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The economy of 
snakes and rabbits 

Dr Larry Haverkamp 
The Last Word 

Two weeks ago, I wrote about the 
biggest economic mystery in 
Singapore: What has happened to 
our economy? Why is it suddenly 
so weak? 

As I mentioned then, we are only 
two tenths of one per cent from 
being in a recession, which is 
"negative growth in real gross do
mestic product (GOP) (after infla
tion) for two consecutive quarters". 
We used to enjoy robust growth 

rates of 3 per cent or 4 per cent, 
with no problems. Even that was 
considered slow, since as recently 
as 2010, our GOP growth was 15.2 

per cent. Ah, those were the good 
old days. 

Last year, growth had fallen to 

2.9 per cent. Even more worri
some is this year's trend. Our 
growth in the last two quarters of 
last year was quite acceptable at 
2.6 per cent and 4.9 per cent. In 
the first quarter this year, it was 
3.3 per cent. Still good. 

Then the GOP totally dropped 
with a growth of minus 2.5 _per 
cent in July to Sept, Q3. That is 
recession territory if it carries on 
for one more quarter, which it 
didn't since GOP growth was plus 
0.1 per cent. But it will be revised 
in two weeks so it could still 
show a negative number and put 
us into recession. 

As for the mystery, there are two. 
One is that we have never had 
negative GOP growth when the 
economy looked so good. Take 
unemployment. It is only 2 per 
cent, which is considered full 
employment since we can never 
get down to 0 per cent (as there 
are always some people "in 
between" jobs). 

So the economy is doing great or 
terrible simultaneously. It seems 
impossible and probably is, except 

QUICK QUOTE 

"One important fact 

about Murphy's Law 

was that it was not 

actually coined by 

Murphy, but by an

other man of exactly 

the same name." 

-ANONYMOUS 

that it is happening. Funny, eh? 
The second part of the mystery 

is: Why? In.previous downturns, 
it has been pretty clear why the 
economy was dropping. But not 
now. 
We can blame the usual suspects, 

like our export partners (China, 
Malaysia, Hong Kong and Indone
sia), but that is only part of the 
story since our exports to them 
are about flat. Something else is 
going on. What is it? 
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IS THIS THE ANSWER? 
I'll cut to the chase. The answer, I 
think, is in consumption. Singa
poreans aren't buying as much 
they used to, and are staying 
home and not spending, and it is 
likely to continue. 

The data gives a hint of this as it 
shows consumption spending has 
declined steadily every year since 
the all-star year 2010 when it hit 
9.2 per cent. The next year, it was 
8 .2 per cent, then 6.7 per cent, 4.8 
per cent, and 3.4 per cent last year. 

The trend is reflected in GOP 
growth, which has been sub-par 
for the fust three quarters of 

. this year. 
Is it because of the haze? That 

may be part of it but a bigger part, 
I think, is "the law of unintended 
consequences". 

What law? Of course, it is not a 
legislative act but an observation 
of how the world works. Murphy's 
Law is an example. It says, "Any
thing that can go wrong will go 
wrong". We have all seen it in ways 
that are both tragic and amusing. 

For example: Decades ago, 

Australia decided it would be a 
good idea to import rabbits for 
hunting. The unintended conse
quence was that rabbits could 
breed faster than the Aussies 
could shoot and there are now 20 

million giant rabbits hopping 
through the Aussie outback. 

Something similar happened in 
India, when it put a bounty on 
cobras. Many were caught and 
killed, but it also started a new 
industry with entrepreneurs 
breeding cobras, killing them and 
selling them back to the govern
ment to collect the bounty. The 
government decided this wasn't 
what it wanted, so it stopped 
paying for cobra skins and what 
happened? The breeders released 
the cobras into the wild, and the 
country ended up with more 
hissing cobras than ever. 

Adam Smith, the father of 
economics, described a desirable 
side of this with the "invisible 
hand". 

In 1776 he wrote: "It is not from 
the benevolence of the butcher, 
brewer or baker, that we expect 
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our dinner, but from their regard 
to their own interest. We address 
ourselves, not to their humanity 
but their self-love, and never talk 
to them of our own necessities but 
of their advantages." 

Our unintended consequence? 
Consider this: We have put new 
restrictions on home and auto 
loans, which left people with no 
choice but to save more to afford 
the down payment for a car or a 
home. If people save, they can't 
consume, which has a multiplier 
effect that takes a big bite out of 
the GOP. Of course, that is an 
unintended consequence and was 
never part of the plan. 

More on this next week, along 
with a surprising consequence of 
the haze on the GOP. Stay tuned 
and keep breathing! 

lhaverkamp@smu.edu.sg 

An adjunct professor at SMU, Dr 
Haverkamp contributes this column 
weekly to help our readers under

stand money matters b€tter. 


