SPEECH BY DR. KOH POH KOON, MINISTER OF STATE FOR TRADE AND INDUSTRY, AT THE
PARLIAMENTARY DEBATE ON THE PRESIDENT’S ADDRESS, TUESDAY, 26 JANUARY 2016

“Supporting the Transformation of our SME Sector”

INTRODUCTION

1. Madam Speaker, | rise to thank the President and speak in support of the President’s
Address.

2. As the President said, we are embarking on “a new chapter of nation-building”. Last

year, we celebrated half a century of economic progress and success. This was the product
of decades of hard work by our forefathers. We will need to have the same resilience and
enterprising spirit, in order to write the next chapter of our economic miracle together.

3. However, with changing population demographics, disruptive technologies and new
global economic challenges, the previous formula for economic success may no longer be
adequate to ensure our economic resilience for the next 50 years. For Singapore to remain
competitive, we need to do things differently and a new formula of success may be required.
Our businesses need to go beyond adding value and competing on costs, and move on to
creating value and competing on innovation. As a significant part of our economy, SMEs play
a crucial role in the transformation of our economy.

4, Madam Speaker, | would like to deliver the first half of my speech in Mandarin and
to conclude thereafter in English.
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Translation for paras 5 to 17

ADDRESSING CHALLENGES FACED BY BUSINESSES

5. | have met many SMEs in the past months, and one recurring theme is how acutely
they feel the pain of their immediate challenges. According to the most recent SBF-DP SME
Index, business sentiment among SMEs has fallen to a four-year low, with the index for
January to June 2016 falling by 0.8 points to 51.1. Our SMEs are under strain due to
domestic business cost pressures, and a worsening external environment.

6. Two of the major challenges that our SMEs face are manpower and rentals.
a. On the manpower front, our SMEs face difficulties due to rising manpower costs,
and difficulties with attracting and retaining talent.
b. On the rental front, many SMEs have reported difficulties from rising rents.

While there are cyclical factors affecting both issues, they also stem from the fact
that Singapore is, ultimately, a small island nation with limited resources.




7. In order to address our manpower challenges, our economy needs to shift toward
growth that is driven by productivity improvement, and make the best use of the manpower
that we have available.

8. Another significant challenge faced by our SMEs is in the area of rentals. Many SMEs
have told me that they have been struggling with rising rent. However, there are signs that
the situation is stabilising. Retail rentals eased by 0.3 per cent and 0.1 per cent in 3Q2015
and 4Q2015 respectively on a quarter-on-quarter basis. Likewise, office rentals eased by 0.1
per cent in both 3Q2015 and 4Q2015, while industrial rentals fell by 0.8 per cent in 3Q2015.
Nonetheless, the Government will do its part by working through the market to ensure that
there is enough space supply to meet long term needs, to mitigate the adverse impact of
high rentals.

9. At Singapore’s current stage of economic development, our companies, SMEs in
particular, need to pursue growth through innovation and internationalisation.

10. We have put in place a broad array of programmes to help companies access the
financing, infrastructure and expertise that they need to succeed. However, many SMEs are
still unaware of the channels of assistance available to them. We will therefore engage and
consult closely with the business community to identify technology trends in each sector
and further improve our support for businesses. We will also further leverage on our SME
Centres to provide SMEs with advice on how to transform and innovate their business
models. The SME Centre can also refer our SMEs to the relevant specialists that deal with
specific technological solutions to get them started on the transformation journey.

CELEBRATING PROGRESS IN TRANSFORMATION

11. Businesses undergoing transformation can be likened to warriors on a battlefield —
they require tenacity and grit. In order to succeed in the competitive landscape and
overcome their various challenges, businesses need to develop capabilities in niche areas
through continuous innovation.

12. Transforming business models and processes can be painful, much like life-saving
surgery. Even business who know they need to transform can be daunted by uncertainties
and fear of what the process entails. There are many examples of SMEs which have
successfully transformed their businesses. | would like to share a few stories, both to
recognise the achievements of our businesses, and to open our minds towards what is
possible if we approach our challenges with a spirit of enterprise and innovation.

