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WITH THE IMPENDING fruition of ASEAN Economic Community (AEC) and
the prospect of an even more expansive East Asian Economic Community (EAEC)
looming, opportunities are abound for all member countries of ASEAN plus Three

This paper outlines the conceptual differences of the various frameworks

adopted by governments and global institutions since the 1950s to help

developing countries generate growth and reduce both poverty and inequality.

It also discusses the inadequacies of the Pro-Poor Growth and the Inclusive

Growth frameworks before positing that the two are in fact not mutually

exclusive and both serve a purpose to a country during different stages of

economic development.
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(APT) to work closely together to not only seek new sources of growth but also find
ways to reduce poverty and inequality within the region.

Approaches to Reducing Poverty and Inequality
Poverty Reduction and Pre-Washington Consensus

Issues of growth, poverty reduction and inequality gained new impetus as key areas
of research for international institutions and the academia soon after the end of World
War II in the wake of post-war reconstruction and a flurry of decolonisation.

During the 1950s, for example, Kuznets (1955) and Solow (1956) suggested that
income inequality would first increase, peak and then decrease as the economy of
countries developed, and that inequality in per capita income levels between countries

would be eroded eventually through the
equalisation of marginal returns to the factors
of production.

By the early 1970s, when growth in the
prior decades failed to reduce poverty and
inequality, it was posited that developing
countries needed to undergo modernisation to
move towards the ideal-type of advanced
capitalism. This would be achieved by large-
scale investment projects coordinated by the
state to provide the economic structure needed
for private sector-led industrialisation. The
resultant rapid economic growth would then
help to reduce poverty through the trickle-
down effect.

Washington Consensus and Post-
Washington Consensus

By the late 1970s and early 1980s, not only
did the poor countries fail to converge with
the rich economies, many were increasingly
caught up in an international debt crisis because

of loans made earlier to carry out the large-scale investment projects. Meanwhile,
mainstream thinking began to shift towards neoclassical economics which, among other
things, assumes that the market is more efficient than the government, that growth can
be accelerated by attracting foreign technology and capital, and that monetary policy is
more effective than fiscal policy in creating the macroeconomic environment conducive
for promoting growth. The bundle of policy reforms thus introduced by the World Bank
(WB) and the International Monetary Fund (IMF) became known collectively as the
“Washington Consensus” (WC).

Still, the WC initiative failed to lift the well-being of the poor. The surrendering of the
state to the market mitigated the government’s capacity to implement distributive and
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welfare policies. Meanwhile, reforms that liberalised capital controls and deregulated
financial industries gave rise to increasingly chaotic cross-border flow of speculative
capitals which culminated in various financial crises in the developing countries. The
harsh conditionalities imposed by the WB and the IMF on crisis-hit countries further
aggravated the plights of the poor, who were already hit disproportionately by the
crises. In short, the goal of poverty alleviation became secondary as a result of WC
initiatives. Poverty therefore rose while income- and wealth- disparities also began to
widen in the ‘adjusting’ countries.

In the late 1990s, the emergence of post-
WC shifted the focus from neoclassical
emphasis on competition and virtues of the
perfect market towards new institutional
economics and from one-size-fits-all WC
approach towards designing and implementing
tailor-made country- and sector-specific
assistance strategies. Critics however were
quick to point out that poor countries with weak
institutions in the first place were unlikely to be
in the position to rapidly implement institutional
reforms benchmarked to the best-practice
institutions in the developed countries. Debt
relief programmes, despite rhetoric to the
contrary, also failed to remove the debt
overhanging the poorest countries.

Pro-Poor Growth Framework
By the early 2000s, pro-poor alternatives began to emerge as the reduction of

poverty and inequality was not spontaneous by-products of growth and that inequality
could lead to political and economic instability and was therefore harmful to growth.
Under the new Pro-Poor Growth (PPG) framework, the welfare of the poor would not
be an afterthought of economic development. Instead poverty reduction would be the
central outcome of the economic system through implementation of deliberate monetary,
fiscal and social policies. GDP growth, on the other hand, would no more be a goal of
government policies than an instrument for achieving pro-poor growth.

