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AssTaracT. This paper is concerned with the role of the state in promoting the
cross-border operations of business firms from Singapore. It argues that the
regionalization of Singaporean firms is essentially a state-led phenomenon
because of two countervailing forces: (1) the heavy involvement of the state
in the domestic economy; and (2) the relative lack of private entrepreneur-
ship in Singapore. The paper begins with a theoretical review of the role of the
state in the political economy of international business. A collusion-and-rivalry
framework is established to analyze the case of Singapore. This is then followed
by a brief analysis of the trends and patterns of cutward foreign direct invest-
ment (FDI) and transnational corporations (TNCs) from Singapore over the past
two decades. The penultimate section examines the nature and extent in which
the ‘entreprencurial state’ in Singapore has directly and indirectly involved in
the regionalization of Singaporean TNCs. Three key issues emerge for detail
analysis: (1) the historical underdevelopment of indigenous entrepreneurship;
(2) the role of the state as entrepreneurs; and (3) the role of the state in chang-
ing the comparative advantage of regionalization through various incentive
schemes. Some implications for theoretical development in international busi-
ness studies and policy making in Singapore are offered in the concluding
section. © 1998 Elsevier Science Ltd. All rights reserved

Introduction

The existing theorization of the relationships between nation states and transnational
corporations (TNCs) is inadequate. Most international business studies have assumed a
‘hollowed’ state which serves merely as a political institution to regulate TNC activities.
Its role in the globalization of national firms is deemed negative and counter-productive
(see Vernon, 1977; Poynter, 1985; Eden and Potter, 1993). According to this view, TNCs
exist to circumvent and take advantage of spatial differences in state regulations (Dicken,
1992a; Dunning, 1993a; UNCTAD, 1996). Similarly, most studies in international political
economy have overlooked the role of firms (e.g. Gilpin, 1987; Young, 1996). The forma-
tion of global political regimes is conceptualized as a negotiated outcome of rivalry
among superpowers. There is no role for firms in assisting the state to legitimize its politi-
cal cause and to expand its hegemony beyond the domestic political platform.
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This paper serves to fill this gap between ‘state-less’ international business studies and
‘firm-less’ studies in international political economy. As the world is moving into the new
millennium, the dynamic relationships between states and firms have become a crucial
problem in our understanding of the changing global economy (Stopford and Strange,
1991; Dunning, 1993b; Dicken, 1994; Strange, 1994; Hirst and Thompson, 1996; see also
Amin, 1997). It is no longer sufficient just to examine whether the state is related to firm
activities. We must also examine how some countries have become more successful
through appropriate state involvement in the globalization of their firm activities. We
need to situate globalization, a multi-dimensional process of global transformation, within
the context of state-TNC relationships and explain the relationship of globalizing proc-
esses to specific places at different geographical scales and how these various scales
interrelate.! Specifically, this paper aims to identify and discuss the role of the state in
promoting the transnational operations of business firms from a small city-state-—
Singapore. The state in Singapore has always been hailed as the hallmark of ‘developmental
state’ which plays an integral role in domestic economic development processes (Rodan,
1989; Tan, 1994; Huff, 1995). Some researchers have also examined the state’s effort in
attracting foreign TNCs to assist Singapore’s industrialization program (Hughes and Sing,
1969; Yoshihara, 1976; Chia, 1985, 1993; Mirza, 1986; Ho, 1993, 1994; Perry, 1992,
1995). There is, however, relatively little attention paid to the role of the state in the
regionalization of Singaporean firms (Kanai, 1993; Régnier, 1993).2

Singapore’s regionalization effort was officially launched in early 1993. This paper
argues that the state in Singapore has not only created favorable conditions for this
regionalization effort, but also taken key initiatives to ensure its success. Since its separa-
tion from Malaysia and independence in 19635, the state has been relying on foreign capital
to expedite the industrialization process. The island economy took off rapidly in the late
1960s throughout to the mid-1980s when global economic recession hit Singapore seri-
ously. Singapore experienced its first negative growth in 1985. The state began to realize
the vulnerability of the domestic economy and the absence of indigenous entrepreneur-
ship as a result of the deep penetration of foreign capital and the spectacular presence of
state-owned enterprises. Various state policies in the earlier phases of industrialization
had created a situation in which private entreprencurship was indirectly discouraged. In
order to promote the growth of indigenous private companies, the state decided in early
1993 to build an external dimension to the domestic economy by encouraging both
state-owned and private sector enterprises to regionalize their operations. In doing so,
the state believed that the resultant economic structure would be much more resilient in
times of recessions. An external economy would also reduce the dependence of Singapore
on foreign capital and overseas markets for long-term economic survival. There is, however,
an apparent contradiction in this regionalization drive because the real private entrepreneur
is missing. The state has therefore assumed its role as an ‘entrepreneur’ in the regionali-
zation process through its governmentlinked corporations and institutional support
provided by state agencies and key politicians.

The paper is divided into three major sections. First, it examines the theoretical context
of the political economy of TNCs and proposes a collusion-and-rivalry framework through
which the case of Singapore’s regionalization drive can be analyzed. Second, it offers a
brief overview of the Singapore economy and its extent of transnationalization prior to

' I thank Peter Dicken for this important point.
2 For other general studies of ourward investment from Singapore, see Lim and Teoh (1986); Lec
(1994); Lu and Zhu (1995); Pang (1995) and Tan (1995).
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the regionalization drive in 1993. In the final section, the role of the state in promoting
outward investment from Singapore is discussed. Three key issues emerge for a detail
analysis: (1) the historical underdevelopment of indigenous entreprencurship; (2) the
role of the ‘entrepreneurial state’; and (3) the role of the state in changing the compara-
tive advantage of regionalization through various investment incentive schemes. Some
implications for theoretical development in international business studies and policy
making in Singapore are offered in the concluding section.

The political economy of transnational corporations: towards a synthesis

The role of the nation state has been a key problematic in the theorization of TNCs and
their global operations. Two streams of theoretical literature can be identified in the study
of the relationships between nation states and TNCs: (1) mainstream neoclassical econom-
ics and (2) radical political economy (Pitelis, 1991). There is, however, a general lack of
consensus on the role of the nation state between these two schools of thought. This dif-
ference arises primarily because of their different conceptualization of the nature of the
state and the economic system.

Mainstream neoclassical economics is concerned with explaining the existence of
market failures and the subsequent emergence of firms or hierarchies (Williamson, 1975,
1985, 1996). Market failures exist when the market mechanism fails to perform its role as
the ‘invisible hand’ in the allocation of resources according to certain tastes and prefer-
ences by both consumers and producers. The lack of a clear definition of property rights
and the existence of imperfect information are examples of market failures. These market
failures will increase the transaction costs of production when individual producers are
engaged in a large number of arm’s-length market transactions. Instead of relying on
individual producers based on the market mechanism, producers may respond to higher
transaction costs by internalizing production within the firm. Historically, market failure
has been one of the key explanations of the emergence of national firms and the so-called
‘managerial capitalism’ (Chandler, 1977, 1990). When this process of internalization
takes place across national boundaries, the firm is transformed from a nationally based
firm to a transnational corporation (Buckley and Casson, 1976; Dunning, 1988, 1993a;
Caves, 1996).

What then is the role of the nation state in this neoclassical explanation of the raison
d’etre of TNCs? Accordingly, the existence of the state is a potential source of market
failure that compels national firms to enter international production. There are two ways
through which the state can create market failures. First, the regulatory activities of the
state epitomize market failures because these activities tend to prohibit the efficient
allocation of resources through the market mechanism. For example, the industrial policy
of a particular country may be biased against certain sectors while benefiting others. The
existence of firms is partially explained by the regulatory activities of the nation state.
Neoclassical economists argue that these market failures can be effectively ‘corrected’ by
removing the regulatory power of the nation state and the establishment of the ‘free
market’ principles. The deregulation of the marketplace throughout Europe in the 1980s
i$ a case in point.

