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Since this symposium is being held in the University
of Singapore, it eeems the right thing to do is to begin with a
plea 7or uonrd~mioc freedom. However, I am making this plea not
on bebhalf of the University but cn behalf of &waelf. The vievs
I am exprecsairg hore arc my own pecvsoual views and not necessarily
those of the PAP Governwent. [ have not oconsnltad my nollsagues
or cleared the text with them, as I should, if ? were to speak as*®
their ..presentative. ‘

The reason is that the Minister who oan speak with
authority on economic probloms of Singapors is my cBlleaguo, thq
Finance Minister. Ho has close and direct feel.of the pulse of
tﬁé economy by the nature of his work and his responsibilities.

He has access to currcnt information, siatistical data and |
specialised studies and reports which are not available to me.
Accordingly, he is in a bétter position to meke & riactieal

judgment on economic affeir:.

T am thorefore spoaking as an ordinary citizen in
the exercise o7 academic frexdom. This means that not only do my
views lack official sanc:io.;:, but my colleagues, nd indaad |
anybody else, are free to disagree. When & person exercises his '
right of academic frecdom, ?here is also the right of critiecs +o

4$ell him that he is talking nonsenso, a point whioh, I fear,

academiciu do not always appreciate.




To minimise the risk o{ a shattering robuttal with
oonsey 1-ut bruising of one'es ego, I propose to avoid discussing
ourrent probloms and, instaad, take a look into the distant future.
This is 2 scofer and mora prudent course of aotion as one oan
always fall back cn tho defence "My guess is as good es yours."

I would like to look at the shape of our cconomy as it ocould be

towards tho end of this decoade.

First, let mo draw attention to somoe aspects of

our economic growth which .:ve not been genzrally grasped.
Table I give our Gross Domistic Producs ~t current prices for
1959-"~. Pgw s30ple, for. iustanc, realise that by 1977, our
per 3apita Gross Jomesti. P. ~duct rould bave reno.sd the 1970 dlovel
of the United Kiangdom i prosunt rates are sustained. The
oalculations arc as follows. In 1970, the per capita GDP of
Singapors at factor cost was $2,736. Theo figure for thé U.K. is
$5,683. If we allow for a populztion incraase of 2% to 3% a
year, our per oapita GDP will increass 2t atout 12% a year at
rates of growth of 14 - 15% & yaar. At this rate, 12% growth,
our per capitz ODP will va 85,399 in 1976 and $6,047 in 1977.

Those ure projeotions at current prices. If we
allow for inflatioﬁ, not a mzjor problem in Singapore and not
likel;s to be one in future if the present policioes o@ntima, weo
should reach presont Briticl levols in real torms. in 1978 or 1979.
Not lor aficr the turn of the decade, we would have overtaken
the Br-.tish in par capita Gross Domestic Product, if both sconomiss
grow at ocurrent ratass.

Moy I interpose two caucionary points. First, pleasse

note that I usc the aggrognte GDP and not GNP, for reasons which

Je

-




will becoma clear later. Second, 1 am not sz2ying that all this
will actually happen. A lot can tzku plaoc in 10 years which would
falgify linear projections of current trends which is what this
exercise is about. But even if the assumptions on which the
projections wero mede wasre rezlised in the ycars shoad, there is
likely to ba = levelling off of growth ratas in later years for
reasons I will discuss later.

Despite their limitations, these projections are
useful. They givec us an:idsa of the magnitudoes involved. They
also give us some idea of the time scale. Ify as the figures show,
we could bs reaching present 3ritish per capita GDP by 1977, a fast
eoonomic growth that brings about this situation will coertainly
have socianl, economic and political consequences which would be
not only massive end far reaching but also rcpid, more rapid then
what most people =re inclined to think. We would do well to
investigate in advance whnat theso consequences arce liksly to be.

The second aspect of cur economic growth that needs
to be highlighted im i¥s motive power. Basically, the push comes
from foreign trade. Economists will rvm;mbor that mgny of the
leading theorists discounted tho policy of axporte=orionted economic
growth as e realistic pclicy for under-doveloped countries. The
constraints on theso, such as deteriorating terms of trade for
primary products, non-tariff restrictions in exports of labour
intensive products such es textiles and other obstacles seem to
bar this approach to affiuencs. However, in the 1960s. the
economies which paerformed spectacularly adopted just this approach.