Despite the common pro-poor platform, however, two ideologically contrasting
definitions of PPG emerged. Firstly, the absolute definition of PPG is more process-
oriented. The focus is on fair and broad-based participation by the poor. Growth is
pro-poor as long as the incomes of the poor are rising. Note in this case that even
though the poor benefit in absolute terms, their incomes may grow slower than the
population average. As a result, income disparity widens over time despite absolute
income growth. Notably, the earlier poverty reduction initiatives and the WC also focused
on equitable access to opportunity rather than outcomes and are therefore more in line
with the absolute definition of PPG.

Critics were quick to point
out that poor countries
with weak institutions in
the first place were unlikely
to be in the position to
rapidly implement
institutional reforms
benchmarked to the best-
practice institutions in the
developed countries.



16  east asian policyeast asian policyeast asian policyeast asian policyeast asian policy

In contrast, the more outcome-oriented relative definition of PPG goes a step further
by ensuring not only an equitable process but also a more equitable outcome which can
be income-based, as measured by low or falling Gini coefficient scores, or non-income
based, as demonstrated by widespread and fair access to non-income public welfare
such as housing, education and health care. In other words, the relative approach to
PPG seeks to lower inequality in income and asset distribution over time by directing
resources disproportionately to the sectors in which the poor work and the areas in
which they live, or in promoting the use of the factors of production that the poor
possess.

The differences in goals of the two approaches of PPG have generated much debate
between proponents of both camps.

Opponents of relative PPG point out that redistribution favouring the poor could
generate social and political tensions. Furthermore, by focusing on inequality,
governments could adopt distortionary policies that eventually lead to sub-optimal
outcomes for both poor and non-poor households. The mounting sovereign debt crisis
currently facing southern European countries such as Greece, Spain, Portugal and Italy
has brought to the forefront the ills of welfarism as a model for long-term economic and
societal growth.

In their defence, proponents of relative PPG counter that high inequality also incurs
the wrath of the poor to cause political and social instability. Furthermore, it has been
found that inequality plays a crucial role in poverty behaviour in many countries. In
general, high inequality can affect growth which in turn slows progress in reducing poverty.
Countries with more equal income distribution are therefore likely to achieve higher
rates of poverty reduction.

Hence, for poor countries where income distribution is also heavily skewed,
policymakers may need to reduce inequality first before the economy can take off to
help alleviate poverty. One oft-mentioned successful example of countries with low
inequality is the Nordic model which has helped northern European countries like Sweden
and Norway produce a not only growing economy but also peaceful labour market, a
fair distribution of income, a generous social security system and enviable social cohesion.

Inclusive Growth Framework
In the late 2000s, the criticisms against PPG over its narrow focus on the poor gave

room for the WB to introduce its new Inclusive Growth (IG) framework which seeks
to foster long-term, sustainable and broad-based growth across sectors to benefit not
only the poor but a large part of the country’s labour force, including those in the middle
class. In addition, even though it accepted pro-poor proposition that equity is an ethical
imperative, it defined the term differently and narrowly as equality of opportunity rather
than outcomes.

Hence, instead of the PPG’s focus on redistribution favouring the poor, the IG
paradigm seeks to improve productivity and increase employment opportunities by
trying to level the playing field for investments so that the faster pace of growth and the
enlarging economy can benefit the broader masses. In short, IG has a longer term
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perspective, is broader in its goal than PPG and is basically in line with the absolute
definition of PPG.

Critics were quick to point out that the new paradigm, with the same neoclassical
economic policies and focus on process rather than on outcomes, is basically a rehash
of post-WC save for a few modifications. For example, in coming out with the new
paradigm, the WB acknowledges that the advantages of small governments have been
previously exaggerated. Instead of the prior emphasis on privatisation, deregulation
and liberalisation which all lead to a minimalist role for governments, the new paradigm
now recognises the facilitating roles of good government policies in driving growth.
Secondly, the new paradigm also recognises that development policy is country-specific.
Instead of imposing a one-size-fits-all package of reform policies and initiatives that all
countries must implement, the new IG paradigm
now only offers a framework that helps
policymakers create a growth strategy of their
own based on binding constraints that they
themselves identify through a ‘growth
diagnostics’ process. In arriving at the unique
strategy, policymakers can draw on the
successful growth experiences from around the
world and put together a bundle of pragmatic
policies to tackle those binding constraints.

