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Impact of Asian Economic Crisis on Selected Human Resource Management
Strategies: A Study of Singapore-Based Companies

Summary:

This study attempts to investigate the impact of the recent Asian Economic Crisis

(AEC) on two major human resource (HR) strategies: Recruitment and Selection, and

Compensation and Benefits. Although articles were written from economic and

financial analyses perspectives, very little research has been done on the impact on HR

issues. Beside a descriptive analysis of the AEC, this paper presents some empirical

information that might serve as useful guide for making significant decision to deal with

such crises in other parts of the world. This exploratory field study used a two-pronged

approach of sample interviews and an extensive survey. A structured questionnaire was

administered on human resource and senior managers of Singapore-based companies.

Descriptive and relevant multivariate analyses were performed on the collected data. It

was found that that there was no major impact on recruitment and selection practices,

excepting the temporary hiring freeze and retrenchment of some employees. Some

changes in the compensation and benefit strategies were observed in the quantum of

variable bonuses and salary increments. Implications of the findings were discussed for

management decisions and for future research.
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IMPACT OF ASIAN ECONOMIC CRISIS ON SELECTED HUMAN
RESOURCE MANAGEMENT STRATEGIES: A STUDY OF SINGAPORE-

BASED COMPANIES 1

During the last decade, the East Asian countries grew at a healthy 8.2% annually. It was predicted that by
the year 2020, Asian countries like China and South Korea would be among the world's top 15, alongside
Pacific powers like US and Japan (Yeo, 1995). This phenomenal economic development of the region
was often dubbed as the “Asian Miracle” (World Bank, 1993).

Unfortunately, this unprecedented growth was halted when the Asian Economic Crisis (AEC)
erupted in July 1997. The crisis started off in Thailand and it spread rapidly to other Asian countries.
Currencies plunged and there was a significant threat of continued political and economic instability.
Asian economies most affected by the crisis include Malaysia, Thailand and Indonesia (Kato, 1998). By
the end of 1999, the recovery began and Asia returned to growth much faster than expected. Singapore
was technically out of the recession by May 1999 (ST, 1999c). However, there is apprehension regarding
the full recovery of Asia from the AEC.

Although Singapore had the right economic fundamentals to weather the crisis better than its
neighboring countries, yet organizations experienced substantial impacts on several management areas,
including human resource (HR) management. With the current emphasis on transforming Singapore into a
knowledge-based economy, HR is playing increasingly important role in providing organizations their
competitive advantage. Hence, the study of the impact of AEC on HR strategies in Singapore deserves
special attention. Although some studies have been conducted to explain the factors behind the crisis and
to provide possible solutions for the affected economies, no study could be identified that investigated the
impact of the AEC on the HR strategies of companies. This experience-based study attempts to provide
some empirical information in this regard that would be useful for decision makers and future researchers.

Research Questions
The following research questions are formulated to achieve the objectives of the study:
1. What is the nature of change observed in the recruitment strategies during the AEC?
2. What are the types of changes made in the selection procedures during the AEC?
3. Are there any changes in the compensation package used during the AEC?
4. What changes are made in the components of the benefit package during the AEC?

LITERATURE REVIEW
The Asian Miracle
East Asia was one of the fastest growing regions in the world until the regional financial crisis that has
affected it since the last quarter of 1997.  According to the UN World Economic Survey, East Asia grew
by an annual average rate of 4.5% during the last decade, while ASEAN’s (Association of South East
Asian Nations) average was at 6.8%. The comparable rate for the US was 1.4% and 1.7% for Europe.
ASEAN member countries were ranked among the world’s largest hosts of foreign direct investment
inflows.  At the same time they are becoming significant foreign investors themselves, mostly in other
less-developed Asian countries.  The OECD has projected the Asia-Pacific to grow by 5-6% to the year
2010. On the other end, the comparable rates for North America and Europe were set at 2-5% and 3-4%
respectively.  Again, the interdependence among the countries of the region manifests itself in the forms
of intra-regional investment and trade flows. For instance, intra-regional trade in East Asia was 37% of
the region’s total trade in 1989 (Regional Outlook, 1995; The Straits Times, 1993). Annual growth rates
of the real GDP of nine East Asian countries for the past five years are presented in Appendix I.

The successful economic transformation of the Asia from poor, less developed nations to such
high growth performers has often been praised as the “Asian Miracle”. Since the 1960s, the high
performing Asian economies have grown three times as fast as Latin America and five times faster than
sub-Saharan Africa (World Bank, 1993). Some attributed this phenomenon to “Asian values, practices
and focus ” (e.g. education, family and teamwork), while others attributed it to “external financial and
economic factors” (e.g. foreign investment and technology transfers). Asia's success was not a miracle, it
was a result of the effort put in by the Asian governments (Krugman, 1994; Garnaut, 1998; Henderson,
1998).

                                                                
1 The author wishes to acknowledge the contributions of the following people in the data collection works
and other assistance provided in the completion of this project: Chan Lay peng, Hue Geok Huey, and Loo
Ya Lee, of Nanyang Business School, NTU, Singapore.



The Origin of the AEC
The first signs of the crisis appeared when the Thai economy began to slow down during the first half of
1997 (Pearlstein, 1998). Speculative attacks against the baht by currency traders hoping to profit from a
devaluation was triggered. Despite the insistence of the Thai government and the Bank of Thailand (BOT)
that the exchange rate could be defended, market confidence was low (Warr, 1998). To defend its
currency, BOT depleted its foreign currency reserves by over US$10billion within six months. When the
devaluation finally came on July 2, the baht almost immediately lost 17% of its value against the US
dollar (Tan, 1999). The AEC has begun. It spread quickly to other Asian countries as investors fled from
the region, since the depreciation of the baht was expected to erode the competitiveness of Thailand's
trade competitors. This was known as the “contagion” effect (Fischer, 1998). Stock and property prices
plummeted. Banks and corporations that had borrowed heavily in dollars, yen and marks, landed in huge
debts. Social, economic and political stability was undermined.