13. Take for instance Sanwa Group. Founded in 1977, it focuses on providing
engineering solutions to manufacture high quality, cost effective products. Sanwa faced
problems with access to manpower because young Singaporeans were increasingly less
willing to take up jobs on the production floor. In response, Sanwa invested heavily in
robotics and automation for its production and quality control processes. Factory
automation helped Sanwa to perform highly repetitive tasks, such as moving components
across different parts of the production line, without the need for production workers.




Automation also enabled Sanwa to achieve higher levels of accuracy, reliability and
efficiency. Sanwa found that it achieved at least 50% manpower savings for products that
had been converted to automated production, improved overall productivity by 15%, and
achieved higher sales due to higher quality and reliability of these products.

14. Beyond improving workflow for its existing businesses, Sanwa has also been actively
building capabilities to seek out new business opportunities and niches. By partnering with
our research institutes such as A*STAR’s SIMTech, Sanwa is looking to developing
capabilities to manufacture microfluidics components. This creates a new technological
pipeline and opens up new business avenues for Sanwa.

15. Another potential growth area for Sanwa is in additive manufacturing, and it has
formed a consortium with six other local precision engineering firms to focus solely on
additive manufacturing projects. Supported by Nanyang Polytechnic (NYP) and the
Singapore University of Technology and Design (SUTD), this consortium pools together
capabilities of each member firm in developing additive manufacturing solutions for key
customers in niche areas. Sanwa has shared with me that this collaboration has been
successful because members did not see each other as competitors, and therefore were
willing to share expertise with one another. In fact, members acknowledged that the
competition was global, and that they had to collaborate in order to survive and succeed. |
am heartened by the spirit of cooperation shown by Sanwa and its partners, and hope that
more SMEs will embrace this mentality to develop win-win outcomes for the broader
industry.

16. Another example that | would like to highlight is Skylace Langauge School. In
comparison with Sanwa, Skylace is a smaller business, with less resource for capital
investment. Nonetheless, this has not prevented it from taking steps to similarly transform
its business. To reduce the workload of its teachers in having to mark students’ worksheets,
Skylace digitised its worksheets onto tablets. This way, not only do students receive instant
feedback on their automatically-marked assignments, it also frees teachers up to focus on
their main job — teaching. Skylace is now looking to implement the same technology to
automate its administrative functions, such as payroll.

17. The underlying point of all the examples is that all SMEs, large and small, have the
potential to transform their businesses through technology to address business challenges
and open doors to new business opportunities. Regardless of the type of business, there is
something that they can all leverage on to make themselves more productive. The
Government is committed to helping SMEs transform, but businesses have to recognise the
need for innovation and transformation, in order for Government support to be effective.

18. Madam Speaker, may | now finish the rest of my speech in English.




HARNESSING ENTREPRENEURSHIP AS A DRIVER OF CHANGE

19. Beyond helping established SMEs to transform, we must continue our efforts to
support entrepreneurs and build a vibrant start-up ecosystem in Singapore. Start-ups,
particularly those with high-growth potential, are an important source of innovation in our
economy, and help to rejuvenate our business landscape. Today’s innovative start-ups are
transforming many aspects of our lives, from the way we travel and the way we shop to the
way we live or interact with others. The use of Facebook, Uber and Airbnb are well known
examples.

20. Over the past years, there have been strong, concerted efforts by MTI and many
government agencies to build a vibrant start-up ecosystem in Singapore. Through the
collective efforts of both the start-up community and the Government, we now have in
place the key building blocks of a successful start-up ecosystem — infrastructure, financing
support, community and culture. For instance, in the past year, JTC Launchpad@One-North
was launched as a deliberate effort to create a start-up cluster in the one-north area. The
response to Launchpad has been good, with occupancy currently at over 90 per cent.

21. As a result of these efforts, the start-up scene in Singapore has gained increasing
momentum. For instance, the Global Start-up Ecosystem Ranking in 2015 put Singapore’s
start-up ecosystem at 10™" place in the world, an improvement from 17t place in 2012. Our
population has also become increasingly entrepreneurial in outlook. Based on surveys by
the Global Entrepreneurship Monitor (GEM), the proportion of our working age population
actively involved in an entrepreneurial activity has increased from 4.9 per cent in 2006 to 11
per cent in 2014.