Second, the state can create market failures by participating directly in economic
activities through public enterprises and other means of direct market interventions.
Direct state interventions in the domestic economy are often seen as counter-productive
because these activities do not coincide with the profit maximization objectives of private
capitalist institutions. In the context of TNCs and their global operations, the activities of
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nation states often pose as obstacles to their international production. A host country
state may impose certain restrictions on the participation of foreign firms in the domestic
economy. It may forbid foreign firms to invest in specific sectors and/or firms. It may also
nationalize the domestic operations of some foreign firms to attain its nationalistic goals.
For example, two giant British plantation enterprises in Malaysia, Guthrie and Sime Darby,
were taken over by the Malaysian Government in the early 1970s because of growing
nationalism (Jesudason, 1989). These direct state interventions may significantly shape
the spatial strategies and outcome of TNC activities.

The radical political economy perspective conceptualizes the nation state as a capitalist
institution whose existence e¢nsures the reproduction of the capitalist mode of production
(see also Sayer, 1995). The capital logic school of international political economy, for instance,
views the state as a collaborator of capitalists (Palloix, 1975, 1977; Pitelis, 1991; Ietto-Gillics,
1992). The state is seen as possessing a certain degree of autonomy and helping capital to
achieve its aims. This is possible because the internationalization of capital is a contradictory
process in which there is a continuous tension between homogenization and differentiation
(Picciotto, 1991). The emergence of TNCs is partially attributed to the existence of national
protectionist regulations. Capital internationalizes itself via TNCs to accumulate further and
fulfil its self-expansionary mission. On the one hand, capital, as represented by TNCs, needs
a system of nation states to defend its global interests. Pitelis (1991:144) notes that ‘all tran-
snational capital, state functionaries and labor have some interest in the persistence of the
nation state’. On the other hand, the growing internationalization of capital tends to increase
the relative power of TNCs vis-a-vis nation states. By virtue of their global presence, TNCs
want to take advantage of their global scanning capabilities in exploiting spatial differences
that transcend national boundaries. The internationalization of capital further reproduces
uneven development within countries (e.g. different regions) and between countries (e.g.
different levels of development). Hymer (1970); Hymer (1972) has labelled this phenomenon
‘the law of uneven development’. The inherent contradiction in the internationalization of
capital process, according to Hymer, works against the objectives of nation states and results
in continual instability and crises in the global economic system. This contradiction eventu-
ally leads to the collapse of capitalism.

This paper is informed by these two epistemologically and theoretically very different,
and often contradictory, perspectives. Though it is almost impossible to synthesize these
two fundamentally different perspectives, it is useful to point out some possible middle-
grounds that serve as a framework for analyzing the role of the state in the regionalization
of Singaporean firms. Pitelis (1991); Pitelis (1993) (also Dicken, 1992b) has proposed a
collusion-and-rivalry framework that appears to be useful in analyzing the changing
relationships between states and TNCs. Nation states are conceived as relatively
autonomous institutions in the framework. The framework focuses on the relative
advantages of different institutional arrangements in explaining the actual or potential
coexistence of nation states and TNCs. Collusion here refers to the mutual dependence
and induced cooperation between the state and the TNC. Rivalry, as opposed to conflict,
exists because both states and TNCs share the common objective of raising the global
surplus of capital by exploiting the benefits from the division of labor and team work.
The framework suggests that the state-TNC relationship reflects their extent of collusion
and rivalry. In other words, we would expect the state-TNC relationship to vary over
time according to different configurations of their collusion and rivalry. The state-TNC
relationship may also depend on their domestic strength (strong or weak states) and
geographbical scales (large or small states). These different types of state-TNC relation-
ships within the collusion-rivalry framework are summarized in Table 1.
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Table 1. A typology of state-TNC relationships within the collusion-rivalry framework

Spatial scales Domestic strength of state
Strong Weak
Large state ® no collusion ® collusion with domestic
capital
® rivalry with foreign capital ® no rivalry
® c¢.g. the United States ® c.g. Russia
Small state ® collusion with domestic ® collusion with domestic and
capital foreign capital
® rivalry with foreign capital ® no rivalry
® ¢.g. Singapore ® c.g Spain

Because its existence depends on its legitimating ability in terms of the exploitation
and creation of nationalism, a weak nation state needs capital (e.g. TNCs) to sustain
growth and development through continuous investment and reproduction of capital. It
may collude with domestic and foreign capital (represented by TNCs) to sustain national
competitive advantage in the global economy (e.g. Singapore). If it fails to attract invest-
ment from capitalists, the weak state will face a legitimacy crisis which may culminate in
the eventual decline of its power and hegemony. If it wins the support and cooperation
of capitalists, the state may survive the erosion of its hegemonic power. Subject to its
ability in resolving the legitimacy crisis, the state may regain its power and authority
through an appropriate configuration of collusion and partnership with capitalist institu-
tions (e.g. TNCs). Its competitive position vis-a-vis other states can also be enhanced
through incorporating transnational capital in its national development. TNCs, on the
other hand, need a system of nation states for them to exploit comparative difference in
national labor and to play off nation states against each other (Pitelis, 1991).

Not all states, however, are capable of resolving their legitimation crisis through collu-
sion with capital. The question of spatial scales is also important in the analysis of firm-
state relationships (see Table I). It is argued clsewhere in the small state literature that
small states tend to be more corporatist and able to exercise control over their industrial
policies and economic initiatives (e.g. Katzenstein, 1985). Applied to the collusion-and-
rivalry framework, it can be postulated that smaller states, particularly those Asian
‘developmental states’, are more able to collude with capital to further economic develop-
ment and national competitive strategies which in turn facilitate their political legitima-
tion. The smaller spatial scale of their political territory enables them to contain the
demands of different segments of the society and to exercise stronger political will in
advancing their legitimation strategies. Individuals and institutions in these small states
tend to be more realistic in their assessments of the constraints and vulnerability of small
size. They concede more political power to the state, as a ‘guardian’, in protecting their
collective interests. Large states (e.g. the US), however. may find it more difficult to col-
lude with capital because of the complex bargaining processes and power relations
among diverse interest groups and political parties. The situation is made more complicated
ifa large state colludes with foreign capital because this can be seen as selling out national
interests to benefit a particular political party (e.g. the recent controversy over the financial
contribution of some Indonesian businessmen to the Clinton Administration in the US).
The recent influx of Japanese investment in the US, for instance, has led to heated debates
about whether the state is losing its grasp of global forces (see Julius, 1990; Reich, 1991).
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The ability of a large state in advancing certain economic objectives with the collusion of
capital is therefore hampered by too much conflict and negotiation among domestic
interest groups.

A strong state, on the other hand, is not obliged to collude with international capital-
ist institutions, particularly when transnational capital begins to threaten its autonomy
and hegemony. Such a threat may arise from the demands of transnational capital to
expose the conflicting class nature of the state which contributes to the diminishing
legitimizing ability of the state. The state may also face increasing demands from interest
groups from within the domestic cconomy. The potential for rivalry between the state
and foreign TNCs becomes real. A strong state may perceive foreign TNCs as rivals to its
grip on political power and legitimacy (see Table I). It may limit the participation of
foreign firms in state-sponsored collaborative ventures (Reich, 1991; Dicken, 1994). In
both the US and Europe, the state has explicitly excluded foreign firms with operations in
these economies from participating in high-tech collaboration projects. In the European
Community, the British computer manufacturer, ICL, was expelled from the Joint European
Submicron Silicon (JESSI) after it was acquired by Fujitsu, a Japanese TNC (see Angel,
1994 for the situation in the US). Alternatively, a strong state may impose stringent
requirements on the local operations of foreign TNCs (Stopford and Strange, 1991). Such
restrictions may result in very different spatial outcomes because of the inherent geographi-
cal bias in international production. For example, the Single European Market was
inaugurated in 1992 to raise the international competitiveness of the European Com-
munity members in view of severe global competition. The potential sight of a ‘Fortress
Europe’, nevertheless, led to major changes in the spatial strategies and outcomes of
Japanese automobile manufacturers in Europe (Dicken, 1992a, 1992¢). Britain and Spain
stood to gain from this spatial re-organization of Japanese automobile production facili-
ties in Europe (see also Lagendijk and van der Knaap, 1993, 1995).