The AEC was regarded to be a result of the following factors (Montes, 1998): (a) Southeast Asian
economies lost their competitive advantage with the entry of low-cost producers (e.g. China) into the
international export arena; (b) Significant current account deficits in many Asian economies; (c)
Undisciplined expansion and diversification in the domestic financial markets financed by short-term
private borrowing; (d) The “contagion” effect; and (e) Structural weaknesses (e.g. trade restrictions and
capital controls) (Sugisaki, 1998).

Impact of the AEC on Asian Countries
The impact of the crisis on some East Asian countries is summarized in Appendix II, while the impact on
Southeast Asian countries is discussed in the following sections. These countries were found to have
drawn increasing interest and attention from developed economies for international trade and foreign
direct investments. The emphasis of this paper is on the impact of the AEC on HR issues of the countries,
although the economic issues could not be ignored.

Thailand: Thailand's financial meltdown was similar to the 1994 Mexican crisis (Warr, 1998).
Negative growth rates were experienced in 1997 and 1998. Unemployment (9%) has risen by about half
in 1998, with 500,000 people jobless and another 2,000,000 expected to be unemployed in 1999. Around
1,000,000 migrant workers from Myanmar, Cambodia and Bangladesh could be deported (World Bank,
1999).

Indonesia: At the peak of the crisis, the rupiah lost 80% of its US dollar value. There were
sizable layoffs, especially in import-intensive industries. More than 2,000,000 people might have already
lost their jobs and this number could triple by the end of 1998 (World Bank, 1999). Indonesia's real sector
was severely affected because of political instability associated with the presidential succession issue.
Exports failed to take off as expected. The sudden negative shock to private sector wealth arising from the
increase in value of foreign debt caused firms to postpone or cancel investment spending. Individuals
reacting to growing uncertainty cut back on discretionary consumption. A decrease in government
spending also added to the reduction in aggregate demand (McLeod, 1998).

The Philippines: The Philippines peso was one of the first currencies to suffer intense
speculative attack after the devaluation of the Thai baht. Nevertheless, the Philippines has not been hit as
hard by the AEC (Intal, et. al, 1998). Dismissals accounted for 60% of recent employment adjustment
measures, temporary layoffs for 15%, and the rest had hours reduced. The country's specific issue was the
repatriation of Filipinos in overseas employment, who have contributed annual remittances of
US$6billion (World Bank, 1999).

Malaysia: The ringgit suffered a loss of almost 50% of its exchange value against the US dollar
at its lowest point (Athukorala, 1998). GDP growth rate plummeted to -7.5% in 1998 from 7.81% in
1997. Although unemployment remained low at 2% to 3% in 1998, closures and retrenchments were on
the rise. A considerable part of the burden could fall on immigrant labor that constituted 1.7 of the
8.7million labor force. Graduate unemployment is also expected to increase (World Bank, 1999).

Singapore: The pressure experienced by Singapore due to the crisis in the neighboring countries
became evident on July 17, 1997 when the Monetary Authority of Singapore (MAS) allowed the
Singapore dollar to fall, which went to its lowest level since February 1995 (Cheng, et. al., 1998).
Liquidity was tightened by the MAS's periodic intervention to support the weakening Singapore dollar.
Even so, Singapore has weathered the crisis better than other ASEAN countries (ST, 1999g). The
economy saw growth of 1.2% in first quarter of 1999 (1Q99). In May 1999, Ministry of Trade & Industry
(MTI) revised its 1999 growth forecast upward by 1% point to 0%-2% (WWW, 1999).

Watsons' (1999) quarterly (2Q) update of HR data shows that the forecasted average salary
increase across all industries for 2000 (3.5%) is lower than that for 1998 (4.2%). Around 44.9% of
companies indicated the intention to freeze salary increase in 1999, more favorable than the forecasted



70.5% in 4Q98 (WWW, 1999). According to the labor market report for 3Q99 by the Ministry of
Manpower (MOM), job vacancies surged by 30% to 25,126 in September 1999.

The Road to Recovery
By the end of 1999, growth has returned to Asia far faster than many would have expected. In April 1999,
stock markets in Hong Kong and Singapore hit an 18-month high (ST, 1999b), and Singapore was
technically out of recession by May 1999 (ST, 1999c). The forecasted annual GDP growth rates of the
affected countries looked promising with Korea leading the pack at a growth rate of 6.53% in 1999 as
compared to -5.8% in 1998 (Appendix- I).

However, Asia's rebound still has a long way to go if recovery means bringing the region's
performance back to that before the crisis. Economist and strategist, John Calverley noted that there are
still some countries with weak recoveries (ST, 1999f), whereas Harvard economist, Jeffrey Sachs,
expressed “uncertainties about the clean-up of debt and long-term institutional reforms” in Asia (ST,
1999b). Stratfor, a US-based intelligence-gathering firm, even forecasted that Asia would not recover this
decade, except for a few countries with relatively healthy banking systems (ST, 1999j).

In Singapore, growth across companies and sectors was very uneven in 1999 (NWC, 1999). A
full and sustained recovery of the economy is highly dependent on the performance of other countries.
Nevertheless, there remains an optimistic outlook on the region's recovery. Asia is on the right path to
recovery (ST, 1999i).

