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Key Facts Hong Kong Singapore
Official Title: Hong Kong (China) Republic of Singapore
Official Language: Chinese, English Chinese, English, Malay
Population: 6 million (1996) 3 million {1996)

GDP Growth, 1964-1994

(annual average %) 7.9% 8.6%

GDP per head: US$ 24,560 (1996) US$ 24,500 (1996)

Unemployment: 2.5% (1996) - 2.7% (1996)
Inflation: 6% (1996) 1.4% (1996)
Visitors: 10 million (1996) 7 million (1996)
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_'Abstract

This thesis is a comparative study of socio-economjc development in Iréland, based on case studies of
economic growth: in Hong Kong and Singapore since the post-war penod and ‘their implications. for

Ireland

Tradltlonally Ireland was often- compared to small European countries whrch are be11eved to be ina s1rmlar _
51tuat10n to Ireland, as a small and open economy (SOE) ina penpheral location, but have achieved hrgher
'_econormc success than Ireland However as this study has attempted to prove 'small economies outside
Europe such as Hong Kong and Smgapore which are also SOEs “have successfully achieved econormc
development and transformatlon during the last few decades Thelr experiences assemble a umque model
of economic growth for an. SOE ‘which is rather different from the one represented by successful small

'European economies:

A feature of the econormes of Hong Kong: and Smgapore is the dormnant serwce sectors Wthh are
mtematlonally competmve and 1ntemat10nally traded toa large extent. Thrs feature mamtams both Hong Wy

Kong and Smgapore s staturé as international centres for tradeand: setvices.

. Results obtained from the theoretical analys1s 1in thls study which was carried out usmg Mrchael Porter’s
’Natlonal Competmve Advantage framework, reveal that Ireland possesses the same range of natlonal v
competitive advantages as Hong Kong and Smgapore Therefore- there is the potential for servrces

' development in Ireland.

The findings of this thesis indicate: aj:the potential for the development of international market servi_ces in
_Ireland, b) the importance of savings and investment in the future development in Treland. This thesis also
points out the weaknesses in the current Irish economy: lack of service exports, and inadequate savings and

- investment.
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o | . Research 'MéthOdOIOgX. :

This is a comparativ'e study of post-war socio-economic development,in Ireland The reason for doihg a
comparatrve study is to compare different econormes and to 1dent1fy the advantages and drsadvantages of
each economy Successﬁrl econormes can pI‘0V1de léssons: for the less or late developed ones. Hong Kong

and S1ngapore are.chosen as contrasts in thrs study, because they have been successful in therr economic
‘ development and they fall into the same category as Ireland - a textbook model of a small and open

economy (SOE) in terms of size, populatron and exports as a % of GDP.

To explore the issue of econommic growth in an SOE, a review of growth theones is necessary in an attempt
| to 1dent1fy the theoretrcal rationale behind: the success of both Hong Kong and Srngapore Mrchael
Porter’s Natronal Competitive. Advantage_ is rntroduced as the theoretical framework, when mainstream
growth theories appear inadequate to explain the particular cases of Hong Kong and Singapore Although
“ Porter’s theory is not orrglnally a growth theory, it helps to understand how 4 nation can be successﬁrl in
certam industries, and that if the core industries of a natron are successful that nation’s economy’ will be
successful. In order to-establish how Hong Kong and Smgapore have achieved their success;. case studres

of both economies are carried out. Their growth experiences are then described, analysed and evaluated. .

To serve the purpose of,this' thesis, the final stage is to-compare economic development in Ireland over the- i
" last three decades with _the experiences of Hong Kong and Singapore, in the light of the ‘case studies and
theoretical discussions in previous chapters. The comparisons are carried -out -between ‘the growth in
. €conomic sectors in all'economies studied within a same time ﬁ'ame in order. to identify from where and

~ when that Ireland has developed a different path of growth to the contrasts. Given that the employment
situation in . Ireland deserves specral attentron the differences between. Ireland and the contrasts in . |

employment development are emphasrsed.

In addition to the ‘comparative study, . Michael Porter’s theory is employed - once more, to assess °
competmve advantages of Ireland in international services. This assessment provrdes a.theoretical forecast

of which industry in Ireland is expected to be successful and why the Irish economy was not as successful ‘

as the contrasts until the late 1980°s.

IX



Due to the slmllarmes between Ireland Hong Kong and Smgapore lmpllcatrons for Ireland can be denved
from both the comparatlve study and the theoretrcal assessment Special attention is pa1d to the success of
“the Insh economy since 1987 Detalled assessment of the Irish expenence is carried- out in the hght of
- contrast cases, and the sustamabrhty of the current strong growth in the’ Insh economy is discussed, in
_ addltlon to an overview of eventualities related to the EMU issue: Subsequently the weaknesses of the
Irish economy 1n the past and at present are 1dent1f1ed and analysed and relevant recommendatlons for the

'~ future econorruc development inIréland are outlmed as the conclus1ons of this thes1s



In-tervwie'w Method'olog'y .

Field 1nterv1ews were cartied out as an integral part of the comparative study (Chapters 5 and 6). A
number of issues related to the focus points of this study were discussed with experts in the field of the
- national economy of Ireland. The purpose of these 1nterv_1ews is to draw experts’ views .on central issues
which related to the conclusions of this- study. ”fhe-‘results vof the interyiews were used'_to substantiate the

conclusions or tohelp with the assessment and appraisal of crucial issues in this study.

Interv1ewees were chosen as havmg an econormc quahﬁcation in. macroeconomics in Ireland employed in

both research " and non research mstitutes (mcludmg main govemment departments) large pr1vate

companies WhJCh employ professional econorrusts leadmg economic ‘and policy research 1nst1tutes and

universities m Ireland Eﬁ‘orts -were made to- match the number of mtervrews in each category,

organisations were chosen as cand1dates not 1nd1v1duals contacts were made with chief economists or
~heads of economic departments of eachtinstitute;(where applicable). .

. ' - .
" B . [

- Cop

If 1rut1al contact was not available for mterv1ew 1nterv1ews were carned out w1th persons recommended by'

-the contact. Some of the initial contacts declmed the request for an mterv1ew due to company pohcy or -

personal reasons and two of the, 1mtial contacts had leﬁ their orgamsation by the time the contacts~were,

made ‘In these mstances the mitial contacts were replaced wrth mstitutes whrch are in’ the same category 5

. as the 1mt1al ones. The names of 1mt1al contacts were obtamed from the IPA Directory 1996 and relevant .

company brochures.

Questionnaires were initially sent 'to prosp.ectiv’e interviewees by post, meetings were arranged 'by
. subsequent telephone contact Due to the need for detailed dlSCUSSlOIl, the ma_|or1ty of the. mterv1ews were
carried out by. face to face meetmgs w1th only two exceptions where due to a busy schedule, one, answer

\ was dehvered by post and one by telephone

. Institutions chosen.were: - R



Research Institutions:
Leading universities in Ireland in economics. State-run and independent economic research institutions or

institutions who maintain an economic research unit.

Non-Research Institutions:

Thé number of interviewees in non-research institutions were drawn from both the private and the'public
sectors. Given that mést of the private financial institixtions employ professional economiists, interviews in
the .private‘sle‘ctor, wére’ ca;m'ed out mainly among financial institutions. Incllidéd were the three largest
. banks in teriris_of' market share and employmént in Ireland, and a combiria‘tion'-‘of other institutions i.c.

" merchant banks, financial consultants and'stockbrokers.
IntérviéWeés in the public ség:tor were chosen from state bodies which are directly involved in making and

implementing macroeconomic policies; and directly involved in economic affairs in Ireland. They came

. from both public and seini-state bodies.

X1
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Introduction

“Trade has been one of the oldest and most visible forms of international
relations and is central to how states pursue wealth and power.” Sleek trading
clippers racing across the oceans in medieval and Renaissance times laden
with silk, precious-metals and other scarce commodities helped to link nations
together and economies to grow

Michael W. Donnelly,
. Univ.ersity of Toronto

(Stubbs & Underhill, 1994 p.487)

: Internatlonal trade plays an 1mportant role in economic and social life. A sound mtematlonal trade act1v1ty
" helps a country to generate resources dlstnbute products ‘and to balance supphes and demand57 In modem
‘times, international -trade is no - longer conﬁned to merchandise trade trade in services is. also - .-
‘internationalised in areas such .as finance, entertamrnent and recreatlon consultancy, law accountancy, .
- transport and commumcat1ons As. globahzat1on in the world economy cont1nues diversified: internationa ~-¥
':trade actlv1t1es are expandmg rap1d1y A few countries in the world have taken advantage of global1sat1on :.
'transfomung their natlonal econonnes into international reg10nal centres for merchandlse and serv1ces |
trade,‘Ho'ng Kong'and Slngap,ore among others, were the most successful cases. . ‘
" . Hong Kong and Singapore closely resemble the textbook model of a small and open eco:norny, along w‘ith'
Ireland.. The success of Hong Kong and Singapore in terms of economic growth and transformatlon has
recelved great attention in studles of econormc development Few countnes have ach1eved comparable ‘
rates of. growth of nat10na1 1ncome or undergone such a profound economic structural transformatlon 1n
‘thls century. ’The performance of both economies in Hong Kong and Slngapore during the,last few
'decadesl set up a unique model of economic growth for SOEs, which is -characterised by a high rate of
'grthh' and sectoral transformation. ~Where conditions are appropriate, a similar model -c’ould. be a

paradigm to be followed by other SOEs.



Given that lreland is another example of ‘an 'SOE as well' as a late developed one‘ the experiences of Hong

Kong and Singapore could be valuable to economic development in Ireland. Therefore the purpose of this

' thesis is to 1dent1fy -the 1mphcatlons for Ireland through the case studles of post-war socio-economic

development in Hong Kong and S1ngapore

The specnﬁc objectives of tlus study are:

1.

To describe. and analyse the economic development in Hong Kong and Smgapore since thelr

T mdustnahsatlon

To examine the major factors contributing to the econonuc success in both cases and to evaluate

 the’ ‘relative 1mportance to- each other.

From such an exammatlon ‘there emerges what may be called the model of soc1o-econormc

_development of Hong Kong and Smgapore Mlchael Porters Natlonal Competltlve Advantage‘

-theory is employed as the theoretical ratlonale

A brief comparatlve study s camed out between. the econormc development in Ireland and the

~ contrast cases. . |
. Fmally, to determme Wh.lCh aspects of the expenences of Hong Kong and Smgapore may prov1de' ;

" possible implications for Ireland. °

It is hoped that th1s thesrs w1ll contnbute to the understandmg of economic development in- Hong, Kong

and Singapore as models of successful SOEs Some helpful lessons may be derived and make a positive

contribution to study of.the Irish economy. -



' CHAPTER 1: THE THEORETICAL FRAMEWORK

11 INTRODUCTION:

The rapid grovvth of the Newly Industrialised Co'untries (N'IC’s)" in East Asia - among them Hong
 Kong and Singapore - has had a profound influence on development ecoriomies. Abundant
literature on these.economies has been published in addition to seminars and conferences held by
' international orgarnsations and Tesearch ,institu'tes. Owing to 'efforts of researchers yvorld‘;“ride, a
great deal of theoretical explanations of NIC’s, experiences have been dis'covered Although
consensus has been ach1eved ON NUMETous explanatlons researchers are Spllt on several other 1ssues
whjch -are 1mportant charactenstlcs of NIC’s. These 1nclude the role of government, the role of
forelgn m\;estment econormc structure, etc.. A common conceptual framework has yet to be

' identified in order to formulate the theoretical rationale behind the NIC’s success Therefore an

attempt is made in this chapter to analyse various growth theories and- empirical studles and

, subsequently to ﬁnd a su1table theory as the framework of this study

- This chapter starts with a review o,f the _de\"felopment of mainstream growth theories; this will be . -;
followed by a brief account of recent studies of NIC’s development based on mainstream theories.: '
'The deficiencies: of conventlonal theones will be discussed before Michael Porter s Natlonal .

- Competitive Advantage to be 1ntroduced as a guldelme for this thesis.

1.2 THE EVOLUTION OF GROWTH THEORY:

1.2.1 THE CLASSICAL SCENARIO

Classical economists such as Adam Smith (177 6), David Ricardo ( 1817), Tho,mas‘Malt_hus (17985,
and'l(arl‘ Marx (1840) provided many of the basic elements that appearrin modern theories of
' economic growth. In terms of growth theory, classical theorists laid down the foundation. for
future studies by providing basic concepts wh1ch are still very much parts of modern theones Le.

“factor mputs labour capital and land (or a more advanced version: natural resources)



The classncal scenano of the process of econormc growth is descnbed by the mterplay relatlonshrps

ong labour wages and output “This is 1Ilustrated in anure 1.

Figutre 1 . "'The‘ Claséic"al'Growtli Model
3 w
3 ™
"

>

- Labour

. The vertlcal axis: measures total productton and the honzontal ams measures employment OW

;. ‘mdlcates the subsrstence wage lme and ON represents the populatjon bemg employed E W and’

| E W measure the i mcreaSmg proﬁt margm Obwously, the 1mt1al mcrease in labour mput resulted
“inan mcrease in both output and profit until E, from where the proﬁt margin dummshmg whlle the .
,- mcrease in labour eontmues The growth ends as. class1ca] theonsts envisaged, when .the law. ofs..

- "dummshmg returns sets m Wages squeeze out proﬁt at E where labour cost equals output thus%

-leavmg no surplus for accumulatlon and expansmn Even when techmcal progress is lntroduced (a

’Shl.ﬁ of TP to TP ) then note that the stagnatlon 1s postponed but not ehmmated The threat to

growth, accordmg to Malthus lS the negatxve eﬂ'ect of populatton mcrease Whereas Rlcardo ‘

e emphasnsed the lxmlts lmposed on growth by the ulttmate scarcity of land T o

The limitations of ‘elassie theories that ‘areigener_ally recognised inelud_e: |
a) - Therole of technical progress in economic growth was overlooked. .
by A key element of classacal theory the |ron law of wages 'is considered madequate in:

explammg wage determination. Fnrstly, it is based on supply only. Secondly, 1t fails to take
. .



1.2.2.

- mdependently by Roy Harrod and Evsey Domar durmg the 1930 s The Harrod Doma.r model has‘: ,

- between growth and requrrements The basrc assumptlon of the model is that the output of any.‘ .

into account the role of'i lI‘lStltuthl’lS eg leglslatlve bodles trade ‘unions and govemments m .’

wage determmatlon

~of economrc growth in many countries today. Cases can be easrly found where the growth

,of populatron does not restralns, the growth in the economy'(e.g. Iréland).

d) Genera.lly,thé’classi'cal theory appears too simple to explain suCh a complex process as

economic growth Factors’ other than labour, caprtal and natural resources that also play

' 51gmﬁcant roles in econorruc growth were overlooked

B

NEO:CLASSIC MODELS . ..

THE HARROD-DOMAR:MODEL: -

economrc umt depends on the amount of caprtal mvested in that umt Therefore the Harrod- -

e Domar model is oﬁen referred to asa capltal centred model

, »fDomar are the broad aggregates . g mvestment capital and output Ttis assumed that capltal and_

S

EERY

‘ Harrod and Domar emphasrsed that the pr1me mover of the. economy is 1nvestment and 1t has a dual‘

labour are fixed mputs and that output is related to the cap1tal stock by the. capltaVoutput (C/O).'_ '

rat1o The concept of the C/O ratio has greatly dommated theorles of growth and plannmg for

developmg countries, and it is régarded as the most nnportant contr1but1on to growth theory by .-

iHarrod and Domar

The background’ of the',emerg'ence of the Harrod-Domar model~was. éxplained by Herrick and

Kindleberger: - .

‘ ¢) l The populatron growth theory of Malthus has been proved to be mvalrd by the expenence N

The best- known productlon functron used in the analys1s of economic development was developed,x

‘_been used extensrvely in developmg countries as. a srmple way of lookmg at the relatlonshlp... "

LIS

'role fo- play, it creates demand but it- also creates capacrty The vanables chosen by Harrod and :



“The jump. from Ricardo-Malthus-Marx to Roy -Harrod (1900-1978) and Evsey.
Domar (b. 1914) is a long one. For more than a century, economists were largely:

concerned with problems other than growth, chiefly efficient allocation at-the margin.
Growth was intellectually neglected in part because it proceeded so effectlvely in
‘Western’ Europe and North America despite the spectre of Ricardian dlmmlshmg
returns ... ... " Growth was rapid and fairly regular and was therefore dlsplaced from
attention by other, more pressing policy problems. Not until the Depression of the
1930’s and the period followmg World War H did the questlon of ‘economic growth
arise agam

‘ (Herrlck and Kmdleberger, 1983, p. 28)

‘The centre of the Harrod-Domar model is an aggregate productron ﬁmctlon

G =s/k
Where G is the growth rate of total output s is savmg, and k as mentloned earlier, is a- concept
created by neo- class1clsts to be used as a measurement of investment eﬁ'lclency, ie. mcremental
capltal/output rat1o Thus accordlng to this formula, growth can be 1ncreased either by expendmg
'the proportlon of natlonal income saved or by increasing 1nvestment efﬁclency, meanmg more

output per unit of cap1ta1 1nput

The centre point of the Harrod-Domar model is that capital created by investment is' the' main-, -
determmant of growth alongsrde sav1ngs The incremental capital/output ratio hjghhghts the - 3%
product1v1ty of capital investment, hence the C/O ratio. plays an 1mportant role i in. determlne the rate .
of growth. The pnnclple of the Harrod—Domar model therefore is saving - & investment =
1ncremental C/O= growth, a much unproved hne of thought OVer previous. theones and to a large
extent 1t 1S st111 very ‘miich pan of. the theoretlcal framework of contemporary growth theories: Its
‘main. contnbutlon was the argument that one penod S caprtal formation is the next penod’s source * -
'of output i.e. that mvestment creates the capacity for ircreased productlon in the future, wh1ch in
tum affects. the size of equlhbnum output and income. This conclusion represented a conSIderable

step forward when compared with the unquantrﬁed classwal theory that preceded it.

' 'Another mam feature of the Ha.rrod-Domar model is its recogmtlon of the 1nstab111ty ina market

economy, ponnted out by Robert Solow:




“The characterlstlc and powerful conclusnon of the Harrod- Domar line of thought is
‘that even for the long run the: ‘economic system is- at best balanced on a kmfe-edge of
' equlllbrlum growth. Where the magnitudes of the key parameters the savings ratio,
~ the capital-output ratio, the rate of increase of the labour force - to slip ever so
“sliglitly from dead center, the consequence would be elther growmg unemployment or
prolonged inflation.” :
- (Bec’ker &,Burmeiser, 1991, p.{65)

The background of the Harrod and Domar theory, which can be found' in the qUotation’ of Herrick .~

. and Kmdleberger m the prevxous page,. was that the Great Depressmn trlggered the revival of -
'growth theory and .hence ‘the emergence of the Harrod Domar model. Their thmkmg was
‘predominantly influenced by the reality of that time. - '

' Harrod and Domar used productlon ﬁmctlons with’ httle substltutablhty among the mputs 50 that

the cap1ta11st system appears 1nherently unstable Smce they wrote durmg or 1mmed1ately a.ﬁer the :
Great Depressmn, these arguments recelved great attentlon among econormsts Although these
contnbutlons prompted a good deal 'of research at the tlme very 11tt1e of thlS analysrs plays a role i in

today’ 5. thmkmg Econorrusts n that penod were srmply paying . too much attentlon to the‘

1nstab111ty ofa market economy e T e e T e I = .

Apart from the problem of mstablhty, the appllcatlon of the Harrod Domar’ model is beset w1th'..

" other dlﬁicultles which were recogmsed by consensus: -

R

_ a) - Slmllar to the classrcal theonsts Harrod and Domar undermmed the eﬁ'ect of techmcal

g progress in determmmg the rate of growth

b | _'No provrslon was made’ for the effects. of human cap1tal mput Labour supply was ﬁxed at a,

, constant cap1tal/labour ratio, as was the wage level Itisa caplta]-centred growth model

c) - | ‘ ‘Thrs model is over- snmphﬁed and over aggregate. Many 1mportant vanables were excluded

i_or ﬁxed whrch does not hrghhght structural and reglonal problems




SOLOW MODEL:

The next and more important contrnibutions were those of Solow (1957). The key aspect of the

Solow model is the neo-classical form of the production function:
Y = AF (K, bL)

Where Y, K and L are-aggregate output, capital and- labour input respectively; b, is labour
productivity. A, was the most 'important _con;cribution to growth theory by Solow as a disembodied

technology factor.

The centre of the Solow model is an attéﬁpt at conceptué.liSing the residual factor in a quantifiable
form. The residual _fac’tér, i.e. the part of output growth which is not explained by the grov‘wh. _
rates of inputs like labour and capital, was originally discovered by Abramovitz (1956) and Soiow._
(1957). Their studies showed that between 80 and 90 per cent of the growth' of output per head in .
the US economy over the first ‘hajf of tﬁis century could not be accbgnted for by increased capital -
or labour inputs- (Thirlwall, 1994, p.73).- This ﬁndix-lg. challenged the traditiqnai view that ¢-

invgstmeht and'capital aCcumulatiop played 1e%1ding roles in the growth process.
Priér to Solow, the grth modél -takir'1g.t-he form of
Y= Y(I$, L) |
‘The growth of outputs pver time due to the growth of the inputs. Thus
& &K - dL

Y =20 K==
dt ‘ dat - dt

Then, differentiating the production function with respect'to time

Y=Y, K+Y,L



Y/ _y K/K' L/ L'
Hence A’_Y*A’/K+Y’A/L
Here the rate of growth of output is a weighted average of the rates of growth of the inputs.

However, the above equation failed several empirical tests in the 1950°s that were based on the US
data, including Solow’s own test. Technical progress therefore was introduced to explain the
residual. The simplest concept of technical progress is to suppose that it increases the output from
given input without in anyway affecting the way the inputs interact. The Solow model for period ¢

becomes

Y, = AF(K,,L)
o V= FK, L) A+ AR KL KA aR 4 Ly
= e

The residual is now élmply the rate of growth of A, it is also called the growth in Total Factor
Productivity (TFP). The Solow model implies that growth rate is decided by a combination of
oapital, labour productivity anti technological progress.‘ The protiuotlorl function can be wrltton a,sl
the combination of the following fac’tors-' D the rate of growth of capital stock weighted hy
capital’s share in net output II) the rate of growth of the labour force, weighted by labour’s share
in net output and 1I1) the rate of growth of technology (total factor product1v1ty) In- other words, '.
GNP rises .as the result of ‘long term effects of capital formation, labour force expansion, and

technological change.

Technological ’inlprovemént was for the first tirhe to be introduced as a basic factor of growth by
Solow. Thel importance of technology in economic tieveloprhent and growth was overlooked by
. economists from classical theorists to Harrod and Domar. It is the basic feature - which
dlstingoishes neo-classic models from their preceding ories'. Among othet‘ changels, savings

disappeared from the Solow model,



]

“the demsnon to save, in such-models,. is simply and automatlcally taken as a declsnon
to invest. The mtellectual origin of these models.is affluent countries, where capital
markets are well articulated, is clear.”

. (Herrick and Kindleberger, 1983. p.38)

An advance made by Solow from Harrod and Domar is that the growth path of output was -proved
-not inherently unstable. In the Harrod-Domar model, labour supply was fixed to a capital/labour
‘ratiol as well zts toa wage.level. "In.the Solow model, if the lebour force grew faster than the stock

of capital, the price of labour (wéige) would fill relative to the price of capital (interest rate); while

if capital outgrew labour, the wage would rise. A prediction of the Solow model is that, in the .

absence of contin.uing'improvements in technology, per capita growth must eventually cease. This )
- prediction, which resembles those of Malthus and Ricardo, also comes from the assumption ‘of '

diminishing returns to capital. The technology factor, in Solow’s point of view, is exogenous.

A hypothesis of Solow which has been exploited extensively in recent years is conditional
convergence.. It predicts that the lower the starting level of per capita income, the faster the growth

rate. This is derived from the assnmption that capital flows from a rich country 'to a poor country;

since country with a low capltal/labour ratio should have a high ‘marginal retum/capltal due to .-

'dummshmg returns to capital. Also the diffusion of technology world-wide made advanced
technologies available easﬂy to poor countries. This means that countries w1th a low per cap1ta :
-income are ‘expected to ErOW faster to catch up with high income countries. Thus, the correlauon.

._between per capxta 1ncome and average growth rate should be negatlve

However, recent ernpirical tests have indicated that in teimé of growth rate, | only upper-middle
income countries are expenencmg convergence, €. g East Asian NIC’s and fast growing ‘economies
in Europe such as Ireland w1th a majority of. low—1ncome countries showing no sign of convergence
(Appendix 1). The dlfﬁlSlOﬂ of technology was also. proved to be more complex than Solow’s
prediction. - There are ﬁnanmal polmcal and other obstacles that are preventing technology being
transfered. from rich countries to-poor ones.

Nonetheless, the Solow model was a landmark in the development of growth theory, the
introduction of technological progress and flexible factors made the Solow model thé best e\)er..

growth model at that time.
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The Solow model has provided the basis for estlmatmg the sources of growth in more than forty
countries. Whlle these studies concentrated initially on the mdustnal countries, they have now been
extended to cover developmg countries as well. These results prov1de a set of aSSumpt1ons as’to
the d1ﬁ’erences in' growth processes between industrial and developmg countries, mcludmg a

number in East Asia.

1.2.3 ENDOGENOUS GROWTH THEORY

Although neo-class1cal models had made 51gn1ﬁcant progress from the classical theories, one of’ the
ma]or problems in the appl1cat1on of neo-class1cal growth theory was that it still could not provide a

satisfactory explanation of the residual element in output growth. Sm_ce this resndual factor was

assumed to be exogenous by Solow, and lts_r_ole in the long term development in the'zUS was found - .

to be-significant, the economic growth achieved in the US in this century seemed unexplainable.

In the late 1980’s, economists attempted to an'a_lyse the nature‘ and the role of such 'a: re.s.idulal
elerment in grth theories by ehdogenizing it, this led to the 'establishment of endogenous grow:th*'i

theory.- The endo'genous theory triéd to explain‘ the residual phenomenon by introduc'mg‘the role -
| of human capital (as a complementary mput to phys1cal capital) into the production funct10n This"

new theory also noted that technologwal progress ds’ endogenous ‘and that educatlon and.~:;’

knowledge produce pos1t1ve extemalmes or mcreasmg returns

The ongm of the endogenous growth theory can be traced ‘back to the early 1960’s Arrow (1962)

sought to. explam changes in technology by analysmg the role of 1nvestment in research training

and educatlon by firms; and the impact of government _,pohmes which’ changed econonuc mcentlves

(such as tax concessions and -subsi'dies) to promote physical and- human capital accumulation The -

new- theory examined how changes in govemment pohC1es can have a permanent effect on the

‘growth rate of outpuit, not just on the level of output as shown by Solow Followed by works of

-Lucas ( 1988) and Barro (1990) endogenous theory has been extenswely developed - 1t hlghllghts

the role human cap1tal plays in the process of growth. Stimulated by the emergence of the
endogenous ‘models, number-of empirical tests were carried out on a cross- country basis, the

contribution of human.capital to gr_owth was confirmed.

11
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LUCAS MODEL:

The work. of Lucas is built on the'contributions of Arrow (1962), Uzawa '(l§65) and Sheshinski
(1967). ' ‘

It “is a system with a given rate of population growth but which is acted on’by no
other outside or exogenous forcés. There are two kinds of capital or state variables, in
the system: physical capital that is accumulated and utilized in production under a
familiar neo-classical technology, and human' capital that enhances the productivity
of both labour and physical capital, and that is accumulated according to a ‘law’
having the crucial property that a.constant level of effort produces a constant growth
rate of the stock, independent of the level already attained.” .
(Lucas, 1988 in Becker and Bermelster, 1991 p-117)

Lucas makes_' technica.l change endogenous throligh a mechanism of huiman-capital accumulation.
Suppose a worker with & of human capital devotes .¢ of his time in production and 1-¢ (where
0< ¢ <1) in learning, he can increase his human capital'in the next period by
=b5(1-9)
Under-the further asSum_otion that the productio'n function is of the .CObb-DoUglasforrn ,
FK,L)= ABK*BLY,  a+f=1" ap>0,
 where the spillover effect 1S given by A(b) = A’b" ,0 < u,it can be shown that, along the balanced

‘ growth path, the capital/labour ratio and hence per caplta income and consumptlon will be grow1ng :

at. the rate

l ﬂ+/1 -
r=f ﬂ L2ty s,

Sinbe'Y is a function of ¢, which is endogenously determin'ed, the growth rate of per-capita income
s endogenously determlned Technology, therefore, is an endogenous- factor human capltal has

also become a bas1c factor in determining the raté of growth

12



The Lucas model however Just mcorporated human cap|tal into neo- classrcal principles; ba51cally it
still resembles the neo- classrcal thought. - -In Lucas’s own words ' '

“The model I have descrlbed ﬁts the évidence of the last century for the US economy
as well as the now standard neo-classical model of Solow and Denison, which is to say
remarkably well. . This is of course ‘no accident, for the mechanics I have been
developlng have been modelled as closely as possible on theirs.”

: ' (Lucas, 1988 in Becker and Bermelster, 1991, p 118)

BARRO MODEL:
The Barro Model departed from the Solow-Swan production function
Y, =F(X,,L)

Barro introduced a number of new variables into a completely modified equation, a country’s per

capita growth rate Dy in period ,.as.

. Dy, .;,:F(Y]_],"h]_[ )
He explains: . o .
“Where y.; is initial'per capital GD"P‘and h,. is initial human capital per person'
(based on measures of educational attainment and health). -The omitted. varlables,'
denoted by ... ... comprise an array of control and environmental influences. These
variables would include preferences for saving and fertility, Government polncres with

'respect to: spendmg and market distortions, and so on.” .
: (Barro. and Sala-l-Martrn, 1995 p. 421)

By 'incorporating more van'ables into the production ‘ﬁ.lnction, the Eaho ~model tends.to provide an '
improved predrctlon on economic’ growth Similar to Lucas, "Batro suggests that a sustained ’

: growth can be achreved by i mcreasmg human caprtal aCCumulatron A number of empmcal tests

" have been--camed out recently in-the light of endogenous theory. Results drawn from most of the' .

' . tests are in favour of tBarro’s(»hypothesis ' Some of the tests are mentioned in this study, e.g. a study
by the World Bank in 1991 (World Development Report 1991 p: 42-p.45), empirical work by

' Morgan Kelly (Kelly, WP96/9), and Barro’s own test (Barro and Martm, 1995). The srgmﬁcant
| contribution of embod1ed technologrcal progress was discovered, it accounts for 45%-70% of

: growth among developed countnes

13



The generally acknowledged main findings of endogenous growth theortes are summarised below:

a) Long term positive growth is sustainable owing to the effect of human capital, which helps
to avoid the tendency of dnmmshmg returns to the accumulatron of capital. Solow’s
: predlctron of unsustamable growth in_the long run is mdrcated to be mvalld (Barro and

Sala-i-Martin, 1995, p.lZ).

b) Convergence only occurs 1n countries where human capital accumulatlon 1s adequate The
barrier to convergence in. developmg countries seems to be madequate investment m human :
‘resources. Levels of educatron and lab,our skills also correlate’ to growth rates (Ghatak

1995, p.72).

') Govemment action can influence the long—term rate of growth to a. large extent in aréas that K
are descnbed by Barro and Martin such as:

,“Taxatlon, maintenance of law and order, provnsnon of mfrastructure servnces,_
protectlon of mtellectual property rights, and regulatlons of mternatlonal trade,~
" financial markets, and other aspects of the economy.”

: : ‘ (Barro and Sala-l-Martm, 1995 P 13)

Findings of endogen'ous theory have been 'substantiated‘ by case studies of Asian NIC’s, Hong Kong _
and Singapore in partrcular The differences between endogenous growth theory and néo- ~classical -
models are dlstrnctrve The clearest dlstmctron between the growth theory of the 1960’s and the :
endogenous models is that,the recent research pays close attention to empmcal implications .and to
the relation between theory and data. -Some of this apphed perspectlve of the empirical 1mp11catlons
of the older -theory, notably the neo—classrcal growth mod‘el’vs ‘ .predlctlon of. condltlonal ‘
' convergence. Other 'analyses apply more d'ireCtly to the recent theories of endogenou‘s' growth,
"~ including the roles of increasmg- returns, R&D activity, human capital, and the diffusion of -

technology.

Both Lucas and Barro pad attention to the economic growth in the Far East Region in their
' 11terature Lucas touched on the issue of external trade in relation to growth rate, the growth -

miracles of East A51an NIC’s were mentroned but in-depth discussion did not- take place He A'

e - . . . - v e
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1.2.4

suggested however, “the effects of learmng by-doing is llkely to explain those miracles (Lucas,

1988 in Becker and Bermeister, 1991 p.41).

In Barro and Martin’s latest publication “Economic Growth” (1995), Hong Kong and Singapore
were tncluded in their empirical evaluation of economic growth in 122 countries from 1965 -:1990,
u.sing their own equation of growth of per ‘capita incorne. They found that from 1965 - 1985,
Singapore ranked 1st, Hong Kong was 6th; and from 1985 - 1990, Sing_apore ranked Sth, Hong

Kong was 4th. All East' Asian 'NIC’s, plus Japan, were ranked among the top ten from 1965 -

11990.  Almost all fast growth economles were upper-rmddle 1ncome countries. Thus Barro’s -

convergence hypothe51s based on human capital accumulation was evidenced, as well as-his long

run growth prediction (Barro and Sala-i-Martin, 1995, Chapter 12).

The evolution of endogenous growth theory is far from ﬁnahsed the centre piece of its
contribution: human capital accumulatlon, is still a rather amblguous concept which is in need of
refinement and- subject to further research ‘Srinivasan argues that:

' “Without an- analytlcal framework that formallzes the .process of human capltal :
. accumulation (e.g. learmng by domg) and how it relates to aggregate growth in
- different economles, it is 1mposs1ble to infer anything meamngful from the slgmficant
statistical sngmf’ cance (or lack thereof) of the estimated parameter associated w1th the -
human capital variable.”
(Ito and Kruege’r, 1995, p;57)

'LEARNING BY DOING AND QUALITY LADDER MODELS

Most of the mamstream growth theones discussed earher were aggregatlve models are. empha51se |
on increases in aggregate output caused by the accumulatlon of factor inputs, i.e. physical and -
human capital. There is a dlﬁ'erent type of model that adopts a disaggregative approach to 1nterpret
economic growth. These models tend to treat economic development as a result of 1mprovements
and innovations in individual goods. They look at economic growth as a process of new generatlon
products replacing old ones. The progress in quality and technology are emphasised. - The renewed ‘

interest in disaggregative models in recent years concentrated on two lines of thought:

15



. Learmng By Domg Model

A mechamsm termed as learning by doing, that describes the growth in output as an incremental
4processl Each person’s dlsco\(enes in.new products 1mmedtately spill ‘over to the entire economy,
due to the effect of dil%hsion in technology, so that firms with innovation ability only haAve.a slight
~edge over firms that are imitatlng. ' This model implies that the process of growth is graduated,

threshold effect was not taken into account.

II. Quality Ladder Model

Differs from the learning by domg model;. thlS model emphasxses the 1mportance of 51gmﬁcant
technology innovations that give innovating firms-a clear advantage over the others.. In this m‘odel,
technical advance that results from purposive R&D activity is rewarded by some form of monopoly
position. Provided that there is no tendenc&_ for the economy to run out of ideas, then the growth-
rate can remain positive in the l_ong run. It focuses on the alpha stage of innovation rather than the -

beta stage, _which the learning by doing model is based on I(‘Kelly, WP96/8).

The core of both models is a linear linkagevfor'mation - the process of inno\}ation,‘ which is *
characterised by the progress from single goods to increasingly lcomple’x ones. ."'However‘ as
Morgan Kelly s research has proved, this hnkage formation is inadequate in mterpretmg growth due -
to its restncted linear and deterministic feature The results of Kelly s econometric analysis shows‘. :
that only when splllovers and threshold effects were taken into account, the disaggregative models

can explain how some economies have experienced sustained innovation and intensive growth."

Kelly dlscovered ‘that when lmear formatlon was replaced by a web of lmkages which allows ‘
spillovers to occur between product1on lmes mtensd:'led 1nnovat1on actmtles would take place.
Once the density of linkages reaches a critical point, an economy wﬂl start to grow rapidly. Belowv :
this critical point, an economy will experience sta'gnamon and innovation activities will eventually

" cease. In other words, active spillover linkages would lead to'threshold_behaviour.
This development in growth theory 1s very helpful in explam A51an NIC’s success. As Kelly points

out that is why economies in the Far East have very different growth expenences the level and the

‘magnitude of technical progress plays a vital role (Kelly, WP96/8).
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. STUDIES.OF EAST ASIAN.NIC'S; -

"The nnprecedented rapid ecoridmlC growth m East Asian NIC’s over the last few decades has

focused the attention of all analysts of growth and development on the lessons that may be learned

for other countries. Volummous lrterature has been publrshed smce the early 1970°s in attempts to .

explain (or to dlscredlt as some drd) the successes of these econormes Trad\t\onal theorres have
been applled for the purpose of theoretical analysrs On some 1ssues there 1s by now emergrng a -
fairly wrdespread consensus among economlsts on others oplmons remain divided. Tt ‘is the
1ntentron of"this sectron to draw up a brlef review of the issues concerned with the development of

East Asran NIC’s, both w1th or w1thout consensus Challenges to conventlonal theorles posed by.

