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I. Introduction 
Exchange rate management is a critical component of a country’s macroeconomic policy, influencing 

inflation, trade competitiveness, capital flows, and overall economic stability. In the context of Southeast Asia, 

countries within the Association of Southeast Asian Nations (ASEAN) have adopted varying approaches to 

managing their exchange rates, driven by differing economic structures, external vulnerabilities, and policy goals. 

Among these nations, Singapore stands out for its distinctive exchange rate management strategy, which is deeply 

embedded in its broader monetary policy framework. Given Singapore’s economic success, a comparative 

analysis of its exchange rate strategy with those of other ASEAN countries provides valuable insights into the 

implications of these approaches for economic stability and growth across the region. 

This paper seeks to answer the research question: How does Singapore's exchange rate management 

strategy compare to that of other ASEAN countries, and what are the economic outcomes associated with these 

differences? By comparing the exchange rate regimes of Singapore and its ASEAN counterparts—such as 

Malaysia, Indonesia, Thailand, Vietnam, and Brunei—the study aims to elucidate the effectiveness of these 

strategies in achieving economic stability, responding to external shocks, and fostering growth. 

Understanding the importance of exchange rate policies is crucial, particularly within ASEAN, a region 

marked by significant economic interdependence and a shared goal of deeper integration through the ASEAN 

Economic Community (AEC). While Singapore uses its exchange rate as the main tool for maintaining price 

stability, other ASEAN countries employ a variety of regimes, from managed floats to currency pegs. These 

different approaches can have wide-ranging effects on inflation control, export competitiveness, and financial 

stability, with potential consequences for regional coordination and economic resilience. 

The methodology of this paper will involve a comparative analysis of exchange rate policies and their 

macroeconomic outcomes, drawing from economic data and reports from institutions such as the International 

Monetary Fund (IMF), World Bank, and ASEAN. The research will also rely on case studies of ASEAN countries, 

examining key indicators such as inflation rates, GDP growth, foreign direct investment (FDI) inflows, and trade 

balances. This approach will allow for a comprehensive evaluation of how exchange rate policies contribute to 

the economic trajectories of ASEAN member states and the broader implications for regional economic stability. 

By exploring the differences in exchange rate management across ASEAN, this paper aims to contribute 

to the broader discourse on regional economic integration, highlighting the role that coordinated or divergent 

policies play in shaping the region’s economic future. 

 

II. Literature Review 
1. Overview of Exchange Rate Management Theories 

Exchange rate regimes play a vital role in shaping a country's macroeconomic landscape, influencing 

factors such as inflation, trade, and financial stability. Economists classify exchange rate systems into three 

primary types: fixed, floating, and managed float regimes. In a fixed exchange rate system, a country's currency 

is pegged to another major currency or a basket of currencies. This regime offers stability in trade and investment 

by reducing exchange rate volatility. However, it often restricts monetary policy flexibility, as the central bank 

must maintain large reserves to defend the peg (Krugman et al., 2015). Conversely, floating exchange rate regimes 

allow the market forces of supply and demand to determine currency values. While this approach grants autonomy 

in monetary policy, it can lead to volatility, especially in developing economies. Finally, a managed float regime 

offers a middle path, allowing currencies to float freely but with occasional intervention from central banks to 

prevent excessive volatility (Obstfeld & Rogoff, 1995). These regimes have been extensively studied in the 

context of their impact on macroeconomic stability and growth, with each offering distinct advantages and 

drawbacks depending on a country's economic structure and global exposure. 
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2. Historical Context of ASEAN Economic Integration 

The Association of Southeast Asian Nations (ASEAN) was founded in 1967, with the aim of promoting 

regional economic integration, political stability, and social progress among its member states. Over the past 

decades, ASEAN has evolved into a critical economic bloc, particularly with the establishment of the ASEAN 

Economic Community (AEC) in 2015. The AEC seeks to create a single market and production base, enabling 

the free flow of goods, services, capital, and skilled labor. The integration efforts of ASEAN have influenced the 

exchange rate policies of its member states, as countries increasingly trade within the region. ASEAN's reliance 

on both intra-regional and global trade has created a complex environment for exchange rate management, with 

some countries opting for more flexible regimes to remain competitive, while others, like Brunei, have chosen 

fixed arrangements for stability (Asian Development Bank, 2015). 

 

3. Singapore’s Exchange Rate-Based Monetary Policy 

Singapore’s exchange rate management is unique in the ASEAN region, as it uses the exchange rate as 

the primary tool for its monetary policy. The Monetary Authority of Singapore (MAS) adopts a managed float 

system, allowing the Singapore dollar (SGD) to fluctuate within an undisclosed band against a basket of 

currencies. The MAS intervenes in the foreign exchange market to keep the exchange rate within this band, 

targeting price stability rather than inflation through interest rate control (IMF, 2023). The MAS’s approach is 

grounded in the belief that Singapore’s small and highly open economy is more susceptible to external shocks, 

making exchange rate management a more effective tool for stabilizing inflation and maintaining export 

competitiveness. Studies have shown that Singapore’s exchange rate policy has successfully maintained low 

inflation rates and fostered stable economic growth, even in the face of global financial crises (MAS, 2020). 

