Economic
Strategies Committee

30 January 2010
Prime Minister

1. You established the Economic Strategies Committee (ESC) n May 2009
to develop strategies for Singapore to maxinuse our opporfumifies i a new
world environment, by building our capabilities and making the best use of our
resources, With the aim of achieving sustained and inclusive growth. Members
of the ESC were drawn from government, the labour movement, the private
sector and acadenua. We formed eight sub-commuttees and several working-
groups to study the 1ssues comprehensively.

2. The ESC has completed its wortk and now subnuts its Key
recommendations for the Govemnment’s consideration. The Commuttee has
engaged widely and benefited from diverse wiews and suggestions from
companies, business chambers and associations, wmiversities and think-tanks,
uniomsts, professionals, entrepreneurs and members of the public. In total, more
than 1,000 people participated in generating the ideas leading to the ESC's
proposals.

3 The ESC believes that the strengths that Singapore has built up 1n the past
will give it advantage in the decade to come, especially with the rapid expansion
of wban demand in Asia However, we must go beyond what we have
developed, and do things differently. We have to grow deeper capabilities and
expertise fo make the most of the opportunifies ahead, as well as o stay relevant
as new players internationally gain competitive strength Further, to sustain
economic growth despite a more slowly expanding workforce, we have to make
a clear shift: to grow based on skills, mnovation and productivity.

4. Singapore should aim to sustain productivity growth of 2 fo 3 percent per
vear, more than double the 1 percent we achieved over the last ten vears. This
will raise productivity by one-third over a decade. It 15 a challenging goal,
mvolving major changes in every sector and sustamned over a full decade, and
will require a comprehensive national effort. But raising skills and productivity
15 the only viable way to mmprove the real wages of workers. and 1s the best way
we can help citizens with lower imncomes.



5. To shift to productivity-driven growth calls for a qualitative
transformation of our econonty. Our companies must compete by innovating,
mvesting in their people, and creating higher value jobs. We nmst allow market
forces to restructure our econonty, providing more room for efficient enferprises
to grow, and pushing less efficient activities either to upgrade or phase out. The
move to higher wvalue activities will also be supported as businesses
mtermationalise their operations, whether to shuft lower-value activities abroad
or to capture new revenues and expand creating demand for management,
design. marketing and business services i Singapore.

6.  Our specific recommendations are summansed under three broad
prionties. First, we have fo boost skills in every job. We should develop an
outstanding nation-wide system of confimung education and training, to give
everyone the opporfunity fo acquire greater proficiency, knowledge and
expertise, from the most basic jobs to the most complex Emplovers and
mdustry associations, unions and government will also have to work together to
redesign and create better jobs. We recommend a progressive increase in
foreign worker levies to incenfivise companies to improve productivity.

7. Second, we have fo degpen capabilities among Singapore companies fo
seize opportumities in Asia. Our MNC strategy remains important, but there is
also considerable opporunity in the next 5 to 10 years to aftract global mid-
sized companies, and to facilitate local companies to grow into industry leaders
m Asia We recommend measures to develop the market for cross-border
financing to help companies expand abroad. We also propose a signmificant push
to reap the commercial potential of our science and technology base.

8 Third, we must make Singapore a distinctive global city. The ESC 1s
convinced that Singapore’s future rests on growing a deep pool of haghly
capable and entrepreneurial people. Our open and nmlticultural society will be
an mcreasing advantage. We nmst continue to attract top quality people from
around the world, while mvesting further to provide the best opportunities for
Singaporean talents to grow and develop, to the highest levels of expertise 1 a
range of fields. The ESC also recommends support for the growing creative and
arts clusters, which will add to the character of the city, and nurture new talents.
Our programmes fo rejuvenate our mature housing estates, develop eco-towns
and regions with diverse lifestyle options, and make major improvements in
transport connectivity will ensure that Singapore remains a highly liveable place
even as the economy grows.



9. We believe the strategies we propose will help transform Singapore’s
eCONoMy ONnCce again, raise our citizens’ living standards, and enable us to take
full advantage together of the new opportumities emerging in the world around
us.

10.  We thank vou for the pnivilege of serving on the ESC.
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Roimo Mini

1 February 2010

Mr Tharman Shanmugaratnam
Minister for Finance
Chairman, Economic Strategies Committee

Dear /Tinisbe, ,

Thank you for your letter of 30 January 2010 submitting the key
recommendations of the Economic Strategies Committee (ESC).