. -NICs’ experlence are dlscussed

1.3.1

CONSENSUS AND ARGUMENTS

1

~Consensus has been reached among researchers on a number of issues in relatlon to East Asran ;

NIC’s: developments namely

: ,a)' Outward Orlentatlon

'The East Asran econormes have performed exceedlngly well for long perlods of tlme
' Although they drffer in many unportant respects they all’ share a crucral feature - an ‘
' outward onentatron All N"[C s, wrth Hong Kong bemg the only exceptlon expenenced a -

'complete pollcy reform durmg the early stages of therr mdustrrallsatlon whrch was’

sy

characterlsed by the shrﬁ of trade reglme from 1mport substrtutron to export onentatlon S

The changmg of pollcles was a 51gmﬁcant factor in bnngmg about: the sustalned growth of .
exports, and that in turn contnbuted ina major way to the accelerated growth rate ‘of GNP: - .
| 'Thrs has been. observed by many commentators mcludmg the World Bank (World- -
Development Report, 1991 p 39) o

"~ b) Polltlcal Stabrllty and Coherent Macroeconomlc Pollcles

The polmcal regrmes in East Asran NIC s were oﬁen to be crmcrsed Democracy in most .

‘. 9f,NIC s only became reality very recently (except for Hong Kong). South Korea endc_d.l,tsj .
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rrulltary reglme only a few years ago; whrle Tarwan had 1ts ﬁrst democratlc electron in. 1996.
Smgapore as dlscussed earl1er has been ruled by the same party Peoples Action Party -

,smce its mdependence 32 years ago. Although there was no democracy, pol1t1cal stability

- was maintained due to the military regime and one party rule Consistent macroeCOnormc
policies -were 1mplemented and reinforced throughout the NIC’s mdustnahsat10n The-

mam polrcres they commonly shared are - uruﬁed real exchange rate, export promotlon

1

investment in educatlon low taxatron' small ‘government (i, terms of govemment

~expendrture % GDP), prudent management in public ﬁnance (a balanced budget and a

mlmmal borrowmg) ﬁ'ee labour’market wage pohcy and low mﬂatlon

)

: ngh Savmgs and Investment

Both Savmgs/GDP and Investment/GDP ratros are hlgh m all East Asran NIC S, Smgapore

is the most exceptronal of them Smgapore s growth was ‘achieved through mtenswe caprtal

‘mvestment at the cost of a much greater saving eﬁ‘ort mcludmg government mterventlon

h through CPF as. mentroned earher In companson Hong Kong ‘has modest savmgs and.-

mvestment levels due to lack of government mvolvement Nonetheless, its savings and

'mvestment have been adequate to maintain a rap1d grth RPN

- In cross-country comparisons East, Asian ‘region‘ - includi‘ng NIC’s, Japan . and China: -
demonstrate very hrgh ratios’ of natronal savmgs and domestlc mvestment over a-long “x-
.penod ‘The correlatlon between the1r savmgs and mvestment and thelr sustamable rap1d

_ ’growth is Mdely acknowledged

‘Accumulatlon of Human Capltal

- Educatlon has been the pnonty ‘of national strateg1es in-all NIC S. Govemments of these-:

standard of educatron in East Asran NIC s is outstandmg A recent mtematronal survey

_ (Appendlx 2). The Economist comments

_ “It is w1dely belleved that one of the main reasons why tiger economies like -
Singaporé and S. Korea have grown so quickly is that their Governments have -

B made determmed and successful efforts to raise educational standards.”
) ) (“The Economlst” p. 22 29’ March, 1997)

18,7 -

- countnes mvest heav11y in educatron at all levels Improvement achJeved in the quahty and.‘~

- reveals ‘that pnmary educat1on in. the Far East region is- among the best m the world' i



There are number of arguments which divide economists on issues relating to NIC’s

experiences.

'Firstly,‘the role of govemntent in »NICs’ econo'mio growth was unclear. The fact that
government has been deeply involved in the process of econormc growth. and
. transformatlon in all NIC’s (except. for Hong Kong) has raised an ongomg debate about the
role a government should p]ay in economic .development. . Some claim that the
Gdyernments_»in East Asia were authoritarian ‘govern'mevnts. | The'interventiori of.
Govemment 18 be]ieved to have 'reduced the efficiency fot‘ vthe‘,‘market' _'economy, ztn_d
.'inappropﬁate government policies would haveinterfered- with the balance of | econ_omic
' gtowth. Without the interventionof Government it is beiieyed; the. economies in East Asia

could have done even better.

Adversely, another view 1n51sts on the. posmve role played by govemments of NTC ’s.in the1r
: success the State was referred to as the engme of growth Findlay and Welhsz descnbe »
how the Smgapore Government promotes exports and 1ndustry | |

~ “This pattern -of exports is promoted by a conscious strategy of attracting - {
o " direct foreign investment through fiscal concessions, peaceful labour relations,. -
and physical and social infrastructure backed by heavy capital outlays by the: .

- Government. The Government also intervenes selectively in the pattern of. -
production, consciously attempting to ‘pick winners’ and to promote high- i
. technology projects that are supposed to represent the wave of the future.”
- | " (World Bank Comparative Study, 1993, p.301).

| Snm]ar v1ews were expressed by others e.g. Reidel belteves that “Governments of- East
Aslan NIC’s did play a cruclal role in determmlng economlc performance.” » Then he
fully dgreed with’ ‘Reynold’s hypothe51s of ‘ .

“the. single most important explanatory varlable in economic devel0pment is
pohtlcal orgamsatlon and the administrative competence of Government.”
(Hughes, 1988 p- 37)

' The explanatlons of plck winner and cruclal role were accepted by the Worid Bank, and

‘they seem to be representing the mamstream oplmon
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Secondly, while the outward-orrentatlon was univ ersally agreed as one of the determinants
of economic growth in NIC s there is no consensus on whether _exports are the impetus of

‘ growth or rather growth prompt exports

 The natire of the relatronshlp between the growth in manufactured exports and patterns -of
.development remalns‘ unclear economlsts are arguing about the role of manufactured
‘exports in mdustnahsauon One school of thought led by Arthur Lems be11eves that trade
is the engine.of growth, and exports are demand driven and cause economic growth _Thus |
growth in a developmg country 1s dnven or fuelled by industrial countnes demand ‘He

' concludes that- “trade depends on prosperlty in the mdustnal countries”.

However when the growth in developed countnes has been faltering smce the oil crnsrs

| East Asian NIC’s have managed to, contmue the1r growth in exports and GDP.- ThlS can be )

_ _explamed by trade between developing countries- as suggested by Lewrs (Dwyer, 1993 .

.tp 81). Tlnrlwall goes a ~step further than Lewis when he claims that trade acted as an
engme of growth in developmg econormes Trade not only contnbuted to a more ef’ﬁc1ent: :

| allocat1on of resources within countries, but- also transrmtted growth ‘from rich countnes toi

.the developmg world (Thlrlwall 1994, p 365)

However, the contrastln‘g‘OpirtionVOf Rie’del’s“holds'-' that supply rathér than dema'nd' factorsr: ‘
pnnc1pa]ly determmed developmg countnes export performance in manufactunng East® -
Asian NIC’s successﬁﬂ export growth should be cred1ted to the improvement: of their |
| 'manufactunng mdustnes and to their marketmg strategy of penetratmg developed countnes
markets. . In other words, it is the growth of output rather than demand that determmes

 trade. With regard to this argument, Dwyer nghtly pomts out that

~ “The emplrlcal evidence on export-led growth: or supply-led exports is
inconclusive. There is little doubt that exports played a very important role,
but certainly the economic growth in the East Asian NIC’s was not export-led
in the sense that the impetus for export expansion came from abroad.. The
"~ East Asian NIC’s continued to grow and expand their _exports even.when -
~ growth in industrial countries slowed down.. This shows that the resilience of
the East Asian NIC’s lies in their ability to explont the world markets and their. -
capacity to increase the supply of exports.”
 (Dwyer, 1993,, p.87)
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Finally, geopolitical realities in the Far East.region often became the focus of attention when -

¥

the origins of their modern economic growth were being:examined.

An important geopolitical characteristic of East Asian NIC s is the early mfluence of
American military and econormc a1d ‘The Amencan influence here refers to the penodv .
between the Korean and the Vietnam. Wars, which was beheved to have resulted in a- flow
of Amencan dollars 1nto countries -in the Far East, thus economres in this regron were'

bolstered and enabled to grow (Stubbs and Underhlll 1994 p- 369)

To the extent ‘that Amencan aid did accumulate to a certain degree in S. Korea and Taiwan. -
»(between 1946 and 1976 S. Korea received US$12 6 b1lhon Tarwan recelved US$5.6

billion), 1ts mﬂuence at the take-oﬁ’ stage of mdustnahsatron in these countries should be |
recogmsed Since ‘US a1d ceased in the late 1970° s, economlc growth in these two :

: countnes has contlnued and the Amencan 1nﬂuence has been dlmrmshrng

‘ 'However Stubbs came to thrs grossly over exaggerated conclusron

“Certamly, wnthout US military and economic aid lt is clear that S. Korea .. i
would have been mired down in its political and ‘economic problems for.

decades and could not have- achleved the impressive economic growth rates of R

the last twenty -five years.” . . )
. . " (Stubbs a_nd U!ld.,erhi,ll', 1994, p,3§§) Ll

- Fortunately, few have shared Stubb ] pecuhar view. Although acknowledgmg the 1nﬂuence
of US a1d in the early years, researchers ‘emphasise the limitation of the effects of US aid on

" economic development in the region in’ the long run (Dwyer, 1993 p. 39)

.'In the cases of Hong Kong and Singapore, neither of them has ever received any of the us

E aid mentroned above; the Amencan mﬂuence therefore should be considered neghglble

.' Another hlstoncal factor which had a significant effect on Hong Kong an‘d.Singapore,is
their colonial past. It is.undeniable that they both prospered.as entrepot under British rule.”
Some 'commentators‘ pointed this out as ~a.favo’urable condition for the econonﬁc«growth in

- . Hong Kong and,Singapore. Entrepot history and British influence do exist in Hong Kong -
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- and Singapore jn'ter,m's of ent,reprenour_Ship, adaptability and commercial traditions. These

influences were important but not fundamental.

. 1.3.2° CHALLENGES TO CONVENTIONAL VIEWS:

_There were phenomena discovered through studies of East Asian NIC’s, which could. not' be -

explained by mainstream economic'theories Some of these phenomena have been the subJect of

intensive researches. Explanatlons of different versrons ‘were obtained, though few of them were. "~

'satrsfactory. -A-briéf introduction.to these issues 1sg1ven below:

a)

N b) -'

.Trade-off Between Growth and Equity:

A theory led by Kuznets 1dent1ﬁed a tendency for mcome inequality to mcrease in the early '
stage of growth It suggested that there is an inevitable trade oﬁ" between growth and
equrty Countnes 11ke Brazil was the most oﬁen used example where rap1d growth of -

economy ‘was accompamed by a deterloratron of income dlstnbutron mequahty In the

. meantime, whrle the argument contmued East. Asran NIC’s were quietly working away to =
~discredit the hypothesis of econormc growth at the cost of equallty Accordmg to Fmdlay -
“and We\llsz the Gmr co-efficient in both Hong Kong and Smgapore has -actually. fallén-
“since the 1960’s the percentage of households below the fixed poverty hne has also. ..

_ ,srgmﬁcantly reduced (World Bank Comparatlve Study, 1993 p- 317) Rledel L
_‘meanwhrle used the Borda score 1nstead of Gini co-efficient to measure the equality of.

' mcome drstnbutron: :

~ “A Borda score” explained Riedel, “is obtained simply by giving a country
points ’equal'toits rank with respect to each criterion. Countries are ordered

. -according to the lowness of the sum of ranks”. The results of Riedel’s study of
34 developing countries showed that “the correlation between growth rankmg» N
‘and equrty rankmg of those NIC's is positive.” -
. (‘Hughes, 1988, p.20) o

Vicious circle and virtuous circle theories: »
The level of saving', a determinant of growth, is traditionally related to the level of income..

The vicious circle theory, advocated. by Myrdal, maintains that the marginal propensrty to .

~-save is low In a poor country, thch results in a low growth rate Low growth creates low

income, therefore the propensrty to save will be low this constltutes a vicious crrcle of
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' -poverty_. “Another theory held by Rostow believes that after, the initial tak_e-off stage, the

propensity to save would increase. The higher the propensity to save, the higher the rate of-
growth, an economy therefore can maintain a self-sustaining growth. Itisa virtuous circle,

in contrast to the vicious one. "The assumptions of the conventional views are based ‘on the

».eKeynesw.n margmal propensity-to consume concept, the level -of savings is correlated to the

level of i mcome However East Asian NIC’s .were able to break away from ‘the v1c10us

: circle of poverty at their take-off period, with exceptionally high domestic ‘saving ratlos

when -cornpar,ed to-all count_n'es in-the world, rich or poor. -The level of saVings in these )

' e'cono'nues_ is not s_imply_ determined by the leyel of income. Economists are puzzled'by, the

“ability.t6 save inNIC’s; 'Krueger admits that: -

“Whether the East Asran countries simply have high margmal propensntles to-
save, or whether positive real interest rates and other institutions surroundmg
savings behaviour were responsrble, is not definitively established.” - .

: (Ito and Krueger, 1995 p: 23)

. Forelgn Dlrect Investment (FDI)

. There is.no consensus on the role of foreign direct 1nvestment (FDI) in the development of ..

the NIC S. Although it is now thhly recommended as the best if not' only way of importing .

modern technology and management practlces_, East Asia’s experience does not support this. .

. \)iew Japan virtually prohibited FDI, Korea managed it very careﬁllly,.HongKong 'adopted*‘

a lalssez-farre _policy, and Singapore actlvely encouraged 1t It 1s thus clear that FDI is not i..

. the only way to transfer technology East A31a oﬂ'ers no lessons about whether it is the best

way..

Smgapore s case. also- attracted cntrclsm of the duallsm character of its manufactunng

_ mdustry FDI seems 51mply to have crowded out 1nd1genous mdustry in Smgapore (except

for state-owned monopoly corporatlons) mstead of dlfﬁJsmg technology and management

: SklllS as it was suggested In contrast with little help from FDI, mdustnal progress m other "

NIC’s. has been significant. The successes of manufacturing in'S. Korea, Taiwan, even the
dmumshmg mdustnes in Hong Kong have all been widely recogmsed and praised. For

countries with a strategy of promoting mward FDI such as Ireland unphcatrons are

.- indicated. NESC has recognised that:
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“Whlle opposmon to mward mvestment was very limited (in Ireland), the
'country s heavy reliance on it was seen as a weakness in overall economic
strategy and performance. This was underlined in numerous studies which
‘highlighted the large differences between the foreign-owned and indigenous -
‘sectors. It has long been argued that mward investment, on- its own, will be
»msufﬁclent to sustain the Irish economy.”

o (NESC No. 99, p.20)

NATIONAL COMPETITIVE ADVANTAGE:

A NEW PARADIGM: MICHAEL PORTER AND HIS THEORY

Literature reviews'and discussions m the first- half of this chapter have demonstrated that
economists failed to offer a satlsfactory explanatlon for the success of East Asw.n NIC’s - especlally ,
Hong Kong and Slngapore for the purposes of this ‘study - that ‘are based on any of the‘
conventlonal theones Studies of econormc development started from descnpt1ve hlstoncal
approaches shifted ‘then to more quant1tat1ve methodology and now to cross- country anaJys1s_

New factors are discovered all the time as’ major players in growth However there is. very llttle B

anowledge about the structural and other mechamsms that link poss1bly unportant aspects of the

process of’ development

Ttisa time vfor a new p'aradigm,'in Porter’s words.  The methodology of growth theoryis in'need
of re—appraJsal East A51an NICs”: expenences indicate that economic development combmes N
economic growth w1th a number of characterlstlcs Structural change is one of. the most 1mportant
of these Changes in the. composntlon of productlon, in the distribution of the labour force among ".

econormc act1v1t1es and in the sectoral relations of the economy are among the 1nd1cators of -
structural change ' |

A theory that can_provide a reasonable explanatlon of the aboye e_lements 1s not found a.niohg'
growth literature. . Perhaps now it is the time to seek solutions outside the .'conventional circuit.

The National Competitive Advantage theory developed by ,I\/Iichael'Port_er of Harvard has

attracted attention. His theory was presented in his book “Comp’etitive Advantage of Nations”

.. (1990). The origin of Porter’s study was a competitiveness study, but its context has evolved into. .
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a development study. When Porter applies his theory to a nation, the national economy became the

subject of study. In Porter’s own words: '

“1 apply the theory to nations... ... I provide a detailed profile of the mternatlonally

successful industries in the economy and how the patterns have been changing. 1 use

my theory to explam both successes and failures as well as the evolution of the

nation’s economy in the post-war period. The collective éxperience of the nations

allows me to extend the theory to explain how entire national economies advance.”
(Porter, 1990 p-xiv)

Porter’s approac‘h to economic devel'oomer_;t is fundamentally different fiom conventional theories.

The laundry vlist -approach of mainstream growth .theon'e‘s, as des_cribedby Kelly, often runs into
difficulties when the same factors were found in both successful and unsuccessful economies. The
pnncrple of these theories - a linear relatlonshrp between growth and 1ts determinants was not
accountable (Kelly, WP96/8) By contrast, instead of treating econoric development the same
“way as growth theorists, Porter looks i into economic sectors for an answer. His study revealed that
- cohhtries often sUcceed in.a cluster of related. inddstries and there are evident effects of widespread- -
spﬁlovers “The results of Porter s .case studles substantiated Kelly s conclusmn that an actlve'

cross-sector hnkages leads to a burst in growth the threshold behav10ur

As all the countries studied by Porter were successful countries; Borte'r"s discoveries of how=theSe
countries manage to be successful provide lessons for others, an_dstructural change is implied. His ",
attempts have opened up new dlmenslons for growth theory T"he-ﬁ'nalv part.of this c‘hapter will be‘v':-"
devoted to the theoretical analy51s of Hong Kong and.Singapore under the guldehne of National

Competitive Advantage system, which is the core of Porter’s theory

A disadvantage of Porter’s theory is his ignorance of services activities. He concentrated his
research mostly on industry,_ as almost every other economist did. In his book of over 700 pages,
only 33 pages were devoted to discussions of services. The importance of service séctors in

developed countries was overlooked.
Porter’s resedrch on Singapore  was inadequate, which led to superficial conclusions. His
comments on Singapore are rather contentious, unconvincing and are often a deviation from.the

truth, Again, ser'vices: sectors in Singapore were completely overlooked. - With the highest per
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1.4.2:

capita external trade in the world, Singapore-did not even make it onto Porter’s list as a trading
nation! (Porter, 1990, p.255). Porter believes that:

“Singapore remains a factor-driven economy. Singapore is largely a production base
for foreign multlnatlonals » and “its upside potential will be capped.”
(Porter 1990, p.558)

In fact, as an international financial and trading centre, the economic growth in Singapore has been
led by ‘services sectors over the past 20 years. After Porter’s book was published, the growth of

GDP in Singapore was still at an average 7 7% every year between 1990 and 1996.

Although it contains some disadvantages, Porter’s basic system still provides a solid conceptual

framework for the analysis of a country’s growth and development with a different approach.

INTRODUCTION TO “COMPETITIVE ADVANTAGE OF NATIONS”

An introduction to Porter’s Competitive Advantage of Nations will be given as the necessary first

steo This Sectlon will draw heav11y from Mlchael Porters publlcatlon “The Competmve
Advantage of Natlons”(1990)

The concept of National Competmve Advantage is the outcome of Michael. Porters four year s
study which he conducted in ten selected countnes world-w1de It serves the purpose of explammg :

“Why does a natlon achieve international success in a partlcular mdustry"”

The competitiveness of a nation, ‘as Porter concludes, is determmed by four broad attnbutes called

Determlnants of National Advantage They are:

a)  Factor Conditions:
~The nation's position in terms of factors of production, such as skilled labour or

infrastructure, which is necessary to compete in a given industry.

b) Demand Conditions:

The nature of home demand for the industry's products or.services.
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c) Related and Supporting IndustrieS"
The presence or absence in the natron of” suppher industries and related industries

that are 1ntematlonally competmve

d) Firm Strategy, Structure and Rlvalry
The conditions .in the nation govemmg how compames are created orgamsed -and

managed and the nature of domestic nvalry

The determmants mdlvrdually and asa system create the context in whrch a nation's firms

are bom and compete Natlons are, most hkely to succeed in mdustnes or industry segments

where the deterrmnants of the natton as a: system 1s the most favourable

Besrdes these four determmants there are two factors whrch also have 1mportant mﬂuences on
“National Competltlve Advantages s namely Chances and Government. Porter explams '

“Chance events are occurrences that have little to do wrth clrcumstances in a'nation

and are often largely. outsnde of the: power “of firms [and . often the national -

Government] to_influence. " Some. examples whlch ‘are’ partlcularly lmportant in
: mfluencmg competltlve advantage are the followmg

- Actsofpuremventlon f T T )
. - Major technologlcal dlscontmultles [for example, blotechnology, mlcroelectromcs]
. : 'Dlscontmmtles in mput costs such- as the od shocks 3 . \ s
. : Slgmﬁcant shlfts in world ﬁnanclal markets or exchange rates
L Surges of world or reglonal demand | ,.
. ) ‘Polmcal decrsron by forelgn Governments
- ‘ Wars”. : o ‘

' The role of Government is' equally 1mportant in a nation's economic development

. . “Iti lS tempting to make Government the ﬁfth determmant. Yet it is neither correct or
the most useful way to. understand Government's role in international competltlon.
Government's real role in natlonal competltlve advantage is in mﬂuencmg the four
detéerminants.” . . , - . : ; C .

27

S me

oy



Porter s study proves that when all 1nd1v1dual determmants of a natlon contnbute positively towards
national advantage, they comblne 1nto a. dynamrc system, whrch in_turn determines the abthty of a Vj_‘ :
nation to succeed. Otherw15e if some of the determmants dlStI‘aCt from mstead of contnbutmg to

the national advantage the’ growth of the natlon s economy could falter even fail. .The |
deterrmnants of natlonal advantage constxtute a complex system They affect each other -and they

can be created strengthened or altered. The Government’ has the power to transform and remforce-‘
the determmants in order to influence the process of ‘economic deyelopment. | |

Figure 2 contains l‘vﬁchael'Port"er’s “National Cornp,etitiyé Ad‘vantag'e”.system.‘ o
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Figure 2: The Completé System of National Competitive Advantage

(adopted from Porter, 1990)
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This concludes Chapter 1 of this thesis. The‘shortcomings and deficiencies of conventional growth

theories were discussed While the growth' theory ha's 'evolved from itsdescn'ptive classical form

into-the advanced econometric equatlons over the past two hundred years, it still could not satlsfy'

the need of this study

A ba51c d1sadvantage of the growth theory is that the structural change is not addressed. Structural
1change is a Key feature of economic -development in the world it takes the . form

Agnculture:>Industry:>Market Serv1ces:> However countries: exhlblt structural changes at

different levels and drrectlons Among today’s developed countnes when measured by their export

performances some Succeed 1n manufactunng (Germany, Japan) while others succeed in serv1ces
(us, UK) In some developed countries, agncultural exports are Stlll have s1gmﬁcant importance
(Denmark The Netherlands) '

The same scenano applles to NIC s as well where South Korea and Taiwan are strong in - -

manufacturmg exports Hong Kong and Smgapore are leading: services exporters (they ranked the

Oth. and the 12th respectlvely in the world in 1995). In order to understand this phenomenon and to

draw lessons ﬁom successﬁ.ll cases a d1fferent approach is needed Based on this reason, Porter S-

Ao

Natnonal Competmve Advantage is now: employed as the theoretical framework for the analysms' :

of Hong Kong and Smgapore s post-war development the structural changes in both economies- . *;

are empha51sed
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'CHAPTER2:  CASE STUDY OF HONG KONG

21 PROFILE OF HONG KONG:

A city staté with a land area of 1 084' sq.km and a population of 6.1m (1996), Hong Kong is
situated in a strategic geograpmc locatlon on the southem tip of China, at the trading cross-roads .
of Asia. o A

. Only one fifth of Hong Kong's terﬁtory is viable for 'either ’agriculture or indlistry, the remainder
consisting largely of steep hillsides, and the population’ densrty is among the hrghest in the world:
5,600/per sq km (1996) Owing to its very limited .natural resources Hong Kong has to 1mport
most of 1ts food supply and v1rtua11y all raw matenals and fuels requlred by the various mdustnal
activities. Even fresh water has to be brought into Hong Kong by plpe line from China. Entrepot
trade (re-exports, whereby lmported goods - are being dlrectly exported to a third destmanon
1nstead of bemg consumed domestlcally) was the only main economic. act1v1ty in this small colony.
untll World War II '

Since the end of World War II, the economy of- Hong Kong has undergone a comp’lete;- ‘
transformation. The economic growth in Hong Kong over the last 40 years has been one of the .
fastest in the world. As-a result Hong Kong has estabhshed its posmon as a major centre for ¥

mternatlonal trade, 1nc1ud1ng merchandlse trade, ﬁnance tourlsm, transport and commumcatlons
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As an economic entity, Hong Kong's world rankings in various areas are: .

Total External Trade (US$382.4 billion, 1996) 7th

Total External Trade per head (US$60,600, 1996) 2nd
GDP per head in terms of PPP's (US$24,560, 1996) 2nd .
The M'ést Competiti\}e Economy |
by the “World Competitive Réport 1995-97” : 3rd
'.Intematrional Banking Transactions ‘ o S5th

F oreign Exchange Market (Daily turnover US$61 billion, April 1992) 6th
Stock Exchange Market (Total market capital formation

) - US$2,085 billion, 1994) 8th
Foreign Reserve Total (US$85 billion, 1997) 4th
Foreign Reserve per head (US$13,470, 1997) : 2nd
Container Harbour throughput (8 million containers, 1995) | 1st

(Source: Hong Kong Government’s Web.site, “Hong Kong Yearbook 1995”. EIU) . -
Given its size, population and its short history of industrialisation, Hong Kong's economic- s

achievements are truly remarkable.

22 ECONOMIC GROWTH AND STRUCTURAL CHANGE:
2.2.1 INDUSTRIALISATION AND THE ECONOMIC GROWTH

Rapid f:conomiq growth in Hong Kong began with its industrialisation in the 1950’s. Prior to World
War II, the entrepot trade with China was the only major industry in Hong Kong for a centu&;
The post-war period was the most traumatic time in Hong Kong's history. »From 1946 to 1954, the
population of Hong Kong rose from 0.6 million to 2.4 nﬁllioﬁ, an increase of 300%.4 From 1951 to
1954, the life line of the economy - exports, suffered a 45.6% decline. Massive immigration and

’ diminished entrepot trade put the economy of Hong Kong into a state of chaos.- The only avenue
open to Hong Koﬁg at thaf point, was to establish a new econonﬁé frontier, thus, industrialisation

was inevitable.
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Hong Kong's industrialisation has transformed this small trading port into a major international

business centre. Table 1 presents a broad picture of Hong Kong’s achievement since the 1960°s.

TABLE 1:
Economic Growth in Hong Kong (1960-1996)
I 1960 1996 %1960-1996

Growth of GDP in Total (HK$B) 5.7 1,119 19,532

| GDP per head (US$) ' 668 (66) 25,300 3,687
Growth of Exports (HK$B) - 3.9 1,420 36,318
Growth of the size of 2 (66) 143.2 - 7,060
Government Budget (HK$B) ~ ‘
Growth of Home Ownership 14.7% 33.6%
(% of household) ) :

Sources: “Hong Kong Yearbook”. Hong Kong Government’s Web site.

‘Table 1 depicts that Hong Kong's economic growth is export led. There is a major difference

. between Hong Kohg's exports and other industriai countries’ exports: due to'its entrepot role; re-
exports account for a l,arge‘ perceﬁ_tage of ang Kong’s total exports. Exports in Hong Kong play =
the same important role in 'growth; it has the largest increasing margin ‘over the las't' 35 years,
followed by the growth in.total GDP. The fast growth in total .éxports in Horig Kong was partly
owing to the resumed entrepot trade during the 1980’s which is discussed.in ‘Section.2.2.4. Hong .
K'ong‘Govemment's spending is also growing significantly, owing to the expansion of the total

economy and the increasing part played by the Government in the economy.

TABLE 2:
Growth of Real GDP in International Comparison

1964-70 1971-80 198190 199195 1964-95
Hong Kong - 10.0 9.6 6.6 5.2 79
Singapore .97 9.1 71 . 83 86
Japan 10.4 4.5 T4 1.5 5.1
USA ' 3.8 2.8 2.6 .23 2.9
Ireland 4.4 4.7 - 3.8 . 5.2 4.6

Source: EU. Asian Development Bank. EIU.
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TABLE 3:

Growth of External Trade, International Comparison V
(US$B)
~ 1964 1996 %1964-1996
Hong Kong 2.5 382.4 15,196
Singapore v 1.9 256.3 13,389
Ireland ' 1.6 86.8 5,325

Source; EIU, CSO.

TABLE 4: |
» . Comparison of Foreign Reserve, 1996
Total in US$M per capita US$
Japan : - 217,100 - 1,737
Taiwan ' 190,300 . " 4,515
'Germany © - 180,600 1,047 |
Singapore : . 77,300 ¢ 25,680
Hong Kong ‘ 69,600 . 11,030
Usa - ' 57,200 - 197
S. Korea 29,900 712
Ireland - 7440 . . . 2010

Source: EIU, CSO.

Tables 2-4 compare the growth in GDP and export between Hong Kong and selected countries
over the last few decades. The rapid growth in external trade and GDP in Hong Kohg has been
impressive, and the size of Hong Kong’s foreign reserve clearly indicates where Hong Kong’s

strength is: exports.
2.2.2. THE CHANGING ROLE OF MANUFACTURING

The process of economic growth in Hong Kong was accompanied by structural changes, which
involve changing percentage shares of total GDP and employment by different sectors. The role of

manufacturing in Hong Korng’s economy is analysed in this section.
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Industrialisation in Hong Kong virtually me'ansi growth of manufacturing, since there are no other
industries in Hong Kong other than manufacturjng. . In the -early 1950’s, Hong Kong's
manufacturing was the impetus for écononiic growth. Hong Kong was turning into an
industrialised economy by its fast growing manufacturing, which featured massive, standardised

production, fast turnover, and long working hours.

From 1960 to 1970, Hong Kong’s domestic exports increased by 331% while GDP increased by
219%, Hong Kong’s manufacturing industry was estimated exporting over 85% of'its products
" (Riedel, 1974). Strong exports led the overall growth of the economy, manufacturing was the

engme of growth in Hong Kong’s economy at that time.

A s1gmﬁcant change during the industrialisation was the.increasing share of ma.nufacturmg in the
economy. From- 1960 to 1970, the share of Hong Kong s manufacturing in GDP rose from 25% to
31%, while its share of employment also increased 7% (Rledel 1974) Manufactunng was a

predommant €CONoMmIc sector in Hong Kong at the early stage of Industrialisation.

While the si’gniﬁcant structural change in Hong Kong's economy in the 1950’s and:60’s was an .
increase in the -contribution of the manufacturing sector. to both‘-GDP and total émployment; the:
most notable change in the 1970°s was the emergence of international sorvices sectors in -Hong
Kong. . The rapid érowth in services sectors ohanged the structure of the economy, the centre of
Hong Kong’s oconomic growth being shifted towards the services sectors. In the meantime, the

importance of the manufacturing sector started to decline (Figure 3).

FIGURE 3:
Changing Pert_:entagé of Manufacturing in Hong Kong Economy,
1960-1996
70
60
50 —o—GDP
. 40 :
" 30 —g— Employment
20 —2— Domestic
10 Exports
o L] L4 T T b |
1960 1970 1980 1990 1996

‘Sources: EIU, the Asian Devolopment'Bank. ’
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2.2.3.

The reason for the decline of manufacturing since the 1980°s ‘is that Hong Kong's economy has been
rapid]y integrated with that of Southern China.,l huge amounts of capital from Hong Kong have been
invested into bu_siness ventures in Southern China, mainly in manufacturing industry. Hong Kong's
investments in China have employed approximately four million workers so far (Hong Kong
Government’s Web site, 1996), and outnumbered Hong Kong’s own labour force. The decltne of
the manufacturing in Hong Kong’s economy in terms of employment and GDP has been more than

offset by the strong growth of the services sectors.
THE EMERGENCE OF SERVICES SECTORS

The economy of Hong Kong can be characterised as an extreme case. of a trade constrained
economy. This characteristic of Hong Kpr'lg's-economy i1sa 'consequence of its small size, central
location and lack of natural resources. The opportunities for Hong Kong to realise economy of
scale in diversified productions are limited.” Thus, Hong Kong's growth and prosperity rest in its -
ability to export in both the manufacturing and services sectors, where.services e)rports are related

to the provision of servicesto the international market.

a) External Trade:
External trade is. the life line of Hong Kongs economy and the major feature of Hong .
'Kongs extemal trade is entrepot trade ‘or, re-export. Except for a short penod of -
interruptions between 1950 and 1960, entrepot trade has always been the main business
activity in Heng Kong. Due to the interplay relationships .betwle_err the external trade sector .
and other economic sectors; the growth of entrepot trade, in turn, led to the development of
economic infrastructure such as banking, insurance, warehousing, port and airport facilities.
These infrastructures are important cornerstones in the modernisation of Hong Kong’s

economy.

. Hong Kong's exports consist of domestic exports and re-exports (entrepot trade), the
percentage of re-exports in total exports is the indicator of the importance of entrepot trade
. in the economy: The composition changes in Hong Kong’s exports during industrialisation

were featured by the decline of re-exports. As a result of the industrialisation, the share of
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re-exports in total ekports_ fell.to 20% in 1971, compared to 80% in the 1950°s.

During the 1970’s, Hong Kong;s economy underwent further structural change (the Second
Industrialisation),‘ when the demand for regional trade and financial services in the Far
East was growing. The first industrialisation transformed Hong Kong from an entrepot
economy into an industrial state. The notable change during the Secbnd Industrialisation

was the emergence of Hong Kong as an international centre for trade and services.

What contributed to the Second Industrialisation were the increasing prosperity in the Far
| ‘East region, and the open door policy of China (a policy which led the economic reform in
China, "and resulted in an increased trading activity between China and the rest of the
world). Hong Kong was é.ble to resume‘its role of entrepot, not only to deal with China,
but also to act as a hub for various trade activities involving countries world-wide. This
fundamental change was also reflected in Hong Kong’s export pattern as the share of re-
exports has increased to over 80% of total exports in recent years in Hong Kong.

FIGURE 4;

Hong Kong’s External Trade Balances (HKSB)

160+
100+
50
: ["OMerchandise |.
.04 2 Balance
& Services
i Balance
504 %’; O Overall
b - Balance
i
j é
1990 1991 1992 1993 ° 1994 1995 1996
Source: EIU.

During the last decade, international trade in services in Hong Kong has been growing

rapidly. Hong Kong's strong services exports are able to keep its balance of payments in
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.b)

the black despite the consistent deficit in merchandise trade; this reflects Hong Kong's status

as an international centre for services (Figure 4).

The strength of services exports in Hong Kong has been the driving force behind the growth
in the economy since the mid 70’s. During the last 20 years, ang Kong has witnessed the-
evolution of a cluster of industries which are related to external trade to a certain extent, " .
namely: Banking, Financial Markets, Insuraﬁce, Transport and Communications, Tourism

and other business services.

Finance Sectors:

Banking Activity '
Benefiting from increasing business opportunities and high profits which were\g‘enerated by
the rapid grov;rth in trade, the banking sector made significant progress during the Second

Industrialisation. The beneficial interaction between banking and other sectors are one of

the key elements of Hong Kong's pos_t-waf economic transformation. As a result, Hong :

Ko»ng‘ has emerged as a financial centre for the Asian-Pacific re‘gic;n.. This trend was c;
evidenced not .only‘ by the congfégation of 'a large number of international banks, .
rebresentative offices, merchant banks, finance bompanies and other financial institutes in

Hong Kong, but 'also by its increasing monetafy :independence and by the : growing ::

international orientation of its banking operations and financial activities.

By the end of 1994, thére were "537 authorised financial institutidﬁs inclﬁding 180 fully’
licensed banks in Héng Kong, of which 148 were foreign baﬂk’s from 40 countries. Eighty-
five of these foreign banké were among the top 100 in the world. The total ﬁumber of bank
branches was 1,464, together with 157 representative o‘fﬁces of overseas banks. T_héy

formed one of the most comprehensive financial networks in the world (Hong Kong

" Yearbook 1995).
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Fmancral Markets _ )
Hong Kong S ﬁnancral sector comprises an integrated .network of i institutions and financial
markets, providing a w1de range of products and services to customers from both Hong

Kong and abroad. -

I Forelgn Exchange Market _
Beneﬁtmg from i its time differences with London and New York (8 hours each way), Hong
Kong's forelgn exchange market has been.one of the major sections of the global foreign

exchange markets This foreign exchange market is also lmportant to the banking and other

financial sectors in Hong Kong. It provrdes a lucratlve source of earnings through the -

spread between buying and selling rates.