Over time, even a strong state may face a legitimation crisis when its existing economic
development strategics have run out of steam in an era of accelerated globalization and
global competition. It must search for an alternative ‘institutional fix’ to reproduce and
sustain the capital accumulation process before it is too late. For example, many of today's
older industrialized countries are suffering from decline in their industrial competitive-
ness which has been translated into prolonged economic stagnation, massive unemploy-
ment and so on. They increasingly need an ‘institutional fix’ championed, for examplc,
by Thatcherism in the UK and Reganism in the US. In Britain, such a ‘fix’ reflects an ongo-
ing political struggle between labor interests and business demands. The pro-business
Thatcher government decided to adopt a neoliberal stance towards economic liberaliza-
tion and market privatization (see Peck and Tickell, 1994a, 1994b, 1995).

In other countries, the state may choose alternative development strategies to competc
in the global economy. The Asian Newly Industrialized Economies (NIEs), for instance,
have chosen to nurture their ‘national champions’ in order to secure a place in global
competition (Wade, 1990; Henderson and Appelbaum, 1992; Fitzgerald, 1994; Yeung,
1994a; Brohman, 1996). After three decades of intensive industrialization effort, thesc
Asian NIEs begin to experience the limits to growth and turn to the global economy as
their hinterland for markets and sites of production. The state seeks partnership with
domestic capital to extend the economy across national boundaries in order to legitimize
further the role of a strong state in economic development. Through strategic industrial
policies and selective involvement, the state provides such an institutional foundation for
the globalization of national firms that ‘a TNC’s domestic environment remains
fundamentally important to how it operates, notwithstanding the global extent of some
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firms’ operations’ (Dicken, 1994: 117). Emerging TNCs have very much become a product
of their local embeddedness in the institutional context of their home countries (Dicken
and Thrift, 1992; Yeung, 1994b, 1997). In recent years, for example, the Singapore Govern-
ment has been very active in promoting the outward investment of its national firms. This
regionalization drive occurs when the state has become significantly stronger than three
decades ago and when the domestic economy has been much more saturated. Before
applying the collusion-and-rivalry framework to examine specifically the role of the state
in this regionalization drive of Singapore firms, it is perhaps helpful to offer an overview
of the Singapore economy and the nature and extent of its outward investment.

The Singapore economy and the regionalization of Singaporean firms: an
overview

There is no doubt that Singapore has undergone an unprecedented economic transforma-
tion over the past three decades. Table 2 presents some macro-economic indicators of
the Singapore economy since 1960. From an entrepot predominantly oriented toward
commerce and services in the late 1950s, Singapore has been transformed into a dual
economy specializing in high value-added manufacturing activities and international
financial and business services (Ho, 1993, 1994; Huff, 1995). It also poses as a leading
center for transport and communications in Asia. Over this period of three decades,
Singapore has achieved an impressive record of economic development. What is interest-
ing in Table 2 is the growing high savings ratios. The figures indicate that in the course of
its history of economic development, Singaporeans generally save more out of their ris-
ing income. This phenomenon is important, as cvident later, because it provides a criti-
cal source of capital for the outward expansion of Singaporean firms. As explained in the
next section, foreign investment has been one of the vital pillars of Singapore’s industrializa-
tion since its independence in 1965. The high investment ratio is a clear indication of the

Table 2. Singapore’s macro-economic indicators, 1960-1992 (in percentage)

Indicators 1960-66 1960-69 1970-79 1980-92
Annual real GDP growth rate 5.7 8.0 8.3 6.7
Annual inflation rate 1.1 1.1 5.8 2.4
Savings ratio (over GDP) 6.7 11.5 28.8 42.7
Investment ratio (over GDP) 17.5 20.7 40.5 41.3
Foreign investment (% of GFCF) — — 22.1 26.3
1960 1969 1979 1992
Gross domestic product (S$m) 5059 10 730 26 285 64771
Agriculture and quarrying 38 2.7 1.5 0.4
Manufacturing 16.6 232 29.4 27.6
Construction and utilities 7.0 10.7 9.1 8.9
Commerce 24.6 229 19.4 18.2
Transport and communications 88 7.2 11.6 14.7
Financial and business services 14.0 16.5 18.9 26.1
Other services 19.6 15.7 12.2 10.2

Source: Huff (1995, Tables 1, 2 and 6).
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strong attraction of the Singaporean economy as a favorable location for foreign invest-
ment throughout the preceding three decades.?

Historically, foreign direct investment (FDI) from Singapore was small compared to
other forms of investments (e.g. portfolio investment). Singaporean firms had neither
the financial strength nor any firm-specific advantage to extend their operations abroad.
Since the mid-1970s, however, a centrifugal tendency in the Singapore economy hus
surfaced. Singaporean firms are now investing in other parts of the world in the form of
FDI. The Department of Statistics (1991) estimates that at the end of 1976, FDI from
Singapore was slightly above S$1 billion. As shown in Table 3, this figure had grown 10
S$1.7 billion by 1981, $$2.6 billion by 1986 and $$21.2 billion by 1993. As Singapore
moved into the 1990s, the state began to recognize the importance of an 'external wing’
to its increasingly saturated domestic economy. The state has taken many direct and
indirect measures to make sure domestic capital will not overtly concentrate in the
domestic market at the expense of potential gain by participating in the regional markct
boom. Table 3 also shows that the geographical distribution of FDI from Singapore 1s
highly uneven and biased towards intra-regional flows. A very significant proportion of
Singapore’s FDI is located within the Asian region throughout the 1980s and 1990s. In
1981, as much as 77 percent of total FDI from Singapore was in Asian countries. In fact,
Malaysia alone took up some 60 percent of total FDI from Singapore in the same year.
This spatial pattern changes gradually over time as Singapore investment diversifies into
other Asian and non-Asian countrics.

The ownership of outward FDI from Singapore is rather complex and different from
other NIEs. Because of heavy foreign presence in its domestic economys, it is clear in Table
4 that a large proportion of Singapore’s FDI originates from companies majority- or
wholly-owned by foreign firms having operations in Singapore (see also Low et al,,
forthcoming). During the 1980s, wholly- or majority-local-owned companies in Singapore
accounted for more than half of total outward FDI. By the 1990s, however, this observa-
tion is no longer applicable when rapid industrial restructuring within Singapore has
stimulated a drastic process of relocation to destinations elsewhere in the region. Foreign-
owned companies in Singapore hive now spearheaded the regionalization process. In
1993, they accounted for more than 56 percent of total FDI from Singapore.

Data on the industrial origin of Singapore’s FDI were incomplete and unavailable until
a recent publication by the Department of Statistics (1996). It is found that the extent of
overseas operations differs significantly across various industrial sectors. Between 1992
and 1993, financial and manufacturing firms were the two major investors from Singapore.
At the end of 1993, they accounted for $$15.7 billion (74 percent) of total direct equity
investment abroad (Department of Statistics, 1996: 19). Table 5 gives an impression of
the industrial origin of foreign equity investment from Singapore. It is noted that foreign
investment by construction and manufacturing companies increased sharply by 88 percent

3 1t must be emphasized here, however, that the nature of this attraction has changed significantly
over this period primarily because of state-induced competitive advantages (see Mirza, 1986; Rodan,
1989).