The ESC has studied the challenges facing Singapore
comprehensively, and its proposals are realistic and achievable. The
Government accepts the key thrusts of the ESC report, and will provide
its specific responses in the 2010 Budget Speech and the Committee of
Supply (COS) Debate.

| agree that for the next phase of Singapore's development, we
must shift decisively to foster growth through skills and innovation. This
requires a major and sustained national effort. The Government will
strongly support the transformation, but cannot do it alone. Businesses
have to change their mindsets, moving from doing more of the same or
making incremental improvements to seeking new and innovative ways
to create value. They must do this continually, and not imagine that a
one-off effort will suffice. Our people must continue to upgrade their
skills and deepen their expertise. This too must be relentless, as it is our
only way to sustain growth and raise incomes. We must invest in our
people, and provide them with the skills and wherewithal to become
more productive and give better value.



On behalf of the Government, | would like to thank the members of
the ESC, its sub-committees and working-groups for your hard work,
You have made a valuable contribution in charting the course for
Singapore's economic development over the next decade.

Yours s.,....(.
.)

W-I;V‘
i

{



ECONOMIC STRATEGIES COMMITTEE
KEY RECOMMENDATIONS

Table of Contents

] U 2.
PART [: OVERVIEW...... e mmmmma e e e e e e e 2.
WHERE WE STANDL ... eeeemme et e e e e et e e e e et emmmnn e e e e e e e e enes 2.
Opportunities iN @ NEW LaNUSCAPE......ccciiuiiiieiiiee s immmeme e s siteee e e eiteee e s smemmme s seee e e e anbsee e iemmmm s eees 3
OUR KEY CHALLENGESROWING THROUGH SKUS AND INNOVATION................4.
HOW FASt Can WE GIOW?........eiiiiiiiiiee i mmmmme e e s e e e s smmmmmn e e e e e e s s s s s s e s e e e e e e e e s 6..
MaKING the MOVE NOW ......ueeiiiieeeiieiiieitimcmme s st eeee e e e e e e s s smmmemr e e e e e e e s sanns e e s e e s smmmmms s seee e e e e e e e nns mmmmes 7
Managing our Foreign Worker DEPENAENCE ..........uvuiiiieeeeiiiiemmmreeeeeesneeeeeee e e s emmmmmrseeeeeaaeeeannes 8.
THREE PRIORITIES FORHE NEXT DECADKE........ccooe e e 9
AN ENABLING ROLE FORBOVERNMENT......cciiiiiiiiiiii s ceeemme et 13
L0 18 1 e U 8 1 T 14
PART I1: KEY STRATEGES. .....c.cvveeceeeeeeeeeeeeeeeecesaeienesenesee e onmmemssenenenes 16
I Growing Through SkKills and INNOVALION  .........uuiiiiiiee e e e e e e 17
Il Anchor Singapore as a Global-Asia HUD ... 21
1] Build a Vibrant and Diverse Corporate ECOSYSIEM  .......ccevveeiiiiieeriesvmmmmseeveeeeeeae e e e 23
IV Make Innovation Pervasive, and Strengthen Commercialisation of R&D ................... 28
\% Become a Smart Energy ECONOMY .........coooiiiiiiiiiiii et 31
Vi Enhance Land Productivity to Secure Future Growth ..........cccceveeeeiiiccemmmmee e e e e 33
VIl Build a Distinctive Global City and an Endearing HOmMe .........ccooociiiiiiiiiimmmee e 35
APPENDIX 1:ECONOMIC STRATEGIESOMMITTEE MEMBERS...........cooovvvviiiivieemmmeees 39

APPENDIX 2:COMPOSITION OF SUBGIMITTEES.........uuuiiiieeiiiieiiiimmmmme et 41



ECONOMIC STRATEGIES COMMITTEE
KEY RECOMMENDATIONS

GOAL
HIGHSKILLEBEOPLENNOVATIVECONOMWISTINCTIMELOBALCITY

We must make skills, innovation and productivity the basis for sustaining
{ Ay 3l LI2NBEQa S Oawlalss providdidindusive rovitH with a
broad-based increase in the incomes of our citizens.

We must also be a vibrant and distinctive global citypen and diverse, the
best place to grow and reach out to a rising Asia, and a home that proamles
outstanding quality of life for our people.

PART |I: OVERVIEW

WHERE WE STAND

1.  The Singapore economy has fared well amidst the challenges of the last
decade Growth averaged 5 percent per year during the period, even with the
deep recession of the lasto years. The majority of households have seen
significantly higher real incomes over the decade, with median incomes rising
by over 20 perceht

2.  Our economyhas becomenore diversified and globalised. We have an
increasingly vibrant international sergg& sector, and are one of the leading
business and financial hubs in Asia. We have moved up the value chain in
manufacturing, with new strengths in areas such as the biomedical sciences and
aerospace engineering. We made good progress in developing emaphip,

with many more staitip enterprisesand larger numbers seeking to expand
abroad. We have strengtherteade and investment links within the region and
with our global partners, and we are an emerging hub for global talent.

