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THESIS SUMMARY

The influence of utilising government initiatives, servicing foreign
MNCs and internationalisation on strategic planning process of
local companies in Singapore

LEE Ngo Hock
Doctor of Philosophy
2001.

This research focuses on two groups of local companies; namely,
high-growth local companies and other local companies, to examine and
compare the influence of utilising government initiatives, servicing foreign
MNCs and internationalisation on their strategic planning process. The
theme of this thesis argues that the approach of an organisation towards
strategic planning is not only determined by the internal influences; namely,
its firm size and the planning behaviour and attitude of an entrepreneur, as
revealed in the literature, but it can also be affected by external influences.
The theoretical contribution of this research determines this unique situation
in Singapore, and tests the robustness of the conventional models of
planning in smaller companies. As a result of the external influences, this
study reveals that local companies are more likely to undertake a much more
formal strategic planning than the conventional Western literature and
models would indicate. High-growth local companies, in comparison,
however, had undertaken a more formal and rigorous strategic planning

process than other local companies.

Key Words:

Strategic planning, External influences, Government initiatives, Foreign
MNC s, Internationalisation

ii



DEDICATION

This thesis is dedicated specially to my wife, Ms. Oon Siew Bee, my
daughter, Felicia Lee Yun Xue and my two sons, Lemuel Lee Yun Jie and

Norman Lee Yun Xiang.

iii



ACKNOWLEDGEMENT

In any significant project, one needs assistance and support from
many people. This research is of no exception. I must thank God and a
number of people who have encouraged and provided me with morale

support in going through the period of Ph.D. study.

First and foremost, I would like to thank the ASTON University for
giving me the opportunity to pursue the Ph.D. study through external
learning. This University has a reputable Business School that occupies
almost half of the University’s campus. The ASTON Business School [ABS]

is one of the largest business schools in Europe.

A special “THANK YOU?” goes to my supervisor, Dr. A. J. Cox, and
Professor G. E. Greenley for their guidance, support and encouragement.
Their prompt feedback and support are the most important factor in the
timely completion of this study. Dr. Cox contributed to the study by giving a
number of good suggestions in carrying out the research and the writing of
this thesis. Professor Greenley gave invaluable comments and suggestions in

the research process. Both of them are nice people in the Business School.

iv



I also like to thank my external supervisor, Dr. Ravi K. Zutshi, in
Nanyang Technological University [NTU] and my colleague, Mr. David
Ling, who made valuable contributions to this research project. They helped

me in the design of survey questionnaire and collection of primary data.

Finally, I would like to thank my family members who are the force
behind this study in intangible but important ways. They had forgone a lots
of good things because I was too preoccupied with this research work. I am
grateful to my wife for putting up with me without much complaint as I
pursued the Ph.D. study. She took the brunt of a typical Ph.D. experience to

the same extent as I did.

Above all things, I thank God for giving me the strength, wisdom and

direction for going through this study. In Proverbs 3: 5-6, he said, “Trust in

the LORD with all thine heart; and lean not unto thine own understanding.

In_all thy ways, acknowledge him and he shall direct thy paths”. The

completion of this study is for his glory alone, so that his name may be

glorified. In the name of the Lord, Jesus Christ' I pray, Amen.

! KIV John 3: "For God so loved the world that he gave his only begotten Son [Jesus Christ], that
whosoever believeth in him should not perish, but have everlasting life. "For God sent not his Son
into the world to condemn the world; but that the world through him might be saved.



CONTENT
Thesis Summary
Dedication
Acknowledgement

List of Tables

Chapter 1 Introduction

1.1 Research background 3

1.2 The scope of this research 8

1.3 The aim of this research 11

1.4 The motivation of this research 14
1.5 The importance of this research 16

1.6 The structure of this thesis 18

Chapter 2 The Singapore Economic Development

2.1 Anoverview 23
2.2 The strategic economic plan 31
2.3 Local enterprise sector in Singapore 35

2.4 The role of local companies in Singapore 45

vi

i
iii
iv

Xiii

21



2.5 The challenges faced by local companies
in the new millennium 48

2.6 The local enterprise development policy 49
2.7 The government initiatives 54

2.8 Summary 60

Chapter 3 Literature Review

3.1 The role of planning 64

3.2 Different approaches to strategy
making 74

3.3 Strategic planning models for
small businesses 84

3.4 External influences on small business
strategic planning practices 100

3.4.1 The influence of the government

3.4.2 The influence of foreign MNCs
3.4.3 The influence of internationalisation

3.5 The influence of entrepreneur on
strategic planning practices 117

3.6 The influence of firm size on
strategic planning practices 120

3.7 The need of companies to engage
in formal strategic planning 126

vii



3.8 The benefit of strategic planning 129

3.9 Research evidences on local companies’
strategic planning behaviours 139

3.10Summary 144

Chapter 4 Research Hypotheses

4.1 External influences on local companies’
strategic planning process 148

4.2 Strategic planning behaviour
of local companies 153

4.3 Contribution of each research hypothesis
to the literature 158

Chapter 5 Research Design and Methodology

5.1 Research methodology 162
5.2 Design of a self-administrated questionnaire 170
5.3 Selection of research samples 181

5.4 Process of collecting primary data 188

viii

146

160



Chapter 6 Quantitative Research Findings
and Analysis 192

6.1 The profile of high-growth local companies
and other local companies in Singapore 194

6.2 The effect of external influences on local
companies’ strategic planning process 217

6.2.1 The utilisation of government initiatives

6.2.2 The servicing of foreign MNCs
6.2.3 The extent of internationalisation

6.3 Strategic planning behaviour of local companies 248

6.4 Summary 261

Chapter 7 Discussion 265

7.1 The theme of this thesis 268

7.2 The profile of high-growth local companies
and other local companies in Singapore 269

7.3 External influences on strategic planning
process of local companies 277

7.4 Strategic planning behaviour
of local companies 290

7.5 Summary 303

ix



Chapter 8 Conclusion 307

8.1 Conclusion of this research 308
8.2 Limitations of this research 314

8.3 Suggestions for further research 317

References

Appendices

LIST OF FIGURES

Figure 3.2  Generic perspectives on strategy

Figure 3.3.1 Stoner and Fry’s model of strategic planning approach.
Figure 3.3.2 Aaker’s model of strategic market management process.

Figure 3.3.3 Napuk’s model of strategic planning.

Figure 3.3.4 A five-phase strategic planning model



LIST OF TABLES

Table 2.1.1 Foreign investment in manufacturing by country of origin,
(1970-1975)

Table 2.1.2  Output and work given out by manufacturing establishments,
(1968-1983)

Table 2.3.1 Contribution of local companies to the economy

Table 2.3.2 Survival rates of SMEs in some developed countries

Table 2.3.3 Contribution of local companies in the manufacturing sector
Table 2.3.4 Contribution of local companies in the commerce sector
Table 2.3.5 Contribution of local companies in the services sector

Table 2.3.6 Contribution of local companies by services groups

Table 2.7  Assistance schemes and programmes of EDB according to
stage of local enterprises’ growth

Table 3.2  Schools of thought of strategy formulation
Table 3.6.1 Stages of organisational growth
Table 3.6.2 Management systems at different stages of companies’ growth

Table 6.1.1 Comparison of fixed assets between high-growth local
companies and other local companies

Table 6.1.2 Comparison of the number of workers between high-growth
local companies and other local companies

Table 6.1.3 Comparison of the preceding year sales turnover between
high-growth local companies and other local companies

xi



Table 6.1.4

Table 6.1.5

Table 6.1.6

Table 6.1.7

Table 6.1.8

Table 6.1.9

Table 6.1.10

Table 6.1.11

Table 6.1.12
Table 6.1.13
Table 6.1.14

Table 6.1.15

Comparison of firm size between high-growth local companies
and other local companies

Comparison of business organisation between high-growth
local companies and other local companies

Comparison of industry sector between high-growth local
companies and other local companies

Comparison of the awareness and utilisation of government
initiatives between high-growth local companies and other
local companies

Comparison of the number of government initiatives utilised
between high-growth companies and other local companies

Comparison of the type of government initiatives utilised
between high-growth local companies and other local
companies

Comparison of the extent of business dependence on foreign
MNCs between high-growth local companies and other local
companies

Comparison of the business dealing with foreign MNCs
between high-growth local companies and other local
companies

Comparison of the extent of internationalisation between
high-growth local companies and other companies

Comparison of the extent of overseas investment between
high-growth local companies and other local companies

Comparison of the extent of export sales between high-growth
local companies and other local companies

Comparison of the mode of entry into overseas markets

between high-growth local companies and other local
companies

xii



Table 6.2.1.1 Correlation between the extent of utilising government
initiatives and its impacts on high-growth local companies

Table 6.2.1.2 Correlation between the extent of utilising government
initiatives and the strategic planning process components
utilised by high-growth local companies

Table 6.2.1.3 Correlation of the extent of utilising government initiatives
and its impact on other local companies

Table 6.2.1.4 Correlation between the extent of utilising government
initiatives and the strategic planning process components
utilised by other local companies