The countriee were Hong Kong, Taiwan und South K.rea. Singapore now

Jjoins this select band.
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Ther: have been no studies, to my knowledge, of the

relative dependencs of thess countries .n foreign investment as an
instrument of e¢conomic growth. Iy own subjasctive impression is
that this dopendence is strongest in Singapore and that the
participation of national erntreprensurs in promoting industrial
development is smaller here than in the .»thor countries. Certainly
the inducements offercd to furcign investmont are stronger and

more varied in Singapcere.

Both Hong Kung and Taiwan were able to mount en early
and gubstantial industrin]ﬁsuti;n effort on the basis of refuges
antropreneurship from China.

Not only is Singepore more dopendent on foreign
sntrepreneurs than Hong Kong, Taiwan and South Korea, but her
position is probably unique in that she is ncw dependent on a
oontinuing supply of foreign workers to sustain growth. It is true
Hong Kong once had a large populrtiun influx from China, but the
annual influx is probably now a smell figure. Last yoear, woe had
to import more thon 40,000 work.rs rrom Malaysia. This yenr, the figure
is likely t> be around €0,000. And we shall continue to need them

if we continue %0 grow fast.

Thie, then, is the sctting ngninst which we heve to
consider osur long term problem of income distribution. The high
dependence on external mnrrkets and foreign entreprencurship in the
form of multi-national corporatieons implias that our fortunes are
sensitive to world trading conditicns. Should something go bédly
wrong with world trade, the rapid growth wo have b$en enjoying in

recent years can come to a grinding stop. Howevur, these are not




.

- 5 -

matters within sur countrol and thereforc we neoed not worry unduly
about it; except to prepare contingency plans. I ghall assume
thnt major oatastrophios, suoch o.s" that of tho Great Deprossion of
the thirtiss, will not tcke place during this decads.

There is one more matter which we havs to dispose of
before w: o.n get dowq}%ui protlems. And this involves a fundamental
mufter of pulicy. The yiestiun +e must answer cooner or lator is
this: "Vnen do we stop groving?" Or to be more preocise, at viot
point do we stop importing foreign workers and cease tc enoourage
foréign entruprenecurs ~nd capital to come into Singapore? Because
of our limited land area, industrinl axpansicn together with the
populetion expansion thot goos with it will produce over-crowding
to inoreasingly uncomfortable limits. Dr. Albert Winsamius, who
has studled this subject at soms longth, suggested that the limit
be set whon the number of workers in the manufscturing industries
reaches 500,000. It is as good a first approximation as any otherx.

Table II gives tho number of wurkers engaged in
manufacturing industry sincoe 1960.. The number inoreased from
33,799 i 1960 to 148,587 in 1971. The rate of gr:wth from 1960
to 1966 was . 5%3 in the .=t { ur yoars, the inoroa;e avaeraged
an anmal rnte of 21%. If this rnte continues, wo will havo the
half a million mark in .he manufacturing industry in 1978. That
yoar, 1978, will be a fateful yeer for Singaporeans if the scurse of
historv runs alcng tho lines of our linear projections of ocurrent
trends. By that year, our por capita GDP in real terms would have
reached ths ourrent British level. In that yeur too, we would havo
half & milliun workers in the manufaocturing industry. That would
be abcut tho time when wo might wont to stop growing, or at least

stop growing ot presaent rates.




Earlier, I oxpressed somo TeSarrationg about our
DLW %o sustain a 12 porcent por ocpits grows op 4. aop

even if tha rato of inorcase of investment in EXLCrt—ord epq
Lt s

manufaciuring industries oan bo sustained. An exazination of tha
inore.se ‘n %he work forde figure will teil us how anlikely it is
that the trojection would be realised. By 1978, the Projeotion

shows a “fgure of 566,900 workers in the manufacturing industry

If thi. 2ecrc. vted an incre~ss o 4

over iY1{, this meany that
about 120,300 w .rkcre wouls hava hava antornd the wmieetee w ., o

indnstry ir y73.

e »ax.nr'amntn af amplayment in tha ‘“"U‘l‘tM&\ckvg-
gector, thers ¥.11 1o innroncsah iy »';M gt ot the atonomy. Is
is not .ucy to predioct the increase in the working popsisatiom 3.
1978. DButween 1965 and 1970, the to%al workinge population -
farmers, hawkers, capitalists, shopkeepcrs, indunsrial workers,
evérybody - ircrensad from 557,000 4o 693,000, an inareage of
136,000. Workers in mamufosturing es'miliskuents employing
10 persons or more increased wy 74,400. If <ha aame raxio holds
in 1978, therc ooculd be an increase of 220,UM in =hg working
pcpulation. Since Singapore can provide an addlti')n&:,_(.q,ooo
or so, w2 have to import 150,000 from abroad in one year % one.
I+ is ualikelr thet we would have found = method of ebsoruig
such a large influx.

