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In contrast, the monthly household wage of the top decile rose by $14,660 (i.e. $31,806 – $17,146) over 
the same period. That works out to an average annual increment of $1,047 to their monthly household 
wage or about 20 times that of the lowest decile households. 
  
In other words, the wage trends of household at the top and bottom deciles were diverging at a high 
rate of about 20 times. 
  
Observed over a longer time frame, the cumulative impact of this diverging trend of wage growth in 
absolute term will be astounding. On an annual basis, excluding bonus, the bottom decile household 
annual wage went up by $8,568 from $14,676 in 2003 to $23,244 in 2017. The top decile, on the other 
hand, saw an increase of $175,920 in their annual salary from $205,752 to $381,672 between 2003 and 
2017. 
  
Graphically, we can see that the bar chart for the bottom decile barely moved while that of the top 
decile shot up. So, even though the difference in the annual rate of wage increase in percentage 
between wage groups may look miniscule and the lower wage groups may even experience higher wage 
growth rate, the increase in actual dollar value works out to be much greater for the higher wage 
groups because the increment is a percentage of a larger base amount.  
  
In general, the lower the monthly household wage, the slower household wage will rise in absolute 
terms, as evidenced by the flatter trend line at the lower deciles. 
 

 
 
In short, the different wage trends in dollar term points to the existence of an absolute inequality 
gradient gap among the different deciles (See figure below). As long as this gradient gap is not 
narrowed, the dynamics is such that wage inequality will continue to widen at an accelerated rate to 
the disadvantage of the households at the lower rungs. 
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B. Gini Coefficient Makes Inequality Seem Less Large 
  
Notably, the deterioration of the wage gap happened even as Gini coefficient moderated from its 
peak and is now hovering near the level registered in 2003. 
  
After the turn of the century, as the economy recovered strongly from a series of shocks, including the 
dotcom bubble burst, the New York 9/11 attack, and the SAR bird flu scare, wage inequality began to 
widen noticeably between 2003 and 2008 with Gini coefficient climbing from 0.457 in 2003 to a peak of 
0.482 in 2007. It then fell marginally because of the effects of the Global Financial Crisis but still hovered 
around 0.47 until 2013 when it declined to 0.463, as a result of Government’s income-enhancing 
measures. Since then, it has remained relatively unchanged at 0.458 in 2016 and 0.459 in 2017. 
 

 
 
The moderation of the Gini coefficient from its peak of 0.482 in 2007 gives a perception that inequality 
has been restrained and economic development for the past decade has become more inclusive. But as 
has been shown, when viewed in absolute terms, wage inequality has not only widened but it is also 
happening at an accelerated mode due to the wide gradient gap. 
 Assuming nothing is done to tackle the gradient gap and the current model is allowed to continue, it 
will not be hard to imagine what the graph portraying the absolute wage inequality will look like over 
the next 20 to 30 years. 
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Because Gini coefficient is a good measure of relative inequality but does not reflect absolute inequality, 
it makes inequality seem less large. Gini coefficient is thus prone to misleading us into thinking that 
economic growth is more “inclusive” than it is. 
  
In reality, absolute wage inequality may continue to worsen even if Gini coefficient is maintained at 
the current level.  Clearly, the model is neither socially inequitable nor sustainable. 
  
 
C. Caught in a Low-wage Trap 
  
The root of the problem is that wages at the lower rungs are so low that even a higher wage growth 
rate would translate into a puny amount of increment in terms of dollar value.  
  
A case in point is the cleaning industry’s announcement on 12 November 2018 that, based on the 
Progressive Wage Model, cleaners will finally be entitled to an annual bonus equivalent to two 
weeks of their monthly salary on top of a 3% annual wage increase from 2020 onward. Assuming that 
they are making $1000 a month, the monthly increment they get every year will be just $30, a puny 
amount that will hardly make a difference. 
  
In effect, these households are caught in a ‘low-wage trap’ because of their weak bargaining power and 
their plight is not reflected by the Gini coefficient. For these households, raising wages incrementally 
by linking it with productivity growth is unfair. Government’s transfer measures may help to marginally 
mollify their pains from stagnating wages and rising living costs but hardly enough to fundamentally 
improve their lives and to save for the future. A substantial step-up adjustment is therefore necessary 
to bring wages first to a more equitable level before further increment is pegged to inflation and 
capped by productivity improvement. In the words of Singapore’s eminent economist Lim Chong Yah, 
low-wage workers need a “fair starting point” which explains his proposal of “wage shock therapy” in 
2012 to lift the wage of lowest-paid workers by 50% over three years. 
  
To narrow the gradient gap, the low and stagnating wage at the lower rungs is only half the picture. The 
other half is the runaway wage growth at the top rungs. There are therefore merits in Lim Chong Yah’s 
suggestion to also restrain pay increases at the top for three years. 
  
The challenge facing the incoming 4G leaders is therefore not how to mollify the pains of the low-wage 
households with more and more transfer measures which will inevitably translate into mounting fiscal 
burden to the state. Rather, they need to work on narrowing the gradient gap by critically reassessing 
the current model of development to ensure that households at the lower-rungs have an equitable 
share of the pie and are not left behind because they do not have a political voice. 
  