Table 6.2.2.1 Correlation between the extent of servicing foreign MNCs
and its impacts on high-growth local companies

Table 6.2.2.2 Correlation between the extent of servicing foreign MNCs and
the strategic planning process components utilised by high
grown local companies

Table 6.2.2.3 Correlation between the extent of servicing foreign MNCs
and its impacts on other local companies

Table 6.2.2.4 Correlation between the extent of servicing foreign MNCs and

the strategic planning process components utilised by other
local companies

Table 6.2.3.1 Correlation between the extent of internationalisation and
its impacts on high-growth local companies

Table 6.2.3.2 Correlation between the extent of internationalisation and the
strategic planning process components utilised by high grown

local companies

Table 6.2.3.3 Correlation between the extent of internationalisation
and its impacts on other local companies

xiii



Table 6.2.3.4 Correlation between the extent of internationalisation and the
strategic planning process components utilised by other local
companies

Table 6.3.1 Comparison of strategic planning behaviours between high-
growth local companies and other local companies

‘Table 6.3.2 Comparison of strategic planning behaviours between local
companies that possessed a mission statement and those that
did not

Table 6.3.3 Correlation between firm size and the strategic planning
process components utilised by high-growth local companies

Table 6.3.4 Correlation between firm size and the strategic planning
process components utilised by other local companies

Table 6.3.5 Comparison of the extent of strategic planning process
components utilised between high-growth local companies and
other local companies

Table 6.3.6 Comparison of the extent of staff responsible for strategic
planning between high-growth local companies and other local
companies

Table 6.4  Comparison of the extent of external influences on the
strategic planning process between high-growth local
companies and other local companies

Table 7 Comparison of the research hypotheses with the actual findings

xiv



CHAPTER 1

Introduction

This chapter introduces the thesis, written for the fulfilment of
requirement for the degree of Doctor of Philosophy [Ph.D.] in Aston
University [U.K.]. The chapter consists of six sections. The first section
provides the research background. It briefly describes the situation that had
prompted the author to carry out this research. Section two, which is the
most important section, determines the scope of this study. It defines high-
growth local companies and other local companies in the context of this
study, and gives reasons for only considering the classical planning approach
and three external influences; namely, the utilisation of government

initiatives, the servicing of foreign MNCs, and the extent of

internationalisation, in this study.



Section three spells out the research objectives, and also highlights
the research questions. Section four provides the motivation for carrying out
this research. Section five determines the importance of this study and its
contributions to the literature. Lastly, section six gives an overview and the

structure of this thesis. It briefly spells out the objective of each chapter, and

how it contributes to the writing of the whole thesis.



1.1 RESEARCH BACKGROUND

The economic development of Singapore is unique. Immediately after
Singapore obtained self-government from Britain in 1959, the new
government embarked on a deliberate strategy to industrialise the country’s
economy. Much of the Singapore economic growth, since the country gained
its independence, had been based on successful strategies of attracting
foreign investment of manufacturing activities. The foreign investments had
provided Singapore with the much needed capital and technical know-how
for industrialisation. Between 1970 and 1975, foreign capital-investment in
manufacturing had increased significantly. This industrialisation process had
led to a major change in the Singapore economy, transforming it from one
solely depended on trade of basic commodities prior to the 1960s, into
presently a high-tech manufacturing and services centre in the Asia Pacific

region (EDB, 1993).

After three decades of economic development, the Singapore
economy had undergone a metamorphosis. While the contribution from the
commerce sector to the Gross Domestic Product [GDP] had declined, the
manufacturing sector had increased its contribution from 17.6 percent in

1960 to about 25 percent both in 1970 and 1987 (Census of Industrial



Production, 1960-1987). The services sector had also made a significant
increase, at the same time, in its contribution to the GDP from 14.7 percent

in 1960 to 26.4 percent in 1987 (Census of Services, 1960-1987).

According to the Strategic Economic Plan [SEP], Singapore is poised
to become a commercial, manufacturing and financial hub of Southeast Asia,
and a prominent player in the global marketplace in the new millennium
(EDB, 1993). Although the economic revival has opened up many new
business opportunities for local companies, it has also generated new
challenges for them in the years ahead. As Singapore continues to take on
high value-added of foreign activities, local companies need to upgrade their
operations and acquire new business capabilities continuously in order to

provide better quality goods and services to meet the high demands and

expectations of foreign MNCs.

Besides dependent on foreign activities, the Singapore economy is
also dependent heavily on international trade. Given its small domestic
market, free trade and internationalisation have become the culture of the
Singapore ecox.lomy. The opening of the Singapore economy to international

competitors has resulted in an increased competition that forces many local



companies to reinvest their business in overseas to acquire cheaper labour
and material in order to reduce business cost, and at the same time, to carve

their own market niches.

Local companies, as a result, also need to keep abreast of the world
economy, the regional economic growth, and the technological change in
order to stay ahead of the global competition. These new challenges have
resulted in a change of mind-set and attitude of local companies from being
inward-oriented to becoming outward-oriented. This has led them to
establish strong linkages through close co-operation and collaboration with
foreign MNCs.' At the same time, it has also encouraged them to equip
themselves by building up their own strengths and acquiring new business

capabilities to venture into international strategic alliances.

Since the last economic recession in 1985, the Singapore government
has realised the importance of local companies’ contributions to the
Singapore economy. In fact, to realise the Singapore’s vision of becoming a
developed nation by the turn of the century, the government has integrated

the development of local companies into the national strategic plan to



develop a core of high calibre entrepreneurs and world-class companies in

Singapore (EDB, 1993).

The government is committed to support local companies in the
following four main areas; namely, to (1) improve and provide a conducive
environment to promote entrepreneurship and innovation; (2) increase
market efficiency by encouraging information  exchange and improving the
prov‘ision of information on new methods and opportunities; (3) promote
best practices in business through access to consultancy, technology adoption
and training; and (4) assist local companies to go international, and
eventually, to become successful MNCs. In line with the government
objectives, the Economic Development Board [EDB] of Singapore has
developed a wide range of initiatives to help local companies, in every stage
of their growth, to evolve from their traditional trading and light industry

base to undertake a broad spectrum of high value-added activities.

Since the provision of government initiatives, it was reported that
many local companies had utilised the initiatives to embark on a new growth
path (EDB, 1993). Some of these companies had emerged and grown to

become successful enterprises in their respective field. As a result of external



influences, it is anticipated that local companies would develop a good
system of formal strategic planning closely allied with the government and
foreign MNCs to chart their growth path ahead and venture abroad. The
influence of the government, foreign MNCs and internationalisation would
have encouraged them to formalise their strategic planning. These
anticipations have prompted the author to carry out this research, to examine
whether or not the utilisation of government initiatives, the servicing of
foreign MNCs, and the extent of internationalisation have possessed a
significant influence on local companies’ strategic planning process. It also
examines to what extent these external influences have encouraged them to

plan formally and strategically.



1.2 THE SCOPE OF THIS RESEARCH

The scope of this research focuses mainly on two groups of local
companies; namely, high-growth local companies and other local companies,
to examine and compare the extent of external influences on their strategic
planning process. It also examines the difference in their strategic planning
behaviours as a result of the external influences. The definition of a “local”
company used in this research followed the definition adopted by the
Economic Development Board [EDB] of Singapore. According to the
Economic Development Board [EDB] of Singapore, a company is
considered as “local” if the company has at least 30 per cent local entity. In
other words, the company must have at least 30% of its shares held by local
or permanent residents. This definition has also been used by the Economic
Development Board [EDB] of Singapore as one of the criteria to qualify

local companies for the utilisation of government initiatives (EDB, 1989).

High-growth local companies, as defined in the context of this study,
are “local” companies that had achieved high growth performance in their

operating profits and sales turnover'. The use of these two variables to define

! These are some of the criteria used by the Andersen Consulting group and The Business Times to
determine local companies for the ‘Enterprise-50" award.



high-growth local companies is consistent with the government in
determining the growth performance of local companies for the ‘Enterprise
50’ award. High-growth local companies are considered as an elite group of
local companies in Singapore. They are on the fast track, growing rapidly
and expanding their business overseas. Other local companies, as defined in
the context of this study are local companies other than those considered as

“high-growth” by the Singapore government’.

This research only considers three major external influences; namely,
the utilisation of government initiatives, the servicing of foreign MNCs and
the extent of internationalisation on strategic planning process of local
companies as these influences are of major interest to the Singapore
government and local companies. The findings of this research would reflect
the specific Singapore context, the theoretical and practical influence of
which is the main focus of this thesis. While a number of strategic planning
processes are being considered and discussed in the literature, this research
focuses mainly on the c.lassical planning approach, as this is the unique

influence emphasised by the government and the validation imposed by

foreign MNCs.

2 One limitation of using this definition is that some other local companies, which were in fact, high
growth, were not considered. This number, however, may not be significant.



