percent growth (Figure 1). Growth in Q1 downshifted a bit from the 2.6 percent 
year-over-year rate that was registered in Q4-2016. Although the Singaporean economy is small—
real GDP was roughly US$300 billion last year—it is an important bellwether of the global 
economy because Singapore is the first country to report preliminary GDP data every quarter. 

Figure 1 

 

 

Figure 2 

 

Source: IHS Global Insight and Wells Fargo Securities 

A breakdown of the Q1 real GDP data into its underlying demand components will not be 
available until next month. But the supply-side disaggregation, which is available, revealed mixed 
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results. Manufacturing activity contracted 6.6 percent in Q1 following a very strong Q4 in which 
manufacturing grew 39.8 percent. Construction output grew 5.8 percent in Q1, but is down 
1.1 percent year over year. The services-producing sector, on the other hand, contracted  
2.2 percent on the quarter but is up 1.5 percent year over year. 

Global Trade: Continued Headwinds on Singaporean GDP Growth  
The city-state of Singapore has one of the most open economies in the world with exports and 
imports equivalent to about 200 percent and 170 percent of GDP, respectively.1 With such a high 
export-to-GDP ratio, trade is obviously critically important to the Singaporean economy. As 
shown in Figure 3, final domestic demand (FDD) in foreign economies accounts for more than 
60 percent of value added in the Lion City. That is, more than 60 percent of the income that is 
generated in Singapore comes from final sales to foreign households, businesses and 
governments. Many of the other Asian economies that are shown in Figure 3 also have high 
export-to-GDP ratios, but the Singaporean economy leads the pack in its relative dependence on 
global trade. 

Figure 3 

 

 

Figure 4 

 

Source: IHS Global Insight and Wells Fargo Securities 

Not only are exports of goods, especially electronic goods and pharmaceutical products, 
important to the Singapore economy, but the service sector is also plugged into the global 
economy. The Lion City has a vibrant tourism industry, and Singaporean banks have extensive 
business relationships throughout the world. Many foreigners buy property in Singapore as well. 
The overall rate of GDP growth in Singapore is highly correlated with growth in global trade 
(Figure 4). 

As Figure 4 makes clear, growth in global trade has been weak over the past few years. Global 
trade has accelerated somewhat in recent months, but a return to the robust growth rates in 
global trade that were registered during the past two decades do not look likely anytime soon.2 
Consequently, real GDP growth in Singapore likely will fall well short of the supercharged rates 
that characterized 2003-2007. Indeed, the International Monetary Fund forecasts that real GDP 
growth in Singapore will average 2.5 percent per annum between 2017 and 2021.  

Not only will slow growth in global trade exert some headwinds on Singaporean economic growth 
for the foreseeable future, but population dynamics are not favorable either. The sharp increase in 
the working-age population in the Lion City over the past few decades contributed to the strong 
rates of economic growth that the city-state was able to register during that period.3 Not only did 

                                                             
1 The comparable ratios for the U.S. economy are approximately 13 percent and 16 percent, respectively. 
2 For a discussion of the recent slowdown in global trade growth and reasons for it, see “Why is Global 
Trade Growing So Slowly?” (August 25, 2014) and “’Vertical Trade’ and the Slowdown in Global Growth” 
(August 12, 2015). Both reports are available upon request. 
3 Real GDP growth in Singapore averaged more than 7 percent per annum between 1980 and 2007. 
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rapid population growth lead to stronger demand for goods and services, but the marked rise in 
the workforce raised the productive capacity of the economy significantly. However, the 15-to 
64-year old cohort has hit an inflection point, and the United Nations projects that the working 
age population in Singapore will peak in the next few years and then begin to decline (Figure 5). 
Consequently, the productive capacity of the economy will not grow as fast as it has over the past 
few decades. If economic growth in Singapore remains generally sluggish for the foreseeable 
future, then inflationary pressures likely will remain benign. The CPI inflation rate in Singapore 
at present is less than 1 percent, and the consensus forecast looks for it to remain below 2 percent 
through next year. 

Figure 5 

 

 

Figure 6 

 

Source: United Nations Population Division, Bloomberg LP and Wells Fargo Securities 

Due to the open nature of the Singaporean economy and its sensitivity to global trade, the 
Monetary Authority of Singapore (MAS), the country’s central bank, targets the nominal effective 
exchange rate (i.e., the trade-weighted value of the Singaporean dollar) as its main policy variable. 
Starting in 2004, the MAS allowed the nominal effective exchange rate to appreciate, which 
coincided with a period of rapid GDP growth and rising inflationary pressures (Figure 6). As GDP 
growth and inflation receded in recent years, however, the MAS reduced the rate of appreciation 
of the trade-weighted Sing dollar and, starting in April 2016, it began to target a flat nominal 
effective exchange rate. We do not explicitly forecast the policy actions of the monetary 
authorities in Singapore, but the MAS probably will not sanction exchange rate appreciation 
anytime soon if, as seems likely, real GDP growth remains lackluster and inflation stays low. 
Indeed, our currency strategy team looks for the U.S. dollar to trend slowly higher versus its 
Singaporean counterpart in coming quarters.  

Conclusion 
Real GDP in Singapore rose 2.5 percent in Q1-2017 on a year-over-year basis, more or less 
meeting consensus expectations. Despite positive GDP growth, growth in Singapore remains well 
below the supercharged growth rates experienced before the Great Recession. The slowdown in 
global trade has weighed upon the island nation which derives 60 percent of its income from final 
sales to foreign households, businesses and governments.  

Population dynamics present a long-term headwind going forward. The United Nations projects 
that the working age population in Singapore will peak in the next few years and then begin to 
decline. Consequently, the productive capacity of the economy will not grow as fast as it has over 
the past few decades. 
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