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MAS: Currency of a Hawkish Hold 

 

“Your focus determines your reality.” Qui-Gon Jinn, Star Wars 

 Disproportionately large USD-based invoicing (Table overleaf) flag the risk that during episodes of 

exceptional inter-meeting USD strength, the (imported) inflation dampening capabilities of 

$NEER policy settings’ may be temporarily overstated. More often than not proportional to the 

degree of SGD (vs. USD) underperformance vis-à-vis corresponding S$NEER gains. 

  

 Extreme SGD under-performance vis-à-vis S$NEER not just prevailing, but entrenching, since 

the last MAS policy meeting in April this year (see Chart), arguably underscore the “currency” 

of a slightly more hawkish (hold) bias by the MAS than the delicate balance of opposing macro-

economic risks would otherwise have suggested.  

 

 To be sure, even in the absence of the current outburst of USD strength, our base case would have 

converged on the MAS staying the course on a hawkish hold; as it navigates the cross-currents 

from stubborn inflation on one hand and downside growth risks on the other.  

 

 Underpinning the case for policy to remain restrictive is “sticky” core inflation from a conspiracy 

of resurgent global energy, elevated food and impending hike in water prices. Especially as resultant 

cost shocks collide with robust services demand, accentuating second-round inflation risks. 
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 But policy (tightening) restraint is admittedly counselled by persistent downside risks to growth 

amid prolonged exports headwinds. Particularly as the manufacturing sector has been pummelled 

into an extended contraction four quarters running; with the overall economy only just averting a 

technical recession (thanks to robust services).  

 

 What’s more, the threat of abrupt, adverse growth shocks are amplified by mounting tail risks 

of recession and/or financial shocks. Which in turn could be precipitated by policy miscalculations 

entailed in the tyranny of exceptionally high (Fed-led) global rates juxtaposed against global cost-

and/or demand-side fragilities from heightened geo-political risks.  

 

 Nonetheless, the bar to relax policy restriction to pre-emptively insure against mounting downside 

risks to growth remains high; as anchoring inflation expectations remains as the policy priority.  

 

 Crucially, as sweeping USD strength inevitably translates into significantly higher imported 

inflation. Specifically, as the overwhelming and disproportional dominance of USD-invoicing 

exposes inflation vulnerabilities from exceptional USD strength; which is invariably not sufficiently 

addressed by corresponding strength in the trade-weighted S$NEER.   

 

 The upshot is that while exceptional USD strength that is highlighted in a >400bp SGD undershoot 

(vs. S$NEER)is not a standalone factor for the MAS to retain a hawkish bias despite mounting growth 

risks, it certainly underscores the default hawkish bias a priori (vis-à-vis growth risks).  

 

 Above all, the exchange rate focus of policy dictates the reality of inflation threat flaring on resurgent 

USD conspiring with food and energy cost shocks simply cannot be ignored.   
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