According to the SME Master Plan, the government intends to be

selective in providing the initiatives. The plan spells out clearly that:

i T— The objective is to help local companies
that possess the critical mass, commitment, capacity

and capabilities to grow and develop........... -

(EDB, 1989, pp. 3,11)

These companies must possess the necessary factors for success by
adding values to their people, products and capital. This study used the
cluster sampling method to determine and select the two research samples
for this research, as it would be difficult, if not impossible, to include all of
the local companies in Singapore. Moreover, not every local company in
Singapore has the capacity and capabilities to utilise government initiatives,
servicing foreign MNCs and invest overseas which is the main focus of this

thesis. The advantages and limitations of using the cluster sampling method

10



over the random sampling will be discussed in more details in chapter 5 of
this thesis. The two research samples were taken from the listing of the
“Enterprise-50” award and the Association of Small and Medium-sized
Enterprises [ASME]. It comprised of local SMEs® and local companies that

have grown beyond the SME status.

1.3 THE AIM OF THIS RESEARCH

The aim of this research is to achieve specifically the following three
objectives. The first objective aims to examine and compare the profile of
high-growth local companies and other local companies in Singapore. It also
aims to investigate the extent of their involvement with the government,

foreign MNCs and internationalisation.

The second objective aims to examine the influence of utilising

government initiatives, servicing foreign MNCs and internationalisation on

? Local SMEs as defined in this study are companies with fixed assets of under S$12 million in the
manufacturing sector, and under 50 workers in the services sector (EDB, 1993),

11



the strategic planning process of local companies. The extent of each
external influence will be analysed and examined separately to determine
and compare its impacts on the strategic planning process between high-

growth local companies and other local companies.

Lastly, the third objective aims to examine and compare, between
high-growth local companies and other local companies, their strategic
planning behaviours as a result of the external influences. It also aims to
determine whether or not they have utilised the classical planning approach

to formalise their strategies.

The theoretical contribution of this research involves the investigation
of the unique context of Singapore on the robustness of the conventional
models of planning in smaller businesses. The result of external influences
means that local companies would undertake a much more formal strategic
planning than the conventional Western literature and models would
indicate. Given the initial understanding of the Singapore context and the

potential of high-growth local companies, three research questions are

formulated, and will be answered by this research as follows:

12



1. Whether or not high-growth local companies are more likely to
involve with the government, foreign MNCs and

internationalisation than other local companies?

2. Whether or not high-growth local companies, as a result of
their involvement, are more likely to be influenced by the
government, foreign MNCs and internationalisation on their

strategic planning process than other local companies?

3. Whether or not high-growth local companies, as a result of the

external influences, are more likely to carry out formal and

rigorous strategic planning than other local companies?

13



1.4 THE MOTIVATION OF THIS RESEARCH

The motivation to carry out this particular research was derived from
the following circumstances. First, there has been, hitherto, no major study
carried out to explore the issue of the government’s and foreign MNCs’
interventions in aid of formalising local companies’ strategic planning
process. This is the main motivation. It was derived as a result of the recent
development of the economic policy to support the growth of local
enterprises in Singapore. In view of the government’s interventions, and the
dependence of local companies on foreign MNCs and internationalisation for
their business survival and growth, it is interesting to examine the extent of
their influences. The findings are important and would contribute

significantly to the literature and the conventional models of planning in

smaller businesses.

Second, there were, hitherto, only a few studies carried out in
Singapore to examine the strategic planning behaviour of local companies.
Moreover, these studies either concentrated on a specific group of local
companies (Ghosh, 1992) or companies in a particular industry sector (Tan,
1996). Although the earlier studies had provided some indications on local

companies’ strategic planning behaviours, these studies may not describe the

14



planning behaviour of local companies sufficiently because of poor response

rate (Tan, 1996) and small sample size (Ghosh, 1992).

No doubt, there have been many studies on strategic planning carried
out in the Western countries, particularly in the United States [U.S.] and
United Kingdom [U.K.], their findings may not describe the planning
behaviour of local companies in Singapore as its business environment is
quite different from the Western countries. Unlike the Western countries, the
economic development of Singapore is unique in that the government
primarily leads the economy, which is dependent significantly on foreign

investments and internationalisation.

Lastly, many of the past empirical researches did not differentiate
high-growth companies and other companies in their analysis. These two
groups of companies can be quite different in many aspects, for example, in
their growth rate, organisational size, management practices and strategic
planning behaviour. The motivation of this study is derived to fill this gap to

examine their planning behaviours using comparative study.

15



1.5 THE IMPORTANCE OF THIS RESEARCH

This research is important and would contribute to the literature in the
following ways. First, this research is the first of its kind in Singapore to
explore the influence of utilising government initiatives, servicing foreign
MNCs and internationalisation on strategic planning process of local
companies. These findings would be of major interest to the Singapore
government and local companies. It would provide the relevant policy
makers and government agencies with useful information that would help
local companies formalise their strategic planning closely allied with the
govemmentl and foreign MNCs, and prior to internationalisation. It would

also provide a framework for future similar research.

Second, this research describes the formal strategic planning
behaviour of local companies more sufficiently than the earlier studies. Due
to the lack of this factual information, comparative study pertaining to the
formal strategic planning behaviour of local companies, between Singapore

and the Western countries, is difficult, if not, impossible.

Third, this research fulfils the need to compare and contrast the

formal strategic planning behaviour between high-growth local companies

16



and other local companies. It would illuminate the hitherto Western biased
models, which prior to that, is lacking of this factual information. Future
studies, as a result, can be conducted in the Western countries using a similar

comparative analytical method to test the conclusion of this research.

Lastly, this research determines the profile of high-growth local
companies and other local companies in Singapore. This information would
be useful for future study to compare other aspects of their planning
behaviours or in other research areas that require comparative analysis

between the two groups.

17



1.6 THE STRUCTURE OF THIS THESIS

This thesis has eight chapters. Chapter 1 gives an introduction to the
thesis. Its contents have just been discussed. Chapter 2 briefly discusses the
economic development of Singapore to provide readers with an overview of
the Singapore business situation that has prompted the author 10 carry out
this research. The chapter also reviews the local enterprise sector in
Singapore, and discusses the economic policy aiming to integrate the
development of local enterprises into the national strategic plan, to develop a

core of high calibre entrepreneurs and world-class companies in Singapore.

Chapter 3 reviews the literature to provide a broad and comprehensive
base to formulate research hypotheses. It discusses topics relating to strategic
planning in smaller businesses, the role of planning, its different approaches
and the strategic planning models developed for smaller companies.
Specifically, the chapter also reviews, from past empirical researches, the
internal and external influences on strategic planning process of smaller
companies, and the role of external consultants to help these companies
formalise their strategic planning. Finally, it argues that smaller companies

should also engage in a formal strategic planning process.

18



Chapter 4 describes the formulation of research hypotheses that f.orm
the basis upon which the questionnaire was developed. The chapter also
describes how each hypothesis was built on previous studies. There were,
altogether, four research hypotheses being formulated to determine and
compare the extent of external influences on the strategic planning process
betweén high-growth local companies and other local companies. This
chapter also describes how each hypothesis provides a new understanding

and contribution to the strategic management theory and the literature.

Chapter 5 discusses the research design and methodology used in this
research, based on the general principles from the research methodology
literature. Two research samples; namely, high-growth local companies and
other local companies, were selected for this comparative study. This
research used the mailing of a self-administered questionnaire method to

collect primary data for analysis. The chapter also discusses the limitations

of using this method and the research samples.
Chapter 6 presents the analysis of the quantitative findings using the

‘SPSS’ statistical software. The tools that were utilised in the analysis

included the frequency distribution method, the ¢-test analysis method, and

19



the Pearson correlation method. The analysed results are tabulated and
presented using tables to facilitate the discussion. Chapter 7 discusses the
analysed results in accordance to the research questions and the hypotheses.
The analysed results are summarised at the end of the chapter. Finally,
chapter 8 presents the conclusion of this research. It also highlights its

limitations, and gives suggestions for further research.
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CHAPTER 2

The Singapore Economic

Development

“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.”

The senior Minister, Mr. Lee Kuan Yew

at the business awards ceremony '92.

This chapter gives an overview of the economic situation in
Singapore after the country gained its independence from Britain in 1959. It

provides an important background in which this research was undertaken.