The IG paradigm’s close association with
the neoclassical economic policies embodied
in the now discredited WC has attracted
criticisms. Past efforts to drive growth
underpinned by reforms advocated by WC
have produced at best mixed results among the
developing countries. Critics, for example, point
out succinctly that the dramatic poverty
reduction attained by China and India so far
has been driven by high growth achieved without
implementing the conventional policies
prescribed by the WC. The impressive
economic achievements of the Chinese, in
particular, even prompted talks of the rise of
Beijing Consensus as an alternative economic development model to the WC. Worse,
many have also attributed the recent global financial crisis and the still on-going great
recession to the flaws in neoclassical economic theories. Hence, the close association
of the World Bank’s IG paradigm with neoclassical economic policies and WC may
raise more reservations than inspire confidence.

Finally, more countries, including those that have chalked up impressive growth,
face the problem of widening income and wealth disparities. For example, even though
China’s poverty rate dropped dramatically from 97.8% in 1981 to 29.8% in 2008, its
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Gini coefficient climbed from 0.29 in 1981 to 0.48 in 2009. Similarly, in the United
States, the top one per cent households owned 34.6% of all privately held wealth, and
the next 19% had 50.5%, as of 2007. This left only 15% of the country’s wealth for the
bottom 80% who are wage and salary workers. Furthermore, as a result of the global
financial crisis and the great recession, the poor have been hit harder than the rich by
the financial deleveraging, the stubbornly high unemployment, the falling incomes and
wealth, and the shrunken social safety nets.

In short, by explicitly disregarding the goal of reducing inequality and by maintaining
its link with neoclassical policies, the IG paradigm risks becoming an approach that not
only has no answer to a growing problem facing both the developing and developed
countries, but will also continue to propagate reforms that have been blamed to
exacerbate inequality.

Relevance of Poverty Reduction, Pro-Poor Growth and Inclusive Growth to
APT Countries

Clearly, no single paradigm rises to the gargantuan task of simultaneously fostering
growth and reducing both poverty and inequality. IG paradigm’s singular focus on
absolute poverty reduction without mechanisms addresses rising inequality through
relative poverty reduction and risks creating a seemingly wealthy but progressively
lopsided and unstable society over time. Conversely, PPG’s focus on relative pro-poor
growth without addressing issues of long-term sustainability based on productive
employment, open competition and broad-based growth, all of which are addressed
by the IG framework, also risks running the economy into a wall, as exemplified by the
sovereign debt crisis faced by countries in southern Europe.

Furthermore, APT member countries are currently at different stages of economic
development and have very different developmental needs. Low-income member
countries, for example, face the challenges of low growth and widespread poverty. On
the other hand, middle- and high-income member countries such as Malaysia, Thailand
and Singapore face the increasing daunting tasks of overcoming rising inequality in
income and wealth distributions amid slowing economic growth.

Hence, no single common strategy stands ready to meet the different development
needs of all APT member countries. One pragmatic approach is to adopt a sequential
perspective and view poverty eradication as an intermediate objective that a country
with widespread poverty must achieve before it can move on to build a more equal
society. View in that regard, the IG framework, which aims to foster rapid and sustainable
long-term growth to reduce widespread poverty, and the relative PPG framework,
which aims to lower inequality, both serve a purpose for countries at different stages of
economic development.

Despite all the deliberations over PPG and IG frameworks, poverty reduction remains
one of the key indicators for monitoring progress in developing countries. The UN
Millennium Development Goals set in 2000, for example, target to halve extreme poverty
by 2015. Many governments in developing countries still embrace poverty reduction as
their primary policy objective because it is simple to communicate and relatively easy to
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achieve and measure. Given that the poor starts from a very low base, a dramatic
improvement of living standards is usually quickly discernible at the early stages of
development. Governments can then flash impressive poverty reduction statistics as
proof of policy success, thus strengthening their legitimacy to rule and to introduce
more, sometimes harsher, policies that promote further growth. For these governments,
the logic is simple and hard to refute: Develop the economy first and tackle the disparity
later. Without growth, there is nothing to distribute.

For the poor in APT developing countries, the most direct way of improving their
well-being is to provide a job to all who seek work. For these governments, employment
creation and the achievement of full employment naturally top their agendas especially
at early stages of economic development.

Hence, the realistic question for these low-income APT countries is not whether
they should go for absolute or relative income growth but what the policymakers can
do to reduce inequality once the objective of eradicating widespread poverty is achieved.
Of course, by then, new hurdles may emerge as a result of the changes in both their
domestic and  external environments to make their transition to a more egalitarian society
more challenging.

