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ICAEW Q2 insight – Southeast Asia 
 

In this edition, we look at economic growth prospects across the region, and focus in more depth 

on economic issues facing businesses in Singapore and Vietnam: 

 Southeast Asia’s growth picked up in the first quarter, supported by Malaysia and 

Thailand’s strong performance 

 Momentum is likely to ease going forward, albeit 2017 growth is still likely to be slightly 

higher than last year  

 An improved external environment should help sustain Singapore’s growth above 2%, even 

as domestic factors remain a drag 

 Vietnam appears poised to grow above 6.7%, supported by rising investment and resilient 

exports growth 

Q1 GROWTH BOOST UNLIKELY TO SUSTAIN 

Strengthening world trade and robust domestic demand underpinned Asia’s growth in the first 

quarter of the year. Southeast Asia fared particularly well – expanding 4.7% y/y in Q1, up from 

4.5%. The region’s strong performance was driven by accelerating growth in Malaysia and 

Thailand, while momentum eased in Singapore, Philippines and Vietnam and Indonesia’s growth 

held steady around 5%. 

Malaysia’s GDP was boosted by a rebound in public spending. Export volumes also grew rapidly, 

although this was offset by a surge in imports – with net exports subtracting 2.9% points from 

quarterly GDP growth. In Thailand, expansion was supported by household spending and a build-

up in inventories. Like Malaysia, net exports did not add to growth, despite a strong export 

performance.  
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Following the positive Q1 outcomes, we have increased our growth outlook for some Asian 

economies, including Malaysia and Thailand. However, we are cautious in our expectations and 

expect Asia’s growth momentum to cool. 

Indeed, exports have started Q2 on a low note, raising questions about ongoing recovery. The 

slowdown has been widespread, with both Northeast and Southeast Asia (along with India) 

participating.. Export volumes growth in key economies has also eased, including China and 

Singapore.  

 

While macro policy remains expansionary, the scope for further monetary easing to stimulate 

domestic demand is limited by  factors such as bottoming out inflation, high debt levels, financial 

stability concerns, impaired monetary policy transmission, and a desire to keep some policy space 

in case of external shocks. We expect Philippines, Malaysia and Indonesia to hike rates this year. 

Most Southeast Asian economies are well placed to sustain expansionary fiscal policies if needed, 

which should ease the impact of tighter monetary conditions on growth. However, we note that the 

political will to do so appears low.  

In all, we expect Southeast Asia’s growth to slip back towards 4.5% by Q4 2017, with full year GDP 

growth slightly higher than 2016 at 4.6%. Domestic demand is expected to remain the primary 

driver of growth, as the recent phase of rapid recovery in external trade fails to sustain. 
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SINGAPORE - GROWTH TO REMAIN UNEVEN THIS YEAR 

Growth fell in the first quarter, contracting by 1.3% q/q (saar). This followed an astonishing 12.3% 

q/q (saar) acceleration in growth in the last quarter of 2016 and a statistical pullback was expected. 

On a y/y basis, growth slowed to 2.7% from 2.9% in Q4. 

The final Q1 GDP release was revised higher from the advance estimate of -1.9% q/q (saar). 

Thiswas primarily because of the manufacturing sector, which contracted just 1.5% q/q (saar) as 

opposed to initial estimate of -6.6% q/q (saar), after expanding 39.8% q/q (saar) in the previous 

quarter.   

 

In line with the improved growth dynamics and the ongoing recovery in global trade, we expect 

Singapore’s GDP to expand by 2.7% in 2017 (up from 2% in 2016). Growth is likely to be uneven, 

as  we expect exports will moderate going forward. Growth is likely to be subdued outside of the 

sectors dependent on external factors, given soft labour market conditions and the ongoing 

correction in housing market: 
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• Recovery in exports will be bumpy: following a solid 9.2% annual rise in Q1, total 

merchandise export volumes slipped into the red for the first time in 6 months in April, 

falling 3.7% y/y. A weaker performance was recorded across all export categories, with 

non-oil domestic exports falling 3.1% and re-exports down 6.9%. The decline in April 

followed double-digit export volume growth in February and March. The weak April 

outcome can be partly explained by a sharp fall in pharmaceuticals exports (down 40% y/y 

in SGD terms), which are often volatile.  

 

We expect that the disappointing performance of exports in April will be temporary. Near-

term growth prospects remain firm, as April’s Purchasing Managers’ Index manufacturing 

index was only slightly down from the 26-month high seen in March, with new export orders 

still solid. Growth is expected to easeover the coming quarters, reflecting a moderation in 

Chinese import demand following its very strong bounce in Q1 2017. 

 

 

• More fiscal stimulus to support investment: recent indicators suggest that a modest 

recovery in business investment may soon be underway. Business loans rose 8.1% y/yin 

Q1. This is the strongest growth in loans since 2014. Moreover, the government announced 

further measures to support businesses and encourage investment in its recent Budget. We 

still expect two further rate hikes in the US and, therefore, higher domestic interest rates 

this year which will dampen the forecast recovery in business investment. Government 

investment is forecast to accelerate, with SG$700mn in infrastructure spending over 2017-

18. 