 

4. Exchange Rate Policies in Other ASEAN Countries 

While Singapore follows a unique approach, other ASEAN countries adopt varied exchange rate regimes 

based on their economic needs and vulnerabilities. Malaysia operates a managed float system, similar to 

Singapore, but with a greater focus on stability, as the country is heavily reliant on commodity exports. The 

Central Bank of Malaysia intervenes in the currency market to stabilize the Malaysian ringgit, particularly in 

times of external shocks such as commodity price fluctuations (Bank Negara Malaysia, 2023). Indonesia and 

Thailand follow more flexible floating exchange rate regimes. Indonesia’s floating regime allows the central bank 

to focus on inflation targeting, with occasional interventions to smooth excessive volatility in the rupiah. 

However, this flexibility has made Indonesia more vulnerable to capital outflows during times of global financial 

stress (McKinsey & Company, 2023). 

Thailand, on the other hand, operates a managed float system, where the central bank intervenes 

intermittently to stabilize the baht. This policy has been effective in maintaining export competitiveness, 

especially in the manufacturing and services sectors. In contrast, Brunei pegs its currency to the Singapore dollar, 

thereby aligning its monetary policy closely with Singapore’s. This arrangement has allowed Brunei to enjoy the 

same price stability and low inflation as Singapore, but at the cost of reduced monetary independence (IMF, 

2023). 
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5. Impact of Exchange Rate Policies on Economic Stability and Growth 

The choice of exchange rate regime has significant implications for economic stability and growth in 

ASEAN. Countries with more flexible exchange rate regimes, like Indonesia and Thailand, tend to experience 

higher volatility in both inflation and growth, particularly during periods of global financial instability. This is 

because their currencies are more exposed to speculative attacks and capital flight, which can destabilize their 

financial markets (Obstfeld, 2021). Conversely, countries like Singapore and Brunei, with more controlled or 

pegged systems, have enjoyed greater stability in both inflation and trade balances. Singapore’s focus on 

maintaining a stable exchange rate has been instrumental in its ability to attract foreign direct investment (FDI) 

and maintain its position as a global financial hub (McKinsey, 2023). 

A key debate in the literature concerns the trade-offs between stability and flexibility. Some scholars 

argue that flexible regimes allow for quicker adjustments to economic shocks, thus fostering long-term growth. 

Others, however, contend that stable exchange rates provide the predictability needed for sustained investment 

and trade, particularly in small, open economies (Frankel & Rose, 2017). The experiences of ASEAN countries 

suggest that there is no one-size-fits-all solution, and that the optimal exchange rate policy depends on a country's 

specific economic structure, trade composition, and exposure to global financial markets. 

 

Singapore’s Exchange Rate Management Strategy 

Singapore's exchange rate management is a distinctive policy framework that places the exchange rate 

at the core of its monetary policy. Unlike most countries, which rely primarily on interest rate adjustments to 

manage inflation, Singapore uses its exchange rate as the primary tool to achieve macroeconomic stability. The 

Monetary Authority of Singapore (MAS), Singapore’s central bank, employs a managed float system, where the 

Singapore dollar (SGD) is allowed to fluctuate within a controlled band against a trade-weighted basket of 

currencies. The specific composition of this basket and the width of the band are not disclosed to the public, 

allowing flexibility while also maintaining a level of stability. The MAS intervenes in the foreign exchange 

market to prevent excessive fluctuations, adjusting the slope and width of the band as needed. 

 

1. Historical Background and Rationale 

The roots of Singapore's unique exchange rate management can be traced back to its status as a small, 

open economy with heavy reliance on international trade. More than 200% of Singapore’s GDP comes from trade 

(IMF, 2023), making the exchange rate a highly effective lever for managing external shocks and price stability. 

The MAS adopted the exchange rate-centered monetary policy in 1981, replacing the traditional monetary 

aggregate targets. This shift was based on the recognition that in a small and open economy like Singapore, the 

exchange rate plays a more significant role in influencing inflation than domestic interest rates. 

 

 
 

2. Monetary Authority of Singapore (MAS) Policy Framework 

The MAS manages the Singapore dollar through a Nominal Effective Exchange Rate (NEER) 

framework, which targets a trade-weighted basket of currencies. The goal of this strategy is to ensure price 

stability over the medium term, as inflation in Singapore is more influenced by imported goods and services due 

to the economy's high degree of openness. This contrasts with countries like the United States or the Eurozone, 

where central banks adjust domestic interest rates to control inflation. 



“How Does Singapore's Exchange Rate Management Strategy Compare……… 

DOI: 10.9790/487X-2701052537                     www.iosrjournals.org                                       28 | Page 

The NEER framework works by controlling the appreciation or depreciation of the Singapore dollar 

within a specific policy band. The MAS allows the SGD to fluctuate within this band, intervening only when 

necessary to prevent sharp movements that could disrupt economic stability. By targeting the NEER rather than 

the bilateral exchange rate against any single currency, Singapore can effectively manage the trade-offs between 

domestic inflation and export competitiveness. This allows the MAS to maintain a balance between controlling 

inflation and supporting economic growth. 