* The transnational operations of Singaporean firms, in fact, have occurred much earlier than
those captured in official statistics. Khong Guan Biscuit Factory, for example, was engaged in
biscuits manufacturing in Indonesia during the 1950s (Chan and Chiang, 1994: 108ff). Similar
examples of Singaporean manufacturers abroad were Ho Rih Hua's operation in Thailand and Lau
Ing Woon’s brothers spread into Southeast Asian countries (Chan and Chiang, 1994: 272-75).
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Table 5. Foreign equity investment of Singaporean firms by industrial origin and activity abroad,
1992-1993 (in S$millions)

Industrial sectors 1992 1993 Annual change (%)

Industrial origin

Manufacturing 4545.5 6752.7 48.6
Construction 326.4 614.0 88.1
Commerce 1361.9 1220.7 -10.4
Transport 421.8 504.7 19.7
Financial 8194.6 8945.6 9.2
Real estate 1391.0 1692.8 217
Business services 1469.1 1481.3 0.8
Others 31.0 28.4 -8.4
Total 17 741.3 21 240.2 19.7
Activity abroad

Manufacturing 3760.1 4612.7 227
Construction 130.2 199.3 53.1
Commerce 1967.1 2067.8 5.1
Transport 289.8 322.0 11.1
Financial 9752.7 11 723.1 20.2
Real estate 962.9 1294.8 34.5
Business services 595.3 766.9 28.8
Others 283.4 253.6 -10.5
Total 17 741.3 21 240.2 19.7

Source: Department of Statistics (1996) (Table 8).

and 49 percent respectively during the period. Foreign investment by companies from
the service sector grew at much slower rates.

The role of the state in promoting outward investment from Singapore

Using the collusion-and-rivalry framework developed in the theoretical section, it is pos-
sible to analyze the ways in which the small state in Singapore has directly and indirectly
involved in the regionalization of Singapore TNCs. Arguably during its early phase of
nation-building, the weak and small state had to collude with foreign capital to achieve
rapid economic growth and therefore to legitimize its domestic political hegemony (see
Table 1). One side effect of this early reliance on foreign capital manifests itself in the
underdevelopment of indigenous entrepreneurship. The level of foreign investment by
indigenous capital during this period was also low. Since the late 1980s, however, the
state has begun to realize the limits of capital accumulation within Singapore and the
need to expand its spatial reach in search of new sites for continuous capital accumula-
tion. The state faces increasingly competition and rivalry with foreign capital because of
the availability of more favorable investment locations in nearby countries. The state has
therefore chosen to take up the initiatives to regionalize Singaporean firms by direct and
indirect means.

This state-driven regionalization process is deemed necessary for two reasons. First, the
underdevelopment of indigenous entreprencurship in Singapore has hindered the growth
of outward investment led by domestic firms. It also explains why despite the state’s
involvement in directing the domestic economy (market failures in neoclassical econom-
ics sense), relatively few domestic firms take production across national boundaries. Second,
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given its gradual strengthening over time, the state has sufficient political legitimacy and
economic resources to take up the role as ‘entrepreneurs’ in the regionalization process.
The state can not only drive the regionalization process through its government-linked
corporations (GLCs) and their transnational activities, but also offer various incentive
schemes to assist domestic firms in gaining a place in the regional and global marketplace.
The corporatist state is thus transformed into an ‘entrepreneurial state’. This involvement
of the state in regionalization is analyzed in the following sections: (1) the historical
underdevelopment of indigenous entrepreneurship; (2) the role of the state as
‘entreprencurs’ and (3) the role of investment incentive schemes in changing the compara-
tive advantage of regionalization.

Historical underdevelopment of indigenous entrepreneurship

The Singapore economy was very dependent on entrepot trade for basic livelihood and
employment under the British Administration. Trade alone accounted for up to one-third
of the GDP at factor cost in 1957 (Rodan, 1989: 48). The development of manufacturing
industries became the top priority to the newly elected Peoples’ Action Party (PAP) in
the immediate post-1959 period. The PAP’s manifesto explained that only through the
promotion of manufacturing industries could Singapore’s existing and prospective
unemployment be addressed. The PAP was apparently aware of the fundamental politi-
cal, social and economic implications of unemployment and the remedy for it.

The Singapore economy inherited by the PAP from the British Administration, however,
was weak in industrial bourgeoisie and lacked any significant manufacturing base.
Indigenous entrepreneurship was not strong enough financially to shoulder the huge
burden of industrializing Singapore. Moreover, the PAP-ruled state was suspicious of
indigenous capitalists for fear of their pro-Communist and pro-China attitudes (McVey,
1992; Menkhoff, 1993). Régnicr (1993:308) perceptively points out that for social,
economic and political reasons, ‘Lee Kuan Yew (leader of PAP and Prime Minister)
deliberately neglected and even distrusted the developmental capacity of local Chinesc
entrepreneurs, infant though they might have been in the early 1960s’. The resource-
deficient small state subsequently chose to rely on foreign capital to gain quick economic
growth in order to legitimize its political domination. Although impressive economic
records were achieved in the following three decades, indigenous entrepreneurship and
domestic capital were rather disadvantaged and not given sufficient room to grow. Rather,
foreign capital was given a privileged place to grow in the Singapore economy.

In 1961, the Economic Development Board (EDB) of Singapore was established as a
one-stop investment promotion agency to assist foreign firms in their operations in
Singapore. Ever since then, the Board has played a key role in shaping the Singaporc
economy through its efforts to solve the unemployment problems, promote investment,
train manpower and develop the industrial sector (Low et al., 1993). It must be emphasized,
however, that not until recently, the main concern of the Board has been with attracting
foreign firms to invest in Singapore. Generous incentive schemes were offered to foreign
firms to compensate for the lack of competitive advantage in Singapore during its early
phase of industrialization (e.g. the Economic Expansion Incentives Act and the Pioneer
Industries Ordinance). The establishment of the Jurong Town Corporation (JTC) in 1968
provided another boost to the state’s strategy of relying on foreign capital. The JTC was
primarily responsible for the construction and management of industrial estates, the first
of which was located in the Jurong area. These industrial estates were intended to provide
low cost production sites for foreign manufacturing firms. Together, both statutory boards
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have worked hard to attract a large inflow of foreign investment into Singapore throughout
the past three decades.

Other than creating institutional structures, the state also employed other measures to
make Singapore more attractive to foreign investment because ‘as an NIE operating in a
turbulent world with many manufacturing location options, [Singapore] can survive suc-
cessfully only if state intervention structures local and regional conditions to fit the
requirements of international capital’ (Ho, 1994: 48). First, the state regulated the labor
market by disciplining the labor force with the Trade Union (Amendment) Bill in 1966
and the Employment Act in 1968 and the Industrial Relations (Amendment) Act (Rodan,
1989; Huff, 1995). These labor market regulations resulted in the creation of a highly
disciplined and depoliticized labor force in Singapore. allowing its smooth entry into the
periphery role of the emerging new international division of labor spearheaded by global
TNCs.

Second, the state took up a heavy responsibility for the provision of public infrastructure
through major state-owned enterprises. Many state-controlled statutory boards were
established to provide for the nation its roads, electricity, transport and communication
services. State-owned enterprises spun off from these statutory boards sowed the seeds
for the domination of government-linked corporations (GLCs) in the regionalization drive
during recent years. In fact, public investment in the industrial sector started as early as
1963 when seven public enterprises in manufacturing were established: Sugar Industry
of Singapore Ltd., National Grain Elevator Ltd., Singapore Textile Industries Ltd., United
Industrial Corporation Ltd., Singapore Polymer Corporation Pte Ltd., Jurong Shipyard Ltd.
and Ceramics (M) Pte Ltd. (Rodan, 1989: Table 3.2). Most of these enterprises were
established to respond to perceived large domestic markets. Rodan (1989:77) argues that
this trend reflected ‘the government’s thinking that the question of industrial structure
should not be left solely to the market—especially given the absence of a domestic
industrial bourgeoisie of any consequence’. By 1983, the state had directly invested in 58
diverse companies with a total paid-up capital of $$2.9 billion. These companies in turn
wholly or partially owned some 490 firms in Singapore (Huff, 1995: 1428). Some of these
large state-owned enterprises have grown significantly since then and become today’s
major GLCs spearheading the regionalization of Singapore’s economy (e.g. the Keppel
Group, the Sembawang Group and Temasek Holdings).

