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Strong growth in 2017 is likely to stabilize in 2018
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However, the much larger services-producing 
industries of the economy grew at a slower pace. In 
2018, the economy is expected to experience less 
uneven growth across sectors. In this article, we 
look at the drivers of growth in 2017 and the likely 

path to more evenly distributed growth in 2018. We 
also look at possible downside risks to growth as 
well as Singapore’s likely monetary and fiscal policy 
path in the near term.

Real GDP increased 3.6 percent in Singapore in 2017, higher than what most 
analysts projected.1 Growth was driven by external demand for electronics 
and advanced machinery, which benefited Singapore’s manufacturing sector. 



Global demand for 
semiconductors powered 
overall GDP growth in 2017

The goods-producing industries (manufactur-
ing, construction, utilities, agriculture, fishing quar-
rying), which collectively account for 25 percent of 
GDP, grew 5.7 percent in 2017. However, growth 
was uneven across the sectors—a sharp decline in 
the construction sector was more than compensat-
ed for by strong growth in manufacturing (see figure 
1). Manufacturing grew 10 percent during the year, 
the fastest rate of growth in the last seven years. 
Within manufacturing, the electronics cluster grew 
33.5 percent and the precision engineering cluster 
grew 17.8 percent. 

Within the electronics cluster, semiconductor 
production was a standout, increasing 48.3 percent 
during the year. Global demand for semiconductor 
chips was driven by end-use markets such as the 
smartphone market. This resulted in global semi-
conductor revenue increasing 22.2 percent in 2017.2  
In particular, Chinese original equipment manufac-
turers’ (OEMs) spending on semiconductor chips 
for smartphone production increased 47 percent 
in 2017.3 This was mainly due to strong demand for 
smartphones from emerging economics such as In-

dia. In addition to strong demand for smartphones, 
semiconductor producers in Singapore gained from 
a global shortage in the memory segment of semi-
conductor chip production, which led to an increase 
in price. External demand was also strong for semi-
conductor manufacturing equipment. This support-
ed growth in the machinery and systems segment, 
which, along with the growth in the precision mod-
ules and components segment, led to overall growth 
in the precision engineering cluster. 

The services-producing industries, which collec-
tively account for 70 percent of GDP, grew 2.8 per-
cent in 2017. The two largest services clusters—fi-
nancial and business services, and retail—grew at a 
moderate pace in 2017 (2.7 percent and 2.3 percent, 
respectively) (see figure 2). Within the financial and 
business services cluster, Singapore’s largest cluster, 
the finance and insurance segment increased 4.8 
percent, while business services growth remained 
muted. Growth in the finance and insurance seg-
ment was driven by a sharp increase in fund man-
agement during the year. The strong performance 
of the fund management subsegment stems from 
the synchronous boom in equity markets across the 
global economy in 2017. The banking and insurance 
subsegments also contributed to the growth of the 
finance and insurance segment during the year.
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Figure 1. Manufacturing drove growth in the goods-producing industries in 2017
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Figure 2. Singapore’s two largest services clusters recorded moderate growth in 2017
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Growth is likely to be more 
evenly spread among 
different sectors in 2018

External demand for semiconductors is project-
ed to continue growing in 2018. However, growth 
is likely to slow. Analysts project that global semi-
conductor revenue will grow 7.5 percent in 2018, 
down from 22.2 percent in 2017.4 Moreover, China, 
which accounts for a third of global semiconductor 
shipments, is shifting focus from importing semi-
conductor chips to producing semiconductor chips 
domestically.5 This is because China spends more 
on the import of semiconductor chips than it does 
on oil imports.6 The moderation in overall global 
demand for semiconductors is likely to slow growth 
in Singapore’s electronics cluster in 2018, which 
may dampen growth in manufacturing. Addition-
ally, over the medium term, China’s pivot to domes-
tic production is likely to further slow demand for 
semiconductors produced in Singapore. 

Apart from manufacturing, the other major 
goods-producing industry is construction. Con-
struction has slowed since 2015 and shrank 8.4 per-

cent in 2017. Singapore’s Building and Construction 
Authority projects a recovery of the construction 
sector in 2018.7 Demand is likely to be driven by the 
public sector, but private demand is also projected 
to improve. However, if there are further delays 
in large-scale public sector infrastructure projects 
such as the North-South corridor and if private sec-
tor demand remains subdued, the construction sec-
tor might continue to be a drag on overall growth 
in 2018. In addition to infrastructure project delays 
and weak private demand, another factor could 
likely weigh on the supply side of the sector: Sin-
gapore’s curb on low-skilled foreign workers may 
create labor shortages in the sector. Any recovery in 
construction in 2018 is likely to be modest.

