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1 Introduction

The United Nations Conference on Trade and Development, UNCTAD (2020) has suggested that
inward Foreign Direct Investments (FDI) is a factor for sustained economic development. FDI is
believed to produce externalities in the form of knowledge spillovers and technology transfers
(Carkovic & Levine, 2002). Achieving sustainable long-term economic development has become
an important mission for many countries in the developing world. Singapore, a former
developing country has been able to achieve sustained economic growth whilst relying heavily
on inward FDI. Singapore is one of the founders of the Association of Southeast Asian Nations
(ASEAN) group and may be able to act as a model country for other developing countries in
ASEAN that have the goal to achieve sustained long-term economic development (Cahyadi et al.,

2004).

Inward FDI can help developing nations in accelerating their development process by
promoting economic growth. This is done through the transfer of technology and knowledge
spillovers from foreign multinational companies (MNCs) into host countries (Nguyen, 2011).
Hence, many developing countries attempt to attract inward FDI in hopes that their economy
will benefit from these technological transfers and knowledge spillover. However, benefitting
from inward FDI has not been so straightforward for some developing nations. Morocco and

Tunisia have failed to achieve FDI-induced economic growth (Haddad & Harrison, 1993).

The World Bank 2017 report found that inward FDI benefits developing countries by upgrading
skills, technological transfers, increasing productivity, and by creating jobs. However, inward
FDI is not a panacea, just because a developing country attracts inward FDI, does not mean it
will automatically absorb the benefits. The report highlights that developing nations may be too
focused on attracting FDI, yet neglect what needs to be done to leverage and maintain the

benefits of inward FDI for sustainable economic growth (Worldbank, 2017).

Singapore has aggressively sought to attract and leverage inward FDI as part of its development


https://www.mdpi.com/2227-7099/5/3/29/htm#B60-economies-05-00029

strategy. Inward FDI has helped Singapore transition from a developing nation to one of the
world’s leading economies today (Mondeja, 2017). FDI can help developing nations in
accelerating their development process. However, to absorb the FDI “spillover”, an environment
characterized by factors such as macroeconomic stability, solid institutions, human capital, and

developed infrastructure is needed.

1.1 Aim and Research Question

Singapore is a tiny, resource-scarce Southeast Asian country that has successfully transitioned
from a developing nation to one of the world’s strongest economies (Cahyadi et al., 2004).
Singapore may be able to act as a model country for other developing countries in ASEAN that

have the goal of achieving sustained economic development.

The overall aim of this thesis is to understand how Singapore has been able to attract, leverage,
and maintain the benefits of inward FDI throughout its economic development. Overall, this
thesis aims to contribute to the scholarly discourse on the relationship between inward FDI and
economic growth. More specifically, this paper focuses on the conditions known as “absorptive
capacity factors” that determine the ability of a host country to absorb the benefits from inward
FDI. Moreover, this thesis will uncover the incentives that foreign MNCs had to locate and then

develop in Singapore.

This thesis will answer the research question “How has Singapore utilized inward Foreign Direct
Investments as a tool to achieve sustained economic growth?” to analyze the conditions known as
“absorptive capacity factors" that have permitted Singapore to maintain FDI-induced long-term

economic development.



1.2 Thesis Outline

Section 2 will provide a background on Singapore’s socio-economic development. Section 3
presents the literature review which provides context on the current empirical discussions and
mixed debates surrounding the relationship between economic growth and FDI. Section 4 is the
theoretical framework that first discusses the general spillover effects from inward FDI. The
Absorptive Capacity theory is discussed, in which human capital and institutional and
infrastructural development are analyzed as factors of absorptive capacity. Section 5 discusses
the methodology, including the research design, case selection, and limitations. Section 6 is the
Analysis, which presents the analytical narrative. The section describes and summarizes the
development phases of Singapore from 1965 till 2022, the timeline is divided into 5 stages:
1965-1980, 1980-1990, 1990-2010, and 2010-2022. The next part of the section analyzes how
Singapore managed its inward FDI through the absorptive capacity factors; Human Capital and
Institutions and Infrastructure that was highlighted in the theoretical framework to answer the
question “How has Singapore utilized inward Foreign Direct Investments as a tool to achieve
sustained economic growth?”. Finally, in section 7, the findings of the thesis are summarized and

concluded.

2 Background of Singapore

Singapore is one of the four prominent Asian Tigers that experienced substantial economic
growth driven by rapid industrialization during the 1960s to 1990s (Cahyadi et al., 2004)
Singapore became independent in 1965 after being forcefully expelled from Malaysia due to
social-political tensions. After independence, Singapore’s survival was doubted for several
reasons: it was politically vulnerable, lacked human capital, and had no natural resources after
being cut off from the Malaysian Hinterland (Cahyadi et al., 2004) International media viewed
Singapore as a nonviable sovereign state due to its socio-economically vulnerable position.
However, Singapore has managed to transform into a first-world country and is one of the

strongest economies today (Prime, 2012).



The Singaporean government has created a positive business environment that has been able to
consistently attract high volumes of inward FDI into Singapore’s highly developed free market
economy. Singapore ranked first in the 2022 index of economic freedom and has maintained a

conducive, open, and corrupt-free environment for business with an attractive tax system for FDI

(The Heritage Foundation, 2022).

Figure 1 depicts the FDI inflows as a percentage of GDP for 4 Asian countries, Singapore,
Malaysia, China, and Thailand over the period 1970-2020. For the most part, Singapore (red line)

has consistently attracted a larger inflow of FDI as compared to the other countries.

FDI Inflows as percentage of GDP

Percent

——Singapore =——Malaysia =———China Thailand

Figure 1, National Comparison of FDI inflows as a percentage of GDP (Worldbank, 2020)

3 Literature Review

The literature review aims to provide a broad overview of the current discussions regarding the
relationship between FDI and economic growth in the host country, as well as provide the
relevant background for my theoretical framework and methodology. The following section will
describe the previous empirical findings regarding the relationship between inward FDI and its
effect on economic growth in the host country to place this thesis in a broader academic dialogue.

The section will begin by outlining the general discussions surrounding FDI and economic



growth. Following this is a presentation of studies with varying conclusions relating to the
economic benefits generated by FDI. Finally, this section will contain a summary of all the

findings presented.

3.1 Relationship between FDI and economic growth

Theoretically, FDI may improve the economic growth in host countries through shifting capital,
knowledge, and technology from developed countries to poorer ones, as this leads to increased
productivity (Soon & Stoever, 1996). However, as the following empirical studies will show,

there is a longstanding debate about the effects of inward FDI on the host country’s economy.