Steps Undertaken by the Singapore Government to Combat with the AEC
A $10.5billion cost-cutting package was introduced in November 1998 to reduce business costs, build
confidence, and help companies tide over the crisis (Lee, 1999). A 10%-point reduction in employer’s
contribution to CPF was implemented. A 6%-point of the cut came from the Ordinary Account while the
remaining came in the form of complete suspension of contribution to the Special Account. The Minister
for Manpower, predicted that this would bring about a wage saving of around $3.9billion a year to
employers. Reductions in monthly salaries of Staff Grade, Superscale, Division I and Division II officers
ranged from 1% to 5%-points. The salaries of Ministers and senior civil servants were frozen in 1998 and
1999. Civil servants’ year-end variable component was also reduced from 2 months in 1997 to ¾ month
in 1998.

Levy for skilled foreign workers was reduced by $70 for all sectors while levy for unskilled
foreign workers in the manufacturing and services sector was cut by $90. This reduction was to assist
companies, especially manufacturers that depended heavily on foreign workers, to lower their business
costs. Levy for unskilled foreign construction workers was not reduced as construction, being a domestic
industry, is not directly vulnerable to international competition (Lee, 1998).

Jurong Town Corporation (JTC) reduced its posted rentals for industrial land, and flatted and
standard factories back to that of the early 1990s (Lee, 1998). This translated to a 20%–40% rental
reduction for lessees and tenants who were paying above the posted rates. Those on the 4% or 5.5% rental
escalation scheme were granted a 2-year freeze on their rental escalation till end December 2000. JTC
lessees paying below the revised posted rates were granted an extension of rental rebates up to the end of
1999. Housing and Development Board (HDB) also granted tenants of HDB commercial and industrial
properties (who paid above posted rates) rent rebates of up to 20%.

The Maritime and Port Authority (MPA) granted a 20% port dues concession for container ships
and harbor craft. Port of Singapore Authority (PSA) Corporation gave a 10% rebate on lift-on/lift-off
charges and wharf handling, plus a 10% rebate on warehouse and office rentals. Similarly, the Civil
Aviation Authority of Singapore (CAAS) granted a 10% rebate on landing fees for aircraft and also
rebates on warehouse, office and retail shop rentals (Lee, 1998).

With the gradual recovery of the Singapore economy, the Government made some positive
changes to the November 1998 cost reduction package as summarized in Appendix III. The MOM is also
working closely with other ministries to develop a lifelong learning system in Singapore. The Skills
Redevelopment Program (SRP) and the Critical Enabling Skills for Training (CREST) were launched. A
“4R” Strategy (Redeployment of displaced workers, Renewal of workforce, Realignment of employment
practices, and Revitalisation of employment creation) was also implemented in 1998.

Despite the sound recovery, Singapore-based companies experienced some changes in different
areas of their HR strategies and practices. This descriptive study attempts to identify those changes by
collecting primary data from companies representing different industrial sectors and sizes, and then
discuss the implications for management decisions and for future research.

METHODOLOGY
Population and Sampling



This exploratory study was conducted through intensive interviews with selected companies, followed by
an extensive survey on companies from different sectors, sizes and countries of origin. The population
consists of Singapore-based companies from six different industrial sectors , each company being an unit
of analysis of the study. The sample contains 500 companies from the "Singapore1000" database
(sampling frame-1, consisting of top 1000 companies based on their annual sales turnover) and 200
companies from the "SME500" database (sampling frame-2, consisting of top 500 small and medium
enterprises). These companies were chosen using proportionate stratified random sampling method, so
that proportionate representation of the population could be achieved, and changes in HR strategies can be
studied by sector, company size, and country of origin. Each stratum represents an industrial sector,
which includes local companies and MNCs.  The sample comprises 57% MNCs and 43% local
companies.  Commerce (33.3% of the MNCs and 20.5% of the locals) and manufacturing (39.3% of the
MNCs and 19.6% of the locals) sectors had higher representations in the sample compared to the other
sectors, as it was the pattern of representation in the population.

Procedures
First, preliminary interviews were conducted with a sample of 20 HR managers representing different
sectors to gather basic information on the impacts of AEC.  A structured questionnaire was then designed
based on the interview findings and the literature review. The variables of the study were: recruitment
strategy, selection procedure, selection criteria, compensation and benefit strategies. Several questions
were formulated in order to study the impacts on each of the above variables. Most questionnaire items
had a 5-point Likert-type response scale to measure the magnitude of the relative degrees of respondents'
choices. To test for reliability, a test-retest method was used through a pilot test conducted on a group of
40 managers before the questionnaire administration. To check on construct, content and face validity, a
panel of experts consisting of professors from the Nanyang Business School, NTU and senior managers
of companies were asked to verify the wording, sequence and relevancy of questionnaire items. Feedback
from the pilot test and the panel of experts was utilized for revising the questionnaire. After ensuring the
goodness of measure, the questionnaire was faxed together with a cover letter to the sample companies.
After the initial deadline, two rounds of follow-up calls were made to increase the response rate and the
questionnaire was also re-faxed to some companies upon request. The collected data was subjected to
appropriate statistical analysis in order to respond to the relevant research questions.

Profile of Respondents
The findings are based on responses from 104 companies, and the respondents were primarily the HR
managers or other senior managers. Majority of the respondents were from manufacturing (28.8%) and
commerce sectors (24%), followed by construction, finance and other sectors. Most (61%) of the
respondents were local companies, out of which 57% are public-listed. The remainder came from MNCs,
which are mainly from Japan (33%), US (22%), France (12%) and Netherlands (10%) and other
countries. Furthermore, a majority (55%) of the respondents were SMEs.  Most (91.4%) of the
respondents has been operating in Singapore for ten years or more. It was also observed that the number
of companies with 150 to 200 employees fell by 5.8% due to AEC, whereas, companies with less than 50
staff have increased by 2.9%, and the lumber of large companies grew by 3.9%.

RESULTS AND DISCUSSIONS

Impact on Recruitment and Selection Strategies
RQ (1): What is the Nature of Change observed in the Recruitment Strategies used by companies during
the AEC?