 

3. Key Features of the Policy Framework 

- Trade-weighted Basket of Currencies: Singapore’s NEER is calculated against a basket of currencies from its 

major trading partners, which includes both advanced and emerging economies. The MAS adjusts the weightings 

of the basket periodically, depending on the evolving trade patterns and the external economic environment. 

- Unannounced Policy Band: The width of the band is undisclosed to prevent speculative attacks and allow for 

greater flexibility. The MAS typically allows for gradual appreciation or depreciation within this band, adjusting 

the slope depending on the broader economic conditions. This contrasts with fixed exchange rate regimes, which 

can be prone to speculative attacks when there is pressure on the currency. 

- Active Foreign Exchange Intervention: The MAS actively intervenes in the foreign exchange market to ensure 

that the SGD remains within the policy band. Such interventions are aimed at smoothing excessive volatility 

rather than controlling the precise level of the exchange rate at any given time (MAS, 2020). 

- Policy Flexibility: The MAS can adjust three levers: the slope (rate of appreciation or depreciation), the width 

(the allowable volatility), and the center (the midpoint) of the policy band. This flexibility is crucial in responding 

to external shocks such as commodity price swings or global financial instability. 

 

 
 

4. Effectiveness and Economic Outcomes 

The effectiveness of Singapore’s exchange rate-centered monetary policy is reflected in its consistent 

price stability, low inflation rates, and steady economic growth. Singapore’s inflation rates have remaine 

relatively low compared to other ASEAN countries, thanks to the MAS’s ability to pre-emptively adjust the SGD 

to offset imported inflation (McKinsey & Company, 2023). The policy has also allowed Singapore to remain 

competitive in the global market, particularly in sectors such as financial services, technology, and advanced 

manufacturing. 

Moreover, Singapore’s managed float system has proven resilient in the face of external shocks. For 

example, during the 1997 Asian Financial Crisis, Singapore’s economy suffered less damage than many of its 

ASEAN neighbors, partly because the MAS was able to manage capital flows and prevent speculative attacks on 

the SGD. Similarly, during the 2008 Global Financial Crisis, the MAS adjusted the exchange rate band to prevent 

excessive deflationary pressures, allowing for a smoother recovery compared to other economies with more rigid 

exchange rate regimes (IMF, 2023). 
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5. Challenges and Criticisms 

Despite its success, Singapore’s exchange rate policy is not without challenges. One potential issue is 

that the high degree of central bank intervention limits monetary independence. By focusing on the exchange rate, 

the MAS has less flexibility in adjusting domestic interest rates, which could be a limitation if global economic 

conditions shift significantly (IMF, 2023). Another criticism is that Singapore’s reliance on the exchange rate to 

control inflation could be less effective in a world where global inflationary pressures are driven by supply chain 

disruptions or geopolitical events beyond the control of monetary policy. 

Additionally, while the NEER framework has helped maintain competitiveness, some critics argue that 

the undisclosed nature of the band creates uncertainty for businesses and investors. Speculative pressures on the 

currency could arise if market participants believe the MAS will intervene to adjust the policy band under adverse 

conditions (MAS, 2020). 

 

6. Role in ASEAN and Global Economic Integration 

Singapore’s exchange rate strategy plays a significant role in its regional and global economic 

relationships. As one of the most open economies in ASEAN, Singapore’s stability benefits its neighbors, 

especially those like Brunei, which pegs its currency to the SGD. By maintaining a stable and predictable 

exchange rate, Singapore enhances its attractiveness as a hub for foreign direct investment (FDI), while also 

serving as a financial center for the region. 

The success of Singapore’s managed float system has implications for ASEAN as a whole, where other 

countries might look to Singapore’s model as a potential framework for managing their own exchange rate 

policies (Asian Development Bank, 2015). However, due to the differing economic structures, resource 

endowments, and external vulnerabilities among ASEAN members, it is unlikely that a one-size-fits-all approach 

would be appropriate for the region. 

 

7. Conclusion 

In conclusion, Singapore’s exchange rate management strategy, centered on the NEER framework, has 

been highly effective in ensuring macroeconomic stability in the face of external shocks and global economic 

volatility. The MAS’s ability to adjust the slope, width, and midpoint of the exchange rate band provides a level 

of flexibility that has allowed Singapore to maintain low inflation, stable growth, and a competitive export sector. 

While challenges remain, particularly with respect to global inflationary pressures and speculative risks, 

Singapore’s strategy offers valuable lessons for other small, open economies aiming to balance trade 

competitiveness with macroeconomic stability. 

 

Exchange Rate Management in Other ASEAN Countries 

ASEAN countries exhibit a diverse array of exchange rate regimes, reflecting their varied economic 

structures, trade dependencies, and policy goals. These range from managed float systems, as seen in Malaysia 

and Thailand, to fully floating regimes in Indonesia, and pegged systems like Brunei’s currency peg to the 

Singapore dollar. Additionally, Vietnam employs a unique crawling peg system to manage its exchange rate. 

Below is a detailed analysis of the exchange rate regimes employed by key ASEAN countries. 
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1. Overview of Exchange Rate Regimes in ASEAN 

The ASEAN region showcases a mix of exchange rate regimes: 

- Managed floats: Countries like Malaysia and Thailand allow their currencies to fluctuate within a controlled 

range but intervene to prevent excessive volatility. 