The chapter first reviews the economic development of Singapore and then

21



the Strategic Economic Plan [SEP] which was formulated by the Economic
Development Board [EDB] of Singapore in 1986, to set specific directions
for Singapore in the next phase of its economic development. The chapter
continues to review the local enterprise sector in Singapore, and discuss the
important roles of local companies to help Singapore strengthen its economic
base. The chapter also discusses the challenges faced by local companies and
the new economic policy aiming to help local companies develop at every
stage of their growth. This chapter is considered as one of the main pillars of
the thesis. Reference shall be made to this chapter by other chapters in the

thesis.
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2.1 AN OVERVIEW

Singapore is a small country located at the southern entrance of the
Straits of Malacca, beneath the peninsula of Malaysia. The island had been a
fisherman’s town before it was chosen by Sir Stamford Raffles of the East
India Company in 1819 to form a British maritime base for its trade in the
Malay Archipelago and the Far East. Being a small island, having a land area
of 618 square km with no natural resources, trade naturally was the
cornerstone of its economic development. The island, subsequently, had
become an important commercial and trading centre in the Southeast Asia
after the end of World War I. The main trading activities continued which
involved importing manufacturing goods from the world for re-export, and
exporting raw materials produced in the region to the world. The trading
activities, however, were very limited. Manufacturing was considered as a
less important activity and a secondary industry sector. The activity involved
primarily the processing of imported raw materials and manufacturing of
simpler consumer products. Most industrial establishments were small which
accounted for more than 95% of the establishments (Chew, 1988). The level
of technology was primitive which involved low value, labour-intensive

manufacturing. There was no known policy or systematic plan to stimulate
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industrial development. Banking facilities were totally absent. The only

source of funds to set up businesses came wholly from family members.

In 1960, a year after Singapore obtained self-government from
Britain, the new government immediately embarked on a deliberate strategy
to industrialise the Singapore economy. It was realised then that mainly
dependent on trade was unreliable as the neighbouring countries had begun
their direct trade and developed their own industrial infrastructure.
Industrialisation was considered as a logical step to develop the economy as
there was a need to overcome the massive unemployment problem during
that period as normal expansion of traditional trade and services were unable
to create sufficient jobs for its people. In 1961, the government set up the
Economic Development Board [EDB] as its first agency, to promote
industrial development by encouraging foreign Multinational Corporations

[MNCs] to invest in Singapore.

The industrialisation programme was started with an initial objective
of making Singapore a manufacturing as well as a trading centre of the
federation of Malaysia. Import-substituting industrialisation was encouraged

to provide manufacturers with an opportunity to exploit the then anticipated
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large pan-Malay [Malaysia and Singapore] common market’. This strategy,
however, was not successful and had to replace by export manufacturing in
1965, owing to the lost of the pan-Malaya common market after Singapore

separated from Malaysia to become a sovereign [independent] nation.

In 1967, two years after Singapore had become an independent
country, the new elected government introduced what was known as the
‘Economic Expansion Plan’ to expand the investment of export-oriented,
labour-intensive manufacturing. The plan had introduced various incentives
which included a relief from Income Tax which allowed profits on the
export of manufactured goods to be taxed at an equivalent of one-tenth of the
normal company tax rate; that is, at an effective tax rate of 4%. Other
incentives in the plan included the unlimited duty-free import of equipment,
machinery and raw materials needed for industrial expansions, as well as
accelerated depreciation allowances for tax relief and greater discretion on
labour matters. This strategy was timely and adopted during the period when
the world economy was booming and foreign MNCs were looking for low-

cost areas to assemble their products for re-export.

! At that time, Singapore was part of Malaysia.
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Table 2.1.1 Foreign investment in manufacturing by country of origin, (1970 - 1975)

Gross Fixed Assets in S$ *million

1970 1971 1972 1973 1974 1975
USA 343 501 840 992 1082 1118
Japan 68 108 137 237 354 454
Europe 423 641 900 954 1034 1170
of which
EC 406 616 863 912 996 1110
Sweden 3 5 4 6 3 22
Switzerland 12 17 27 31 27 29
Other European
countries  } 2 3 6 5 8 9
Others 161 325 406 476 584 638
Total 995 1575 2283 2659 3054 3380
EC 406 616 863 912 996 1110
UK 199 294 375 390 424 481
Netherlands 183 275 356 381 420 473
Germany 3 21 96 102 106 105
France 8 10 15 17 21 22
Other EC
countries 13 - 16 21 22 25 29

Source: Economic Development Board, Annual Report 1982/83.

Between 1970 and 1975, foreign capital investments in Singapore had
increased significantly from S$995 million in 1970 to S$3,380 million in
1975 (Table 2.1.1). The US-based companies were the major investors,
invested over an average of S$813 million [over the six years period] in their
gross fixed assets, and followed by the European- and Japanese-based

companies.
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Table 2.1.2 Qutput and work given out by manufacturing establishments, (1968 - 1983)

1068 1973 1983

Total output ($’000)

Small 484,953 1,053,046 4,313,819

Medium 694,078 752,047 3,389,551

Large 996,637 6,132,981 29,518,149
Work given out ($’000)

Small 7,384 18,944 285,240

Medium 3,957 17,145 164,391

Large 7,638 94,631 547,254
Work given out

Total output (%)

Small 389 145 28.6

Medium 20.8 13.1 16.5

Large 40.3 124 54.9

Source: Singapore, Department of statistics, Report on the Census of Industrial
Production, various year, EDB.

An increase in foreign investments, as a result, had resulted in an ever
increase in the number of local subcontractors. Subcontracting companies
were needed to supply production parts of considerable variety and small
volume that were either difficult or uneconomical for large foreign MNCs to
produce in-house. In 1973, the work given out by large establishments
accounted for 72.4% which led to an ever increase of local companies in the

manufacturing sector (Table 2.1.2).
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Between 1961 and 1975, local companies in the manufacturing sector
had increased four-fold, from 514 establishments in 1961 to 2,051
establishments in 1975 (Census of Industrial Production, 1961-1975). The
employment contributed by local companies had also increased at the same
rate. Their value-added to the economy had increased ten-fold, from S$75
million in 1961 to S$737 million in 1975. Foreign investors, however,
continued to dominate the economy. The unemployment rate in Singapore
dropped significantly, from 8.9% in 1966 to 3.6% in 1978, resulted in an
importation of unskilled foreign labours to make up for the shortfall in the

local labour supply (Yearbook of Statistics, 1966-1985).

In 1979, the government launched what was known as the ‘Second
Industrial Revolution’ to restructure the economy into one based on high-
value activities. The rationale for adopting this strategy was to lessen
Singapore reliance on foreign labours for its continuous economic
expansion, and also to avoid direct competition with its neighbouring ‘low-
wage’ countries in labour-intensive activities. Local companies, hence, were
encouraged to engage in activities not only in production, but also in design,
product development, technical services, marketing, distributions, and fund

management for the regional market. The ‘Corrective Wage Policy’ of
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recommending a wage increase of 20%, introduced by the National Wages
Council [NWC] for three consecutive years, was made deliberately to
increase the labour cost in Singapore to discourage low-skill, labour-
intensive activities. Other measures to discourage low-skill production
included tariff revisions and restrictions on importation of foreign labour. At
the same time, however, extremely generous taxes and fiscal incentives were
introduced for newly set-up capital-intensive industries. Industrial training
was also intensified to increase the productivity level of the workforce.
Various government initiatives were given to help local companies upgrade
and automate their production, and to take on more active and supportive

roles in servicing foreign MNCs.

After two-and-the-half decades of the economic development,
Singapore economy has undergone a metamorphosis, transforming from one
solely dependent on trade of basic commodities into a high-tech
manufacturing and services centre in the Asia Pacific region. This
development could not have happened without the support of local

companies and foreign MNCs, leading by the government.
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Presently, pure manufacturing production had declined and replaced
by capital and knowledge-based activities. The “high-tech” manufacturing
sector has now become the main engine of the economic growth, followed
by the services sector that is the second engine. The growth rate of Singapore
economy had been considered as one of the highest in the world. The
average economic growth rate in Singapore was 8.3% yearly over the last
- two decades (World Economic Forum and IMD, 1991-1993). Per capita
income grew to an estimated value of US$10,056 that enabled Singapore to
surpass some of the Organisation for Economic Co-operation and
Development [OECD)] countries. Per capita reserve accounted for $$21,000

which surpassed many of its neighbouring countries in the region.

The economy of Singapore, however, is facing new challenges and
severe competition continuously as a result of the economic development of
the regional countries and the competitive global economy. This
development has affected local companies significantly. On their part, they
need to take the advantage of the industry-wide initiatives provided by the
government to develop into high calibre companies in order to forge a
mutually beneficial symbiotic relationship with foreign MNCs. At the same,

they need to equip themselves by building up their strengths and acquiring
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new business capabilities to venture into international strategic alliances.
Local companies in taking part of the economic development would have
experienced the impacts of external influences from the government, foreign
MNCs and internationalisation which was not described in the conventional
Western literature and models of small businesses. The following sections
shall continue to review the Singapore Strategic Economic Plan [SEP], the
local enterprise sector, the role of local companies, the challenges faced by
these companies, and lastly, the local enterprise development policy aiming

to help local companies develop in every stage of their growth.

2.2 THE STRATEGIC ECONOMIC PLAN

Prior to the 1985 economic recession, local companies had always
been relegated mainly to a subordinate role to foreign MNCs. They were
promoted and assisted mainly to ensure that foreign MNCs were able to
obtain reliable and efficient supporting services locally. The development
strategy of local companies focused mainly on the supporting industries and

related services to attract more foreign investments, and hence, large foreign
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companies to invest in Singapore. Fortunately, these large foreign companies
had brought with them the much-needed capital, modern technology and
managerial skills. They had created employment opportunities for local
labour force in the eaﬂy days when the unemployment was high. They had
also provided an access for local companies to the world market through
their global distribution networks. These foreign MNCs, together with the
support of local companies, had contributed to the economic success of

Singapore in the 19765 and the early 1980s.