Empirical studies that have concluded that FDI does not have a positive impact on economic
growth: Alalaya (2010), Haddad & Harrison (1993), Irandoust, (2001), Belloumi (2014),
Levine & Carkovic (2002), and Aitken & Harrison, (1999).

Empirical studies have concluded that FDI positively impacts economic growth: lamsiraroj &

Ulubagoglu (2015) and Zhang (2003).

Empirical studies that have concluded that FDI-induced growth is conditional:
Blin & Ouattara (2009), Borensztein et al. (1998), Li and Liu (2005), Baharumshah & Almasaied
(2009), Agbloyor et al., (2016), and Arrmah (2016).

3.1.1 No effect

Aitken and Harrison (1999) used a dataset from Venezuelan firms between 1979-1989 and found
no evidence of technological spillovers from foreign MNCs to the host country which refutes the
FDI spillover theory. Alalaya (2010) and Haddad & Harrison (1993) also found no evidence of
accelerated growth induced by inward FDI when studying Morocco. Irandoust (2001) examined
the effect of inward FDI on total factor productivity growth and found no causality link between

Finland and Denmark. Belloumi (2014) found that there is no significant causality between FDI



and economic growth in Tunisia. Levine & Carkovic (2002) found that FDI does not have an
independent or robust effect on the host country’s economic growth across multiple countries.
These empirical findings claim that inward FDI does not lead to economic development in the

host country.

3.1.2 Positive effect

There are also empirical findings that have found a positive causality between inward FDI and
economic growth in the host country. Iamsiraroj & Ulubasoglu (2015) analyzed 880 reports in
108 published studies which acted as a guide to performing an informed econometric analysis to
analyze if there is a positive relationship between FDI and economic growth. They sampled over
140 countries and concluded that FDI positively affects economic growth and found that this
relationship is supported on a global scale. Zhang (2003) researched the effects of inward FDI on
transitional economies and used data from China during the period 1984 till 1998 and found that
inward FDI has promoted economic growth and aided China’s transition, he found that there
were strong positive effects on coastal regions as compared to inland regions. These empirical

findings claim that inward FDI leads to economic development in the host country.

In terms of analyzing economic growth in terms of long and short-term effects, Le and Le (2020)
analyzed the impacts of inward FDI on Singapore’s economic growth by analyzing a dataset
from the period 1970-2018. They found that when looking at short-run determinants there were
multiple drivers of economic growth. However, their analysis showed that only FDI and exports
were long-term determinants of the economic growth in Singapore, suggesting that FDI plays a
critical role in Singapore’s economic development. They attest that Singapore’s economic growth

is due to successfully managing inward FDI and promoting trade activities.

3.1.3 Conditional effect

The following are empirical studies that have found FDI-induced economic growth in the host
country to be conditional. Some studies have found that the host country needs a threshold of

human capital to positively benefit from inward FDI, and the higher level of human capital in a



nation, the more benefits it can receive from FDI (Blin & Ouattara, 2009, Borensztein, De
Gregorio, & Lee (1998), Li & Liu, 2005, and Baharumshah & Almasaied,2009). Borensztein,
De Gregorio, and Lee (1998) used a cross-country regression framework from 69 developing
countries and found that FDI contributes more growth than domestic investments. They find that
FDI plays a crucial role in the transfer of technology only when the country has a minimum level
of human capital. Borensztein, De Gregorio, and Lee (1998) conclude the host country must

have an adequate level of absorptive capacity for inward FDI to contribute to economic growth.

Similarly, Li and Liu (2005) examined the effects of FDI on economic growth using a dataset of
84 countries from the time 1970-1999. They used single and simultaneous equation system
techniques to examine the relationship and identified an endogenous relationship between
economic growth and FDI. They found that FDI can indirectly affect growth via interaction
factors. They found that in developing countries, the interaction between FDI and human capital
demonstrates a strong positive effect on economic growth, whilst FDI with a larger technological
gap between FDI and host country has a significant negative impact on economic growth.
Baharumshah and Almasaied (2009) examine the role of inward FDI in economic growth in
Malaysia and found that FDI has a positive effect on economic growth in Malaysia, but not as
much as domestic investment has. They suggest that Malaysia should encourage both foreign and
domestic investment as well as invest in factors such as human capital and financial markets to

benefit more from inward FDI.

Some studies have found that countries with stronger institutions and infrastructures can absorb
the benefits of FDI more as compared to countries with weak institutions. Blin and Ouattara
(2009) have found that strong institutions and a proper policy environment must be in place for
Least Developed Countries (LDCs) to effectively benefit from FDI. Similarly, Agbloyor et al.,
(2016) analyzed the role of institutions in inward FDI and found that host countries with strong
institutions were able to benefit more from economic growth via inward FDI when compared to
countries with weak institutions. Caudros and Alguacil (2014) sampled 28 developing countries
over the period 1999-2009 and analyzed the roles of inward FDI and imports of capital goods as

drivers of technological diffusion and productivity improvement. Their results suggested that
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countries with a higher level of human capital and stronger institutions receive higher efficiency
gains from inward FDI. Arrmah (2016) found that Ghana’s economic and social infrastructure
has a positive effect on net FDI inflows and suggested that Ghana should invest in its social
infrastructures to attract more FDI inflows. Hence, these studies have claimed that countries with

strong institutions and infrastructures benefit from FDI spillover effects.

To summarize, the empirical findings from the studies on the relationship between inward FDI
and economic growth in host countries have resulted in mixed results. More recent studies have
found that it is not a matter of whether FDI influences the host country’s economy, but rather the
conditions that exist for FDI to induce economic growth in the host country. This leads to the
theory of absorptive capacity; that is, a country’s capacity to absorb the benefits that inward FDI
can offer (Kalotay, 2000).

4 Theoretical Framework

The following section is the theoretical framework which will act as a guide for the analysis.
This section will first present how FDI can produce spillover benefits. Next, the theory of
absorptive capacity is introduced to help understand the role of the host country in absorbing the
spillover effects from FDI. The theory highlights the conditions that allow the absorption of
inward FDI spillover effects. 2 absorptive capacity factors are highlighted; Human Capital as a
factor of absorptive capacity, and Institutions and Infrastructure as a factor of absorptive

capacity.