It can be observed that 95.2% of the respondents hired new employees during the AEC. These
companies may have hired temporary or part-time staff. More companies hired only non-management
staff (23.2%) than management staff (6.1%), probably because it is less costly and easily available. About
28% of these companies were from the manufacturing sector.

TABLE -1: DISTRIBUTION OF COMPANIES THAT HIRED NEW EMPLOYEES

DURING THE AEC BY BUSINESS SECTOR

New Employees hired during the AEC
Yes No

SECTORS
N % N %



Manufacturing 28 28.28 2 40.00
Commerce 24 24.24 1 20.00
Finance & Business 8 8.08 0 0
Construction 13 13.13 0 0
Transport & Communication 8 8.08 0 0
Others 18 18.18 2 40.00
Total 99* 100.00 5 100.00

* (Representing 95.2% of the respondents = 99/104)

No major changes were found in the ranking of use of the recruitment methods except for career
fairs and on-campus recruitment during the AEC. The former experienced a drop in its ranking to the
seventh position while the latter’s ranking moved up to sixth position.

TABLE -2: COMPARATIVE ANALYSIS OF RECRUITMENT METHODS USED
BEFORE AND AFTER THE AEC

Before July 97 After July 97Recruitment
Methods N Mean* S.D. N Mean* S.D.

Newspaper advertising 91 4.30 1.15 90 4.31 1.21
Internal recruitment 74 2.97 1.40 70 3.17 1.44
Employment agencies 83 2.83 1.57 81 2.94 1.58
Headhunters 79 2.59 1.43 71 2.55 1.43
Internet 60 1.50 0.75 60 1.90 1.04
Career fairs 61 1.26 0.70 58 1.26 0.69
On-campus recruitment 61 1.25 0.57 60 1.43 0.96
Flyers 58 1.21 0.61 55 1.11 0.31

*(1=least frequently used…5=most frequently used)

It was found that 57.7% of the companies adopted a hiring freeze due to the AEC out of which,
28.3% were from the manufacturing sector. This may appear to contradict the result that 95.2% of the
respondents hired new employees as mentioned above. However, it was found that companies froze the
recruitment of permanent employees (who are more costly) and replaced some low skilled full-timers
with part-timers. More local companies (61.7%) were found to adopt hiring freeze than MNCs (38.3%).

TABLE-3:  DISTRIBUTION OF COMPANIES THAT HAVE ADOPTED HIRING FREEZE
BY BUSINESS SECTOR

Adopted hiring freeze due to AEC
Yes No

Sectors
N % N %

Manufacturing 17 28.33 13 29.55
Commerce 8 13.33 17 38.64
Finance & Business 5 8.34 3 6.81
Construction 9 15.00 4 9.09
Transport & Communication 6 10.00 2 4.55
Others 15 25.00 5 11.36
Total 60* 100.00 44 100.00

* (Representing 57.7% of the respondents = 60/104)

In addition, 24% of the respondents carried out retrenchments due to the AEC. They were
largely from the manufacturing sector (32%), possibly because of high operating costs, short product life
cycle and falling prices (ST, 1999e). More local companies (68%) and small companies (52%) retrenched
employees than MNCs and large companies respectively. Out of the companies that retrenched



employees, 88% retrenched only less than 10 management staff whereas 81% retrenched as high as 59
non-management staff, indicating that the latter is less needed in bad times.

TABLE-4: DISTRIBUTION OF COMPANIES THAT HAVE RETRENCHED EMPLOYEES
BY BUSINESS SECTORS

Retrenched employees due to AEC
Yes No

Sectors
N % N %

Manufacturing 8 32.00 22 27.85
Commerce 3 12.00 22 27.85
Finance & Business 1 4.00 7 8.86
Construction 7 28.00 6 7.59
Transport & Communication 1 4.00 7 8.86
Others 5 20.00 15 18.99

Total 25* 100.00 79 100.00
* (Representing 24.04% of the respondents =25/104)

Differences between small and large companies
ANOVA results indicated that the use of newspaper advertising, internet, career fairs and internal
recruitment methods remained significantly higher in large companies than small companies during the
AEC. However, the use of internal recruitment for all positions increased in both small and large
companies during the AEC, suggesting that companies may be trying to avoid recruiting new employees
to cut costs.

TABLE-5: ANOVA OF RECRUITMENT METHODS USED BY EMPLOYMENT SIZE OF
COMPANIES

Small Large
Recruitment Methods N Mean* S.D. N Mean* S.D. F sig

Newspaper advertising 45 3.96 1.45 45 4.67 0.80 8.35# 0.00
Employment agencies 41 2.93 1.65 40 2.95 1.54 0.00 0.95
On-Campus recruitment 32 1.25 0.76 28 1.64 1.13 2.55 0.12
Headhunters 40 2.28 1.63 31 2.90 1.04 3.48 0.07
Flyers 30 1.07 0.25 25 1.16 0.37 1.20 0.28
Internet 32 1.63 1.01 28 2.21 0.99 5.17# 0.03
Career fairs 30 1.00 0.00 28 1.54 0.92 10.14# 0.00
Internal recruitment 35 2.80 1.68 35 3.54 1.07 4.89# 0.03

*(1=least frequently used…5=most frequently used)
#(significant at α=0.05)

 Differences among various business sectors

During the AEC, significant differences were found across the different business sectors in the use of
newspaper advertising, and flyers in recruiting management employees. Newspaper advertising remained
most frequently used method among companies in all the sectors. This was followed by the use of
employment agencies by construction, commerce and finance sectors, whereas transportation,
manufacturing and other sector used more of internal recruitment.

RQ (2): What are the Types of Changes made in the Selection Procedures during the AEC?
For both management and non-management positions, there were changes in the rankings of four

selection procedures during the AEC each. In particular, the use of reference checks for management staff
was ranked higher than before. This may be due to a greater need to establish the credibility and
confidence on the new employee hired during the AEC.