Challenges Faced by APT Countries in Fostering Growth
and Reducing Poverty and Inequality

A quick look at Table 1 shows that APT countries can be broadly categorised into
low-income countries that are still in the initial phase of eradicating widespread poverty;
middle-income countries that have succeeded in (i.e. Malaysia and Thailand) or are
close to achieving (i.e. China) the goal of eradicating widespread poverty but are facing
difficulties transiting to a more equitable society; and high-income countries, one of
which (i.e. Singapore) is seeing widening income disparity.

The Challenges Faced by Low-Income APT Countries in Reducing Poverty and
Inequality

Six low-income APT countries, namely, Indonesia, Philippines, Vietnam, Laos,
Cambodia and Myanmar, still face fairly widespread poverty. For these countries, growth
and employment creation naturally top their agendas. Fortunately, help is available not
only from international institutions like IMF, WB and Asian Development Bank (ADB)
but also APT and ASEAN as well.

The Initiative for ASEAN Integration (IAI), for example, aims to provide assistance
to help member states close development gaps both directly and through sub-regional
groupings such as the Greater Mekong, the Brunei Darussalam – Indonesia – Malaysia
– Philippines East ASEAN Growth Area (BIMP-EAGA) and the Indonesia-Malaysia-
Thailand Growth Triangle (IMT-GT).

Meanwhile, many initiatives (Table 2) are still ongoing to strengthen AEC as a
production base and a single market by 2015. They include efforts to facilitate trade in
goods and services, encourage investment flows, build infrastructure, promote financial
integration, foster competition, protect intellectual property, enhance consumer
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Country GDP per Poverty Gini Income Corruption FDI inflow
capita (US$) Rate, %2 coefficient3 Disparity Perception (US$bn)

(2011)1 Ranking4 Index (2010)6

(2011)5

Singapore $59,900 - 0.473 (2011) 3 9.2 $38.6 (71.3%)
Brunei $49,400 - N.A. - 5.2 $0.5 (30.6%)
Japan $34,300 - 0.376 (2008) 7 8.0 -$1.2 (-0.1%)
South Korea $31,700 - 0.310 (2010) 10 5.4 $6.9 (2.4%)
Malaysia $15,600 2.3 (2009) 0.462 (2009) 4 4.3 $9.1 (18.9%)
Thailand $9,700 4.6 (2009) 0.536 (2009) 1 3.4 $5.8 (7.3%)
China $8,400 29.8 (2008) 0.480 (2009) 2 3.6 $105.7 (4.1%)
Indonesia $4,700 46.1 (2010) 0.368 (2009) 8 3.0 $13.3 (5.8%)
Philippines $4,100 41.5 (2009) 0.458 (2006) 5 2.6 $1.7 (5.8%)
Vietnam $3,300 43.4 (2008) 0.376 (2008) 7 2.9 $8.1 (22.9%)
Laos $2,700 66.0 (2008) 0.367 (2008) 9 2.2 $0.4 (19.8%)
Cambodia $2,300 53.3 (2008) 0.444 (2007) 6 2.1 $0.8 (38.8%)
Myanmar $1,300 32.7 (2007) N.A. - 1.5 $0.8 (20.5%)

TABLE 1   INCOME DISPARITY, CORRUPTION (VESTED
INTERESTS) AND FDIs

1. Source: CIA website <https://www.cia.gov/library/publications/the-world-factbook/fields/
2172.html> (accessed 19 July 2012). Singapore, Brunei, Japan and Korea have been

categorised as high-income countries; Malaysia, Thailand and China as middle-income
countries; and the remainder as low-income countries. The criterion of classification

does not follow that of the World Bank.
2. Poverty headcount ratio at $2 a day (PPP) as % of population. Number in parentheses

indicates the year the data is for. Source: World Bank, <http://data.worldbank.org/indicator/
SI.POV.2DAY> (accessed 19 July 2012). Figures for Myanmar lifted

from CIA World Factbook.
3. Source: CIA World Factbook website <https://www.cia.gov/library/publications/the-

world-factbook/fields/2172.html> (accessed 19 July 2012).
4.  The ranking is based on the value of the country’s Gini coefficient from the

highest to the lowest.
5. 0 means that a country is perceived as highly corrupt. 10 means that a country is perceived

as very clean. Source: Transparency International Website (accessed 19 July 2012).
6. Figures in parentheses are capital inflow as a percentage of gross fixed capital formation.