Supportedl by its buoyant indigenous banking industry and by the free trade Government

policy, Hong Kong's foreign exchange market grew from an average daily turnover of US$2

billion'in 1982 to US$6I billion in 1994, which was ranked the sixth largest in the world

(Hong Kong Yearbook 1995).

a Stock Exchange Market

The expansion of Hong Kong's stock exchange market is regarded as a result of the.

industrialisation. Before 1969, there were less than 100 registered traders on the ‘stock-

market. - After 1969, both the stock market and brokerage induStry went tﬁrough a-period of
rapid growth. By the end of 1994, there were 14,191 reg15tered traders on the Hong Kong
Stock Market and market capltahsatlon worth US$2,085 billion, whlch was the eighth
largestm-the world (Hong Kong Yearbook 1995). A significant feature of Hong Kong s
. stock market is the wide dispersion of stock ownership across all income groups. It is not

uncomrnon for ordinary Hong Kong people to own 'stocks Thls is another reason, along

.with the fast growth in the economy, for the rapid development of the Hong Kong Stock

‘ ‘Market
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c)

T Gold Market | |
'Since the removal of restrictions on the import and export of gold in 1974, Hong Kong has

been developed into one of the world's four largest gold markets along with London, New

York and Zurich (Hong Kong Yearboopk 1995).

Insurance

) Hong Kong is also-an insurance. centre In 1994, there were 229 authonsed insurance

- *companies in Hong Kong, 126 of which v were overseas compames from 29 countries (Hong

Kong Yearbook 1995).

Transport and Commumcatrons o
The growth in extemal trade and the economy as a whole in Hong Kong has led to the
development of transport and commumcatrons (T/C). From 1960 to. 1996 the contnbutron

to GDP by T/C sectors expanded 20 tlmes and employment increased 3 tlmes Transport :

' facﬂmes in Hong Kong i in partrcula_r made srgmﬁcant progress (Tables 5-7)

TABLE 5: ‘
The Growth of Transport and Communications Sector in Hong Kong
1960 . 1996 %1960-1996 |
| GDP by Transport, Storage | = 533 119,900 22,395
“and Communications T o b e
(HK$M)'
| Employment *1994. 86,740 347, 200* 300
Sources: The Asian Development Ba.nk EIU
TABLE 6:
' Growth of Transport Industry in Hong Kong
1960 1994  %1960-
o , - 1994
Port Cargo throughput (m. tonnes) 10 1129 1,190
Airport Cargo (1,000 tonnes) o 22 1,458 . 6,527

Source. “Hong Kong Yearbook 1995”.
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d)

TABLE 7:.

Ownership of Merchant Shipping Fleet
Internationa.l Comparison (1,000 gross tons) -

‘ 1980 1994 % 1980-1994

Hong Kong 1,717.2 7,703.4 348.6
Singapore. | - 7,664.2 11,8948 552

| Japan | - 40959.2 22,101.6 - -46.0
Us . 18,464.3 13,6554 -26.0
Ireland , 2000 190.3 . - -8.9
EU o . 128,969.1 72,445.6 -43. é‘

Sources: EU, “European Marketing Data and Statistics, ‘1995”
“International Marketing Data and Statisties, 1995”

As a result of the progress in T/C sectors, transport infrastructures in Hong.Kong are
among the best in the world. In 1995, Kwai Chung container terminals in Hong Kong

Harbour were the busiest in the world where over 8 mllllon contamers were processed

The telecommumcatlons system in Hong.Kong is also advanced It oﬁ‘ers an eﬁiclent thh %

quality serv1ce at reasonable pr1ces Hong Kong has the ﬁrst fully d1g1trsed telephone-‘ ~

‘system in the_ world, along with a comprehenswe.o'pt_lcal fibre network. The number of. .

telephone li:nes‘per thou_sar_ld—'populati'ons. increased from 62 in 1966 to’516hin"l'99'6“\;s?hichl;'

was one of the highest in the world.

Tourism: ,
Although Hong Kong" has a rather short history and few natural landscapes, it has become "
one of the most attractive tourist destinations in the world. The number of tourists visiting

Hong Kong has grown from 0.5 mjjlioh in 1966 to' 10 million 30 years later. There were

33,490 hotel rooms in Hong Kong in 1994 and the occupancy rate was 85%' "l:otall"toun'sm
' recelpts were USSR billion in the same years making it the second largest fore1gn exchange

. revenue in the economy. The tounst industry has also become a ma]or empIOyer m the

Hong Kong economy.
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The discussion of the development in ang Kong’s services sectors is concluded. In sum, Hong
Kong is »ﬁrst and foremost a trade dominated economy. Differs from the experiences of other
NIC’s in the Far East, Hong Kong takes advantages of its strategic location and natural harbour,
and evolved from a low-cost manufacturing entity into a regional internatidnal commercial centre
with an ciport-on’ented, efficient manufacturing base. The importance of services sectors in its

national economy has grown tremendously since the 1970’s.

Tables 8-10 show the growing importance, and pre-dominant position of services sectors in Hong

Kong in terms of share of GDP and employment.

Growth of Economy and Sectora.l.Changes in Hong Kong, 1960 - 1996
(% of total in brackets, current prices in HK$B) '
1960 1996 %1960-1996
Total GDP 57 1,199 20935
GDP by Manufacturing 1.4 (25) 99.5 (8.3 : 7,007
GDP by Services in total 36 (64) . 1,09 (91) 30,428
| GDP by trade Sector 1.2 (20) 3189. (27) 26,475 |
Total external Trade . 98 2,959.8 ' 30,102 | ..
Exports in’Total ' 3.9 1,420.3 36,318
Re-Exports 11 @27 1,207 (85) 109,627

.Sources: The Asian Development Bank. EIU.

TABLE 9:

Changes in Sectoral Employment in Hong Kong 1961 - 1994
(% of total in brackets)

1961 (%) ~ 1994 (%) %1961-1994
Total Employment 1,191,099 2,915,400 ' 144.8
Manufacturing - 526,361 '(44) 438,382 (15) - -16.7
Services in Total 483,342 (41) 2,214,018 (76) - 358
dee_séctor ©131,279¢ (11) 839,300 * (29) 539

(*does not include hotels and restaurants)

Sources: Riedel, 1974. “Hong Kong Yearbook 1995”.
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2.3

TABLE 10:

Share of GDP by Major Sectors in Hong Kong, 1961 - 1996
' (% of total)
1961 1970 1980 1990 1996

Manufacturing 24 31 25 18 8.3
Trade - 22 22 19 25 27
Finance 17 15 26 20 25
.| Transport & Communications | 10 7 7 10 10
Community, Social & 15 17 13 16 16

Personal Services

Services Sub-Total 64 61 . 65 69 91

Sources: Asian Development Bank. EIU.

EMPLOYMENT: .

The avallabxhty of an abundant supply of labour is often con51dered a favourable factor in the .

process of 1ndustnallsat10n However, before the mdustnahsatlon., Hong Kong actually suﬂ‘eredi

from an over- supply of labour due to reasons described earher The huge influx of immigrants into : .

a weak economy restlted in massive unemployment.  In the early ]950 s, Hong 'Kong S
unemplqymeﬁt was. estimated ra.t;ging from 25,000 to 16(v),0.0>0 according to different sourcgs.' :In
1951, Hong Kong's Labour Department estimated that there were 65,000 to 75,000 peoplé
unemployed, approximately 15% ofl the labour force (Riedel, 1974). R |

Table 11 illustrates the changes in Hong Kong's labour market. The increase in the total labour

force was clearly ahead of the growth of population, due to the increase in female participation and

" the large amount of foreign workers absorbed by Hong Kong's labour market. In June 1995, there

were 415,000 foreign workers in Hong Kong, accoUntihé for 14% of the labour force (Hong Kong
Yearbook, 1995). ' ‘
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TABLE 11:

Growth of Population and Labour Force in Hong Kong (1961-1995)

| 1961 1971 1981 1995  %1961-1995

Population . 3,168,100 . 405300 5.154,100 6,190,000 95.4
Labour Force 1,191,100 1620900 2,486,700 3,093,000 159.7
Participation rate: ' 54.1. 59.2 59.7. 63.1 9.0
of which female 31.8 37.1 443 485 167

~ Sources: EIU. Hong Kong Government’s Web site.

The dynamic economic. growth in Hong Kong has kept the unemployment rate below 3% during

the last three -decades, except for a short period from 1980-1985 when the average annual
unemployment rate reached 3.8%. v
- performing well and the unemployment rate from 1987 to 1996 wés an average 1.8%.
has technically achieved a full employment economy. The sectoral share of employment in Hong

Konghas also changed s1gmﬁcantly Table 12 presents the employment breakdown into. sectors at

selected years.

TABLE 12:

‘Since the late 1980s, Hong Kong's eeonomy,has been

(% ol' total)

Changing Employment in Major-Sectors in Hong Kong -

1961 1971

Personal Services

1981 1995
Manufacturing 442 474 472 12.8
Trade Sector 11.0a 15.8 19.2 223
Finance N/A 25 4.7 12.4
Transport & Communications 7.3 7.3 7.6 11.9
Community, Social & " 22.3b 141 15.4 19.3

b = Including hotels and restaurants.

a = Including ﬂnanc‘e, but not including hotels and restaurants.

Sources: The Asian Development Bank. Hong Kong Government s Web site.
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2.4.

A distinct feature of employment dévelopment in Hong Kong, as shown in Table 12, is the decline

of manufacturing employment’and the expansion in market services employment. Market services,
namely Trade, Finance and Transport & Communications (_T/C); accounted for almost 50% of total
employment‘in Hong Kong in 1994, compared to less than 20% in 1961. Table 12 also indicates
that the turning point -of structural transformation in Hong Kong’s economy was between the
1970’s nnd 1980’s, a period that was described as the Second Industrialisation. The Finance sector
gained the largest margin of job growth between 1971 and 1995, that was followed by the Trade
and the T/C sectors. The pattern of job growth in Hong Kong reflects its role as a financial and

commercial centre.

FOREIGN INVESTMENT:

Foreign investment has played a very important part in the economic development of Hong Kong. '
In fact, the city of Hong Kong owes its origin and present form to foreign investors. British traders

first came to Hong Kong in the last eentury, ‘established Hong Kong’s. rolé as an entrepot; and later

‘Chinese entrepreneurs helped to convert it ffo.m an entrepot ",economy to an industrialised one.

Since the industrialisation, foreign investment in Hong Kong have been increasing significantly, and
most major sectors of the economy now have extensive foreign interests. * This section intends to:'
provide ‘a broad picture of -foreign investment in Hong Kong, focusing upon - foreign - direct

inveStment (FDI).
2.4.1 FOREIGN INVESTMENT BY SECTORS

¢  MANUFACTURING:

Hong Kongs manufacturing 1ndustry was neghglble pI‘lOI‘ to the industrialisation. Foreign
'1nvestment in the manufactunng sector became 1mportant in Hong Kong only after the
1960’s. During the industrialisation the Hong Kong Government extended its liberal, non-
interventionist economic policy to its treatment of fonelgrl mvestment, and created a
welcoming environment. The sound business environment, low cost labour and tne good
infrastructure in Hong Kong proved to be attractwe to FDI FDI in manufacturlng in Hong
Kong has been gradua.lly increasing (Table 13).

45



TABLE 13:

Foreign Investments in: Hong Kong's Manufacturing
_ . 1960 1970 1981 1993
Number of establishments at year end | 21 62 395 . 433
Total value of investment (HK$m) - 759 7,203 40,899
Total employment - - 90,059 66,322

Sources: Lethbridge, 1983. “Hong Kong Yearbook 1995”.

The economic significance of foreign investments in manufacturing in Hong Kong can be

analysed in terms of their contribution to the following areas:

a) Industrial Employment
The role of foreign investment in Hong Kong’s mamifacturing’ employment was not
vital. Employment in foreign firms accounted for only 9.9% in 198l and 13.7% 1n
1993 of total manufacturing employment in Hong Kong, the number -of wérkers<

employed by foreign firms has actually declined over the same period (Table 13).

b)  Domestic Exports
Howéver, foreign ihvestment in Hong Kong ~was COncentrated on fbup majpr
industries (Figure 5), and these industries .contributing'60-:740% of Hong Kong's .
domestic exports.- The impact -of foreign investment on-Hong Kong’s domestic _
éxports is significant. |
FIGURE 5:

" |Foreign Investments in Hong Kong Manufacturing by Major Industries (1971-1993)
: (% of total foreign investments)
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" Sources: VLeth'bridige, 1983. “Hblig Kong Yearbook 1995,
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c) Upgrading of technology.
' The most important part played by foreign investments in manufacturing is its role in
transforming Hong Kong’s manufacturing from a low-tech, low value-added

industry into a high-tech, high value-added one (Table 13 and Figure 5).

From 1981-1993, the number of foreign firms increased by only 9.6%, but the total
value of investment by foreign firms increased by 482%. This reflects the nature of
fofeign investments in Hong Kong becoming more capital intepsive, hence more
high-tech involved. Figufe 5 also 'shows that. the incrcasi.ng FDI in high-tech.‘.
industries such as Electrical and Chemicals, and decline of FDI in Textile & Clothing

have taken place in Hong Kong.

Although foreign investment in manufacturing in Hong Kong is not overwhelming in terms
of employment or value of investment, however, due to its concentration on major export
industries and its initiation in new industries, foreign investment has had a positive impact

on the evolution of modern manufacturing industry in Hong Kong.

¢ EXTERNAL TRADE SECTOR:
Owing to its entrepot history, the earliest foreign investment in Hong Kong was in external“trade:
: sectbr. A number of British trading houses. were established 'hére during the.19th century; a few
suryivéd and are still -l’mlding strong positions in the import and export trade. After World War II, -
trading firms around the world- set up offices in Hong Kong, making important contributions to
Hong Kong's international trading business. In 1995, there were 1,84_‘6l.multinational companies
established regional headquarters and offices in Hong Kong to conduct and‘co-ordinate their

regional operations (Hong Kong Yearbook 1995).
¢ FINANCIAL SERVICES:

a) Banking , _
There are 148 foreign banks out of a total of 180 full licenSed banks, along with 157
representative offices of overseas banks. In addition, 155 subsidiary rélated companies of

foreign banks operate as restricted licensed banks and deposit taking companies.
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2.5.

b) - Financial Markets
- Of the 421 registered corporate securities dealers on Hong Kong’s stock market, 199 are
overseas firms. Of the 128 commodities dealers on Hong Kong’s future exchange, 54 are

from abroad.
©) Insurance
As mentioned -earlier, 55% of Hong Kong’s insurance companies were overseas companies

" from 29 'coun_tn'eS.

THE ROLE OF THE GOVERNMENT:

As a model of free market economy, Hong Kong owes 1ts success to its Government. Lao Zi,a
famous ancient Chinese philosopher, descnbed his idea of ruling a country, as “Hands off the
economy, a country can manage herself”. Without a doubt, the Government of HonguKong is
the exponeht of Lao Zi's philosophy; the laissez faire approach fowards economic administration of :

the Hong Kong Government has been proved.most successful.

The Government's basic policy of minimum interference and maximum support for the economy is
one of the key elements of the continued economic- success of Hong Kong: Owing to-its small size ‘-
and open naturé, the economy is vulnerable to external factors, and Government actions designed

to offset unfavourable external influences are believed to have limited effectiveness. The

Government - advocates free and fair competition, with little interference in ‘the process of the

economy. Business decisions are left to the private sector, and the allocation of resources of the
economy is left to market forces. The Government has not sought to influence the structure of .
industry through regulations, tax policies or subsidies. There are no restrictions applied on the

international movements of capitalb and goods either.
However, the Government of Hong Kong does not exactly sit béck and keep “hands off. Itis

involved in the economy in its own way, through public finance, taxation, public enterpﬁses and

trade promotion activities.
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2.5.1 PUBLIC SPENDING -~

A key feature of public finance in Hong 'Kong is its low level of Government spending; which has

been con51stent1y low by mtematlonal standards (F igure 6)

FIGURE 6
[% Change in Hong Kong Gov. Expenditure to GDP (1947 - 1995) |
‘28 :
. 20.2
20— Lo
C AT
15. o
1 - o
% “ .
1 g
© oY
5 f —
47 €0 80 - 90
- Years

- Soui‘ceé’ Riedel 1974. IMF. EIU,

TABLE 14: | RS
Publlc Expendlture in Hong Kong 1995/1996 (HK$M) )
| - (Sourse: EIU) - ' T
. Volume % of Total
- { Economic ) : 10,590 ) 7‘ A 5.2 _
| Security 21360 Cros|
| Social Welfare 14900 - 73
| Health” 22,105 10.8:
‘Education. 33945 166
: ‘Enﬁrbnment 6,205 ? 30
v.“Co'ml'm'mit‘y 3 B '11;,‘7"5,0 | 58]
Infrastructure E _'31,7’0'0 | L 15.5 |
“Support ; 26, 425 . "13.'0
Housing - 124,990 _ ,12.3
| Total 203,930 1000

Table 14 was abstracted from the Hong Kong Government 1995/1996 budget It expia.ms how the o

Government uses its expendlture as eﬂ‘ectlve means of facilitating economic act1v1t1es :
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The biggest expendlture by the Hong Kong Government was on educatron as they believe that a
well-educated labour force 1s the foundatlon of ‘a healthy economy The second biggest
expenditure, coming very close to education, was mfrastructure. A goodllnfrastructure is vital for
the progress of a national economy and. even more so to Hong Kong'due to its role as a regional

centre for international trade and services.

- Contrary to its policy on private industry, the Hong Kong Government is often directly involved in

infrastructure projects in financial terms. The contain'er terrrunals at Kawi Chung port, now ‘ranked

_ ' number. one in the world, were built at the early 70’s by private firms g‘ranted’ concessions for dock

operations Thesevconcessio.ns \vere granted -on the basis of, competitive bidding Another example

is the constructron of the under sea channels in Hong Kong. This was also undertaken by pnvate

firms, wrth the Government as a mrnorrty shareholder in the consortrum which undertook the

ontract (Rredel 1974) In order. to build a new - a1rport in the late 80’ s “the Hong Kong

Government 1mt1ated the Airport Core’ Programme (ACP Project).. -This programme 1ncludes ten -

mfrastructure projects focused around the new mrport Clalmed to be the largest ‘construction

. work currently undeftaken in the world the total cost of ACP has almost reached: US$20 bllhon.
~and the Govemment is heavily 1nvolved in ﬁnanc1al terms

The thjrd area of major spending in 'Hong Kong’s. budget was’ housing Since all land .in: Hohg

~ Kong is state—owned the Government is. able to take part in the resrdentral housmg market by way -

of a home ownershlp scheme. Under this scheme the Govemment burlds apartments on selected. :

- ~land and sells them to the publlc at subs1d1sed pnces The scheme has been proved successful in

'that 50% of the populatron in Hong Kong are. now hvmg in publrc housmg (Hong Kong Year

Book, 1995) ’ ' '

2.5.2. TAXATION -
Hong.'Kong'-s tax system is simple;” its tax rates are extremely low by -developed cou'nt_ries’
, standards. The_re‘isf-neither ‘capital' gains tax, nor sales and services tax (V.AT) in Hong Kong. A
Company tax rate is only 16.5% and personal income tax rates range from 2%-20%. Because of the
© generous tax free allowance, .almost 62% of the labour force were exempt ﬁom paying any tax in
1995, and ;only 2% of the labour-force are paying-tax at the standard rate of 15%. In .‘1992, th_e



World Cornpetitiveness Rebdrt estimated that Hong Kong's total tax revenue only accounted for

11.25% of GDP, which was thev lowes't }of atl 36 'conn'tries surveyed (Hong Kong Yearbook, 1995).

Low taxation policy in Hong Kong creates a favourable environment for the growth of the
economy. It is an example.of how the Hong Kong Government contributes to the economic

~development.
2.5.3 PUBLIC ENTERPRISES

Govemment ownershlp of goods and services in Hong. Kong is conﬁned to law enforcement and
security semces postal services, water supply and airport facrlmes The railway system is a
corporation which is wholly owned by the Government. In the provision of other basic and
,essentlal services such as electncrty gas, public transports (bus, tram, ferry), commumcatlons and
broadcasting (radlo and te1ev1s1on) ‘ownership is -all privately-owned. Hong Kongs economy,

therefore is probably one. of the most privatised economies in the world
2.5.4. TRADE PROMOTION

Since Hong Kong's economy relies on trade, trade promotion' is always on the Government's
agenda Dunng the last few decades numerous trade promotlon bodles have been set up to serve =

Hong Kong $ busrnesses They are:

“Trade D_epartment:_ Responsible for Hong' Kong's commercial relations with 'forei‘gn

Governments.

’Hong Kong Economlc and T rade Offices: .
' Represents Hong Kongs economic and trade 1nterests abroad and

deals with both the' public and private sectors.

Hong Kong Trade Development Council:
In charge of Hong Kong s trade promotlon both in Hong Kong and
' abroad, with a network of 40 offices in 27 countries. |
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It oroamses up to 16 annual trade fairs in Hong Kong and keeps a
omputer database containing detalls of 400,000 .companies world-
. wide, which helps Hong Kong's businesses to develop overseas

' markets.

Hong Kong also holds full membership in major international organisations including: WTO (World

_ Trade Organisation) and APEC (Asia and Pacific Economic Co-operation).

2.6

MONETARY AFFAIRS:

As a trade dependent SOE, forelgn exchange rate is of crucial importance in Hong Kong’s

development Between 1946- 1971 as a'British colony and a member of the ‘Sterling' Area, Hong

'Kong dollar (HK$) was pegged to sterling; Followmg the ﬂoatatlon of* sterlzng in 1972, HK dollar

sw1tched to US. dollar peg for about two years. Between 1974-1982, HK dollar was allowed to.
float on the forergn exchange market Durmg that penod HK dollar was subject to. constant
speculatrve attacks and its exchange rate was volatlle Once agam in 1983, HK dollar returned to-
US dollar peg at a rate of US$/HK$7 78, a 20% mstant devaluatron This ﬁxed exchange rate has -

been 5uccessfully mamtamed over the past 14 years .

The exchange rate pollcy in ‘Hong Kong has greatly beneﬁted the economy 'First with. the:
adoptron ‘of the hnked rate system, the exchange rate is no longer a vanable m the economy’ s
adJustment process Interest rate, the money supply and the level of monetary activity adjust
automatlcally over tlme to balance of payments pressures. Second the US dollar as the pegging
currency was a correct ch01ce I. The US economy is the largest in the world and the US dollar is
a stable currency ]]) The US was Hong Kong § largest trade partner between the 1960 s - the
1980’s, and it was Hong Kong s largest export market until 1994. IIT). Hong Kong’s trade w1th

China - the second trade partner at the time, ‘was paid by US$ since the Chiriese currency was not

" convemble Therefore the US dollar has covered more than 50% of extemal trade in Hong Kong

Hong Kong’s'vﬂxed rate system has played a vital role in the econorny"since it was introduced. The

link with US dollar has provided the.necessary stability for HK dollar, this in turn has 'contributed _.

“to the-sustained competitiveness of Hong Kong’s exports. HK dollar 'is~now a hard currency in the
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.l:ar East region, and is frequently used to settle 'regional trade and financial deals. A side effect of
pegging to us dollar is the relat1vely hlgh 1nﬂat1on and interest rates in Hong Kong since the

1980’s - as a small economy, Hong Kong cames an interest rate prermum (Appendices 3, 4)

Ho\yever, the high inﬂation and interest rates are not solely influenced by the rates of US ‘dollar.
The blggest threat to inflation in ~Hong Kong has been the ever rising pro‘perty ‘prices, which
resulted from a.scarcity of land and a strong demand. The perception of an over-valued property |
market in Hong Kong has cast doubt -on the real value. of HK dollar, this led to the series -
‘speculatlve attacks ‘on HK dollar on the foreign exchange market, following the collapSe of ;
currencies in Thailand and Malay51a on October 1997. meg to 1ts sufficient pool of foreign
reserves’ (the 3rd largest in the world) and a ﬁscal reserve of US$ 20 b1111on in addition to a
healthy macroeconomic foundatlon (a posmve growth in GDP a low unemployment rate,
'cons1stent current account surplus, a balanced budget and good prospects in the economies
of major- trade partners China and the US), speculators fatled to break Hong Kong’ s US
) dollar link, the exchange rate of HK- dollar remamed intact. The exchange rate policy in. Hong

Kong has been & so far a success.’

The process of ‘e‘conomjc development in tH_ong' Kong 'ov‘er;'_the last four decades has been-briefly analysed. .
On the 1 July 1997, the sovereignty of "Hong ’Kong yVashanded back to the Chinese Government, The "
hand-over rnarl(ed‘ the end of one hundred years.of ,Bntish'.'colonlal role: -Hong.Kong,.,as a special - .
: administrative‘district of China, continues to enjoy economic autonomy and ﬁnancial lndependence The -
.v 1ntegratlon of Hong Kong S, economy into Chlna will be accelerated, and a bright future for the economy in

Hong Kong 1s expected

" A case study of Singapore, another city state that is similar to Hong Kong in respect of size, location,

economic structure, culture and history; is given in the next chapter.
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CHAPTER3:  CASE STUDY OF SINGAPORE

3'.1

PROFILE OF SINGAPORE:

Smgapore is an island city state with an area of 618km2 and a populatxon of 2.93 million (1996).- A
Bl'ltlSh coIOny untxl 1959, Singapore separated from Malay51a in 1965 and became an mdependent

repubhc Smgapore isstrategically located in the centre of Southeast Asia and on the cross-roads

of sh,\ppmg routes between the Far East Middle East and Europe. Simil'ar to Hong Kong,

‘Smgapore possesses no natural resources except for; a deep natural harbour and a central location.

Before the 1950°s, the natural advantages of Smgapore (its location and harbour) and free trade
pohmes of the Govemment were sufficient to estabhsh its role as an entrepot for Chlna and its

region.

Soon after the Independence in 1965, the Singapore;Govemrnent launched industrialisation through

its direct involvement i in. every aspect of the economy The success of the industrialisation and later .
the Second Industnahsatlon (1970’5-1980’5) established and sustained Smgapores posmon as a..

high-tech and thh value added manufacturing base for multmatlonals ‘as well as an important. - .

regional centre for mternatxonal services. .

Smgapore one of the most successful small and open economies (SOEs) in the world Smgapore :

today is considered to have. ach1eved a hlghly modeérnised full- employment economy
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~Its achievements in social and economic development over the last-three decades have made



‘An illustration of Singapore's position in the world economy is as follows:

Total External Trade per head (1996, US$84,309) st

Foreign Reserve in Total (1996, US$76.8 billion)  4th
Foreign Reserve per head (1996, US$25,600) Lst
Harbour Cargo Throughput (1995, 125 million tons) 2nd
Airport Traffic ‘ (1992, 3,087 pdssenger/k:m) 9th

| Energy C(_)nsumption " (1992, 5,952 kg./per cépita) 10th |
Road Density o (1993, 4.72 km/sq.km of land) ~ 1st
The Most Competitive EcOpom'y in the World .
by the J“Wo’rl_Ad Competitiveness Report »199 5-97 - -2nd
Fortune’s best city for business 1996 st

Ownership of merchant shipping fleet in 1994 -
- (11.9 million gross tons) 9th.

(Sources: EIU. EU. The World Bank)
Given its. size, population and short history of ‘industrialisation, Singapbre's achievements are =~

impressive.

‘32 ECONOMIC GROWTH AND STRUCTURAL CHANGE:
3.2.1. THE INDUSTRIALISATION AND THE ECONOMIC GROWTH

bIt‘was believed tﬁat due to its small and open features, Singapore'§ economy Was vulnerable to the
influences of international markets and it was necessary for the Goverriment to intervene in the
economy to ensure its viability‘ and stébility. 'The Singapore Government was therefore obliged to .
play a very active role in social and economic development. The role the Singapore Govemmentv
played in its economic growth is vital and is regarded as the most successful in the non-communist
world. The contribution of the Government to Singapore’s economic success will be analysed in

detail in Section 3.5. °
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_Singapore's industrialisation took place in the 1960’s. Tt took 20 years for Singapore to transform
its economy from a small entrepot trade entity to a regional centre for international services, in
addition to a competitive industrial sector. Singapore has also become an attractive location in the

Far East for multi-national investments in both manufacturing and services.

Since its industrialisation, Singapore has achieved a fast economic growth and transformation:. In
1977, 12 years Since» Independence, Singapore was officially removed from the UN’s roster of
Developing Societies. In February 1988, as part of a move to protect its own economy, the United
States removed Singapore from its general system of preferences apphed to developing countriés,
along with three other NIC’s in the Far East: Hong Kong, Taiwan and South Korea. This was in

fact an acknowledgement of Singapore's achievement (Ravenhill, 1994),

Table 15 provides a broad picture of economic growth in Singapore during the last three decades.
See also Tables 2 - 4 in p.33-34 as well as Appendix 5 for statistics in relation to Singapore, in

- respects of growth in GDP, GDP per head and international trade in an international comparison. -

Table 15 indicates that'Singapore‘S economic growth is ‘a’n_'export-l.ed, trade dominated growth. ..
The growth in exports was faster than the growth in GDP. * The rises in GDP per head and in: -
employment were contrésting with the decline in the uneniploymentArate. The expansion of official .
foreign reserves"sho'v'vs the success of the export-oriented economy in Singapore. B

Table 15:

Major Indicators of Singapore’s Economic Growth 1965 - 1995

o 1965 » 1995  %1965-'95
Total External Trade (SSM) _ 6,811 - 343,830 4,454
Total Exports (SSM) . 3,004 167,510 4,714
Total GDP (current Prices, SSM) 2707 120,628 4,356
GDP per head (S$) R PEC R 34788 2,324
Total Employment - ‘ 519,000 (66) 1,748,100 . 237
Rate of Unemployment - | 9.0 (66) 20 .
Foreign Reserves (USSM) 121 (66) 68,547 56,550
Size of Budget (SSM) 899 38315 4,160

Sources: Chen, 1983. Singapore Government’s Web site.

56



3.2.2 CHANGING ROLE OF MANUFACTURING

The rapid growth in manufacturing in Singapore was the backbone of industrialisation. There were

two factors that contributed to the development of manufacturing:

a)

b)

Government Intervention

The Govémment was directly involved in the économic transformation in Singapore. Fiscal
policies which aimed to improve manufacturing in certain areas were implemented; statutory
boards which invested in major manufacturing industry on the Government's behalf were
established. In addition, a growing number of wholly or partially state-owned enterprises
were set up in major manufacturing sectors. Government intervention was regarded as vital

by many commentators to the growth of manufacturing in Singapore.

Foreign Direct Iﬂvestnient.

Prior to the 1960’s, manufaéturing in Singapore was- characterised mainly by small
establishments, low technology and low value-added. In 1960, maﬁufacturing in Singapore ::
only contributed 12% of total GDP, and gcnérated less than 10% of t'ota l employment. The -

role of indigenous manufacturing in the national economy was unimportant.

Since Independence, the growing inward foreign investment has played a fundamental part . ©
in transforming Singapore’s manufacturing. . The contributions of FDI were signiﬁcant' in

terms of generating resources, improving ‘productivity and developing overseas markets for

- Singapore’s manufacturing exports. Detailed discussion is given in Section 3 4.

Table '16 demonstrates the bhang‘ing importance of manufacturing in Singapore's national
economy. From the mid 1960’s to the mid 1970’s, manufacturing experienced a significant

expansion owing to the: successful industrialisation. The shares of manufacturing in both

_total GDP and total employment were increased. Singapore’s ability to export was also

greatly improved which was resulted in manufacturing exports making a dramatic gain in_

the share of total output.
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Table 16:

The Changing Face of Manufacturing in Singapore, 1965 - 1995
1965 1970 1975 1978 1990 1995
Manufacturing
% of total GDP 15.3 20.5 22.6 22.6 288 280
Manufacturing % of
total employment . 9.8 19.2 237 235 285 256
Domestic Exports | '
% of total exports 32.7 41.7 64.6 66.5 65.9 60.1
Exports % of total N . :
output in manufacturing 326 44.6 59.8 639 91 90

Sources: Chen, 1983. EIU, Singapore.

The Second Industrialisation took place in Singapore in the mid 1970’s, which was initiated by the
Government who re;focus',ed its development strategy from manufacturing to services. Led by the
recovery of entrepot trade the growth in market services in Smgapore eventually outpaced the

growth in manufacturing. Accordmg to the World Bank, from 1981 1990 the annual’ growth in ,

manufacturing in Singapore was 6.4% compared to 7.5% in services. This was the reversed‘

situation to the previous decade, when manufacturlng grew 9. 8% compared to 8.8% in services .

between 1971 - 1980 (World Development Report, 1992).

In addition to-the growth in entrepot trade, transport and communications, and tourism sectors;a the
most striking feature of the Second Industrialisation was the evolution of the finance sector in
Singapore. Theﬁnance sector has achiéved rapid growth since the 1970’sin terms of contribution o
to GDi?, employmer_lt ‘and the number-of financial institutions (Appendices 5, 6). The success of.
the finance, sector establ_i'shed Singapore’s status as a major international financial centre in the
~ Asian-Pacific region:. Consequently the‘impodance of manufacturing in Sihgapore’s economy

declined. .
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3.2.3 GROWTH OF SERVICES SECTORS

a)’

External Trade:

Similar to other SOEs, Singapore's economy is characterised by a high dependency on

foreign trade. -Since its industrialisation, the diminishing trade sector in Singapore has

recovered swiftly and is now more than doubled its GDP contribution. Singapore has also

achieved the highest external trade per capita in the world (Tables 17, 18).

Table 17:

Compa'rison of External Trade per capita (US$) 1996, and world ranking
World ranking — Uss
| 1 Singapore 84300
2 Hong Kong 60,600
3 : Ireland 27,230

. Source;' EIU. CSO.

Table 18: |

-

The l:ﬁportance of External Trade in-Singapore’s Economy
(current S$M)
1960 1970 | 1980 1990 . 1996.
Total Extén_lal Trade 7,555 12,290 A9,'7.,800 205,020 361,383
. Total GDP 1,985 5,320 28,750 67,705 132,600
External Trade % GDP 381%  231% 323% 303% 273%

Sources: Chen, 1983. EIU. Singapore Government’s Web site.

Similar to Hong Kong, a key feature- of the balance of payments in Singapore is its
consistent surplus'in services. Singapore's trade balance has always been in deficit since the

e>arly. 1950’s. However, the growing surplus in services has managed to keep Singapore's

overall balance of payments in the black since 1966 (Figure 7).
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b)

Figure 7:

" Balance of Payments in.Singapore (S$M)

25000+
200001-
15000
100001

Trade Balance
Overall Balance

(S$M)

-5000-
10000 R G
1970 -

Sources: World Bank. EIU.

As a result of the accumulation in overall surplus, Singapore’s foreign reserves amounted to

~over US$70.billion in 1996, compared to less than US$2 billion 30 years earlier. Foreign

reserve per capita in Singapore was fhe hi‘gheét in the world in 1996 (Table 4, p.34). '

Financial Services: '
Although improving rapidly, Singapore’s manufacturing faced limited land spaces, lack of .
natural resources and stiff c‘ompetition'from other progressive developing countries during
the 1970’s. In recognition of the Testraints on the further development of manufacturing: .
industry, the Singapore Government initiated the Second Indu“striali’sation.‘ The economic
strategy was to diversify and to upgrade Singapore’s industry. .MeanWhile_, in the services
sector, the emphasis was on' the development of tourism, tranéporjt, v'varehousing and in

particular, financial services.

In order to turn Singapore into a regional financial centre, numerous fiscal incentives were
implement'ed, along with the complete removal of foreign-exchange controls. As a result,

the financial sector in Singapore has become the largest economic sector in terms of share

.of GDP (27.4%Ain 1995). In 1994, there were 209 banks, in Singapore compared to 37 in

1970, the number of people employed in the finance sector was 198,600 and éccounting for

12% of total employment (Appendices 5, 6).
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‘ Tra”nsp‘Ort:

The factors contributing to the dynamic growth of the financial sector in Singapore are its
geographical location;« political and monetary st'abi]ity; relatively developed financial

infraStructure and its 'traditional function. as a commercial and trading centre. The most

“important factor that attributed to Singapore's successful Off-shore bankmg business is the

development of the Asian Dollar Market (ADM).

The ADM was launched in 196‘8". at a time when expanding economic development 1n -
Southeast A51a rapidly. 1ncreased the demand for forergn funds; the need of a regional centre
to carry out the necessary 1ntermed1ate functlons was apparent Smgapore offered the ideal l'
locanon and 1nfrastructure It also enjoyed a spec1al advantage over Tokyo another
potential ﬁnancral centre in the same reglon, wuh respect to time zone (Smgapore is in the
same time zone as Hong Kong) Since the formation of ADM, Smgapore s banking sector
has expenenced fast expansion, its ‘combined assets and liabilities increased at an average

annual rate of 77. 5% between 1969 and 1979. Smgapore has become the third largest.
financial market in the. Far East (Regronal Survey of the World: Australasm and the Far
East, 1996). Smgapore s fore1gn exchange market is the fourth largest in the world with a.';_
daily turnover of more thaanS$'100 billion. o . |

Other Service Sectors: _ ‘
As pointed out earlier ‘Singapore's se’rvicetrade has achjeyed a continuous :surplus over the: :
last few decades The largest component of i mcomes from the trade in ‘'services consists .of -
port dlsbursements by sths and a1rcraﬁ payments and receipts of passenger fares, and

nnscellaneous services such’as management, professronal nand consultant services.