TABLE - 6: COMPARATIVE ANALYSIS OF SELECTION PROCEDURES USED
BEFORE AND AFTER THE AEC



Before July 97 After July 97
Selection Procedures N Mean* S.D. N Mean* S.D.
Application blanks/resumes 95 4.59 0.86 93 4.69 0.68
Initial screening interview 95 4.41 0.97 91 4.44 1.01
Additional interviews 89 4.31 0.97 84 4.25 1.07
Physical examination 73 3.26 1.82 70 3.07 1.81
Reference checks 77 3.08 1.38 75 3.27 1.37
Personality tests 66 2.38 1.40 66 2.67 1.44
On-the-job tests 62 1.98 1.11 60 2.10 1.27
Aptitude tests 62 1.92 1.16 60 2.13 1.28
Intelligence tests 59 1.83 1.16 57 1.88 1.12
Creativity tests 59 1.81 1.09 57 1.88 1.15

*(1=least frequently used…5=most frequently used)

Differences between small and large companies
ANOVA results showed the significant differences among large and small companies across all the
selection procedures used during AEC. Large companies had consistently higher mean scores for the
frequency of use than then small companies. This may be because large companies tend to follow such
selection procedures more systematically as established norms of HR operations.
Differences among various business sectors

During the AEC use of application blanks, and initial screening interviews were found to be top two
preferred selection procedures among companies from all business sectors.  Results from ANOVA
showed significant differences among the business sectors in their use of aptitude tests, personality tests
and additional interviews. Additional interviews were rated highly by the companies from commerce and
transport & communication sectors, while the other two procedures were used relatively less frequently
by the companies from various sectors.

Impact on Compensation and Benefits Strategies
RQ (3): Are there Changes in the Components of the Compensation Package used during the AEC?

No major changes are found in the ranking based on the mean scores of frequency of use of the
components of compensation package during the AEC, except that there is a drop in the ranking of
variable bonuses awarded to management employees from third to fourth position.  This could be
attributed to lower profit figures during the AEC, which affected the companies' ability to award bonuses.

TABLE-7: COMPARATIVE ANALYSIS OF THE COMPONENTS  OF COMPENSATION
PACKAGE USED DURING THE AEC

Before July 97 After July 97Components of
Compensation Package N Mean* S.D. N Mean* S.D.
Basic Salary 97 4.85 0.63 95 4.80 0.66
CPF 95 4.76 0.78 93 4.71 0.82
Variable Bonus 91 4.37 0.96 89 4.03 1.29
AWS 97 4.35 1.25 95 4.33 1.32
Merit Salary Increase 90 4.00 1.14 84 3.73 1.47
OT Payments 61 1.79 1.50 58 1.78 1.46
Commissions 65 1.78 1.23 62 1.63 1.06

*(1=least frequently used…5=most frequently used)

Differences between small and large companies
ANOVA results shows significant difference in the frequency of using commissions for management staff
during the AEC. Large companies are found to have used it more often, probably due to relatively better
sales performance than smaller firms during the AEC. They also have a higher frequency of providing
overtime (OT) payments and variable bonuses to non-management employees during the crisis. This
could be explained by the need for more over-time work than smaller firms. Since large companies were
likely to weather the crisis better than smaller businesses, they also have a higher frequency of paying
variable bonuses during the AEC.

Differences among various business sectors



Significant statistical differences are found among the different business sectors in their frequency of
using OT payments for management during the AEC. The finance/business sector was found to have used
it most frequently than others. For non-management employees, significant differences are found in the
usage of paying OT payments and AWS (annual wage supplement) during the AEC. The manufacturing
and transport sectors were found to use OT payments most often compared to other sectors, probably due
to a higher usage of OT payments for production workers.

RQ (4): Are there any Changes in the Components of the Benefits Package during the AEC?
Based on the mean scores of their frequency of use, no major changes are found in the top five

rankings of the components of benefit package during the AEC. However, the position of unpaid leave
moved from eighth to the sixth in ranking. This was probably an attempt to reduce costs by asking
employees to take unpaid leave during the crisis when production was reduced. For non-management
positions, changes are found in the rankings of benefits like food and entertainment allowances, vacation
trips, stock ownership plans and club memberships, during the AEC. Food allowances and vacation trips
showed a drop in their rankings by five positions probably due to the higher costs involved. Stock
ownership plans saw a rise from fifteenth to the eleventh position.

TABLE-8: COMPARATIVE ANALYSIS OF REWARDS/BENEFITS USED DURING THE AEC

Before July 97 After July 97
Rewards/Benefits N Mean* S.D. N Mean* S.D.
Paid leave 102 4.67 0.95 102 4.67 0.95
Medical/Dental benefits 102 4.66 0.78 102 4.66 0.78
Insurance 100 4.64 0.87 100 4.65 0.86
Workmen compensation 86 3.52 1.77 87 3.48 1.78
Transport allowances 86 3.40 1.42 82 3.38 1.41
Company vehicle 81 2.84 1.59 79 2.62 1.59
Entertainment allowances 78 2.83 1.48 74 2.59 1.47
Unpaid leave 90 2.82 1.67 91 2.91 1.70
Personal loans 74 2.34 1.46 74 2.30 1.49
Club Membership 74 2.24 1.46 72 2.28 1.60
Stock ownership plans 75 2.12 1.64 73 2.19 1.60
Food allowances 67 1.99 1.55 65 2.11 1.65
Severance pay 67 1.88 1.33 65 1.92 1.27
Vacation trips 67 1.87 1.35 65 1.80 1.39
Lump-sum cash payments 61 1.80 1.14 59 1.71 1.15
Housing allowances 65 1.42 1.01 63 1.51 1.16
Childcare 62 1.23 0.76 64 1.28 0.88

*(1=least frequently used…5=most frequently used

Differences between small and large companies
ANOVA results showed significant differences between small and large companies in the frequency of
using unpaid leave, childcare benefits, personal loans, housing allowances and lump-sum cash payments,
for all positions during the AEC. SMEs have used less of these benefits probably due to tighter cost
controls. Besides, since SMEs have fewer employees, they are less likely to reduce expenses by
demanding the staff to take unpaid leave.