Source: UNCTAD Country FDI Fact Sheets. <http://archive.unctad.org/Templates/
Page.asp?intItemID=2441&lang=1> (accessed 19 July 2012).

protection, improve connectivity and nurture the growth of small and medium enterprises.
All these initiatives have already helped to enhance ASEAN as an attractive FDI
destination and more investments are likely to flow in as the fruition of AEC nears.

Furthermore, APT initiatives, such as Asian Bond Markets Initiatives, which aim to
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Activities Initiatives

Trade in goods Common Effective Preferential Tariff, Trade Facilitation Work
Programme, ASEAN Trade Repository, ASEAN Trade in
Goods Agreement and ASEAN Single Windows

Trade in services ASEAN Framework Agreement on Services

Investments ASEAN Comprehensive Investment Agreement

Infrastructure ASEAN Transport Action Plan

Financial integration Roadmap for Monetary and Financial Integration of ASEAN

Competition ASEAN Regional Guidelines on Competition Policy, Plan of
Action on Competition Policy

Intellectual Property ASEAN Intellectual Property Action Plan, Work Plan for
ASEAN Cooperation on Copyrights

Consumer Protection ASEAN Committee on Consumer Protection

Connectivity Master Plan on ASEAN Connectivity

SMEs Strategic Action Plan for ASEAN SME Development

develop and deepen local currency bond markets in APT countries;  Chiang Mai Initiative
Multilateralisation, which is a US$120 billion multilateral currency swap facility designed
to assist countries with short-term liquidity difficulties; and ASEAN Surveillance Process,
which is a monitoring and early warning system implemented since 1999, all combine to
facilitate efficient allocation of capital among member states and to lower financial risks
by providing timely information and help in times of crisis.

Hence, APT countries can look forward to tremendous amount of support that not
only maximise their potential to grow but also minimise their risks of any financial
meltdown in times of exogenous shock. Assuming that they carry out the necessary
reforms and invest in developing their soft and hard infrastructures, the odds are good
that they achieve sustainable growth that can help to substantially reduce widespread
poverty within their borders in the coming years.

Despite the generally rosy outlook, one lingering concern that may impede growth
for the low-income APT countries is the presence of entrenched vested interests as
exemplified by their high Corruption Perception Index (CPI). These entrenched vested
interests, which show up as corruption, nepotism and cronyism, can impede economic
growth when developmental funds are diverted or when rent-seeking activities cause
resources to be allocated inefficiently. At the same time, inequality may worsen if gains
from economic growth go disproportionately to the rich, powerful and connected. The
high CPI explains why even low-income countries like the Philippines and Cambodia

TABLE 2   INITIATIVES TO IMPROVE THE WORKING OF AEC AS A
PRODUCTION BASE AND A SINGLE MARKET

Source :  ASEAN website at <http://www.aseansec.org>
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are already registering high Gini coefficient. For these APT low-income countries, the
problem of corruption must be addressed before efforts to foster growth, eradicate
poverty and reduce inequality are likely to yield the intended results.

The experience of China in this case is instructive. When Deng Xiaoping said, “Let
some people get rich first”, his assumption was that the beneficiaries from early stages
of economic reforms could catalyse economic developments by using their new-found
riches to enlarge the economic pie so that the benefits could then trickle down to the
rest of the population. In reality, many early beneficiaries grew protective of their
burgeoning economic interests instead of working to spread their wealth. Over time, an
intricate web of vested interests among different stakeholders became progressively
entrenched.

Hence, the notion of a bigger and growing economic pie being good for the poor
can sometimes be a fallacy. True inclusiveness, more often than not, is a zero-sum game
and can only be effected by a government with strong altruistic conviction and ironclad
political will to push through changes that encroach on the deep-rooted interests of
powerful stakeholders. Unfortunately, such conviction and political will may be hard to
come by. This is why once vested interests become systemic, seeking to eradicate them
may prove virtually impossible.

Farsighted governments would do well to put in place elements that provide checks
and balances to promote equitable systemic outcomes at the onset than to try to belatedly
change course. Hence, even if a government still chooses to focus predominantly on
poverty reduction due to initial compelling circumstances, mechanisms for redressing
economic inequity, be they truly independent unions that give workers a political voice
or apolitical non-governmental organisations (NGOs) that champion social causes, must
be given time and space to develop as checks and balances within the system.

