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eware the welfarism trap
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The major goals of the Government,
asillustrated by Deputy Prime
Minister (DPM) Tharman
Shanmugaratnam in his speech at
the Economic Society of Singapore
SG50 Distinguished Lecture, are to
sustain income growth, mitigate
income inequality and enhance
social mobility.

The Government has
systematically devised a series of
plans to achieve these, particularly
since 2006, he said.

Afteradecade of policy
implementation, Singapore has
managed to sustain income growth
across the board, including the
low-income households. The
bottom 20 per cent of employed
citizen households saw their
incomes per household member
from workrise 37 per cent from
2004 t02014 (after taxesand
transfers).

With the use of government
transfers from tax revenues,
income inequality has been
mitigated. The long-term solution
for the uplifting of low-income
householdsis to maintain social
mobility through education and
skills training.

On top of attaining the three
goals, the overall objectiveis to
develop Singapore into an
innovative and inclusive society.

Inhis National Day Rally speech
on Aug 23, Prime Minister Lee
Hsien Loong announced more
schemes to help low-income and
middle-income households. These
include higher housing grants,
more generous Baby Bonus
payments and an extra week of
paternityleave. The income
ceilings for couples to purchase
Housing Board flats and executive
condominiums were also raised.

All these mean more expenses to
be financed by government
transfers through tax revenues.

Using tax revenues from the rich
to help the pooris acommon

: practice across the developed
: world, notably in European and
: Scandinavian countries.

The state imposes highly

: progressive tax rates to pay for

: health expenses, education costs,
: unemployment benefits and other
¢ social benefits. The marginal tax

: ratesare steep,andattract

¢ criticism that they discourage

¢ people from working harder in

¢ these welfare states.

Welfare benefits, once given, are

¢ not easily withdrawn without

: dampening popular support. High
¢ taxratesarenecessaryto keepon

: providingwelfare benefits, and the
: twoare closely intertwined.

The welfarism trap weakens

¢ work incentive and hobbles the

: development of entrepreneurship.
¢ Inhisspeechat the British

: Chamber of Commerce in

: Singapore in2004, Mr Lee Kuan

: Yewsaid: “Cradle-to-grave

: welfarism blunted the ambition of
¢ many budding entrepreneurs.

: Worse, high personal taxes

: dampened the desire of many to

: achieve wealth and success.”

He also pointed outin1982 “the

¢ folly of populist politicians who win :
: electionsplaying the politics of :
: equal rewards or egalitarianism:

: squeeze the successful to pay for

: thewelfare of the poor,and end up
: with the equalisation of poverty”.

Although his comments were

: madeinadifferent context, they

: maystillberelevant in the

i discussion of policy formulation in
- Singapore.

- EROSION ON WORK ETHICS

¢ Thereisno free lunch and everyone
: should work and earn his or her

¢ ownliving. The Government has

: rejected the idea of welfarism since
¢ ourindependence.

Afterafew decades of

: development, the economy has

¢ grownsubstantially but the

: distribution of the fruits of growth
¢ hasnotbeen even, whichis tobe

: expectedinacompetitive

¢ meritocracy where greater rewards :
: gotothosewhosucceed.

Income disparity hence becomes

: successfuland the poor becomes

: moreevident. The Government has
: mitigated the inequality by

: providing affordable housing and

: public transport, better healthcare
i and the Workfare supplement to

¢ helplow-wage workers.

towards welfarism in recent years.
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: With the income inequality gap widening in the past decade, the amounts of :

government transfers needed to reduce the gap have been on the rise year after
year. This may seem to be a move towards being a welfare state. ST FILE PHOTO

DPM Tharman acknowledges

¢ thatgovernment transfers have

: been deployed tosubsidise

¢ low-income households for nearly
i adecade,and explains that it helps
¢ tonarrow the inequality gapand

. yieldsalower Gini coefficient after
¢ TheGovernmentalso encourages :
: the successful to help those who :
: havelagged behind. After the

: General Election in 2011, it has

: obviously changed itsapproach,

: and dished out more goodies to

¢ help the low- and middle-income
i groups. HDBgrants, healthcare

: benefits, baby bonuses and other

taxesand transfers.
While Mr Tharman is mindful to

i keep theoverall tax burden low,

¢ particularly for the middle-income
i group, the increasing freebies given :
: nowand inthe future willdriveup
i taxratestobe more progressive.