Differences among various business sectors
Significant statistical differences are found among the companies from different sectors in their provision
of benefits like unpaid leave, personal loans, and stock ownership plans to all employees during the AEC.
The transport/communications sector granted unpaid leave to management most frequently compared to
other sectors, while the finance/business sector awarded personal loans most often to both management
and non-management employees. Also, stock ownership plans were most frequently provided to all
positions by the manufacturing companies and less frequently used by the finance/business sectors. This
finding contradicts with the survey findings of the MOM in June 1999, where the financial services sector
was found to offer stock options most often to their employees, especially management staff (ST, 1999h).

Salary Increment Freeze Adopted during the AEC:



Majority (65%) of the respondents has conducted a salary increment freeze during the AEC and they were
mainly (28%) from the manufacturing sector. Only 6% felt an immediate need to start the freeze between
July and December 1997, while a large number of respondents (41%) adopted a wage freeze between
January and September 1999. Around 35% of wage freeze lasted for 12 to 18 months. Local companies
made up the majority (71%) of respondents, who preferred to cut costs by freezing salaries instead of
retrenching their employees (ST, 1999a).

Changes to the Variable Bonuses during the AEC:
The percentage of respondents that paid 1 to less than 2 months of variable bonuses fell by around 10%,
while that for variable bonuses of less than 1 month increased by 10% during the AEC. Only 12
companies of the sample did not pay variable bonuses, and they are from the commerce, construction,
manufacturing and others sectors. Respondents that did not pay any variable bonus increased by 8%, out
of which 83% were local. This could be due to low profitability of the companies, or a shift in the
emphasis from rewarding monetary payments to fringe benefits during the crisis.

CONCLUSIONS
Based on the findings of this study, it may be concluded that there were no major changes in the rankings
of recruitment methods and selection procedures used during the AEC. Most (95.2%) of the companies
hired new employees during the period, which were mostly temporary staff. Although the AEC caused
majority of the companies (57.7%) to implement hiring freezes (likely for permanent positions), only a
small proportion (8.3%) felt the need to implement this measure within six months after its onset. This
showed that Singapore-based companies were not immediately affected by the AEC. Nearly one-quarter
of the respondents, particularly manufacturing companies, local companies and small companies, carried
out retrenchments due to the AEC. In addition, non-management positions experienced a greater impact
through these retrenchment exercises.

For compensation and benefits strategies, the AEC has caused significant changes in the
quantum of certain compensation components rather than the basic structure of the packages. Most
employers froze or reduced the quantum of variable bonuses. However, most companies have increased
their frequency of offering certain fringe benefits to motivate their employees and to help them to weather
the crisis. In addition, majority (65%) of the respondents conducted a salary increment freeze due to the
AEC, which came mainly from the manufacturing sector. Most companies conducted the measure during
January to September 1999, indicating that they did not experience the impact of the AEC immediately.
Besides that, more local companies (than MNCs) adopted a salary increment freeze and paid no bonuses
at all, during the AEC.   

Before implementing cost-cutting measures such as retrenchments and salary increment freeze,
companies should strive to convince employees in terms of the necessity for the company and the
potential benefits to them. It would be even better if companies could involve the employees by seeking
their ideas for alternative solutions in this respect. This would help to build a reservoir of trust that
companies can rely on in bad times. Retrenchments should be used only as a last resort. It not only results
in unemployment problems for the economy, but also decreases employees’ morale. Companies can also
redesign jobs, which requires the collaboration between the HR and the other departments. Employees’
morale can be increased if this is seen as an effort to preserve jobs. Companies should also focus on
training and development, which  helps to strengthen employees’ continued employability and keeps the
companies competitive by equipping the employees with up-to-date and useful skills. This is in line with
the SRP and the CREST launched by the MOM and the National Trade Union Congress. Alternatively,
companies can outsource non-core functions or projects to specialised consulting firms outside. This
would help the companies to reduce costs without losing expertise.

Economic Restructuring Issues
Beside the HR issues, some economic restructuring issues may be reviewed, which might have
implications for companies' HR decisions. Firstly, the AEC has prompted a reconsideration of the merits
of capital controls. Large short-term borrowings in foreign currencies in the absence of an institutional
framework that deals with free capital flows, was one of the reasons for Asia’s shortfall. The Deputy
Prime Minister (DPM) advised that economies must be cautious in the liberalization of capital accounts. It
must not proceed faster than the strength of countries’ domestic financial systems and institutional
capability (ST, 1999d).

The second issue involved the exchange rate regimes, specifically, the free-floating and the fixed
exchange rate systems. The former may spiral downwards upon a loss of confidence while the latter is
hard to sustain in a world of global capital mobility, and is usually viable only when supported by large
foreign reserves and strong institutional arrangements (ST, 1999d). Fixed rates have been advocated as a



means of reducing volatility in relatively thin currency markets (Radelet and Sachs, 1999). Generally, the
specific circumstances of the economy, including the strength of the economy and the types of policies
used, determines the exchange rate regime to adopt.

Hedge funds may be the third controversial issue that arose from the crisis. An indirect
regulatory approach should be adopted, instead of banning or directly regulating hedge funds, as
suggested by the DPM. This involves bringing the private sector under surveillance. Incentives should be
used to encourage counter-parties of hedge funds to be more vigilant and prudent (ST, 1999d).