It is theref rec likaly that some Iwll in gmm_
rates will be unavoidable in the latter half 5f thie aenada, i

fateful year will not ba 1978 but possibly somo year iwn *he riwus,

half of the next decade.
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By hew much will we have to slow 2own sur &rowth?
I do not want to pursuo this in dctail for dats available are
too cruds four Jdependabls estimates. This may be a2 useful
research subject in itself. A1l I want to say now i3 that the

slowdown will be less than what the Tigures quoted suggrest.

The reason is that a wuod part of the 74,400 inocrease in the

menufacturing sect.r werc gensrated in labouv—intensive industries
such as eloctreniecs anl tuxtiles which we will nct be enoouraging.
Accordingly the labour influx andi growth of working population
would be smaller than the figures I ga2ve. But we alaso have to
take intc 2ccount that as standnrds of living ¢2 up, demand for
"tertiary industry" - service, sducation, eutertainment and

.
recreation - goes up .very rapidly.

Let us now consider the question of Jdistribution
of income against this backdrcp.  When puople discuss distribution
of income in Singapore, they automatieaily think of what increeses
in wages or salarics our workers shouli cet which many well-meaning
people think is long overlue.

Actually, thore is 2 more fundamental matter to be
dealt with. And that is the divisi~n .f the Groyss Dcnsstie Product
betwoon Singapsrvoears anl foveigners. At present, this is nct a
issuc of much importance. 3o much so that it has attracted very

little public interest. Further, up trnow, Singapore enjoys a net
surplus of factor income from 2broad, so that our ONP exceeds our
GDP. Currently, this is running at maore than %100 millicn a year.
But if the main thrust of oconimic expansi-n will be provided by
multi-n2tional companies basing their offshore perations in
Singcapore, the position couid well change. In thoe sceond half of

the decade, the G™® culd well fall shourt of the GDP by & substantial
amount, as profits of multi-national compunies increase with their
numbers. It is as well that we try to foresee how these national
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income components move in future years, what kind .of problems
they give rise to, and what we can 1o to influence trends.

What are the factors that influence the division
of the GDP between ourselve: and cthers? There are four main
ones listed as follows, noi necessarily in their order of
importance:~

1) fTax incentives

ii) Equity participation by nationals

iii) Type of industry and its structure

iv) TLevel of weges.
We might add a fifth, the general level of profitability of
offshore eperations of multi-national compnies, Dut this
depends on a mumver of factors peyond our control, such as the
world irade situation, trade policivs in our cxport merkets and
competition from other offshore cperations in developing
countries, But I will discuss only the four factors over which
we have some control,

When the decieions were made on tax incentives for
export industry, now cmbodied in legislation, during my last
term of office in the Finance Ministry, I &id not expect, nor
did anybody else, that they would have produced such immediate
and substantial respousc. Our thinking then was that Singapore
might not reach European per capita GDF until the 1990s. Hence
the 20-year tax privilege for export profits at a concessionary
4%. Nor was there a policy to encourzge a measurc of national
equity participation in these offshore operations of multi-
national companics. We werc then in what was generally belioved
to be a desperate position with the prospective loss of carnings

from the British military,
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If presen. conditions continue and the inflow of
investnont by rultder - ti-nal cowpanies proceed without sbatement,
it may bLe to our long-tern intcr- st to review this policy. Of
course, those who have already rcceivcd such incentives will
oor.:inue to enjoy them in full mezsure., But future investment
cou:lé, perhaps, be offercd loes gunerous terms, for instance
10 years' tax at 4% and thereaftcr increasing in, say, thrce or
four years to tho full 40%. A requirement of national equity
particivation could be insisted upon except where the project
is very desirablc on spocial grounds. But the guestion of
national equity partioipation has alwuys been a delicate one and
needs to be handlcd with care.

As regard: the type of induciry and its gructure,
we uav. already moved away from encourcging labour intensive
irdustrizs .o be locate? hore, This is merely one aspect of
trying to cloce the gp hetween the GNP and the GDP. Kowever,
we should do ner. thoe. jusi disccuragoe industrios whosc
continucd exictonce depends on low wages.

We can have a clcar insight into the problem if

we "o k at it not from the viewpoint of 1972 but of, 1978 or

whatever the fateful yeor would be. DBy that time, if all goes
well, we will havce a marufacturing industry employing some half
a million vorkers, What kind of industries would afford the
greatest benofit to the Republic? By the criteric we use, this
means the highest proportion of local content in the manufac-
turing process, the greatest potential for wage dncreases, the
greatest prospect for nitional entreprenewss to move into allied

indust.ves, If we can so select our industries so as to




maximise these elements, we would have reducedthe gap between
the GNP and the GDP.