This explains why the economists at United Nations Development Programme
(UNDP) defines inclusive growth as encompassing not only equal job opportunities
and equitable outcomes but also true engagements between a representative State and
a civil society.

Challenges Faced by Middle-Income APT Countries in Raising Income and
Reducing Inequality

According to Kuznets, as a country’s dual-sector economy develops and
industrialises, incomes of urban population will rise faster than that of the rural population
to cause income disparity to widen. This urban-rural divide, however, is poised to
narrow as urbanisation continues. Over time, Gini coefficient will then fall.

Kuznets’ prediction, however, does not bear out in the case of Thailand, Malaysia
and China. Income disparity for these middle-income APT countries has continued to
deteriorate with Malaysia’s and China’s Gini coefficient exceeding the 0.4 warning
level while Thailand’s even surpassing the 0.5 danger level which signals imminent social
unrest.

Arguably, it may be that developments in the three countries have not reached a
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point where inequality starts to shrink. It could also well be that the urban-rural divide
may prove harder to bridge than theoretically assumed. As migrant rural workers flood
to work in the cities, life may improve for them but the regional urban-rural divide
remains because the vibrant growth in the cities sucks in talented professionals,
productive workers, domestic capital and foreign investments, leaving little else that the
hinterlands can use to develop. Hence, the country may see a reduction in overall
poverty rates but disparities between regions may persist or even worsen.

Furthermore, many of the rural migrants arrive in the cities only to become cheap
labour doing low-paying menial jobs that urbanites shun. Their problems are often
exacerbated by archaic policies that
discriminate against them. In China, for
example, migrant workers in the cities continue
to be disadvantaged by their rural hukou which
prohibits them from enjoying the same non-
income benefits as the urban population. The
unfair registration policy affects not only them
but also their children since a person’s hukou
is inherited. In the end, poverty rates may be
reduced but the rich-poor divide in the cities
remains or even widens as the country becomes
more urbanised.

The Chinese policymakers have made
substantial efforts in recent years to rebalance
the regional developmental gap and to close the
rural-urban divide through increased allocation
of resources to inland regions and to the rural
sector. Many migrants have also chosen to
work closer to home as development of the
inland regions takes off. At the same time,
provincial governments in the coastal regions
have begun to look for ways to relax hukou
restrictions as part of their efforts to retain
talents and migrant workers in the face of
dwindling labour supply.

For Thailand and Malaysia, because they are likely to remain bogged down by the
middle income trap for an extended period of time, any improvement in well-being for
the poor unfortunately must come from the government’s redistribution effort. Since
this is not likely to go down well with the haves, the two countries are likely to be mired
in a prolonged period of rising social and political tensions.

Outlook for China, in contrast, looks promising in the long term. The country’s push
for economic restructuring and rebalancing is likely to produce positive results in the
years ahead. Even though China is still behind in terms of technological prowess,
aggressive R&D investments in recent years are likely to help the country close the gap.

The Chinese policymakers
have made substantial
efforts in recent years to
rebalance the regional
developmental gap and to
close the rural-urban divide
through increased
allocation of resources to
inland regions and to the
rural sector. Many migrants
have also chosen to work
closer to home as
development of the inland
regions takes off.
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More importantly, Chinese businesses are doing an excellent job leveraging on their
huge domestic market, low-cost production and improving product quality to effectively
choke off their competitors, some of which have now become targets for acquisitions.
Hence, Chinese per capita income will likely continue to rise and will certainly surpass
that of Malaysia and Thailand in the years ahead. The real concern for China is that
inequality looks set to remain high or even worsen.

Challenges Faced by High-Income APT Countries in Reducing Inequality
Poverty is a non-issue for the three high-income APT countries. However, Singapore

stands out as being the one with the highest per capita income as well as Gini coefficient.
What accounts for Singapore’s aberration from Kuznets’ prediction of falling income
disparity as its economy became more developed? How did Japan and Korea achieve
lower inequality while Singapore failed?

Unlike the rest of the APT countries,
Singapore does not have a rural sector. Singapore
also scores high in terms of CPI. Therefore the
city state’s high income disparity cannot be
blamed on urban-rural divide or on corruption.
The clue may lie in Singapore’s exceptionally high
dependence on foreign capital for its economic
developments, as shown in Table 1.