Fourthly, the AEC has revealed that there are few effective mechanisms in place to stop
international financial panics in emerging markets (Radelet and Sachs, 1999). A practical solution would
be the establishment of the Financial Stability Forum to get best practices and supervisory standards
implemented more widely and effectively, and to raise prudential standards and enhance global system
stability (ST, 1999d).

Finally, open economies should adopt best practices of financial supervision and corporate
governance to achieve a strong domestic (ST, 1999d). Non-viable companies in the corporate sector
should go, while those weak but viable ones may undergo corporate restructuring. Insolvent financial
institutions can be liquidated or merged with stronger ones. Banks should adopt high standards of
financial supervision and regulation, and a sound legal system. Since reliance on behind-the-scenes
relationships for capital allocation may lead to increasingly poor investment decisions (Yellen, 1998), a
“disciplined” banking system, rather than a “relationship-based” one, is likely to result in efficiency and
less susceptible to collapse.

Future Research

This study can be expanded in several ways. Firstly, future researchers can examine the impact of the
AEC on other HR strategies, such as HR planning, training & development, employee and labor relations,
and performance appraisals. This will provide a more comprehensive analysis of how the AEC affects the
various aspects of human resource management. Secondly, future researchers can explore the general
impact of an economic crisis on other management issues, such as organizational structure and design,
motivation, loyalty and leadership styles, since they play important roles in leading the company out of a
crisis. Thirdly, future researchers can lengthen the time frame of this study by including the full recovery
phase of the AEC as well. This will provide information on the full impact of the AEC on HR strategies
and the effectiveness of the measures undertaken. Fourthly, future researchers can also include the
employees' perspective in their study. Information on the employees' views and emotions and their
perceptions of the management’s efficiency and effectiveness in dealing with the AEC may help the
management to come up with better policies in dealing with such a crisis. Future researchers should
attempt to obtain hard evaluation data by undertaking intensive case studies and other methods to collect
primary data from companies. In addition, future researchers can replicate this study in other countries
that have also been affected by the AEC. The various ways of dealing with the AEC under different
environments can be investigated and compared so that multiple perspectives could be identified.

In conclusion, since no study has so far been identified that investigated the impact of Asian
economic crisis on major HR strategies, findings of this study may provide significant empirical
information for conceptual analysis as well as for studying practical implications. The results of this study
may serve as a stepping stone for future research, which would contribute to the development of new
knowledge and frameworks in the area of HR management during such crises.
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APPENDIX I: CHANGES IN ANNUAL GROWTH RATES OF REAL GDP
COUNTRY 1996 1997 1998* 1999 2000F
JAPAN 3.9 0.9 -1.9 1.041 2.05

SOUTH KOREA 7.10 5.47 -5.8 6.531 6.05

CHINA 9.54 8.80 7.8 6.61 6.56

HONG KONG 3.85 5.03 -5.1 1.171 1.57

THAILAND 5.52 -0.43 -10.0 4.12 4.07

INDONESIA 7.98 4.65 -13.68 -0.791 5.08

PHILIPPINES 5.76 9.66 -0.5 3.23 4.39

MALAYSIA 8.58 7.81 -7.5 4.64 6.310

SINGAPORE 7.32 7.55 0.3 4.51 6.29

Source (for years 1996 to 1997): IMF, International Financial Statistics. The data for Singapore for 1997
are from the Economist Intelligence Unit Country Report, 2nd quarter 1998. The data for Japan for 1996
and 1997 are from IMF, World Economic Outlook, Washington DC, (May 1998).
*Government statistics from "Asian Economic Survey 1999-2000", The Asian Wall Street Journal,
(October 25, 1999)
1IMF, World Economic Outlook, Washington DC, (September 1999)
2 National Economic and Social Development Board, Executive Summary: Thai Economic Developments
in 1999 and Outlook for 2000, Thailand, (2000)
3National Statistical Coordination Board, The Philippines, (2000), http://www.nscb.gov.ph/
4Rating Agency Malaysia Bhd, Economic Chartbook on Key Trends and Outlook of the Malaysian
Economy , Malaysia, (February 2000)
5Forecasts: HSBC Securities
6Forecasts: Citibank
7Forecasts: Goldman Sachs Asia
8Forecasts: ABN Amro
9Forecasts: SG Securities
10Forecasts: SG Research



APPENDIX II: IMPACT OF ASIAN ECONOMIC CRISIS ON EAST-ASIA COUNTRIES

COUNTRY IMPACT
JAPAN • Remained the largest creditor nation in the world (Kotabe, 1998).

• Provided 2/3 of Asia's output (AWSJ, 1999b).
• Asia accounted for 43% of Japan's exports.
• Hence, the country played an important role in leading the region out of the crisis
• Problems (Garran, 1998):

- led by internal debt rather than foreign debt like that of Thailand's.
- stuck in the mental habits, structures and policies of the 1950s and 1960s.
- lack of transparency in the country's banking system.

• Annual GDP growth dropped to -1.9% in 1998 (Table 2.2, Appendix III).
• Even though Japan got a taste of recovery in the first six months of 1999, a full

recovery remains questionable.
KOREA • Before the crisis, annual growth rate of GDP averaged 7.7% (Smith, 1998).

• 33% of Korea's total exports was made up of exports to Southeast Asia, which
progressed at an annual rate of 37% between 1990 and 1995 (Smith, 1998).

• During the crisis, GDP growth rate drastically dropped from 7.1% in 1996 to -5.8%
in 1998 (Table 2.2, Appendix III).

• A series of corporate bankruptcies and corruption scandals, coupled with industrial
unrest in January 1997 caused consumer and business confidence to fall throughout
1997 (Smith, 1998).

