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SINGAPORE
What makes an Asian Tiger? Exploring challenges ahead

Snapshot
The year 2015 is one of remembrance for
Singapore. The passing of its founding father,
Mr. Lee Kuan Yew, in March marked the end of
an era of a great statesman. Lee transformed
Singapore from a relatively insignificant
economic backwater into one of the most
vibrant financial hub in Asia. Highly admired
throughout the world, Lee built a nation with a
solid foundation that made the “little red dot” a
successful country known for its remarkable
standard of living. The unprecedented success
of the Singapore model is without doubt the
result of hard work and meticulous city
planning.

In August 2015, Singapore will celebrate its 50th

anniversary of independence. The journey of
nation building that the Asian Tiger undertook
was arduous, yet the island nation has come a
long way to emerge as a respectable country in
the last 50 years. This analysis attempts to
review the key success factors of Singapore,
from its solid institutional foundation to its
dynamic labor market and productivity.
Additionally, it is important to review the
country’s development of key sectors, as in the
case of government-linked companies (GLCs),
and its unique monetary policy. By looking
back at the various success factors of
Singapore we aim to better anticipate the
challenges that the country faces for the next
50 years and beyond.

Institutional foundation
The key pillars of the institutional foundation in
Singapore are economic freedom, coherence
and pragmatism.

Economic freedom
Singapore practices the highest level of
economic freedom which is driven by prudent
macroeconomic policies. For example, the
Economic Development Board (EDB) was set
up to encourage investment and business in
Singapore and hence strengthen the country’s
economy directly.

Cohesion
When a policy is changed, the government
takes a multi-dimensional approach to lessen

the impact it will have on citizens. It adapts
policies according to the needs of the people.

Pragmatism
Pragmatism is the philosophy of economic
development in Singapore. The government
focuses on economic development and
formulates economic policies based on current
and special circumstances. In being reactive
and proactive, to the country is able to
maintain rapid and efficient economic and
social development.

Labor market and
Productivity
Singapore’s labor market is unique and
characterized by a low unemployment rate and
high dependence on foreign labor. Based on
the IMD World Competitiveness 2015 Ranking,
Singapore has the world’s third lowest
unemployment rate (2%). Total employment
growth slowed in 2014 in comparison to 2013
and was characterized with growing local and
decreasing foreign employment.

Trends in the labor market influence
productivity, which is highly dependent on
cheap foreign labor (hit by a restrictive
manpower policy) and driven by government
supporting programs. There is clearly a
seasonality factor in productivity, but overall
the country has seen a gradual increase from
1980 to 2015 (1). The correlation with
immigration laws and policies is traced as one
of the key drivers of the process.

According to Singapore’s Ministry of
Manpower, in 2014 the country “maintained its
approach of taking progressive steps to raise
the quality of foreign workforce and reduce
reliance on foreign labor, in line with the
Government’s efforts to achieve quality
economic growth driven by sustained
productivity improvement” (2).

Infrastructure
Throughout its history, Singapore has
benefited from its location, being the “gateway
to Asia.” This has especially been the case for
maritime trade. According to the Maritime and
Port Authority of Singapore, its maritime
ecosystem includes over 5,000 establishments



Navigating the Future 2015

56

employing more than 170,000 people and
contributing approximately 7% to GDP (3).
Singapore has developed itself into a premier
global hub with a network of over 600 ports in
more than 120 countries. In terms of shipping
tonnage, it is the busiest port in the world,
serving over 130,000 vessel calls, and it is the
top bunkering port, lifting 30 million tons of
bunkers per year (3). Connections to both
Europe and Asia and accessible and safe trade
routes make the city an ideal international
trade center.

Education
High-level education in Singapore is achieved
by efficient investment of the government.
According to the PISA report, students in
Singapore score remarkably high in
mathematics and reading. Government
spending on education is, however, only 3% of
GDP, which is lower than the OECD average.
Therefore, investment by Singapore can be
seen as efficient, generating a high return.

