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exchange rate, thereby preventing the bounds from being breached. Such intervention 
operations always resist misalignments and push the TWI towards its estimated 
equilibrium value like in the reference rate proposal (Williamson, 2007). Additionally, the 
MAS can also intervene within the band to smooth out short-term exchange rate volatility 
as the latter could impair confidence in the currency. 

We highlight two key features regarding the policy band that help to discourage 
destabilizing speculative flows. First, the band is sufficiently wide so that market 
participants cannot be sure of making a profit even when they correctly speculate on an 
impeding change. Second, a BBC with hard bands, whereby the central bank is obliged 
to carry out intervention whenever the limits are reached, is avoided. This type of 
exchange rate regime is akin to a crawling band and, based on empirical evidence, 
could provoke a crisis. Hence, a BBC with soft margins is used instead. 

 Under the managed float system, it is pertinent to have large foreign reserves ready for 
use to defend the currency. The Singapore dollar is more than fully backed by foreign 
reserves (see Figure 14). In any case, the central bank enjoys high credibility earned 
from its track record in maintaining low inflation and a strong domestic currency. 
Consequently, most market participants are convinced that the MAS is committed to 
enforcing the policy band and they thus tend to keep within the bounds. Such market 
discipline in turn reduces the need for frequent central bank intervention operations 
(Krugman, 1991). Contrary to the conventional wisdom at the time of the Asian crisis that 
intermediate exchange rate regimes are not viable, the MAS has deterred speculators 
from attacking the domestic currency and has successfully maintained a managed float 
over the past few decades. 

Figure 14. Total Official Foreign Reserves (in US$ billions) 
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