Exchange rate regime switching in Malaysia and Singapore in
response to China’s move to a basket peg:
A DSGE analysis
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Table 8. Cumulative Losses and Optimal Values of Instruments

Policy (1) Policy (2) Policy (3) Policy (4) Policy (5)°
Stable regime Dollar peg Basket peg Basket peg Floating Managed floating
Adjustment — Gradual Sudden Sudden Sudden
Instrument value i*=434 v¥ =038 v =0.68 m*=0.016 m**=0.017
Cumulative loss (value) 17.04 1.80 1.91 2.67 2.31
Cumulative loss (percent of ( 3:2)")° 23.4 2.4 2.6 37 32

Source: Authors’ calculations
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Figure 1. Nominal Exchange Rates against the US Dollar
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Source: IMF International Financial Statistics.

Table 1: Estimates of Basket Weight on the US Dollar Rate

(1) People’s Republic of China

Source: Authors’ calculation

SMALL OPEN-ECONOMY MODEL

Period 1 Period 2 Period 3 Period 4
Sample period 2003/5-2005/7 | 2005/8—2008/6 | 2008/7—2010/5 | 2010/6—2012/6
Estimated weight on the US 0.999 0.842 0.918 0.819
dollar rate
(2) Singapore
Period A Period B
Sample period 2003/5-2009/3 2009/4-2016/4
Estimated weight on the US dollar 0.570 0.475
rate

Figure 3: Small Open-Economy Model with Exogenous Countries
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A. Equilibrium Conditions
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B. Central Bank
B¢ + S;{/PBIPC + SF/PBUSHE = M,
R/JP R/$ .
where S, '*" and 5, " are the nominal yen and the US dollar exchange rates.
i. Basket-Peg Regime
(1—v)ef P el =0 (7)
where v, is a weight on the US dollar rate. Using the exchange rate triangle:

efP = —v, 8l e = (1—wpelt ()

ii. Dollar Peg Regime

=1 o ef/$=0 (7a’)

iii. Floating Regime
ie = Eelifey — 1€ = Yalle + VaXe + (1= v — V) €£FER(8)

where éREER = q,’>CHéf/CH + ¢1péf”P + ¢U5éf/us is the real effective exchange rate (REER).

Figure 4: Transition Policies
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(B) Singapore
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Table 6: Comparison of Transition Policies
(1) Malaysia
Policy M-i Policy M-ii Policy M-iii Policy M-iv Policy M-v
Stable Regime Dollar peg Basket peg Basket peg Basket peg Floating
Adjustment No Gradual Sudden Sudden/ Sudden
Discrete
Desired Basket Weight 1.00 0.62 0.56 - -
Cumulative Losses 1.550E-2 1.157E-2 1.226E-2 1.435E-2 1.229E-2
Cumulative Losses 1.00 0.75 0.79 0.93 0.79
(relative to policy M-i)
(2) Singapore
Policy S-i? Policy S-ii Policy S-iii Policy S-iv Policy S-v
Stable Regime Basket peg Basket peg Basket peg Basket peg Floating
Adjustment No Gradual Sudden Sudden/ Sudden
Discrete
Desired Basket Weight 0.80 0.61 0.44 - -
Cumulative Losses 4.668E-2 4.648E-2 4.938E-2 4.955E-2 4.874E-1
Cumulative Losses 1.00 0.996 1.058 1.062 10.44
(relative to policy S-i)

2 Initial weight on the US dollar rate under a basket peg regime for Singapore is assumed to be 0.8.

Source: Authors’ calculations.
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