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Figure 16. Ex Post Three-Month Uncovered Interest Differential 
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Source: Monetary Authority of Singapore 

To complement its exchange rate policy, the MAS conducts money market operations in 
order to foster orderly money market conditions. The MAS adds or withdraws funds from 
the market using instruments such as foreign exchange (reverse) swaps, direct lending 
to or borrowing from banks, direct purchase or sales of Singapore Government 
Securities (SGS), and repurchase agreements on SGS (MAS, 2003). With the use of 
such money market operations, the MAS is able to pump in or mop up liquidity from the 
domestic banking system on a massive scale in response to economic and financial 
developments. For instance, the MAS injected S$2.5 billion into the domestic banking 
system in the immediate aftermath of the September 11 terrorist attacks to forestall 
turmoil in the local financial markets.  

VI. NON-INTERNATIONALIZATION OF THE SINGAPORE DOLLAR 

Arising from the use of the exchange rate as a benchmark policy instrument, the policy 
of non-internationalization of the Singapore dollar was adopted in the early 1980s as a 
rather limited form of capital control. Singapore has eradicated all exchange controls 
since 1978 in order to promote the development of its offshore financial markets. Hence, 
residents and non-residents are free to remit Singapore dollar funds in and out of 
Singapore and are also free to purchase or sell Singapore dollars in the foreign 
exchange market. Singapore’s role as an international financial center has also led to 
the development of a large offshore banking sector, the Asian Dollar Market (ADM), 
whose assets are denominated in foreign currencies.  There are no controls on capital 
flows between the ADM and the domestic banking system, so holders of Singapore 
dollars can easily convert their funds into foreign currency deposits and vice versa. 

However, the absence of capital restrictions means that speculative attacks on the 
Singapore dollar could compromise the conduct of the exchange rate-centered monetary 
policy. The non-internationalization policy, which restricted the international use of the 
domestic currency, essentially protected the Singapore dollar from speculative attacks to 
facilitate the effective conduct of monetary policy. At the same time, the policy ensured 