  
D. Relative or Absolute Inequality? 
  
All these while, political expediency dictates that policymakers focus on controlling relative inequality, 
hence the use of the relative Gini coefficient. In reality, however, the real harm is done by the widening 
absolute inequality because when wages are too low for those at the bottom, even just getting by with 
bare necessities becomes hard. And this is only about wage inequality. We have not even begun looking 
into income inequality and wealth inequality. 
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The incoming 4G leadership therefore has a difficult choice to make. 
  
They can squarely face the true state of inequality in Singapore and review past policies to come up 
with a new vision of an inclusive society. This would entail a long overdue relook at how the economic 
pie is being sliced and distributed among business owners, capital owners, workers, and the 
government. The problem here is the government’s vested interests as not only policymakers but 
also business owners, through the government-linked companies and their webs of subsidiaries, as well 
as capital owners, through the state investment companies. 
  
Moreover, success will still depend on whether the new leadership demonstrates enough sincerity and 
whether it possesses the suasive power to bring all together to work toward that common vision. Many 
of those (about 30% of the populace at last count) who have been left behind economically have 
become so disillusioned and distrustful that even engaging with them will be a real challenge.  
  
Alternatively, they can persist with the current focus on relative inequality with the same unwavering 
conviction but risk seeing anguish and possibly also opposition to continue swelling in the coming years. 
More importantly, there is a distinct possibility that absolute inequality may in time deteriorate to a 
point where social stratification will become so fortified that any future efforts to U-turn will be 
exceedingly tedious or worse futile. 
 
 
https://www.tanmengwah.com/lower-rung-households-low-wage-trap 
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02. Comparing Singapore's Wage System with that 
of the Neoliberal US and Social Democratic 
Sweden 

 
In effect, Singapore adopts a hybrid system comprising of the US combining the US' 
Earned Income Tax Credit programme, which Singapore calls Workfare Income 
Supplement (WIS), and of Sweden's collective bargaining system which resembles, but is 
fundamentally different from, Singapore’s Progressive Wage Model (PWM). 

 
19 November 2018 
 
We have just learned that as a relative measure of inequality, Gini coefficient has the shortcoming 
of not reflecting absolute inequality. So long as the wages at the lower rungs grow relatively as fast (i.e. 
in term of percentage) as those at the upper rungs, Gini coefficient will stay the same, even though the 
difference in wage increase in absolute amount (i.e. in term of dollar value) from a 1% growth for low-
wage workers versus a 1% growth for high-wage workers can be significantly in favour of the latter 
because their increment is a percentage of a larger base amount. 
  
Hence, even though Gini coefficient has moderated from its peak, wage gap in dollar term continues 
to widen at an accelerating rate. An absolute inequality gradient gap now exists between the top and 
bottom rung households (See figure below). The households at the bottom are caught in a low-wage 
trap because their monthly wages are so low that their annual increment fails to translate into 
meaningful amount in absolute term. 
 

 

 
A. Singapore Progressive Wage Model and Workfare Income Supplement 
 
It’s not that the Government has done nothing to help the low-wage workers. In 2008, the Government 
implemented the Workfare Income Supplement (WIS) to top up the salaries of low wage workers. This 
was followed in 2012 by the Progressive Wage Model (PWM) developed by tripartite committees 
consisting of unions, employers and the government to help uplift low-wage workers in specific sectors 
by mapping out a clear career pathway for their wages to rise along with training and improvements in 
productivity and standards. However, the Government’s efforts have so far failed to help the low-wage 
households escape the low-wage trap. 
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The PWM, for example, has failed to lift wages of workers at the lowest rung to a “fair starting 
point” from which subsequent increments can be meaningful. The WIS, on the hand, also fails to 
narrow the diverging wage trends (i.e. the absolute inequality gradient gap shown above) between 
wage earners in the top and bottom rungs. Wages at the top are still racing ahead unrestrained while 
low-wage workers struggle to keep up with the rising living costs. 
  
A case in point is the cleaning industry’s announcement on 12 November 2018 that, based on the PWM, 
cleaners will finally be getting a 3% annual wage increase from 2020 onwards. With their month salary 
now at about S$1,000 a month, the monthly increment they get every year will be just $30, a puny 
amount that will hardly make a difference. It shows the cleaners’ serious lack of bargaining 
power despite being represented by a government-dominated and -led union. 
  
Today, it has been estimated that 20% of the households in Singapore is afflicted by poverty.[1] The 
implementation of the WIS and PWM has not stopped voices clamouring for a legislated minimum 
wage. 
 
To understand why Singapore wage system has failed to lift households at the lower rungs from poverty, 
it may be instructive to compare it with the wage system of the US, a country that is not only the flag 
bearer of the now discredited neoliberal economic regime but also the most unequal among the OECD 
countries, and of Sweden, a Nordic country that stood for social democracy since the 1930s and is today 
among not just the least unequal (most inclusive) countries but also the most competitive economies in 
the world. 
  
B. Singapore’s Wage System Compared to that of the Neoliberal US and 

Social Democratic Sweden 
 
The American wage system is one made up primarily of a minimum wage supplemented by the Earned 
Income Tax Credit (EITC). The federal minimum wage was first signed into law by Franklin D. Roosevelt 
in 1938 while the EITC was enacted in 1975. The EITC is basically an anti-poverty tool within the US tax 
system to subsidize work by the poor so that a low-income family with earned income gets a payment 
from the government to supplement its wages. It is business friendly because it helps to raise the 
earnings of the workers without adding more burdens to the employers. At the same time, the higher 
earnings may also help to increase labour supply by enticing more to return to work. 
  