The establishment of the Central Provident Fund Board was also intended to provide
long-term security to its members and to initiate a compulsory national saving scheme to
finance national development plans. From an initial rate of contribution at 5 percent of
gross monthly salaries, the CPF rates rose steadily over time to 25 percent just before the
1985 recession and subsequently decreased to about 15-20 percent. As shown in Table
2, the savings ratios to GDP in Singapore grew substantially from only 6.7 percent during
the 1960-1966 period to 28.8 percent during the 1970-1979 period and 42.7 percent
during the 1980-1992 period. The effect of this state-enforced savings is manifested in
the channelling of a large share of potential investment capital from the private capital
market to the CPF Board, making it very difficult for private entrepreneurs to obtain the
necessary capital for domestic and overseas expansion. Put in this perspective, some
researchers argue that the saving-investment process of Singapore has ‘crowded out’
local Chinese entrepreneurship (e.g. Tan, 1991).

As an assessment of the importance of foreign capital in Singapore’s economy, Table 2
shows that foreign investment contributed to some 22 percent and 26 percent of the
gross domestic fixed capital formation during the 1970-1979 and 1980-1992 periods
respectively. This ratio of foreign investment to GFCF is certainly one of the highest among
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the Asian NIEs. Figure I also plots the net investment commitments in Singapore's
manufacturing sector for the preceding two decades. It is clear that foreign investment
commitments in Singapore’s manufacturing sector have grown tremendously from §$169
million in 1974 to S$4.3 billion in 1994, representing almost 26-fold jump in a period of
two decades (see also Ramstetter, 1996). This surge in foreign investment became much
more drastic in the post-1985 period when Japanese investment supplemented inflows
from leading investors in the US, UK, the Netherlands and Germany. Local capital, still a
relatively significant component in 1974 at $$123 million, had become much less conspicu-
ous by 1994. It took up merely 25 percent of the net investment commitments in
Singapore’s manufacturing sector. Notably a large proportion of this local manufacturing
investment came from the GLCs and their various subsidiaries. The role of indigenous
private enterprises in Singapore’s industrialization is therefore rather limited. It is also
difficult to expect this economically marginal group of local private enterprises to
spearhead the regionalization of the Singapore economy. On the other hand, Singapore’s
dependence on foreign capital for industrialization has generated sufficient momentum
for these very foreign firms to participate actively in the regionalization effort (see
Table 4). Foreign-owned companics in Singapore accounted for over half of total equity
investment from Singapore in 1993.

To sum up, the state was committed to rapid industrialization and economic development
with the assistance of rapid influx of foreign investment. To achieve such objectives within
ashort period of time, the state had to focus on policies favorable to attracting foreign capital.
It was apparently unavoidable that interest groups, particularly the Chinese business elites,
were excluded in the political process. Huff (1995:1431) notes that the state’s ‘decision to
rely for economic development on MNEs (multinational enterprises) and state-ownedl
enterprises allowed Singapore’s local business elite largely to be excluded from the decision-
making process’. This process of exclusion not only handicapped the development of
indigenous entrepreneurship, but also partially accounted for the late entry of Singaporean
firms in the regional and global marketplaces. Instead, the state has recently taken a leading
role in the regionalization drive. If the private sector cannot provide the necessary capital
and entrepreneurial skills, the state will do so without any hesitation.
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Figure 1. Net investment commitments in Singapore’s manufacturing sector, 1974-1994 (in S$mil-
lions). Source: Department of Statistics (various years), Yearbook of Statistics, DOS, Singapore.
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The role of the state as entrepreneurs

By the late 1980s, the PAP-dominated state had become much stronger politically and
economically. The domestic economy had experienced unprecedented growth for several
decades. As the global economy is becoming more competitive, Singapore begins to real-
ize that heavy reliance on foreign TNCs is no longer useful to attaining its long-term
strategic goals. Foreign TNCs do come and go, particularly when the world is becoming
more ‘borderless’ (Ohmae, 1990). It is necessary to respond to this new global competi-
tion by developing its indigenous economic capabilities which can tap into growth potential
in other countries. One of such strategics is to regionalize its firms to capture the boom-
ing regional market, spearheaded by state-owned enterprises. Kanai (1993:41) notes that
‘no matter what Singapore does in terms of business promotion policy, it is an unavoid-
able fact of modern economic life that Singapore will face keener competition from its
neighbors as a center for regional manufacturing or service industry operations. So it
would seem better for Singapore to promote the outward regional expansion of its own
private sector, and in the process capture for itself some of the benefits of the region’s
dynamic development’. The collusion-and-rivalry perspective developed earlier contends
that state intervention can be a form of entreprencurial activity through which domestic
firms are brought into the regional and global marketplace. A strong state can become an
‘entrepreneur’ exercising its capabilities in accordance with its national developmental
priorities and political ideology. It can rival with existing TNCs for a greater share in the
regional and global economic pie.

This is the case of Singapore in the past decade. The mid-1980s saw one of the most
serious recessions in its ¢ntire history primarily because of global downturn. In what
became the blueprint for Singapore’s economic development in the late 1980s and 1990s,
the report by the Economic Commiittee in 1986 recognized the vulnerability of Singapore’s
economy because of its over-dependence on foreign capital and the lack of indigenous
entrepreneurship. In 1989, the Singapore-Indonesia-Malaysia Growth Triangle idea was
proposed by the then Deputy Prime Minister Goh Chok Tong in response to drastic
industrial restructuring within Singapore and perceived complementarity among the
three countries (Perry, 1991; Toh and Low, 1993; Ho, 1994; Ho and So, 1997). The idea
seems to be based on three premises about industrial tocation and regional integration:
(1) that the decentralization of industry to the immediate region will retain greater
economic linkages back to Singapore than where decentralization is widely dispersed;
(2) that TNCs have well defined location preferences that can be satisfied by the growth
triangle and (3) that facilitating the process of decentralization will simultaneously assist
the upgrading of the activities left behind (Perry, 1991: 143). In technical areas, labor and
land constraints in Singapore require the relocation of low value-added and labor-
intensive production processes to Johor, Malaysia or Riau, Indonesia. Only high value-
added manufacturing activities remain in Singapore. In terms of the division of labor by
sector, Singapore plays a more important role in services as the regional headquarters
(RHQs) for TNCs operating simultaneously in all three locations (see Dicken and Kirk-
patrick, 1991; Perry, 1992, 1995). The emergence of a regional division of labor is clear
here when all three countries contain different comparative advantages and, therefore,
play different economic roles in this regional interdependence.

The growth triangle strategy, however, was deemed unable to revolve the dilemma of
vulnerability and deep penetration of the domestic economy by foreign capital. This fear of
long-term limits to growth was later transformed into the official argument for building an
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‘external wing' to Singapore’s economy in the early 1990s.5 An explicit strategy of regionali-
zation was called for by the state in order to grow local firms domestically and internation-
ally. Senior Minister Lee Kuan Yew announced in January 1993 that the state was taking new
initiatives to generate a bigger pool of local entrepreneurs and to building up the ‘external
wing’ of the Singapore economy (see¢ Régnier, 1993). This national strategic thrust is known
as Singapore’s ‘Regionalization 2000’. SM Lee proposes that:

We can change our orientation. We can alter our social climate to become more
encouraging and supportive of enterprise and innovation. We can enthuse a
younger generation with the thrill and the rewards of building an external
dimension to Singapore. We can and we will spread our wings into the region
and then into the wider world (quoted in EDB, 1993).

