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SINGAPORE (4.0 STARS — VERY ATTRACTIVE)
·
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·

GDP grew by 2.1% y-o-y in 2Q 16 based on final estimates, unchanged from 1Q 16
Purchasing Managers Index was at 49.3 in Jul 16, dipping slightly from 49.6 in Jun 16
Electronics sector PMI rose to 49.7 in Jul 16 from 49.0 in Jun 16
Retail sales rose 0.9% y-o-y in Jun 16, after an upward-revised 3.2% y-o-y increase in May 16
Retail sales ex-autos fell -3.0% y-o-y in Jun 16, on par with the decrease in May 16
Non-oil domestic exports declined -10.6% y-o-y in Jul 16, extending its -2.4% y-o-y decline in Jun 16
Electronic exports fell -12.9% y-o-y in Jul 16, down from the -1.7% y-o-y decline in Jun 16
CPI fell -0.7% y-o-y in Jul 16, unchanged from the decline in Jun 16
Core CPI rose 1.0% y-o-y in Jul 16, dipping slightly from a 1.1% y-o-y increase in Jun 16
Industrial production fell -3.6% y-o-y in Jul 16, after an upward-revised 0.6% rise in Jun 16

MARKET OUTLOOK
The earnings outlook for the STI saw some downward revisions in the month of August (as of 29 August 2016), as the estimated earnings
for 2016 and 2017 were revised by -2.16% and -1.59% respectively. Various sectors appeared at the top in terms of upward revisions of estimated 2016
EPS, including: Golden Agri-Resources Ltd (6.7% upward revision); StarHub Ltd (1.2% upward revision), and City Developments Ltd (1.2% upward
revision). Meanwhile, the banking sector, which comprises the largest weight in the STI Index, saw slight downgrades to estimated 2016 EPS in August,
given expectations of a challenging operating environment ahead amid sluggish global economic growth as well as a modest rate of recovery in oil
prices in the near term (the banking sector has some exposure to the oil & gas sector). Amongst Singapore’s 3 largest banks, OCBC, UOB, and DBS
saw EPS downgrades of -1.9%, -2.0%, and -2.3% month-to-date respectively. As a whole, the earnings of the Singapore equity market is expected to
decline by -7.0% in 2016, before growing 4.6% in 2017.
Singapore’s GDP grew 2.1% year-on-year in 2Q 2016 based on final estimates, down slightly from the 2.2% growth based on advanced
estimates, and coming in on par with 1Q 2016’s GDP growth. The manufacturing sector emerged a driver of growth, as it grew 1.1% year-on-year in 2Q
2016 with strong performances stemming from the biomedical and electronics clusters. On the other hand, the finance and insurance sector provided a
drag on the economy with a slower 0.8% growth compared to the prior quarter’s 2.7% growth. Apart from the slightly lower than expected 2Q 2016 GDP
growth, uncertainties posted by Brexit which occurred at the end of June had led the Ministry of Trade and Industry (MTI) to revise its 2016 GDP forecast
for Singapore down to 1-2% from the previous 1-3% forecast in May.
Manufacturing output in the month of July contracted -3.6% year-on-year, down from prior month's 0.6% expansion. The electronics cluster
continued to show strength (16.2% growth year-on-year), however this was weighed down by the decline in output from the remaining clusters,
particularly that from the transport engineering cluster (-21.8% decline year-on-year) on the back of continued low oil prices. While the manufacturing
sector had posted a comparatively strong growth in 2Q 2016, it would be unsurprising if 3Q 2016’s manufacturing sector growth comes out less rosy.
Meanwhile, NODX declined -10.6% year-on-year in July, extending its -2.4% year-on-year decline in June in the backdrop of muted global trade, and
headline retail sales which rose 0.9% year-on-year in June, continued to be propped up by strong motor vehicle sales. Some positives exist, given that
the slowest rate of decline in private residential prices was witnessed in 2Q 2016 since 4Q 2013 as per the recently released property data by the Urban
Redevelopment Authority (URA). This is encouraging news for the soft property market in Singapore and may provide some support to the low CPI
levels if the deceleration in decline continues. Also, core inflation continued to come in at positive levels in July, at 1.0% year-on-year.
The STI index, which represents the Singapore equity market, declined -1.37% month-to-date as of 29 August 2016. At end July, news
regarding Singapore’s first major casualty in the offshore sector, Swiber Holdings, fed concerns with regards to the country’s ailing oil & gas sector as a
whole. Losses continued to be witnessed in the oil & gas sector, with Sembcorp Industries Ltd and Sembcorp Marine Ltd seeing a -1.8% and -7.8%
decline in share prices month-to-date as of 29 August 2016 respectively. The share prices of Singapore’s 3 largest banks, OCBC, UOB, and DBS also
fell -0.2%, -1.1% and -2.5% respectively month-to-date, signalling that confidence in the sector was impacted, particularly that in DBS, Swiber’s key
banker, which announced its SGD 721 Million exposure to the company. Yet, the release of the 3 banks’ 2Q 2016 financial numbers had also revealed
overall healthy loss-absorption buffers which may have reduced some investors concerns regarding the banking sector’s outlook, leading to overall
slight drops in share prices. On current estimates (as of 29 August 2016), the Singapore equity market trades at estimated PE ratios of 13.4X and 12.8X
for 2016 and 2017 respectively, representing a significant discount to our fair PE estimate of 16.0X for the Singapore market. We think a 4.0 Stars “Very
Attractive” rating on the Singapore equity market continues to be warranted at this juncture.
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