But minimum wage is by no means the only way to go. The Nordic countries, of which Sweden is 
one, do not have a minimum wage. Instead, wages are set by collective bargaining between the 
unions and the employers without interference from the government. The negotiated floor wages vary 
between industries. 
 
The Nordic trade union organisations vehemently oppose a statutory minimum wage because of the 
countries’ high union density and high collective agreement coverage. Nearly all Swedish citizens, for 
example, belong to one of about 60 trade unions and 50 employers' organizations that negotiate 
agreements guaranteeing a floor wage differentiated by age, skill or seniority. Individual wages, 
however, vary between enterprises and among employees. At the enterprise level, supplements based 
on bargaining will be added to the minimum level. The average wage level is therefore usually above 
the minimum rates defined by the collective agreements. Usually, the final minimum wage tends to 
hover near 60-70% of the average wage.[2] 
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C. Singapore’s Hybrid Wage System  
 
Unlike the US and Sweden, Singapore adopts neither the former’s minimum wage system nor 
the latter’s collective bargaining conducted directly between the unions and the employers free 
from government’s interference. In effect, Singapore has adopted a hybrid system combining 
the American EITC programme, which Singapore calls WIS, and the Swedish collective bargaining 
system which resembles, but is fundamentally different from, Singapore’s PWM. Unlike the hands-off 
Swedish approach, Singapore's trade union is dominated and led by the Government. 
 
In adopting the unique hybrid system, policymakers are able to avoid both the contentious minimum 
wage system of the US and the union-led collective bargaining of Sweden. Instead, wage adjustments 
for low-wage workers in different clusters of industries are determined based on recommendations by 
the tripartite committees for each cluster using the cluster-specific PWM that the respective 
committees developed. Their proposed adjustments to wages are in turn bounded 
by recommendations set by the National Wage Council (NWC) which is another tripartite body 
established to formulate wage guidelines so as to ensure that wage increments are in line with 
Singapore’s long term economic and social development, taking into consideration factors such as 
productivity growth, employment situation, international competitiveness, and economic growth and 
prospects. This, in effect, leaves very little room for collective bargaining through the PWM and any 
wage adjustment is first and foremost capped by the NWC’s recommendations. In other words, the real 
bargaining is already done at the NWC not at the sub-sectors through the PWM. 
 
In short, wages are in the end determined more as a administrative review process based on pre-set 
guidelines rather than by bona fide bargaining led by independent unions armed with threat of 
industrial actions. 
 

https://www.tanmengwah.com/comparing-sg-us-sweden-wage-system  
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03  Wage Outcomes from the Three Wage Systems 
 

In terms of wage outcome, Singapore’s hybrid model compares poorly with that of both 
the US and Sweden. Singapore’s minimum wage of US$735 (or US$955 if S$300 WIS is 
included) is far behind that of Sweden’s US$3,139 or US’ US$1,160 (or US$2,400 when 
the hourly minimum wage is adjusted to US$15). 

 
19 November 2018 
 
Notably, even without minimum wage, the workers in Nordic countries are among the best paid in the 
world. Monthly wages range from a high of US$3,742 for Finland to US$3,139 for Sweden and a low of 
US$2,706 for Denmark.[1] Because of Swedish workers’ stronger negotiating position compared to 
many other countries, real wages increased almost 60% between 1995 and 2016. Today, the Nordic 
countries are among the most inclusive economies in the world. 

 

In contrast, the US is the least inclusive among the OECD countries because of its low minimum wage. 
In 2018 dollars, the real minimum wage hit a high of US$11.55 in 1968 before it started declining to a 
low of US$6.41 in 2006.[2] This was despite productivity jumped by 83% from 1973 to 2006. Had the 
minimum wage risen correspondingly with overall productivity rate of its economy since 1968, it was 
projected that workers would be earning about US$21.72 per hour by 2012, instead of the US$7.25 they 
were getting only since 2009.[3] 
  
As for link between wages and overall economic growth, even though national output 
doubled between 1979 and 2005, rise in after-tax household real income was only 6% for the bottom 
fifth of income earners and 21% for the middle fifth but 80% for the top fifth and 228% for the top 1%. 
  
In short, despite robust economic growth and impressive gains in productivity, particularly during the 
1980s and the 1990s, the Americans were actually taking home less over the years. 
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Today, more and more US companies and state governments are recognizing that the current federal 
minimum wage level of US$7.25 is too low to even guarantee a socially inclusive standard of living. 
They have begun adjusting it substantially. In 2012, for example, the Obama administration signed an 
executive order to raise the minimum wage for all workers employed on federal contracts to US$10.10 
an hour. 
  