4.1 FDI Spillover Benefits

Inward FDI can directly impact the host country's economy through gross fixed capital formation
and by creating jobs (Silajdzic & Mehic, 2015). However, inward FDI can also have dynamic
benefits by impacting the host country’s economy indirectly through “spillover” effects from
foreign firms to lesser productive domestic firms in the host country (Silajdzic & Mehic, 2015).
Typically, these spillover effects refer to the improvements in productivity and skills that come

from the knowledge diffusion from MNCs to the host country’s domestic firms (Silajdzic &
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Mehic, 2015). The knowledge encompasses all types of skills and technology that is related to
production. Hence, the benefits from FDI are not just capital, they are also the knowledge and
technology generated through these spillover effects. Developing countries are keen to attract
FDI in hopes that they would benefit from FDI spillover effects and stimulate their local
economic growth. The problem is that many developing countries make the mistake of assuming
that benefiting from spillover effects is a guaranteed outcome of inward FDI (Borensztein et
al.,1998). In reality, spillover effects only occur when the host country’s firms have the necessary
conditions that allow the absorption of FDI spillover effects (Borensztein et al.,1998).
Oftentimes, developing nations may not have the capability to absorb foreign technologies and
skills. Hence knowledge spillovers do not end up occurring, and the host country is worse off
than before the FDI due to all the wasted investments used to attract FDI in the first place
(Borensztein et al.,1998). The benefits of FDI can be transferred to the host country on both a
macro and micro-economic level (Hoang, 2016). The OECD (2002) report argues that the host
country must maintain a minimum level of economic development and human capital before they
are capable of benefiting from the positive externalities associated with inward FDI (Hoang,
2016). Domestic firms must have certain conditions such as an initial level of the skilled labor
force, and institutional and infrastructural development to absorb the advanced knowledge and
skills from foreign FDIs (Kalotay, 2000) This leads to the theory of absorptive capacity; the host

country’s capacity to absorb and benefit from FDI.

4.2 Absorptive Capacity

Absorptive capacity refers to the host country's ability to absorb the positive benefits such as
technological and knowledge spillovers that come from FDI (Kalotay, 2000). To absorb
FDI-induced economic benefits, the absorptive capacity theory states a series of requirements on
the host country. It needs a threshold of human capital as well as formulated and effective
policies which create a stable macroeconomic framework. Adler (1965) states that the term
“absorptive capacity” was originally suggested to aid in understanding a country’s capacity in
absorbing foreign investments. Suryandari (2014) states that absorptive capacity came from the

idea that an economy requires investment in the development process to add value to the host
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economy; however, solely relying on investment was not enough. The capacity to utilize the
investments to produce value is just as crucial as the investment.

Figure 2. Illustrates the positions of Absorptive capacity in the flow of Inward FDI to the host

country.
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Figure 2, Position of Absorption in FDI Inflow (Nguyen et al., 2009)

Figure 2 depicts the 4 stages of inward FDI into the host country. In the first phase, proper
incentive policies should be in place to attract inward FDI. MNCs are looking to make a profit,
hence they require an environment that will induce profit making and host countries should have
incentive policies such as tax incentives or subsidies (Nguyen et al., 2009). The next stage is
typically a challenge for host countries, as they are required to support investors in capital
disbursement and ensure that investors commit to actual capital investments for project
implementation (Nguyen et al., 2009). The time gap between registered FDI and disbursement is
an indicator of the host country's absorptive capacity, delayed time could indicate poor

infrastructure & undeveloped institutions (Nguyen et al., 2009).

The FDI entry and capital dispersion stage will be dependent on the host country’s ability to
absorb the technological and knowledge spillovers (Nguyen et al., 2009). Through the
absorptive process, these externalities need to be converted into the host country’s internalities
which are determined by the host country's level of absorptive capacity (Nguyen et al., 2009).
Hence, it is clear that the absorptive capacity is just as, or more essential than the initial phase of

attracting FDI. The host country will only achieve substantial benefits from inward FDI if it has
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a high level of absorptive capacity (Nguyen et al., 2009). At the same time, the higher level of
absorptive capacity the more attractive it is to MNCs, which in turn attracts a higher quality of
inward FDI. Absorptive capacity plays a vital role in inward FDI processes. Hence, developing
nations looking to improve economic development should not only focus on attracting FDI,
instead-but should also first analyze and improve their internal absorptive capacity (Hoang,
2016). Infrastructure and institutional framework, human capital, and openness to trade are
factors that determine the host country's absorptive capacity (Blin & Ouattara, 2009,
Borensztein, De Gregorio, & Lee, 1998, Li & Liu, 2005). This study will be analyzing 2

absorptive capacity factors; human capital and institutions and infrastructure.

Absorptive Capacity

Human Capital

k4
k4

Inward FDI

Economic Growth

Institutions &
Infrastructure

Figure 3, Author’s Interpretation of Absorptive Capacity

4.2.1 Absorptive Capacity Factor: Human Capital
Human capital is determined by the knowledge of other personal traits that people embody that
help them to be productive (OECD, 2002). There needs to be a threshold of human capital and
education in the host country for them to absorb and adapt foreign technologies and skills from

MNCs (Borensztein, De Gregorio, and Lee (1998). The relationship between human capital and

14



FDI is bilateral and complex. The inflow of FDI causes knowledge spillovers into the host
country’s labor force. The level of human capital determines how well firms in the host country
can absorb them (Aitken & Harrison, 1991). Moreover, the level of human capital the host
country possesses affects the amount and type of FDI it attracts (Aitken & Harrison, 1991). For
example, technology-intensive MNCs would be more attracted to economies with relatively high
levels of human capital. Hence, host countries with a higher cumulative human capital will
attract high-skilled technology-intensive FDIs that would eventually lead to extensive local
learning and skill development (Aitken & Harrison, 1991). On the contrary, countries that have
low levels of human capital and attempt to use FDI as a means to improve their local economy
end up 1) being unable to gain any skills for development as they have a low absorptive capacity
or, 2) attracting FDI that uses simple technologies and will only allow for marginal local skill
development (Blomstrom & Kokko, 2002). The development of domestic firms also determines
the extent of the host country's absorptive capacity (Nguyen et al., 2009). Human capital affects
the absorptive capacity of domestic firms as the transfer of FDI benefits goes through the labor
force and the more skilled the labor force is, the better procedural knowledge is spilled over from
MNC to local firms (Nguyen et al., 2009). FDI is one of the most crucial vehicles for
international technology transfer alongside international trade (Blomstrom & Kokko, 2002).
MNCs own the most advanced technologies and take up a majority of the world’s private

Research and development (R&D) efforts (Blomstrom & Kokko, 2002).