SM Lee mooted this idea because most advanced industrialized countries have globalize«l
their national firms to tap into resources, talents and markets in the global economy. The
idea is to develop Singapore into a global city with total business capabilities so that
Singapore can be not only an attractive manufacturing investment location for global
TNCs, but also an ideal springboard to the Asian Pacific region for these TNCs wising to
venture into the region (EDB, 1995). The Prime Minister, Goh Chok Tong, made it clear
that ‘[g]oing regional is part of our long-term strategy to stay ahead. It is to make our
national economy bigger, our companics stronger and some of them multi-national’
(reprinted in Speeches, May-June 1993: 15). An external economy can improve Singapore’s
economic structure in two ways (Ministry of Finance, 1993a: 14). First, it generates busi-
ness and economies of scale for companies in Singapore, making the domestic economy
more productive. Second, it allows Singaporean firms to contribute to and benefit from
the rapid growth of the countries in the region. Singapore needs not depend so heavily
on developed countries for growth and markets.

However sound this idea of regionalization is, the extent of Singapore’s outward invest-
ment was relatively limited before the carly 1990s. As shown in the earlier section,
Singapore’s FDI in the 1980s was quite limited and very biased towards a few major
geographical destinations. Compared to other advanced industrialized countries, the
proportion of Singapore’s FDI to its GNP is small. For example, Singapore’s FDI reached
16 percent of GNP in 1991, compared to 30 percent for Switzerland, 36 percent for the
Netherlands and 23 percent for the UK (Ministry of Finance, 1993a: 20). In 1990, onlv
2 293 (6 percent) of 36 573 companies in Singapore had regionalized their operations
(Ministry of Finance, 1993a: 70). Even among the Asian NIEs, Singapore compared very
unfavorably in terms of its extent of transnational operations.® Moreover, the earlier sec-
tion also shows that foreign firms in Singapore account for more than 50 percent of
outward investment from Singapore in recent years. The role of private sector investment
is rather dismal at this beginning phase of regionalization.

* In fact, the state’s explicit encouragement of outward investment started immediately after the
recession of the mid-1980s (Kanai, 1993). Investment measures, however, initially emphasized the
globalization of Singaporean firms into Europe and North America in order to promote a shift to
higher value-added activities. They were ineffective because few Singaporean firms were capable of
securing a market place in these advanced industrialized countries. For example, both Yeo Hiap
Seng Ltd. (a major local food manufacturer) and Singapore Technologies (a state-owned enterprise
had bitter experience in the US (sec Kanai, 1993). It was not until the early 1990s that the focus of
the state was shifted to regionalization instead of globalization.

¢ See Yeung (1994¢); Yeung (1995); Yeung (1996) for the case of TNCs from Hong Kong and
Yeung (1994a) for the case of TNCs from Asian NIEs in general.
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The historical underdevelopment of indigenous entrepreneurship in the private sector
has convinced the state that the regionalization drive cannot be effectively taken up by
private sector initiatives only. The state has to take up the role and the risks of spearhecad-
ing regionalization in two specific ways: (1) the regionalization of governmentlinked
corporations (GLCs) and companies set up by statutory boards and (2) ‘political
entrepreneurship’ through which the state opens up overseas business opportunities for
private capitalists and negotiates the institutional framework for such opportunities to be
tapped by these Singaporean firms. In the first place, instead of relying on indigenous
entrepreneurs, the state has internalized potential entreprencurs into state-owned
enterprises. This unique approach to economic development and enterprising has proven
successful in its peculiar historical context. Since the mid-1980s, the state has begun to
privatize its state-owned enterprises to allow for greater private sector participation and
more entrepreneurial activities. In this regard, many large state-owned enterprises are
now listed in the Stock Exchange of Singapore (e.g. Singapore Airlines, Keppel Corpora-
tion, Sembawang Holdings and so on). Singapore Airlines, as one of the most successful
local corporations, constituted as much as 5 percent of Singapore’s GDP in its peak. These
former state-owned enterprises have since been known as government-linked corpora-
tions (GLCs) because the state still retains significant influence over their management
control. Today, the public sector and GLCs account for about 60 percent of Singapore’s
GDP (Ministry of Finance, 1993a: 39). These GLCs have become one of the primary
instruments through which the state inaugurates the regionalization drive.

In principles, the state’s involvement in regionalization through GLCs and other
companies set up by statutory boards should be run on a commercial basis. With their
specialized expertise and commercial experience, these GLCs and companies of statu-
tory boards can partner with private sector companies and even take the lead in large
projects. The state, however, should not take on a greater proportion of the risk than
what the private sector investors of the project are prepared to take. The GLCs and
companies of statutory boards are prepared to take the lead only in large infrastructural
projects. In most other projects, the private sector entreprencurs are expected to bear
the primary risks and take on the majority stakes. Figure 2 shows, for example, that a
number of major investments by Singapore companies in the PRC come from the GLCs.

GLCs are managed under four statc-owned holding companies—Temasek Holdings,
Singapore Technologies Holdings, MinCom Holdings and MND Holdings. Together with
statutory boards, these GLCs serve as partners to private sector companies in overseas
ventures by selling their expertise to the private sector; forming joint ventures and
consortia and leading in large infrastructural projects (Ministry of Finance, 1993a: 42-43).
First, a private company is often unable to undertake an overseas project because of its
lack of expertise for some parts of the project. GLCs and statutory board companies may
often have the requisite expertise which can be sold to the private sector. Second, the
sale of expertise brings limited benefits to the GLCs or statutory board companies. They
can make greater use of public sector capabilities by entering into consortia or joint
ventures with private sector companies. This form of state participation in the regionali-
zation drive involves equity stakes in the ventures. The state becomes therefore an ‘quasi-
entreprencur’. Third, for large infrastructural projects which require substantial investments
and expertise and resources, the GLCs and statutory board companies are ideally endowed
with these expertise and resources. Most of these projects also have long gestation and
pay-back periods which are unattractive to private sector capital. The state can thus play
a leading role by holding majority equity stake in the joint ventures. Here the state
becomes a full entrepreneur in its own right.
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Figure 2. Major investments by government-linked corporations from Singapore in the Peoples’
Republic of China. Source: adapted from Kanai (1993) p. 38.

The case of Keppel Corporation is useful to illustrate how the state acts as an
‘entrepreneur’ through the regionalization of its GLCs. Keppel Shipyard Pte Ltd was
incorporated in 1968, as a separate ship repairing operation from the Port of Singapore
Authority, to form a wholly statc-owned enterprise. From a modest beginning, it has
grown into one of the largest and most widely diversified industrial conglomerates in
Singapore, including 9 public listed companies and over 140 active subsidiaries (Low et
al., 1993: 459-65). It has a total asset of more than $$6 billion and employs about 9 000
people. It was ranked among Top 50 companies in Asia by Nomura Research Institute in
1990. The principal activities of the Keppel Group include ship repair, shipbuilding,
property, banking and financial services, shipping and transportation, telecommunici-
tions and engineering.
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In May 1994, Keppel led a consortium of 19 Singapore companies to form the Singapore-
Suzhou Township Development Company (SSTDC). This idea of developing a township
and bringing Singapore style of economic management to the PRC was first mooted by
the former Prime Minister Lee Kuan Yew when he met China’s senjor leader Den Xiaop-
ing during his visit to Singapore over 10 years ago (Tan, 1995: 64). After a long period of
discussion, the State Council of the PRC approved this innovative concept. Numerous
top level official visits were exchanged between the two countries to identify a suitable
site. Suzhou in the Jiangsu province of the PRC was finally chosen after a state visit led by
Singapore’s Prime Minister, Goh Chok Tong, his deputies and other top officials. On 26
February 1994, the Singapore Government, represented by SM Lee, signed an agreement
with PRC Vice Premier Li Lanqing to transfer ‘software’ to Suzhou. This ‘software’ comprises
economic development and public administration expertise. It involves the state taking
the lead to develop industrial township in the PRC (EDB, 1995: 20-21). The SSTDC is a
$$75 million joint venture between the Singapore consortium and their counterpart
comprising 11 Chinese companies mainly from Suzhou. It will develop an industrial
township covering an area of approximately 70 square kilometers. The total cost of the
township is estimated to be $$30 billion and it takes about 20-30 years to complete.
When fully developed, the township will be able to support a population of 600 000 and
provide employment for more than 360 000 people. In November 1994, three consortia
led by Keppel Group were set up to develop utility plants in the township. It includes a
massive $$4.5 billion power plant with a generating capacity equal to almost all the
electricity consumed in Singapore in 1993.7