 

• Correction in housing market to continue: the recent easing in housing restrictions from 

2009-13 will provide some support for the struggling housing sector. However, given the 

supply overhang, a recovery is not on the cards yet.. The ongoing correction in the housing 

market is still expected to dampen growth this year but the prospects for 2018 are now 

slightly brighter. 

 

• Labour market conditions have softened: a combination of negative wealth effects, 

associated with falling house prices, and a weaker labour market have taken their toll on 
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household spending. The unemployment rate rose to 2.3% in Q1 2017 – the highest level 

since 2010. We  expect employment conditions to improve later this year as the drag from 

sharp retrenchments in financial services and oil & gas-related sectors ease. Better 

employment conditions and additional fiscal support should lead to spending picking up. 

Growth in private consumption is still forecast to remain relatively subdued, as more 

modest wage growth and higher inflation is expected to lead to slower gains in real 

earnings. 

 

 

 
 

• Monetary Authority of Singapore (MAS) to maintain neutral monetary policy: we 

expect the MAS will maintain its policy of zero appreciation in the SG$NEER until late-

2018. Although GDP growth is expected to improve, growth is likely to be irregular . 

Moreover, given softer wage growth, demand-pull inflation pressures will remain 

constrained. We do not expect inflation excluding energy prices to return to 2% until mid-

2018. 

 

 

VIETNAM – RETURN TO 6.5% GROWTH TARGET AS FDI RISES 

Stronger export growth (to China and ASEAN partners) and a continued rise in investment in H1 

confirm that GDP growth will go back above 6.5% in 2017, after last year’s slowdown to 6.2% due 

partly to drought. Although inflation (4.3% in March) will stay close to 4% in 2017-19 due to 

stronger demand and lower state-sector subsidies, this will still be a level that is positive for 

investment.  
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The forecast of steady medium-term growth, reaching an above-trend 6.7% in 2017-18, is driven 

mainly by:  

• FDI and local investment: last year’s 7% rise in FDI commitments – to US$24.4bn, with 

actual FDI up 9% – reflects Vietnam’s long-term growth as a market (with middle-class 

households potentially doubling to over 30m in the early-2020s) as well as a low-cost 

supply source for textiles and other industrial products. Infrastructure programmes will 

provide the transport, communications and energy expansion needed for private sector 

growth, with industrial policy promoting domestic suppliers and start-ups. Capital inflows 

ensure that the current account will remain in surplus even with faster growth and rising 

foreign debt costs eroding the trade and income balances by 2020.   

 

 

 

• Trade growth and redirection: a 20% rise in exports to China in 2016 reflects Vietnam’s 

growing role as an outsource and low-cost food and industrial supplier. The president’s five-

day visit to China in May focused on deepening bilateral trade relations further, enabling 
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FDI from and sales to China to offset the loss of US and regional market opportunities that 

would have arrived with the now-shelved Trans-Pacific Partnership (TPP). 

 

• Stable reform commitment: having restored 6-6.5% growth and capped the inflation 

rebound to around 4% in 2018-19, the ruling party can continue implementing cautious 

structural reforms. These include downsizing and privatisation of state-owned enterprises 

(SOEs) and promotion of smaller private firms in new sectors. 

 

Risks to the forecast are mainly on the downside, despite the return to targeted growth rates, due 

to: 

• Need to lower fiscal deficit: the government aims to keep public debt below 65% of GDP 

(and foreign debt below 50% of GDP) in 2017-20. As the respective ratios were already 

64.7% and 53.6% at end-2016, this will require sustained fiscal deficit reduction – from 

5.8% in 2016 to no more than 5% of GDP in 2017, and below 4.5% in 2018. This fiscal 

tightening will be offset by higher private investment (boosted by scope for monetary 

easing) and export growth. If constraint falls on public investment rather than consumption, 

there is a danger of budget cuts and tax increases slowing GDP growth, and of the deficit 

still not falling as planned.  The reduction in public external debt will require a sharp 

reduction in loan guarantees to large private firms and SOEs, some of which may 

experience rising borrowing costs even if general interest rates fall. 

 

 

• Overstretched banks: while helping to propel private investment, rapid (20%+) loan 

growth is lowering some banks’ ratio of loans to capital, meaning they could be vulnerable if 

non-performing loans (currently up to 9% of the total when all SOEs are included, on 

central bank data) rise further. The sector was undercapitalised by almost $10bn (4.6% of 

GDP) at end-2016 on Moody’s calculations. Other enterprises’ equity fundraising could be 

affected if banks are forced rapidly to restore their core capital ratios to the global standard 

of 8%. 
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• Potential trade partner problems: the US decision to abandon TPP, and threats to use 

tariffs against ‘unfair’ trade, could set back textile and electronic sales to North America. 

Anti-Chinese sentiment, especially in northern regions around Hanoi, could restrain some 

FDI plans.    

 

 

• Restricted political competition: while the dismissal of the Ho Chi Min City governor in 

May for financial irregularities when previously running PetroVietnam shows a willingness 

to purge some corrupt officials, there is a risk of the ruling party’s internal reshuffles 

weakening its long-term reform policy coherence without satisfying public expectations of 

more democratic and accountable change. 

 

 

 