- Floating regimes: Indonesia follows a more flexible floating regime, with less frequent but strategic interventions 

by its central bank. 

- Pegged systems: Brunei pegs its currency to the Singapore dollar, aligning its monetary policy closely with 

Singapore’s. 

- Crawling pegs: Vietnam uses a managed arrangement, adjusting its currency gradually against the USD and 

other major currencies to maintain competitiveness. 

 

These regimes reflect the trade-offs that ASEAN nations face between maintaining competitiveness, 

controlling inflation, and responding to external shocks. 

 

2. Country-Specific Strategies 

Malaysia: Managed Float System 

Malaysia’s exchange rate regime is classified as a managed float. Historically, Malaysia operated a fixed 

exchange rate system until the 1997 Asian Financial Crisis, which forced the country to abandon the peg to the 

US dollar and adopt a managed float system in 2005. The decision to switch was influenced by the need for 

greater flexibility to respond to external shocks, particularly after the region was devastated by speculative attacks 

during the crisis (IMF, 2023). 

Under the managed float system, the Central Bank of Malaysia (Bank Negara Malaysia) allows the 

Malaysian ringgit (MYR) to fluctuate, intervening when necessary to prevent excessive volatility. The 

intervention is designed to protect the economy from large capital inflows or outflows, while still maintaining an 

equilibrium that reflects Malaysia’s trade and financial conditions. 

- Impact on Inflation and Economic Growth: The move to a managed float has given Malaysia greater control 

over inflation, as the central bank can adjust the currency in response to rising import costs. Furthermore, this 

system has helped maintain economic growth by allowing the ringgit to adjust in line with global commodity 

prices, which are critical for Malaysia’s export-driven economy (ADB, 2015). Despite occasional currency 

volatility, Malaysia's flexible exchange rate policy has been crucial in fostering economic resilience and 

maintaining inflation within targeted bounds. 

 

Indonesia: Floating Exchange Rate 

Indonesia employs a free-floating exchange rate regime, one of the most flexible among ASEAN 

countries. The Indonesian rupiah (IDR) is allowed to fluctuate based on market forces, although the Bank of 

Indonesia intervenes periodically to smooth out excessive volatility and maintain macroeconomic stability (IMF, 

2023). 

Indonesia’s adoption of a floating regime has been driven by the country’s need to manage capital flows 

and inflation effectively. During the Asian Financial Crisis of 1997, Indonesia's fixed exchange rate system 

collapsed under pressure from speculative attacks, forcing the country to shift to a floating regime. Since then, 

Indonesia has relied on its flexible exchange rate system to absorb external shocks and mitigate inflationary 

pressures from volatile global commodity prices, as the country is a major exporter of natural resources 

(McKinsey & Company, 2023). 

- Impact on Inflation and Capital Flows: While the free-floating system allows Indonesia to adjust more rapidly 

to external shocks, it also exposes the economy to periods of high volatility, particularly during times of global 

financial instability. For instance, during the 2013 “Taper Tantrum”, when the US Federal Reserve signaled an 

end to quantitative easing, Indonesia experienced significant capital outflows and a depreciation of the rupiah. To 

counter this, the Bank of Indonesia raised interest rates and intervened in the forex market to stabilize the currency. 

This intervention, while necessary, raised borrowing costs, demonstrating the trade-offs involved in managing a 

free-floating exchange rate (IMF, 2023). 

 

Thailand: Managed Float System 

Thailand, like Malaysia, operates a managed float regime, where the Bank of Thailand (BoT) intervenes 

in the currency market to stabilize the Thai baht (THB) while allowing for a degree of flexibility. The Bank of 

Thailand does not target a specific exchange rate but intervenes to reduce excessive volatility, especially when 

the baht experiences significant upward or downward pressure. 

The adoption of a managed float system followed the collapse of the fixed peg during the 1997 Asian 

Financial Crisis, when Thailand’s foreign exchange reserves were depleted in a futile attempt to defend the peg 
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against speculative attacks. The current managed float allows the baht to reflect economic fundamentals while 

providing the central bank the ability to maintain stability in the face of volatile capital flows (IMF, 2023). 

- Impact on the Export Economy and Inflation: Thailand’s managed float regime has been successful in 

maintaining the competitiveness of its export sector, which includes manufacturing, agriculture, and services. The 

BoT’s interventions help ensure that the baht does not appreciate excessively, which would harm exports. At the 

same time, the system has allowed Thailand to keep inflation under control, though the baht remains sensitive to 

capital flows and global investor sentiment (McKinsey & Company, 2023). 

 

Vietnam: Crawling Peg System 

Vietnam uses a crawling peg system, where the State Bank of Vietnam (SBV) pegs the Vietnamese dong 

(VND) to the US dollar and other major currencies but adjusts the rate gradually over time. This gradual 

adjustment, often referred to as a “crawling peg,” allows Vietnam to maintain control over its exchange rate while 

accommodating shifts in the global economy (IMF, 2023). 

The crawling peg is primarily aimed at controlling inflation and maintaining export competitiveness. 