Borensztein (1998) found that technological spillovers through MNCs are dependent on the host
country’s level of human capital. Developing human capital is concurrent with technological
enhancement, a highly skilled labor force is required to operate high-skilled technologies.
Technology not only increases productivity but also positively impacts economic growth (Kotey
& Abor, 2019). A foreign affiliate is an enterprise resident that an MNC sets up in a foreign
country to give the MNC an edge by making the parent firm more competitive with local firms
that have a higher level of knowledge about the domestic market (Blomstrom & Kokko, 2002).
Setting up a foreign affiliate does not directly lead to a transfer of technology that goes beyond
the MNC. Host countries can benefit from advanced technologies only if they obtain the

technological capacity to absorb the benefits. De Mello (1997) has found that the technological
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gap between MNCs and host countries plays a significant role in the FDI-induced economic
growth in the host country. The larger the technological gap, the lesser the impact the FDI will
have on economic growth in the host country (De Mello, 1997). Host counties must first invest in
their initial technological developments and level of human capital to be able to benefit from the
technological spillover from MNCs (Blomstrom & Kokko, 2002). Hence, developing countries
who are attempting to improve their domestic economic condition from FDI should invest in

human capital to be able to absorb more of the FDI benefits.

To summarize, the level of human capital the host country possesses affects the amount and type
of FDI it attracts and the level of human capital determines how well firms in the host country
can absorb them. Developing human capital is concurrent with technological enhancement, a

highly skilled labor force is required to operate high-skilled technologies.

4.2.2 Absorptive Capacity Factor: Institutions & Infrastructure

The host country should have a stable macroeconomic and political environment to attract FDI
into sectors that are not endowed with natural resources (Cleeve, 2008). Good economic and
institutional facilities should be in place to attract and leverage FDI benefits (Dunning, 1998).
Social and economic infrastructure play a part in determining the firm's cost structures, hence
they directly affect the amount of FDI being attracted to the host country (Jaiblai & Shenai, 2019).
MNCs are organizations that seek to maximize their profit and minimize their costs of doing
business. MNCs need an incentive, oftentimes this would be to make use of the lower costs of
doing business in developing nations. However, if the developing nation has a corrupt and
unreliable economic and social infrastructure, MNCs will not choose to invest (Jaiblai & Shenai,
2019). Infrastructure plays a key role in developing the investment environment for MNCs by
raising the rate of return on investment by reducing investment costs by FDIs. A report by the

OECD (2002b) stated that:

Given the appropriate host-country policies and a basic level of development, a

preponderance of studies shows that FDI triggers technology spillovers, assists human
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capital formation, contributes to international trade integration, helps create a more

competitive business environment, and enhances enterprise development (OECD, 2002b,

pS).

OECD (2002b) highlighted the importance of appropriate policies and the basic level of
development must be in place for the host country to absorb the benefits of FDI. According to
Durham (2004), institutional development encompasses the administrative framework and
investment policies of a country and determines to a large extent the conditions and attitudes for
development. Durham (2004) found that good institutional development has a positive
relationship with FDI, as the nation is equipped with proper business regulations and property

rights protections.

Nunnemkamp (2004) finds that the development of an institutional framework is necessary for a
country to benefit from FDI. Hayat (2017) tested the role of institutional development on
economic growth using a dataset of 104 countries and found that countries with higher
institutional quality generate stronger FDI-induced economic growth as compared to countries
that have weaker institutional qualities. Through testing individual institutional quality indicators,
Hayat (2017) found that corruption and rule of law had significant impacts on economic growth.
There is empirical evidence that good quality institutions stimulate economic development
(Acemoglu, Johnson & Robinson, 2001; Rodrik, Subramanian & Trebbi, 2004). Foreign
investors are looking to make a profit and are aware of the importance of institutional quality,
hence more developing nations looking to attract FDI have been attempting to reform their
institutions (Hayat, 2017). Good institutional quality such as efficient government has many
benefits; it induces FDI-induced growth by attracting FDI with higher spillover potential,
provides foreign investors with more confidence, and creates a healthy competitive environment

between domestic and foreign firms (Hayat, 2017).
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5 Methodology

This section depicts why the methodology of the analytical narrative was selected for this thesis
as well as describes why the model country Singapore was selected for this thesis. Finally, this
section will present the limitations that this thesis is subjected. To repeat, this paper uses a
qualitative approach of analytical narrative to analyze the Singapore experience from a
developing nation to a strong economy in the context of absorptive capacity factors to answer the
research question “How has Singapore utilized inward FDI as a tool to achieve sustained

economic growth?”.

5.1 Research Design

This thesis will use the qualitative method of analytical narrative to help answer the research
question “How has Singapore utilized inward FDI as a tool to achieve sustained economic
growth?”. An analytical narrative was selected for this thesis as it would combine the economic
historical narrative of Singapore with the theory of absorptive capacity to present a deeper
understanding of the conditions Singapore has that allowed it to not only attract FDI but to also
leverage and benefit from the benefits. This paper aims to provide an empirically supported
narrative using existing literature guided by the absorptive capacity theory presented in the
theoretical framework, to analyze how Singapore has managed inward FDI to achieve sustained
economic growth. This analysis follows the analytical approach of Rodrik (2003), which through
a country narrative attempts to understand the economic performance that is not explained by the
economic growth indicators in classical growth theories. In this case, the factors of absorptive
capacity: human capital, institutions, and infrastructure, act as a guide for my analysis of

Singapore’s narrative

5.2 Case Selection

Singapore was selected to be a model country for this research because of a few factors. Today,
Singapore is one of the world’s top recipients of inward FDI however, Singapore has been
attracting inward FDI into its economy since the beginning of its independence in 1965.

Singapore is viewed as a pioneering (former) developing country that has managed to attract
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desirable FDI and leverage them into its development plan (Soon & Stoever, 1996). Attracting
and leveraging inward FDI has occurred despite Singapore’s lack of natural resources or
domestic market. Nonetheless, despite Singapore’s unique size and environment, developing
nations have looked to Singapore to learn how Singapore created a conducive environment to
attract and maintain desirable inward FDI (Soon & Stoever, 1996). Hence, Singapore is an ideal

country to analyze when looking at inward FDI.

5.3 Limitations

This thesis is subject to limitations. First of all, the absorptive capacity theory has other factors
besides human capital and institutions and infrastructure, which unfortunately did not have the
space to be explored in this thesis. However to have a more holistic study of Singapore’s
management of inward FDI more factors of absorptive capacity should be analyzed.
Furthermore, this thesis takes a qualitative approach using an analytical narrative, the Singapore
experience is based on previous existing literature which may have had biases. This thesis only
focuses on the management of inward FDI as a factor of economic growth however Singapore’s
economic development cannot merely be attributed to its benefits from inward FDI. Indisputably,
inward FDI has played a substantial role in the development of Singapore’s economy, however, it
must be noted that other factors such as strategic geographical location and entrepot trade also

play a vital factor in Singapore’s economic development.