This case study shows how the state in Singapore has tried to lead the regionalization
drive by taking direct equity stake in large infrastructural development projects in the
region and by employing inter-state relationships to raise the profile and image of its
investment projects. This latter approach to regionalization is termed ‘political
entrepreneurship’ which refers to the involvement of key politicians in opening up busi-
ness opportunities for state-owned and private enterprises. For example, Singapore’s
investment in the PRC increased substantially after October 1990 when diplomatic rela-
tions between the two countries were established and the Singapore Government made
it a top priority to encourage Singapore companies to venture abroad (Lu and Zhu, 1995;
Weidenbaum and Hughes, 1996). Senior officials from Singapore made a number of visits
to the PRC in recent years to enhance the goodwill and improve the guanxi (relation-
ships) between the two countries. Senior Minister Lee himself visited many sites in the
PRC to build connections with local governments and officials and to pave way person-
ally for Singaporean firms, whether GLCs or private companies. A state visit by Prime
Minister Goh Chok Tong in 1993 further strengthened the business ties with the PRC at
the state level. The Suzhou township project, for example, is a commercial proposal rid-
ing on congenial inter-state relationships. In this way, the state serves as a facilitator for
overseas ventures of both GLCs and private sector companies. Today, some 15 state
agencies are involved in the regionalization effort (see Table 6). Their projects are mostly
related to infrastructural developments located in Asia.

7 The Singapore Government and its GLCs are also actively involved in developing other industrial
park and township projects such as Wuxi-Singapore Industrial Park and Qingdao Warehousing
Project in the PRC, Sentosa City Township and Bangalore IT Park in India (Tan, 1995) and Batamindo
Industrial Park and Bintan Industrial Estate in Indonesia (EDB, 1995).
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Table 6. Agencies of the Singapore State in the regionalization effort

Agency

Profile of expertise

Country of projects

Civil Aviatio Authority of
Singapore

Commercial and Industrial
Security Corporation

Construction Industry
Development Board

Housing and Development
Board

Jurong Town Corporation

Mass Rapid Transit
Corporation

® feasibility studies

® planning and design

® management consultancy

® systems acquisition

® opcration plans and
procedures, training

@ (raining programs

® design, integration and
installation of security systems,
central alarm monitoring

® service and maintenance

® key installation security and
industrial, commercial and
banking security

® spccial projects

® construction quality

® advancement system

® quality management systems
® training, skills certification
® master planning and urban
design

® architectural design

® structural engineering

® civil engineering and
infrastructural design

® CADl» and drafung

® cosstal engineering and
reclamation

® project management, estate
managemerntt

® upgrading and retrofitting

® industrial parks and towns
® renewal and redevelopment
® ntegrated land infrastructure
® port operation and marine
base

® land reclamation and marine
structures

® architecture and industrial
building construction

@ clean rooms and R&D labs

® geotechnical investigation,
testing, instrumentation

® surveying and mapping
services

@ golf courses and management
® planning, design,
procurement, construction,
training, operation

® railway maintenance

China, Philippines, Maldives,
Pakistan, Fiji

Indonesia

Hong Kong, Brunei, Taipei

China, Indonesia, Vietnam

Indonesia, China, Philippines,
Thailand, Vietnam, Kenya,
North Africu

continued over page
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Agency

Profile of expertise

Country of projects

Ministry of Environment

National Computer Board

National Productivity Board

Port of Singapore Authority

Public Utilities Board

Public Work Department

Singapore Institute of
Standards and Industrial
Research

Singapore Telecom

® sewcrage system, solid waste
management, pollution control,
drainage system

® environmental health

® quarantine and epidemiology
® computerization, software
development standards and
methodologies

® software quality management
® contracts and facilities
management

® system development life-cycle
management

® [T applications, feasibility
study and consultancy

® management consultancy

® campaigns, training

® administration and rescarch
® terminal operations

® engincering and marine
services

® commercial services

® information scrvices

® port administration

® thermal power plants

® urban and rural electrification
® watcr supply schemes

® ¢lectrical consultancy,
contracting and engineering
services

® architecture and engineering
services

® development and management
@ specialist services

® geotechnical and structural

® roads and transportation

® building, conservation,
retrofitting

® testing and inspection

@ calibration, certification
design and development
technology transfer, R&D
consultancy and training
infrastructural planning
international leased circuits
information systems

ISDN, mobile communication
satellite communication
corporate switched telecom
network systems

Indonesia, Malaysia, China,
Vietnam

Botswana, China, ASEAN,
Mauritius

Indonesia, Italy, Mauritius.
Brunei, China, Philippines, Sri
Lanka, West Germany

Indonesia, Brunei, China,
Vietnam, Philippines, Sri Lanka

China, Philippines, Fiji

Malaysia, Sri Lanka, Philippines

Saudi Arabia, China, Qatar,
Columbia, Japan, Kuwait, Fiji,
Zimbabwe, Thailand,
Philippines, Brunei, Mauritius,
Indonesia, Taiwan, Germany,
Madagascar, Marshall [sland

continued over page
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Table 6. Continued

Agency Profile of expertise Country of projects
Urban Redevelopment ® planning, urban design Brunei, China
Authority ® development control

® architecture, conservation
® project services, land
management, R&D

Source: EDB (1993).

Incentive schemes: changing the comparative advantage of regionalization

Though the state in Singapore has taken the lead in the regionalization drive through
GLCs and ‘political entrepreneurs’, it does recognize the long-term goal of the private
sector as the leading force behind regionalization. The main obstacle to realizing such a
goal is the underdevelopment of private entreprencurship in Singapore. In order to
promote private entrepreneurship, the state has been offering help to private companies
in Singapore through various incentive schemes. In doing so, the state has artificially
changed the comparative advantage of regionalization vis-a-vis domestic investment. Som¢
Singaporean companies are lured into regionalization to take advantage of the state’s
incentive schemes. But they may not be aware of the full costs of regionalization since
these incentives have changed its comparative advantage to make it favorable to these
companies. The long-term viability of nurturing entrepreneurship through such incen-
tive schemes is therefore questionable. The Ministry of Finance (1993b) final report pays
serious attention to the intangible dimension of entrepreneurship and the difference
between owner entrepreneurs and manager entrepreneurs.

Small and medium enterprises (SMEs) have been the backbone of many advanced
industrialized countries. Among the Asian NIEs, Hong Kong has the most developed
network of SMEs that flourish together with the influx of foreign capital (see Redding,
1994). These SMEs from Hong Kong have also extensively engaged in transnational opera-
tions in the PRC and Southeast Asian region (see Yeung, forthcoming). Based on this
principle, the state in Singapore recently aims to nurture SMEs into national firms capable
of penetrating foreign markets and establishing transnational operation. In fact, the EDB
has been assisting local SMEs almost ever since Singapore’s independence in 1965. It is
not until the 1985 recession, however, that the state fully recognized the importance of
SMEs in surviving economic recessions. Policy initiatives in the post-1985 period were
much more concrete than before. In 1986, the EDB initiated the Local Industry Upgrad-
ing Program (LIUP). The SME Master Plan was published in 1989 and the revised Local
Enterprise Finance Scheme was announced in 1992. The most important document.
however, is the Strategic Economic Plan published in 1991 in which the state sees locally
grown TNCs as one of the strategic tools to achieve a fully developed country status by
the turn of the century.

