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xtract 5: The 'mpact of US Interest Rate hikes on Singapore

and can be influenced By varkons fackcin Singapore dollar (SGD) exchange rate is multifaceted

Wh R

rela?ir\\/et;hte Ui Federal R.eserve raises interest rates, it typically strengthens the US dollar (USD)
UVE 10 other currencies. This can make USD-denominated assets more attractive, leading to

capital outflows from Singapore.

US interest rate hikes can affect i

rates may lead to increased b
SGD

nflation and monetary policy in Singapore. Higher US interest
orrowing costs and inflationary pressures, which can influence the
. exchange rate. The impact of US interest rate hikes on the SGD exchange rate is also
influenced by global economic conditions. For instance, a relatively stronger USD compared to
other currencies can affect the SGD's performance in the foreign exchange market.

Source: Various

Extract 6: The Importance of Fiscal Sustainability

Fiscal sustainability is the ability of a government to maintain public finances at a credible and

serviceable position over the long term. It is also a requirement for macroeconomic stability and
sustainable long-term growth.

High and increasing debt levels are harmful to governments’ fiscal positions and can cause a
vicious cycle of growing debt, reducing the potential for economic growth as funds are diverted
away from productive investments. Governments will either need to divert spending away from
other public services, increase taxes, sell assets or further increase debt as a result of higher
borrowing today. There are extensive and significant implications because of elevated levels of
government spending. It creates multiplier effects through the economy. It could also crowd out

private sector investment and use up labour in a capacity-constrained economy. There are also

implications for inflation as expansionary fiscal policy is working against the Reserve Bank's
contractionary monetary policy.

Governments implemented extensive fiscal support during the COVID-19 pandemic and these
measures are now taking a toll on public finances around the world. In Australia, the public sector
continues to grow as a share of the economy and will be a significant contributor to growth over
the next few years. Also, as interest rates rise, the interest bill for governments is increasing as a
share of expenditure and diverting resources away from key spending priorities. Record high levels

of public sector investment in a capacity constrained economy, creates further competition for
private sector investment in materials and labour, pushing costs higher.

Long-term structural deficits are the crux of the fiscal problem. If the issue is not tackled, this could
lead to a further rise in taxes. The solution is to ensure more value for money is achieved on

current spending as well as cutting spending or making long overdue reforms to the tax system to
make it more efficient and help drive productivity.

High debt levels and large deficits also impact on governments’ ability to weather an economic
downturn or future crisis such as a pandemic or financial shock. Government spending is one of

the main defenses in times of crisis, and being in a more fiscally sustainable position is an
important part.

To do this, we believe governments must do three things. Firstly, limit additional spending without
at least offsetting the spend elsewhere — ensuring to maximise the use of taxpayer funds — while

also re-evaluating current spending plans. Secondly, change existing policy to lower spending and
find new or more efficient revenue that will persist over time such as raising the GST and reshaping
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our corporate and personal tax system. Ancrjove O)l/Jl' sotential growth, which doesn't necessariy

sector to maximise its productivity and Imp

require significant government investment.
Source: Adapted from ey.com, 24 October 2023

Extract 7: Singapore Shifts Focus

Trade and Industry recently stated that "growth needs

to depend less on structural policies but rely more on interngtional cooperation.” Lhisumarks a
potential turning point in Singapore’s approach 1o ecgnomlc developm.ent, emphasizing the
evolving nature of global economics and the increasing importance of regional and international

Partnerships.
Traditionally, Singapore has relied heavily on structural policies 10 fuel its economic growth,
tment, emphasizing education to create a

implementing regulatory reforms to attract foreign inves . |
ost productivity. However, the city-state now

skilled workforce, and investing in infrastructure to bo ! _ |
tional cooperation plays a crucial role in

recognizes that in an interconnected world, interna . |
sustaining economic growth. This shift aligns with broader trends in Southeast Asia, where

countries are increasingly looking beyond their borders for economic opportunities.

Singapore's commitment to international cooperation is evident in its strong support for the ASEAN
Economic Community, which aims to create a single market among member states. The country
has actively pursued free trade agreements, such as the EU-Singapore Free Trade Agreement
and the Comprehensive and Progressive Agreement for Trans-Pacific Partnership, providing
businesses with preferential access to key markets. Additionally, Singapore plays a vital role in
regional initiatives like the Initiative for ASEAN Integration, which seeks to narrow development

gaps within the region.

While Singapore's announcement signals a greater emphasis on international cooperation, it does
not diminish the importance of structural policies. Instead, it suggests a more balanced approach

that leverages both domestic reforms and international partnerships. This dual strategy is likely to
resonate with other Southeast Asian nations, which are also recognizing the benefits of integrating

structural reforms with regional economic integration efforts.

As the global economic landscape continues to evolve, the interplay between structural policies
and international cooperation will be crucial for sustained growth. Singapore's shift in focus may
set a precedent for other nations in the region, highlighting the need for a collaborative approach
to economic development in the 21st century. This balanced strategy could prove key to unlocking

sustainable economic growth in an increasingly interconnected world.

Source: Various
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(@) (i) Identify the trend in Singapore's general price level from 2019 to 2023 1]
(i) Using AD/AS analysis, account for the change in Singapore’s inflation rate in 2022, [4]

(b) (i) W'\th‘the help of a supply and demand diagram, explain how the rise in the US interest
rate Is expected to affect the value of Singapore's currency against the USD. (3]

(il) State the components of the current account. [1]

(i) Given the change in the value of Singapore’s currency in b(i), explain how it might affect
Singapore’s balance of trade. [3]

(c) Discuss whether fiscal sustainability for an economy (Extract 6) can be achieved via raising
the GST and reshaping corporate and personal tax. 8]

(d) Extract 7 states ‘Growth needs to depend less on structural policies but rely more on
international co-operation'.

Discuss the validity of this statement. [10]

Total: 30]
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