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Fiscal policies will have to be fundamentally
repurposed to bring advanced countries’
debts down to sale levels, avoid global
instability and renew social solidarity.

Tharman
Shanmugaratnam

When | started ofl as an
eotnoinistat the Monctiry
Authority of Singapore in the
early WEOs, the Latin Amerlcan
debt crisis was threatening global
financial stabdlivy, Debis in several
il !IIL' CONLNENT & Connarmies
nu[m'-;!i ra 70 per cient ol GLF an
average = well Bevand the
threshold considened sustainable
at the time. It took a whole
decade o resolve the crisis,

Today, it is the advanced
econommics that feature many of
the same traits, but on a muoch
larger scale. The G-7 countries
heawne EOVETEL MR delits averaging
1200 e cend ol GDP, Crovernmenis
depend on central banks to keep
interest rates down oo avoid o
selfi-reinlorcing escalation of
debes, And with polarised andd
fragmicnted politics, governing
prties find i difficult to tghten
the fiscal belt without lesing the
mext election,

A GROWING SYSTEMIC RISK

Whae's differcnt is that they are
accumiilating debis withouit the
constraings that emerging
markets [ace. They can borrow in
their own currencies, they have
decper bond markets, their
cenitral banks have relative
independence, and the markets
simply give them Bvour as
..'-I.I'I.'-!lll L'I.I COUniries,

Bt bt i this vory becway thiat
allowes them to run up syvatemi
risks. Mo one Koows exactly
where the lmits lie, but
ever-growing debt ratios will
increase the interest rates that
lenders demand, bead to chionic
financial instability, erode trust in
reserve currencies, and ulrimately
wiraken :q.lm.'.-'[h |:|!-:.J:l.|||'5.

Sentiment can also change
suddenly, as we gaw in the UR
o marker rovalt in "1.|'|1|I"'I1ItH'T
2022 - the so-called “Liz Truss®
maonient And markets today are
maare fragile for the fact thar key
participants, like hidge funds, ane
themiselves highly leveraged.

Yo the |.'|I;.:|.'=~I! fiscal ¢ |'|J|||=.'Ji|.';|."-
siill lie abwad. Government
bBudpgets will be strained by ageing
aacletes, the unavoldable meed
wcbdliregg clbate -\.'||.'|:||.'||.'. and the
halstering of delences in several
citntries amildst peopalithcal
iis=order,

Coverniments can no longer rely
a1 inflation to detlate the value of
their debts, the way they did in
the decades after the Second
World War. Today’s older
electorate will surely resist this.
The only realistic solutions
imvodve higher taxes or bower
spending, and in most cases both
Base the lonper countries pul this
off, the Larger will be the needed
reforms, and more excreciating
the political choices, It will risk
imposing an unbearable cost on
today’s younger waorkers and the
mext peneration, and unravelling
the social fabric on which
democracics depend.,

NOT JUST AUSTERITY

Bt this cannot simply be an
agenda for fiscal austerity, The
rizal challenge is 1o repurpasse
fiscal policy more fundamentally
and with positive ambitien,
People must be able fo see the
vilue in the governiment spending
that thelr tives support, and have
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reason o be conlident of the
future. They must also keow tlat
everyone is contributing faicly to
revenues based on their
rESOATTES,

The key, toa, is to ensiure
economic growth. Without ik,
fiscal health cannot recover, and
amwy form of social solidaricy
brcomes harder to sustain. There
i fortunately pood evidence that
certain tax increases, closing of

loopholes, and spending reforms,

- can be implemented without

much harm to growth.
Bringing government delbits

back on wrack hence requires o

new ethos, wot just bechnical

© parpets. It needs a few major

reorientations in fiscal policy
thinking.

PRIORITISE PUBLIC GOODS

First, to refocus speiding on

. public goods, not just on

individuial benelits: especially
elfective pullic education and
healthcare, modernised eergy
grids and pubbc transport
syatems, & D and lifelong
bearning institutes, snd sporting
and recreational parks that
benefin all

Baear i mind that hilgh-gualiny,
accessible public services, from
pre-schools o plaving ficlds 1o
ril systems, benefit ordinary
poopie the most. They ane in
ellect redistributive, withonot
1|.'|:. illg [LI4] u:\:p-hl.i[ lran=ters o
individuals, And as research
shows, public fcilithes foster
Interaction anmwng :||_u_||:|'||_- ol
diverse hackgrounds, ipsell
h'-"{:'““e: Lo promaote sockal
mpabiliey.