The government tries to focus on nurturing
creativity and not on pushing pure knowledge.
Initially, the principle of education used to be to
focus on problem solving. Singapore’s teaching
regime focused primarily on the transmission
of conventional curriculum knowledge and
examination performance, which resulted in
high performance in international
assessments such as PISA. Nevertheless, the
government is trying to invest in a new
education system to focus on creativity rather
than problem solving (4).

Government-linked
companies
Government-linked companies (GLCs) play an
important role in the economy of Singapore.
For Singapore, GLCs are defined as
companies, in which the government, Temasek
(a government agency) or another GLC, is the
controlling shareholder. The controlling
shareholder has a stake of 15% or more. GLCs
include companies which are directly owned by
Temasek. Companies where there is another
shareholder with a larger stake are excluded.
(5) (6)

GLCs are active in all four key industries of
Singapore (manufacturing, wholesale and
retail trade, business services, and finance and
insurance). In the manufacturing industry,
Singapore Petroleum is one of the oil trading

companies operating in Singapore. In
wholesale and retail, the National Trade Union
Congress (NTUC) has a domestic market share
of more than 50%. For the finance and
insurance sector, the Development Bank of
Singapore (DBS) was set up in 1968 and it is
the largest bank in Southeast Asia. (7) (8) (9)

From an analysis by the National University of
Singapore, GLCs occupy about 60% of the
market in terms of GDP. Moreover, the REIT
market is 46% covered by government related
investment trusts. As a conclusion, most of the
market is driven by the government (10) (11).

GLCs generally have higher governance
compared with non-GLCs. Governance of GLCs
is higher compared with non-GLCs such as in
board matters, remuneration matters, audit &
accountability, and communication with
shareholders. The reason for this  is mainly
that the government is leveraging GLCs to set
the standard for industries (10) (11).

Monetary policy
Singapore is a nation which is heavily
dependent on international trade. The size of
the trade through Singapore is much larger
than its internal market. While other nations
influence the aggregate demand of their
economies by controlling interest rates,
Singapore adopts a managed exchange rate-
centered monetary policy. This unique policy
was adopted by the Monetary Authority of
Singapore (MAS) in 1981 to ensure stable
growth of the economy of Singapore and has
been maintained ever since.

The continuous fall of oil prices prompted the
MAS to recently review its monetary policy and
in January 2015 it unexpectedly announced an
easing measure. (16). The aim was to weaken
the Singapore Dollar by adjusting the slope of
the managed currency trading band. As a
result, the value of the Singapore Dollar has
dropped to the lowest since September 2010
(17). On April 2015, MAS decided not to ease the
currency further, citing improved economic
outlook as a reason (18).

Challenges ahead
As Singapore enters an era post Mr. Lee Kuan
Yew, it faces various challenges and obstacles
to maintain its leading economic position:
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Political outlook
The People’s Action Party (PAP) had its worst
performance in the 2011 general election,
winning just 60% of the popular vote (19). The
next general election will happen after August
2015. It might not bring significant changes to
the current ruling party, but it is interesting to
observe the public opinion on Prime Minister
Lee Hsien Loong for the first general election
after the passing of Mr. Lee.

Immigration policy
The influx of immigrants to Singapore has
resulted in overcrowding and strong sentiment
from locals against foreigners. Therefore, the
Singapore government tightened the rules on
hiring foreign workers at the end of 2014 (20).

International trade
The overdependence on trade exposes
Singapore to economic volatility from trading
partners, especially in economic turmoil era.

Resource scarcity
As an island city-state with 5.4 million people
living on a surface area of just slightly over 700
km2, Singapore has been facing increasing
resource scarcity.

As a conclusion, the fundamental challenges
faced by Singapore can be traced back to the
guiding principles of pragmatism as promoted
by the founding father. The very fact of being a
meeting point between East and  West,
Singapore must deal with the scarcity mindset
and find a position in the delicate power
rebalance between the US and China.
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