BB &

NUS

National University
of Singapore

35

Source: The Straits Times, pA22

Date: 13 February 2019

Why a forward-looking Budget is needed

S’pore’s pre-emptive

strategies have served :

it well in mitigating

crisesin the past. Will

it have the resources
for the looming
challenges ahead?

TanKhee Giap
andTanYanYi

Ataninternational conference
in Budapest organised by the
Central Bank of Hungary last week,

there was an intense debateamong

participants on the effective role
of central banks.

Singapore was repeatedly
identified as an exemplary model
where the central bank and the
government have consistently
done well in crisis management.

The discussion of the Singapore
model among central bankers was
dominated by how Singapore

effectively managed crises, leading

to a swift rebound from every
economic recession or slowdown.
However, I thought the debate
largely missed the point - the
severity of the crisisin the first
place was mitigated, due largely to
strong and stable macroeconomic
fundamentals and efficient
resource allocation for firms and
individuals within the
micro-economic environment.

PREVENTION RATHER THAN CURE

Singapore’s fundamental strategy
in effective crisis management
isrooted in preventive and
pre-emptive moves, rather than
cures. Therecent prudent
regulations on property
purchases, sales and bank-related
borrowings, coupled with
pre-emptive market cooling
measures, are just a case in point.
Asasmall and open economy,
Singapore’s macroeconomic
conditionis constantly and strongly
influenced by external factors.
Theseinclude business cycles,
financial turmoil and tumultuous

neighbours, or economic volatility
transmitted from Western
economies inaninter-connected
and inter-dependent world.

Despite these volatile factors,
Singapore has remained
competitive, staying ahead of the
curve in global trade and
investments. Itis able to do so by
seizing opportunities and making
itselfrelevant in the face of changes.

Singapore’s longer-term survival
rests upon its continuing to actively
pursue globalisation under the
World Trade Organisation.

FREE TRADE AND GLOBAL
OPPORTUNITIES

When Singapore was the rotating
chairman of Asean last year,
regional Free Trade Agreements
(FTAs) such as the Regional

: Comprehensive Economic

i Partnership were given a further

: push for thelast mile of completion.
¢ Singapore’s consistent support for

: the Comprehensive and

: Progressive Agreement for

: Trans-Pacific Partnership (CPTPP)
: isclearly stated;in fact, it first

: founded TPP together with three

i other member countries.

Itwould not be surprising if early

i explorationand preparation fora

: bilateral FTA between Singapore

i andthe United Kingdom s already

: being contemplated by senior civil

: servants before Brexit comesinto

: effect. Singapore’s unrelenting

: leadershipin FTA forgreater

¢ economic connectivity and regional
i integrationiswidely recognised.

In2017, Singapore for the first

: timerose tobecome the third most
: competitive financial centrein the
political changes coming from Asian :
: overtaking Hong Kong from fourth
i position, according toa

¢ London-based think-tank.

world, after London and New York,

Thus, establishing Singapore

¢ asaninfrastructure evaluation,
: arbitration, investmentand :
¢ financing hubin Asiaand promoting :
: internationalisation of the yuan are
¢ simply part of new opportunities

¢ thathave surfacedunder the

¢ Beltand Road Initiative which it

: must quickly seize upon.

Urbanisation is the next phase of

: development for China and India,

: andthe growth of theirmiddle class
: ispowering their domestic

: consumption.

Singapore’sbusinesses and

: government-linked companies

¢ must gain deeper footholds in their
: urbanisation drive by setting new

¢ standards.Asa city-state, we have
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: WhatSingapore's productivity

i growthwould have tobeat per

i annum, for the economy to grow
¢ at279 percent,accordingtoan
: econometric model simulation
: bythe AsiaCompetitiveness

¢ Institute at the Lee Kuan Yew

: School of Public Policy.

theadvantage of providing
: comprehensive smarturban
: solutions.

And for the expanding middle

i class, which possesses strong

: purchasing power, Singaporeasa
: cosmopolitan city offers an

i attractive modernlifestyle. Thisis
: highlighted by several

! international studies thathave

: ranked Singapore very highlyin

i terms of e-commerce,

¢ digitalisation and city liveability.

FIRM HOME FOUNDATIONS:

: THREE COMPONENTS

: Toseize opportunities arising from

i new developmenttrends globally,

¢ there must first be a conducive

! businessenvironmentanda

: competitive corporate tax structure
: athome; these are vital for smalland
: medium-sized enterprises to build

: strong foundationsand prepare to

: venture abroad.

Good fiscal discipline with

: forward-looking budgetary

¢ planning, and ensuring general

: price and exchange rate stability at
: homeareimportant too as “safety

¢ buffers”, enabling companies to

: better cope with the next economic
¢ downturnor financial crisis. They

: arepreventive measures critical

: forhealthyand robust business

: expansion. Second, efficient

i allocation of governmentresources
: forprovision of public goods and

i services, transparency of

: regulations, good governance and

: firmrule of law at the micro-

: economic level are the sine quanon
: ofincentivising businesses and

: individuals to realise or maximise

¢ theirpotential economic

: contributions.