Meanwhile, cities and states are also exercising their option to push up their own minimum wage. Three 
years after a nationwide movement “Fight for $15” began in 2013, thirty states had set their minimum 
wages higher than the US$7.25 federal minimum wage by end of 2016.  California, New York, 
Massachusetts, and DC have committed to raising theirs to US$15. In August 2018, Anaheim, the host 
city of Disney, passed a living wage ordinance requiring large companies to pay employees at least 
US$15 an hour, rising to US$22 an hour by 2022 and keeping pace with inflation thereafter. In October 
2018, after receiving strong criticisms that one third of its employees are on public assistance, Amazon 
raised minimum wage to $15 for all 350,000 US workers. In March 2019, a bill to raise the federal 
minimum wage to $15 cleared a legislative hurdle. It is now due for a vote by the House of 
Representatives.[4] 
  
The effects of a legislated minimum wage in the US have been debated for decades. Studies in the past 
have contended that increases in minimum wage can lower workers’ earning potential because 
employers often respond by reducing hours. However, this is negated by several studies including one 
conducted by the US Census Bureau and published in March 2018.[5] More pertinently, the study also 
found that a 37% rise in the federal minimum wage in the years leading up to the Great 
Recession would have slowed income inequality. This is because giving low-wage workers a “fair 
starting point” helps them enjoy meaningful future wage growth in absolute term. 
  
Not surprisingly, in terms of wage outcome for workers, Singapore’s hybrid model compares 
poorly with that of both the US and Sweden. Singapore’s US$735 (or US$955 if S$300 WIS is included 
for workers aged 35 and above), which is what a cleaner earns, is far behind that of Sweden’s US$3,139 
or US’ US$1,160 (or US$2,400 when the hourly minimum wage is adjusted to US$15).[6]  
  

Comparison of Major Indices between Singapore, US and Sweden 

 

Note: 
^ US$955 include S$300 WIS for workers aged 35 and above. 
# The US’ minimum wage is in process of being adjusted to US$15 per hour in the coming years. The monthly wage of 
US$1,160 is based on current hourly minimum wage of $7.25 while US$2,400 is based on hourly minimum wage of $15. 
* Unemployment rate among native Swedes is at 4%. The figure for foreign born is more than 15%. Sweden saw an 
influx of about 600,000 immigrants in total over the past five years. The labour force has grown by 7.8% since early 2014, 
compared with 4.7% in Denmark and 4.9% in Norway. Immigration is one of the most contentious issues facing Sweden 
today. The high unemployment of the immigrants due to mismatch of skills is draining the government fiscal surpluses. 
@ Number in parenthesis indicates the country’s ranking. 
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Comparison Using Other Performance Indices 
 
Remarkably, Sweden’s high ‘minimum’ wages have not dented its overall economic competitiveness. 
It has the highest GDP per capita among the three countries and its low unemployment rate of 4% for 
Swedish natives also contradicts the argument that higher real wage growth will inevitably cost jobs.[7] 
More importantly, Sweden’s low wage inequality has enabled it to achieve more favourable social 
outcomes, as evidenced by its international rankings based on Human Development Index and 
Happiness Index, not to mention also its high total fertility rate of 1.909 compared to Singapore’s 1.14. 
  
Comparatively, therefore, Singapore workers at the lowest rung are paid substantially lower than their 
counterparts in the US and Sweden. The combined workings of WIS and PWM have so far failed to help 
low-wage workers here obtain an equitable wage compared to American workers under the legislated 
minimum wage system or the Swedish workers under their bona fide union-led collective bargaining. 
  
The implementation of the WIS is said to have been inspired by the Earned Income Tax Credit (EITC) 
programme practiced in the US.[8] But the experience of the US shows that the implementation of the 
EITC has not negated the need for a minimum wage, particular one that is pegged to living costs. 
Today, Singapore is part of the fewer than 10% of countries globally that do not have a legislated 
minimum wage policy. 
  
Given that the WIS is merely a supplement, it cannot be expected to make up for the sizable shortfall 
caused by the absence of a minimum wage pegged at least to a living wage. The ‘blame’ should be 
rightly attributed to the PWM which has failed to lift wages workers at the lowest rungs to a “fair 
starting point”. As a result, as pointed out by Professor Lim Chong Yah in his 2012 proposal of a ‘Wage 
Shock Therapy’, any wage adjustment today based on the PWM will not translate into meaningful 
increment for the low-wage workers. 
 

https://www.tanmengwah.com/wage-outcomes-from-3-wage-systems  
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04. Why the Current Wage Model (PWM + WIS) 
Falls Short? 

 
The problem really is that PWM fails to acknowledge the fact that wages for workers in 
the lower rungs have been artificially and unfairly depressed in the past by the practice 
of wage dumping. Hence, before linking wage increments to productivity growth and 
workers’ performance, there is a need to redress that inequity by first lifting wages to a 
‘fair starting point’. 

 
9 September 2019 
 
To be sure, the concept of Progressive Wage Model (PWM), which seeks to set wages based on career 
advancement and skills upgrading of individual workers, has its merits. Arguably, the work of National 
Wage Council (NWC) can also be said to have served the purpose of preserving and enhancing 
Singapore’s long term competitiveness. A hard-to-dispute guiding principle adopted by the NWC 
towards that end, for example, is that real wage increases should be in line with productivity growth. 
  
A. Wages in Lower Rungs are Far from a “Fair Starting Point” 
 
The problem really is that PWM fails to acknowledge the fact that wages for workers in the lower rungs 
have been artificially and unfairly depressed in the past because of their weak political voice. Hence, 
before linking wage increments to productivity growth and workers’ performance as per the guidelines 
set by PWM and NWC, there is a need to redress that inequity by first lifting wages to a ‘fair starting 
point’. 
  