6 Analysis

In the theoretical framework, the theory of Absorptive Capacity was introduced and two main
Absorptive Capacity factors were highlighted; Human Capital and Institutions. This section
analyzes and investigates how the model country Singapore has managed its inward FDI by
investing in Human Capital and Institutions as factors of absorptive capacity. The development
timeline will be divided into 5 phases to provide a structured understanding of the different
phases of Singapore’s economic development strategy and journey from its independence in
1965 to 2022. This will aid in the understanding of how Singapore was able to not only attract
FDI but also understand how Singapore managed Inward FDI for sustained long-term economic

growth and development, which will answer the research question: “How has Singapore used
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FDI as a tool to achieve sustained economic growth and development?”

6.1 Management of Inward FDI through Absorptive Capacity Factors

The Second Femaining
Industrialization Competitive

............. e e

1965 1980 1990 2010 2022

Laying the The Next Lap
Foundations

Figure 4, Author’s Interpretation of Singapore’s Development Timeline

6.1.1 Laying the Foundations: 1965-1980

Singapore was forcefully expelled by Malaysia in 1965 due to deep socio-economic tensions
between the ruling parties of Singapore and Malaysia (Wong, 1997). This left Singapore in a
vulnerable position and international media heavily doubted its ability to survive as a sovereign
state. The immediate concerns after independence were unemployment, a lack of quality
education, and a lack of natural resources and land. Without access to Malaysia's hinterland and
natural resources, Singapore did not have its traditional source of income, as a tiny island state
with essentially no natural resources the newly sovereign state was viewed as a nonviable
nation-state (Wong, 1997). During the period 1965-1980, the main focus for Singapore was
economic survival through industrialization by attracting foreign MNCs to labor-intensive
industries to eradicate unemployment (Maitra, 2016). The Economic Development Board (EDB)
was established with the priority to attract inward FDI into Singapore’s economy. Before its
independence, Singapore was heavily reliant on entrepot trade for the East India Company which
meant that the manufacturing sector was heavily underdeveloped when it became an independent
state. When Singapore became independent Unemployment was high at around 10% and by the

end of the 1970s unemployment was around 3% (Maitra, 2016).
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How did Singapore Invest in Institutions and infrastructure?

Due to the sudden expulsion from Malaysia, Singapore could no longer rely on a strategy of
import-substituting industrialization due to its lack of a sizable domestic market, no longer being
able to access Malaysia's hinterland. Instead, Singapore made a bold decision to attempt an
export-oriented strategy, one of the first developing nations to try this (Huff,1994). The first
main development phase for Singapore was to create jobs for Singaporeans (Blomqvist, 2000).
At the beginning of Singapore’s independence in 1965, the majority of citizens were uneducated
and Unemployment levels were around 12% which posed a threat of civil unrest due to the lack

of jobs (Boon & Gopinathan, 2008).

The role of governmental institutions was crucial during this time, the Singapore’s government
knew that it had to rely on foreign investors for the economy to prosper hence another strong
focus during this phase was to begin building a solid relationship with the west (Maitra, 2016).
Singapore set up an Institution that would focus on developing smooth foreign investment in
Singapore and allow FDI to bypass government bureaucracies to make Singapore more attractive
for FDI (Cahyadi et al., 2004). The Economic Development Board (EDB) was established in the
early 60s, and the main priority for the EDB was to attract FDI into Singapore’s economy
(Maitra, 2016). In efforts to promote Singapore to western MNCs, EDB officers traveled to
western Europe and the United States to Pitch Singapore as the ideal location to invest and build

their low-cost manufacturing (Mondeja, 2017).

In the late 1960s, to encourage FDI into Singapore, the Economic Expansion Incentives Act was
passed, this act allowed the EDB to grant tax benefits to foreign corporations which lowered
production costs by around 20% (Maitra, 2016). This act was very successful in attracting inward
FDI into Singapore's market. Through the 70s, the EDB continuously renewed the tax incentives
scheme with the incentive of always making Singapore attractive to FDI (Mondeja, 2017).
Another measure to attract FDI was the development of Jurong Industrial Town which was a
manufacturing base ready to move factories (Mondeja, 2017). Apart from tax incentives, other

supporting institutions were established to develop Singapore's physical and non-physical
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infrastructure. To encourage the transfer of skills and technology from FDI to Singapore, the
EDB created incentives for FDI to create training centers for Singaporean workers (Maitra,
2016). Phillips was one of these foreign firms that agreed to set up training institutes. In
exchange, the EDB protected these firms, by agreeing to not allow firms of the same line to
establish their base in Singapore. These training centers encouraged the transfer of knowledge

and skill to Singaporean workers (Maitra, 2016).

How did Singapore Invest in Human Capital?

In terms of education Boon and Gopinathan (2008) described the education system during this
phase as “survival-based education”. Similar to its economic state, Singapore’s main priority was
to survive (Boon & Gopinathan, 2008). English became the medium of instruction in schools and
students had to learn their mother tongue, either Chinese, Malay, or Tamil Boon & Gopinathan,
2008). The decision to make English the de facto language was to ensure the multicultural
population would have a unified language. It was also to make Singapore more attractive to
western foreign investors and access to the western markets (Boon & Gopinathan, 2008).
Bilingualism being compulsory created a population that could communicate to both Western
and Asian markets. The government knew that Singapore would need to rely on FDI if the
resource-lacking city-state was going to prosper economically Maitra, 2016). During this time,
the English language was associated with the idea of 'modernity' progress, capitalism, and
science and technology (Boon & Gopinathan, 2008). . In efforts to develop human capital and
education, a large portion of Singapore's budget was set towards building an educated workforce

(Boon & Gopinathan, 2008).

6.1.2 The Second industrialization: 1980-1990

During the 1980s, neighboring Southeast Asian countries began to emerge and compete for
inward FDI in low-skilled labor-intensive industries (Maitra, 2016). Singapore could no longer
compete in terms of low-cost labor and hence needed to shift its strategy to remain competitive
(Maitra, 2016). The Second Industrial Revolution began in 1981, and Innovative capabilities

were developed to stay ahead of the regional competition (Boon & Gopinathan, 2008).
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Singapore began an aggressive shift from labor-intensive to high-skilled industries. During this
phase, Singapore wanted to attract Foreign MNEs due to their access to highly advanced
technologies and foreign markets. Singapore needed to invest heavily in its human capital to
create a high-skilled workforce that would attract high-skilled industries (Maitra, 2016). The
level of highly skilled employees increased from 11% at the end of the 1970s, to 22% in 1985
(Maitra, 2016).