22. At my recent visit to the JTC LaunchPad@one-North, | was struck by the passion,
optimism and can-do spirit of the start-ups that | met. ShopBack was one of them.
Recognising a market gap in the growing e-commerce space within Singapore and the region,
ShopBack set out to revolutionise the e-commerce landscape by tying up with online
merchants to provide cashback to online shoppers. Its young founders, whom | spoke to,
were not trained in computer science or computer programming, but that did not stop them
from taking the bold step of starting their own company.

23. Aware of Singapore’s unique value proposition as a well-established Asian hub for
business, with close links to the fast growing Asian market, ShopBack decided to build a
base here and use that to target neighbouring Asian markets. Within 18 months of its
formation, ShopBack had moved into our neighbouring markets such as Indonesia and the
Philippines with support and facilitation from IE Singapore, while the e-commerce landscape
in these countries were still relatively less mature. Today, ShopBack has over 400,000
regional users and receives over three orders every minute.

24, As a first-mover in a rapidly growing e-commerce space, ShopBack is well-placed to
establish itself as an important link in the e-commerce value chain, and ride on the global e-
commerce wave. Our SMEs and start-ups must constantly be on the lookout for new
opportunities, and not be constrained by our geographical limits, just as how ShopBack has
recognised the global nature of its business, which means that it must internationalise at a



very early stage of its development, to reach out to a wider customer base. This is a
different approach from our traditional brick-and-mortar SMEs, which will only
internationalise at a later stage.

25. Shopback may look like a thriving and promising start-up today. But in fact, their
initial proposal for government funding was rejected by our agencies! Firmly believing in the
market value of their business idea, the initial rejection, according to the young founders of
Shopback, was actually helpful in making them think and work harder on their ideas and
eventually they caught the eye of investors who provided them with further seed capital.
ShopBack started out with three co-founders less than two years ago, and they now have
close to 60 staffs, with an average age of only 27 years old.

26. Clearly, in the case of Shopback, it was not the Government efforts alone that got
them started. In transforming our economy to be future ready, start-ups can be a driver of
change. But we must ask ourselves these questions:

a. How can we create a more conducive ecosystem for our entrepreneurs to thrive?

b. Are there hindrances that we must remove to allow ideas to germinate and
innovative start-ups to thrive?

c. Will over-supportive policies stifle the fighting spirit and the desire to succeed,
much like how over-watering a plant will kill it? How do we calibrate the
relationship between government and industry to ensure the optimal amount of
intervention and creative-tension? Is this a case of “doing more is not doing
better but actually doing more harm”?

d. How can we be more flexible in the ways we help start-ups and SMEs, in areas
where it matters?

27. As we move from SG50 towards SG100, and cast our thoughts on what our future
economy entails, these are questions that we need to think carefully about.

28. The entrepreneurial spirit of our next generation, like the group who started
Shopback, will open new avenues through which we can create the economy of our next 50
years. The Government must rethink how it supports our entrepreneurs, and work closely
with the entrepreneurial community to build a vibrant start-up ecosystem.

29. Today, we stand at a critical inflexion point in the journey of our nation-building.
Even as we celebrate the successes that we have enjoyed in the past 50 years, we also need
to take the necessary steps to build the framework and the groundwork for our future
generations from a position of strength. The path forward does not promise to be easy. We
are acutely aware of the pains that our SMEs are going through, and we are prepared to
walk this path with them. We will continue to provide strong support to SMEs that are
prepared to transform and enhance their businesses. We will work closely with trade
associations and the business community to ensure that our SMEs continue to succeed. We
will seek new growth industries to set the stage for our future economy.

30. With the business community, the Government and the people working hand-in-
hand, | am confident that the next chapter of our economic story will transcend what had



preceded before, and bring about greater prosperity and opportunity for each and every
Singaporean.

31. With that, Madam Speaker, | support the motion.