Vietnam, like many developing countries, relies heavily on exports for growth, particularly in labor-intensive 

industries such as manufacturing and textiles. By managing the dong’s exchange rate against the USD, Vietnam 

ensures that its exports remain competitively priced in international markets, especially when compared to other 

low-cost producers in the region (ADB, 2015). 

- Effectiveness in Controlling Inflation and Stimulating Growth: Vietnam’s crawling peg system has been 

effective in maintaining a stable inflation rate, which has averaged around 3–4% in recent years. The gradual 

adjustments to the dong help absorb external shocks, such as fluctuations in commodity prices or global demand 

for Vietnamese exports. However, this system also requires the SBV to maintain significant foreign exchange 

reserves to manage the peg, which can strain public finances during periods of economic stress (IMF, 2023). 

 

Brunei: Pegged System with the Singapore Dollar 

Brunei operates a currency board arrangement where the Brunei dollar (BND) is pegged at par to the 

Singapore dollar (SGD). This policy reflects Brunei’s close economic and political ties with Singapore and aligns 

Brunei’s monetary policy closely with Singapore’s exchange rate management. 

The peg has provided Brunei with a high degree of monetary stability, allowing the country to benefit 

from Singapore’s rigorous exchange rate management. As a result, Brunei enjoys low inflation and a stable 

exchange rate, which is particularly important given its reliance on oil and gas exports. However, this arrangement 

also means that Brunei has little flexibility in conducting independent monetary policy and must align its 

economic priorities with Singapore’s, particularly in managing external shocks (IMF, 2023). 

- Impact of the Peg on Monetary Policy and Inflation: By pegging to the Singapore dollar, Brunei imports 

Singapore’s inflation dynamics, which has helped the country maintain low inflation levels. However, the peg 

limits Brunei’s ability to respond to specific domestic economic needs or global oil price volatility, given its 

dependence on oil exports. Brunei must rely on fiscal policy to manage economic fluctuations, while monetary 

policy remains constrained by the currency board arrangement (McKinsey & Company, 2023). 

 

 
 

Conclusion 

The diverse exchange rate regimes across ASEAN reflect the varying economic conditions and policy 

priorities of each country. While countries like Malaysia and Thailand have adopted managed float systems to 

balance stability and flexibility, others like Indonesia and Vietnam have embraced more flexible or controlled 

systems to manage inflation, capital flows, and export competitiveness. Brunei’s peg to the Singapore dollar 

highlights the benefits and trade-offs of currency stability. Overall, these regimes reveal how each ASEAN 

country strategically manages its exchange rate to maintain macroeconomic stability and promote growth. 
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Comparative Analysis 

1. Macroeconomic Outcomes 

To compare the effectiveness of different exchange rate regimes in ASEAN, key macroeconomic 

indicators such as inflation rates, GDP growth, foreign direct investment (FDI) inflows, and trade balances 

provide a comprehensive picture. 

 

 
 

Inflation Rates 

Countries with stable or managed exchange rate systems, like Singapore and Brunei, tend to exhibit low 

and stable inflation rates. Singapore’s reliance on the exchange rate as a monetary tool has kept inflation 

consistently low, averaging around 2-3% in recent decades. Brunei, which pegs its currency to the Singapore 

dollar, benefits from similar inflation control (McKinsey & Company, 2023). In contrast, countries with more 

flexible regimes, like Indonesia and Thailand, face higher inflation volatility. Indonesia, with its floating regime, 

experiences inflationary pressures, especially during times of global financial volatility. The Bank of Indonesia 

often raises interest rates to control inflation, which can lead to short-term slowdowns in growth (IMF, 2023). 

 

GDP Growth 

Despite the volatility that comes with floating regimes, Indonesia has achieved steady GDP growth, 

supported by its resource-rich economy and trade-driven expansion. However, Indonesia’s growth is sensitive to 

external shocks, particularly shifts in global commodity prices, which impact export revenues. Thailand and 

Malaysia, with their managed float regimes, have experienced stable but moderate GDP growth, benefiting from 

a balance between exchange rate flexibility and central bank intervention to maintain export competitiveness 

(Asian Development Bank, 2015). 

Vietnam, with its crawling peg system, has experienced rapid GDP growth, driven by export-led 

industrialization. The government’s ability to gradually adjust the Vietnamese dong has kept inflation under 

control, while maintaining competitive exchange rates that support manufacturing exports (IMF, 2023). 

 

 



“How Does Singapore's Exchange Rate Management Strategy Compare……… 

DOI: 10.9790/487X-2701052537                     www.iosrjournals.org                                       33 | Page 

FDI Inflows 

Singapore’s stable exchange rate, coupled with its role as a global financial hub, makes it highly 

attractive to foreign direct investment. FDI inflows to Singapore remain the highest in the region, consistently 

above $60 billion annually, underscoring the value of a predictable exchange rate for global investors (McKinsey 

& Company, 2023). In contrast, Indonesia and Thailand see fluctuating FDI inflows, often affected by currency 

volatility and political uncertainty. Vietnam’s strategy of maintaining a competitive exchange rate has also 

attracted significant FDI, particularly in the manufacturing sector, where stable and predictable costs are crucial 

for long-term investments. 