How did Singapore Invest in Institutions and infrastructure?

During the 1980s, it was clear that there was an increasing demand for FDI in labor low-skilled
intensive industries, and competition for FDI grew in the Southeast Asian region (Maitra, 2016).
As Singapore’s geographical Southeast Asian neighbors were also trying to achieve sustainable
development by attracting foreign FDI into their labor-intensive industries, Singapore had to shift
to high-skilled industries to remain competitive for inward FDI. Figure 5 depicts the inflow of
FDI in East Asia compared to other regions such as North America and Latin America and the

Caribbean to show the competitiveness of the inflow of FDI in East Asia.
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(Worldbank, 2020)

Due to increasing competition for inward FDI from East Asia and surrounding nations as seen in
Figure 6, Singapore could no longer rely on its low-skilled low-cost labor-intensive industries.
Singapore had to restructure and diversify, the EDB began to shift its strategy from focusing on
labor-intensive industries to becoming a modern industrial economy based on higher skills such
as science and technology (Mondeja, 2017). Hence, the second industrial revolution was
launched in 1981 to shift Singapore out of the labor-intensive industries into a capital-based
economy with a technological base (Mondeja, 2017). The goal was to take Singapore out of
competition with low-wage countries for FDI in labor-intensive industries and push the nation
into technological advancement (Prime, 2012). The early entry into regional networks put
Singapore in a great position to take advantage of the changing production patterns caused by
China’s entrance into the global market. Singapore, alongside other ASEAN nations, began

exporting to China as they took increasing advantage of the expanding Chinese demand (Prime,
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2012). China’s growing position in global manufacturing incentivized Singapore to further
rapidly increasing Singapore’s local skills as well as further develop the sophistication of

Singapore’s industrial base to stay ahead of China’s capabilities (Prime, 2012)

How did Singapore Invest in Human Capital?

The changing industrial structure required upgrading local skills and increasing productivity. The
development of local skills was crucial to meet the needs of targeted foreign investors who were
in high-tech industries such as “computers, computer peripherals, electronic medical instruments,
automotive components, specialty chemicals, and pharmaceuticals, and optical and photocopying

equipment” (Prime, 2012, p13).

During this shift towards higher-skilled industries, the education system was reformed to produce
a very high-skilled workforce, however technical training was an option for those who could not
keep up. Singapore’s education system has had a clear goal from the beginning, which was to
build a strong education system with tough competition through categorization and streaming
based on merit to ensure a high-skilled workforce that can supply foreign MNCs (Boon &
Gopinathan, 2008). At the same time, Singapore saw the need to make sure every citizen that
comes out of the education system can provide for the economy hence technical training was still
available to students who did not meet the merits of Advanced, or A level and hence can make up
the semi-skilled manufacturing workforce (Boon & Gopinathan, 2008). The Skills Development
Fund (SDF) alongside many other programs was initiated throughout the 80s with the purpose to
upgrade local skills, finance the retraining of workers, and promote labor-saving investments
(Boon & Gopinathan, 2008). The EDB set up technical training centers and cooperated with
developed nations such as the Japan-Singapore institute of Software technology to establish

training centers geared towards higher-skilled industries (Boon & Gopinathan, 2008).

6.1.3 The Next Lap: 1990-2010

The previous decade launched the ‘Second Industrial Revolution in 1981 which proved
successful, by the end of the 1990s (Prime, 2012). In the quest to continue Singapore’s shift

towards a technologically based economy, 2 main strategies were: 1) Continuously attract FDI
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into Singapore’s high-technology industries, and 2) Invest and promote Science and technology
such as R & D (Prime, 2012) There was an emphasis on developing sophisticated
innovation-driven industries in Research & Development (R&D), Information and
Communications Technology (ICT) (Prime, 2012). Singapore relocated labor-intensive industries
offshore to Malaysia and Indonesia which was another measure to make Singapore a
predominantly high-skilled based economy (Prime, 2012). The ‘The Next Lap’ was introduced
as a government development plan for the upcoming 30 years, which alongside other points, a
strong focus was on technological upgrading and Human Capital. In the 1990s the economy grew
at an average annual 8% however due to the Asian financial crisis in 1998 there was a recession

that contracted by 1% (Prime, 2012).

How did Singapore Invest in Institutions and infrastructure?

‘The Next Lap’ is a government development plan launched in the 1990s by the Long Term
National Development Committee, which was set out to address Singapore's development
framework for the upcoming 30 years (Prime, 2012). Alongside other points, an emphasis was on
technological upgrading and investing in human capital. During this Phase, Singapore’s national
innovation system had been heavily relying on the presence of foreign Transnational
corporations (TNCs) that were taking part in high-tech innovation (Mondeja, 2017). Singapore
was fortunate to benefit from the spillovers from Foreign corporations (Wong, 2003). The
Technology Investment Fund was set up to aid Singaporean innovators, entrepreneurs, and firms
to innovate throughout the Singaporean economy. High spending by the Singaporean government

was put into developing effects on technology industries.

In 2000, aggressive initiatives of reforms to attract FDI in high-value innovative industries
(Wong, 2003). In 2002, The Standards, Productivity, and Innovation (SPRING Singapore)
focused on a shift toward an innovation-driven economy with a new purpose of encouraging
creativity to achieve continued sustainable growth for Singapore (Wong, 2003). A substantial
amount of S$6 billion was committed from 1991 to 2000, for technological development plans
(Wong, 2003).

During this phase, there was a re-emphasis on innovation and the creation of local firms to foster
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the creation of a knowledge-based economy. Singapore developed a cluster of high technology
institutions such as the Bioplis (Lim & Gregory, 2004). The Bipolis is a biomedical industrial
park in Singapore that was built near the National University of Singapore (NUS) and has
residential spaces for researchers and scientists (Lim & Gregory, 2004). One of the goals during
this phase was to strengthen human capital and local firm capabilities by creating a biomedical
cluster of local existing small and medium-sized enterprises (SMEs) and start-ups (Lim &
Gregory, 2004). Attracting FDI in the biotech industry to the cluster was also instrumental, and
to not fully rely on local capabilities. In 2004, the Competition Act was introduced to establish a

system promoting innovation and competition in Singaporean markets.