Two sectors in the -services-are major players: in terms of earning foreign exchange - "

transportation and tourism.

v

Two of the segments of Singapore's transport system are most significant - shjpping' and.

civil aviation. Shipping has been Singapore's traditional actiyity due to its entrepot history_. :

Harbour facilities and shipping industry in Singapore have been well developed, and

Singapore Harbour has become -one of the four largest harbours, in the world since the
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3.3.

1970’s. In 1996 Singapore Harbour.handled 125 million tons of cargo, and dealt with over
100,000 vessel departures, making it the busiest in the world. The growth of Singapore's
shipping industry is also remarkable (see Table 7, p.41). -

. The state-owned Singapore Airlines is one of the most profitable airlines in the world.
Singapore International Airport has become increasingly lmportant as a hub for long haul .
ﬂ1ghts between Australasia, Asia, and Europe In 1996 the. alrport handled over 20 rmllron

' passengers of whom 1.4 million were transit-passengers. -

¢ Tourism ‘ , »
.Although small in size and lacking in natural landsc'apes Singapore turned herself into a
popular tourist destination with'the help of a buoyant economy and a cultural diversity. . The
tourist industry in Smgapore plays an important part in earning foreign exchange There
were 25,000 hotel rooms, wrth an occupancy rate as hlgh as 86.6% in 1994. Total tounst
- earnings amounted to S$2 605 million, and. ac‘counted for 5% of the total servrces exports

The- number of tourlsts v1s1t1ng S1ngapore 1ncreased from a-mere 90 000 in 1960 to 2.8

rmlhon 1_n~l981. In 1996 Smgapore attracted more than 9 million vrsttors (EIU).

EMPLOYMENT IN SINGAPORE

Prior to industrialisation, Singapore's employment situation was ‘characterisedl by a high .leyel of
unemployment' and unrest in“indu’strial' relationshjps Th‘e rapid gr0wth of the 'ec0nomy since |
industrialisation successﬁ.llly reduced unemployment and state controlled unions also effectrvely
1mproved mdustnal relations. The man-days lost due to strikes were reduced from over 150,000 in

1960 to under- 3,000 m 1970 (Chen, 1983) Since the m1d 70’s Smgapore has became a strike

_free economy

~ The overall d‘evelopment of Singapore's labour market is, reﬂected in Figure 8 and Table’ 19.

o Except for the shift-of employment from agriculture to manufactunng and serv1ces between the

1960’s - the 1970’s, the sectoral share of employment in Smgapore has been relatlvely stable over - -
the last two decades. Services have dommated Singapore’s employment structure throughout the
post-war period (Figure 8). | A
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Figure 8:

Share of Employment by Major'Sectors in Singapore 1957 - 1994
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Sources: Chen, 1983. EIU.
Table 19:

Changes in Populatlon, Labour Force, and Employment in Singapore, 1957-1996 _

' 1957 1960 1970 1980 1990 1996 %57-96 |/
Population ‘000 _ 1,446 1,646 2,075 2,414 2,705 . 2,987 1066 |-
Labour Force ‘000 472 472 693 1,053 1,564 1,795 ‘280.,3 .
Total Employment ‘000 449 449 644 1,021 1,537 1,748 2893 |
Unemployment Rate % 49 - 4.9 6.0 3.0 1.7 2.6
Participation Rate %:

Male 87.7 N/A 823 80.7 78.3 78.4 93|
Female 216 N/A 295 409 484 509 293

Sources: Chen, 1983 Smgapore Government’s Web site.
“Regional Survey of the World: the Far East and Austrilasia, 1996.”

Singapore's labour market suffered from over-supply and inadequate-demand in the early 1960’s due

to the fast growth in population and a weak economy, unemployment rate was at its highest level in

the history of the state.

The Government therefore focused its industrial promotion on labour

intensive industries at the early stage of industrialisation, and population control policies were also

implemented. Table 19 reflects the success of the Government intervention; the unemployment rate
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in Singapore was reduced to 3% m 1980. Since the 1980’s, the unemployment rate has been low;
Singapore has effectively become a full employment economy. Singapore experienced labour
shortages in recent years, subsequently a growing number of foreign workers are allowed into
Singapore’s labour market. The humber of foreign workers in Singapore in the early 1990’s

reached 200,000 which accounted for over 13% of total employment (EIU, Singapore).

Table 19 also represents the development of p0puiation. and employfnent in Singapore over the last
few decades. The growth of totalvemploy'men't‘ was faster than the growth of the labour force, that |
resulted in a fall in the unemployment rate. The total labour force has béen growing faster than the |
growth of the populatiqn, owing to the increase in the female parti_cipation aﬁd‘ to the importation

of foreign workers.

3.4.1

FOREIGN INVESTMENT IN SINGAPORE:

The role of foreign direct investment (FDI) is fundamental to the pdst-yvar ecdnomic development. -
in Singapore. Foreign interests are extensive in lthe économy, the contributions of FDI towards..: ="
S_ingapore’s industrialisation and modernisation are significant.  Foreign in\:/estment in
manufacturing in pa.rticula.r,‘ is predominant, and the Government plays an important part in-.
attracting international mobile capital. The aim of this séction is to' summarise the impact.of foreign .
investment in the process of Singai)ore's economic growth, and to focus upon the manufacturing

industry.
GENERATING CAPITAL INVESTMENT

IndustﬂaJiséti;)n in any developing country means intensive capital investment. As a developing
country, Singapore was no exception. From the early 1960’s to the 1970’s, the Gross 'Dome'stic :
Fixed Capital Formation (GDCF) in Singapore was growing at an average of over 20% annually,
the growth in GDP was also high (Figure 9). When the economy underwent such a high speed
growth, domestic in;/estment was inadequate to meet the demand despite the high growth in °

GDCF. Thus, generating capital from foreign sources was imperative. Under these circumstances,
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public borrowing from abroad could have occurred as it has happened in other countries.
However, the majority of Singapore's external capital réquirément was met by private foreign

investment. Inward FDI in Singapore has completely outweighed public external debts (Table 20).

Figure 9:

Growth of GDP and GDCF in Singapore during Industrialization
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Source: Chen, 1983.

Table 20:
Foreign Investments and External Debts in Singapore
- | (SSM)
- 1965 - 1970-. 1980 . 1990 1996

Public External : : T :
Debt ’ . 63 174 67 68 0
Net Foreign . _
Investment (NFI) ' 307 1,115 3,349 4,004 - 6,062%
*1993 .

- Sources: The World Bank, “Liberalizing Foreign Trade” 1991.  EIU.

Foreign investment accounted for a considerable percentage of total investment in Singapore
throughout industrialisation, although its importance in Singapore’s economy has become less

significant since the last decade. Figure 10 provides a detailed account.
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Figure 10:

The Imiportance of Foreign Investment in Singapore (S$B)

(NFI=NetA Foreign Investment)

DO GDCF
ONFI

1993

Source: Chen, 1983. EIU.
3.4.2. CORNERSTONE OF INDU_STRIALISATION

The impact of foreign direct investment on the transformation of Singapore's manufacturing -
industry can be pérc’eived frdm its massive scale (Table 20). The involvement of foreign .
_ investment in Singapore's manufacturing industry has .'been extensive throughout the lést_three:‘ :
decades. Underlying the predominant position of foreign firms in Singapore is its high % share of
assets, inVestrﬁent,- ‘output, value added and exports in Singaporé’s manﬁfacturing industry (Chen,. -
1983 and Rodan, 1990). - Given that the success of manufacturing in Singapore is the key element
of the successful industrialisation, the role of foreign investment in Singapore’s industlialis_ation was’ -
crucial. Foreign in\_(,_éstmcnt also prevails in many other sectors of Singapore’s eCondmy. There
were 197 foreign companies listed on the -Singapore stock market in 1989, compared to 136.

domestic firms.

Apart from bringing in ﬁew technology and fresh capital, FDI in manufacturing also played a vital
part in improving and upgradihg Singapore’s industry in terms of viability, productivity and joB
creation, FDI is welcomed in most areas of economic activities in Singapore, the only exceptions
being the defence industry and mass media. Although there has been a long tradition of foreign _
investment in services industries in Singapore, therebis less foreign dominance in services than in |

manufacturing apart from banking. There is an extensive presence of foreign banks in Singapore,
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3.5.

_due to its status as a financial centre. However, unlike Hong Kong, foreign banks in Singapore are

being kept out of the domestic market, their activities are confined to off-shore transactions. The
domestic market is still dominated by four of Singapore's larges’g banks. Only in recent years, has
the Government begun to prepare to open up the dofﬁeétic banking market, in response to the
requirement of the World Trade Orgam'Saﬁon (WTO, of which Singapore holds a full membership),
and to accept the reality of international financial integration. Increasing.foreign investment in

Singapore's banking sector is expected.

THE ROLE OF GOVERNMENT:

- 3.5.1

A study of Singapore's model of economic de'vélopment”WcSuld not be complete without an analysis
of the Government's role. An essential element in past'growth in_Singapore was the effective
implementation of soundly conceived government policies. Many major factors that contributed-to
the success are also under the influence of the Government.  These factors include the
éompetitii/éness of Singapore's exports in world markets, the ability to attract foreign investment,
the allocation of resources to investment - mostly into infrastructure and human resources rather-
than social welfare - and'the development of ‘international market services. The pervasive and. -

penetrating intervention of the Government is a key feature of the Singapore model.
INVESTMENT

The Singapore Govemment is directly involved in economic development thr'ough  Ipub1,ic.
enter‘pris'es. Public enterprises in Singapore can be categorised into st'atuto.r.y boards and their
subsidiaries which were formed under three holding companies. thét aré"di'rectly owned by
governmerﬁ ministries. Statutory boards are autonomous govgﬁment agencies created through.
special legislation by the Singapore Parliament to perform specific functions. They are financially
i;ldependent and the); enj'oy greater ‘autonomy and flexibility than goverhment departments. The
first s;catutory board was formed in 1959, there was a toté} of 72 statutory boards in Singapore in
1982'(Chen,~ 1.983). In the meahtirne, an evolution of a cluster of pubiic owned companies, both |
wholly-owned and partially-owned, has taken place. The total paid-up capital in state-owned

companies increased from S$1.2 billion in 1974 to $3$2.9 billion in 1983 (Ravenhill, 1994).
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Table 21:

Wholly Owned State Compan.iesin, Singapore in 1'985
Industry Number Percentage Share of Net
1 Profit/Loss
Holding Companies ' 3 : 77.6
Manufacturing ' 10 12.7
- Petrochemicals . o 5 ) -10.2
Printing b 1 03
Trading . 12 ' 4.0
Financial Services 3 | 4.8
‘Ship Building : : 5 ‘ | -354
Shipping 1 ‘ 1.6
Aviation/Transport . 2 29.0
Tourism 3 0.1.
Properties 3 0.1
Housipg Construction 5 14.6
Farming o \ 1.8
Health Services : I 08
Consultancy Services ' : 1 -
| Total a ' 56 | 100
Source: Ravenhill, 1994

The 56 state companies listed in Table 21 covered. all major industries and activities in the.;
economy. The basic reason for forming state-owned companies in Singapore was to pioneer
emerging industries, where the private sector was believed to lack the capital and. cxpértise to

establish them.

Such an extensive government intérvention in the economy via: public enterprises appears to be
unique to Singapore. Nonethelcss, it has not in 'ahy \'Nay adversely affected the growth of the
economy, at least not in the 1960’s and'1970°s. In fact, public companies in Sinéapore prox}ided the
economic and social infrastructure necessary to. industrialisation at ‘the take off. stage, and
contributéd immensely to the successful économic transformation in Singapore. However, some 25
years after the first wholly-owned state company was founded in April 1985, the Minister for Trade

and Industry of Singapore announced in pa:liament that the private sector must at this stage of
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- 3.5.2

development, become the engine of economic growth and a plan for nation-wide privatisation was '

proposed.

The objectives of privatisation in Singapore were different to similar measures in other countries,
Western Europe in particular. Some of these countries’ nationalised inddstn'es‘began as re_scu'e
take-overs which continue to be inefﬁt:ient, cost-ineffective and unprofitable, and privétisétion 1s
motivated by financial considerations. Whereas in Singapore as evidenced in Table 45, fhis wa_é not
the case. The majority of the state companies were profit making, some of them were among the
best in the world in their respective fields in terms of performance, notably Singapore Airlines. and

Singapore Telecom.

The decision to ‘privatise was based on the recognition of the costs of over-dependence on foreign
investors and on the Government. The economic gr’owth' in Singapore was believed to have
reached the limits of a government-dorhinated growth strategy. As the objectives. of the. .
Government turned entrepreneur were more or less achieved, it was the time for the responsibility -

for economic development to be passed on to the private séctor.

Singapore's privatisation is on' a continued, ‘gradual basis. - Despite the privatisation, Singapore's

state ownership is still a dominant feature of the economy.

FINANCING THE DEVELOPMENT

The Government also plays an important.role in financing the economic development. Apart from
the influx of foreign investment, the Government provides a consic_jerablé part of the capital that is

required for rapid growth.

. a) Ceﬁtral Providenf Fund (CPF):

CPF is a central fund which is under 100% of government coﬁtrol. Every employee in the

country pays a percentage of his/her wages into CPF, as ‘'social security contributions.

He/she is entitled to withdraw from the fund on retirement; being permar_lentiy out of wdrk;

leaving the country, or for medical purposes. " The employer contributes the same

percentage as the employee into CPF. The Government used CPF funds to form part of its
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development expenditure. Development expenditure is dlstnbuted through statutory boards
and public enterprises. The Government thereby played a useﬁ.ll role as an intermediary to
match savings and investments. On the one hand the. Government borrowed from the
private sector through CPF, while on the other hand it uses the funds to stimulate grov\}th
and industrial development. CPF is the biggest resource of the Singaoore Government's
development expenditure. Detailed discussion of CPF, and its possible .implications to

Ireland is given'in section 5.8.1.

b) The Development Bank of Singapore Ltd. (DBS):
As men_tioned above, the Government uses statutory boards to channel development
expendit‘ure into industry. Among the statutory boards, DBS carries out most" Government |
funding projects. The 'DBS was incorporated in 1968 as a public limited company, to
operate as a bank to take over the Government's industrial financing operations. - Its primary
function is to provide loans to Singapore’s industry. In terrns of total assets, DBS is the

largest local commercial bank in Sin'gapore.
3.5.3 INFRASTRUCTURE

The Government is directly involved in the development of infrastructure in Singapore. | The state-
owned airport, port, public transport systems and telecomrnumcatlons system in Singapore are all .
rated world class. The state also offers ﬁnanc1a1 back up. to pnvate firms- in the infrastructure
. industry. As an exainple, in early 1997, Singapore’s The Strait Times reported that the
Government launched a S$100 million (US$70 nﬁllion) scheme to share up to 50% of the cost of
development projects with the telecommunications industry. To qualify for this grant, according to

the Minister for Communications, firms must:

“Foster the strategic development of info-communications and postal services and
enhance the competitiveness of Singapore as a global and regional business hub”,
also, the grant w111 support projects that “encourage technology transfer by foreign
-companies.”

(The Strait Times, April 2, 1997).
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3.5.4

Jurong Town Corporation (JTC) is another statutory board formed in 1968, with the aim of

accelerating industrial infrastructnre Its marn function is to improve the standard and supply of
industrial buildings, land and suppomno mfrastructure JTC has been bu1ldmg. massive. high-
standard.industrial estates to cater for the needs of InduStnalisation. The expansion undert.ak'en by
JTC has relied heavily. on loans frOm the ‘Governmient. JTC has since become the largest private

land owner in this country.

FISCAL POLICIES

'Forming and implementing appropn'ate fiscal policy is another _'important' step taken by the

Government to promote industry.

a) Fiscal Incentives for Investment
In order to attract mvestment to certaln taroeted areas, . the Slnoapore Govemment

prov1ded the followmg fiscal mcentlves

. The Pioneer Industries Ordinance (1959):
- Certain newly de'Veloped capital intensive, high—tech indus.tries’ were ratified as pioneer'_';.-
mdustry, and were reoarded as. pr10r1ty in the economic development .Pioneer mdustneS'

'are exempt from company tax for 5 years.

* .The Industnal Expansion Ordmance (l959)'

- Tax exemptrons for ex15t1ng enterprlses whose investment expansion was approved
¢ _The Economic Expansnon Incentlves (1967): '
Whereby profits on approved manufactured goods were to be taxed at only 4% instead of
the standard 40% company tax for a perxod of 10-15 years.
These mcentlves were subsequently rewsed and more mcentlve schemes have since been
1ntroduced coverrno business activities ranging from manufacturmo to 1ntemat1onal
4 consultancy, warehousing, mvestment and employee tralmng These mcentlves have been

successfully fac1htat1n0 the economic transformatlon in Singapore.
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b) Deregulation

The trade policy in Smgapore was charactensed by a very liberal regime before 1960 owmo
to its entrepot tradltron. How_ever, ~the regulations ‘of trade were becoming increasingly
'restri_ct'e'd in the early 1960’5, 7 due to an import-substitution policy adopted by the
Government uyhen Singapore A\-vas-vpart_‘of Mataysia. Since its separation in 1965, Singapore
~ has vigorously r)ursued an'export-oriented strategy. The main uolicies encouraOino exports
were-officially announced in 1967 Wthh marked the beommno of sromﬁcant and continuous

reductions in 1mport tarlffs and quotas. . By 1973, not only were.all quotas_ abollshed but a -

- large number of tanffs had been removed (Table 22).

Table 22: , '
L_iberalﬁation of Trade in Singapore 1965 - 1973:
(A) Number Changes in' Quotas and Duties:
_ Numher of Import Quotas Number of Import Duties.
1965 230 , 17
11967 . s 20
1969 7 U 3
1971 0. 0
K (B) B ‘ Tax Reliance Ratio by Broad Categories:

Year ’ -Income and - Property Tax ~ Payroll .. Goodsand . Iuteruatio'nali
| . . Profit Tax- B Tax' . Services Tax: - Trade Tax
1966|260 . 185 22 194 T 339
1969 | 294 18.0 21 28.0 C225
1974 1341 $16:5 24 - 300 . 170
1977 384 155" 24 o ag1 " 156

Squree; World Bank, “Liberallzi.n.g Foreign Trade” Vol 2 199 1.

3.5.5 PUBLIC’HOUSING

Singapore faced the problem of over-crowdmg and housmg shortages as early as the beginning of - .
this century: Thrs problem detenorated to cntlca.l proportrons in the post-war period due to rapid
population growth and a stagnation in the economy. In the 1950 s, there were over 70% of the

populatlon in Singapore hvmg n shop-houses in the 01ty centre and In_temporary structures in the.

suburbs qua.hty accommodatlon was in short supply
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When Singapore gained self-government in 1959, the housing problem became top priority to the

new Government. The Houéihg and Development Board (HDB) was acpordingiy established In

1960 to undertake large-scale public housing prograinmes; slum clearance and urban renewal. The

Government has since given HDB full financial backing for its housing development programmes.

In addition, HDB was given the power to acquire compulsorily, through the Lands Acquisition Act

of 1966, any private land it needed for housing development. The percentage of population living in

HDB housing in 1959 was 8.8%, which increased to 90% in 1996 (EIU).

The impact of the public housing programme on\Singapore society:

a)

b)

Re-distribhtion of income .

QOne of the main objectives of public housing is to provide low-cost housing for low-income
groups as well as helping ordinary people own decent residences. HDB's housing is sold to
the public at subsidised prices, which usually counts just the cost of construction as the
value of land is not caICulated.' Therefore éompared to private properties, the prices of '
HDB housing are 70% cheaper. In addition, people can use their share in CPF to pay for _'
their HDB housing, thus the significance of .éccommodation costs in terms of total'li.vingﬁ.

expenses is reduced.

Stabilisfng property market ‘
The success of the public housing programme in Singapore not only contributed to the re-
distribution of income but also served as an important measure-to counter-check the ever-

rising prices of housing purchasing and rental in a land-scarce society. Increased house

prices could give rise to inflation and, in turn, increasing production costs (as has happened

in Hong Kong). This would weaken Sirigapore's competitiveness in the international market

in terms of production cost.

Social Effects |
Another important effect of successful public housing was its contribution to the N
improvement of social welfare, and subsequently gaining political stability and domestic

confidence.
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3.5.6 SOCIAL POLICIES

a)

b)

Education o
In an attempt to generate an adequate quality and quantity of skilled labour to support the

economic growth, the Singapore Government has been making efforts to expand education.

- During the last two decades, Singapore has witnessed a rapid growth in Government

‘ spending on educatioh, the education expenditure in 1994 reached S$'.8,27. per person,

compared to S$14 in 1978. As"a result, schools in Singapore achieved the highest scores in

recent intematiéna.l:survey (Appéndix 2). .

Family Planning '

The .concept of family planning may be against some pe‘éple’s religious beliefs, but
Singapore's small size combined with rapid growth of populaﬁon and YOung'tpopulation
structure, make family planning a prergquisite for its survival. Since the Singap_or¢ Family
Planning and Population Board (SFPPB) formed in 1966, Singaporé's demographic
conditions have improved (Table 23). Bloth the birth rate édd natural growth of bopulation :
have reduced, and the fall in the infant mortality rate was .ve.ry' impressive.

Table 23:

Demographic Statistics of Singapore: -

_ , . 195'9 : 1969 1979 1995
Population (000) 1,580 2,043 2,362 2,987
Crude birth rate 0/00 ’ 39.5 2138 169 157 |
Natural Growth % 43 C1s 1.2 .19
JInfant Mortality rate 0/00 36.0 - 20.9 12.6 40
Net Population Increase over the - 293 15.7 . *¥26.5.
previous decade % 7 ‘

* 1979 - 1995 L ,
Sources: Chen, 1983. EIU, Singapore.
Wage Policy

In 1972 the National Wages Council (NWC) was formed. A tripartite body having equal

representation from the Government, employers and unions, the NWC has been formulating
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wage policies and guiding wage increases. By formulating wage- guidelines for the
economy, NWC ensures that the development in wages is in line with economic and social
development, 50 as to create a conducive investment climate for both domestic and foreign
investors. The principle: policy of NWC over the past 25 yéars has been a policy of wage
moderation, with the only exception betWeen< 1979-1981 when a short lived high wage
policy was adopted. Since the early 1980°s, NWC has been seeking a moderate increase in
the national wage level, with the purpose of maintaining Singapore’s competitiveness in the
world market. While NWC’s recommendations were not mandatory, they were ‘acceptéd in
| full by the public sector, and widely followed by the priyat'e sector. The Goyemment has -
been using NWC's influences to implemeht its development strategy, thereby to sustain a .

fast and balanced growth in the economy.

d) - Union Policy

| Before Independence, Singapore had an influential union movement which caused frequent
upsets to the economy and resulted in deteriorating industrial relations. Strikes wﬂerel
common. In the late 1960’s, labour laws were enacted to curb the power of unions and to
provide for a subsequeﬁt symbiotic relationship between the trade union movement and -
the ruling political ;;arty (Chen, 1983).. Trade urﬂbns also under\}vent re'structuring_dutin'g
the same period. New unions were forr_n'eci, which eventually came under State control.. In- -
more recent years, t'he.union movement has played a positive role in contributing to .

industnal peace.

3.6 MONETARY AFFAIRS:

Similar to Héng‘Kong, before 1972 Singaporé was-a member of the Sterling Area with its currency,

~ the Singapore dollar, pegged to sterling. Following the floatation of sterling in 1972, and a short
period of fixed exchange rate with US ddllar, the Singapore déllar switched to a managed ﬂo'atiné
rate system. The'exchange, rate .of Singapore dollar moves against a trade weighted baéket of 15

currencies of its main trade partners; the weight of each currency has been kept in secret.

As the result of the breakdown of the fixed exchange rate regime and the complete: abolition of

foreign exchange control in 1978, the floating exchange rate policy has become an important
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instrument for economic sfabilisation in Singapore. The Monetary Authority of Singapore (MAS)
was established in 1977 with a function of a central bank, and is responsible for the stability of
Singapore dollar within the target band. The economic development in Singapore over the last two |
decades has demonstrated the successful track record of MAS, tn terms of low interest and inflation

rates and a strong Singapore dollar.

Although growing rapidly and open to international money markets, Singapore has enjoyed a
structurally low inflation rate (except for 1973-74, during the oil crisis. Appendix 3). It was a
result of an appropriate exchange rate system, free trade policy (which keep imperts prices low),
wage centrol, non-inflationary fiscal polic.y based on a budget surplus, and a strong currency

through the intervention of MAS.

All the factors mentioned above contributed to the strength of the Singapore dollar over the years.
The appreciation of the Singapore dollar against the US dollar was significant - from US$/S$ 2.28
in 1973, to S$ 1.41 in 1996, a 100% increase. The effective exchange rate of Singapore dollar has
also appreciated rapidly since 1990 (Appendix 7), this has caused concern over its effect on
Singapore’s competitiveness. However, the centralised wage control which is carried out by NWC
in Singapore has achieved a moderate increase in labour costs over the last decade (Apbendixls'),
and consequently very stable relative export prices (Appendix 9). As a result, Singapore’s exports -
have been competitive while the Singapore dollar remains a strong currency - a prerequisite for a

low inflation and low interest rates macroeconomic environment.

_ This completes the case sfudies part of this thesis. . Rapid economic growth in both Hong Kong and
Singapore since the post-war peried has been exceptional, Chapters 2 and 3 draw a broad picture of
development and transformation in both economies. Analytical discussions are carried out in the next two
chapters in order to evaluate the experience of Hong Kong and Singapore in the light of the literature

review and theoretical proof.
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CHAPTER 4: ASSESSMENT AND ANALYSIS

The previous chapters dealt with literature review and case studies. It is the intention of this Chapter to
analysis the economies of Hong Kong and Singapore within the framework discussed in Chapter 1, in order

to discover the rationale behind the success of both economies.

4.1 FINDINGS OF THIS STUDY:

It was discovered in the case studies in Chapters 2 .and 3 that a significant feature of economic
development in Hong Kbng and Singapore has been the evolution of service séctors since the
1970’s. Internationally competitive market services have become the source of growth in both
cases over the last two decades. This has resulted in a fundamental transformation of their national
economies, which is characterised by their emergence as regional international centres for trade and
services. The development of service sectors has accounted for a majority proportion of increases
in output, exports and employment. The service sectors have been the engineldf growth in both

economies.

However, little has been found in this regard in the literature under review. The importance of ..
service sectors in Hong Kong and Singapore has been overlooked by most researchers; the only
. exception was Herrick and Kindelberger as they pointed out that: '

“Each country has unique characteristics. In our enthusiasm for uncbvering features
common to the development process in many countries, we should not lose sight of
local differences. ... ... Some countries’ development has dépended on agricultural
productivity growth and corresponding primary exports (e.g. Denmark, New
Zealand, Argentina). Others have emphasised advanced commerce and business
services (e.g. Singapore, Hong Kong, Beirut before 1975, Panama).” ‘

- (Herrick and Kindelberger, 1983, p.81)

Unfortunately Herrick énd Kindelberger’s observétions in the early 80’s has been generally ignored.
When dealing with East Asian NIC’s, economists empha‘sise; manufacturing development and
manufacturing exports. The fact that both Hong Kong and Singapore have the best overall
| performances in economic growth in spite of a less impfessive indigenous manufacturing sector was’

overlooked.
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Industry is tradition‘ally'. deemed to be thevbackbone of an economy. Studies on growth and
development are‘ therefore focused on manufacturing, although Herrick and Kindleberger remind us
that this is not the case in reality. l\/ﬁsconceptions stemmed from ignorance result in incorrect
conclusions. This is why some studies-of Hong Kong and Singapore offered no real lessons.
O’Malley’s ( 1989) brief comparative study of Hong Kong and Singapore was one of the few Irish
studies of this kmd o’ Malley observes that neither of Hong Kong and S1ngapore s mdlgenous :
industries “has shown . clear signs -of overcoming the constramts on late mdustrlallsatlon
which are apparent in Ireland’s case.” In detenmmng the reasons for the success of Hong Kong .~
and Smgapore he was on the nght track initially by recogmsmg that:

“Rather they have found: it possnble partially to evade these constramts by explontmg ‘

exceptional and limited opportunities which exist in.the world economy. They have

done this to an extent which had a substantial impact on their very small economies

but would not appear to hold out great prospects for. larger countries or the

underdeveloped world in general.”

(O’Malley, 1989, p-210)

O’Malley’s conclusion- would have been a perfect one if it was'-meant for the development of
international services:in Hong Kong and Smgapore Unfortunately, snmlar to other literature on
East Asian NIC’s, the focus of O’Malley’s study was on manufacturmg wh1ch was 1nd1cated in. 1ts :
title: “Industry -and Economic Development”.  Since his dlSCu5510n ‘was conﬁned to the ;
' _ma.nufacturmg sector, O’Malley came to this conclusion: - |

“These exceptional -and llmlted-opportumtles were, for Singapore as in the case of .
Ireland, primarily the possibility of attracting a particularly large share of a globally -’
limited amount of moblle export-oriented foreign industry. And Hong ‘Kong has
succeeded in capturmg a large share of export markets for the limited range- of -
products of labor-mtenslve, small-scale and technologlcally mature mdlgenous-
industries.”

(O’Malley, 1989, p.210)

Thus no lesson can be drawn for Ireland.

Resea:chers tend to ignore the fact that there is no absolute positive correlation between success in -
- manufactunng and success 1n economic development in particular in small econormes It is not the, 3
intention of this study to discredit the crucwl role of manufactunng progress in ‘the development of '

world econory as a whole. However' it 1s true that the economic structures of md1v1dual countnes
.vary, and Hong Kong and Slngapore s expenences» have demonstrated that there are other ways to -

achieve success.
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A useful thrnkmg was found in Ireland, Wthh was represented by O’ Grada and O’Rourke:

“The loglc of Ireland’s quest l'or manufactunng jobs is however unclear. Is this really
where Ireland’s comparatlve advantage lies? 1If it lies elsewhere, then promoting
industry at the expense of other sectors of the economy misallocates resources,
reduces the value of A (constant output) in the aggregate production functron, and
lowers the level (and possrbly the growth rate) of GDP.”

(O’Hagan, 1995, p."222)>

Are there any other sectors m the Irrsh economy more promising than manufacturmg? In order to
ﬁnd out thlS chapter w1ll be followed by a comparatlve study of Ireland Hong' Kong and -

- Singapore.

Another 1mponant ﬁndmg of Chapters 2 and 3 which contradlcts some recent empirical evidences,
is technologrcal progress in Hong Kong and Smgapore Empmcal tests of long term growth by
. Boskin, and Low ( 1992) and Kim and Lan (1992) showed ‘that there has been no technologlcal
progress in the NIC s, with more tha.n B0% of the1r economic growth bemg explamed by caprtal
accumulatlon (Ito and Krueger, 1994 p- 56) ' ' '
"However, 51gmﬁcant technologlcal progress in serv1ces sectors in Hong Kong and Singapore has
“taken place whrch was overlooked by most commentators These two econormes can achleve -
successes in 1nternat10na1 traded market semces not only because of an adequate mput of: capntal
and. human resources “but also- the extensrve technolog1cal 1mprovements that have taken place in -
both econormes Technologlcal progress helps to sustain the compet1t1veness of service sectors m |
'Hong Kong and Slngapore in;, the 1ncreas1ngly compet1t1ve mtematlonal market The focus of E
technologlcal transformatlon in- Hong Kong and- Smgapore is mforrnat1on technology, which forms
-the nerve systems of major act1v1t1es in their econormes e g ﬁnance tradmg, busmess services. In
order to maintain its - stature as an mternatronal ﬁnanc1al and tradmg centre, Smgapore has _
estabhshed a sophrstlcated commumcatlons and 1nformat1on technology 1nfrastructure contmuously e
_upgraded the skills of its work force to keep up w1th the more challengmg demands placed upon it;
. and closely momtored relevant globa.l technolog1cal developments absorblng them as’ qu1ckly as )

possnble

" As a result of this aggresswe strategy and efforts Smgapore s telecommumcat1ons system received |
the htghest score in the World Compet1t1veness Report 1991, followed by the US and Japan. In
_ . _ .



4.2

1989, Singapore became the first country to achieve 100% ISDN (Integrated Services Digital

- Network) availability, compared to less than 2% range offered by an American company in the

same year. In 1991, Singapore Telecom introduced the first videophone booth in the world on
streets of Singapore, that was connected to 10 cities in Jaban; Another example offered by Sisodia
clearly demonstrates the role of technological progress in improving productivity in Singépore’s

service sectors.

“Trade Net”, one of the many computer networks set up by the Singapore Government is: “a
project that saves Singaporean traders approximately one billion US dollars a year.”

Sisodia explains:

“International trade has tradltlonally mvolved an enormous amount of paperwork
With TradeNet, traders simply fill out.one electronic form, which can be submitted
by modem to the Trade Development ‘Board’s main computer 24 hours a.day.
Information is then routed, again eléctronically, to the appropriate Government
agencies from among the 18 involved in issuing trade documents. Approvals, often
generated- with the help of expert systems, are deposited in: the electronic mailbox of
the trader, typically within 15 minutes, application fees and custom duties are
automatically debited from the trader’s bank through electronic funds transfers. .
TradeNet also automatically routés approved permits to the Port and Civil Aviation .-
_ authontles to facilitate the phy51cal clearance of goods”.

(SlSOdla, Rajendra, Harvard Business Review,
 May - June 1992, p.40 - p.42)

Hong Kong’s telec‘:ommunicatiori'" system'posse'sse_s advanced technology as well, as discussed in

Chapter 2. Progress in technology therefore did take place in Hong Kong and Smgapore and

contributed to the growth of the economy.

A BRIEF CONCLUSION:

Among the small economies in the world, significant differentiation of characteristics is observed.
According to their economic ba-c!;groiindss all sma_ll economies can be put into four categories. |
a) Small, with abundant natural resources. léconomies included in this group are: United
| Arab Enﬁrates and Kuwait in the Middle East; Brunei in'Asia and Norway and Iceland in
Europe. The possession of abundant valuable natﬁral resources, notably oii reserves, has
provided these economies with an unparalleled advantage over other small economies in
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terms of economic development Natural advantage plays a vital role i in economic growth

and social’ development in this group of countries.

b) Small, wnth sufficient natural resources, located next to economic superpowers. Most
| of the 'sr'nall econOrnies in Europe belong to this group, including Belgium, Netherlands,
Denmark Austna and Luxembourg, as well as New Zealand. The close economic .
relatlonshlps between these countnes and powerful large econormes mcludmg Gennany,
France and Australia, have - had enormous lmpact on’ the1r econonuc growth and . -
industrialisation. Techmcally; Ireland belongs to this group, but the dechmng 1mportance of .-

" the British economy has had a negative eﬁ‘ect on Ireland The. locatlon of Ireland has been

regarded as penpheral at least since its. Independence in 1922

¢) Small, but can survive by relymg on a smgle trad1t|onal mdustry owmg to its natural
padvantage Such advantage consists of natural landscapes which promote tourism, such as

“the Caribbeanstates, Cyprus Malta and Mauritius. Although 1t 1s not the. only economic

act1v1t1es in these states, the tounst 1ndustry has a predommant pos1t1on in the1r economies

in terms of income and employment

d) Small, w1th nelther natural resources nor wealthy nelghbours, but wnth a strateglc
- location. Hong Kong and Slngapore are in thlS group The geograph1c locatxon and ﬁnef >
harbour are the only advantages they have with entrepot trade as ‘the main 1ndustry Ireland.

~-also belongs to this group; .in: the sens¢” that’ the proxnnlty to Bntam is consrdered asa

\ d1sadvantage (M_|oset, NESC, No 93, p 255) .

Due to the diﬁ‘erent econornic backgrounds .small.econ"o'rniesl in the ’world ex}nbit.different'pattem's :

of economic growth and econormc structures Among them, groups A and B enjoy- h1gh levels of .

income and comfortable 11v1ng standards It is undemable that their ‘natural advantages are
important contnbutors to their economic success Small economies in the other two groups are. not'
SO fortunate W1th no valuable resources to depend on, the1r economlc development requ1res extra

effort.
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Clearly for the economies in groups A and B, economic success is,"expected. In contrast, few
countries in the other groups have achieved a satisfactory.economic gr_owth, with the exceptions of
Hong Kong and Singapore. Therefore to study'economl_c growth in Hong Kong and Singapore can

be helpful for other small economies in the same situation.

One dlstmct feature of economic growth in Hong Kong and Smgapore 1s, as the case studies have
revealed the two stages of mdustnahsatlon in both cases. The first stage was a typrcal export -led a
gr.owth model, that export.growth setup a virtuous circle of growth, 1.‘e. once a country is launched.
on the path, it re'rnai_ns in its 'comp'etitive position in world- trade and pertbrms continually_ better'

than other countries. Manufacturing exports were the main source of growth.