It is therefore important to emphasize that the minimum wage debate is more than just about showing 
compassion. Much as we hate to admit it, the low-wage workers had gotten an inequitable deal in the 
past because the influx of low-cost foreign workers resulted in stagnating or even declining wages. As a 
result of that inequity the workers suffered due to their lack of bargaining power and political voice, 
their wages today are far from a “fair starting point” from which they can enjoy meaningful wage 
growth. The minimum wage debate is therefore more about an overdue redress for the inequity 
suffered by the low-wage workers over the past two decades due to Government’s liberal foreign 
workers policy. 
  
B. Inequality Today Driven by Government Policy Not Just Globalization 
  
To be sure, globalization has always been an important driver of inequality for Singapore’s dual-track 
economy comprising a higher growth “global track” dominated by MNCs serving the external markets 
and a slower “local track” with mostly indigenous SMEs serving the domestic markets. Because the 
activities in the “local track” have lower value-add, workers here command lower wages than those in 
the higher growth higher value-add “global track”. 
  
During the 1980s, when Singapore was experiencing high growth and the difference between the two 
tracks was minimal, wage inequality improved initially as evidenced by the fall in ratio of the top to 
bottom quintiles of households by wage from 14.4 in 1980 to 11.4 in 1990. 
  
By the 1990s, however, wage differentials began to widen as Singapore’s upgraded economic 
structure amplified the effects of the dual-speed dual-track economy.[1] Gini coefficient rose from 
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0.44 in 1990 to 0.47 in 1999.[2] By 2000, the ratio of the top to bottom quintiles of households by wage 
rose again to 20.9. 
  
After the turn of the century, the unequal wage distribution persisted particularly after 2004 when the 
economy began to recover strongly from the shocks brought about by the dot-com bubble burst, the 
New York 9/11 attack, and Hong Kong bird flu scare. Amid the impressive growth, Singapore was also 
undergoing structural changes moving decisively away from manufacturing to high-end services. 
Foreign direct investment in the manufacturing sector, as a ratio of gross domestic product, shrank from 
36% to 21% but grew in the financial and insurance services sector from 36% to 43%. This bolstered the 
skills premium for high-end workers in those sectors while less-skilled workers displaced by the 
shrinking manufacturing sector were redeployed to the lower value-add domestic services sector, such 
as public transport, cleaning, retailing and construction.[3] 
  
Rightfully, the floodgate for unskilled foreign workers destined for domestic services sector should 
have been narrowed or closed at this point, so that the jobs in that sector could go to the older 
Singaporean workers facing declining employability in the knowledge-based economy. 
  
The situation was unlike during the ’70s and ’80s when manufacturing jobs were abundant and 
Singapore workers were also in their prime. Foreign workers were brought in then to supplement, not 
supplant, them. In the end, the growing economic pie helped to raise wages across the board. 
  
In contrast, with a shrinking manufacturing sector after the turn of the century, the influx of low-
skilled foreign workers willing to work for less depressed wages for the Singapore workers at the lower 
rungs. By 2007, the Gini coefficient peaked at 0.482 but moderated to 0.474 in 2008 and 0.471 in 2009 
only because of the financial crisis.  
  
In short, globalization has certainly been a driver of inequality particularly since the 1990s but after the 
turn of the century, it was the government policies on foreign workers that caused wages in the lower 
rungs to stagnate while wages at the top were allowed to grow unrestrained. 
  
C. The Issue of Wage Dumping 
  
Given Singapore’s small population and limited talent pool, it is unrealistic to think that we can do 
away with foreign workers and talents. Notwithstanding, foreign workers should be brought in to 
supplement not supplant the local work force. In reality, we now have foreign workers competing for 
jobs not only at the lower rungs but also in the middle rungs. 
  
Singapore’s liberal foreign worker policy stands in stark contrast to the approach of the European 
Union (EU) countries. In 2004, after the grouping’s enlargement, the EU member states saw an influx of 
migrant labour and service providers from the new Eastern-European member states. Many of these 
foreign service-providers resorted to winning contracts by bidding low and bringing in labours from 
their home markets to cut wage cost. The practice, known as wage dumping, threatened to depress 
wages of and to take away jobs from native workers. In Finland, for example, East European workers 
employed were paid as little as €2 per hour when the minimum wage was €20. In Switzerland, Slovenian 
workers were paid €8 per hour instead of the €27.5 guaranteed by the collective labour agreements. 
  
Against the strong objections of the unions, the European governments, including Finland, Sweden, 
Norway, Denmark, Switzerland, Germany, and Austria, acted swiftly to clamp down on wage 
dumping.[4] In countries where wages are determined by collective agreements, unions sought to 
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extend the agreements to industries with a high number of labour migrants and to compel foreign 
service-providers to also sign collective agreements. Today, wages within the EU remain among the 
highest in the world and the Gini coefficient the lowest.[5] It is so because the unions constantly play 
their singular given role as the staunch defender of workers’ welfares. 
  