After the economic recession, the government, however, had realised
that, besides having local companies to support foreign MNCs, these local
companies could and should play a more enhanced role in creating a more
balanced and stable economy for Singapore. It was realised that they are a
source of entrepreneurship and innovation, and the kernel of future
successful indigenous companies that could grow into the operation of a
global stature. Immediately after the economic recession, an economic
committee was set up to review the progress of the Singapore economy, and
to identify new directions for its future growth. A report of the committee
which was released in 1986, recommended that the government should

strengthen local companies and help them develop into local MNCs
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(Ministry of Trade and Industry, 1986). It was also recommended that the
Singapore economy should also avoid from being too over-dependence on
foreign MNCs. According to the Strategic Economic Plan [SEP], it stated
that:

........... [Although] MNCs have played a major role

in Singapore development in the past 25

VeQTS: csivisiiaisin Heavy dependence on foreign
investment may result in slower growth in the longer

g AR Some innovative approaches are needed

»

to accelerate the development of local MNCs..........

(Ministry of Trade and Industry, 1991)

The Strategic Economic Plan [SEP] also stresses that ‘high-calibre’
local companies should be encouraged to invest overseas to help Singapore

build an external economy. Declared by the Prime Minister of Singapore,

Mr. Goh Chok Tong, he said that:
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.............. Going regional is part of Singapore’s
long-term strategy to stay ahead to make our
national economy bigger and our companies
stronger. Local companies.......... shall be the key
players of the manufacturing, services and
commerce sectors, supporting the Multinational
Corporations [MNCs], and also establishing strong
footholds in the Asia-Pacific region, and actively
participating in the rapidly growing economies of
the region.........".

(EDB, 1993)

Developing a balanced, vibrant and resilient economy for Singapore
is the long-term strategy of the government. Given its small and limited
domestic market, it is vital for Singapore to expand its economy globally to
sustain its continuous economic growth. This has called for local companies

to venture first into the region, and then into the international market to

expand the Singapore economy. The ability of local companies to forge
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mutually beneficial symbiotic relationships with foreign MNCs, and to
venture abroad depends greatly on their capacity and capabilities. The lack
of capacity and capabilities has to be met by the government’s supports to
help them equip by building up their own strengths and acquiring new
business capabilities through close co-operation and collaboration with

foreign MNC:s.

2.3 LOCAL ENTERPRISE SECTOR IN SINGAPORE

In all national economies, a majority of business firms are SMEs. In
the United States [U.S.], for example, of the roughly 19 million businesses in
the country, about 97% of them were categorised as SMEs (Hale, 1992). Out
of these businesses, approximately 99% employed fewer than 100 people. In
the United Kingdom [U.K.], the number of enterprises employed less than
100 people accounted for 96.4% (Hall, 1995). Although the contribution
made by SMEs to an economy varies widely from one country to the other,

they typically make up about 98% of enterprises, contributing over 50% of
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employment, about 50% of Gross domestic product [GDP], and over 35% of

exports.

In Singapore, local SMEs® also form a large part of its economy.
According to a statistical report, they were about 70,000 local companies in
Singapore, of which 98.7% of them were SMEs (EDB, 1993). Local
companies, including SMEs, constituted about 90% of the establishments,
employed 65% of the working population, and contributed to more than half

of the total value-added in Singapore (see Table 2.3.1).

Table 2.3.1 Contribution of local companies to the economy

Local SME | Local Large’ Foreign Total
Number of 69,452 896 9,718 80,066
establishments (86.8%) (1.1%) (12.1%) (100%)
Employment 394.0 2144 326.6 931.0
(*000) (42.3%) (23.0%) (34.7%) (100%)
Value-added 13.0 14.5 24.2 51.7
(S$ billion) (25.2%) (28.1%) (46.7%) (100%)

Source: EDB (1993), Growing with Enterprise: a National Effort, p. 71.

*VALUE ADDED is defined as the additional value generated by the industrial activity of the establishment. It is derived
as the difference between the value of gross output and that of total input and work given out.

? Local SMEs as defined in this study are companies with fixed assets of under S$12 million in the
manufacturing sector, and under 50 workers in the services and commerce sectors (EDB, 1993).
? Local large as defined in this study are companies with fixed assets of more than S$12 million in

the manufacturing sector, and more than 50 workers in the services and commerce sectors (EDB,
1993).
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The number of local companies, especially in the SME sector, has
continued to grow, with new entrants increasing by an average of 21,000
establishments per year (EDB, 1993). It has been reported that although the
average yearly attrition rate is about 15,000, there is a net addition of 6,000
new enterprises entering into the economy each year. The rapid growth rate

of local companies is as a result of the following factors:

(1) A structural shift away of economy towards manufacturing and
services sectors has accounted for a disproportionately large
number of local companies being set up in the above two
sectors. The fastest growth rate is in the finance, property and

professional services.

(2) Development of modern technologies such as modems, personal
computers and fax machines has been the fundamental reason
for the establishment of new enterprises. This development has
enabled local entrepreneurs to start up their business quickly,

and become efficient in their service delivery.
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(3) The emergence of a high technological development in the
manufacturing sector, especially in the area of micro-electronics,
computing, telecommunication and information technology, has
spawned a host of new products and processes particularly suited

to exploitation by local companies.

(4) Changes in the behaviour and organisational structure of large
companies have resulted in an increase of subcontracting
activities, management buy-outs and franchising, all of which

provide opportunities for new start-up.

(5) The promotion of entrepreneurial culture led by the government,
and the provision of government initiatives has provided an

environment that is conducive to the start-up of new enterprises.

It has been reported that the new-generation entrepreneurs are more
energetic, dynamic, visionary and international in their outlook than those of

the past (EDB, 1993). Most of these entrepreneurs are the second-generation
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Singaporean setting up their own business, with some taking over the family
business. They are more outward oriented in their mindset that can be
reflected in their strategic planning. The quality of the new entrants in
entrepreneurship has also improved substantially. According to the study by
the Department of Statistics, out of the total number of 65,852 SMEs in
1984, 46% of the firms are still operating after 10 years (Department of
Statistics, 1997). This figure is higher than the ‘norm’ when comparing with

the survival rate of SMEs in some developed countries (Table 2.3.2).

Table 2.3.2 Survival rates of SMEs in some developed countries

Economy Survival rate (%) | Economy Survival rate (%)
USA 38 France 48
Australia 17 Germany 63

Source: Department of Statistics of Singapore, 1997.

The Manufacturing Sector

Referring to Table 2.3.3, it reveals that the number of local companies
in the manufacturing sector constituted about 79% of the total number of
establishments, of which 77.4% of them were local SMEs. Although local

companies constituted more, in terms of the number of establishments, they
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only employed 43.3% of the working population, and contributed 29.2% of

the total value-added to the economy. Table 2.3.3 reveals that foreign

companies were the main contributors in the manufacturing sector. Although

these foreign companies constituted only 20.8% of the establishments, they

employed more than half (56.7%) of the total workforce, and contributed

70.8% of the total value-added to the economy.

Table 2.3.3 Contribution of local companies in the

manufacturing sector

Local SMEs | Local large Foreign Total

Establishments 2,867 67 769 3,703
(77.4%) (1.8%) (20.8%) (100%)

Employment 121.7 30.5 199.5 351.7
(*000) (34.6%) (8.7%) (56.7%) (100%)

Value-added 4.3 2.0 15.3 21.6
(S$ billion) (20.0%) (9.2%) (70.8%) (100%)

Source: EDB (1993), Growing with Enterprise: a National Effort, p. 71.

Since 1960s when Singapore started its industrialisation programme,

local companies have begun to improve their performance and become more

competitive in the international market. More capable local companies have
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begun to venture overseas. According to the Census of Industrial Production
(1995), although the amount of outputs produced by local companies
accounted to S$29 billion or 24.4% of the total, nearly half of their products
(43.8%) were exported overseas. The main export destination is the United
States that accounted for 30% of the total domestic exports. Other Asian
countries are also considered important markets for Singapore domestic
exports on the regional basis. The main Asian destinations include Malaysia,
Hong Kong, Japan and Thailand. Important markets in Europe are Germany,

the Netherlands, and the United Kingdom.

The Commerce Sector

The number of local companies in the commerce sector constituted
nearly 95% of the total number of establishments, of which nearly 94% of
them were local SMEs. Altogether, local companies employed 82.2% of the

working population, and contributed 58.3% of the total value-added to the

economy (see Table 2.3.4).
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Table 2.3.4 Contribution of local companies in the commerce

sector

Local SMEs | Local large Foreign Total
Establishments 40,616 447 2,214 43,277
(93.9%) (1.0%) (5.1%) (100%)

Employment 170.6 59.3 49.8 279.7
(*000) (61.0%) (21.2%) (17.8%) (100%)

Value-added 4.3 24 4.8 11.5
(S$ billion) (37.4%) (20.9%) (41.7%) (100%)

Source: EDB (1993), Growing with Enterprise: a National Effort, p. 71.