To be sure, Singapore benefits immensely,
even today, from foreign direct investments.
During the 1970s and 1980s, with the help of
foreign capital, technology and knowhow, the
economy upgraded aggressively and moved up
the value-add ladder. Income for Singaporeans
also rose in tandem. However, by the 1990s
when foreign companies began relocating their
operations to lower-cost locations, Singapore was
forced to restructure its economy by moving into

new industries, and not upgrading within the same industries.
As the departures of foreign companies picked up pace after the turn of the century,

structural employment rose. The skills of many older workers were rendered obsolete
overnight because of the MNCs’ departure. Even though foreign investments for new
high value-add sectors were still coming in, the ageing dislocated workers had difficulty
assimilating new and increasingly complex skills and became progressively less
employable. While professionals, managers and executives in new high growth export-
oriented sectors saw their incomes continue to rise, the low-skill senior workers in the
domestic services sector experienced stagnating or even contraction of income in real
terms. To make matter worse, the influx of low-cost foreign workers further depressed
the wages of these low-income Singapore workers. Over time, income gap widened.

Singapore’s development model is thus fundamentally different from that of Korea

What accounts for
Singapore’s aberration

from Kuznets’ prediction
of falling income disparity

as its economy became
more developed? How did

Japan and Korea achieve
lower inequality while

Singapore failed?
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and Japan. The two East Asian countries chose from the onset to develop the potential
of indigenous businesses and people instead of depending overly on foreign businesses
and labour to build productive capacity and capabilities. The culture of welfare
paternalism and putting community first restrain these local businesses, which have by
now grown into conglomerates, from simply uprooting and leaving because of costs
considerations like foreign MNCs do, thus protecting their workers from extensive
structural unemployment. Even though parts of the operations may be relocated,
dislocated workers are mostly retrained and redeployed within the company.
Furthermore, as a result of lifetime employment practices, value-add of Japanese and
Korean workers also rises with the experience and skills they accumulate as they age.
Japanese workers thus retain their earning power
as they get older.

The net result is that Singapore succeeds in
generating high GDP growth, as evidenced by
its substantially higher GDP per capita, but Japan
and Korea do a better job generating relative
inclusive growth, as demonstrated by their lower
Gini coefficient.

The contrasting experience of the three high-
income countries shows that the key to
harnessing true inclusiveness lies in achieving an
intricate balance between economic and societal
developments. Any developmental model that
is not people-centric and fails to achieve that
balance is likely only to lead to an inharmonious
society over time.

Furthermore, the experience demonstrates
the importance of developing innovative
capabilities and entrepreneurial drive of
domestic enterprises, which Singapore is
actively doing now, instead of depending
predominantly on FDI to fast-track economic
development.

Undeniably, structural adjustment is an
integral part of industrial evolution for any
economy regardless of whether foreign capital
is involved but the Japanese and Koreans have demonstrated that the negative impacts
of the adjustments on the workers can be mitigated if businesses strike a balance between
social obligations and profits. Detractors may well argue that the people-oriented
Japanese and Korean model are underpinned by the countries’ unique history and
culture and are therefore not easily replicable. However, different contextual
circumstances should elicit a different solution, not inaction.

For developing countries seeking to integrate itself into the global economy, the

The contrasting experience
of the three high-income
countries shows that the
key to harnessing true
inclusiveness lies in
achieving an intricate
balance between economic
and societal developments.
Any developmental model
that is not people-centric
and fails to achieve that
balance is likely only to
lead to an inharmonious
society over time.



26  east asian policyeast asian policyeast asian policyeast asian policyeast asian policy

need to attract FDIs to kick-start economic growth seems to be a foregone conclusion.
The benefits arising from influx of foreign capital, technology and knowhow are already
well-documented, so much so that the perils of overdependence on FDIs are often
either overlooked or accepted as the inevitable price to pay for fast-track economic
developments.

