OCCASIONAL PAPER

;o Singapore
A Case Study in Rapid Development

I
Edited by I‘Sgnneth Bercuson with a staff team comprising

- Robert G. Carling, Aasim M. Husain,
Thomas Rumbaugh, and Rachel van Elkan

INTERNATIONAL MONETARY FUND
Washington DC
February 1995

VB TU Darmstad:

Ll IH {ll "H I



Contents

, Page
Preface ' vii
List of Abbreviations viii
L Introduction o I
in. Accéunting for Growth in Singapore 4

Rachel van Elkan
Performance of Output and Productive Factors in Singapore, 1960-92 4
Output Performance 4
Phyéical Capital . 5
Labor ‘ 6
Land : 6
Description of Methodology 6
Measuring Inputs,; Factor Shares, and Results 8
Inputs and Factor Shares 8
Results , 8
Conclusion  ...- ’ / 10

’ - [

Ill.  Singapore’s Development Strategy Y I

: Rachel van Elkan
The Stritegy: A Historical Perspective 11
_ Phase 1: Import-Substitution Policies, 1959-65 11
Phase 2: Export Orientation, 1966-73 12
Phase 3: Industrial Restructuring, 1973-84 13
Phase 4: Economic Diversification, 1985-Present 14
Selective Tax Incentives 15
Economic Policies and Growth: An Assessment 15
Conclusion i 18

7/

\ IV.  Fiscal and Monetary Policies 20

Yy Robert G. Carling
N\, Fiscal Policy 20
\ Government Expenditure Trends and Policies 20
Taxation Policy and Revenue Trends 21
Fiscal Balance 23
State-Owned Enterprises 24
Monetary Policy 25
Evolution of Monetary Policy 25
Role of the Exchange Rate 26
Appendix 4-1. The 1994 Tax Restructuring 27



CONTENTS. ) .

Page
V. Labor Market Policies 29
Robert' G. Carling
The Four Periods of Labor Market Policy 29
Phase 1: Rapid Industrialization, 1965-78 29
Phase 2: Economic Restructuring and the Wage Correction Policy,
1979-84 30
Phase 3: The 1985 Recession and Wage Restraint 31
Phase 4: Recent Developments, 1986-93 31
Labor Market Institutions 32
Labor Unions 32
Industrial Relations System 33
. National Wages Council 33
Foreign Worker Levies 33
VI.  Singapore’s Experience as an Open Economy 34
Thomas Rumbaugh
Balance of Payments Developments 34
Overview 34
Changes in the Pattern of Trade . 35
Trade Liberalization 35
Overview 35
Exchange System . 37
Singapore and Regional Initiatives 37
Singapore and the ASEAN Free Trade Area 37
Johor-Riau-Singapore Growth Triangle 37
Foreign Investment _ 38
Singaporean Investment Overseas 38
International Financial Center / 39
: 4
VIl. Determinants of Private Saving in Singapore 42
Aasim M. Husain ' ;
Historical Trends 42
CentmﬁProvident Fund 43
‘International Comparisons 45
Empirical Analysis of Private Saving 46
Economic Growth and Demographic Changes 46
Substitutability of Public and Private Saving 47
CPF Saving 47
Appendix 7-1. Modeling of Private Consumption and Saving Behavior 48
Appendix 7-2. Substitutability of Public and Private Consumption 50
‘ 7/
‘ &
Statistical Appendix 53
N .
Bibliography . 64
’
Text Tables
1-1. Basic Data 2
2-1. Intercountry Comparison of Educational Attainment of the Work Force 7
2-2. Contributions to Growth in Aggregate Output 9
3-1. Contribution of Foreign Establishments to Manufacturing 16



Page
3-2. Posttax Return to Equity Investment by Sector and Type of Owner,
1981-90 " 17
4-1. Comparative Central Government Expenditure and Revenue, 1990-92 22
4-2. Composition of Tax Revenue 27
4-3. Comparative Tax Rates, April 1994 28
5-1. Output, Prices, and Labor Market Developments 30
6-1. Key Steps in the Liberalization of Singapore’s Trade and Exchange
System 36
6-2. Measures Related to the Development of a Financial Center 40
6-3. Growth of the Asian Dollar Market 41
6-4. SIMEX Trading Volume 41
7-1. Gross National Saving Rate 43
7-2. Gross National Saving Rates in Selected Countries 45
7-3. Two-Stage Least-Square Estimates of Consumption Function 50
7-4. Tterative Nonlinear Two-Stage Least-Square Estimates of Consumption
Function = 51
Text Charts
1-1. Selected Economic Indicators . 1
2-1. Structure of GDP . 5
2-2. Gross Fixed Capital Formation as a Share of GDP 6
2-3. Total Factor Productivity Growth 10
3-1. Real Private Sector Capital Inflows 16
4-1. Central Government Budget 21
4-2. Measures of the Budget Balance 23
4-3. Exchange Rates 26
5-1. Wages and Productivity 31
6-1. Balance of Payments Developments / 34
6-2. Structure and Pattern of Trade 35
’ 7-1. Gross National Saving Rate 42
7-2. Public and Private Saving Rates 7 43
Statistical Appendix Tables
Al. Pioneer Manufactrring Firms by Industry 55
A2. Ratios of Actual Government Expenditure to Equation-Based
Predictions 56
A3. Revenue and Expenditure of Central Government and Statutory Boards 57
A4. Population, Labor Force, and Employment 57
AS5. Balance of Payments Summary 58
‘ A6. Status of Trade and Exchange Restrictions at End-1993 - 59
A7. Flow of Forelgn Direct Equity Investment by Country of Origin 60
AS. Flow of Foreign Direct Equity Investment by Industry 61
! A9. Stock of Investment Abroad 62
\ A10. Central Provident Fund Contribution Rates 63
\ All. Withdrawals from the Central Provident Fund 63
\

4