More recently and closer to home, Japan also began legislating the import of foreign workers to address 
its problem of ageing population and declining birth date. Japan's fertility rate dropped below 2.1 
childbirths per woman - replacement level - in the 1970s and now stands at around 1.4. The country 
also has one of the world's longest life expectancies (85.5).[6] 
  
To be sure, Japan had been guilty also of wage dumping since as early as 1993 when it introduced 
a technical intern program with the professed aim to transfer skills to developing countries. But the 
scheme, which is still running, ended up as cover for companies that want to import cheap 
labour. Many interns were found to have been saddled with debts in coming to Japan and ended up 
being exploited. 
  
In March 2019, a new visa system was implemented to allow foreign workers aged 18 or older to apply 
for two new residence statuses — one for people who will engage in work that requires a certain level 
of knowledge and experience and another for work that entails higher skill levels. To prevent these 
workers from being exploited and to ensure that their arrival will not depress wages of Japanese 
workers, employers are required to pay wages equivalent to or higher than those of Japanese 
nationals. With the new visa system, Japan plans to bring in 345,000 foreign workers over the next five 
years.[7] 
  
D. What is wrong with Singapore’s Tripartite Unionism? 
  
The problem with Singapore’s tripartite labour relations is that it is overly dominated by the 
Government with the union headed by a cabinet minister. The appointment puts him in a situation 
where he is perennially faced with a conflict of interests between ‘fighting’ for the welfare of the 
workers or to fulfill his given first and foremost mission to foster industrial peace as a minister. 
  
To be sure, it is not all bad to have the Government leading the union movement given Singapore 
history of disruptive communist-instigated industrial actions in the 1950s and early 1960s. By seizing 
control of the unions after coming to power, the 1G Government restored industrial peace which in 
turn attracted foreign investments that enabled Singapore to achieve transformative 
developments within a few short decades. During this period, having a minister heading the trading 
unions worked to the benefits of the workers by giving them a strong political voice. In the 
end, unionism led by the Government therefore worked for Singapore during the earlier phases in 
terms of not only economic developments but more importantly also nationhood building. 
  
However, after six decades of uninterrupted absolute rule with almost no opposition, the Government 
today is no more only the policymaker and regulator but also a capital owner with extensive 
investments through the state-owned investment companies, and a business owner through the 
government linked companies and their webs of subsidiaries. 
  
In other words, unlike in the earlier years when the 1G political leaders were completely altruistic in 
their motivations, the current Government faces growing conflicts of interests that may in the end 
sway its policymaking that results in inequitable distribution of economic gains. 
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In the face of a conflict of interests, it will take a strong political leader like former President Ong Teng 
Cheong to know his true call of duty. In 1986, he was both a cabinet minister and a union chief when he 
sanctioned a 2-day strike in the shipping industry without first informing his cabinet colleagues thus 
incurring their wrath. But political leaders of his integrity are hard to come by. 
  
Indeed, this conflict of interest played out in a bad way soon after the turn of the century when the 
economy recovered strongly from the initial shocks brought about by the dotcom bubble burst, 9/11 
attack, and the Hong Kong bird flu scare. The government decided to go for “growth at all costs” and 
sanctioned the influx of foreign workers to drive growth and to suppress wage costs. The union chief 
was thus faced with the dilemma of supporting the influx of foreign workers for higher economic 
growth or to oppose the liberal foreign worker policy to safeguard the interests of workers. 
  
As it turned out, with the influx of low-cost foreign workers, Singapore GDP grew annually by an 
impressive average of 8.75%. During the same period, Gini coefficient widened significantly from 0.464 
in 2004 to reach its peak at 0.489 in 2007. 
 
https://www.tanmengwah.com/why-current-wage-model-falls-short 
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05 Helping the Lower-Rung Households Escape the 
Low-Wage Trap 

 
The implementation of a minimum wage has to fit into a bigger scheme of things. If 
anything, inclusive growth is more about building a vibrant economy than just about 
increasing wages. As the wages of the lower rungs are being pushed up by the minimum 
wage due to the cascading effect, a vibrant economy is needed to withstand the higher 
wage cost. Success of implementing a legislated minimum wage therefore depends on 
also making changes to a host of public policy. But most of all, building a genuinely 
inclusive society requires more than just a switch to a minimum wage. For Singapore, 
true inclusive growth demands nothing short of the Government coming up with a new 
vision backed by a new social contract because the existing ones are fast becoming 
obsolete in the face of new challenges Singapore faces both internally and externally.   

 
9 September 2019 
 
It will be foolhardy to think that the current inequitable wage system is socially and politically 
sustainable. 
  
The true extent of relative inequality is much higher than what the Gini coefficient depicts not only 
because of the inherent shortcoming of the index but also because of the way the index is calculated in 
Singapore. The picture is even worse if we look at absolute inequality which is not measured by the 
Gini Coefficient. 
 
Currently, Singapore adopts neither the US’ minimum wage system nor the Swedish collective 
bargaining conducted directly between the unions and the employers free from government’s 
interference. In effect, Singapore has adopted a hybrid system combining only the US’ EITC programme, 
which Singapore calls Workfare Income Supplement (WIS), and Sweden’s collective bargaining 
system which resembles, but is fundamentally different from, Singapore’s Progressive Wage Model 
(PWM). Unlike the hands-off approach adopted by the Swedish government, Singapore's trade union is 
dominated and led by the Government. 