The formation of Singapore-Johor-Riau (SIJORI) was established in 1990 and was another
measure to make Singapore a predominantly high-skilled based economy by Relocating
labor-intensive industries offshore to Malaysia and Indonesia (Cahyadi et al., 2004). In the 90s
Singapore was no longer a low-wage low-skilled workforce however the formation of SIJORI
allowed Singapore to use low-wage labor and land resources of Malaysia and Indonesia, whilst
Singapore could offer its capital and expertise (Cahyadi et al., 2004). The SIJORI was coined the
‘triangle of growth’ as it combines the competitive strength of the 3 regions making the
subregion more attractive to FDI and Singapore’s role as the financial center of the triangle

(Cahyadi et al., 2004).

How did Singapore Invest in Human Capital?

During this phase, there was a focus on sustaining a knowledge-based economy. The education
system was revised and used as a vehicle to provide the skills, education, and attitudes of the
Singaporean workforce. In 1991, The Agency for Science and Technology (A*STAR) was
founded with the focus to increase the level of science and technology and promote Singapore as
a knowledge-based economy (Lim & Gregory, 2004). The transition toward building a
knowledge-based economy was proven successful in the development of the education system.
By 1995 the Singaporean education system was producing impressive results (Boon &
Gopinathan, 2008). In 1995 the Trends in International Mathematics and Science Study (TIMSS)

examines mathematics and science level in over 40 countries Singapore was the top scorer for
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both mathematics and science followed by Korea and Japan (Boon & Gopinathan, 2008). The
key findings were that home factors such as education resources played a vital role in the math
and science achievements of the TIMMS country (Boon & Gopinathan, 2008). Hence, it is clear
that Singapore’s education system was successful in developing an education that produced

hard-working, highly-skilled students.

6.1.4 Remaining Competitive: 2010-2022

Today, Singapore is one of the world's strongest economies with low corruption, political and
economic stability, and a high-skilled workforce. Singapore has become a trusted business hub
for FDI (Singapore Economic Development Board, 2022). Singapore continuously ranks among
the top in the world in the World Bank’s Ease of Doing Business report (Worldbank, 2020).
According to UNCTAD's World Investment Report (2019), Singapore has become one of the
largest global recipients of inward FDI just behind China and USA (UNCTAD, 2019). Singapore
has climbed 19 places since the UNCTAD's World Investment Report in 2007, which shows that
attracting inward FDI continues to be a crucial factor in Singapore’s development (UNCTAD,

2007).

In terms of high-skilled technological exports, which are products that require a high level of
R&D intensity to be produced. In Figure 7 it is clear that Singapore has increased its
high-technology exports from 2007-2020 (Worldbank, 2020). This shows that Singapore
continues to expand its development in shifting towards being a high-skilled country. In terms of
human capital, Singapore has achieved impressive results, in the 2020 World Bank Human
Capital Index (HCI), Singapore ranked first place, with the highest global HCI score (Worldbank,
2020). Figure 8 depicts the life expectancy at birth in Singapore from 1960 to 2020, life
expectancy at birth is an indicator of human capital (Worldbank, 2020). In figure 8, it is clear that

life expectancy at birth in Singapore has had a drastic linear increase.
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6.2 Discussion about Absorptive Capacity Theory

To restate, absorptive capacity refers to the host country's ability in absorbing the positive
benefits such as technological and knowledge spillovers that are a product of FDI (Kalotay,
2000). In terms of the host country’s economic growth, the level of absorption capacity is just as,
or more important than attracting inward FDI (Kalotay, 2000). The host country will only
achieve substantial benefits from inward FDI through its absorptive capacity (Hayat, 2017). A
nation with weak absorptive capacity will be unable to fully reap the benefits that inward FDI
can bring, which in turn determines the economic growth of the nation (Hayat, 2017). In the
theoretical framework, I have highlighted 2 main Absorptive Capacity factors; Human Capital
and Institutions. From the section above, we see that throughout the period 1965-1980,
1980-1990, 1990-2010, and 2010-2022, Singapore has consistently prioritized the investment in
Human Capital and the development of strong Institutions whilst continuously attracting inward

FDI as part of its development strategy.

Through the development of strong institutions, Singapore has managed to maintain political and
macroeconomic stability, making it an attractive location for FDI. Macroeconomic and political
stability is the main factor when foreign MNEs decide where to locate their affiliate (Cleeve,
2008). Corrupt or turbulent political environments may cause economic instability which is not
ideal for foreign MNEs looking to make fixed investments. Host countries should have a stable
macroeconomic and political environment to attract FDI in sectors that are not endowed with
natural resources (Cleeve, 2008). Singapore is a tiny island without any natural endowments,
hence it has been especially important for the Singaporean government to establish strong
institutions that could contribute to attracting and maintaining quality inward FDI by providing
foreign investors with more confidence in investing in Singapore (Prime, 2012). Nations that
have higher institutional quality generate stronger FDI-induced economic growth and attract FDI
with higher spillover potential as compared to nations that have weaker institutional qualities
(Hayat, 2017). Good institutional quality has a positive relationship with FDI, as the nation is
equipped with proper business regulations and property rights protections (Durham, 2004).
Singapore utilized policies and institutions to enhance and build social capabilities. The

Singaporean government used “hyper-sensitive” policies to provide conducive conditions for
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foreign firms to thrive (Prime, 2012). Policies were continuously adapted or changed to
accommodate the demands and needs of foreign companies. This not only created an incentive
for foreign firms to invest in Singapore but also created a conducive environment for foreign
firms allowing them to stay and upgrade in Singapore. These policies were manner in which
encouraged spillover benefits from FDI (Mondeja, 2017). Through the development of human
capital, Singapore has built a knowledge economy though with the deliberate intention of
attracting quality FDI that can benefit the nation's economy. Without any natural resources,
Singapore understood early on that the mobilization and development of its people was a crucial

factor in its development (Boon & Gopinathan, 2008).

Laying the foundations: 1965-1980

Singapore’s main focus was to reduce unemployment and this was done so by attracting labor
intensive industries into the country to provide low wage jobs for Singapore's unskilled labor

force (Boon & Gopinathan, 2008).

The Second Industrialization: 1980 -1990

During the ‘second industrial revolution,” the main aim was to shift from labor intensive
industries towards high-skilled industries (Prime, 2012). The goal was to take Singapore out of
competition with low-wage countries for FDI in labor intensive industries and push the nation
into technological advancement. Hence, Singapore needed to invest heavily in its human capital
to create a high-skilled workforce that would attract high-skilled industries and foreign MNCs
(Prime, 2012). During this phase, Singapore wanted to attract Foreign MNEs due to their access
to highly advanced technologies and foreign markets. Spillover effects from MNEs would
provide Singapore with technological advancement and economic growth due to Singapore's

high level of absorptive capability (Prime, 2012).