 

Trade Balances 

Countries with more flexible exchange rate systems, such as Indonesia, tend to have more variable trade 

balances. Indonesia’s floating regime allows for quick adjustments in currency value, which can either boost 

exports when the currency depreciates or increase import costs during currency appreciation. Thailand and 

Malaysia have maintained relatively stable trade balances through managed floats, which allow for adjustments 

in the face of global demand changes while avoiding extreme currency fluctuations that could harm their export 

sectors (IMF, 2023). Vietnam’s pegged system has contributed to a consistent trade surplus, particularly in 

manufacturing exports, as its exchange rate policy supports competitiveness. 

 

2. Vulnerability to External Shocks 

 
 

Floating Regimes and External Shocks 

Countries with floating exchange rate regimes, like Indonesia, are more exposed to external financial 

shocks, such as sudden capital outflows or shifts in global commodity prices. The 1997 Asian Financial Crisis 

exposed the vulnerability of countries with inflexible exchange rates, leading Indonesia to abandon its fixed 

regime for a free float. Since then, Indonesia has used interest rates and occasional interventions to manage the 

rupiah’s volatility, but remains vulnerable to global market fluctuations. For example, during the 2013 Taper 

Tantrum, Indonesia experienced large capital outflows, causing significant depreciation of the rupiah (Asian 

Development Bank, 2015). 

 

Managed Float Systems and External Shocks 

Malaysia and Thailand have been more insulated from external shocks due to their managed float 

regimes. These regimes allow for some degree of currency flexibility, enabling adjustments in response to market 

pressures, but with central bank interventions that prevent excessive volatility. Malaysia’s ringgit, for example, 

depreciated during the 2014–2016 global oil price decline, but Bank Negara Malaysia intervened to stabilize the 

currency, preventing runaway inflation and maintaining investor confidence (IMF, 2023). 

 

Singapore’s Approach vs. Interest Rate Policies 

Singapore’s use of the exchange rate as a primary monetary tool has shielded the country from many 

external shocks. By adjusting the Nominal Effective Exchange Rate (NEER), Singapore can control inflation 

without needing to significantly raise interest rates, which could dampen economic activity. In contrast, countries 

like Indonesia and Thailand, which rely more heavily on interest rate adjustments, often face trade-offs between 

controlling inflation and maintaining growth. For instance, Indonesia’s central bank raised interest rates multiple 

times during periods of currency depreciation to control inflation, which also slowed economic growth (McKinsey 

& Company, 2023). 



“How Does Singapore's Exchange Rate Management Strategy Compare……… 

DOI: 10.9790/487X-2701052537                     www.iosrjournals.org                                       34 | Page 

3. Implications for Regional Stability 

Diverging Exchange Rate Policies and Regional Coordination 

The differing exchange rate regimes across ASEAN pose challenges for regional coordination, especially 

in the context of the ASEAN Economic Community (AEC), which aims to deepen economic integration. 

Countries with more flexible regimes, like Indonesia and Thailand, experience higher levels of currency volatility, 

which can complicate trade relationships within the region. For instance, large swings in the rupiah or baht may 

make intra-ASEAN trade unpredictable, affecting the competitiveness of goods and services (Asian Development 

Bank, 2015). 

Singapore’s stability benefits regional economic coordination, as its low inflation and predictable 

exchange rate provide a stable anchor for trade and investment. Brunei’s peg to the Singapore dollar further 

enhances this stability. However, the divergent strategies of other ASEAN members may hinder deeper financial 

and monetary integration, as differing inflation rates and economic growth trajectories make it difficult to 

harmonize policies (IMF, 2023). 

 

Harmonizing Exchange Rate Policies for Regional Stability 

The idea of harmonizing exchange rate policies within ASEAN has been proposed as a way to promote 

regional stability. A more coordinated approach could involve creating a framework for managing currency 

fluctuations to prevent disruptive shifts in competitiveness. Such a framework could potentially mitigate the 

effects of speculative attacks or capital flight, especially during times of global financial uncertainty (McKinsey 

& Company, 2023). 

However, the feasibility of harmonization is limited by the different economic structures and priorities 

of ASEAN countries. For example, resource-rich countries like Indonesia and Malaysia need flexibility to respond 

to global commodity price fluctuations, while export-driven economies like Vietnam prioritize maintaining a 

competitive exchange rate for manufacturing exports. Thus, any attempt at harmonization would need to 

accommodate these diverse needs, likely through a flexible but coordinated system that allows for individual 

country adjustments within a broader regional framework (Asian Development Bank, 2015). 

 

Conclusion 

The comparative analysis of exchange rate regimes in ASEAN highlights the trade-offs that countries 

face between flexibility and stability. Singapore’s exchange rate-centered policy has provided long-term stability 

and low inflation, while Indonesia’s floating regime offers flexibility but exposes the economy to external shocks. 

Malaysia and Thailand’s managed floats provide a middle ground, allowing for controlled adjustments in response 

to market pressures. The diversity of exchange rate regimes in ASEAN presents both challenges and opportunities 

for regional integration. While harmonizing policies could enhance stability, the diverse economic needs of 

member states mean that any such coordination must be flexible enough to accommodate individual national 

interests. 