" The ﬁrst stage of industrialisation in Hong Kong~and Singapore was also a typical case of dualism
export-led growth which is the consequence of the significant role played by fore1gn direct
investment in manufacturmg Duallsm deﬁned by Th1rlwall

“A description of a condition in whlch developmg countries may find themselves in
the. early. stage of development, the extent of which may have implications for the
future _pattern and pace of development There are a number of possible definitions
and mterpretatlons of the term 'dualism’, but in the main it refers to economic and
social d|v15|ons in-an economy, such as differences in the level of technology between
sectors or regions, differences in the degree of geographic development and
differences in social customs: and attltudes between an mdlgenous and an 1mported
soclal system.” o SR

. (Thirlwall, 1994, p.128)

'Apparently_,- d'ualis‘m‘ economy is an approp’riate vway- to describe the early s.tage's.of development in
Hong Kong and .Si?ngapore Export was the impetus':for economic growth ‘Technology dualism in
1ndustry prevailed and social dualism in both socretles also preva11ed -Since the Second
Industnallsatlon however the growth of services_has resulted in the dechne in 1mportance of
ma.nufacturmg in-both economies. Forelgn dommance has been fallmg in both terms of economic.
‘a.nd culture 51gmﬁcance The charactenstlc of duallsm has diminished in Hong Kong, and
) ,consnderably improved i in Smgapore Exports are no longer the goal of the economy. Export -led -
- growth in Hong Kong and Slngapore has evolved into a dlﬁ'erent formation of growth e. g an

1ntemat10nal serv1ces led growth
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An illustration of the proceéss of economic growth in Hong Kong and Singapore is given in
Appendix 10. This chart is derived from the case studies conducted earlier. It traces the path of
Hong Kong and Singapore's socio-economic development during the last three decades, and
summarises the different stages of the process of their economic transformation. It should serve as
the conclusion of the general description of Hong Kong and Singapore’s economic develdpment

from a broad perspective. The differences between these two economies are dealt with below.

4.3 AN ASSESSMENT OF HONG KONG AND SINGAPORE:
Although the paths of socio-economic development in Hong Kong and Singapore in the past are
identical, fundamental differences between these two ecpnomieé were revealed -during this study.
This section is devoted to discussion of factors which distinguish them from each other.

4.3.1 GOVERNMENT INTERVENTION

. - The different approaches towards economic affairs by Hong Kong and Singapore Governments

have often been described as two opposite extremes. One maintains a free market and frep
competition, as a textbook model of laissez faire economy; :while' the other dépehds on strict
discipline and keen scrutiny, being an example of rigid interventionism. Singapore's 'rapid
development has lérgeiy been the outcome of a political proc'ess by which the national leaders
assumed the responsibility “to get an unique society set up out of extraordinary circumstances,
of near despair” (the Prime Minister, Lée Kuan Yeu in Parliament, 1985). Apparently the
Singapore Government believed that society could be remodelled through the intervention of the |

state to achieve higher standards of living and better forms of economic structure. Therefore, the

State took on the fundamental role of com_pr.éhensively planning, engineering. and guiding the

process of social and economic development. Whereas in Hong Kong, the Government advocates
a positive non-intervéntiohism, a term used to describe the particular way the Hong Kong
Government deals with the economy. The consistently applied philosophy of the Hong Kbng A
Government ‘is based on a commitment to market forces, frge enterprise and free trade. It was

believed that in creating an environment with minimum Government regulation and interference,
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plus maximum Governmient support in terms both of infrastructure and law and order, the economy

can flourish.
Table 24:
Comparisen of Government Ownershiﬁ in Hong Kong and Singapore
‘ Hong Kong Singapore

Public Transport » partially state owned. state owned
Airport.and Harbour state owned state owned
Airlines private partially statc owned
Telephone private : partially staie owned
Television . - .| private . state owned '
Electricity pri\;ate : _ state owned
Land . state owned majority state owned
Broadcasting private state owned 4
Economic Sectors, _ none extensive

Sources: Lethbridge, 1983. Chen; 1983. Ravenhill, 1994..

There are different ways to assess the scale'of government intervention in.an 'economy, the first isws
government ownership in economic sectors. Table 24 demonstrates the- distinct . differences-«
between Hong Kong and Singapore in terms of ‘ government ownership. Explanations for-this: .

difference can be found in the histories of these two states.

After obtaining self-rule from Britain in 1959 and following the separation from Malaysia, Singapore
became one of the smallest Republics in the world in 1965. As a sovereign state, the Singapore
‘Government has to look after its own interests in both- political and economic affairs. Government

intervention in Singapore was-imperative.

The situation in Hong Kong was different. After the ratification with the Ching:se Government in ..
the early 50°s, ang Kong's political status quo was to be maintained as a British Crown. Colony.
As.a colony, Hong Kong has no state government at all except for a few administrative bodiés. |
Hong Kong’s defence and foreign affairs had been the responsibility of the British Government until
the hénd-over (the Chinese Government after the hand-over). A small government therefo}e,

has become a tradition in Hong Kong. The smallbgovemment approach in Hong Kong in dealing -
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with political affairs was also extended to the handling of economic affairs, which is reflected in the
minimal government ownership in Hong Kong.

In addition to government ownership, there are various indicators which also reflect the scale‘ of
government intervent'ion in the economy. Table 25 compares. the degree of Government
intervention in Héng Kong and Singapore in respect of: Government Expenditure % GDP; levels of
Taxation, Government Consumpt'ion % GDCF and Government Fiscal Policies. By all accounts,

the degrée of Government intervention in Singapore is proved to be much higher than that in Hong

‘Kong.
Table 25:
Indicators of Government Intervention in Economy:
T Hong Kong Singapore
Government Expenditure % 1960 12.6% T 11.4% (1965)
of total GDP ' . 1970 10.6% ' 22.7%
‘ ‘ | 1980 16.4% | 26.9%
1996 C141% " 18.4%
Taxation 1994: Company Tax | = T 165% . ) 27%.
Personal Tax ©2-20% S 30%
VAT | " No 3% (since 1994)
Government Consumption % of . 1970 | . 33.9% ) 33.4%
GDCF (Gross Domestic Fixed 1980 19.0% 24.0%
Capital Formation) - 1990 281% 31.2%
Fiscal Policies: ' ' |
Tax Incentives ‘ - No . - Yes.
Subsidised Loan B No  Yes
Grant ‘ ' No Yes
Wage Policy : : = No v Yes
Government Ipveétment Funding . » No } Yes
Mouetary Authority - ‘No(until 1993)  Yes (Since 1971)

Sources: Lethbridge, 1990. Chen, 1983. EIU.

As discussed in Section 1.3.1, that there is' no consensus on how to assess the role played by
Governments in economic development in NIC’s. One way to compare Hdng Kong’s laissez-faire
strategy with the rigid intervention of Singapore is to examine the infrastructure outlays by the

Government that were specifically designed to attract foreign investment.
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The chart in Figure 11 compares the outlays with the present discounted value of the future returns

that were brought in by FDI, and net of all repatriated profits.

Figure 11:

Government Intervention

Returns

45°

e e —— - ———

45°

D ISR

Q

" Outlays on‘infrastructure

Where OA measures the incomeé that FDI would generate for the ho:st country in the absence of any. .
incentives. It represents the laissez-faire policy of Hong Kong would havé achieved” Under the:

presumption that there is a di_scoﬁtmuity in the relationship betweéen infrastructure outlays and the
net income from FDI due to thé return curve AB’Fis ﬂa;c from AB’, thus, outlays below the level of
OB do not bring in any addmonal income. Beyond OB the return is positive, but with dummshmg-

margmal returns as indicated by the concave segment B’F of the return function.

The 45° line indicates the cost on the vertical axis of the corrésp‘é;nding outlays on infrastructure.
Obviously the optimal stratégy is to choose a level of outlays OC at which the slope of the return
function is equal to unity, i.e. marginal return is equal to marginal‘ cost. The point E, indicates a

surplu;c, of return OE from the extra outlays on infrastructure BC.

Figure 11 implies that. there is no clear reason why either strategy should be preferred. The

Singapore solution calls on the State to play a more active role than does Hong Kong’s
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4.3.2

decentralised approac.h‘ (Thus the choice appears to be guided primarily by political factors. In
Hong Kong the Government acted as if it was one of the local authorities in the UK, owing to its
colonial connection. Whereas in Singapore tlre Government assumed a leadership role that was
requrred for a- government of any sovereign state, and it has extended this role into handlrng
economic affairs with a hands on approach. Nevertheless these two states have achieved the same
goal by different means. Thus, no positive correlation between Goyernment intervention and

economic growth was established. -

FOREIGN INVESTMENT

Foreign direct investment in Hong Kong and Singapore has different features. Firstly, the
approaches of the two Governments towards FDI are different as discussed earlier. Contrary to
Hong Kong where foreign investment is equally treated, the Singapore Government vigorously
pursues a strategy to encourage foreign investment to Singapore. F iscal in‘centives’whjch'ajmed at .

hrgh-tech capltal intensive industries known as ploneer industry, are proved attractive to FDI,

since the majonty of mvestment in these areas comes from abroad. The State body.in charge of !

investment, the Economic Development Board (EDB) also devotes 1tself to attract multi-nationals’ -

setting up in Singapore. The initiative by the Singapore Government has proved successfil as'..

foreign investmenit is flourishing in Singapore; Appendix 11 has the evidence.

Secondly, the importance of foreign investrnent in the two economies is diﬁ'erent, in manufacturing
in particular. Foreign interests are extensive in both Hong Kong and Singapore’s servi_oes sectors.
However, the importance of foreign investment in manufacturing in Singapore differs from that of
Hong Kong. Foreign capital occupies -a nredominant position' in Singapore's mandfacturing

industry, whereas in Hong Kong foreign investment in manufacturing is less profound. In 1993,

“inward direct investment in Hong Kong accounted for 13.7% of manufacturing employment and

25% of domestic exports (Hong Kong Yearbook 1995). In comparison, foreign firms contributed

91% of Singapore’s. manufacturing exports in 1990 (UN World Investment Report, 1995).

In conclusion, although FDI has played important part in industrialisation in both economies,‘there

is no definite correlation between inward FDI and economic success.
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4.3.3 BANKING AND MONETARY AFFAIRS

Although Hong Kong and Singapore are both international ﬁnancial c"entres, Hong Kong's financial
markets are completely open to competition. Foreign banks can operate in both off-shore markets
and in domestic markets-(suhject to license); whereas in Singapore the domestic market is insulated
from foreign competition. No foreign banks are allowed to operate in Singapore's -domestic
_» market, where the four largest local banks dominate. The operations of foreign banks in Singapore

are limited to off-shore frading only.

A fundamental difference between Hong Kong'and Singapore’s financial -systems is their foreign
exchange regrmes as described in Sectrons 2. 6 and 3.6. Whrle Hong Kong represents-an SOE with
perfect capital mob111ty and a ﬁxed exchange rate Smgapore is an SOE with perfect capital mobility
and a ﬂoatmg exchange rate. Hong Kong’s expenence has substantrated the predrctlon of the IS-
LM model, i.e. for an SOE with perfect capltal mob111ty and a fixed exchange rate, monetary pollcy'

tend to be ineffective and fiscal policy gains control of monetary policy: 4

Hong Kong Govemment usually’ pursu1ts a budget- surplus strategy as the framework of its ﬁscal-;-- 3

policy. However, when a recession occurs the Government does not hesrtate in expending .public: :--

expendlture to stimulate the economy. Appendix 12 shows that on two occasions, in'1974-75 and:i
. in 1982-33 which corresponds to the periods of recession in Hong Kong,(Appendix- 13), budget*.:-

deficits appeared. Both recessions were short lived and the growth in GDP recovered swiftly. This’
reflected the fiscal rectitude of the Hong Kong Government.

A more frequently applied fiscal measure in Hong Kong is tax reduction, as a result its tax rates are’
among the lowest in the developed world. This has also proved effective in helping the economic --

_growth.

Singapore is another example of the well known IS-LM model in application, but in a different |
version: 1S-LM model with a flexible exchange rate. In contrast to the case of I;Iong'Kong-, »
monetary policy would be.preferred in 'Singapore instead of fiscal policy, as any attempt to increase
domestic dernand by fiscal expansion or tax reduction, will be offset by the appreciation of

exchange rate and consequently the fall in exports. The Singapore Government therefore,
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4.4

concentrates its financial strategy on creating a low interest rate and low inflation rate environment,

to induce the economy to grow (Appendices 3, 4)

APPLICATION OF MICHAEL PORTER’S THEORY TO HONG KONG

AND SINGAPORE:

The purpose of this study is drawmg lessons for -economic .development of an SOE in a similar _

“situation. To serve this purpose an analysxs of Hong Kong and Singapore under the guideline of

Porter’s is carried out in th1s Section. .

Accordmg to Porter's study, the reason ‘a natlon succeeds is that the detemunants of natlonal

advantage contribute positively towards the system Thrs is the unpetus for the development and

evolution of the nation's economy Therefore an examlnatlon on Hong Kong and Smgapores

economy 1s glven below in accordance with each of the deterrrunants

a)

Factor Conditions

‘Porter classified factor conditions of a nation Kint‘o the following categories:

¢ “Human resources.

The quantlty, skrlls and cost of personnel [mcludmg management], taking mto
- account standard workmg hours and work ethic. . ‘ :

Hong Kong and Singapore have. adequate low-cost skilled and d1sc1p1med labour supphed '
through natural - mcreases and unnngratlon In addition; both Governments have been
spending around 20% of annual expendlture on _education, to ensure that the quality of the
labour force is in line with thedevelopment of the economy. The bilingualjifeature of the -

labour force in both economies:is clearly an advantage for international services.

¢ Physical resources o o ' o

The abundance, quahty, accessnblhty, and cost of the nation's land, water,
mineral, or timber deposits, hydroelectric power sources, fishing grounds, and
other physncal traits..... a nation's location.....”
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Neither Hong Kong nor- Singapore has sufficient natural resources in relation to
manufacturing. Howe\'/er their ~advantages-in terms of geographic location, deep sea
harbour and time zone have greatly benefited the development of international services in

both economies.

¢ “KnOwledge resources

The nation's stock of sclentlﬁc, technologlcal and market knowledge beanng

on, goods and services.....”

"meg to the entrepot h1story, the people of Hong Kong and Singapore possess the
- knowledge of 1ntemat10na1 trade Wthh is  invaluable to the evolution of international
market Services. Both states are also leadmg nations of expertrse in terms of international

~ banking, transport and communications, import and export, and other business services.

* “Camtal resources

The amount and cost of capltal avallable to ﬁnance lndustry

In the early days of-industrialisation, Hong Kong and Singapore suffered ‘from lack of’%
caprtal resources This situation has been reversed since the 1980 s. The rnuch imprOved-
economy has prov1ded -mcreasmg ﬁnancral resources. Fmancral strmgency has become a.
thing of the past, Hong Kong and Srngapore have been experrencmg an increase in outward

foreign investment 1in recent years.

¢+ “Infrastructure

The type, quality, and user cost of 1nfrastructure avallable that affects
competition, including the transportation system, the communication system,
mail and parcel delivery, payrnents or funds transfe\r, health care, and so on.”

Both Hong Kong and Slngapore possess hlghly efficient mfrastructure in relatlon to

mtematronal semces

" Harbour facilities in Hong Kong and Singapore have always been developed a step ahead of
the relst of the economy: They both now rank: among the busiest harbours in the world.

Besides their fine physical condition, the Govérnments’ involvement over the last few
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decades has contributed enormously to the development of Hong Kong and Singapore's
harbours. In addition, ‘airpoArt facilities, road systems, telecommunications, power supplies

and public transport éystems‘ in both Hong Kong and Singapore are also advanced.

The analysis above shows that Hong Kong and"Singapore have advantages in most factor
conditions in terms of international services, except for being limited to a certain extent in
capital resources in the early-years.” What should be borne in mind at this point is that orﬂy
some of the adyantage factors in Hong Kong and Singapore are inherited (such as
geographic locations, harbour_s, quantity of labour supply). Most of their advéntages have

been created through the efforts of the government and the people.

For example, as Porter observes that:

- “Singapore's location on a major tradmg route between Japan and the Middle
' East has made it a centre for ship repalr

After the British navy base withdrew from Singapore in 1968, most of Singapore's shipyards
faced a loss of businesé, as these shipyards originally only served the British: Navy. The
Government took on the responsibility, acquired and maintained the owner;shib of the four -

largest shipyards. The ship- bu11d1ng and ship-repairing industry in Singapore has- smce

survived. A geographlc locatlon alone could not have created a sh1p-bu11d1ng mdustry. ..

Location plus quality shipyards and efficient management have given the- 1ndustry its -

viability.

Another example is telecommunications. In both Hong Kong and Singapore, there is a

highly efficient, ﬁrst-c1ass-telec6mmunications,system, which is one of the major factors that

- contributes to their status as international trading and financial centres. Only 30 year‘s'ago,

telephone 'systems.in Hong ‘Kohg and Singapote were primitive, rapid. economic growth
allowed the teleeotnmunicatibns systerri to be transformed and upgraded. The telecom
company in Singapore ‘is state-owned, .whereas in Hong Kong it is in private hands;
achieving the same goal by different means. This advantage in Hong Kong and Singapore

was created by innovation (evidence in Section 4.1).

Finally, Porter concludes:
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“The most significant and sustainable competltlve advantage results when a
nation possesses factors needed for competing in a particular mdustry that are
both advanced and specialised. The availability and quality of advanced and
specialised factors determine the sophistication of competitive advantage that
can potentially be achieved and its rate of upgrading.”

As we have witnessed in Hong Kong and Singapore, there are basic factors such as
strategic location and fine natural harbours. There are also upgraded and innovated
advanced factors including traditional commercial knowledge possessed by the people; a
well educated, English speaking labour force; excellent infrastructure and a network of
financial markets. All these factors of production contributed_ to the formation of the
economic structure in Hong Kong and Singapore. That is, a trade dominated intemational

regional centre for business and services. .

Demand Conditions

Porter’s original concept for this determinant was Home Demand Conditions. His -
deﬁmtlon of home demand condltlons was the composmon, the size and patten of the

domestic: market as well 'as the mechamsm “by whlch a nation's domestlc preferences ‘

-are transmitted to foreign markets.”

Obviously, Porter's. definition hardly fits in the context of Hong Kong and Singapore's: -

economy. Due to the size of their domestic markets, the 1nﬂuence of home demand on the .-

economy is 1ns1gmﬁcant. "All mdustnes in Hong Kong and Smgapore rely heawly on
overseas markets for the consumptlon of the majority of their output. Therefore, an
amendment to this determinant has to be made to form a broader concept: ‘Demand
conditions, »whiCh refer to niarl_cejc demand for certain industries without distinguishing
between the demand.in the home and international markets. Market demand in international

markets has’played a vital role in Hong Kong and Singapore's economic transformation.

Wheri industrialisation was taking place in both economies between the 1950’s - 1970’s, the

-industrial world was also undergoing a profound economic revolution: Rapid €conomic

growth was spreading across Western countries, and the sustained growth created an

- expanding consumer market. Trade restrictions were few, and international trading was

increasing fast. The international environment at that time was conducive to Hong Kong’s
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and Singapore's export-led manufacturing industries. The growing international demand
provided the necessary market for the growth in exports and the economy in Hong Kong

and Singapore during their industrialisation..

Since the 1970’s, the rapid growth in the Far East region created the need for international
trading and financial transactions. This market demand provided the opportunities for Hong
Kong’s and Singapore’s international service sectors to develop, as a result, both economies

have become regional centres for international services.

Related and Supporting Industries

Porter believes that for a nation to spccéed in ‘an industry, the presence of a cluster of
industries which aré in a suppbrting role to the main industry must be found, and the

supporting industry has to be as competitive as the main industry.

It has been made clear that the main industry in Hong Kong and Singapore is international

market services. 'Mbst major lines ‘pf business in Hong Kong and Singapore are related to

it, namely finance, transport and communications, external trade, tourism and other business.

-

services. - All market service sectors in both economies are internationally competitive ‘as: -

discussed earlier in Chapter 2 and 3, this is the key reason behind Hong Kong and": .

Singapore’s success.

Firm Str#tegx, Structure and Rivalry 1

Unlike the. other three determinants, which are macroeconomics concepts, the last

determinant of national competitive advantage is microeconomics related. This broad
determinant of national competitive advantage refers to the way of which firms are

created, organised and managed, as well as the nature of domestic rivalry. The gbals;:

 strategies, and ways of organising firms in industries vary widely, and a good match
A between these choices and the sources of competitive advantage in a particular industry

‘will constitute a national advantage. The pattern‘ of domestic rivalry also has a profound

role to play in the process of innovation and international success.
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~ Obviously this condition is a complex one which requires in-depth research in firms in Hong

Kong and Singapore. Due to the limited space of this study, it is impossible and it is also
unnecessar)'! to' carry out deteiled analysis on this issue. Given that service sectors in both
economies have been successful by intemational comparison, the determinant - Firm
Strategy, Structure and Rlvalry in the economies of Hong Kong and Singapore should be
con51dered as making posmve contribution to the National Competltlve Advantage

system.

The Role of Chance

Chance event played an important part in Hong Kong and Singapore’s deveiopment. As -
stated earlier, in addition to hjStoﬁcal events which triggered the industrialisation in both
economies; the econoimic development in the Far East region and the emergence of the
Asian Doﬂar Market were major factors in the development of int_ernational;ﬁnaneial

business in both states.

Role of Gov"ernment

The role a Government plays in an economy has always been a controversial issue as: .-

.d150ussed before Porter's attitude towards this was. explicit, ie. 1ntervent1orusm within-a.

moderate scale. In his own words;

“Government plays a prominent role in international competition, but ... -
Governmients do not control national competitive advantage; they can only -
influence it. A more subtle and thoughtful, role for policy makers is
indicated.” -

Porter's explahation of a government's roie in an economy remajnsil»mconvinc'mg' somehow. '
Some of his theories in this regard are subject to further debate. ’fhe role of government in
Hong 4Kor.1g' and Singapore's economic development has been examined in previous
chapters. The common factor. shared by both models is that both governments have

contributed positively towards the economy, by way of creating: a sound macroeconomic

-environment and applying appropriate state intervention. The major difference lies in. the

degree of involvement in the process of economic transformation by each government,
which is well documented and was .discussed in detail in this study (Sections 2.5, 3.5 and
431). | |
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4.5

General conclusions now can be drawn on the performance of the economies of Hong Kong and

Singapore when set within the framework of Porter’s National Competitive Advahtage.

Briefly, the economic success of Hong Kong and Singapore during the past 30 years was
engineered and maintained via an extremely proficient operation of the National Competitive
Advantage system;, where all determinants related. to services were favourable or were made to be

so by creation.and upgrading.

DISCREPANCIES AND MODIFICATIONS:

Although Michael Porter's National 'Competitive Advantage was successfully adopted as the
rationale for the analytical discussion of Hong Kong and Singapore’s model of economic growth,

Porter's theory is not beyond dispute as it was evidenced in.Section 1.4.1.

No theory can be expected to be universally correct, one must admit. Porter's theory is based on
studies of economies in normal circumstances in terms of size.and population. When the theory =
was applied to some extreme cases, such as 'Hong Kong and Sirigaporé which were ‘charactérised
by small size and openness, disérepé.ncies‘ occurred. Modification of Porter's theory thefefore_.:is;

required.

a) Role of Foreign Investment

The previous chapters of this study have.shown that economic growth in small econo_miés
such as Hong Kong and Singapore (which are not ohly small in size, ’but also COﬁstrained by
their natural resources), could benefit enoﬁnously‘ from inward fgréign inyestfnent if it is
available. - Foreign investment in such an economy could be pervasive, and h_(it only
confined to the manufacturing industfy.' From this point of view, foreign investment plays
the‘sam.e important role as Chance and Government in inﬂuenée National Conipetjtivg

‘ Advah‘tsige.

b) Demand Conditions

Demand Conditions is a modified version of Porter’s Home Demand Conditions (see

Section 1.4.2). The role of'economy of scale also applies to firms in an SOE. However, due
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to the small size of its dbmestic~market, foreign markets normally account for much larger
sales than domestic sales. Demand Conditionstherefore_, in the case of an SOE, would

mean both domestic and foreigh markets.

Political Influence

For reasons unknowr, Porter's research on economic growth was completely insulated from
political realities. It is illogical and impossible to try to insulate economic activities from
political influences. History has shown, including experiences of Hong Kong and
Singapore, that an a‘ppropﬁate pdliti‘cd system is a pre-condition for economic success. It
1s necesséry to include political Sy'stems in the factor cbnc'iitions, as the stability or instability

of the political system determines a nation's performance in economic development.

Revised System

Having described the differences between the conclusions of this study and Porter's oxjiginal

system of N ational Competitive Advantage, the final step is-to draw up a revised system: o

system under the general system which represents economies in general circumstances.

which:is interactive with other factors and determinants. This new éystem only serves to
assess a nation which belongé to the category of smaH; open economy with neither natural
resources nor traditional industries. In order to achieve an improved visual presentation,

some graphic chahges were also made (Figure 12).

%

' whi“ch differs from Porter's original. This new system however should be regarded as a sub-

b

Political situations were included as one-of the factor conditions, and demand conditions-...

-were extended to overseas markets. Forefgn investment was »introduced ‘as the third factor ...



Figure 12: Revised System of “National Competitive Advantage”:

GOVERNMENT -

FACTOR - " FIRM :
CONDITIONS STRATEGY,

(INCLUDING '~ STRUCTURE, AND
POLITICAL RIVALRY
SITUATIONS)
RELATED AND : DEMAND
SUPPORTING CONDITIONS

INDUSTRY (BOTH DOMESTIC
AND FOREIGN

. MARKETS)

Source: author.

97



CHAPTER 5: COMPARATIVE STUDY - IRELAND
Throughout previous chapters the path of socio-economic development in Hong Kong and
Smgapore was establlshed as. was the theoretical rationale underlymg the’ success of the two
economies. This chapter compares Ireland to Hong Kong and Smgapore from 'a macroeconomic

perspective. The focus of this chapter is the economic growth and development in all three cases ‘

since the post-war period.
The reasons for comparing Ireland to Hon‘g Kong and Singapore are:

a) As an attempt, to examme the Irish economy ina global context, mstead of the tradltlonal
European concept. New 1deas ‘and fresh opportumtles may be d1scovered In relatlon to econormc

development in Ireland.

b) In addition, a number of sumlantles between Ireland, Hong Kong and S1ngapore in economic

terms make thrs companson possrble which are dealt w1th below

- leen that both Hong Kong and Smgapore is a c1ty-state the opt1mal ch01ce is to compare the."

5 Diiblin area with the. contrasts ‘as suggested by Mr. Mlchael Mulreany of the Instltute of Publlc.' o

Adrmmstratlon (IPA) However separate economic statistics for the Dublin area are not attainable .

and ultunately the economy in the Dublm area is an, 1ntegral part of the natlonal economy of Ireland.

Therefore the subject of this comparatnve study is the Insh economy

Meanwhﬂe apparent drﬂ'erenoes between Ireland and the contrasts in terms of socral and geo-
econorrncal backgrounds are-taken i into account. Ireland is a European country w1th an agricultural
background, the path of economic deveIopment in such a country . would naturally differ to that of
‘Hong Kong and Smgapore However, when_economic elements are being abstracted from social
'backgrounds a cross—country economic study such as th1s one could still prov1de 1mp11cat10ns on

_ econormc development among countnes in companson

 The similarities between Ireland, Hong Kong and Singapore are summarised below:
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5.1

a) Historical Background

Colonial past. All three were British colonies and they share a common language - English.

b) Economic Backgr'ound
Small and open economy, dependent on trade. All three economies fit the same general
description. In addition, they are all lacking in natural resources and they are late

industrialisers.

c) Geographlc Locatlon

An nsland economy can be seen as another common feature. They are also located next to ..

a large economic region and are close to main sh1pp1ng routes.

DEMOGRAPHIC COMPARISONS:

This compara’uve study begms w1th a comparrson~ of the demographrc features of Ireland and the _'-":

contrast countnes 'in terms of changes and 1mprovements

Although all three-' states qualiﬁed ‘as a small economy'T in -tterms of population in 1996, 'the K

differences in development between them can be observed in Appendlx 14.  Firstly; there is the -~

. increase in populat1on and in the population den51ty The populatlon in Hong Kong and Smgapore- _
. has expanded dramatlca.lly during the last 35 years due’ to ‘the hlgh buth rate in the early years andl
: the consistent influx of forergn workers Asa result both Hong Kong and Singapore, have two of -
) the hlghest populatlon densltles in the world In contrast, the populatlon growth in Ireland has been
static, and the populatlon density in Ireland is also much lower The low denslty of populatlon in
_Ireland was con51dered a negat1ve factor in terms of econormc development For e"Xample,-- '

A Kennedy etal. argue that:

“Low populatlon densnty glves rise to several economlc costs. For example, it tends to ’
increase .the cost per head. of mfrastructure requlrements [e.g. roads, rallways,
telecommunications, electricity network], . which have high fixed cost and ‘where
runmng expenses are pushed up because of low utlhsatlon in sparsely populated ;
areas. At the other extreme, however, very high population densities can brmg their
own problems in the form of increased pollutlon, congestion, etc.”

(Kennedy, Giblin and McHugh 1988, p. 148)
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The experiences of Hong Kong.a’nd.Singa_'pore reveal that the negative effects of high populatlon
density are far more:serious than pollu_tion and cohgestion-. 'The'scar_city of land space has proved--
to be one of the constraints on' their ’economic growth. As a result .of the lack of space, property
prices are high compared to the level of i mcome ‘Enormous financial and material resources were
put into publlc housing programmes in both states in order to provide accommodatlon affordable
to the pubhc Constructlon of physical mfrastructure being more costly than what it should be,
various exceptional measures were taken such as reclaiming land from the sea. The new airport in
Hong Kong is being built on a remote island, and has to_be connected to the main Hong Kong

island by a bridge across the sea, which will be the,largest of its kind in the world.

Due to lack of land i in Hong Kong and Singapore, factones have had to be accommodated in multi-
story bulldmgs restrammg the diversification of manufactunng 1ndustry In Hong Kong, for
example factorles are pre-dommantly in light 1ndustr1es such a$; clothing and small electrical
equipment. The shortage of land also resulted in the volatlle property pnces (surpnsmgly this_has
happened to Ireland lately) whrch form constant threats of mﬂatlon and push up the costs of

_productlon In companson the low populatlon den51ty in Ireland may actually have. potentlal for

pos1t1ve effects on the economy other than negatlve ones
Appendlx 14 also reﬂects the’ lmprovements in. surv1val rates m all three- econormes in terms of life -
expectancy and mfant crude death rate Accordmg to the World Bank, Hong Kong now has one of -

the longest life expectancy in the world along s1de J apan and Sw1tzerland

These improvements indicate that economic growth in all cases has been translated into social -

development L1v1ng standards and the welfare of the people have been markedly improved as the |

results of the econormc transformat1on over the last three decades

GROWTH OF ECONOMY-AND INCOME:

Appendices. 13 and 15 provide a broad view of économic growth in jIreland and the contrasts in

terms of output and average income since the 1960s.
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Over the last 30 years, economies of Hong Kong and Singapore have achieved rapid growth
(Appendix 13), as a result, the comparatrve 51tuat10n between Ireland Hong Kong and Singapore-
has changed. Twenty years ago, the Ir1sh economy was superlor to the contrast ones measured by
average income. Fast growth enabled Hong Kong and Smgapore to emulate Ireland in terms of
GNP per capita in the early 1980 s (Appendix 15). The fact that the gap of income between:
Ireland and the contraSts has :been widenjng since the 1990’s, during the perlod of econornic boom
in Ireland, suggests a detalled study of the context of economic growth in all cases, in order to

disclosé the reasons behrnd it:

The recipe for the successes of Hong Kong and Singapore canlbe traced along the path of their
development. As reflected in the process of econormc growth of Hong Kong and Smgapore

(Appendix 10), the path of post-war econormc growth in both econormes can be summarised as:

Industrialisation -- Second Industrialisation -- Post-In_dustrialisation
-(1950°s: 1'970 s) (1970 5- 1980’5) o (1990 s)
Briefly, Industnallsanon was a take off stage whlch featured rap1d growth in manufacturmg The ..

Second Industnahsatlon was charactensed by the evolutlon of mternatlonal serv1ces which was the .

turning pomt of economic transformatron in both ‘cases. Industnaltsatton lard down the foundations ..

for their econonuc growth and the Second Industnahsatton establtshed the National Competltlve
Advantage system thch best suits the characterlstlcs of Hong Kong and Smgapore s economy, re .o

-an mternatlonal services dominated 1ntermed1ate economy

'The post-war development in the Irtsh economy however presents a different plcture 'The

: Modermsatlon (a term preferred by NESC) in Ireland was initiated by the 1mplementatlon of the

Programme for Economic Expanslon in l959_,4;,as genera.lly acknowledged. The unprecedented
- success of e_conomic growth went on until the mid- 70s Ireland did' not 'escape the' world-wid_e
" recession triggered. by the oil crisis, which ended its 15 years of economic booming. Between the
late”1970’syrand the mid-80’s, the Irish economy suffered Vfrom,.'a.recession. The setback in -

econo'mic growth,in lreland at that time was reflected _in,‘all' indicators, e.g. high inflation and . .
interest -rates, rising unemployment and a deterioration in.public finance. ‘By contrast, the period |

between 1986-87 marked a turning point of development in the Irish economy. Over 5% growth in

real GDP has been recorded in Ireland over the last ten years, in addition to huge improvements in
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all macroeconomic indicators. Table 26 1llustrates the remarkable progresses in the Irish economy

smce 1986.

Table 26:
An Extraordinary Decade, Ireland 1986-1996

T ‘ 1986 1996
GDP per head - Ireland %' Britain _ 63,%> ’ 100%
National Debt % GDP © 120% 76%
Unemployment Rate . 17.4% 11.9%
Budget Deficit/Surplus % GDP 7:9% 0.7%
Trade Surplus % GDP 2.3% 10.2%
Real GDP Growth o % 7.5%
Exports % GDP . 52.7% 80.3%

Source: CSO

The achievement of the Irish economy over the last decade has been well documented both in
: lreland and in an international context; a number of factors have been identified as contributing to

the current strong growth. A brief assessment of these factors is given below.

* Macroeconomlc Framework

The policy of fiscal contraction that was. 1mplemented in- 1987 was the first signal of the economic -

recovery The ﬁscal contractron resulted in a fall in pubhc borrowmg and budget deﬁc1t which™ 2

helped to stabilise the economy The contmued fiscal correctlon by the Govemment throughout the {
_last ten years has restored the shape of public-. finance in Ireland, and led to the huge decline in~ "

,natlon,al debt as % of _GDP and the eliminating of the budget deficit.

" 4 Human Capital Aecumulation ' ]

The latest growth’ theory suggests that the human capital- plays a vital role in economic growth
| (Sectron 1.2.3), arid this has been substantrated by the Irish experience. Both the quantlty and
quality of labour supply in Ireland have been 1mproved due to the 1ncreasrng number of graduates

and young workers that entenng the labour market in recent years, in addl_tron to a large number of '
| -returned emigrants with bqualiﬁcations and skills. “According to ESRI, the gronrth in human capital
index in Ireland has beén gradually increasing since the 1970’s, and it has reached its peak level-in

1991-1996, the highest growth period in Ireland (ESRI 97, p.51).
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* Industrial 'Pol.ic'y o _ '

The modification of* nati‘onal 's‘t‘r_a'tegy in industrial promotion took place in Ireland during the late:
1980’s, which is also believed to be decisive to the current growth. Prior to the late 80°s, industrial
pollcy in Ireland emphasnsed sub51dmg capital, 1nappropnate in a country with a surplus of labour.

The refocused- 1ndustnal pohcy concentrated on improving the investment environment - i.e.

taxatlon concession, mfrastructure, educatlon and tramlng, etc. Financial incentives were also

extended to market services, a marked change from the previous manufacturing - only approach:

. Natlonal Wage Agreements .
The resumed centrahsed wage bargalmng since 1987 has successﬁJlly controlled the increases in .
wages and wage costs in Ireland (Appe_ndrx 16). This is a ,c_ruc1al element in the sus_tamed

competitiveness of the Irish economy and the high growth in -exports'in recent years.