It ie not easy to find answers to these questions,
The reason is that there is no one discipline that trains a
person to form a correct judgement on such metters. Technical
people are ccrtzirly regquired. But the trouble with engineers
and scicntists is‘ that they are easily dazzled by tiohnology,
rather like a child playing with a new toy. Accordingly, their
judgement on economic affairs is often suspect.

In this ¢ nection, I have a suspicion that when
a “ufi ‘tive economic history of Brit~in in the post-iar era is
written, 31 18 not only tk: Br:iish TVC that will be held
respe..sibl. fur the ec nery's porr performance, I suspeet that
the sciesalists a.d enginecrs in the Ministry of Technology
(or Mintech) have z lot to answer for.

Whet happened was that a substantial effort was
mow. ~ d in the frontier-of-knowledge industries - jet
aircraft engines, civilian and military ailreraft, rocketry and
missiles, sophisticatod cleetronic systems -~ where the
British enguged Amorican industrics in an unequal contest,

The Japanesc and Germans, having lost the war, set thefr sights
lower and concentrated on relatively low technology products -
notor cars, ships, steel mills, industrial machinery, radic
and T.V. sets, cameras. As their best brains were engoged

here, %iey had no difficuvity in outpurforming Britigli produnts

in the exp-.t markets, 7The British got the worst of both worlde

becuase Minteclhi's scir .tisis deployed high-quality brair-power

in the w.,ong way.
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I ar not saying that our scientists and engincers
are of no value in plarming our futurc industrial structure.
Their opinion must be sought but this necds to be tempered with
economic realism, Econcmists, on the other hond, know little
about industrial processes, In making judzcment on the type of
problems described cbove, an cconomist needs tc have extensive
kncwledge of technical processes in industry. Only then can he
have an adequate grasp of intcr-indusiry linkngeé, a matter
which lies at the core of the prablewm,

We want our industrics to be so structured that
components strengthen enchi other and we maxinise our geins from
external economies of scale. Such support between industries
takes several froms. The mosi obvious is the supply of
components, packaging material, toclSand dies, meintenance and
supporting services, 4 coherent structure would cnable a more
effective training programme to be mounted in our schools,
Polytechnic and the Uriversitivs, Further, it will be ecasier
to mount a resecareh and develcpment effort worthy of the name.
A1l this would mean that in the long perspective, Singaporeans
themselves would not only be oble to man the technieal and
managenent pcsiticns, but also contribute to product development
and innovation,

I may perhaps make my point clearer by considering
what will happen if we fail to establish industries which fall
together coherently. Perhaps we may havq?pctro—chcmical plant
here, a watch fzctcry there, a computer plant claewhere, Each
of these is linked to the headquarters of the multi-nztional

companies, to their oversezs markets, depending for development




and progress on the research efforts cversezs. This is the
danger which ie what we nre facing and which we want to avoid
if we can by a policy of selcetive encouragenent,

This is & iong term problem as I see it., I have

defined the problem somewhat skctehily, It is not easy to see

a solution in sufficient detail as to be of operational value.
It secms to be a field to which rescarch cconomists should
devote their attention. However, if they are to be effective,
it is necessary for them to acquire additicnal tzchnical
imowledge, possibly by some formel course of training both
theoretical and practical. In this rcspect, I may mention that
the Japanese econumists seem te have a much firmer grasp of
technical and engineering matters than economists trained in
the British and American tradition. Perhaps this is one reason
why the Japanese have been able to select industries with the
greatest growth potential, on which they riounted a concentrated
effort with such conspicuwous success.

I now turn to the level of weges, the sther aspect
of income distribution. The factors influoncing the long term
level of wages are as fullowsi-

i) The inflew of Malaysinn Wwerkers we allow each year.
ii) The m bility between occupations granted to

Malaysian workers .under the conditions of their

work permits.

Competition from cother under-3develiped countries

to attract milti-national cerporations.

iv) Trade unicn policy and actiun.
It is one of tHe ironies of histury that a few yoars

ago relations between Malaysis and Singapore deteriorated visibly




-13 -

%8 a result of our action to> replace Malaysian workere<hy
Singopore workers as 2 ueans of reducing uncmployment. Now

ths ir.low of Malaysian workers in subetantinl nunters will

b: renuir. to susteir .us growth. There éeems t~ be a
ounvergoncs 2f inter uto ters s our employmant of Malaysizn
workers sontributes ian no smzll measure to relicviné their
unsmployment lJifficulties. Should Malaysia achieve full

emp! oyment at a gunoral wage level comparable to ours, thereby
stupr ng this scuroe of labcur, we will have to look to <ther
gources. Fortunsioly, ovor-popalatod Asi2 gives us many cpticns.