 

Adopting the unique hybrid system allows Singapore’s policymakers to avoid both the contentious 
minimum wage system of the US and the union-led collective bargaining of Sweden. But the difference 
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in wage outcome of the three systems clearly demonstrates that low-wage workers in Singapore are not 
getting a fair deal. 
 
So what can Singapore do to help workers in the lower rungs escape the low-wage trap? 
  
The choice for policymakers is really between instituting a bona fide collective bargaining process 
involving only the employers and an empowered union without any interference from the government 
(i.e. the Swedish/Nordic model) or legislating a minimum wage supplemented by the WIS (i.e. the 
American model). 
  
A. Why not Sweden’s Model of Collective Bargaining? 
  
For collective bargaining to work, there must be a long history of independent union movement with 
union leaders and workers not only knowing their rights but are also able to conduct effective 
negotiation with employers. To have bargaining power, unions need to be armed with the threats of 
industrial actions. Negotiations can easily turn irrational and confrontational unless there is 
an environment of trust between the stakeholders. Such environment of trust, however, takes time to 
nurture and can only come possibly through an extended period of social and economic disruptions 
during which both sides seek out the opposing side’s baseline of negotiation. 
  
In the case of not only Sweden but Europe in general, unionism began more than a century ago in the 
late 19th century. The outcome today is a result of a long process of trials and tribulations by 
generations of Swedes who first struggled, at times violently, for a better life as envisioned by socialism 
and Marxism, then survived the traumas of the Great War (WWI), only to be thrown into the economic 
chaos of the Great Depression a decade later, following which Fascism and Nazism dragged Europe 
back into an even more devastating Second World War, before lasting peace finally returned and social 
democracy took root. 
  
By the 1950s, the mindless killings and destruction of the two continental wars and the economic 
hardships brought about by the Great Depression had helped Western Europe galvanize a strong and 
broad postwar social consensus among all stakeholders that the forces of capitalism must be 
tempered so that the markets serve the people. Western European nations started to construct a new 
order that could ensure economic growth while protecting societies from capitalism’s destructive 
consequences. In that new order, states would become the guardian of society rather than the 
economy. 
  
Comparatively, Singapore’s unionism has a very much shorter history. Moreover, given the dominant 
role of the Government in the union movement, Singapore’s top-down version of unionism differs 
fundamentally in structure and dynamism from the Sweden’s bottom-up movement. There is no 
tradition of collective bargaining union leaders can fall back on to help guide negotiation. The high 
business cost environment today also makes it infeasible for the burden of higher wages to be 
shouldered solely by businesses without any assistance from the Government. More importantly, given 
the State’s extensive direct interests in the economy, it is unrealistic to think that negotiation can even 
take place without involving the Government. 
  
In short, Sweden’s model of bona fide collective bargaining between independent unions and 
employers without interference from the government is unlikely to work in Singapore’s context, at 
least in the short or even medium term. 
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B. Why Legislated Minimum Wage is the Way to Go? 
  
This leaves Singapore with the choice of implementing a legislated minimum wage, payable by 
employer, augmented by the workfare income supplement (WIS), payable by the Government – a wage 
model similar to that of the US. Given Government’s dominant influence and extensive interests in the 
economy, it is in the best position to decide how the economic pie is being sliced to benefit the 
different stakeholders. A top-down approach is therefore the best bet for Singapore. 
  
To be meaningful, the legislated minimum wage, regardless of whether it is across the board or sector 
specific, should be pegged to either living costs or to a fraction (e.g. half) of the median wage. The 
former approach guarantees workers a socially-inclusive standard of living while the latter ensures that 
workers at the bottom automatically enjoy relative wage growth with the rise of the median wage and 
are therefore not left behind. 
  
Of course, an even better alternative is to combine both approaches so that minimum wage is pegged 
to living costs to begin with and will float according to the median wage so that final wage is set at 
whichever level is higher. 
  
To be sure, there are great challenges in implementing a legislated minimum wage. Any misstep 
caused by rash implementation or mismanagement can be costly for the economy. A case in point is 
when President Moon of South Korea increased minimum wage 16.4% in 2018 and 10.9% in 2019 to 
make good his campaign promises of lifting wages at the lower rungs. In the end, the spike in wage 
costs led to layoffs of low-income workers and failures of small businesses. 
  
Moreover, the impact of a minimum wage is more far-reaching than involving only the households in 
the lowest rung. Just as a wage spike in top-rung pulls up wages in the rungs beneath it, an increase in 
minimum wage also has a similar cascading effect that will invariably push up the wages of households 
in the rungs above. The implementation of a minimum wage therefore has serious cost implications 
and challenges for the long term development of the economy. 
  
It would have been easier if Singapore had embarked on the process when economic growth was 
strong. Because of the procrastination, any meaningful adjustment today needs to be substantial and 
hence will be very painful particularly given the fragile state the economy is in, not to mention also the 
increasingly challenging and competitive external environments. 
  
To minimize the adverse impacts on the economy, the Government can help to lessen the burden on 
the employers by continuing with the WIS. The supplement will also give Government the flexibility to 
step up its assistance to help employers tide over an economic slowdown. 
  
Moreover, the implementation can be carried out in controlled stages based on a transparent 
timetable so that it can be accelerated during periods of higher economic growth but slowed when the 
economy faces headwind. A very good example of how this is done is the legislative efforts of the city of 
Anaheim in the US to first more than double the hourly minimum wage from US$7.25 to US$15, 
followed by adjustments to US$22 by 2022 before subsequent increments be capped by inflation. 
  