.. Fmancnal Mechanism
The- membershlp of the Exchange Rate Mechamsm (ERM) has had a profound 1mpact on

stablllsmg the Insh economy, and keepmg 1nﬂatlon and 1nterest rates low this forms: ‘a part of the -

macroeconormc framework in Ireland In addltlon the abolltron of forelgn exchange control during +:

the early 90’s gave freedom to mtematronal capttal ﬂows whlch helped to induce FDI to Ireland:‘.:}

»and to attract international banklng busmess

* Structural Transformatlon o
The most 1mportant development n the Insh economy in recent years from the pomt v1ew of: thJS .
'study, is: the growth in market semces Wlth respect to _]Ob creation, the market" servrces sector has
out performed the rest of the economy smce the 1990%s. ThlS development led to a sharp rise in
market - semces ‘share “of total employment and was mostly responsrble for the: fall in the

unemployment rate in Ireland

. Inward Forelgn Investment «

The reonentatlon of 1ndustr1al policy has. created.a sound 1nvestment envrronment that allows the -
' ‘IDA to attract actlvely European bound mtematlonal mvestment to Ireland The sector targeting

strategy of the IDA has proved -successﬁ.ll in that the maJonty of the FDI to Ireland in recent years

'are’ in the high-tech, fast growing sectors with long run growth potential. The Il)A» has also
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3.3 -

extended its development priority to_services that led to a significant increase in FDI to the services

sector, e.g. international finance, call centres and computer software. -

The evident success of the Irish economy has closed the gap of incomes between Ireland and EU

countries. However when compared to the contrast cases, the differences are clear (Appendlces

1,13 and 15). A detalled study of all three economies is in the following sections.

EMPLOYMENT AND LABOUR MARKET:‘ -

If there.is one feature of Irish post—war economic dévelopment which deserves special attention it

is employment development A few differences.emerge from the companson of the Insh labour

market- w1th the: contrast countries in Appendix 17.

a)

b)

The labour market in Ireland was characterised‘ by the consistent surplus in labour supply
‘untrl the 1990’s. The unemployment rate.in Ireland has been cons1derably hrgher compared
. to Hong Kong and Smgapore desp1te the much 1mproved position.of lreland in a European ~

N _companson, Wth_h is partly-attributed to the rdetenoratlon of unemployment in:Europe.

: In\contrast the development of labour markets in Hong Kong and Singapore has been..

pOSltlve .The’ net growth of total employment over the last three decades was exceptlonally

thh, m Smgapore in part1cular Unemployment rates have been low, and both states: clarm o
“to have achreved a full employment economy while most- of the developed world has been

’ suffermg from high unemployment.

'Hong Kong and Smgapore have been expenencmg a strmgent labour supply over the last 20

years or s0. The rapld growth of the economy combined w1th the declme in natural growth. |

of populatlon created the problem of shortage of labour supply (thlS problem would be

rather welcomed in’ most countnes in: the world) Inevitably a large influx of 1mrmgrant

- workers occurred foreign workers in Hong Kong and- Smgapore now account for.over- 14%

and 12% respectrvely of the1r total employment
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c) Another aspect of lahour,markfet deyelopment in Ireland which forms a comparison to the

contrast cases, is its history of unrest in labour relations.

Similar to its European nel_ghhours, Ireland has a highly unionised labour force. By 1994,
union members in Ireland acconnted.for 52.4% of the labour force, the third hlghest- in the
EU and considerably higher than the EU average of 37.6% (Eurostat, 1995). Whether or
not the highly unionised factor has aneffect industrial relations in Ireland were unstable for
much of the 70°s and the 80’s; 51gmﬁcant 1mprovement has been achleved in Ireland durmg

‘recent years (NESC No. 99)

In Hong Kong and Singapore on the COntrary; unionisation rates are aronnd the 18% level
and industrial disputes have practically dis_appeared since the mid 1970’s. Industrial peace
is often cited as a contributor to the sustained rapid economic growth (similar eviderice was
also found in Sweden by -O’Connor, OfMalley and Foley, 1978, p.105), and a major

attraction for foreign investors in Hong Kong and Singapore.

PATTERN OF GROWTH AND SECTORAL CHANGE:

In this section, development and transformation which has taken place during the last three decades’
is outlined. - In addrtlon due to the 1mp0rtance of the unemployment issue in the Irish economy,

attention-will be focused on the employment aspect of economic development

Appendix 18 illustrates the pattern of growth and changes in sectoral share in the Insh natronal

economy and in the contrastmg countries.

In the first instance the declining of employment in'agn"culture is. obvious in all cases, in common

with other advanced countries durmg the same penod However, agnculture in the 90’s still holds

" a relat1vely large share of the economy in Ireland compared to Hong Kong and Srngapore wluch

' reﬂects the agncultural background of the Irish economy The 1ndustr1al sectors: in Ireland and

Singapore ‘share the same pattern of change.- growth The difference is that the pace of growth in

Smgapore was faster than that of Ireland Industrlal sectors in Singapore 1ncreased their share- of

employment by 20% in 20 years (196 - 1981) compared to a 6% i increase in Ireland The change in
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industrial sectors in Hong Kong, on the contrary, was static. The ot_ﬂy change in Hong Kong's
employment structure was a small share of employment shifted from the agricultural to the services

sectors.

Clearly the early I1980°s was a landmark Vof sectoral change in the process of economic development
in all three economies. The new pattern of economic gromh featured rapid growth of the services
sectors, and a decline in the industrial sectors: The _indnstrial sectors in "H'ong.Kong lost almost half
of their share of total employmen_t within 15 years, while in Ireland and Singapore it was 3% and

5% respectiyely.

However, Appendix 18 fails to explain why unemployment in Ireland increased dramatically during
the early 80's - exactly at the turning point of sectoral change, and why Hong Kong and Singapore ‘

have since achieved the opposite results (Appendix 17).

Appendix 19 provi‘des a detailed examination of employment changes in the manufacturing and
services sectors in all cases. A fall in empl’oyment in manufacturing since the 1980°s took place in
both Hong Kong and Ireland. - The pace of growth in manufactunng employment in Singapore was
significantly reduced. Meanwhile, both Hong Kong and - Smgapore recorded rapid growth in.
services employment from the 1970’s. .In_ comparison, the growth in services employment in Ireland '

was slow.

A few concluswns can be drawn from the compansons in Appendnces 18 and 19 regardmg the' ‘

employment srtuatlon in Ireland and the contrast countries.

a) The growth of the services sectors in Hong Kong ﬁ“om the 1970°s to. the 1990 S, in
Singapore from the 1980’ s to the 1990°s, was the 1mpetus of the growth in employment in
both econormes The growth of services in both cases has been 1ndependent of the growth
in manufactunng In addition, the growth in market services in Hong Kong and Smgapore-

' ~ has been. largely generated ﬁ'om mternatlonal markets and was evidenced by the _|0b growth
n mternatxonal services sectors such as finance; 1mport & export, tounsm and transport

(Appendlx 20).
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b) l~The pattem of econormc growth m Ireland prior to the 1980 s was similar to that of Hong
Kong and Singapore, featured by increases in employment in both manufactunng and the
services sectors; .From the 1980’s. employment in the manufactunng,sector has suffered
considerable losses. The services sector 'employment has gained moderate increases.
However, the pace of job creation in the Inish services sectors prior to the 90°s was-below

what was achieved by services in Hong Kong and Singapore.

) The Second Industnal1sat1on played a fundamental role in the process of economic growth
~in Hong Kong and Smgapore -during the 1980’s. It transforrned the structure of both
economies. As commented by Chenery

“East Asian countrles can be regarded as successes as much for the efﬁcrent
ways in which they have transformed their economrc structures as for the
rapid growth that was mamtamed during the process”. '

: (Hughes, 1988,.p.40)

d) In order to increase ﬁ.lrther employment in Treland, attention has to be focused on both’ the
manufacturmg and services sectors,- in part1cular the market serv1ces sectors. The ev1dence |
' produced in this study ﬁrmly support the similar v1ew expressed by Forfas and NESC 4 -
(NESC No. 96, p.346 and No. 99, p. 131)
The followmg sectlons are- devoted to d1scuss1ons of the employment development in both I
- manufactunng and services. sectors in Ireland in the light of the experiences of Hong Kong -

and Singapore.

MANUFACTURING INDUSTRY:

Overfthe last three decades, economic growth in Ireland has been led by the transformation_ of
manufacturing mdustry The compos1t1on of II'lSh manufacturing 1ndustry has been transformed

from pnmary product1on dommated low technology, labour 1ntensrve industry into a rmxture of

~high technology, capital intensive modem 1ndustry and'an improved natural resources related

traditional industry.
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The pattém of growth and transformation of manufacturing industry in Ireland in the past obviously

was very much similar to that of Hong Kong and Singapore, however the pace of growth and the

magnitude of transformation in Ireland differs from the contrasts.

A few facts were observed through the comparison of manufacturing;

a)

b) .

Significant growth of manufacturing in terms of both output and employment between the
1950°s and the 1970s, with exports accounting for a large proportion of total output, is the
common feature shared by all three economies, in spite of the differences in the pace of

growth.

From the 1980’s, manufacturing in Ireland achieved the highest rate of output growth in the
OECD (NESC. No. 96), where a decline in manufacturing employment was also recorded.
Whilst manufacturing in Hong Kohg lost more than half its jobs since 1§80 (Appendix 20
B), the employment. in Siﬁgapore's manufacturing continued to increase although the

growth decelerated compa.red' to the preWOus two decades.

Between 1961 and 1995, manufacturing in Singapore delivered the.best result among the:

three; although the performance of manufactﬁring in Ireland over the last three decades was

satisfactory when compared to EU member states or OECD countries (NESC; No. 96).

Pervasive foreign investment was the impetus for the growth of manufacturing in both

Ireland and Singapore, and to a much lesser ‘extent in the case of Hong Kong.

The role of FDI in manufacturing of the contrasts have been discussed in Sections 1.4. and
2.4. The expeﬁence of Ireland has been similar to Singépoi*e’si .A‘s one of the oﬁgihal
countries opeﬁed to foreign investment, high-tech industry in Ireland is dominated by |
overseas-owned companies. The influence of multi-nationalé in the Irish manufacturing
sector has been highlighted in many literature, including reports of NESC (e.g. NESC No.
95, p.38). According to Forfas, foreign firms now in Ireland contribute 100,000 direct
employment in manufacturing, 55% of manufacturing output, and over 70% of industrial

exports (Forfas 1996, p.30).
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Foreign investment has less mﬂuence in manufacturmg m Hong Kong In 1993, foreign
manufactunng firms in Hong Kong only accounted for I3. 7% of employment and 25% of
domestic exports. As a gesult,,. the tr_ansformatlon in manufacturing in Hong Kong was not

as profound as it was in Ireland and Singapore.

The growth of manufactunng in both contrast econormes has been in-a stage of stagnauon
since the 1980°s"in terms of output ‘and- employment Although manufactunng in Smgapore ,
still gamed employment mcreases between 1980 .- 1995 its “share in total employment and

GDP has declined (Flgures 13, 14)

Fi gure 13:
| Share of Manufacturing'in Total GDP (%, 1960 - 1995)
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The growth of manufactunng in Ireland dunng recent years. has been. 51gn1ﬁcant and the number of

' forelgn investments. in hlgh tech mdustry has been /increasing. However the growth of output has

outpaced the growth of employment, which indicatés the potentral of job creation in manufacturing

is limited (to be dealt with in Section 6.2.1, p.128).
SERVICES SECTORS:

The growing importance of the-service 'secto'rs in all developed countries has been observed The.‘
services sector now acc0unt for the largest share in both total 0utput and employment and virtually

all of the employment growth in the 1ndustr1ahsed world

In fact, Ireland has not been'an exception as. far as the growing share of services is concerned.:
Table 27 illustrates the path.of sectoral employment developmerit in the Trish economy over the.

past 35 years. The growth in private services between 1961-1981 was slow, but the public: Sefrvlces o

‘almost doubled its share of total employment during the same'penod - Employment in p'rivate' -

serv1ces Ireland has been unproved smce 'the 1980°s - private-services created. almost 150 000 jObS
between 1981 1996 whrle both agriculture and manufactunng suffered from employment ‘decline.

Over the last 35 years, total jobs created.in serv1ces were’ close to 400,000 compared to less than

‘100 000 in manufactunng

Ia_bhm |
Level.and Structure of Empléyment in Ireland, 1961-1996
" (% of Total Employment in Brackets)-

000 - ] 161 1971 1981 1996 61-96

Agriculture T 30 . 272 196 - - - 136 2224

Industry T 253 ...320 © 363 350 .97

Services E o oees 457 s87. 798 S 393
" | Of which: Public (%) || 118(1L6) = 150(143)  237Q07) - 301(23.4) 183
‘ anate(%). | 288283) - 30420.0) 350 (30:9) 497 (387) - 209

Total Employment [ s T 1w T 1L,146 - 1284 266

Source Cso, Labour Force Survey
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5.6.1 AN OVERALL COMPARISON

Appendices 18, 19 provide an overall vievv of sectoral development in all cases over the last three
"decades. Obwously, in both Ireland and Smgapore services sectors have been the major source for
employment growth In Hong Kong however services were the only source of ]Ob creation since
the' 1970’s.

In Smgapore services sectors have contributed a net job creation of 772,600, a 233% increase. over
the last 37 years and accounted for 64 4% of tota.l net. employment growth, compared to_
manufacturmgs 354, 500 new jobs. Although manufacturmg in Smgapore has overtaken the trade
'sector as the largest employer in the economy smce the mid 70’s, the gap in the share of
emp10yment between’ manufactunng and trade sectors has reduced from 9% in 1980 to less than 3%
in 1995. The servlces sectors as a whole remains .pre-dommant throu:ghout‘ Smgapore_s
IndustrialiSation» In terms of-output, ﬁnance sectors in Sihgapore have achieved the best-_r_eéord of

growth, even ‘in absolute terms (Appendix 5) The ,ﬁnance rsector: hals become the lar"gest~

contributor to GDP in Smgapore

The experience of Ireland has bee’n ‘somehow !diﬁ‘erent 'although both the manufacturing and:

services sectors have attamed net _]Ob increases. ‘The huge employment declme in agriculture offset .

nearly two thll'dS of ]obs created by the other two sectors consequently the net ]Ob increases in -

l1re1and over the past three decades were less unpress1ve (Appendlx 20 A).

In COntrast; Hong Kong’,s performance has»bée'n: the rnost striking. After comperisating the ‘job
.losses in manufacrurihg, services sectors'areire'sponsible for every net job‘ created in the ecOnomy
. (Appendlx 20 B) Smce 1980 both the trade and finance sectors iri. Hong Kong have- surpassed

manufactunng in terms of output Serwces contnbuted 91% of total GDP in 1996, compared to - d

- 64% 35 years earher (Table 8, P 42)

Once again; Appendices 18 and 19 highlight the’ pattern o:fsector'al changes in Hong Kong and
- Singapore between thel970”s and the l980”s, known as the Second Industrialisation which was

characterised by the diirxinishing' in importance oi' 'manufacturing ‘and' the evolution of a cluster of

market services. ‘In the case of Ireland, no major sectoral changes have been observed among non-
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agriculture sectors until the early 90°s. The overall development of the services sectors in Ireland
over the three 'decades prior to the 90’s was less satisfactory, not only in comparison to Hong Kong.
and Singapore, but also in comparison to EU and OECD cbuntr_ies as pointed out by NESC (NESC

No. 96, p.6) and other commeﬁtators, further discussion is given in Section 6.2.1.
5.6.2. A SECTORAL COMPARISON

" Appendix 20 also eﬁhibits the noticeable differences between job creation in services among the
t}iree cases. Services in both contrasts have achieved a much higher percentage of job increases |
than services in Ireland. The best performing sector in the contrasts was the trade sector (includes
Wholesale and retail, Import and Export, Hotels and Restaurant‘bs),'while' in Ireland the fastest
gfowing sector was C/S/P sector (Community, Social and Personal Services). The finance sector
also performed well in the contrasts which reﬂéct their roles as financial centres. The majority of
the jobé created in Hohg Kong and Singapore were in market services, where in Ireland"the biggest |
contributor was the C/S/P sebtor’ - which‘comprisés‘ public services and all other non-market
Ser\{ices. In spite of the strong growth in r_na;rket services employmenf in Ireland in the 1990°s,in a ..
long run comparison, the development in mé.rket services in Ireland has ‘bee'n relatively slow. This #

perhaps could partly explain the high unemployment in Ireland in the past.

57 THEROLE OF GOVERNMENT:

It is generally acknowledged that the Irish Government has been playing an active role in economic
developmenit since Independence. The impact of widespread government intervention in economic
affairs in Ireland is significant, in both positive and negative ways. This section will provide an

assessment of the Government’s role in the Irish economy from a comparative perspective.
5.7.1 GOVERNMENT INTERVENTION

An indication of the role of government in the economy is the ratio of public 'e-xpenditure % GDP.
In comparison with Hong Kong and Singapore, public expenditu‘re in_ Ireland expanded

coﬁsidefably faster between the 1960°s to the 1980’s (Figure 15). Following a sharp reduction since
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1987, its current level‘ts much improved. As a well known laissez faire economy, Hong Kong’s
publlc spending is being kept to a minimum. Although Singapore at the other extreme, is famous .

for its ‘government intervention in the economy, its publlc spending/GDP ratio has been surprisingly

low.
Figure 15:
[Public Expenditure % GDP
50 ~
40
)~ .
- —— 43
e i —~ N
. ? .
0 T - .. 38
ss_ —a
e ' H o lreland
“ s0 _2&3,’,—"" ’ . - . ) ! .« Hong Kong
' ~ Singapore

20,

13

1873 1978 1883 1¢68 1eeé

Source: EIU.

The vﬁ’s‘cal contraction in 1987 in Ireland wés followed by a period of high growth in GDP a.nd
emplojrment, a phenomehon that con_trédicts the IS-LM model which' waéoiscussed in, Sections 2.6 :
and 3.6. This led to the current debate on the Expahéionary Fiscal Contractioh (EFC) issue:in
Ireland. EFC is a térm which descn'b'ee a situation where a fiscal contraction has both impact-and
delayed effects that caused the overall economy to expand. Some commentators believe that-:
busi_hess and households could increase .their economic activities when a fiscal contraction takes
place, thus the'increased private 'demancii-would oﬁ’setthe fall in public demand ‘and expand'the B
economy. ThlS explanatlon is based on thé hypothesis of forward- lookmg behaviour of the pnvate

sector, it assumes that the private sector antlclpates future tax cuts dunng a fiscal contraction.

Houvever a review of the situation in Ireland durmg the late 80’s raises doubt about the EFC
_]udgement The real GDP _growth _]umped to 4.9% in 1987 from -1.1% a year prev1ously, the
| unemployment rate also dropped 4% over three years - from 17.4% in 1986 to 13.7% in 1989. The
. 1mprovement in the Irish economy was- comprehenswe it is doubtﬁll that the future lookmg

behawour of the private sector can respond so promptly and so effectively.

113



5.7.2.

The lack of empirical base of the EFC explanation was found by Brady ‘and Whelan‘(l997),
researchers have also identified other factors that contributed to the economic recovery in the late
80’s (Section 5.2, p.102-103). The prevz;iling opinion is that the crucial role played by the fiscal
contraction in 1987 is its contribution towards a balanced public finance in Ireland. The policy of
fiscal contraction constitutes the framework of the macroeconomic reform in Ireland, ‘which

provided a platform for the current strong growth.

Another indicator of Government intervention is the amount of public enterprise. Unlike in Hong
Kong where public ownership is virtuaily negligible, in both Ireland and Singapore the extensive
state ownership is a significant feature. In Ireland, most State-owned companies are in transport
and communications sectors, ‘as wéll as utility sectors.' iThe ‘Irish Governmernt also has a stréng
presence in the financial sector and in the miedia. The same scenario applies to Singapore, only in
Singapore government ownership spreads even wider, into almost all industries including shipyards,

trading, property development, electronics and technology' research, etc.

Since the late 1980, as part of the trend in the world economy; both Ireland and Singapore have
experienced privatisation of public enterprises. State ownership however, is still significantly high A

in both economies by intérnational standards.

PUBLIC FINANCE

Similar to the rest of the. Western world,~public finance in Ireland has been-characteﬁs_ed by high
taxation and high levels of national debt during most the $past three décades. The rise in public
expenditure was accompanied by a large increase in the tax burden. Prior to the 1960°s in Irelémd,
tax fevenue had been fairly stable at 22% of GDP. Since the expansion of the public sector
beginning in the earl& 1970’s, téx revenue has consistently incréased. The tax burden percentage of
GDP rose to 31% in 1973, and 43% in 1985. This trend has been reversed in recent years since the
fiscal céntraction began in-1987, with the tax burden ratio being reduced to 38_.'7% in 1996 (NESC,
No. 95). In cbmparison with Hong 'Kong and Singapore however; the differences are still

significant (Table 28).
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S.8.

‘Table 28:

Comparison of Taxation 1996 -

Corporation Personal Tax revenue % National

tax rate income tax rate VAT of GDP Debt % of

GDP

Ireland ’ 40% 27 -48% -21% . 36.6 ‘ 76%
Hong Kong ' 16.5% 2-25% Nore - 11.6 None |

Singapore 27% 3.5-30% 3%* . 113 None

* introduced in 1994
Sources: EIU.

When the increase in. tax revenué féiled to meet the demﬁhd of over expansion in public
expenditure, the government had to borrow. Consequently, the national debt in Ireland rose from
.54%.of GDP in 1973 to 5 crisis level of 120% in 1986: Efforts made by the Irish Governments since
the late 1980.’5 have brought the debt % GDP ratio down to 76% in 1996, a remarkable achievement
in such a short period of time. The budget deﬁcit in Ireland was eliminated in 1996 from -15%
GDP. in the mid-80’s, owing to-a much improved trade balance and the correction of Gq’verhmeht
spending policies. Mthougﬁ Ireland has successfully achieved one of the lowest ratios of both debt
% GDP and budget deficit %"GDP among the Western countries in the 1990’s (NESCv No. 99,
p.92), the comparisons in Table 28 indicate the potential for further improvement in pubiic finance:.

in Ireland.

In comparison, the Way Hong Kong and Singapé're'Govenunents manage their financial affairs has-
been prudent. In most of the years over the last two decades, both Governments-have kept their

spending below its-income level and small deficits only appeared during the recessions in the 80s "’

(Appendix 12). -

SAVINGS AND INVESTMENT:

Conventional theory maintains that savihgs and investment play crucial roles in economic

development, espécially for a late developed economy (Section 1.2.).

The World Bank points out in its report on East Asian economies:
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. “One of the most remarkable aspects of the HPAE’s (High-Performing Asian
Economies) is their.unusually high rates of private investment.  Private investment in
the HPAE’s averaged about 7 percentage points of GDP higher than other low and:
middle-income economies. As with East Asia’s high rate of human capital formation
and savings, investment has been fostered by macroeconomics stability and rapid
economic growth. Growth, savings and investment interacted in a virtuous circle as
high investment initially spurred growth, which resulted in increased savmgs to
support continued high rates of investment.”

. (The World Bank, “The East Asian eracle”, 1993 p-221)

A number of empirical studies have been carried out over the last 20 years, in an attempt to prove
“the correlation between investment and growth; results obtained were conclusive. Kim and Lau’s
study of East Asiann NIC’s in 1992 has revealed that more than 80% percent of their economic

growth being explained by capital accumulation (Ito and Krueger, 1993, p.56).

In addition, according to Krueger, Leving and Renelt (1992) evaluated relationships between a
variety of variables and growth rates, consequently'

“they found a ‘positive and robust correlation’ between average growth rates and the
average share of mvestment in GDP.”

- (Ito and Krueger, 1993, p.26)

Appendices21-23 provide a comprehensive comparison of savings, investment and growth rates"
between Ireland and the contrast countries. While the correlation between investment and the
growth in GDP is by no means. perfect the high growth in GDP in Hong Kong and Singapore =
. seems to be related to the high investment in-the previous period. This correlation in Ireland was
not cleer. The differences among saving ratios are apparent (Appendix 24), a gap between Ireland
and the contrasts 1n terms of growth in domestlc investment since the 1970’s was also observed
(Appendtx 25). Both savings and investment were underperforming in Ireland compared to the

contrasts, as well as the growth rates (until the late 80°s).

A key issue to be addtessed is that both Hong ~Kon‘g and Singapore have maintained a high rate of
investment while their savings are in excess of investment. In comparison, the investment rate in
Ireland has been falling since 1990 when savings continue to rise. The decline. in investment in
Ireland between 1990-1995 has been causing concern; detailed enalysis of savings and investment is

given in Section 6.2.2.
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5.8.1

The particular high saving ratio in Singapore is largely due to the.invol.vement of the Government.
A comparison of CPF in Singapore and PRSI in Ireland is carried out in the next section. The role.

of government in generating savings in an SOE is emphasised.
PRSI and CPF

The social welfare system in Ireland is operated as an insurance system. Known as PRSI, the Pay
Related Social Insurance System is administered by the Department of Social Welfare. The
contribution of PRSI constitutes a part of state social welfare income. In recent years, the
combined yield from PRSI and levies amounted to over IR£2 billion. It is the State's third largest

source of income after i income tax and value added tax.

It is considered that the PRSI system is in need of reform and NESC has recommended that PRSI
should be treated as taxation (NESC, NO 96). Technically, PRSI is an insurance scheme, but in

eality it is compulsory and pay related, beneﬁt and contribution mismatch. The characteﬁstics of

PRSI are very much similar to those of taxation, the only difference between the two is the way of -
adrmmstratlon Tax is administrated by the Revenue Commissioners while PRSI is. adrmmstrated

by the Department of Social Welfare.

The social welfare system in Singapore is completely different. It operates as a pay related central.- -
savings fund, called the Central Provident Fund (CPF), and is managed by a stat_utory board: -
CPF Board. Every contributor has his or her own account in CPF, thus, members own their own
contributions. Interest is~paid on the balance of CPF accounts; this balance is also allowed to be
withdrawn under conditions described in Section 3.5.2. From 1978, members have been allowed to
use their bala.n_ce to purchase state approved shares, mainly in state companies. In 1995, members
of CPF were given a further choice of purchasing foreign shares and bonds traded on the
Singapore Stock Exchange.

The balance of CPF in general has been used to finance goVemment borrowing requirements. Not
only are the member's deposits securely invested, their funds in turn are used to promote economic

growth. The Government thus has a cheap source of development funds via the CPF which can be
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seen as a channel generating domestic saving in the form of social security payments, and directing

them to development purposes. -

The success of CPF in Singapore can be summarised as follows:

1. It is a compulsory saving scheme
Government legislation ensures that a large proportion of national income is saved (the
current rate of CPF is 46% of gross income). This explains how Singapore has achieved
such a significant high rate 6f savings, and consequently a very high level of investment.
According to the World Bank, CPF boosted Singapore’s national savings by»4% during 'the
1970°s-1980’s (“The East Asian Miracle”, 1993, p2i9). |

2. Ownership of contribution
Because CPF is a savings fund, members of CPF own their own contributions, and the
more the contribution, the more the benefit. This is Why the considerably high rates of
’contribution'.to‘ CPF are widely accepted. The rate of CPF. for an employee is 20%
compared to 5.5% PRSI and the rate for'an employer in CPF is again 20% cofnparéd to

12.2% PRSI. The high contribution rate ensures that adequate.sévings are generated.

3. A sdurce of invesfment |
The balance of CPF in 1994 amounted to US$43 billion, equivalent to 71% of GNP. The =
growth of CPF has been an impbrtant‘ source of in'vesfmenf for Singapore. Siﬁce high
investment has been a major contributor of economic growth in Singapore, the economic

significance of CPF is obvious.

4, An effective tool
CPF is a major holder of Government Bonds. Members of CPF can Oﬁly invest their
balance in state approved projects. The Singapore Government thus uses CPF as an
eﬁ‘ecti\-/e tool to implement its national dévelopment stratégy. In the 1960’ this enabled the
government to build up both its ecbnomic and social infrastructure in an inexpensive,
noninflationary way. By the late 1970’s government surpluses were more than enough to

finance public development spending. More and more CPF funds were thus used like
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. Ireland has been successful In managrng the exchange rate with the help of ERM smce the 1980 s

~ foreign reserves to slow the apprecrat1on of the Slngapore dollar and to keep inflation at

bay in an era of high- wage increases. T )

A study carri'ed out in 1978 by'O'.Connor et'al' discovered that a sirnilar scheme existed in Sweden.

Accordmg to thetr study, the Swedrsh Govemment tries to increase domestlc sav1ngs through an
obllgatory 1nsurance pensron fund into which contnbutlons are pald by employers on behalf of

employees This ﬁrnd which commenced in 1960, was the b1ggest n the Swedrsh capital-market i in

the 70’s and a large proportron was lent to the productrve sectors of the économy (O Connor,'

. O Malley and Foley, 1978, p. 105)

-The study of CPF in S{inglapo,re and the ‘Swedish experience suggest that-a- centrally coritrolled
compulsory saving sch'eme.in thet’on’n of social welfarepayments or pension fund co:uld be a viable
option for an SOE as a way to generate savings and thus to channel the funds.into the'domest'ic )

' economy.

FOREIGN EXCHANGE POLICY:

For a, trade dependent SOE the forergn exchange rate ‘is of crucial lmportance The three

Hong Kong adopted a ﬁxed exchange rate after a penod of volatlle ﬂoatatron Smgapore has’+#

s1ncel979 , o o AR ' e

~economres 1n this study have demonstrated drfferent ways of managmg the exchange rate. Whlle

-t

,malntalned a managed ﬂoatmg rate for the last two decades Ireland has swrtched from one ﬁxed'

; _' rate to. another sterlmg peg before 1979 and a member of the Exchange Rate Mechamsm (ERM)

Despite the different approaches,‘fthe exchange rate policies of the contrasts have so far proved to~

be successful. Both currencies have escaped unhurt:from the-currency crisis in Southeast ‘Asia

duririg theSummer 1997. . B RS

N The natural of ERM - an adJustable peg,: allows Treland to deprecrate the Irish pound when 1t is

years, e.g. in 1986 and 1992 Due to the convergence effect ERM has also made it possrble that
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. .the 1nﬂatron and 1nterest rates in Ireland have moved closer to the German level As a result of its

membershrp of ERM and the frequent deprecratron of the Insh pound Ireland has avoided having - :
an over- valued currency as- expenenced by fast growing economiies in the Far East. - Although the
decision of j Jouung ERM has been a controversial one in Ireland judged by the performance of the
Irish. economy over thé past . decade and the 1mprovement in all macroeconomic 1nd1cators the

pos1t1ve contnbutron of ERM towards the Irish economy is evrdenced

WAGE CONTROL:

S.10

‘For an SOE with a hrgh ratro of Export % GDP the domestrc wage level 1S another vrtal factor in -

determining, the competrtrveness of the economy

One of the latest' theories of \Wage bargaining - the Calmfors ‘and Driffill theo'ry, has had'-impact on

wage studres recently The C-D relatronshrp argues that, when measured by the unemployment .
: rate the supenonty of extreme centralrsatron and decentralrsatlon of wage bargamrng 1s mdrcated

' through international comparrson Wage bargarrung systems that were erther hrghly centrahsed ‘s

(Austria and Sweden) or hrghly decentralrsed (the US and Japan) performed better than.coufitries-7 -
with mlddlmg systems (most large European economles) Although different oprmons emerged
among recent studies as opposed to the: C-D theory, e g the co-ordinated approach a.nd market

conforrmty, the C- D argument has gamed ﬁrrther prove in Hong Kong and Smgapore

Whrle Singapore . operates a hrghly centrahsed wage bargarmng system through its. Natronal Wage '

Councrl (Section 3.5.6. c), Hong Kong has nothmg at all by way of wage control yet. both; “

. .economies have achieved a-full employment OVer a decade.

L]

Iromcally the case of Ireland 1S a.nother example of. C- D relatronshrp The lack of a centralrsed -

- wage bargammg durmg the early 80’s was blamed for the high unemployment at'the trme “and the '

resumed National Wage Agreements since 1987 has been effectrve m moderatmg wage mcreases 1n

: Ireland (Appendlx 16) A pomt to be made is that the current National Wage Agréement m'

: ,Ireland is not srmply an agreement on wage control It is an agreement that is based on a w1de '

range of cons1derat10ns and commrtments relate to public finance, socral securrty monetary polrcy
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and taxation reduction. The level of wsges is 'det_errn‘ined through a partnership approach with

understandiugs’established émong all parties involved.

The"p_ro,cess o'f economjc_development in Ireland over the last few decades_ has been'exanﬁned in
éomparison to the oontrast cases.” A number. offeatures of the Irish economy were observed during
the comparative sturiy. ‘ ‘Some of the features .are deter‘mined' by Ireland’s .geo-economic
background - a Western European economy with an- agriéulture background. These features
include: a large agrlculture sector; relatlvely high-level of taxatxon and Govemment spendmg, hrgh

level of State 1nterventlon and high- unemployment

Apart from above miéntioned, two features of the Irish economy need to be addressed. These two
features not only dlstmgulsh the Irish economy from the contrasts but also from other developed
economies. The, ﬂrst one is the development of market servxces n Ireland, the second is the levels

of savmgs and mvestment in Ireland throughout the post-war period.

Detqjled discussions ‘of the two issues are given in-the next chapter. This, in addition to a brief-*+

summary ,will serve as the conclusion of this study.

121



CHAPTER 6: IMPLICATIONS AND CONCLUSIONS

Previous chapters provide» detailed ana]ysis of patterns of post-war socio-econgmic development in
“Hong Kong and Singapore,‘."and: theoretical evidence for their success The factors behind the
econornic success in Ireland over the last ‘decade were diScussed in Chapter 5; they were
_remarkably smular to those of Hong Kong and Singapore ‘The most common features; shared by :
the three. econormes were: outward: orientation ‘and openness, deregulation high level of human .
capital accumulation, and fiscal rectitude. In ad‘ditron, there were identical factors between .Ireland |
and Singapore i e. appropriate goverhment intervention, actively attracting FDI, and centralised
wage bargalmng Meanwhile -differences also emerged through the comparative study, that clearly

separated Ireland from the contrasts

The differences between Hong Kong, Smgapore and Ireland that are identified in this study are: the
levels of savmgs and mvestment and the development of the international market services sectors.
It is the purpose of this chapter to d1scuss these 1ssues and the1r relevance 10’ the ﬁ.lture.,:.‘

development in the Irish economy

Prior to the discussions of implications this chapter begins with a theoretical analysis of Ireland in .
line with Michael Porter’s theory, n- order to 1dent1fy the Natlonal Competitlve Advantage of &

Ireland.

61 NATIONAL COMPETITIVE ADVANTAGE OF IRELAND:

In Chapter 4 it was establis_hed' that Michael Porter’s National Competitive Advantage theory
provides an explanationy of }long Kong and Singapore’s successes. ‘,The conclusion was that the
ecohorriic,'develo'pment in Hong Kong.'and Singapore Were carried'out n accor.dance with their

: Nation'al“Competitive Advantage system. According to Portér’s. research, this ‘conclusion also
applies to-.all countries which have achieved economic success likewise for a. country with less’

success in economic growth, defections and rmpediments can be found in its competitrve advantage
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' System - or the d|amond as termed by Porter An attempt therefore is made to examine the ..

National Competltlve Advantage of Treland- under Porter’s guidelines.

Given that a main difference between Ireland and the contrasts is the development of international
market services, therefore the analysis below is focused. on National Competitive Advantage in

services, and-due to the limited space of this thesis, discussion is confined to factor conditions only.

The factor conditions in the services industry differ from those of manufacturing. The first of such .-
conditions mentioned 'by‘Por_jter was geographic location:

“Geographic location plays a significant role in some services industries.’
Singapore's strength in ship repairing -benefits from its location on important.
shipping lanes between the Middle EaSt and Japan.” :

In addition to sh1p repamng, the’ geographic locatlons of Hong Kong and Slngapore were essentlal

to their roles as international regional trading’ and fmanc1al centres

How to assess the geographlc location of Ireland in terms of econormc development is one of the
key issues to be dealt with in this sectlon Conventlonally, Ireland was regarded as geographrcally
penpheral compared 0 other small open econonnes in Western Europe. This is very true from a
European perspectlve However in a global context, the geographic locatlon of Ireland. can be

viewed differently. The US Central Intelligence Agency (CIA) for example notes in its country- ki

~ files that Irelandisina" strateglc locatlon on major alr and sea routes between North Amerlca 5

and Northern Europe” (CIA _Country File, 1995).

Map | in Appendix 26 represents the traditional v1ew of the geographJc location of Treland.
Alternatwely Map 2 in Appendix 27 puts Ireland in a global context. It shows that Ireland is
located between -two of the largest single markets in the world economy EU and North America.

" Between them, these two regions contribute about 50% of the World s total GDP and total
external trade The locatlon of Irela.nd offers advantages for various econormc actwmes such as |
civil av1atlon sea trade tounsm and regional business serv1ces The proxmuty to both EU and A
* Northern Amenca is certainly a favourable condltlon that Ireland possesses In its discussion of

recent success in the Irish economy, The Economlst concludes that
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“Two thtngs Ireland does show beyond a doubt. Flrst, small countrles on the fringe
~ of rich tradmg Aareas.can prosper mightily. The curse of the. perlphery is a myth.
~Second, ‘globalisation’, taken-at the flood, is-the fastest course to wealth.  What is
most striking about Ireland’s new economy is how tightly it is linked to Europe and
the world. If any. country lends substance to the cliché that the global economy is an
opportumty not a threat lt is Ireland.” -
(The Economlst 17th May 1997, p. 15)

Clearly ‘the geographlc locatlon of Ireland should be assessed as .an advantage for economic

development. Since globahsatlon has been under ‘way in both manufactunng and services in recent

years, the location of Ireland has become more and more. attractlve ‘to FDL The fact that Ireland is
experlencmg an increasing FDI in services reﬂects its: geographnc advantage

Another unportant factor condmon of serwces is tlme zone

“Akin to a nation's location is its time zone: London 's_status as a financial and
tradmg centre is aided by its locatlon between Amenca and Asia, which means that
personnel based in London can commumcate with both reglons during the normal °
workday ‘ :

Dublin is situated in the same time zone as London. This is an advantage of Ireland in terms of off--
shore banklng and forelgn exchange trading, the recent success of the ‘International Fmanclal

Serv1ce Centre (IFSC) in Dubhn proves this point.