If manufacturing growth slows and the recovery 
in the construction sector is modest at best, Singa-
pore’s services-producing industries will likely need 
to continue growing to keep overall GDP growth 
healthy in 2018. Strong global demand and a re-
covery in domestic business and consumer senti-
ment point to the likelihood of broad-based services 
growth in 2018. External-facing services sectors, 
such as finance and business services and transport 
and storage services, are likely to be direct beneficia-
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ries if global trade momentum continues. Domes-
tically oriented services such as retail are likely to 
benefit from an ongoing improvement in the labor 
market—retrenchments (employee redundancies) 
fell in 2017 and the real median monthly income 
for full-time employees increased 5.3 percent (as of 
June 2017).8 The information and communications 
sector is also likely to benefit from an improved la-
bor market and growth in overall operating surplus 
in 2017. GDP growth in 2018 is, therefore, likely to 
be more evenly spread across different sectors com-
pared to 2017.  

Downside risks could 
be a game changer

The near-term outlook for Singapore, though 
firm, comes with downside risks that could derail 
growth projections. The greatest risk to a small 
open economy such as Singapore is the possibil-
ity of increased global protectionism. Although the 

World Trade Organization projects that global trade 
momentum will continue in 2018, trade friction be-
tween the United States and China could lead to a 
spread in protectionist policies.9 In such a scenario, 
Singapore’s GDP growth is likely to be hit hard. 

Another risk to near-term growth is the pos-
sibility of a faster-than-expected acceleration in 
inflation in the United States, which could lead to 
a quicker rate of increase in the federal funds rate. 
This could, in turn, lead to higher domestic interest 
rates in Singapore, which could be burdensome to 
already indebted households. 

A longer-term downside risk to growth pros-
pects is the possibility of labor shortages. As Singa-
pore attempts to climb the value chain, the demand 
for high-skilled labor is likely to increase. However, 
with Singapore’s rapidly aging population (see fig-
ure 3) and with curbs on the employment of foreign 
workers in place, companies seeking highly skilled 
labor might be faced with an uphill task. Labor 
shortages could lead to bottlenecks and translate 
into slower growth. 
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* Old-age support ratio refers to residents aged 20–64 years per resident aged 65 years and above.
Source: Singapore Department of Statistics.

Figure 3. Singapore’s resident old-age support ratio is on a broad downward trend*
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The near-term policy path 
is likely to support growth

Singapore’s fiscal and monetary policy is likely 
to support growth through the first half of 2018. The 
Monetary Authority of Singapore uses the exchange 
rate of the Singapore dollar to control monetary 
policy. It is likely to stick to its neutral policy stance 
of zero appreciation of the Singapore dollar in the 
near term. However, if global growth is quicker than 
expected and if inflation from imported goods ac-
celerates, it might introduce a slight appreciation in 
the Singapore dollar. Such gradual monetary policy 
tightening is unlikely to have a negative impact on 
the competitiveness of exports and overall GDP 
growth, since it would come against the backdrop of 
strong global growth and a global monetary policy 
tightening cycle.

Fiscal policy will likely remain expansionary in 
the near term. The budget for 2018 made provisions 

to distribute a larger-than-expected budgetary sur-
plus from the previous year to Singaporeans in the 
form of a one-off bonus.10 Apart from this, the bud-
get for 2018 continues outlays for the development 
of workforce skills and domestic infrastructure.11 
The budget does, however, indicate that goods and 
services tax rates will be hiked from 7 percent to 9 
percent, effective as early as 2021.12 The impend-
ing hike in indirect tax rates might spur consumer 
spending in the next couple of years.

Given the backdrop of more evenly distributed 
growth, the downside risks and Singapore’s likely 
policy path, GDP growth is likely to be slower in 
2018 than in 2017. The Ministry of Trade and Indus-
try projects GDP growth in 2018 to be slightly above 
the middle of the forecast range of 1.5 percent to 
3.5 percent.13 Slower but broad-based growth could, 
however, be indicative of a well-rounded recovery in 
Singapore’s economy. 
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