 

Implications for Economic Growth 

The exchange rate regime adopted by a country significantly influences its economic growth, both in the 

short term and long term. ASEAN countries exhibit a wide variety of exchange rate strategies, each with distinct 

effects on growth volatility, export competitiveness, and foreign investment attraction. This section examines the 

short- and long-term effects of these regimes on growth, the influence on export competitiveness, and the role of 

exchange rate stability in attracting foreign direct investment (FDI). 

 

1. Short-term vs Long-term Economic Growth 

The choice of exchange rate regime has both short-term and long-term implications for economic 

growth, particularly in small and open economies like those in ASEAN. 

 

Short-term Effects 

Countries with flexible exchange rate regimes, such as Indonesia and Thailand, often experience higher 

growth volatility in the short term due to external shocks. For example, fluctuations in global commodity prices 

or changes in investor sentiment can lead to sharp currency depreciations, which may increase inflation and 

borrowing costs, thereby slowing growth. However, flexible regimes allow for more immediate adjustments to 

external shocks, providing some relief in the face of global financial crises. Indonesia's ability to adjust the rupiah 

during the 2008 Global Financial Crisis allowed it to maintain some level of economic stability despite significant 

capital outflows (McKinsey & Company, 2023). 

Conversely, countries with managed exchange rate systems, such as Malaysia and Singapore, experience 

more stability in the short term. Malaysia’s managed float system helped the country navigate the 1997 Asian 

Financial Crisis, mitigating the impact of speculative attacks on the ringgit (IMF, 2023). Similarly, Singapore's 
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strategy of controlling inflation through exchange rate adjustments has allowed it to maintain macroeconomic 

stability even during global economic turbulence. This stability, however, may come at the cost of slower growth 

adjustments when external conditions improve, as currency movements are more tightly controlled (Asian 

Development Bank, 2015). 

 

Long-term Effects 

In the long term, the stability provided by managed or pegged exchange rate regimes tends to foster 

sustained economic growth. Singapore’s emphasis on price stability, underpinned by its exchange rate 

management strategy, has enabled the country to achieve high-quality, consistent growth over the past few 

decades. By avoiding large inflationary swings and maintaining investor confidence, Singapore has managed to 

remain one of the most prosperous economies in the world despite being a small, open market (IMF, 2023). 

In contrast, countries with flexible exchange rate regimes often experience greater growth volatility in 

the long term. However, these regimes allow for adjustments to improve competitiveness over time. For instance, 

Indonesia’s flexible regime helps it adjust to global commodity price changes, which is crucial for its resource-

dependent economy. While this leads to periods of slower growth, the flexibility helps the country stay 

competitive in global markets (Asian Development Bank, 2015). 

 

 
 

2. Export Competitiveness 

Export competitiveness is highly sensitive to exchange rate fluctuations, particularly in ASEAN 

countries where manufacturing and services exports are vital for growth. 

 

Flexible Exchange Rate Regimes 

Countries with flexible exchange rate regimes, such as Indonesia and Thailand, benefit from having 

currencies that can adjust to external economic conditions. For instance, when the rupiah depreciates, Indonesian 

exports become cheaper on the global market, enhancing the competitiveness of industries like agriculture, 

mining, and manufacturing. However, this same flexibility can lead to unpredictability in trade flows. Exporters 

face challenges when currency volatility disrupts pricing strategies and long-term contracts (IMF, 2023). 

Moreover, these fluctuations can negatively affect intra-ASEAN trade, as countries with flexible 

currencies might experience larger swings in the cost of their exports and imports. As a result, Thailand and 

Indonesia often experience periods where their trade balances are more volatile compared to countries with more 

stable exchange rate policies. For example, Thailand saw significant export competitiveness in the aftermath of 

the 1997 Asian Financial Crisis due to a depreciated baht, but this same flexibility also led to periods of 

uncertainty in trade (McKinsey & Company, 2023). 

 

Managed and Pegged Systems 

Countries like Singapore and Vietnam, which operate managed or pegged exchange rate systems, 

maintain more predictable pricing in export markets. Singapore’s strong export performance in advanced 

manufacturing and services, such as electronics and financial services, is bolstered by its price stability. The 

Vietnamese dong, which is adjusted gradually through a crawling peg system, allows Vietnam to maintain 

competitive exchange rates, particularly in labor-intensive sectors like textiles and electronics, without 

experiencing the sharp swings seen in floating regimes (IMF, 2023). 
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While managed or pegged regimes offer more stability, they may also reduce a country's ability to 

respond quickly to sudden changes in global demand. For example, Vietnam’s controlled exchange rate 

adjustments mean it cannot immediately take advantage of a weaker currency to boost exports when global 

demand increases. However, this also protects it from severe downturns due to sudden currency appreciations 

(Asian Development Bank, 2015). 

 

3. Foreign Investment Attraction 

The relationship between exchange rate stability and foreign direct investment (FDI) is crucial, as 

investors typically favor markets where currency risks are minimized. 

 

Singapore’s Strategy 

Singapore’s managed float system provides a stable and predictable exchange rate environment, making 

it highly attractive to foreign investors. The country's low inflation and robust economic policies have fostered 

an environment of confidence and stability. Investors in industries such as financial services, advanced 

technology, and pharmaceuticals benefit from the stability that Singapore’s exchange rate policy offers. As a 

result, Singapore consistently attracts some of the highest FDI inflows in the region, with investments exceeding 

$60 billion annually (McKinsey & Company, 2023). This inflow of capital has contributed to Singapore’s 

transformation into a global financial hub. 

