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Section A

Answer this question.

1 The Singapore Exchange Rate

Singapore is a relatively small, open economy which relies heavily on international trade. The
values of both its exports and imports are more than 100% of its GDP. Its largest trading partners
are Malaysia, China and the US. In the second half of 2008 its economy faced a sharp downturn,
with a large fall in its exports that affected the Singapore exchange rate.

Fig. 1 shows the exchange rate of the Singapore dollar (S$) in terms of the US dollar (US$)
between 1980 and 2010.

Fig. 1: The Singapore Exchange Rate 1980-2010
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(Source: Pacific Exchange Rate Service)

Singapore has a unique exchange rate system. The Monetary Authority of Singapore (MAS) uses
the exchange rate to maintain price stability and encourage economic growth.

The main features of the system are that:
1 the S$ is managed against a weighted basket of currencies of its major trading partners
and competitors,
2 the exchange rate is allowed to move within an undisclosed trading band but not to move
outside of it,
3 the trading band is reviewed typically every three months and changed if necessary.

The poor economic conditions in March 2009 caused the MAS to lower the trading band which
was the same as a depreciation of the S$.
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Compare the exchange rate of the S$ against the US$ from the beginning of 1980 to the

beginning of 2010. [2]
Analyse the possible changes in the demand for and the supply of the S$ that could account
for the trends in its exchange rate between 1997 and 2007. [4]
Explain two ways in which an appreciating exchange rate can help to reduce inflation. [4]

Using the extract, consider whether Singapore has both a floating and a fixed exchange rate

system. (4]
Discuss whether an economy will benefit from a fall in its exchange rate. [6]
Section B
Answer one question.
Explain how resources are allocated in a free market economy. [8]
Discuss how the market system might be influenced by government intervention to provide

appropriate quantities of goods and services. [12]
Explain how and why the price elasticity of supply of agricultural goods differs from that of
manufactured goods. (8]
Discuss whether the payment of government subsidies to farmers is a beneficial policy. [12]
Explain the limitations of the theory of comparative advantage in accounting for a country’s
pattern of trade. (8]

Discuss whether the introduction of trade barriers against imports can always be justified.
[12]
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