Together, these provide the

i strong foundations that are

: necessary for the economy if our :
i longer-termaverage growth in gross :
: domestic product (GDP) is to stay at
: thehigherband of 3 to 5 per cent per
: annum, which would also mean

: morejob choices for citizens.

Third, whetheritis soft capacity

! building by investingin people or

: building hard physical

¢ infrastructure, both are critical in

: maintaining Singapore’s

: international competitiveness.

: Marketsoften failwhen it comes to
: capacity building and skill

: upgrading. Government must thus
i actasamarketenabler,

Inaneraof rapid technological

¢ anddigital advancement, :
: transformation of companiescanbe :
¢ difficultin termsof management, ~ :
: marketing and manpower

: adjustments.

Multi-stakeholder-driven

¢ Industry Transformation Maps

¢ involving major industry players,

i unionists, business professionals,

: academicsand the Government
 would be more appropriate, rather
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Office workers in the financial district. Singapore’s fundamental strategy in effective crisis management is rooted in preventive and pre-emptive moves, rather than
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: thanleaving it to the more painful
: creative destruction by market
: forces foradjustments.

: GROWTH AND REVENUE OUTLOOK

: From 2011 tolastyear, Singapore’s
: annual GDP grew atan average of

: 3.7per cent. Over the same period,
¢ theaverage annual productivity

. growthwas1.26 per cent.

Looking ahead, the econometric

¢ modelsimulation by the Asia

: Competitiveness Institute at the Lee
: Kuan Yew School of Public Policy,

: relyingon several assumptions,

¢ includinglabour-capital quality

i growthand one per cent

: employment growth, projects that

: fortheeconomy togrow at

2.79 per cent, Singapore’s

¢ productivity growth would have to
: beat1.79 per cent per annum.

The productivity growth last year

: wasaround 2.6 per centandis
: expected toimprove gradually.

When preparinganational

: budget, the finance minister would
: usually examine the forecast GDP

: growth,look atthe estimated
gOVElTl]TlEHt revenues versus

: government expendituresand, in

: thecase of Singapore overthe last

: twodecades, factor in the amount

: of Net Investment Income (NII)

: thatcan fortunately be drawnupon
: tohelpin the event of budgetary

shortfalls.

Contributions of NIl to the Budget :
: havegoneupover theyears, froman
: average $2.72 billion per year over

¢ the2000-2008 period tonearly

: tripling to $8.13 billion per year

. between 2009 and2015,and

: almost doubling to $14.94 billion

. peryear from2016 to2018.

The NII contributions have risen

: overtime, especially since 2009,

: inlargeparttoreininand mitigate

: theeffects of rising income

¢ disparity. Special Transfers were

: made to provide extra funding for

: essential public services, including
: healthcare, transportation, housing
: andeducation.

¢ Asourpopulation ages rapidly,

: more financial resources will be

: needed for healthcare and

¢ benefit-linked packages such as

: the Pioneer Generation and the

: forthcoming Merdeka Generation.
:  Giventhe challenges posed by

: the digital economy and the high

: value-added, skill-driven

: economy, pressure for greater

¢ public funding for various

: productivityimprovement and

¢ skills training programmes is also
: expected torise. Publicinvestment
¢ inquality education from infancy,

: life-longlearning and targeted

: skills-driven growth are critical

: aspartofoverall efforts to reduce

: income disparityand ensure amore
: inclusive society in the long term.

i Moneyalsoneedstobesetaside

: forgrowing infrastructure

: demands. For instance, airport and
. seaport expansion will be needed

: ifSingapore is toremainamajor

: logistics hubin Asia.

Inthe uncertain yearsahead, what
: ifTemasek Holdings and GIC fail

: todeliver expected profits, of which
: 50per cent must belocked in the

: national coffers, toprovide the

¢ funding for these expected

¢ additional demands on the Budget?

: TRADE PROTECTIONISM

¢ Trade protectionism and

: nationalist muscle-flexingare on
: therise worldwide, including in

: our neighbourhood. The threat of
: terrorismremains while

: technology-driven disruption has
: sown joband economic

¢ uncertainty. These developments
¢ andtrends are unlikely to go away
: in the medium term.

:  Singaporehas done well thus far
: withits pre-emptive strategy in

: economic management. Faced

: with these rising challenges, a

: forward-looking Budget ought to
: strengthen our foundations for

i delivering macroeconomic

: stability as well as set aside ample
: financial resources that will, with
¢ policy-restructuring measures,

¢ continue toprovide

: micro-economic efficiency and

¢ soft- and hard-capacity building.

. However, the public at large and
: thebusiness community would

: need clear assurances from the

: Government and the finance

: minister, in particular, on whether
¢ Singapore will have, in time to

1 come, sufficient financial

: resources to respond nimbly

: andappropriately to the potential
: disruptions and challenges on the
: horizon.

: ® TanKhee Giap is co-director, Asia

: Competitiveness Institute at the Lee
: KuanYew School of Public Policy,

: National University of Singapore;

: andTanYanYiisaSingapore full-time
: national serviceman. This

: commentary is adapted from an

: article published in Business Times

: onFeb13.