• Government planned to reduce the number of civil servants by 10% (World Bank,
1999)

• Unemployment increased from 2% to 4.6% and is expected to increase further.
• Most unemployment came from closures and shrinkage of establishments.
• Some companies have already conducted a wage freeze, while others have

exercised a reduction in normal hours of work and overtime (World Bank, 1999).
CHINA • Chinese economy has not suffered from the economic crisis (Song, 1998).

• Reasons (Song, 1998):
- healthy balance of payments since the 1990s
- current account surpluses in most years
- a moderate level of foreign debt compared with its capacity for repayment.

• However, structural problems that existed in China's economy may bring about
potential risks to stability.

• Worsening unemployment, number laid off reached 11.5 million in 1997, resulted
mainly from the measures taken to restructure state-owned enterprises (Song, 1998).

• Weakening of Southeast Asian currencies during the regional crisis may reduce the
competitiveness of China's exports in 1998 and beyond, slowing the progress of the
Chinese economy.

HONG KONG • Hong Kong dollar came under pressure in October 1997
• Between 20 and 23 October 1997, the Hang Seng Index went down by 23.3%

(Cheng, et. al, 1998).
• Annual GDP growth rate has dropped to -5.1% in 1998 (Table 2.2, Appendix III).
• The real-estate market is slack, corporate layoffs continued (AWSJ, 1999a).
• Unemployment hit a record 5.8%, while many people who kept their jobs are seeing

their pay cut (Beveridge, 1999).
• Hong Kong's fixed currency and heavy dependence on the domestic property

market and regional service exports made it extremely vulnerable to recession and
speculative attacks in both its currency and stock markets when its neighbors
devalued.

• Competition from other cities like Shanghai and Singapore vying for Hong Kong's
status as a regional business and financial center, high costs and its lack of a high-
tech industry, has made Hong Kong's road to recovery from the crisis difficult.



APPENDIX III: SUMMARY OF ADJUSTMENTS TO NOV 98 COST CUTTING PACKAGE

Category Nov 98 Cost Reduction
Measures

Implementatio
n
Date

Implementati
on
Time-frame

Nov 99 Revised
Cost Measures

CPF:  10%-point reduction in
employer’s contribution to CPF

1 Jan 99 2 years Restore 2%-points
to the employer’s
CPF contribution
rate to 12% on 1
Apr 2000

NWC: Reduce civil service
1998 year-end variable
component from 1¼ month to ¼
month

1998 1 year Increase civil
service’s 1999
year-end variable
component from
¼ month to ½
month and pay out
¼ month of
Special Bonus

Labour
costs

Civil Service Wage Cuts:
Reduce monthly salaries of Staff
Grade, Superscale, Division I
and Division II officers by 5%,
3%, 2% and 1% points
respectively.
Freeze salaries of Ministers and
senior civil servants

1 Jan 99 1 year Fully restore
salary cuts wef 1
Jan 2000.
Unfreeze salaries
and refine private
sector benchmark

Raise SDL (skill
development levy)
ceiling from
$1000 to $1500
wef 1 Jul 2000

Government
Rates
And Fees

FWL reduction for skilled ($70)
and unskilled ($90) foreign
workers respectively

1 Jan 99 n.a. To keep at current
levels for another
year

JTC rental rebates 1 Jan 99 1 year Extend current
rental rebates for
another year until
31 Dec 2000.Industrial

Land HDB rental rebates 1 Jan 99 1 year Extend current
rebate for another
year until 31 Dec
2000

20% port due concessions 1 Jan 99 1 year Extend rebate for
another year to 31
Dec 2000

10% rebate on lift-on/lift-off
charge and wharf handling
10% warehouse and office
rental rebate

1 Jan 99 1 year Extend rebates for
another year to 31
Dec 2000

Transport
costs 10% rebate on landing fees for

airlines
1 Jan 99 1 year Extend rebate for

another year to 31
Dec 2000.



Airport rental rebates 1 Jul 99 1 year Extend rental
rebate for 6
months to 31 Dec
2000.

*Other items in the November 1998 cost cutting package will continue to run for the durations stipulated.
Source: DPM Lee’s speech on website: http://www4.gov.sg/sprinter/archives/99112302.htm

Steps and Strategies undertaken by the Ministry of Manpower

Steps Description

Skills Redevelopment Program
(SRP)*

Launched in December 1996. Leads to national skills certification
and every worker trained is placed with a job. A skill development
centre was developed to improve the training infrastructure to
support training activities.

Critical Enabling Skills for
Training (CREST)*

A $200 million program launched by the Productivity and Standards
Board. It is aimed at encouraging the workforce to acquire core
skills that will provide the foundation for skills upgrading in all
occupations and sectors.

4R STRATEGY**: LAUNCHED IN SEPTEMBER 1998

Re-Deployment of Displaced
Workers

Assist in the effective re-deployment and hence employment of
displaced workers across all sectors. A proactive Employment
Facilitation Team was formed to reach out to employers in various
sectors to determine their manpower requirements in the near future
and to help them fill their job vacancies with appropriate manpower.

Renewal of Workforce Minimise incidences of structural unemployment and augment the
employability of workers by providing support in skills upgrading.
Focused on assisting National Trade Union Council (NTUC) in
implementation of SRP and the launch of the Bukit Merah Skills
Development Centre.

Realignment of Employment
Practices

Ensure harmonious labor relations among employers and employees
and that retrenchment are used as last resorts. Assist companies as
they restructure their operations. Focus on NWC’s
recommendations that included a 5-8% wage cut.

Revitalisation of Employment
Creation

Identify areas of employment growth and assist workers in moving
from declining to new growth areas as the economy revitalises.

    *Source: Speech by Minister for Manpower, Dr. Lee Boon Yang, in Parliament, November 25,1998.
    **Source: MOM Press Release, 3rd Quarter Labour Market Report 1998 And Update On The “4R”
                                                        Strategy Manpower Action Plan, December 11, 1998.