Government can also take the lead by first implementing minimum wage policy through all 
government-linked companies and government agencies. Businesses on government contracts must 
also be required to pay minimum wages to their workers. In 2012, for example, the Obama 
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administration signed an executive order to raise the minimum wage for all workers employed on 
federal contracts from US$7.25 to US$10.10 an hour. 
  
More importantly, the implementation of a minimum wage has to fit into a bigger scheme of things. If 
anything, inclusive growth is more about building a vibrant economy than just about increasing wages. 
For without a strong and sustainable economy, any talk about minimum wage would be mere lip service. 
As the wages of the lower rungs are being pushed up by the minimum wage due to the cascading effect, 
a vibrant economy is needed to withstand the higher wage cost. 
  
Success of implementing a legislated minimum wage therefore depends on also making changes to a 
host of public policy. For example, Government must be willingness to forego its vested interests so 
that all available resources can be garnered to help raise the minimum wage. That includes 
also suspending wage growth for top earners as proposed earlier by Professor Lim Chong Yah. To 
ensure that import of new workers do not depress wages of or take away jobs from Singaporean 
workers, the Government also need to review foreign worker policy and address the issue of wage 
dumping. Meanwhile, efforts to reduce business costs must be intensified so that SMEs can afford to 
pay their workers more. In particular, the Government needs to address the issue of high land costs 
and business rentals which have increased significantly over the past two decades. 
  
But most of all, building a genuinely inclusive society requires more than just a switch to a minimum 
wage. The US is a good example. Even though it has a legislated minimum wage since 1938 and earned 
income tax credit (similar to Singapore’s WIS) since 1975, wages had been systematically depressed and 
workers had been taking home less since the 1970s despite rising corporate productivity and 
profitability during the period. It’s only after their society has been torn apart that the Americans are 
waking up to the true extent of income and wealth gaps and are now belatedly acting to narrow the 
gaps. 
  
For Singapore, true inclusive growth demands nothing short of the Government coming up with a new 
vision backed by a new social contract because the existing ones are fast becoming obsolete in the 
face of new challenges Singapore faces both internally and externally. 
  
The Government has pledged spending $50 billion to $100 billion over next 50 to 100 years to 
address challenges posed by climate-change. More importantly, the top political leadership has 
displayed commitment and resolve in its plans to tackle those challenges. 
  
Compared to the risks posed by climate change to the long term wellbeing of Singapore, the problem of 
inequality is no less critical than and the task of tackling it is no less daunting. Building a truly inclusive 
society therefore demand no less resources and efforts as well as long-term commitment and iron-
willed determination from the political leaders.  
  
In the weeks following the National Day Rally when the plan was make public, the Government spared 
no effort in educating the public on climate change through the mainstream media including airing 
television snippets repeatedly during prime time. The same commitment and resolve should be 
accorded by the top political leadership to implementing a minimum wage. 
  
C. Government’s Position on a Legislated Minimum Wage 
 
As aforementioned, the true extent of relative inequality is much higher than what the Gini coefficient 
depicts not only because of the inherent shortcoming of the index but also because of the way the 
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index is calculated in Singapore. The picture is even worse if we look at absolute inequality which is not 
measured by the Gini Coefficient. Official data also shows that, even though Gini coefficient has 
moderated and stabilized for the past decade, households at the top are earning 20 times annually 
more than the bottom rung because of the absolute inequality gradient gap. 
 

 

More importantly, Singapore’s current wage model of PWM plus WIS has failed to lift wages at the 
lower rungs to a “fair starting point” for any wage increment hereon to be meaningful. Today, low-
wage workers in Singapore are one of the lowest paid among the developed economies. 
 
Yet, the Government has repeatedly insisted that a legislated minimum wage is not the way to go. Why? 
  
One simple reason is that they are holding absolute power and are in control of the unions and 
mainstream media. Other than when the issue is routinely and harmlessly broached during certain 
public seminars and forums, there is really no pressure to change. Moreover, implementing legislated 
minimum wage is a mammoth undertaking that requires fearless grit and iron-willed determination not 
only because of the deeply-entrenched vested interests that need to be tackled but also of 
the complexity involved. Maintaining status quo is therefore an easier and less risky option. 
  
But a more uncomfortable truth may be that the root of many problems (not just wage inequality) we 
see today can be traced to the switch of Singapore’s focus in economic development, since the turn of 
the century, from generating income, which is broadly shared by all stakeholders based on their 
contributions to economic growth, to generating wealth, the gains of which narrowly accrue only to the 
minority of rentiers comprising of increasingly well-organized institutional capital and asset owners. 
  
Keeping wages low at the lower rungs is a critical factor needed for the success of that switch from an 
income-generating economy to a rent-seeking economy. [See Part VI: Singapore's State Rentierism & its 
Impacts on Inequality] 
  
If that is true, then inequality is no more just driven by the environmental (i.e. globalization), as it was 
in the 1980s and 1990s. Rather, inequality today has become systemic because of deliberate rent-
seeking government policies. 
 
 

https://www.tanmengwah.com/helping-hhs-escape-low-wage-trap 
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