A majority of the companies in the commerce sector were local SMEs

such as retailers. There were concerns over their low productivity and high

labour intensity. The ‘Retail Sector Futures’ survey conducted by the

National University of Singapore [NUS] and National Productivity Board

[NPB] revealed that there was a lack of professionalism among the small

retailers (EDB, 1989). There were, however, signs of these small retailers

adjusting to the rapidly changing life-style, as well as concentrating on

improving productivity, and applying proper management practices and

professional services to compete in the domestic market.
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The Services Sector

The number of local companies in the services sector constituted

nearly 80% of the total number of establishments, of which 78.5% of them

were local SMEs. Altogether, local companies employed 75.5% of the

working population, and contributed 78.3% of the total value-added to the

economy (see Table 2.3.5).

Table 2.3.5 Contribution of local companies in the services sector

Local SMEs | Local large Foreign Total
Establishments 25,969 382 6,735 33,086
(78.5%) (1.1%) (20.4%) (100%)
Employment 101.7 124.6 733 299.6
(*000) (33.9%) (41.6%) (24.5%) (100%)
Value-added 4.3 10.1 4.0 18.4
(S$ billion) (23.4%) (54.9%) (21.7%) (100%)

Source: EDB (1993), Growing with Enterprise: a National Effort, p. 71.

The services sector under the Census of Services is categorised into

five main groups. A majority of local companies concentrated on real estate

and business services. These services contributed the largest share, in terms

of the number of establishments (37.6%) and employment (37.2%) to the
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sector, followed by community, social and personal services, and transport

and communication services (see Table 2.3.6).

Table 2.3.6 Contribution of local companies by services groups

Individual service grouping Establishments | Employment
Transport & Communication Services 16.4% 23.5%
Financial & Insurance Services 10.0% 5.5%

Real estate & Business Services - *- AR
Cbmmunity, Social & Pérsonal Services 24.3% 24.8%
Non-Profit Organisations 11.7% 9.0%

Total 100.0% 100.0%

Source: Census of Services 1995, EDB.

According to the Census of Services (1995), a majority of companies

in the services sector were small enterprises. It has been reported that nearly

88% of the companies employed less than 10 workers. In contrast, large

local companies, although constituted slightly more than 1% of the total

number of establishments, employed nearly half of the total working

population, and contributed more than half of the total value-added to the

economy (see Table 2.3.5).
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The review of local enterprise sector in Singapore has indicated the
significant presence of local companies. Except for the manufacturing sector
that is dominated mainly by foreign companies, local companies in the other
sectors had contributed a larger share, in terms of the number of
establishments and employment, to the economy. Given the significant
presence of local companies, it can be expected that, besides being
dependent on foreign MNC:s, the future economic growth of Singapore also
have to depend significantly on their participation. The following section

shall discuss the important role of local companies in Singapore.

2.4 THE ROLE OF LOCAL COMPANIES IN
SINGAPORE

The role of local companies in Singapore is regarded as a key source
of entrepreneurship and innovation. It has been realised that they play a vital
role in the economic development, not only as dynamic innovative
organisations, but also collectively, as constellations of organisations in
supporting foreign MNCs (Ministry of Trade and Industry, 1991). Over the

past three decades, the economic growth of Singapore had been
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characterised by rapid changes in the industrialisation process. This has been
possible only through the actions and decisions of local companies and
foreign MNCs. Although foreign MNCs had provided the greatest share of
investments in Singapore, in particular, in the manufacturing sector, the

contribution made by local companies has also been significant.

In answering to the initial calls for import-substitution efforts, local
companies had played an important role in producing end-products and
supporting the activities of foreign MNCs by supplying critical parts,
components and services which were uneconomical for them to produce in-
house. Drawing on their traditional strengths, local companies together with
foreign MNCs had helped Singapore embarked on an over three decades of
export-led growth. This has resulted in an emergence of Singapore as a
manufacturing and services hub in the region, and an attractive location for

foreign investments.

In the next phase of the Singapore economic development, local
companies have to evolve from their trading and light industry base to
undertake a broad spectrum of modern economic activities. They not only

will form a key component in the manufacturing, services and commerce
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sectors, continuing to support foreign MNCs, but also, to establish strong
footholds in the Asia Pacific region. Highly flexible and full of vitality, they
will form an embryo from which future local MNCs will develop. They are a
receptacle for international technology and knowledge transfer, forming a

vital link in value chain of global businesses.

The Singapore government has realised the great potential of local
companies to further strengthen Singapore economic position in Asia. The
role of local companies has now become one of the driving forces and pillars
behind future Singapore economic growth. Their involvement is expected to
continue, and contribute towards a more balanced, vibrant and resilient
economy in Singapore. It will be, therefore, the interest of the government to
continue nurture local companies, as their contributions would be one of the

key determinants for the economic success of Singapore.
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2.5 THE CHALLENGES FACED BY LOCAL
COMPANIES IN THE NEW MILLENNIUM

In the new millennium, local companies face many new challenges in
their business. Given the high standard of living and economic pressure for
involving in high value-added activities, they face the challenge of needing
to upgrade their operations continuously, and acquiring new business
capabilities to improve their product and service quality to meet the high

demand and expectation of foreign MNCs.

They are also challenged by global economic pressure and
international competition, which force them to look beyond Singapore for
their business growth. Local companies, as a result, have to change their
mind-sets from being inward-oriented to becénﬁng outward-oriented. They
also have to equip themselves by building up their own strengths and
formulate business strategies prior to establishing strong regional and
international linkages, and inducing close co-operation and collaboration

with foreign MNCs.

The next phase of Singapore economic development would require

local companies to maximise their resources and increase their productivity,
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while taking skilful advantage of business opportunities in the region and
elsewhere in the world. It is expected that they would take the full advantage
of the industry-wide initiatives provided by the government to upgrade their
capacity and capabilities, and restructure their business into a more

competitive and efficient entity in order to work closely with foreign MNCs

and invest overseas.

2.6 THE LOCAL ENTERPRISE DEVELOPMENT
POLICY

After the economic recession in 1985, the government has placed an
increasing emphasis on measures to support local companies. The emphasis
is largely based on the premise that such companies would provide a
powerful medium for economic regeneration, and for enhancing national
rates of technological innovation and international competitiveness. Prior to
the recession, the economic policy focused mainly on foreign MNCs, and as
a result, it had a crowding out effect on local companies. The government,
then, had been too obsessed by the policy of attracting foreign MNC:s, to the

extent that there was little effort being made to promote local companies in a
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scale as that of promoting foreign MNCs. The early government initiatives
were provided mainly upon those local companies in the supporting and
related services industries, largely aiming to attract more foreign
investments. Local companies were assisted to ensure that foreign MNCs

were able to obtain reliable and efficient supporting services in Singapore.

After the 1985 economic recession, the economic policy on local
enterprise development has changed dramatically. The recession, in fact, had
led the government to realise the importance of having a strong group of
local companies in Singapore to increase its competitiveness in the world
market. This realisation had resulted in a relatively higher degree of
government commitment to develop local companies. The new economic
policy, since then, had reinforced an equal emphasis placed on promoting
foreign MNCs as well as local enterprises. The first objective of promoting
local companies is to strengthen them so that they can continue to support
foreign MNCs to meet their demands and expectations. The second objective
is to develop high-calibre local companies into MNCs, to avoid Singapore

from being too over-dependence on foreign companies.
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The government’s commitment to develop local companies has been
symbolised and reflected in the setting up of the first official “Small
Business Bureau” [SBB] department within the Economic Development
Board [EDB] of Singapore in 1986. This Bureau was subsequently expanded
and renamed as “Small and Medium Enterprise Division” [SMED] in 1989,
to emphasise the fact that the government is aiso committed to help larger
companies. It was later restructured in 1990 and renamed as “Enterprise
Development Division” [EDD], to broaden its role and act as the central co-

ordinating agency for the government.

A strong government’s commitment to support local enterprise
development is also reflected in the SME Master Plan. This plan which was
released in May 1989, contains the first comprehensive government
documents, policies and initiatives, aiming to help local companies in every

stage of their growth. The SME Master Plan stated that:
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............ The task of promoting local enterprise
development in Singapore is an important and
urgent one........... Priority, therefore, has been given
to promoting local enterprise development as the
first phase of the overall effort to promote our own

world-class enterprises..........