 

FDI in Flexible Exchange Rate Regimes 

Countries with floating exchange rates, such as Indonesia, face more challenges in attracting consistent 

FDI. The volatility of the rupiah  can create uncertainty for long-term investors, especially in industries where 

exchange rate stability is critical for pricing and cost management. However, the flexibility of Indonesia’s 

exchange rate regime also allows the country to periodically adjust its currency to remain competitive, which can 

attract short-term capital flows and investments in industries such as mining and manufacturing (IMF, 2023). 

Similarly, Thailand’s managed float system provides a middle ground, where the Bank of Thailand 

intervenes to prevent excessive currency volatility, thereby providing investors with more confidence than in fully 

flexible regimes. This balance allows Thailand to attract significant foreign investment in sectors like automotive 

manufacturing and electronics (Asian Development Bank, 2015). 

 

Implications for ASEAN 

The diverse exchange rate regimes across ASEAN present both challenges and opportunities for foreign 

investment. Countries with more stable regimes, such as Singapore and Brunei, typically attract more FDI due to 

the reduced risks associated with currency fluctuations. However, countries with flexible regimes can attract 

investment in more dynamic sectors that require periodic adjustments in competitiveness, such as natural 

resources and low-cost manufacturing. 

FDI attraction in ASEAN is also influenced by the degree of integration within the region. Countries 

with stable exchange rates, such as Singapore, play a key role in fostering a regional investment climate that 

encourages capital flows between ASEAN members. On the other hand, volatile currencies in countries with 

flexible exchange rate regimes can lead to imbalances in investment distribution, affecting long-term regional 

growth prospects (McKinsey & Company, 2023). 

 

III. Conclusion 
Restate the Findings 

This paper has explored the diverse exchange rate management strategies employed by Singapore and 

its ASEAN counterparts, illustrating their implications for economic stability and growth. Singapore’s exchange 

rate-centered monetary policy, managed by the Monetary Authority of Singapore (MAS), focuses on maintaining 

price stability by adjusting the Nominal Effective Exchange Rate (NEER). This approach, which prioritizes 

inflation control, has enabled Singapore to achieve low inflation, high-quality growth, and a stable 

macroeconomic environment, even amid global economic shocks (IMF, 2023). 

In contrast, ASEAN countries like Indonesia and Thailand employ more flexible exchange rate regimes, 

which offer greater responsiveness to external shocks but come with increased volatility in growth and inflation. 

Indonesia’s floating exchange rate allows for rapid adjustments, but it has also exposed the country to greater 

inflationary pressures and capital flow volatility. Meanwhile, Malaysia and Vietnam use managed and crawling 

peg systems, respectively, to balance export competitiveness with inflation control, though these approaches limit 

their flexibility in responding to global economic shifts (Asian Development Bank, 2015). 

The analysis highlights that Singapore’s emphasis on price stability through exchange rate management 

contributes to its sustained growth and attractiveness for foreign direct investment (FDI). Meanwhile, the other 

ASEAN countries, with varying levels of flexibility in their exchange rate regimes, experience different degrees 
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of economic volatility and growth stability. Each regime reflects the trade-offs these countries must make between 

flexibility, competitiveness, and economic stability. 

 

Final Reflections on Regional Cooperation 

ASEAN’s economic integration goals, exemplified by the ASEAN Economic Community (AEC), 

require greater coordination of exchange rate policies to support deeper regional cooperation. The diversity of 

exchange rate regimes in ASEAN, while reflecting the unique economic structures and needs of each country, 

also presents challenges to regional monetary cooperation. Disparate exchange rate strategies can lead to trade 

imbalances and complicate intra-ASEAN investment flows, particularly when currency fluctuations create 

uncertainty in pricing and competitiveness (McKinsey & Company, 2023). 

Policy coordination in exchange rate management could help reduce such imbalances and foster a more 

stable regional economic environment. A coordinated framework that allows for managed flexibility could help 

mitigate the effects of global economic shocks and speculative attacks, while maintaining each country's ability 

to respond to domestic economic conditions. While harmonizing exchange rate policies across ASEAN might be 

difficult given the region’s diverse economies, incremental steps towards greater policy alignment could support 

broader economic integration. 

 

Future Research Directions 

While this paper has explored the comparative exchange rate management strategies in ASEAN, several 

areas merit further research. One important area is the long-term impact of exchange rate management on income 

inequality. Given that exchange rate policies influence inflation, employment, and trade flows, it would be 

valuable to explore how different regimes affect wealth distribution within these countries. Understanding the 

link between exchange rate stability and inequality could offer insights into how to design more inclusive 

economic policies. 

Another potential area of research is the feasibility of regional monetary cooperation within ASEAN. As 

the region moves towards deeper integration, there may be opportunities to explore coordinated exchange rate 

frameworks or even consider regional monetary mechanisms. Studying the benefits and risks of such cooperation, 

especially in the context of economic shocks and capital flows, could help guide future policy decisions aimed at 

promoting regional stability and growth. 
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