: Thechange in property taxes from
i aflatrate toprogressive onesin the
subsidies have increased. Thisgives :
: animpression that the :
: : Government has been moving
: greater,and the dividebetweenthe :

past few yearsis one example.
Is thisapproach of taxing more,

¢ creating awelfare state?

The Government’s answer, [

believe, is definitely no. Some
¢ critics,however, call Singapore a
: welfare state that works.

: DEBT BURDEN FOR
: FUTUREGENERATIONS

: Inthe traditional welfare state, the
* stateadopts populist policiesin

i providing goodies to such an extent
¢ that the presentgeneration might

i gobankrupt,leaving debt burdens
: tofuture generations.

Thisis certainly not the case for

i Singapore, whose Budgets remain
: healthy with surplusesin most

¢ years, going into occasional minor
¢ deficitsin past decades. No debt

: burdensare likely to be carried

: forward to future generations. The
¢ Government also does not need to
: draw on past reserves or Budget

: surpluses from earlier generations
¢ topay for current expenditure.

The fear of falling into the

: traditional welfarism trap s
: unfounded, whichis true atleastin
: thepresentand next few years.

With the income inequality gap

widening in the past decade, the
: amounts of government transfers

needed toreduce inequalities have

¢ beenon therise year after year.

People’s desire for a change of

i lifestyleandanincrease inliving

¢ standards will force the

¢ Government to increase the types

i andamounts of transfers over the

¢ years. Forinstance, everyresident

i household member received an

¢ average of $3,370 in transfers from
: the Government in 2014, compared
: with $2,700in 2009, an increase of
: 25percent.

Thisisparticularly trueina

¢ democraticregime where the
: electorate can use votes to make

demands.
The Government will have to

. eitherincrease marginal tax rates,

i making income taxesand property
¢ taxes more progressive, and/or

i levy new taxesto finance the ever

: ¢ increasing transfers and freebies.

i eitherinrates orin form, and giving :
i more to citizens,amove towards

Therich will probably have no

i qualmsabout paying more taxes

: here, which are still relativelylow
: compared with high taxesin other
i countries, but the middle-income
¢ earners, especially fixed-income
: employees, will suffer.

Asin Hong Kong, the present low

: personal and corporate income

¢ taxesregimeis Singapore’s

i advantage over countries with high
. taxessuchas Britain, Australiaand
¢ theScandinavian countries. If the

¢ taxes are raised to be more

i progressive, theadvantage may

¢ gradually vanish. The goodsand

i servicestax (GST), Certificate of

: Entitlement (COE) premiums and
: import duties for motor vehicles,

¢ stamp duties for property

i transactionsand allkind of levies

¢ haveincreased costsand made

i Singapore acostly and expensive

: cityforallresidents, local as well as
i foreign. These will further reduce

: Singapore’s comparative

i advantage, which may impact

¢ income growthadversely.

We have come along way to

i reachwhere weare today. The

: sustained economic growth over
¢ Buthowlong can this happystate :
: ofaffairsremain?

theyears has transformed

i Singapore intoa First World nation.

With the development of a

: knowledge-based economy, those

i who possess advanced knowledge,

i newskillsand high technologies

i aregreatlyrewarded and earn

: more. Income disparity has

i become stark asaresult. Thereisno
: question that the successful should
i help theless privileged through

i taxesand government transfers.

But the Government should be

: mindful toavoid falling into the

i welfarism trap asvoters’ demands

: may be insatiable and transfers can
i over the years snowball into

: unbearable burdens.

The Government should,

: therefore, dampen the request for
i more transfers and keep Singapore
: faraway from becoming a welfare

i state similar to thosein the West.
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