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Asian currencies likely to continue appreciating  
Singapore tightens monetary policy and revalues Singapore dollar upwards

The Monetary Authority of Singapore today re-centred the Singapore dollar policy band upwards 

and also shifted its policy stance from zero appreciation to one of ‘modest and gradual’ appreciation. 

The Singapore dollar jumped up about 1% against the US dollar following the announcement. The 

revaluation of the Singapore dollar comes on the back of very strong economic growth in the first 

quarter of 2010. The Singapore government has revised its full year growth forecast for 2010 from 

4.5 % – 6.5% to 7% – 9%. 

Singapore is the latest economy in Asia to tighten monetary policy, following China, Malaysia and 

India. This cycle is unusual in that Asian central banks are tightening monetary policy before the US 

Federal Reserve and this has led to a general appreciation of Asian currencies. This appreciation 

has occurred even though the Euro has declined. The appreciation of Asian currencies is likely to 

boost inflows into the Asian fixed income and equity markets.

Summary

Year to date performance of Asian currencies and Euro against US dollar

Source: Bloomberg, 14 April 2010

Indonesian Rupiah, 5.22

Philippine Peso, 3.55

Thai Baht, 3.44

Taiwanese Dollar, 1.68

Chinese Renminbi, 0.01

Euro, -4.07

Indian Rupee, 4.61

South Korean Won, 3.83

Hong Kong Dollar, -0.08

Singapore Dollar, 1.9

Malaysian Ringgit, 7.32
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The initial moves by Asian central banks, in particular China, to tighten monetary policy led to 

some volatility in equity markets but we believe that equity markets have largely priced in the policy 

uncertainty. Early tightening will keep inflation pressures under control and reduce the need of more 

severe tightening later, lowering the risk of a ‘hard landing’. 



2

Equity Market Comment 14 April 2010

S
in

g
a

p
o

r
e

 d
o

ll
a

r
 r

e
va

lu
at

io
n

Singapore dollar likely to appreciate further   

The Monetary Authority of Singapore (MAS) today re-centred the Singapore dollar policy band 

upwards and also shifted its policy stance from zero appreciation to one of ‘modest and gradual’ 

appreciation. The revaluation of the Singapore dollar comes on the back of very strong economic 

growth in the first quarter of 2010. For the first three months, Singapore’s GDP surged by 32.1% 

on a quarter-on-quarter basis, and 13.1% on a year-on-year basis. The 32.1% rise is the strongest 

quarterly rise since the data series started in 1975.  

The Singapore government today also revised its full year growth forecast for 2010 from  

4.5 % – 6.5% to 7% – 9%. The Ministry of Trade and Industry believes that even though the growth 

momentum will slow down in the coming quarters, economic activity is likely to be sustained  

at a relatively high level. 

With the first quarter expansion, the Singapore economy has fully recovered all the output lost  

during the recession and the economy’s ‘output gap’ has turned positive. The unemployment rate has 

returned to its pre-crisis level of 3%, having reached 5% in September 2009. As there is no longer 

any slack or spare capacity in the economy, inflation pressures are returning. The MAS expects  

the Consumer Price Index (CPI) to range between 2.5% to 3.5% in 2010. The CPI averaged 0.6% 

in the first two months of the year. 

The Singapore dollar jumped about 1% against the US dollar following the announcement by the 

MAS. The appreciation of the Singapore dollar will help contain inflation pressures as the Singapore 

dollar has in recent weeks declined against the currencies of some of its key trading partners e.g. 

the Malaysian ringgit.

Early tightening by Asian central banks pushing up Asian currencies 

Singapore is the latest economy in Asia to tighten its monetary policy, following China, Malaysia and 

India. In a typical cycle, Asian central banks have usually waited till the US Federal Reserve begins 

raising its key federal funds target rate before they too tighten their own monetary policy. This is 

because Asian currencies are ‘tied’ to the US dollar. This cycle is however unusual because Asian 

central banks are tightening monetary policy before the US Federal Reserve as the economies 

in Asia have rebounded more quickly and more strongly than expected. In contrast, the ongoing 

process of deleveraging in the US has meant that the economic recovery in the US is sub-par and 

the Fed has kept its policy rate close to zero and has so far not signaled that it is about to raise 

interest rates. 

The expectations that Asian central banks will continue to tighten monetary policy in the coming 

months has led to a general appreciation of Asian currencies. This appreciation has occurred even 

in the wake of the decline in the Euro against the US dollar. Until recently, the Singapore dollar used 

to track the moves of the Euro but in recent weeks this correlation has broken down.
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Singapore Dollar and Euro against US dollar 

Source: Bloomberg, 14 April 2010

There are also expectations that China could be close to allowing the Renminbi to resume its upwards 

trend against the US dollar. If so, this would be another positive boost for Asian currencies. China is 

a major trade competitor and Asian governments would be more willing to allow their currencies to 

appreciate (to combat inflation pressures) if the Renminb is moving upwards. 

Overall, the appreciation of Asian currencies is likely to boost inflows into Asian fixed income and 

equity markets.

Tightening by Asian central banks largely priced in by markets 

The initial moves by Asian central banks, in particular China, to tighten monetary policy led to some 

volatility in equity markets but we believe that equity markets have largely priced in the uncertainty. 

The VIX volatility index spiked to 27 in January when China embarked on its first moves to tighten 

monetary policy but the index has since declined and closed at 16 yesterday. Early tightening in Asia 

will help keep inflation pressures down and reduce the need of more severe tightening later, lowering 

the risk of a ‘hard landing’.
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VIX Volatility Index

Source: Bloomberg, 14 April 2010

We have just entered the first quarter earnings reporting season in the US and as we wrote in 

our recently Quarterly Investment Strategy, we believe that the focus of the market will return to 

fundamentals – the recovery of the global economy and earnings. We are sanguine on both and 

remain positive on equities. 
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Important Notice & Disclaimers

This publication shall not be copied or disseminated, or relied upon by any person for whatever 

purpose. The information herein is given on a general basis without obligation and is strictly for 

information only. This publication is not an offer, solicitation, recommendation or advice to buy or 

sell any investment product, including any collective investment schemes or shares of companies 

mentioned within. Although every reasonable care has been taken to ensure the accuracy and 

objectivity of the information contained in this publication, UOB Asset Management Ltd and its 

employees shall not be held liable for any error, inaccuracy and/or omission, howsoever caused, 

or for any decision or action taken based on views expressed or information in this publication. The 

information contained in this publication, including any data, projections and underlying assumptions 

are based upon certain assumptions, management forecasts and analysis of information available 

and reflects prevailing conditions and our views as of the date of this publication, all of which 

are subject to change at any time without notice. UOB Asset Management Ltd (“UOBAM”) does 

not warrant the accuracy, adequacy, timeliness or completeness of the information herein for any 

particular purpose, and expressly disclaims liability for any error, inaccuracy or omission. Any 

opinion, projection and other forward-looking statement regarding future events or performance of, 

including but not limited to, countries, markets or companies is not necessarily indicative of, and 

may differ from actual events or results. Nothing in this publication constitutes accounting, legal, 

regulatory, tax or other advice. The information herein has no regard to the specific objectives, 

financial situation and particular needs of any specific person. You may wish to seek advice from 

a professional or an independent financial adviser about the issues discussed herein or 

before investing in any investment or insurance product. Should you choose not to seek 

such advice, you should consider carefully whether the investment or insurance product in 

question is suitable for you.

UOB Asset Management Ltd Co. Reg. No. 198600120Z