FOCUS ON ECONOMIC
INSECURITIES

Second, to rebalance the welfare
state itsell to focus on what
CONCErTE |a-|.'|'t-|.'|]l.' (ELLEEY | {|L'.n|i:|.|.-;
with major insecurites in lie
Surveys show that the broad
magority of ||1'|an]1|.1' Are mdare
wentried about insecurity than
inequalicy per e Inegualivies
certainly mankle, but are not their
biggest ComCrmn,

All the more teday, as jobs
bercoemi liega assuped, and as
poeople live longer and are more
weortied about their well-being In
retivement or belng suddenly
saddied witly 4 major hospital bil,

It takes ve back oo the Iden at
the heart of the original soclal
clemncratic vismn, shared by both
the centre-lelt and centre-right in
viktually every advanced nation
althiugh they termed it in
different ways. It was focused on
soCial insurance as a means of
helping people deal with
Ineecurity and misforoone. The
post-wir Beveridge plan in thae
UK epdiomised this, Everyons
wapgitild contribuire 'ﬁl':-l'|il‘|ll.'.l1|lf Bk &
cornirn o], knowing that ey

= stood b get somve protection il

they fell on hard times,

The jgdea was groanded on
risk-sharing, rather than
redistribution. But here too, the

- people o benefit the most were

thiose at the lower rungs of Lhe
incomwe ladder. It is they whose
jobs are most precarfous, who ar
mone Hkely o deop out of the
warkiorce because of L health,
and whio lack the savings to deal
with setbacks, And the payolts

: from social insurance have always

meant much less o those with
higher incomes.

There must always be adequate
support fof the poorest and most
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Putting gavernment finances on a sustalnable track will be an enormous political challenge i mary advanced countries, it
can only Be achieved with new fiscad and social compacts that help rebwild collective optimism in the future, says President
Tharman Shanmugaratnam, sdding that Nacsl policy must be repurpased lor the common good. PHOTD. AP

villnerable in sockety That,
howrever, 15 ot the major expense
i poday s welfare states. The teal
challenge is to rebalance the
SYRIEI; WY I transfers to
individuals on a much krger
scale, beyond those most in need,
and tovwards benefits of 4 mone
collective nature. In other words,

to puk the “secial” back into social
democracy.

PREPARE FOR CRISES

Fhiedd, to think longer term. W
means moving from an excesshve
focus on smonthenlng the

eobiiomie cvele, towands |||'.i.||;!i|11,;
the buffers meeded o address thi
miuch larger crises that can
devastale our societies, and the
needs of ageing populations.
Crises exict an imsvitable cost
However, for many years now we
have scen heavy doses of
macroeconombc soimubus being
.|.|!|;!-i|-e:-:| with each crists and
downiturn, without then being
withdrawn with the same
robustniess when things recover
I resull has betm perpetually
barge bhudpet deficits, and
prolonged case in monetary

The real challenge is to
repurpose fiscal policy
more fundamentally.
People must be able to see
the value in the
government spending that
their taxes support, and
have reason to be
confident of the future.
They must also know that
everyone is contributing
fairly to revenues based
on their resources...
EBringing government
debts back on track hence
requires a new ethos, not
just technical targets.
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paolicy, that leaves little space to
address the next major crisis.

We must expect crises o keep
combng at us, They are baked into
e 1hewy Hluh..!ul ]JIH‘I‘.".'I]!II.‘
Covid-r¥ is unlikely to be the maost
lethal pandemic we will
experience. Climate change will
demand sustained fiscal offort,
bt to imvest in the transition to
clean energy and to respond (o
increazingly frequent disasters.

BEND HEALTHCARE COSTS

Healtheare: and retlrement
securioy welll be the IRET L drivers
of povernment spending in the
vears aheasd, They also highlight
iz Tiscal compircts needisd Lo
chsure both fairmess and
sustainable finances.

There it o one healthcare
misdel te be emulated
internationally. But a few features
R DOIRITE AnaonE Colniries
that are .|r.'!||l.".'||:|._|.: better hiealth
outoames, a1l alTordalale cos

First, I|:|.11.' Feaie windversal
healthcare insurance, It may be
rian publicly, or by publicly

case in Switcerland. But the
essential feature is ensuring
cveryaie s in the poal, J:IiLT'.Ii.‘Ii.I'I_I.;
the young, the healthy and the
well-off, who may otherwise opt
ouit of a natkbonal scheme, Wiikom
sty a diversified poal, the cost al
covering the serioashy 0] will be
much highwer,

Second, however, we cannol
rely oo heavily oo insurance to
pay the bills. Experience shows
how it can lead to more cxpensive
clrugs and treatments being
prescribed than are climically
necessary, and for patients o
willingly take them on as they
don't think they are paying fin
hver. v leads o higher costs for
SVETVOne aver tms