The third factor condmon of services is. language'

“A nation's language and Ianguage skills of its cltlzens can play an lmportant role in
many services industries. - Many services demand extensive communication with
buyers, not to ‘mention the need for communication between dlfferent offices of the
firm. Enghsh as a native language is a sngmficant benefit to services firms,.because .

Engllsh I8 spoken ‘in many parts of the world and is a second language m most,'
others.” , A - - :

fEnghsh is the official language used by most. mtematlonal semces act1v1t1es such as 1mport and
export- trading, pankmg, transport and commumcatlons commerclal law accountancy, sports;
recreation and. tourism: The-ability to speak good Enghsh 1s oﬂen regarded asa Skl]] in non-Enghsh

. speakmg countries. - As Porter pomts out:

“Smgapores emergence as a growmg centre for services also reﬂects in part lts -
Enghsh-speakmg p0pulatlon »?
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This is also true in the case of Hong Kong, and other emerging international service centres such as
Dubai. Ireland, as an English spéaking country, could has advantages over its European neighbours

in certain services activities as-recognised by both Forfas and NESC (NESC.No.99, p.136).-

The final factor condition in services which was underlined by Porter was culture institutions:

“Also significant in many services is the ability to interact easily with many different ‘

cultures.”

The people of Ireland certainly do not lack ability in this regard. Irish people have been living

comfortably in other countries around the world for over a century, and people from different parts
of the world have also blended in well in the Irish society. The warm and understanding nature of
Irish culture suits many international services. The buoyarit tourism sector and the increasing

number of call centres setting up in Ireland provide the evidence.

In addition, the Chance factor may also play an important role in the development of intemafipnal

financial services in Ireland. -According to Mr. Eoin Fahy, Senior Economist in Ulster Bank Group,

that in the case the UK fails to partiéipate, in the European Monetary Union (EMU) in the near

future, Dublin will become an attractive location for' non-European banks who are looking for a

base in the EMU area to set up their European operations.

The above discussions have proved that all iniportant factor conditions in services that were listed

by Porter are'very much in Ireland’s favour. The success of Hong Kong and Singapore which was :

ECONOMIC IMPLICATIONS:

The first section of this chapter revealed that Ireland has a good prospect in terms of éompeﬁtivé

advantage in international services. In respect of this and the.experiences of Hong Kong and

. Singapore, implications regarding ﬁmher- economic development in Ireland are discussed below..
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6.21. STRUCTURAL TRANSFORMATION

The key feature of Hong K‘ong and S‘ingapore"s success is the transformation which took place
between the 70’s and the 80’s in both economies. This transformat1on laid down the foundation of

their economic structure which was descnbed asa reg10nal hub for 1ntematlonal market services.

~ The Irish economy also. underwent a transformation in the past, or to be precise, a structural
adjustment (NESC Nov99) Thislstructural adjustment is characterised by a signiﬁcant fall in

. the agnculture employment and the growth in both manufactunng and services employment Prior
to 1990, however the transformatlon in Ireland was incomplete. The growth in manufacturing and
services were not strong enough to compensate for jobs lost in agnculture this resulted in an |

Increase in unemployment,(NESC No. 99, p.19).

Compared to the contrasts, the growth of services in Ireland until"-the 1990’s was :slow'(Appen‘dix l
4 28), in market services in"vpart.i;cular.' In addition, t'he"relative underdevel_opment‘,of services in
Ireland in the past is als'o reflected 1n the compan"son with the rest of EU. Joh'n Fln'g_leton pointsl,;-
out that | ' | . o M |

“The share of services in output in Ireland 54.7% (for 1992) is the lowest in the .
European Union where the average is 64.4 per cent.”

Furthermore

’a sub-sectoral exammatlon reveals that the low share of serv:ces in Ireland is entlrely
_ a ‘private. sector phenomenon Treland’s share of non-market services at 15.9% is
above the EU average of 14.8% ... This high share reflects the fact that the major .
growth in the services sector in Ireland in the last 20 years has ‘been in the area of .
government services. rather than in market services. Ireland’s low share . of services
arises solely because its share of market services, at 38. 6%, is the lowest of any EU '

. country and substantially below the EU average of 49.6%.”
- (oK Hagan, 1995 p.304 - p 310)

A question that would automatically be raised at this. point is: Why was the market ser'vices in
'. Ireland underdeveloped when the factor condmons of Natlonal Competitive Advantage in Ireland
are actua.lly in favour’7 The key to answer this questlon is in Figure 12 on p.97, it 1nd1cates that :

apart from factor c_ond1t1ons, the other three conditions .of the National Competltlve ‘Advantage
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are equally important to the deVelopment of 4 national econom'y . Unlike most of the factor
condmons these conditions cannot be inherited, they have to be created and to be marntamed
Factor advantages along do ‘hot guarantee the success of an industry. Dlscussrons in Section 4. 4
'p 91 suggest that apart» from the locatlon, the involvement of the Government plays a crucra.l'part in
Smgapore S sh1p repairing industry. The same scenario also applies to the finance sectors' in both
Hong Kong and Singapore, as- d1scussed in Sections 2. 2 3.b, p.38 and 3.2. 3.b, p.60. In add1tlon to
time zone, there were other évents that are essentral to the success of mternatronal banking in both

economies; i.€. deregulatlon, mward FDI and the. emergence of the Asran Dollar Market.

It-was suggested by commentators during the interviews, that a numb‘e'r of elementsare believed to -
have constramed the growth of serv1ces in Ireland in the past namely the lack of an outward
orientation in’ Insh servrces ﬁrms Govemment regulatlons the dlsc0uragement of state industrial

polrcres and the relative underdevelopment of certatn mfrastructure

The proxmnty to some ex1st1ng services centres in Europe has also had negatlve effects on the ’

evolut1on of mtematlonal services in Ireland as. suggested by Mr. Terry Baker of ESRI There are.

consrderable drfﬁculnes for the Irish- servrces sectors to compete with- long estabhshed ‘services: v

centres such as ﬁnance in London, shrpplng in Rotterdam and tounsm in much part of Europe
whereas services in HOI‘lg'KQIlg and Smgapore mostly have to~compete with each other in th.e -Far
East, with little competition from other location_s-inthat region. o o

The role of the Govemment has played an tmportant part in the development (or underdevelopment
thereof) of services in Ireland Manufactunng was the focus of attent1on of both the-Government -
- and research 1nst1tut1ons in Ireland until very recently Servrces sectors were be1ng ignored.”. Ms. .
'Mary Doyle Group Econormst of ICC Bank, recalls a drscouragrng response she received during a ..
~conversation that between herself and a promment government minister back in the 80’s, when she

was trymg to explam the’ unportance of promotmg sérvices in Ireland

Conventlonally, services in‘Ireland were vrewed as denvatrve from other producer sectors - malnly
manufacturing and agnculture therefore serv1ces were .not percelved as an 1ndependent source of
growth Most -of the state a1d and tax concessions m Ireland in the past were designated to

manufacturmg instead of services, and services were also heavrly re_gulated.
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:Smce the modrﬁcatlons of national economnc strategy in the late 1980 s, the State has extended its
ﬁnancxal mcentlves to serv1ces The subsequent development of market serv1ces in Ireland has been
srgmﬁcant in areas such as 1ntemat1onal ﬁnance« tourism, “comiputer software and busmess service

centres. The growth in serv1ces employment is also phenomenal According to CSO’s Labour

Force Survey 1996, services employment in Ireland in 1996 was 800,000 which represented 61. 1% |

of total employrnent a 51gmﬁcant mcrease from 56. 7% in 1990.- The net job gain in services over
the same _period was 155 000 a 24% mcrease compared to a 9% job growth in manufacturmg

Whrle the “growth of services employment in Ireland durmg the 1980’s was the lowest in

OECD” (NESC No. 96 p6), the rap1d growth in recent years has to be one of the hlghest :

anywhere in the world

One opin‘jon‘which emerged during the interviews argues that although services have contributed to

“the majonty of _]Ob growth recently, manufactunng has’ been responsible for most of the growth in

GDP. The ev1dence suggested can be found i in CSO’s National Accounts of Ireland from' 1990- "
1996 the - average ar_rnual growth of GDP at constant pnces in rndustry was over 7% (of -wluch_ ‘
chemic:'al_si and electrical was 14% and computers was 10%), compared to 5% growth in total

GDP at output b‘asis.' The industrial sector in Ireland appears growing faster than the rest of the«:

economy:

The key to address this claim is in thediﬁ‘erence’between GDP. and GNP' where GI)P has-been. <.
) hlgher than GNP in Ireland and the gap between them in 1996 was 12%. Smce GDP includes the ™
’-repatnatron of profits from forengn mvestments and the majority of FDI in- Ireland has been m .

manufactunng, the gap between GDP and GNP in mdustnal sectors.should be greater than that in -

services sectors G1ven that the net outflows-of ificome from Ireland between 1990 1996 1ncreased

by 10% every year inreal. terms and the manufactunng sectors accounted for most of the ‘growth in

- this area; the companson of: serv1ces and mdustry 1n terms of: output should be closer to reahty if

£

measured by GNP mstead of GDP Even measured by GDP, the growth in market _services In -

Ireland‘is forecast to emulate the pace of growth.m industry from 1998 (ESRI 1997, p.lll). ‘

The recent success of Irish ¢ semces has substantiated the conclusnon drawn in Sectlon 6.1, 1e. when
precondmons are appropnate e. g 1ntematlona1 busmess env1ronment and macroeconomic pohcles

market services in Ireland could become an mdependent source of growth
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: The growmg 1mportance of serwces in-the Il‘lSh economy has been. emphasrsed by both Forfas and
NESC the results of the interviews also- reﬂect the prevailing recognition of this trend in Irish
socrety There 1S no ‘doubt that the Insh economy is at.a turning point (Forfas), which is

charactensed by sectoral transfonnatlons

However, the evolution of strong and internationally competitive services sectors requires a lengthy
period.of- tme, 'as the history of Hong Kong 'and Singapore has revealed Although growing
rapldly, the 1ntematlonal market serwces in Ireland still have deficiencies. The weakness of current

. jmarket serv1ces sectors in Ireland i s its performance in export

»Appendlx 29 shows that Ireland had the second hlghest serv1ces deficit in the EU in 1995 and

Ireland was also the only SOE in the EU with a service. deﬁclt Of the services’ sectors in Ireland

the tounst and transport sectors have been in surplus every year, therefore the export performances

‘of the rest of the serv1ces sectors are dlsappomtlng As showmg in Appendix- 30, that the gap g .

‘between trade and serv1ces balances in Ireland since the mid-80° s has been growing. Thrs mdtcates '

that the current export -led growth in the Insh- economy is mamly ﬁlelled by manufacturmg exports
and the growth of services has been generated by the domestlc market ‘only. Accordmg to ESRI, ¥
from 1980 to 1995 the growth in services exports in Ireland was 5% each year compared to 10 2%. -
in merchandlse exports Both the Central Bank of Ireland and ESRI forecast that the- growth in-

services m Ireland i 1n the. next few years w111 continue due to the growmg domestrc demand The . =

- ESRI predlcts that although there will be a sharp 1mprovement m serwces exports in the medrum o

_term from 1995, 1ts percentage of growth will. still be below that of merchandlse exports (ESRI
1997, p. 125) In sum services exports have had -and ‘will cont1nue to have little impact on the

growth in GDP in Ireland

This':reﬂected 1n Fig‘ure4 on p. 37 and Fig'ure.7 on p. 60"’ that although merchandise t'rade-‘in"‘both

Hong Kong and Smgapore are in deﬁcrts their serv1ces surpluses are more than enough to oﬁset

" these deﬁcrts In 1995 Hong Kong s services. surplus accounted for 43 3% of servrces exports and

11 4% of GDP the _corresponding ratlos for Smgapore were 44 3% and 10% (1993).  This

mdlcates the growth in services in these economies was largely driven by overseas markets and that '

the services exports make significant contnbutrons to the growthii in GDP. '
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6.2.2.

“Similar to manufacturing, market servicés in an SOE are not exempt from the rule of economy: of

scale as the experiences of Hong Kong ‘and Singapore would suggest In order to survive
international competition and to become an mdependent- source of growth, market services in an
SOE have to export their 'products to a large extent. Appendix 31 provldes the-evidence of the
h1gh volume of services exports 1n both contrast cases, and the low services exports in Ireland are
underlined. The lack of services exports in Ireland was h1ghl1ghted by Forfas (Forfas 1996, p 199)
however, the economic importance of services exports has not been given' sufficierit attention in

other recent literature on the Irish economy. -

SAVINGS AND INVESTMENT

a) Investment .

The level of investment in Ireland in the oast has been low, ‘not only compared to Hong ‘Kong_ and
.Singapore but also compared 'to Other ‘developed; countries: Appendix 32. compares investrnent :
rates among EU member states over. the last four decades, Ireland was among the lowest except for

a number of years between 1974 and 1986 -

0’Grada and O’Rourke: studied investment performance in Ireland between the 1950°s and thes -
1980’s ‘in companson with the .rest of EU. They concluded that Ireland was substantlally.
undennvestmg during much of the penod and they bel1eved this could be a reason for'slow growth :
in Ireland during the early 80’s (O’Hagan, 1995, p. 215- p-217). Given the strong correlatron;
between investment and growth ina catchmg up economy, the low 1nvestment in the Irish economy

in the past should be responslble for 1ts relatrve slow growth

During the 1990’s, the pattein of investment development in Ireland wenit through two stages.  The
first stage was b’etwjeen 19.90-1,995,‘ when a ’st'r’ongi growth in GDP was.accompa'n.ied by a

simultaneous fall in investment rates. This phenomenon puzzléd commentators, and attempts were

‘made to explain it. "One interpretation was that the reason for a falling‘ investment rate. producing a

growing output is a nse of private investment in total investment, wh1ch led to a fall in ‘the

incremental caprtal/output ratio (Leddm and Walsh, 1997, p.16). In other words, the

improvement in the quality of investment in Ireland has offset the fall in the quantity of i investment.
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Althou'gh evidence was not provided'to support this claim; statistics found in an OECD report can
be used to ratify this situation. “Appendix 33<'contains OECD’s calculations of returns on capital in
member states.  While great care- should be taken when using this chart for cross-country
comparison, due to differences in measurement as warhed-by OECD, the impressive progress made
in lreland can be seen. However ,thel current eaming'ratio 'in business investment in Ireland has

already reached the European average, and is approaching the OECD average, so the potential for

further 1mprovement is likely to be.limited This suggests that a further 1mprovement in the -

capital/output ratio in Ireland wﬂl be marginal, so that a substantial increase in the volume of

investment is desrrable otherw15e the growth potential of GDP will be capped. The low 1nvestment
in Ireland between 1990-1995 caused attention, andlboth Forfas and NESC have expressed their
concerns (NESC No.99, p.130 and p.148).

Appendix 34 presents a detailed analysis of domestic_investment in Treland from 1990 to 1995.

Chart (A) shows that the growth of GDP inIreland during this pen'od'»was mainly contributed by -

consumption and exports and that 1nvestment was declining every year at constant prices. Chart
(B) shows that when the overall mvestment level in Ireland was falling, re51dent1al 1nvestment was
1ncreasmg, it has achreved 45, 6% of accumulated growth from 1990 to 1995 while non-residential
investment has been fallmg consistently The ratio of non- residentlal investment % GDP i in Ireland:

was also reduced from.13.7% in 1990 to below 10% in 1995, as shown in Chart Q). .

| The second stage of investment' development took place in 1996, wh_en Iréland recorded a record «

Y

PR

year in fixed investment. The total value of investment increased almost.20% from the previous

year; and the investment % GDP ratio reached 18%; the hlghest level since 1984. However the

: recovery in mvestment was led by fesidential investment, as investment in ‘Building and. -

Construction accounted for 65% of total fixed 1nvestment in 1996 Obv1ously the propetty boom in
1996 has had an impact on the nse in investment, the number of new ‘houses completed was also a
record - 33 ,725 in tota.l a 10.3% increase from 1995. In companson the recovery of i 1nvestment in

Machinery and Equlpment was slow

It was commonly recogmsed that one penod s capital formation is the next period’s source of

output: i.e. that mvestment creates the capacity for mcreased production in ‘the future.. When

dealing with the current investment in Ireland, what has to be borne in mind is that economic
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~ growth in the next few decades will be based, on the capital stock which is built now. Experts
pointed out during the interviews that the public investment in- education and infrastructure in
Ireland during the 70’s and the 80’s was one ofthe main. contnbutors to the current growth. Also

according to The Irish Independent

“One study found that Ireland had the highest investment in second-level education .

‘in the OECD from 1960-1985. This is now translating into higher participation at
‘third level and may be fuelling this decade’s boom.”
: (The Irish Independent 17th July, 1997)

The high' standard of educatlon and good. 1nfrastructure in lreland are often’ c1ted to be the main
attractions for- mward FDI, which also belleved to contnbute to the current economic growth
Therefore, it is right to be concemed\thatl when current investment is too low it does not -affect
current growth but growth in the future, - This is -evidenced by‘ Appendices 21-23 where one
| penod of high mvestment is followed by a.period of hrgh growth in GDP: Hong Kong 1977-1983,
Singapore 1978- 1985 and Ireland 1976-1985.

The case .studies and growth theory review in- previous chapters outlined the importance of

“investment in economic growth. -Above discussion has also indicated that the capital investment in -

Ireland in the first half of the 1990°s was. very l”owi in fact it was one of the lowest even compared

to most Western countnes (Forfas 1996 p.74).. ESRI beheves that although there are- some-' :

" plausible reasons for the fa.ll in mvestment such as the’ improvement m the qualrty of mvestment

congestlon m the mfrastructure network in Ireland has been observed ‘and an increase in

mfrastructure mvestment is 1mperat1ve now in Ireland in order to achJeve further economi¢ growth '

(ESRI, 1997 p 154- p. 155) In conclu51on a further improvement in non-re51dent1a1 mvestment in -

Ireland i is expected in order to achleve a high growth in the long run.

b) Savmgs
When investment is low focus turn to 'savings;, domestic savings, that is, . which prov1de the mam
resource for domest-rc investment. Savings play an important part in conventional growth models,

its posmve correlatron w1th growth in average income was highlighted by Solow. Frgure 16 depicts

the equilibrium of savings and investment in the Solow model; it demonstrates how an increase in

' savmgs can produce higher income.

132



Figure 16: ' The Solow Model
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Where % is capital/laboUrv ratio, and (n +b) -f—[ ls the steady;state investment per person. Steady-
state’ 1nvestment 1s a 51tuatlon where output and capital input grow at the same rates, 1mply1ng a |
ﬁxed ratlo of output to capital input. S (1) is national savrngs per person A lugher savings rate
S, .impl_ie's" the' new savings line Obvrously when savmgs move from S, to Sl , the economy' :
jumps from E to F Now savmgs and actual 1nvestment are above steady-state 1nvestment so % s
grows unt11 the economy reaches E The -Solow model concludes that an increase in the savmgs
rate raises the standard of hvmg, since the hlgher % ratio at El produces a hrgher output/labour

ratio.

A pomt t6 be made is that the Solow model is 1ntended for long -nin analysis, the elfect of sav1ngs

~ on growth can only be 1dent1ﬁed by compa.nng stat1st1cs over decades (Appendlx 34)

The- results of interviews: (sectlon 6. 3) show that ‘there i s httle recogrutlon of- the 1mportance of
savmgs in. economlc growth in Ireland The popular v1ew is that Ireland does not lack savmgs and

* savings in.Ireland do not constrain investment due to the’ nature of the Irish economy -an SOE. ,

,'One oprmon maintains that. madequate mvestment 1n Ireland is not a result of lack of savings;
rather, a mlsmatchmg between savmgs and mvestment in Ireland should be blamed NESC :
believes: that Ireland does not suffer from a lack of savmgs and an madequate level of mvestment in

indigenous busmesses is more likely to reflect the pattern of deployment of sav1ngs in Ireland
‘ (NEsc No. 96, p-389).
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In its report No.99, NESC further stresses ltS concern about. the outﬂows of savings from Ireland

whrch is blamed for the fallmg rate of'i mvestment (NESC No.99, p 285)

Evidences supporting this. clairh can be found in the national -account of Ireland. In national
account, savings are defined as National Savings which consists of private savings, business

savings and public savings.. National'savingsﬁequal' investment plus trade balance:
S=1+NX . . (6.1)
Where national savings ('S:) are determlned by investment (I')and net eiport (NX).

Rearranging equation (-6.1 ), a new equation is. obtained to help explain how savings determine

- investment.
C1=S-NX S (62) -

Obv10usly, in countries where the trade balance 1s close to zero, savmgs would always be equal to'~

1nvestment the more a country saves, the more 1t mvests

Equatron (6.2 ) helps t0 explam why before the late 807 s sav1ngs in Ireland were: con51derably
lower than investment (Appendlx 23). The large trade deﬁctt whrch occurred in Ireland before the
“mid- 80s (Appendlx 30) prompted the Govemment to borrow abroad, the subsequent declme in
pubhc savings resulted in reduced natlonal savmgs The gap between savmgs and mvestment _
between the early 60’s and late 80’s indicates a net inflow of cap1tal - pubhc borrowtng By

comparmg Appendlx 24 with Appendlx 12 1t was’ suggested by Mr. Austm Hughes of . Irish

K A'-Intercontmental Bank that the changes in sav1ngs can -be explained by the pattem of budget

deficits. When budget deﬁcrts were hlgh between 1974- 75 and 1981- 82 (Appendlx 12), savmgs

were low correspondingly (Appendix 24), and vice versa in 1977 78 and 1990 91. In sum, as Mr.-
: Hughes suggests, the Government dlssavmg was responsrble for the lack of savmgs in Ireland in
the past. leevwse what happened since the 90’s was the reversed situation, an mcreasmg trade
surplus allows pubhc borrowmg to be reduced and the growth of savings- outpaced the growth of .

mvestment Thts implies growing net outﬂows of capital from Ireland
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A brief conclusion on savings in Ireland can be drawn:

1. There was a shortage of savings between the 1960°s and the 1980’s in Ireland, due to
Government dissaving - an excessive public borrowing which led to the negative
Government contribution to National Savings. The capital required by the high level of

investment in the meantime was met through foreign borrowing,

2. Since 1990, thanks to a growing trade surplus and a fall in public borrowing, savings in
Ireland have been irhproved and have been in excess of investment. Equation (6.1) reminds
us that when the trade surplus is growing, in order to maintain the rate of investment, there
“ should be a corresponding growth of savings. However, Irish savings remained unchanged
between 1990 and 1995 while .the trade surplus continued to rise, so the fall in.the

nvestment rate was inevitable.

3.  The sharp improvement in investment in 1996 waé made possible by a rise in the
national savings rate, which accounted for 20% GDP. Again, the rise in savings contributed .
to the reduction in the public borrowing which kept .the Government di'ssaving to a~

minimum.

Accordmg to the above observatlons the lack of savmgs in Ireland in the past was apparent, which -,
is underlying the correlation between low savmgs and low mvestment and consequently low
growth rates in Ireland prior to the 90’s. The high savings since the early 90’s were the result of a
large trade surplus and the reduction in government borrowing. Under such circumstances, savings
are obliged to be higher than investment in the national account. Whether the savirrgs rate in
Ireland between 1990-1995 was suﬁicrent to support an adequate mvestment level, is the subject of

detailed discussion below
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6.2.3. SUSTAINABILITY

According to growth theories discussed in Chapter 1, ecbnomic growth depends on variables such
as the possession of natural resources, the quality and quantity of labour supply, the progress in
technology, the performances of savings and investment, macroeconomic policies and so on. An
analysis of the recent economic growth in Ireland is- vital in order to understand the growth and

thus how to sustain the growth.

There are three key issues which are considered to relate to the growth potential of the Irish
economy. Namely: how to sustain the current strong growth,'how to prevent the over-heating in

the economy, and the EMU issue. These issues are dealt with in turn in this Section.

L Factors concerning the current Irish economy

Chart A in Appendix 34 depicts the situation of the Irish economy between 1990-1995 - a typical .
export-led gr'dwth. ’fhe’ .wez.ikl‘xess'or potentiai weakness of the growth in Irelan‘d during the -
1990°s can be identified as: 1) As discussed in Section 6.2.1, the current growth of exports .i54
attributed to merchandise exports oﬁly; As an SOE, the Irish économy is vulnerable to extérna]
| shocks, any deferioration in foreign markets will be swiftly translated into the Irish economy. An
impfoved services exports will help to maintain the sustainability of economic grdwth.ih Ireland in
the future. It was evidenced by the high growth in Hong Kong‘ and Singapore betwqen the: mid-
70’s and the mid-80’s (Appendix .13)', whén the industrial world (their main merchandise‘expc.)rts -
inarkets) was in a prolonged recession. 2) The underperfoﬁnance of ipvcstment in Ireland since
the early 90’s was a;iparent, Chart (A) in Appendix 34 shows that domestic investment did not
contribute to the growth of GDP in Ireland atl all from 1990 to 1995. In this section the focus is -
| therefore on the availability of capital supply in Treland frbm domestic/ resources, in other wofds’,

the domestic savings issue.

The crucial role played by savings and investment in economic growth was identiﬁed by Harrod and
Domar (Section 1.2.2. p.5), and. the importance of savings and investment in growth has' been

proved both theoretically and empirically at an international level.
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Apart from the correlation between mvestment and growth, there 1s also a correlation between

savings and growth which has been proved at an international level.

Robert Gordon observes a striking correlation between the national saving rate and the
economy’s growth rate (Gordon 1993) through his study of a number of countries” growth
histories which is shown in Appendix 35. The long-term effects of savings on growth rate were

evidenced.

Paul Samuelson believes that the lack of savings should be blamed for the slow growth in US in the
1980’s, and it could not guarantee a healthy level of investment. He recommends that: ‘

“The most obvious way to grow more rapidly is to increase national savings and
investment rate; this could be accomplished by changing the mix of fiscal and
monetary policy toward one more favourable to capital accumulation.”

(Samuelson 1989, p. 866)

Recently, the economic growth in Chile has attracted attention. By introducing a compulsory
pension scheme and consequently increasing the savings rate, Chile has achieved. over 6% of °
‘growth in GDP over the last few years. As commended by The Economist: ' -

“The Chilean system boosted the country’s savings rate significantly and (in 1997)
after two years of above average growth the economy wnll slow but will remain among
" the best-performmg in the reglon
(The Economist, “The World in 1997” p.55)

Between 1990-1995, the savmgs rate in Ireland remained at, 18%, an adequate level among'
advanced countries in general. However, when compared to countries in a similar 51tuat10n, Le.
countries with a large trade surplus, savings in Ireland were low. Appendix 36 compares savings
in members of OECD which had a substantial current account surplus in 1994; of them Ireland had
the second highest surplué % GDP but the second lowest savings rate. In terms of savihgs/surplus
(GNS/NX) - a ratio that indicates the availability of savings for domestic investment, Ireland was

the lowest of the countries in comparison.

The implication of the above discussion is that although there is no evidence that savings determine
- growth, savings’ positive impact on growth on the long-run should not be ignored. The virtuous
circle of high savings, high investment and high growth which was represented by the experiences

of East Asian NIC’s (p. 22), also has an implication for the Irish.economy. In order to maintain the
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sustalnablllty of the growth in Ireland, the role of savings in economic growth has to be

emphasrsed

According to UN World Investment -Report 1995, the investment rate in developed economies
from 1981-1993 was an average 20% GDP. Presuming that Ireland needs an investmenr rate of

20%, according to equation ( 6.2 ), savings in Ireland have to be much higher than 20% compared
to an average 18.4% in Ireland between 1990 and 1996. The relatively low savings plus a surplus

on the current account have resulted in the low investment in Ireland.

While the growth in GDP in Ireland berweenv 1990-1995 was contributed mainly by the growth in
private consumption and exports (Appendix 33, Chart A), the growth in 1996 presented a
different scenario. The recovery in the savings rate in 1996, which was led by the consistent fiscal
corrections, made a direct contribution towards the growth iﬁ'GDP by boosting investment 0 a
. record level.- Figure 17 shows the composmons of GDP growth in Ireland in-1996.

Fi ggre 17:

Growth in GDP in Ireland, 1996
» (Net increase in the value of GDP ove'r'r:he previous year, total GDP growth = 100)

Investment .
44% L C/A Surplus

2%

Public Consumption
10%
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-Source: CSO. . _ . ‘
Fixed investment was the largest comr)onent of GDP growth in 1996, it accounted for 44% of net
value in.ervease in GDP. In other words, without the recovery in investment, the rate of real GDP
’ growth in 1996 could have been below 4.5% in stead of 7.5%. Figﬁre 17 forms a sharp contrast to
the Chart A of Appendix 34, showing that investment became one of the driving forces behind the:
growth in GDP in 1996, in comparison to the decelerated growth in the trade surplus.
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The fall in the growth rate of merchandise trade surplus in Ireland in 1996 was significant (Figure
18), a simultaneous fall in fhe GDP growth Was prevented through a rise in savings and investment.
The reason for the .moderate increase in trade suﬁ)lus in-1996, was that the growth in imports
outpaced the growth in exports, as the fast ex;;ansion in both production and consumptibn has
created a.rising demand for imports. It is doubtful that Ireland can repeat the hyper-growth in trade
surplus that happened in the early 90°s. 'Thereforé‘a continued rise in savings and investment seems
important in the future, in order to sustain a high growth rate in GDP -
Figure 18: |
‘The Growth in Trade Surplus in Ireland, 1990-1996

(% increase over the previous year)

69.6
70 +

60
50 4
404"

% .
30 4
20 -
104

378

. 3386

16.1 15

- 118

7.4

o — L] - . 7 Ll T — T - -.4' - 1

1990 1991 1992 1993 1994 1995 1996
Source: CSO. .
A factor that will affect the savings>ir‘1 Ireland in thé_near future is the EU funding. The EU furiding
to Ireland has béen included n Diéposablé National Incomé in -National Apcéunts, which is a
part of National Savings and constitutes over 30% of Gross National Savings in Ireland in recent
“years. The scheduled phasing out of EU funding from 1999 could directly result in a decline in
National Savings-in Ireland,‘ which'v'vill put' p_resSure on domestic saving tc'>v rise in order to

maintain an adequate investment level.

One school of thought insists that it is impéssible for an SOE to generate and to maintain a high
level of domestic savings due to the integration of intérnationa] financial markets. This argument is
based on the assumption of perfect capital mobility, i.e. the free flow of capital across borders
betwéen an bpen economy And foreign markets, to where the interest rate is higher. However, the
cases of Hong Kong and Singapore demonsfrafe that it is possible for an SOE to generate and to

maintain an adequate level of domestic savings for a sustainable long term period. Where market
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mechanisms falled to operate eﬁicnently, mtroducmg an appropnate government intervention would
be necessary, as the dlscussmn of CPF in Smgapore implies. The conclusion of the above ana1y51s ;
1 that, in order to continue the improvement of the investment level in Ireland, a rise in the savings

rate is desirable. -This can be achieved in an SOE through appropriate government initiatives.

Another issue which deserves attentlon 1s the emergmg shortage of skllled workers. in Ireland
recently, mainly in fast _growing sectors i.e. construction and electronics. The main concern over
this issue is that this will discourage FDI to come to Ireland, and this will also lead to wide spread
labour shortages in Ireland, '(_:onsequently raising the wage level and weaken the competitiveness of
the Irish economy. An obvious solution to overcome this problem is taking measures that aim to
improve the quahty of labour supply, e.g. mvestmg in educatlon and training, encouraging skilled |
emlgrants to return home etc. In addmon Hong Kong and Singapore’s experiences also suggest
that by creating an open labour market with a perfect labour mobility, such a dilemma could be
prevented, as both states have accommodated large number of foreign workers in recent years, to

' safisfy the demand of the domestic labour market.
II.  The Dangers of the over-heating in the Economy

When an economy has sustained a period of high growth in output,. concerns over the danger of
over-heating would be raised. Between 1994-96 in Ireland, the annual growth in real GDP was
7.5%, in employment.Was 4%, in M3 was -13.2% and the grdwth ih'foreign resersles was 10.5%
each year.. Such an expansion in the domestic economniy and money supply would certainly put the
inflation rate under pressure. However, this danger of hlgh inflation is a potential eiement. It could

" be prevented from becoming a reality by implementing proper macroeconomic policies.

With an apbropriate macroeconomic framework in place, the major uncertain variable in the current
Irish economy is thé national wage level. ' The centralised wage bargaining system has had an
excellent record in the past in moderating wage increases. As pointed out by many respondents
durihg the interviews, it is vital for Ireland to continue to operate this wage control system, in order
"to sustain the competitiveness of the economy. In addition to wage control, an over .growth in
credit is also detrimental. - The Central Bank has been carefully monitoring the level of credit and

money supply in Ireland, hopefully an unprecedented rise in inflation rate can be avoided.
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II1. The European Monetary Union (EMU) issue
An essential issue that determines the future of the Irish economy to a large extent, is the
contentious EMU issue. According to Ms. Criona Hart of the antral Bank of Ireland, despite of
strong oppositions from both the academic and business sectors, the Irish Government have made a
commitment to join EMU in the first wave. It is a political decision, and. Ireland is one of the

countries that qualify for all criteria of the membership of EMU.

The assessment of EMU is related to two different. aspects: the cost of adopting EMU and the
long term prospect of the Iriéh economy in EMU. These two issues are dealt with in turn in this

Section.

First, the cost of currency conversion and its signiﬁcanée to the welfare of Irish people. When
converting a national currency into a new currency, an enormous amount of work is involved (this
does not happen very often in any country), e.g. replacing equipment, changing work practices,
removal and disposal of old. currencies,‘ rewn'tihg books and accounts, etc. The overall cost' of
adopting the euro in Ireland could run into hundreds of millions. It is a cost that is difficult to
predici, and although it is a-once off payment, it might be a price that too high to pay.  Ultimately:it

is a risk, the transition cost issue is a cost of risk issue.

- Generally this cost is expressed as a proportion of natior;a.l. products, according to EU’s prediction
that for a trade dependent SOE, the transition cost could be in a rggion:of 1% GNP - ie. IR£ 370
million for Ireland in 1996. It is difficult to measure how this cost will be allocated among different
sectors, and its effect on a\}erage people. Under a different approach, an attempt is made below to
treat the transition cost as pa:i'of national incorﬁe. ‘Any,cost to the econorriy would be translated
iﬁto a loss of ihcome, e.g. a loss in Government revenue, and a lbss in Government revenue wduld
directly result in a fall in average income. By measuring the loss in Government revenue and its

relevance to the average income, the significance of the cost-of risk can be quantified and assessed. -

An argument put forward by Arrow and Lind forms the basis for the theory of risk-pooling and
risk-spreading, i.e. the risk of a public project can be spread over a large number of people, for the

cost of risk to be negligible. A emptrical test is carried out based on Arrow and Lind methodology.
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The Arrow and Lind cost equation takes a form of o

. L0 ’ 5 ..1 5
C=:,U—var(Y),< var(Y) =| x Lk +7, hth +_Y2 n
' N "2,

200 n 2n

Where the average cost C 1s détermined by the averaée income .var(Y), the,_number of unit » (e‘.g.

person, or household) and a degree of risk aversion —v''/v' . Presume that Government revenue in ,
_ Ireland ¥, 1s IR£ 50 million annually, and when cost of tran51t occurs, the revenue suffers a 20%
fall to Y2 , IR£ 40 million (a large enough percentage to cover any cost ‘over-run of transmon) ‘and
chances for Y and Y, are even: 7[, =7, = '50% . The cost is spread over onemlllnon households

in Ireland and all other components of natlonal income are ﬁxed

So the expected return

E(Y)= nY,+n,Y, =5(10)°
The mean return Y var(Y) = l:—;—(45')2 -l---%(45)22|1012 =2025(10)" '
The average household income fn Ireland is IR£ 25,0001. Therefore. '

v 2r* 1

20" 27 25000

Hence

—u" var(Y) 1 2025(10)"

c- :
20' n 25000 (10)

~ (0.08)10°

The average cost of risk is (0. 08)106 wlnch is neglnglble compared to expected return of 5(10)
Given that the fall in Govemment revenue that caused by the cost of transition to EMU 1s unhkely
“to be higher than 20% (20% Government fevenue was close to- 8% GNP in 1996) the cost of

transition on the average income in Ireland i1s negligible.
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Disoussi'ons now turn'to the long run effect of EMU on the Irish economy. The basic concern over
. Ireland joining EMU has been the uncertainty of the British membership. Since Britain is still a
market for.a quarter of Irish exports, there is poésible negative effect on the Irish economy if

Britain decides to stay outside the Monetary Union.