The Next Lap: 1990-2010

Aggressive initiations of reforms to attract FDI in high-value innovative industries. The ' Next
Lap’ development plan was introduced as a government development plan for the upcoming 30

years (Prime, 2012). Alongside other points, The Next Lap development plan described a strong
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focus on technological upgrading, Human Capital, and building strong institutions (Prime, 2012).
During this phase, there was a re-emphasis on innovation and the creation of local firms to foster

the creation of a knowledge-based economy (Prime, 2012).

Remaining competitive: 2010-2022

As its economy grows, Singapore continues to attract and leverage inward FDI. Today, Singapore
is one of the world's strongest economies with low corruption, political and economic stability,
and a high-skilled workforce, Singapore has become a trusted business hub for FDI (Singapore

Economic Development Board, 2022).

Since the beginning of its independence, Singapore has had an aggressive open-door policy to
attract FDI. Inward FDI has been a crucial factor in Singapore’s economic development strategy
Today, Singapore is one of the world's strongest economies today with low corruption, political
and economic stability, and a high-skilled workforce, and Singapore has become a trusted
business hub for FDI (Prime, 2012). Singapore's strategy has always been to attract FDI into the

nation and absorb the knowledge and technological spillover effects from the foreign MNCs.

Singapore understood FDI is not a panacea, and that it could not merely rely on inward FDI
without developing internally. The nation has relied on foreign firms to establish and develop its
industries and skills, whilst at the same time developing a domestic knowledge economy (Prime,
2012). Singapore has indisputably benefited from its large inflow of FDI and it has helped
Singapore transition from a developing nation to an economic powerhouse (Maitra, 2016).
Inward FDI can help developing nations in accelerating their developing process, however
without the correct environment to foster the benefits of FDI to the host country such as
macroeconomic stability, solid institutions, and policies, and human capital the FDI ‘spillover’
will not be absorbed by the host country (Borensztein, De Gregorio, & Lee, 1998). Developing
nations should not merely focus on attracting FDI if these conditions are not in place. The case of
Singapore shows that to benefit from inward FDI, domestic investment in human capital and the
development of strong institutions should also be in place. When discussing Singapore’s

economic success, its local advantage is often brought up. Singapore’s strategic locational
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advantage at the crossroads of East-West trade has indisputably contributed to its economic
development, however, it has not caused Singapore’s economic development (Prime, 2012).
Many other economies such as Malaysia and other Southeast Asian nations neighboring
Singapore are also endowed with the same strategic location, yet they have not witnessed the
same economic prosperity and many are still struggling to achieve economic stability (Soon &
Stoever, 1996). The fact that Singapore’s location has allowed it to become one of the world’s

most successful business hubs is a consequence of its success, not a cause of it.

7 Conclusion

This paper has taken a qualitative approach to answer the question “How has Singapore used
inward FDI as a tool for sustained economic growth and development?”. The Literature review
has depicted the mixed findings regarding the relationship between inward FDI and its effect on
economic growth in the host country. Empirical research has found that FDI has a conditional
positive effect on the host country's economic growth. The theory of absorptive capacity was
introduced as the theoretical framework, which to restate refers to the host country's ability to
absorb the positive benefits such as technological and knowledge spillovers that come from FDI
(Kalotay, 2000). Two main Absorptive Capacity factors were highlighted; human capital and
institutions and infrastructure. Using an analytical narrative approach, the management of inward

FDI in Singapore was investigated.

Leveraging the benefits of inward FDI is difficult for many countries, Singapore has managed to
successfully manage inward FDI to optimize and leverage its benefits. Since the beginning of its
independence, Singapore has been a developmental state with hyper-sensitive policies that focus
on the advancement of human capital and building strong institutions and infrastructure (Boon &
Gopinathan, 2008). Through the development of strong institutions, Singapore has managed to
maintain political and macroeconomic stability, making it an attractive location for FDI. The
successful development of Singapore’s economy has largely been due to the consistent upgrade
and expansion of human capital and social capability to ensure the workforce meets the needs of

foreign MNCs (Boon & Gopinathan, 2008). The Singaporean government has placed a large
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focus on its economic strategy concerning how to position the nation in a global context (Prime,
2012). The efficiency of the Singaporean government demonstrated in creating clear strategic
development goals and taking the necessary steps to reach them has been impressive and has
given Singapore international recognition as one of the 4 Asian Tigers; alongside Hong Kong,
Taiwan, and South Korea. The Asian Tigers maintained a growth rate of more than 7% between

the 1960s - 1990s (Boon & Gopinathan, 2008).

Blomgvist (2000) suggests that Singapore’s government has acted in a manner that is similar to
business where it was responsive with clear strategic goals whilst being proactive. This does not
mean that Singapore has not received criticism, the one-party authoritarian state has been
accused of micromanaging its citizens and been coined the “nanny state” with strict and stringent
laws and the death penalty still being in practice today. (Ng, 2015). The Singapore government
has a low tolerance for speech and assembly and criticisms towards the government, in the Code

of Criminal Procedure the ‘scandalizing the judiciary act is an arrestable offense Ng, 2015).

Inward FDI can help developing nations in accelerating their developing process, however
without the correct environment to foster the benefits of inward FDI to the host country, namely;
solid institutions and infrastructure, and human capital, the FDI ‘spillover’ will not be absorbed
by the host country. Developing economies have been attempting to attract FDI to their economy
as a means to achieve economic growth and development. Singapore is a pioneer in using and
attracting FDI as a means to increase technological development and stimulate economic growth.
Singapore has indisputably benefited from its large inflow of FDI and it has helped Singapore
transition from a developing nation to an economic powerhouse. The case of Singapore shows
that to benefit from inward FDI, domestic investment in human capital and the development of
strong institutions should also be in place (Boon & Gopinathan, 2008). Moreover, the Singapore
case demonstrates that a small resource-scare nation can upgrade skills and shift to a high-skilled

industry with primary reliance on inward FDI.

The case of Singapore shows that to benefit from inward FDI, domestic investment in human

capital and the development of strong institutions should also be in place. The core of
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Singapore’s success has been government attention to Government policies that were
hyper-sensitive to building domestic social capabilities that were continuously updated and
expanded to meet the needs of foreign companies (Boon & Gopinathan, 2008). Government
policies were hyper-sensitive to providing the conditions for foreign firms to be successful.
Hence, the Singapore case demonstrates that a small country can upgrade skills and move up the
production-value chain in an open market context with primary reliance on foreign direct

investment (FDI).
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