
SMU 
Publication: TODAY, p 4 
Date: 19 November 2012 
Headline: Why some things are more expensive here 

Why some things are more expensive here 
MAS wants to identifj, factom 
h-t muld explain price 
digerentials mmss muntntnes 

NEO CHAl CHIN 
chaichin@media~orp.cornsg 

SINGAPORE - If you have always won- 
dered why that chair from IKEA or 
that pair of jeans from Gap is priced 
higher in Singapore than some other 
countries, you are not alone. The Mon- 
etary Authority of Singapore (MAS) 
seems just as keen to find out. 

Calling a tender to conduct a con- 
sumer products price comparison 
study earlier this month, the MAS 
said: "Despite these goods being ex- 
actly the same in many instances, 
the law of one price does not appear 
to hold. Anecdotal evidence suggests 
that prices of IKEA products and 
mid-range apparel, including Gap 
and Abercrombie & Fitch, are higher 
in Singapore compared to many oth- 
er countries." 

Some factors that could explain the 
price differentials include pmductiv- 
ity and wage differences across coun- 
tries, variation in non-tradable costs 
like rental and taxes, transport costs 

A p h o u s  study of IKEA products across countries concluded 
that price differentials were largely due to differences in 
mark-ups as a result of strategic pricing. ELOOMBERC 

and price stickiness when it comes to 
exchange rate fluctuations, the MAS 
stated in its tender document. 

The study's aim is to identify which 
factors, and their significance. 

Using case studies of an interna- 
tional mid-range clothing retailer, . .- 
a consumer electronics retailer and 

possibly furniture giant IKEA, the 
MAS also wants to identify the ex- 
tent of price differentials of the same 
products between Singapore and at 
least 10 other countries, the docu- 
ment stated. 

As Singapore grapples with infla- 
tionary pressures stemming from 
the tight labour market and rise in 
global food prices, economists told 
TODAY that the study would help the 
country's central bank better under- 
stand factors driving prices and in- 
flation here. 

It would in turn help the MAS de- 
termine "what targeted policies might 
be needed to help contain inflation", 
said Singapore Management Univer- 
sity economics don Davin Chor. 

"It would be useful to know, for ex- 
ample, whether it is operating costs 
in Singapore that are primarily driv- 
ing price levels here or whether it is 
competitive conditions and strate- 
gic considerations that are leading 
firms to mark up their prices in a 
particular way in the local market," 
he added. 

Through the study, the MAS could 
also understand how much of ex- 
change rate movements are passed on 
to consumers, and how quickly, said 
Assistant Professor Chor. 

Citigroup's Vice-President of Eco- 
nomics and Markets Analysis, Mr Kit 
Wei Zheng, agreed. "For instance, if 
for whatever reasons, price mark-ups 
are kept consistently high, import cost 
savings from a stronger exchange rate 
may not be fully passed on to consum- 
ers," he said. 

Singapore's exchange ra te  is 
among the instruments used by the 
Government to manage inflation, and 
the MAS last month decided to con- 
tinue its gradual appreciation against 
a basket of currencies, 

Inflation this year, excluding im- 
puted household rentals on owner-oc- 
cupied homes, is expected to be slight- 
ly below 4 per cent, said Deputy Prime 
Minister Tharrnan Shanmugaratnam 
last week in response to a Parliamen- 
tary question. 

Previous research on price differ- 
entials has been conducted. 

A 2001 study using prices of 
119 IKEA products across 25 countries 
- including Singapore - concluded 
that price differentials were not due 
to differences in exchange rates, local 
costs, tariffs or taxes, but were largely 
due to differences in mark-ups as a re- 
sult of strategic pricing across coun- 
tries, said the MAS tender document. 

The tender closes on Nov 27. 