Co-payments by palients ane
hence necessary o keep a check
am costs. Bub equally, we need
mcans-tested subsidies to help
those with lower incomes to pay
for both their indurance
premiwms and out-of-pocket
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s determinants of health are
i imiportant

i payments. It keeps them

potected, and avoids anyvone
weing discouraged from seeing
thi doctor,

Universal insurance

L oo-payments by patients, and

robust means-testing of benefits

Ehenoe make for systems that are

bsth fairer and more affordable.
Healtheare that is instesd frec at
the hospital or point of service, as
it still is in some countries, is far

i from progressive. I simply gives
i those who are wealthy the same

benefits as the poor.
Third, more effectve spending
can bend the rrajectory of

¢ healtheare costs. And we know
¢ the highest lscal and social

returns come from spending 1o
help prople stay healthy, starting
from childhood, so they reduce

the need for healthe are iself

Hence the critical need to shape

children’s diets and ensure they

are active in =chool, Recent
reseanch also shews that “deaths
of despabr” In the US -~ from
drugs, aleohol or sulcides - ane
linked most strongly 1 people

i being detached from the
regulated private insieers as is the

workforce, and being less
integrated in the community,
They are among the examples
that show that the saciil

eatly
and can be addresged
at miuch lower cost than medical
Care,

REFORM RETIREMENT SECURITY

Pension relorms an: uegently

needed, but have beon the most
[ difficult to make politically, Calls

from the left and rght of the
paditical spectrum are even niade
to undoe previows rlorms. Yet, a
sustainable system of retirement
securkty ks indispensable fos
sochal solidarity

Tradhional, stare-organised

i sociil seciurity schemes are still

¢ the miainstay ol petireman

L ineome for ordinary people in

E mast advanced countries.

: However, while benetts are Heoed

in advance {“defined benefits™),
theey are ot funded in advanee,

Busiress
shrwsdackifspheomsg
Sport

staporisEsph ComL g
Lite

stiifefbsphocomsg

Art

SATURDAY, JANUARY 3. 2026

Payouts to retirees are instead
fundied each year by current
workers, and as societies age the
burden on those still working will
become untenable, without
reforms

Depnmark and Sweden made
adjustments early, Governments
explained the choloes: people
b to either waork Tor |.1|||.||-'_1'r, L)
accepl bower incomes in
retiremant, or have existing
workers increase theis
contributions o fund retirees.
They' canmy o a consensus that it
was [airest to raise the retirement
age in step with life expectancy,
Germarry s debating simdlar
reforms. But time is running out
on many ather defined benefir
srlemies.

Part of the solutien has been to
rely increasingly on indivicual
retirement acoounts - where the
amount you withdraw in
retirement depends on the
contritruticns you made inbo your
account and the mwestmsent
returns that yvou carned. The
payouts from these “defined
contribution” schemes are hence
FIII,"'“I"I-:!L"L"_ unhlike defined benefi
schemes.

However, the shift to indiridual

= accounts has posed two

challenges, which have been
neglected in most countrics. First,
equity. As there s no longer any
redistribation of benelits within a
commoen pool, the poor are often
left without adequate income in
retirement. S0 defined
contributien schemes lave (o be
complemented with other ways of
supperting them.

In Singapore, we do that
through the povernment budget.
The Government supplenents the
retirement savings of
lower-income workers - through
Worbdare during their working
viears; through home ownership
granis that emable asset
appreciation; and by topping up
thu=iF SCCDUNLS I PeeCIFCTweEn ot ol
Those with smaller balances also
get higher rerurns on their
SAVINES.

Second, the fvove froom defined
benefit to defined contribution
schemes has, in practice in most
syatems, shifted hwvestmsent risks
onto the shoulders of the
uclividual, The results have been
trowhlingly uneven, Left (o their
own investment decisions,
ordinary people often
underperform the simple market
imclices over time. And in systems
like the US, where you are
allowed to withdrw your money
each time you leave a job, the
v cliam worker has seen little
accumulation of retirement
savings.

There are, however. alternatives,
The Netherlands, Denmark and
Singapore have each adopred
collective defined contribution
schemes, where savings- are
pocbed and managed by an
independent body. In the
Singapore case, individuals are
also sheltered from the risk of
capital market volatilivy, which is
borme an the Govermmient’s own
balance sheet instead,

These examples show how the
patta s of delined contrllubon
schiemes can be overcome, They
are an important middle ground,
of retbrement schemes that can
serve the needs of ordinary
workers while ensuring financial
sustainability.

SUSTAINING PROSPERITY ITSELF

Putting government finances on a
sustainable track will be an
enormoi s polivicall challenge in
many advanded countries. It can
only be achivved with new [iscal
and social conypacts that help
rebuild collective optimism in the
Iuture.

Wi have to repurpose lscal
palicy for the common good - by
relocasing on much-needod

wibille poods that everyone can
|'|:':|.|'r':|[ fram, rathier than
lag - SCAlE Translers to
inclivicluals: lw addressing the job,
huealth and retirement insecuritics
that are ||'Il:' [MAMET CONCer T i
both the poor and the middle
class, more than inequalities at
large; and by thinking ahead and
secking to avert major criscs that
can Inflict lasting damage on ou
sSOCHELHES.

Ir b o we renew the sense of
solbdarity Thit sustains pOADEriTy
andd uncker |l,u|.|~. democracy lsell

# Thas artiche is abridged and
adapted from the Miriam Pozen
Prize Lecture delvered by President
Tharman Shanmugaratnam at the
Mazsachusetts [nsttute of
Technolagy on Dec 9.
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