The brighter side of the c.o.in is that,. as commonly anticipated, the membership of EMU should
bring in low interest and inflation fates a strong currency to Ireland, and a free flow of intra-EU
trade.. For-an SOE such as Ireland the membersth of EMU will also release the Government from
dealing w1th the forelgn exchange rate and other monetary issues. The Irish Government wﬂl no
longer have to worry about currency speculatlons whlch often undermines the stab111ty of a small
economy. TheIrish exports to- the EU markets will also benefit due to the elimination of money

exchange and other financial barriers. -

Unfortunately ‘on October 1997, the Labour Government of Britain declared that Britain will not
conslder joihing EMU before the hext election,A i.e. in another four years time. -This effectively
rules out the possibillty of Britain joining EMU at the first wave (1999), and the signal is not clear-
on when Bl'itain will consider joining: According to the ‘e‘xpen'ence of ERM, the direction of the:-
British Government is oﬁen unpredictable as during the 18 years history of ERM, Britain o’n'ly«
- managed-to- stay on board for 18 months.. Therefore 1t is qu1et clear now that all discussions of.

EMU will have to be based on the scenano of Ireland in, Brltam out.

. The decieion of the British Government has overcast the future of the Irish economy in the EMU.
The Irela.ndin, Eritain out is a long familiar situation to the Irish economy. Over the 18 years in-
ERM, Ireland has taken every opportunity - including 19 realignments and 2 devaluations, to try to
keep the balance between a weak sterlmg and a strong ERM. As a result, the central rate of the .
Irish pound in ERM has depreciated 21% since ERM established in 1979. The main dtﬂiculty that
Treland will face in EMU is that while the devaluatlon of sterling can be repeated the devaluation

of the Irish pound can not

“EMU is not an extension of ERM. EMU is'a single currency, it gives no chance to participating

countries of implementing any monetary adjustments, that would normally be available for a
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Government or a monetary authority of a sovereign state. The roles of EMU also prevent the EU

from bailing out any member state in the event of domestic economic difficulties.

The neg_aitive effects on the Irish economy of EMU can be summarised as:

a). If a member state is suffering from an over-valued, or a strong euro relative to its non-
EMU trade partners during a recession, and consequently is losing out on exports, a devaluation
would not be avan]ab]e This of couse, is referring to what happened in 1986 and 1993, when the

Irish pound was forced to be devalued within the ERM due to the depreclatlon of sterling,

Q)_ - It is generally anticipated that tne euro will cafry significant cha_racfen'stics of the DM, i.e. a
strong currency with a tendency of being over-valued against other majof currencies steﬂing-and
US dollar in particular (Flgure 19). This will- pose problems to Ireland due to the structure of the
Irish external trade. Whlle the EU without ' Britain, roughly compnsmg all EMU members

purchase 50% Insh exports; non-EU countries + Bntam account for another 50% Inish exports. A

strong euro could affect the competltlveness of the Irish economy in the world- market..

Figure 19:

_ History of Effective Exchange Rate, EU core currencies
115 -
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" Source: OECD.

Discussions below are dealing with these issues in turn.
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IV. . EMU and managing external shocks

How to manage external shocks during a recession is a vital issue to an SOE due to the exposure of
its domestic economy to the world market. Whether an SOE will be able to manage it effectively
determines its long run growth poténtial Both Hong Kong and Singapore haVe demonstrated
 abilities of responding to external shocks in the past. Appendlces 7-9 and 13 prov1de an illustrated
explanatlon in this regard. A key element in their mechanisti of managing external shocks is

exchange rate policy.

When the world economy was hit by-ia deep recession in 1985, Singapore responded with a
depreciation of the Singapore dollar through the adjustment of irs floating rate, the effective
exchange rate of the Singapore dollar reduced more than 10%‘ in 1986.. In Hong Kong meanwhile,
when its US dollar peg taking effect, the HK dollar also fell in value by more than 15% (Appendix
7. T he depreciation was effective, s0 that unit labour costs in both economies were reduced
sharply, consequently their export prices were held down (Appendices 8, 9). By reducing export .
prices, Hong Kong and Singapore 'were able to increase their market share and in turn'to expand
their total output instantly, the 'recessions were short hived (Appendix 13). During the same
period, Ireland responded to the recession with the same instrument - a 10% devaluation of.the
Irish pound within the ERM. The devaluation in 1986 and the second one in 1993, were

considered crucial for the current strong growth in the Irish economy.

History has reVeaJed that the secret behind successful SOEs, in terms of managing external shooks,~
1s an appropriate exchange rate policy: However after 1999, Ireland will no longer have monetary
autonomy. How to respond to external shocks without devaluation is an issue that requires
immediate attention. The NESC made four recommendations on how to address this problem,
these range from o flexible and efficient wage adjuétment, an improved compotitiveness in the
sectors involved, a further cost reduction and the use-of hedging - when it is necessary, to minimise
the negafive effects (NESC No. 99, p.278). These recommendations should‘help the Insh

economy to imprové the ability of self-adjustment.

In addition, Hong Kong’s experience with its fixed exchange rate also sheds some light on this

issue. When the Hong Kong dollar was peggéd to the US dollar in 1983, it was fixed at US$/HK$
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“7.78, a 20% devaluation Thts rate has been malntamed for over 14 years, while the- econom1c

growth in Hong Kong has been sustained. This 1mpltes that the entry rate of the Irish pound in
EMU is a. key el_ement, an appropriate entry rate of the Irish pound can help to prepare the Irish

economy for future shocks.
V. EMU and competitiveness.
Whjle the contrast.cases applied the same .mechanism.in-'_response to‘exte‘mal shocks - devaluation _

their approaches to sustain. competmveness appeared dlfferent Dlscussmn below is -also based on °

the 1llustratlons in Appendlces 7- 9

-Hong Kong mamtalns its competmveness through the fixed exchange rate. The stability of the US

 dollar has, resulted ina stable eﬂ'ectlve exchange rate of the HK dollar since 1986 (Appendlx 7) In

splte of the. nsmg labour costs due to the absence of a wage bargalmng System (Appendlx 8), the
stable exchange rate has been able 10 keep the relative: ‘export prices under control (Appendlx 9),

SO as to maintain the growth in the economy over the last decade (Appendnx 13)

Whereas in Smgapore the competltlveness has been mamtamed by a centrahsed wage bargammg .

system. In order to achleve a low inflation env1ronment Smgapore has 1ntent10nally created a .

strong currency. since 1987 to prevent unported 1nﬂat,1on (Appendlx 7). Meanwhﬂe a: state

involved national wage bargaining process is in place, to ensure that the wage increase is in- line

w1th the interest of the national economy i_(Appepd_ix 8). Therefore despite the appreciation in t’he‘j

currency, the export prices in Singapore‘haVe been competitlye (Appendix 9).

‘The implication of abdve discussion is that, although Ireland will lose its control over exchange rate
w1th1n EMU a ngldly enforced nat10n-w1de wage. bargaining could still prov1de the necessary

' mechamsm to sustam the competmveness of the economy

6.3

RESULTS OF INTERVIEWS:

Total number of interviews completed: 17.
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“Studies of economic growth in Hong Kong and Singapore have revealed that internationally
competitive market services sectors in both cases have been the engine of growth during the last
two decades. * As a result, services in Hong Kong and Singapore account for a much larger
proportion in both GDP and employment contrasting with Ireland. In your opinion:

[Al] Ina global context, are the market service sectors (namely finance, tourism,
transport/communication, and business services) in Ireland internationally competitive? -

[A2] Whether or not, the market service sectors in Ireland can be an independent source of
growth, and why?

[A3] Which segment of services sectors in Ireland is most likely to contribute to further growth,
and why?” ‘ '

Total sample: 17. Total replies: 16.  No comment: 1.

[A1]:  Only one respondent believes that market services in Ireland are not intemétiénally
competitive, the remainder believe the opposite. However the underdevelopment of market"
services in Ireland before the 90’s wlas acknowledged, and that market services in Ireland in need of -

further improvement was also pointed out by most respondents.

[A2]: Eleven respondents believe that services has been the main source of growth in recent years
in Ireland, in terms of employment in particular. They also believe that services will continue to ©
grow independently for the next number of years, although it:s»long-term future is unclear. Five
respondents are in favour of manufacturing, as they believe that manufacturing has been, and will

continue to be the engine of growth in the Irish economy.

This survey shows that there has been a fundamental change of view on services in Ireland over the
past few years. The importance of services in a modern economy has been recognised in Irish
" society. » '
[A3]: Sectors of future growth in services have been identified, including: Tourism, Finance,

Computer Software and Services Centres.
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Question B

An obvious and positive correlation betwéen the savzngs and growth rate has been observed in
both Hong Kong and Singapore. ' The records of savings- rates in both economies have been
exceptionally high, Singapore in particular; so is’ their investment rates. In comparison, both

savings and investment rates in Ireland in the past have been relatively low. In your opinion:.

[B-I ] Have the savings rates in Ireland been high enough t0 sustain economic growth?

[BZ ] If the savings rates in Ireland have not been high enough, do you have any suggestion.on
~ how to improve them? ‘

[B3] If you conszder the savzngs rates in Ireland have -been sufficient enough then what is your
‘ .explanatlon for the low 1nvestment rates in Ireland?”

Total sample: 17.  Total replies:” 13. No comment; 4.

[B1]: k bnly two believe that savings in Ireland are low‘. The remainder disagreed AThe populari:

opinion -is that when compared to high saving economies Irish savings appear low but under :

_ European comparison Irish- savmgs are: sat1sfactory However statlstlcs in Appendrx 37 show the

opposrte
[B2]: .The most suggested measures were Taxation Reform a_nd a Public Pension Scheme.

[B3]: Twelve out of thirteen respondents do not beheve that 1nvestment in. Ireland has been low in._:

recent ‘years, although some admitted  the current percentage of irivestment is. low by 1nternat1ona1 '

‘standards, but is beheved sufficient to sustarn the current growth

‘An additional question was put to interviewees in the finance sector about how do they assess the

possible eﬁ'ect of EMU on the TIrish economy Among four respondents, three believed that there

will be a negative effect on the economy when Ireland joins. EMU w1thout Britain.

'SUMMARY AND CONCLUSION:

Rapid economic growth has become a world-wide phenomenon.during the second half of this

century. Countries in North America and Western Europe have managed to hold on to their lead in
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the world league of economies. Countriés from the Far East region have. been catching up
progressively, led by Japan, followed by East Asian NIC’s. A few NIC’s have already achieved a

higher average income than some of the Western countries that are traditionally classed as

developed ‘and high income economies. This emerging new economic order has been widely -

acknowledged, however, a systematic study of economic growth and-transformation in the Far East

region is still absent in Ireland.

This thesis is an attempt at comparing the Irish economy with successful small economies outside
Europe. Efforts have been made during the preparation of this thesis to avoid simplistic
comparisons. The huge differences between Ireland and the contrasts in terms of culture and geo-

economic background have been taken into account when conclusions were being drawn.

This study demonstrates that the experiences of Hong Kong and Singaﬁore provide. valuable
implications for othef small economies in a similar sittiation (with neither natural resources to-rely
on nor an industrial tradition, except for a strategic location), on how to maximise National
Competitive Advantages in order to achieve a rapid‘ economic growth and social development.

This thesis focusés on the stfucturél.change in Hong Kong and Singapore, which was characterised

by the two stages of their industrialisation. The first stage featured the rapid growth of export--
orientated. manufacturing indusiry, a com‘r’nori experience shared by many developing countries -
‘during the last few decades. The second stage, which fundamentally transformed the economic

structures of Hong Kong and Singapore, witnessed the evolution of a cluster of international

market services that eventually led to the establishment of the status of both economies as regional

centres for international services and trade.

Theoretical discussions of the experiences of Hong Kong ‘and Singapore have been carried out
within the fra.meWork of Michael Porter’s National Competitive Advantage. The secret behind
the success of both cases is discovered, and it shows that all deferminaints of their National
Competitive Advantage are in favour of international market services - where they succeedeci.
When Porter’s theory was applied to. analyse Ireland, similar conclusions were drawn: i.e. factor
conditions of National Comipetitive Adva,ntage in Ireland are in favour of intgmatibnal services.
This impliés the potehtial for development of international market services in Ireland, as it has been

proved by the case studies.
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The findings of this study indicate":thatf

a)

b)

Among other factors, i.e. a sound macroeconomic environment, an outward orientation, and

accumtllation of human capital' high rates of investment and savings are also important for

an economy in a catchmg up situation. Savings.in partlcular has positive elfect on growth

~ona long run. It is not the intention of this study to suggest that Ireland should match the

rates of - savmgs and mvestment in the contrasts, however low savmgs m Ireland in the past
were emphas1sed (Appendlces 24 and 37), and the correlatlon berween savmgs and

investment in Ireland ‘was discussed which led to the conclu51on that savmgs in Ireland in

| .the near- ﬁrture should be in a rising trend in order to allow the current 1mprovement in

investment to be .contmued "It is poss1ble to generate -domestic savmgs 1n an SOE as

'suggested' by the casestudies, and to channel the savings into domesttc rnvestment.

This thesis found that gromh in Hong -Kong and Singapore over the last .20 years has been

led by mternatlonal services sectors, the tradrtlonal export-led explanat1on was inadequate *

- when' the role_ of services exports was overlooked Imphcatlons for Ireland are: 1.

Mamjfactun'ng is by-no means the only source of,growth for an SOE; 2. | Intemationalz"'

market services are not der1vat1ve sectors to manufacturmg, they can be an mdependent

source of growth in an SOE This conclusron has been substantiated’ by the development in .-
market semces in Ireland since the 1990’s, as the majonty of the jobs created durmg the

1990°s were in the services sector, and the contr1but1on to GDP by services has also

‘improved.

In the case of Ireland, where international market'services are relatively late developed and

the services balance has been ln deficit t‘o’r ‘decades’ in order to achieve a faster and

’sustamable growth ina long run, an outward lookmg market services sector in Ireland is

indicated. Appendlx 38 compares the distribution of employment among services sectors -

in Ireland and contrast cases, and indicates where the potentral l1es for further growth in

services in Ireland ie. 1nternatronal market serv1ces - Trade Fmance Transport and

- Communications sectors, instead of' C/S/P sector (The brggest employer and the largest

contributor to job growth in the Irish economy between 1961-1996, Appendix 20 A).
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To develop market serwces further in Ireland requrres an 1mprovement in services exports

The growth potentlal could be capped if Irish’ serv1ces sector continue to seek demand in‘the

domestic market, while the increasein the trade surplus is deceleratmg.

OECD recommends that':-

"Structural reform in a broad range of areas will be important to raise -
medium-term growth of output and employment, and to enable OECD
) countries to exploit 'the'oppOrtunities provided by an increasingly open world
economy. ... .. The economies of the OECD are becoming mcreasmgly
integrated as a result of technological developments and of large increase in
flows of inteimational trade, financial capital and foreign direct investment.

Many economies in the non-OECD area are also maturing ‘and their role in
international trade and finance is growing rapidly. These developments-
which have been described by the term globallzatlon will continue to have
far—reachmg implications for economic policy.”

: : (OECD Economlc Outlook June 1996, p.xiii) -

The assessment of the Irish economy in thls thesis has concluded that most of the fundamental

elements in‘the current Insh economy are very posrtlve i.€. a correct macroeconormc framework, a

consistent fiscal correction, a natron-vnde.wage control, and a positive outlook of the international

economy. Provided that further improvement‘in savings, investment.and services exports can be

achieved, and all eventuahtres surroundmg EMU are belng dea.lt ‘with suﬁicnently, the strong'

. growth in the Irish economy is sef to continue.

“If Ireland has another decade as successful as the Iast one, it will be a mlracle

economy mdeed”

, (.The’Economist‘,- May 17th, 1997, p.26)
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Aggendik 1£ ',Inte'rnational Comparison of Convérgencé’, 1973-1996;
GNP per capita, USA=100 ( Source: World Bank. EIU:)
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Appendix 2:

, World Education League, 1997
" (Adapted from: “The Economist”, p.21, March 29th, 1997)

Maths Science
_Rank Country- Score Country - _Score
1 | Singapore 643 ‘Singapore 607
2 S. Korea 607 Czech Rep. - 574
3 Japan . 605 Japan - 871
4 Hong Kong 588 S. Korea SéS
15 Ireland 538
17 Ireland s27 ‘
24 -HongKong S22 . "
28 | USA. 500 | France 498
(International ' ' :
average)




Appendix 3: History of Inflation in Hong Kong and Singapore, 1967-1996 (Sources: Asian Development Bank. ElU.)
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Appendix 4: History of Interest Rate, 1982-1996 (Source: OECD)
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Appendix 5:

Contribution of GDP by Major Sectors in Singapore, 1960-1995
(current factor cost, S$ Million)
1960 1970 1980 1986 1995  %1960-95
Total-factor cost 1,985 5,320 .23,272 35,181 120,629 - 5,977 |
Agriculture 81 153 395 33‘0 256 216
Manufacturing 236 1,04é 7,088 9,558 30,519 12,832
Services 1,704 4,22.9 17,199 28,622 95,;5.24 5,506
of which: . .
Utilities 50 148 529 801 1,789 3,478
Constructions 72 386 1,595 3,000 6,273 8,613
Trade 713 1,608 5532 6,706 20,869 2;824/
T/C | 283 595 3,415 5531 13,631 4,717
Finance 225 757 3,855 8,143 33,052 14,590
Others 361 735 2273 4441 19910 5,415
Less: " . ‘ o
Imputed bank charge 35 110 141Q 3,329 5,670 16,100
Sources: Asian Development Bank.

“Regional Survey of the World: the Far East and Australasna, 1996
Singapore Govemment’s Web site. -




Appendix 6:

Developlhent of Banking in Hong Kong and Singapore, 1970-1994
(Foreign in Brackets)

Singapore. - . ;
Financial Institutions’ - 1970 - 1980 1994
Commercial Banks - 37 (26)- ~.100 (87) 141
Representative Offices =~ = =~ |8(8) ~ 50(50). 44 (44)
Merchant Banks . : 2 39 - - 68
Finance Companies ' 36 - . 34 28

| Insurance Companies . , ' 69 (45) - 74(52) n/a
MoneyBrokers o ‘ n/a T 8
Employment* L 26,000 79,700 198,600
* mcludmg estate and busmess serv1ces -

HAong Kong : e :
Financial Institutions . o 19713 1994
Number of Banks .- - . - |73 . 180(148) .
Representative Oﬁic’es - - |ma . 157(157)
Insurance Companies = R Iwa - - - 229(126)
Finance Companies . ' ‘ |na - 200
Stock and Commodlty Trading CompamesA nfa 1, 112 (253)
Employment | na_ 151,557
Bank Assets o E e :
: ' ‘ 1970 co 1983 0 1990 . 1994 %1970-1994
Singapore - | 1,600 26,900 - 134,002 N 201,95~3j‘ . 12,522
Ho,ng‘K'ong, 19,985 ‘5'96,58,0 5,254,000 - 7,333,000 36,593 |

Sources: Lethbridge, 1983. Chen, 1983. EIU. ",‘\Honng"pil’g( ic,a'rbook", 1995” ‘



- Appendix 7.: | History .of Effective Exchange Raie, 1983-1996 (1 99_1=100;'a\)erage of daily rates. . Source: OECD)
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' Appendix 8: Relative Unit Labour cost (1991=100, Source: OECD)

I - EIY 3 } { — ] . 1 § {
. i § |

0 = FU—
1978 1979 1980 . 1981 1982 1983

1984

1985

b "t =
t 1 t t N 1 t

1986 1987 1988 1980 - 1990 1991 1902~ 1993 1984 1906 1996

——Us .
.| ——Hong Kong
- |~ &>:Singapore




1‘.?0 T

401

130 +

110 1

100 -

Appendix 9: Relative Export Prices (1991=100, source: OECD)
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i

i

Tl'le"iPath of PbstQWar 'Ecbnomic 'Grov'&t;h in AHong Kong and Sinig‘gp_ofe’ _

Background - FirstStage @~ Second Stage Present Stage
(1950’s) . - (1960’s-70s) - - - (1970’s-80’s) - (1990’s)
» A weakening economy o Industrialisation . © e Second Industrialisation ~ ' Establishment of the status
o S ' I o o as‘an international centre for |
o A diminishing traditional - An emerging export- . - ¢ - Transformation of trade and services.

' oriented manufacturing , nattonal economy,

industry"(entrepot trade)

" | ® A strategic location

. A.develoﬁing economy

GNP per head was outside ‘

the World’stop-40

~ industry ‘evolution of a cluster
| of service industries.
) : '

o - Sustained high growth in the economy and income.

!

e A full empldyrhén't eéonomy

e No ldngér to be classified-as

a developing economy

e GNP per head is inside the
World’s top 20

- Source: author.




Appendix 1’15 '

Foreig'nDirec't In‘;estment (FDI) in Ireland, Hong Kong and Singapore, 1981-1994

(A)
Inflows of FDI (USSM)  1983-1988 _ 1989-1994 Stock in 1994 per head
Treland | 594 568 5,358 USS$ 1,531
Hqﬁg Kong 8,058 9,060 19,669 US$3,278
. Singapbré L 1‘1,682' 34800 58,702 U‘S‘$1'9,567"
_Qutﬂows
Treland 1,668 3,150 na
| Hong Kong 8718 54153 ' wa
Sir{gam)re .;882 . : 5 5,'(.)64-“ n/a
‘Inflows of FDI % of Gross Fixed Domestic Capital Fonnations (GDCF)
| 1981-1985  1986-1990 1991 1992 1993
Ireland 40 L1 . :1.3.:‘ ( 1.3 | 13
GDCF%GDP | 246 176 1_6."7 153 154
Hong Kong 6.9 129 . | 23   7;7 71
GDCF%GDP. |~ 27.3 o2 | 283 2;7.‘8’ 24.5
 ‘ Sinvg‘apo‘r»eA _1‘7.4'" 350 . 327 36.2 i 83
| GDCF % GDP . | j 46.6 37.6 . 35‘.4,.. 383 | 28.6 .

Source: Uni't_ed,Nati_ons, “World Investment Report” 1994, 1995;




Balance of Budget % GDP

Appendix 12: Comparisons of Budget Balances, 1973-1 996
(Surplus or Deficit % GDP. Source: The World Bank. EIU. CSO)
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% Growth of Real GDP p.a., 1961-1996

(Sources: Asian Development Bank. EIU. .CSO)
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Appendix 14:

Demographlc Indicators of Ireland Hong Kong and Singapore

: Sources Asian Development Bank.- The World Bank. EIU. CSO

-

1960—1996
(A) Population (‘ooo) ~ Land areo Poou.«Dénsity ("pers'oﬁ/sq km)
1960 1996, %60-96- [sqkm] 1960 . 1996 % 60-96
Ireland |2,818 3,700 31 |70400 | 41.. -50 2
Hong {3,075 6310 105 | 1,084 . |2840 53820 105
Kong : o ‘ B .
Singapore | 1,633 2,987 90 646 2,530 4,800 . 78
“Ireland/ | 94 58 . 6464 | 144 086
Hong "’
Kong
_Ireland/ | 177 120 10,898 | 162 011
Singapore’ : - o .
(B) Crude Birth Rate /000 Crude Death Rate/000 *  Life Expectancy at Birth
1960 ‘1970 1980 1996 1960 1970 1980 1996 1960 1996 +/-60-96 -
Ireland |22 22 22 15| 12 11 -10 7 | 70 76" %5
‘Hong |35 21 17. 11| 8 5 5 5 67 80 - +13
_Kong ' : ’ ' ' 4
SmgaRore 38 23 17 ~16| 8 5 5 5 64 76 +12
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Appendix 15: Growth of GNP per head in US$, 1973-1996

-~ (Sources: The World Bank. EIU)
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Appendix 16:  Indices of Relative Wage Costs in Irish Manufacturing
- R ~(Adopted from the Central Bank’s Spring Bulletin 1997)
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Appendix 17:;

Indicatdrs»of Employment Development in Ireland, Hong Konig and Singa’pore, 1960-1996

Net Jobs

- Growth of Total Employment
- : . : . Created -
1960 1996 % 1960-1996 1960-1996 -
Ireland 1,018,000 1,284,000 26.1 266,000
Hong Kong | 1,191,099 3,015,700 153.2° 1,824,601 .
Singapore 449,000 1,713,300 371.6 1,264,300
| Ireland/ 85.8 426 — 146
Hong Kong % ' '
Ireland/ 1226.7 749 - 21.0¢
Singapore % ’
‘Unemplc()ymen‘t Rate = - - Economic Activity Rate = e
.~ (annual average % ) (Total Employment/Population) . |-
1961-1970 _1971-1980 1981-1996 1960 1996 . - +/-1960-96 -
Treland 5.4 77 149  |353 347 06
Hong Kong | 14 3.6 1.7 387 483" 496
Singapore 6.4 37 22" |275 56.3 +28.0

Sources:. EIU. The quld‘ Bank.. Singapore and Hong Kong Governments’ Web sites.




Appendix 18:

- Share of Emplt;yme;lt by Major: Sectors in Ireland, Hong Kong and Singapore, 1957-1995
(A/1/S, A: Agriculture. I: Industry. S: Services) o

Ireland ~ A/1/S

1961 - o
34.5/25.7/39.8 .

1971
25.9/30.7/43.4

.| 1981

17.1/31.4/515

1995
11.8/27.9/60.2

Hdng Kong A/1/S

1961
.7.3/49.1/ 43.6

1971.

5.2/55.1/39.7

1981 -

1.9/47.4/50.7

1 1995

0.6/25.3/74.1 -

Singapore . A/1/S

1957
8.5/17.7/73.8

1970
3.57/30.2/66.3

~ 1980
1613777607

1995
0.3/32.8/66.9

Sources: Asi‘a‘li.]')evelo"pment Bank. EIU. The World Bank. CSO.




o ' Appendix 19: |

Employment Changes in Manufacturmg and Services in Ireland Hong Kong and Smgapore, 1961-1995
: (net changs over the prevnous decade in brackets)

1995

1971 1981 - 61-95%
Manu. Manu. Services Manu. . Services  Manu. Services  Mani. Services
Ireland - - | 175,000 211,000 454,600 |236,000 590,200 |245000 751,000  |+70,000  +3453800
(36,000 (49,400 |(25,000 © (135,600 |(-9,000 . - (160,800 |+40% . +85.3%
206%)  122%) [ 11.8%) .298%) |-3.8%)°  27.2%) | |
Hong Kong | 526,360 773,000 647,200 | 1,027,100 1,260,700 |386,000 2,235,000 - | -87,978  +1,732,680
| (246,640 (144,880 | (254,100 (613,500 | (-641,100 - (1,732,680 |-16.7%  +345%
46.9%) . 28.8%) | 32.9%) 94.8%) -62.4%) - 75.2%) '
Singapore | 103,300 - | 145100 431,400 |325200 @ 653700 | 422,500% 1,103,800% | +319,200 +772,600
*1994 ° (41,800 (100,200 [ (180,100 (222,300 |[(97,300 (450,100 |+309%  +233.3%
- 140.5%) ' 303%) | 124.1%) 51.5%) . |29.9%) = 68.9%) o

Sources: Asian Development Bank. EIU. CSO. The World Bank.




Appendix 20:

Sectoral Shift of Employment in Ireland, Hong Kong and Smgapore, 1957-1996
(% of total in brackets. Trade: wholesale, retail, hotels and restaurants T/C: transport and communications.

C/S/P commumty, social and personal services)

Chart (A) | L |
Treland 1961 1971 _ 1981 1991 199 +-61-96 %
Trade 140,200 147,000 162,300 172,000 200,000 759,800

: (13.8) (14.0) (14:2) (15.3) (15.6) 42.7%
Finance 13,700 23,600 42,900 57,000 63,000 49,300
‘ (1.3) 2.2) 3 6.1 (5) 360%
T/C 53,200 59,500 70,000 69,000 76,000 - 22,800
: | 5.2) (5.7) 6.1) 6.1) 6.1) | 42.9%

| crsp 198,100 224,500 315,000 350,000 459,000 260,900
(195) " ' (214) (27.5) G1.1) (35.7) 131.7%
Services 405,200 454,600 590,200 648,000 798,000 392,800
| Sub-Total (39.8) (43.4) L1y (57.6) (62.1) 96.9%
Total - 1,108,000 . 11,049,000 1,146,000 1,125,000 1,284,000 176,000
Employment : ' ' ' 15.9%
| Manufacturing | 175,000 211,000 - 236,000 244,000 245,000 70,000
. (172) (20.1) (20.6) 1.7 (19.1) 40%
Agriculture 360,000 272,000 196,000 155000 - 136,000 -224,000
(34.5) (25.9) - (17.7) (13.8) (10.6) 62.2%

Sources: The World Bank. EIU CSO. Hong Kong and Smgapore Govemments Web sites. Asian Development Bank.




AppendixZO:' o

Chart (B)
Hong Kong 1971 ° 1976 1981 1986 1995 +/-71-95 %
|Trade - {257,600 369,600 472,500 617,600 1,031,000 773,400
1 | (15.8) . (19.3) -(19.0) (22.5) - (342) - . '300%
| e 119,000 141,700 . 189,000 . . 219,600 | . 166,029 47,029 -
: 73 a9 (1.6) @80 - (5.7) 39.5% -
| Finance 40,700 - '_63,100 - "116,800 © 175,600 © 375,000 - 334300
' 1@.5) (33). L@ C64) . (12.4) 821% -
c/SP . [220900 - 375340 © 482,400, 576,400 663,520 433,620
a4y (19.6) (194) - (210) " (22)- - 189%
.| Sérvices {647,200 - 949,740 ' 1:260,700 1,589,200 2,235,000 1,587,800
| Sub-Total (39.7). (49.3) - (50.7) (57.9) IO 245% .
Total 1,630,910 1,928,180 12,486,736 2,745,000 13,016,000, 1,385,090
Employment .- L - - . - 85%.
| Manufacturing | 773,000 .~ 854,000 1,027,100 982,710 386,000 © 1-387,000
' @149 - (44.6) . (41.3) (35.8) (12.8) | -50%




* Appendix 20:

' Chart (C)
Singapore 1957 1970 1975 1980 1984 1995 +/- 5795 %
. | Trade -. 114200 152,300 7 190,800 229,400 . 264,600 1376,900 262,700 -.
- | @42 (234). " (22.9) QL3 (225 (229) |230% -
{ T/C 50,500 78,700 197,500 119,500 _122,400 174,700 - | 124,200
laon (12.1) 117 - . (111 (10.4) (10.6) 246%
| Finance 21,700 26,000 50,800 79,700 - - 100,900 198,600 - | 176,900
: “.6) 4.0y . 6.1) " RN - (8.6) (120) * . | 815%
C/S/P 144800 174400 203,300 225,100 242,100 - 353,600 200,800
(30.7). . (26.8) (24.4) " (20.9) (206) - (214) 140%
Services . 331,200 431,400 - 542,400’ . © 653,700 730,000 1,103,800 - 772,600
| Sub-Total: - | (73.8) (663).. .  (65.1) (60.7) (621). - . (669)  |233%.
Total 449,000 - 651,000 833,500 1,077,100 1,175,000 - 1,649,000 1,200,000
Employment ' : ’ - - ' R ‘ | 267%
"Manufacturing | 68,000 145,100 230,800 325200 322,100 422,500 | 354,500
- ' (22.3). Q1) (27.4) © (25.6) 1521%

(14.5)

(30.2)
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s and Investment

-'Th,e Correlation Between sévingé, Investment and Growth in Hong Kong, 1977-1995

Appendix.21:
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'Appendix 22: The Correlation Between Savings, Investment and Growth in Singaporg, 1970-1995

‘Chen, 1983.  Asian Development Bank. Savings aind_ln;vgstment: % of GDP. GDP: Annual Growth)
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- : - Appendix 24: Gross-National Savings % GDP, 1973-1995
R - (Sources: CSO, World Bank, EIU) - : \
) . b
- 504 ¢ i

Oireland
Hong Kong

O Singapore

- Singapore
Hong Kong

{retand

f

Las e tem -



. 127

Olreland
B Hong Kong.
0 Singapore

02




Appendix 26: Map1l.  The Conventional View

[Thevgeographic location of Ireland in a European context]
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Appendix27:  Map2. _ The Alternative View

[The geographic location of Ireland in a global perspective]
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Appendix 28: Share of GDP by Broad Sectors in Ir'ela_nd, Singapore and Hong Kong in 1996, (Sources: CSO,
Co . EIU) o
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Appendix 29: EU Comparison of Service and Trade Baléhces.in 1995, US$BiIIiori (Source: OECD)
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' E AQQendlx 30 Companson of Servnces and Trade Balances'in Ireland 1978-1996, US$B|II|on
141 : T 5 (Source: OECD)’
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Appendix 31: Merchan

dise and Service Exports per-capita in US$, 1996 -

" (Sources: CSO, EIU)
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Appendix 32: |

Gross Fixed Dbmestic Capital Foi-matjon (GDCF) %% GDP in European Comparison -

1950-1960 _ 1961-1973 _ 1974-1986 1087-1995 __1961-1995
Belgium‘ ----- . 218 193 183 - 19.8
Denmark 14.0 24.0 19.7 16.7 20_"1
Germany | = - 24.9 26.7 26.0 21.9
Greece | ° .- 282 2617 20.9 253
Spain | @ - 24.4 22.4 21‘.9 22,9
Ialy | - 244 228 18.8 ; 2;-,{5 i
Holland 257 205 " ‘20.8.' 223
Luxerﬁbourg ----- 26.4 : 1238 - 2_7::7. - 26.0°
Austria i64 269 24.8'. 244 254 ]
UK 116 185 18.0 17.3 179
Portugal | e 266 293 269 276
Finland 196 26.3 259" a4 245 |
Ireland 131 208 244 16.0 204
Average 149 245 - ‘272.'9 20.8 22.7

Sources: EU: “Eurostat, 1995”, NESC No. 93.




Appendix 33: Rates of Return on Cap.igal in the Businéss Sector (Source: OECD)
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Appendix 34: “The Performance of Domestic Investmént in Ireland, 1990-1995

(A)

(B)

(C)

(Source: CSO)

- Annual Average Growth, 1990-1995 (constant prices)
5.2
2.6
1.4
14 ° GDP Private Public =~ .- dotﬁe_s;lc . : Net Expor‘i

2 - Consumption Consumption Investment

Index of Growth in Residential and Non-residential Investment,
1990-1995 (1990=100, constant prices)
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Appendix 35 The Correlatnon Between Natlonal Savmgs and Growth of GDP per person
(adopted from Gordon 1993, p.373). '
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GDP, p.p. 1955-1990




Savings and Trade Surplus % GDP

1.

Aggren'dix 36: International Comparison ofSévingsﬁ'nd Currént(Acco'unt Surplus, 1995
' " (Source: OECD. NX=trade surplus, GNS= savings) '
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Aggendlx 37 Gross National' Savmgs % GDP in European comparison,
- 1971-1994 annual average
(Derlved from OECD "Economic Outlook, 1996")
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Aggendik 8: % Share of Employment by Services Sectors in Total Employment in ireland, Hong Kong and
- Singapore , 1995 (Sources: EIU, CSO)
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Ag‘pendix 39:

- List of Inte’rvieWees_

Non-Research Institutions:

Banks and Other Financial inotitntions

Ulster Bank Group Treasury ‘
Contact and interview with: Eoin Fahy, Senior Economist

Bank of Ireland Grong' Treasury |
Contact: Jim Power, Chief Economist
’ Interviéw_with:.Colin Hunt, Economist

AIB Corporate and Commercial Treasury
Contact: John Beggs, Chief Economist -
Interview with: Pat O’Sullivan, Economist

Irish Intercontinental Bank 7
Conitact and interview with: Austin Hughes, Economist

Finance and Treasury International o
Contact and interview with: Declan Jordan; Senior Consultant -

Rmda Stockbrokers
Contact and interview with: Dan McLoughlm Chlef Economist

 State & Seini-State Bodies

ICC Bank -
Contact and mtemew with: Mary Doyle Group Econormst

Central Bank of Ireland
Contact: Tom O’Connell, Head of Economic Ana1y51s r
Interwew with: Criona Harte, Econonust

Central Statistic Office
Contact and i mtemew with: Mlchael Lucey, Senior Statlstlman Nat10na1 Accounts



Department of F inance . '
Contact and interview by telephone: Mary Nash Economic Section

Research Institutions and Organisations:

National Economic and Social Councrl mESC )
Contact: Dr. Sile O° Connor Director

Intervrewwrth Kevin Ha_n_mgan Economist

Irish Busmess and Emploxers Confederatron (IBEC)
Contact: David Croughan, Chief Economist .

Interview with: A. McGibney, Economist.
Economic and Social Research Institute (ESRI)
Contact and interview with. Terry Baker, Economist

-National Collgge of lndustna] Relatrons gEClR[ , .
Contact and mterv1ew wrth Justm Johnson Assrstant Lecturer in Economrcs

Institute of Publrc Admrmstrat]on (IPA 1 ‘
Contact and 1nterv1ew with: Michael Mulreany, Econormst D1rector of Graduate Study

l ~

Tnmg Collgge Dubhn (f! CD[

Contact and interview with: John o’ Hagan Professor of Econormcs )

Umversrg College Dublm QQCD[ : ’
Contact and answered by post: Brendan Walsh Professor of Econormcs





