Tho Malaysian worker is of oxcellent quality, being morc
serious, 2liligent and persevering than the Singapcrean worker
who is 2 rather demanling employee. Furihor, tho work permit
isaued to the Malaysian workers is valid cnly in respect of
the omployer who engages him. This makes hin an cven more
attractive acquisition .han tho young Singapcrean who hops from
one omp’ “yer to ancothor in the mistskon belicf thuv he is
thoreby imp- oving his fabtuge jrospects.

Regarding the thirl fucutor, competitioun from >thor
lessar ccuntrieuy, at present the contestants are South Korsa,
Taiwen, Hong Kong, with Malaysia a potontial candidade.

Ther: is nc reason why other unler-develspaed countries should
not .nisr the field. All thoey have to 10 is 1o provide e firm,
stablelani officiont 2iministraiticn, stop the habit of 2ipping
their hande intu the public till, lisciplina thelr work force,
provide the infra-structurs enl introduce the kind of econcmic
policias that we have. Competition is not e matter whioh
should worry us unduly. There are probably more multi-national

companias looking for an offshore haven than Singapore can

poseibly play host to. ™t we should not at the same time
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take unneceasary chancoes either by ellowing an uncon:rolled
wags hike to take nlece, or py letting up on our promotion
aefforts, ot least until wa reach the fateful year I talked about.

As ragards trale union action, the point {to note is
thit in an export-oriented cconomy such a3 ours, wags inoreasos
not matchoed by proluetivity increascs do not lead to the kind
of 4.:2etic inflation as they o in othgr types =f scunomies.
The, will -ad to the le: senins of Singapors £s an atiractive
inraestmont 1.c:tion and to that extent, they will eniunzsr the .
growth f cur sosmomy Z.in is why the decisiun to ustablish |
e ¥agee Ccuncil was 2 wise one. The prospects, so far es
I can see them, ave for a steady, susicined, but nmoderate wage
incrazie sver the yo-.»8 until the point whon wo docide o
level off .ur economic growth.

Aftar that, Tuch will dopend on whothsr we have wisely
selected *he industries for location in 3ing .pore. If we have,
our dependonce on multi-nationzl corpanies will be lesscened;

46 would bae able by our effo-rts to develop export markets for
guch products as we have tho capacity to specialise in.

“hg saope for imprevutants in wage level will be all ths
targer angd will depend on the resourcefulness of onr salesmen,
the ingenu. .y of our sciuntists and vnginuors, the officiovney
of cur manas-ment and vhe 3kill and indugtry of our workurs.
Under such corditions, theri is, .:0 reason o telieve that wage
levele coulld not oventually approsch thusc 22 the modern
industri.:1 states.

If, on tho other hanl, our inlustries nonsist largely
of a hotch-rotch of unrelated manufacturing cnterprisas

dependent on the markets and management of multi-national

companies, there may be severe oonstraints on wage incruates.
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Even if it was nc¢ longer nacessary to attract new enterprises into

tho Republic, it is likoly that by the ond of this decade, we

will have several competitors amcng developing nations, as

hosts to thess multi-naticnal companies. As I said earlier, the
pre-requisites arc not sc difficult to achiusve as to meke our
case unigu. for all time. For instance, Ceylon could cnter

this league if her people were to stop politicking and get down
to seriocus businuss. MWalaysia, too, could provide a congenial
anvironment, though sho will havs to adopt eoonomic strategies
and policies different from thoss rocommended in her Second
Devalopment Plan.

Should other develeping countrics succced in attracting
multi-national companies and if we fail to develop our own
indigenous industrial effort, and if our dependence on the
multi-national ccmpanies is complets, a difficult situation may
emerge with a growing gap betwocn our GNP and our GDP. It would
bo accompanied by increasing not diminishing inequalitices in the
distribution of incomz. This is not a prospoct that we can
contemplate with equanimity.

Ono coneluding cbsorvation. I am not saying that we
should be wary of multi-naticnal companies. Quite the contrary,
we should continuc to welcome thom and give them the inducements,
incontives and support that they require. But we should be more
sslective and discriminating in our role as a host country. MNost
important of 211, we should cnsure a sound grewth of indigenous

entrepreneurship, mcnagement, scicntific and engincering skills.