In practice, the state has developed through the EDB a wide array of assistance
schemes and programs to accelerate the development of local enterprises at every
stage of growth—from cradle to maturity (sce Table 7). By 1993, there were over 60
such schemes and programs addressing a broad spectrum of business needs (EDB,
1993). The state’s target is to nurture 100 such SMEs into major players in the regional
economy. First, the Local Enterprise Finance Scheme (LEFS) provides low cost loans
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Table 7. Assistance schemes and programs from the Economic Development Board of Singapore
by 1993

Start-up

Growth

Expansion

Going overseas

Local Enterprise
Computerization
Program

Local Enterprise
Finance Scheme

Product Development
Assistance Scheme

R&D Incubator
Program

Skills Development
Fund

Venture Capital

ISO 9000 Certification

Local Enterprise
Finance Scheme

Local Enterprise
Technical Assistance
Scheme

Local Industry

Upgrading Program

Market and
Investment
Development
Assistance Scheme
Product Development
Assistance Scheme

Pioneer
Status/Investment
Allowance

Skills Development
Fund

Software
Development
Assistance Scheme

Venture Capital

Product Development
Assistance Scheme
Skills Development
Fund

Software
Development
Assistance Scheme
Total Business Plan

Automation Leasing
Scheme

Brand Development
Assistance Scheme

Franchise
Development
Assistance Scheme
ISO 9000 Certification

Local Enterprise
Computerization
Program

Local Enterprise
Finance Scheme

Local Enterprise
Technical Assistance
Scheme

Local Industry
Upgrading Program
Market and
Investment
Development
Assistance Scheme
Pioneer
Status/Investment
Allowance

Venture Capital

Business Development
Scheme

Double Deduction for
Overseas Investment
Development
Expenditure
Franchise
Development
Assistance Scheme
Local Enterprise
Finance Scheme
(Overseas)

Local Industry

Upgrading Program

Market and Investment
Development
Assistance Scheme
Overseas Enterprise
Incentive/Overseas
Investment Incentive

Source: EDB (1993).

for the purchase of equipment and industrial facilities needed for overseas operations.
Second, a number of tax incentives are offered to encourage local enterprises to invest
abroad (e.g. the Double Reduction for Overseas Investment Development Expenditure).
Third, the Regionalization Training Scheme (RTS) provides training passes for a core
group of key operators, supervisors and engineers to receive training in Singapore.
Companies may apply for a grant from EDB to defray the cost of the Foreign Workers’
Levy incurred during their stay in Singapore. Fourth, to establish an overseas presence
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successfully, local companies often need to develop an understanding of host operat-
ing environment and the range of business opportunities available. They can do so by
participating in study missions organized by industry associations or government agen-
cies such as EDB or TDB.

Conclusion

This paper starts with an overview of the theoretical perspectives in our understanding
of the political economy of transnational corporations. While neoclassical economic
analysis is inadequate because of its under-estimation of the state’s direct involvement in
transnational operations, the radical political economy perspective tends to overplay the
collusive relationship between the state and the capitalist. The paper therefore adopts a
collusion-and-rivalry framework that transcends the market failure argument and the
capital logic analysis. Under this framcework, the state is given significant autonomy in its
evolving relationships with transnational capital. These relationships evolve over time in
their historically and geographically specific contexts. When the state is weak at specific
historical moments, the framework argues that the state will collaborate with transna-
tional capital to legitimize its very political existence. When the state becomes stronger
over time, however, the framework predicts that the state will rival with transnational
capital in order to accrue more benefits and values to its domestic tfirms. The ability of
the state to collude with or rival TNCs is also dependent on the spatial scales of its terri-
tory, in favor of smaller states.

Applied to the case of Singapore, the paper has shown that the acceleration of Singapore's
outward investment is a relatively recent phenomenon. It is also an outcome of the state’s
regionalization drive. During its early phase of industrialization, the weak state in Singapore
invited foreign capital to assist its economic take-off which was subsequently used by the
state to legitimize its own political hegemony. Over time, however, the state has become
much more powerful politically and economically. After the recession in the mid-1980s,
it began to reulize the long-term danger of over-dependence on foreign capital. The state
has therefore initiated a massive program to regionalize the Singapore economy since the
late 1980s. Regionalization, as perceived by the state, can reduce Singapore’s depend-
ence on foreign capital in the long run and provide a useful platform for developing
indigenous corporate capabilities. The historical underdevelopment of indigenous
entreprencurship, a result of the weak stare’s conscious distanciation from the Chinese
business clites, has convinced the ‘cntrepreneurial state’ that a successful regionalization
drive must be first initiated by the state through its government-linked corporations and
‘political entreprencurship’. Moreover, the state has provided various incentive schemes
to change the comparative advantage of regionalization. These schemes are designed
specifically to assist SMEs which have difficulties of access to capital and management
expertise.

What then are the implications of this paper for theoretical development in international
business studies and policy making in Singapore? First, the role of the state in international
business is increasingly important in today’s global economy (cf. Ohmae, 1995). As this
paper has shown, it is no longer a passive player in the globalization of economic activi-
ties, but rather an active institution capable of participating directly in this globalization
process, changing the comparative advantage of investment locations and mapping the
political geography of global investment flows. In the field of entrepreneurship (see Kao,
1995), however, the state has never been given any recognition for its ‘entrepreneurial’
tendencies. It is perhaps time for a comprehensive theorization of the state as an
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‘entrepreneur’ in its own right. In today’s changing global economy, institutions (e.g. the
state) and capital are mutually reinforcing and competing at the same time. In order to
understand the nature of TNCs and their cross-border activities, it is imperative to bring
the state back in international business studies (e.g. Stopford and Strange, 1991; Eden and
Potter, 1993; Dicken, 1994, 1995).

Second, this paper has raised some important policy implications for Singapore. The
main issue here is whether a state-driven regionalization can be sustained on a long-term
basis. In a recent speech, Senior Minister Lee noted that in the past, Singapore had suc-
ceeded by attracting foreign TNCs to invest in Singapore to ‘kick-start’ its industrializa-
tion process. The same recipe, however, may not be useful to the future Singapore
economy. He explained that ‘how well we do [in future] depends on how many
entrepreneurs or wealth creators we have in our midst’ (quoted in The Straits Times,
11 July 1996). Singapore needs many more entrepreneurs to take up the opportunities
and challenges that come with regionalization. Promoting entreprencurship in the midst
of a state-driven economy dependent heavily on foreign capital is proven a difficult task.
Régnier (1993:213) explains that ‘very few Singaporeans of the younger generation identify
themselves today with the Overseas Chinese aim of being one’s own boss... Singapore
governmental agencies may provide the best assistance, but with very scarce results, if
local entrepreneurs are deprived of the basic mentality and willingness to go for adventure
and risk-taking abroad’.

In most developed countries throughout the world (e.g. the US, UK and Germany).
outward investment from domestic firms has been driven by private entrepreneurs. Even
in Japan, outward investment remains largely a corporate matter although large Japanese
fros have recerved fvoreble assistance from the Ministry of International Trade and
ddusiry (MEE ot doos of disenp low s ok reduction and so on. In Singapore, the
wéatl FIas 1ol Ly pliay Cucn YOOy SipOiiing wGac o the promoter of outward investment by
Singaporean firms, but also served as an ‘entrepreneur’ in its own right. This dual nature
of the state and its interaction with mdxgcnous Lnnrcprcneurshlp can work both ways.

: e

LS I FIRI T O R 9t cvsnadess The private sector in regionaliza-

woues), indigenous entrepreneur-
s favorable to the long-term growth

of thL Singapore economy. On the othcr hdnd given the unique configuration of state-
firm relationships in Singapore, a joint effort between the state and private entrepreneurs
may ensure the sustainable growth of the Singapore economy through capturing value-
added activities outside Singapore. The challenge to Singapore’s regionalization is how to
reconcile these contradictions embedded in nurturing indigenous entrepreneurship, which
is often in-born, and the leading role of the “entreprencurial state’ in the domestic economy.
Resolving such contradictions, as it stands, provides the key to the long-term success of
Singapore’s economy.
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