The lesson for the less-developed APT member countries is not that FDIs should be
discouraged. Rather, FDIs, while welcomed, should not crowd out local investments.
China, for example, have reversed policies that put local businesses at a disadvantage,
after three decades of granting preferential treatments to foreign companies and have
invested aggressively in R&D in order to nurture its own share of indigenous world-

class enterprises.
An intermediate step for APT developing

countries would be to groom strong and innovative
SMEs that are able to work with and learn from
MNCs but are also nimble in exploiting the immense
opportunities that will emerge with the fruition of
AEC and EAEC. World-class companies need not
all be like the Korean chaebols and Japanese
keiretsus. Take Germany for example. SMEs,
known for producing high-quality and high-tech
machinery, form the backbone of the German
economy. As of 2010, 99.5% of German enterprises
were SMEs. They employed 60.9% of the labour
force and created 53.8% of the total value-added.

Developing dynamic SMEs helps to not only
create and protect jobs, but also provide the
innovative capabilities and entrepreneurial drive to

prevent an economy from falling into the middle-income trap as the economy steadily
loses comparative advantage in labour-intensive industries over time. In short, countries
need organic strengths, not borrowed capabilities to foster long-term sustainable growth.

Hurdles Countries Face in Transiting to a System of More
Equitable Income Distribution

The experiences of the APT countries show that while it may be easier to reduce
poverty, subsequent transition to a system of more equitable income distribution may
be fraught with new challenges emerging from constantly evolving external and domestic
economic environments.

Firstly, as countries seek to move into new high growth higher value-add sectors,
the skills of all those gainfully employed may become obsolete. Meanwhile, new skills
that are needed become increasingly more tedious for ageing workers to acquire. As a
result, older workers may become less employable and over time, their earning potentials
decline and income disparity widens inevitably.

Secondly, wages and other business costs invariably increase with economic

The lesson for the less-
developed APT member

countries is not that
FDIs should be

discouraged. Rather,
FDIs, while welcomed,
should not crowd out

local investments.
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development. Meanwhile, the emergence of competition from other lower-cost
economies results in shifting comparative advantages among economies engaging in
similar activities.  Without new sources of competitive strength, countries may find their
ability to raise wages, especially for low-income workers engaging in low value-add
activities, capped by rising external competition.

Thirdly, policymakers in many developing economies may genuinely lack the
experience or expertise in designing policies that aim to reduce inequality. In the end,
the plights of dislocated workers are often exacerbated either by inapt government
policies, motivated by misguided or narrowly
focused interests, or by ineffective implementation
of otherwise well thought-out policies.

Next, given the relative ease to bring down
poverty rate, the temptation for governments to
use poverty reduction as the be all and end all
policy goal is very hard to resist. The quick and
easy success of achieving that goal diminishes the
motivation for them to do more. It may take a
fairly long time before the poor and even the
middle class realise that the improvements have
stopped but meanwhile, income disparity
worsens gradually but surely.

Finally, an intricate web of vested interests
among different stakeholders tends to develop
as the economy grows. As these vested interests
become progressively entrenched, the poor
become politically under-represented and
economically marginalised.

Growth and Inequality
For low-income countries, it may be inherently

infeasible to try to achieve both poverty reduction
and low inequality at the same time through a
market-based system because capital owners
control the resources to create jobs and will thus
stand to profit more than the workers. In the
absence of such profit incentives, capital owners
may withhold investments that can create jobs to
help alleviate poverty. Hence, for a poor developing country starting out, compelling
initial circumstances may dictate that the country develops its economy first to eradicate
widespread poverty and tackle the inequality later.

On the other hand, for middle- and especially high-income countries which depend
less on capital accumulation as the key driver of growth, the challenge is to foster
sustainable development by broadening the base of growth while seeking for ways to

... the emergence of
competition from other
lower-cost economies
results in shifting
comparative advantages
among economies engaging
in similar activities.
Without new sources of
competitive strength,
countries may find their
ability to raise wages,
especially for low-income
workers engaging in low
value-add activities, capped
by rising external
competition.
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ensure that the gains can be more equitably distributed. In other words, both relative
PPG and IG approaches may not be mutually exclusive. Policymakers may bridge the
ideological divide and find from within both frameworks tenets that can combine to
produce long-term sustainable growth and yet still ensure that workers at the lower
rungs are not marginalised.

Looking ahead, all APT member countries look set to gain from the plentiful new
economic opportunities that will emerge as the region integrates into a big production
base and a huge single market in the coming years. The region is therefore poised to see
impressive improvements in terms of poverty reduction. The real challenge is whether
APT countries can also become more inclusive, in terms of not only opportunities but
also outcomes over time. Otherwise, rapid economic growth may in the end only
exacerbate instead of alleviate inequality.