(EDB, 1989)

The SME Master Plan marks the first phase of national effort to
develop local companies and help them cope with new challenges. It has
prompted local companies to examine their problems and business needs,
and impro;re their operating efficiency and managerial capabilities.
Acknowledging the contribution of foreign MNCs for technology transfer
and international market links, generous incentives were also provided to
help local companies upgrade and’ establish symbiotic ties with foreign
MNCs. The second phase of local enterprise development aims to groom

‘high-calibre’ local companies into local MNCs by stimulating and
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accelerating their growth. The SME Master Plan has given these companies

a vision,

 S—— To ‘innovate and grow’, targeted at
international markets, and become world-class

ENLETPTISES vissvorsas

(EDB, 1989)

While other local companies have been urged by the government to
develop with the help of the initiatives to emerge and grow, ‘high-calibre’
local companies are groomed and supported at the same time to venture

abroad to exploit their own market niches and develop into world-class

MNCs.
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2.7 THE GOVERNMENT INITIATIVES

Unlike some European countries like Austria and Switzerland, the
private sector in Singapore, in the past, did not develop any meaningful
institutional capability to support local enterprise development, or assist
local companies in any vocational training or skill acquisition. The need for
institutional support had to be met by the government. This support,
however, has evolved over time from a sole dependence on the government
to a partnership arrangement with the private sector. Quoting from the
statements declared by the then Senior Minister of State and Ministry of
Trade and Industry, Mr Lim Boon Heng, he said that:

“veeneen Enterprise development is a national
eflo0ttasivvivines It involves the contributions and co-
operation of both the private and public
5eCtors..........Economic Development Board [EDB]
will work hand-in-hand with all relevant bodies to
bring about the upgrading and strategic growth of

local enterprises in Singapore............

(EDB, 1993)
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A slogan, “Growing with Enterprise.......... A National Effort” was
launched in 1992 to reinforce the national effort of local enterprise
development. Implemented through a wide network of government agencies
and private sector organisations, local companies are put in touch with
relevant private organisations and government administrators so that they

can give extra muscles for local companies to gain a competitive edge.

The rationale for this adoption is to reach out to as many potential®
local companies as possible, and to avoid the need to set up a separate local
enterprise agency, or to duplicate the functions and resources of many
existing government agencies. The multi-agency network has also expanded
to include foreign MNCs, among others. This enables the gmlremment
agencies to take on primary task of concentrating mainly on administering
government initiatives, advise and help local companies in the following

specific areas:

4 Companies which have the capacity and capability to emerge and grow,
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1. Professionalisation and growth
e Technology adoption, R&D [by NSTB, SISIR, Universities,
Polytechnics]
e Business and export development [by EDB, TDB]
e Productivity training [by NPB, NCB, EPC, RPC]
. Cémputcrisation [by NCB]
e Automation [by EDB, ACC]
e Local Industry Upgrading Program [by EDB]

2. Providing financial assistance in the form of risk capital
¢ Financial assistance [by EDB]

e Tax incentives [by ECD, TDB]

3. Regionalisation [by EDB, TDB]

Legend:

ACC = Automation Applications Centre

EDB = Economic Development Board

EPC = Enterprise Promotion Centres Pte Ltd

NCB = National Computer Board

NPB = National Productivity Board

NSTB = National Science and Technology Board

RPC = Retail Promotion Centre

SISIR = Singapore Institute of Standards and Industrial Research
TDB = Trade Development Board
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At the time of writing this thesis, there were more than 60 assistance
schemes and programmes provided by the government, to address a broad
spectrum of local companies’ business needs in every stage of their growth
(Table 2.7). The provision of government initiatives has adopted a three
prolonged strategy to stimulate and inspire local companies to innovate and

grow. The objectives are to:

(1) create a conducive and pro-enterprise environment;
(2) provide help for self-help;

(3) accelerate the pace of growth with incentives.

The first strategy is directed mainly at business in general, especially
the new ones. It has been recognised that the new start-ups would have
problems of their own such as finance or skills that require assistance. The
second strategy aims to assist those businesses that face problems relating to
growth and expansion, in areas such as finance, technology and marketing.
The third strategy aims to provide assistance such as tax incentives, to

encourage local companies to go regional and global.
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Table 2.7 Assistance schemes and programmes of EDB according to the stage of local

enterprises’ growth

Start up Growth Expansion Going overseas
Local Enterprise 1SO 9000 Automation Leasing Business
Computerisation Certification Scheme Development
Programme Scheme
Local Enterprise Brand Development
Local Enterprise Computerisation Scheme Double Deduction
Finance Scheme Programme for Overseas
Franchise Development Investment
Product Local Enterprise Assistance Scheme Development
Development Finance Scheme Expenditure
Assistance 1SO 9000 Certification
Programme Local Enterprise Franchise
Technical Assistance Local Enterprise Development
R & D Incubator Scheme Computerisation Assistance
Scheme Programme Programme
Local Industry Local Enterprise Local Enterprise
Venture Upgrading Finance Scheme Finance Scheme
Capital Programme (Overseas)
Market & Investment Local Enterprise Local Industry
Development Technical Assistance Upgrading
Assistance Scheme Scheme Programme
Product Development Local Industry Market & Investment
Assistance Scheme Upgrading Development
Programme Assistance Scheme
Pioneer Status/
Investment Market & Investment Overseas Enterprise
Allowance Development Incentive/Overseas
Assistance Scheme Investment Incentives
Skills Development
Fund Pioneer Status/
Investment
Software Development Allowance
Assistance Scheme
Product Development
Venture Capital Assistance Scheme
Skills Development
Fund
Software Development
Assistance Scheme

Total Business
Plan

Venture Capital

Sources: Economic Development Board, “Growing with Enterprises - A National Effort”, 1993

38



The government’s policy of giving assistance, however, is not free
gift but is added resources needed to attain certain objectives contained in
each program. The non-dole mentality was expressed by the then Minister of

Finance, Dr. Tony Tan, in 1983 who argues that:

............. It is wrong in principle for an enterprise
or a company to require assistance on a permanent
basis. In that case, the business is not viable and the
most sensible course of action would be for the

company to wind up.........

(Tan, 1984, p. 51)

What the government is providing, in fact, is a mission-oriented type
of initiatives that requires local companies utilising it to contribute in return
to the economy, and take part in the Singapore economic growth program.
According to the SME Master Plan, the government has more intention to
help those ‘innovative’ start-ups and promising local companies which

possess the critical mass, commitment, capacity and capabilities, to grow and
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develop (EDB, 1989). Local companies therefore must, first of all, possess
the necessary factors that meet the government’s economic objectives. These
factors would have to be reflected in their strategic planning when they
submit the plan. It would be expected, however, that ‘high-calibre’ local
companies would formulate a more formal and rigorous strategic planning

than other local companies as they work closely with the govcrnmcnt. and

foreign MNCs.

2.8 SUMMARY

This chapter reveals that local enterprise development is crucial to the
future economic growth of Singapore. It also reveals that local companies
play an important role in creating a more balanced and stable economy for
Singapore. Their growth can be accelerated through the utilisation of
government initiatives and the support of foreign MNCs. The criteria set to
qualify local companies for utilising government initiatives suggest that local
companies intending to utilise the initiatives must, first of all, determine their
contributions and commitments, and how they could take part in the

Singapore economic growth process through formal strategic planning.
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Formulating a strategic plan to work closely with the government and
foreign MNCs, therefore, is crucial in order to gain their supports. The
investigation of the eternal influences in this study would determine this
unique situation in Singapore to test the robustness of the conventional
models of planning in smaller businesses described in the literature. It would
be expected that the government, foreign MNCs and internationalisation
would possess a significant influence on local companies’ strategic planning
process in encouraging them to undertake a much more formal strategic
planning than the conventional Western literature and models would

indicate.
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CHAPTER 3

Literature Review

Chapter 2 gives an overview of the Singapore economic situation, and
the profile of its local companies. It also reveals the need of local companies
to engage in formal strategic planning to work closely with the government,
collaborate with foreign MNCs and invest overseas. This chapter shall
review the literature concerning strategic planning in small businesses and
the evidence of external influences on their strategic planning process. Prior
to that, it shall also review the roles of planning described in the literature
and how it is applicable to local companies in Singapore; followed by a
discussion on different approaches to strategy making. The four different
approaches discussed in this chapter include the classical, evolutionary,
processual and systematic approach. The applicability of these four

approaches to strategy making is often debated in the literature.
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The chapter would then provide the reasons for considering only the
classical approach in this study, and review some of the strategic planning
models developed for smaller companies. Finally, it reviews the evidences of
external influences on strategic planning process of smaller companies, and
argues that these companies should seek help from outsiders. The chapter
also discusses the need of smaller companies to engage in formal strategic

planning, and reviews their strategic planning behaviours as they developed

through different stages.
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3.1 THE ROLE OF PLANNING

One of the reasons proposed for planning is that the future will be in
some ways different from the present, and therefore, planning is needed to
prepare for the change (Bolan, 1974). This important aspect of planning is
also expressed in the literature which argues that failure to plan is equivalent
to planning to fail (Hax and Majluf, 1984). Undoubtedly, the rate of change
of global economies has increased dramatically over the past decades. This
change is appearing in Singapore, and it will be more significant in the new
millennium. With the evolution of Internet and Information Technology (IT)
involving in business, coupled with the recent economic crises in Asia, it has
resulted in a change of ways in which businesses are being carried out. The
recent economic crisis had also led to uncertainties in the Asia pacific region
in which Singapore is also affected. Many local companies, thus, have begun
to realise the essential of planning to prepare themselves for the change and
economic uncertainties (Starr, 1971; Hax and Majluf, 1984). In the literature,
many different roles of planning have been proposed. This chapter shall

discuss some of the key roles and how it is applicable to local companies in

Singapore.