! Increases have also been seen at the lower end of the income ladder. Al frerc2diile of
employed households, real incomes per capita have grown by about 10 percent over the last decade.
This does not include the benefits derived from Governmensfaes (net of taxes), such as the
Workfare Income Supplement and enhanced housing grants for lower income households.
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3. Our economy and people have shown resilience during the recent crisis.
However, the next decade will be different. There will be new challenges and
opportunities for Singaporeand wewill haveto updateour strategies and
develop new capabilities.

Oppottunities in aNew Landscape

4.  Singapore is well lacedto succeed in the emerging pasisis world.
The global crisis has reinforced the shift of markets to AS&aowing
urbanisation, infrastructural development amcleasingdemand for services in
China, India and ASEAN will play to the strengths of many Singajpased
companies.

5. Our companies have an importamindow of opportunity to create a
strong presence in Asia over the next 5 to 10 yearnwhile their skillsets are

in high demand. Over time, other players in Asia will catch up and deploy the
best human capital to compete. We must establish leading positions in key
market niches in this next decade, whwh can buitl uponto establish new
ways of adding value over the longer term.

6. The G3 economies, while growing more slowly because of reductions in
household wealth and continued deleveraging, will remain large and
sophisticated markets. Singapakould stay engaged in these markets, and
grow its role over the next decade akey global centre fohigh value
manufacturing and services. We will also benefit from the increased premium
that global companies are placing on jurisdictions that provide safety and
stability, postcrisis.

7.  The cisis has also altered global finance. There has been a reduction in
the capacity to finance creb®rder and emerging market risks that could
persist for some years. We should further develop our financial markets and
plug current gaps in funding for Singare enterprises venturing abroad.

8.  There is therefore no lack of opportunities for Singapore in the decade
ahead. We must build deeper capabilities and expertise to make the most of this
window for growth. But tosustaingrowth, we must make better andore
productive use of ouesources, and especially by growing the skills and talents
of our people.

9. Thesizeof our workforce will be a major constrairi. large part of ar

GDP growth of 5 percent per year in the last decade was achieved tlineugh
expansion of our workforcé bothamong residents arttie foreign workforce.
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Our resident labour force will experience much slower growth in the next
decadé

10. At the same time, we have to moderate the future growth of the foreign
workforce. The rapidncrease inforeign workers in recent years hasabledus

to seize opportunities, grow our economy and in so doing, create jobs and raise
the incomes of Singaporedn$lowever,we have become moependenon
foreign workerswho now make upalmost onethird of the total workforcé

Whilst this is comparable or slightly lower than what is seen in several other
global cities, we have to manage this dependence and not let it increase
indefinitely.

11. While not as pressing as our workforce constrawmesmust begin taking
active steps to use land and energy more efficiently. There is some scope for
further reclamation of land, but there will be limits on how far this can go.
Likewise, we have to play our part in reducing carbon emissions as a
responsil® member of the global community. We must also develop a strategy
to diversfy our sources of energy so as to insure ourselves against future spikes
in fuel prices.

OUR KEY CHALLENGE:
GROWING THROUGH SKILLS AND INNOVATION

12.  We must shift to achieving G®growth by expanding productivity rather
than the labour forcale must boost productivity in order to stay competitive,
upgrade the quality of jobs, amdiseo ur p e o0 p és.eA&lewer growirtgm
workforce makes it all the more important for every eptese to innovate to
create more value, and toaximise the potentighnd performance of every
worker.

13. This shift to productivitydriven growth will require major new
investments in the skills, expertise and innovative capabilities of our people
and bushesses over the next decade

14. We havesignificant room to improve productivity in every sector of
our economy. |l n absolute | evels, Sing:

2 Our resident labour force grew by 3 percent per year in the last 10 years. It is expected to grow only
half as fast over the next decade.

® Household incomes went up fastest between 2006 to 2008, coinciding with the period when the
foreign workforce wagrowing most rapidly.

* As a proportion, nomesidents comprise oriarter of the total population.
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services are only 55 to 65 percent of those in the US and JapdfigseeT).

In the retail sector for example, our average level of productivity is about 75
percent of that in Hong Kong and otierd that of the US. In construction,
productivity levels are half that of the US and -ohied that of Japan

Figure 1: Cross Country Productivity Comparisons

® The comparisons are for average productivity levels from 2006 to 2008. (Based on real GDP data at

constant 2000 prices; converted to common currency based on average exchange rates from 1999 to
2001.)