1. Planning to facilitate the making or formulation of better strategies
One of the key roles of planning, as suggested in the normative
literature, is to facilitate organisations to make or formulate better strategies
through the use of a systematic, logical and rational approach to strategic
planning (Hax and Majluf, 1991). Through formalise planning, not only
companies can look into the future more systematically, but they are also
able to understand the future implication of the present situation, or consider
the present implication of the future events more thoroughly (Loasby, 1967).
Henry (1979) has carefully described the roles of planning. He said that it is

the function of the most fully developed strategic planning systems today to:

(1) determine organisational purpose and management philosophy
(2) identify internal strengths and weaknesses

(3) monitor changes in the external environment

(4_r) forecast future conditions and establish planning premises

(5) determine threats and opportunities

(6) formulate specific goals

(7) identify and evaluate alternative policies and strategies

(8) select the best strategic plan

(9) prepare functional action plans
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(10) prepare action plans

Based on the above descriptions of planning, it can be expected that
these planning systems would help organisations think more deeply, and in
the process, formulate better strategies. The author agrees with Porter (1987)
who argues that strategic thinking rarely occurs spontaneously. Without
formalised guidelines, few managers know what constituted strategic
thinking, and are able to make effective strategies. This role of planning is
perhaps more obvious in Singapore where local companies need to formulate
a long-term strategic plan to work closely with the government, foreign
MNCs, and prior to investing overseas. Planning can help them formalise
their thoughts and consider long-term decisions. It can also help them tackle

problems before it occurs so that they can be in better position to overcome

the problems (Loasby, 1967).

According to Hax and Majluf (1991), it is only by enforcing upon

organisation into a logical thinking by means of formalised planning with

clear goals and defined sequence of tasks that linked to calendar, could it
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raise the vision of all key managers in an organisation. In the case of
Singapore, planning can help managers reflect creatively on strategic
direction of the business to leverage on government initiatives and foreign
MNCs’ supports. Besides that, it can also enhance group critical thinking
and decision-making that force organisations to make their statements
explicit, of where they want to go and how to get there. More importantly, it
enables organisations to know when they have got there, or how much they
have deviated. Nuttal (1978) uses the concept of an organisation “moving
from one identifiable state to another” to explain this important role of

planning.

2. Planning to introduce a discipline for long-term thinking

Besides formalised strategic thinking, what planning does specifically
in this regard is to introduce a discipline for long-term thinking since
planning is also thought to be useful in many ways, not only restricted to
strategy making (Langley, 1988; Mintzberg, 1994). Hax and Majluf (1991)
argue that the nature of managerial tasks is so heavily dependent on taking
care of an extraordinary amount of routine duties that unless a careful

discipline is instituted, managerial time can be entirely devoted to
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operational issues. This is especially true in Singapore where the rapid
expansion of the scale of business and its related technologies have been so
great that organisations often lead to increased pressures of day-to-day
management. Not only are managers busy in their managerial tasks, but also
they are overwhelmed with information. Planning, therefore, needs to
introduce as a discipline to encourage managers to think of their company’s

future, and take them into account in their decision-making (Loasby, 1967).

3. Planning to co-ordinate and unify corporate directions

Another key role of planning is to help organisations co-ordinate and
unify their corporate functions and directions. This role of planning is
perhaps more significant in high-growth companies where they have a
greater diversification of products and markets, which resulted in
decentralisation of organisation into multi-departmental, divisional or several
small business units [SBUs]. This would also lead to an increase of
autonomy of different operational units which requires an increased demand
for comprehensive planning to allow some forms of “Management by
Exception Principle” to operate (Anthony, 1956). Under such circumstances,

each business unit would have to prepare detailed plans of their future
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intentions, which are subject to top management approval and subsequent
satisfactory implementation that each unit is allowed to operate with total

autonomy.

With a proper articulation of organisational visions, extended by a
mission of each department, division or business unit and an recognition of
each functional competencies, planning can be used to co-ordinate, unify and
mobilise all key managers’ thoughts in the pursuit of agreed-upon and shared
objectives. This can be hard to accomplish without the normalisation and co-
ordination of a systematic planning system. Hax and Majluf (1991) argue
that decisions put together in a single process can ensure that the efforts of
an organisation are properly co-ordinated and unified. Porter (1980), thus,

claimed in the introduction of his book, “Competitive Strategy”, that:

............ The emphasis being placed on strategic planning
today in firms in the United States and aboard reflects the
proposition that there are significant benefits to gain through
an explicit process of formulating strategy, to insure that at
least the policies (if not, the actions) of functional department

are co-ordinated and directed at some common sets of goals.’
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Stoner and Fry (1987) argues that most workers in a company often
possess a strong desire to know its direction, and how their efforts could
contribute towards attaining the company’s overall business objectives.
Formalise strategic planning, however, not only helps organisations co-
ordinate and unify their corporate functions and directions for internal use,
but it also benefits them in providing outside members of the board of
directors, advisory board, or shareholders a basis for their analysis. This is
essential and particularly important for companies intending to seek for
external funding and supports either from the government or foreign MNCs,
which allows them to evaluate and provide suggestions for the overall firms’

performance.

4. Planning to provide mechanism for communication, network of
shared information, and inputs for strategic vision

Perhaps, this can be considered as the most important role of
planning, to provide a mechanism for communication (Hax and Majluf,
1991), or create a network of shared information (Quinn, 1981). In some

cases, it also provides inputs for strategic vision that promote active
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participation and co-ordination across different departments, divisions,
business units or different levels of an organisation (Langley, 1988). The
role of planning in this regard is also to promote participation from the
outsides with the intention of the organisation to impress or influence others.
In the case of Singapore, it is often used to impress the government and

foreign MNC:s in order to gain their supports.

Sawyer (1983) wrote of the need of planning to bring the
management process of an organisation out of individual minds of one or a
few leaders, and into a forum among a management group where it can be
shared and discussed; as Zan (1987) pointed out, to help create consensus.
This is perhaps why some writers claim that planning is of value in and of
itself. Quinn (1980), for example, argues that it is the process of planning
that counts because of its capacity to enhance communication in an
organisation; for example, by enriching (people’s) common underétanding of’

corporate objectives and the business.
Hax and Majluf (1991) argue that planning can provide an

opportunity for multiple personal interactions and negotiations at all levels.

This is particularly true for high-growth companies where they have a great
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diversification of products and markets, and decentralisation of departments
or business units. The engaging communicational efforts, the multiple
interpersonal negotiations generated, the need to understand and articulate
primary factors affecting the business, and the requirement of personal
involvement in the pursuit of constructive answers to pressing business

questions are what truly make planning their most vital experience.

5. Planning to control others

Finally, the role of planning is thought to control others. This can be
seen as an extension of its role towards implementation (Langley, 1988). In
the words of Dror (1971), planning is said to be an activity by which man in
society endeavours to gain mastery for himself and shape his collective
future by power of his reason. Although this seems to be a touchy subject in
the literature, but what’s truly meant here is to control others in an
organisation whose work has to be co-ordinated and integrated with the
planning system. Among the primary responsibilities of planning staff,

Schwendiman (1973) has listed some:
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1. The corporate planning staff should be responsible for
planning the system, and seeing that the steps are being

carried out in a proper sequence.

2. The staff should ensure quality, accuracy and

completeness in the planning done by others.

3. The staff should be responsible for co-ordinating the
overall planning effort, and pulling the individual pieces

together.

While the chief executive officer, typically, does not carry out the
implementation tasks of the design issues himself, he has to be sufficiently
involved in the activities, at least, by setting the directions and controlling
the activities. In the case of Singapore where local companies often alliance
with foreign MNCs, planning is often used as a mean for foreign MNCs to
control the operations of local companies. It is therefore essential for local

companies whose work has to be co-ordinated and integrated with foreign
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MNCs’ requirements to formalise their planning. This is perhaps the only

mean whereby a complex strategic alliance can be achieved and managed.

3.2 DIFFERENT APPROACHES TO STRATEGY
MAKING

In the literature, different schools of thoughts have emerged as a
result of different views to the approaches of strategy making. Mintzberg
(1990) has consolidated these different approaches into ten schools of
thoughts, which can be summarised in Table 3.2. The first three schools;
namely, the ‘design’, ‘planning’ and ‘positioning” schools, are prescriptive in
nature as they seek to explain the “proper” ways of going about the making
of strategy. The ‘design’ school, for example, considers strategy making as a
process of conception in using a few basic ideas to design strategy. The
premises of the ‘design’ school cited that the responsibility for strategy-
making process rests with the chief executive officer, and that person is the
main strategist. It also proposes that strategies must be made explicit, and if
possible, articulated. In other words, it has to be kept simple and formulated

in a controlled conscious process of thought.
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Table 3.2 Schools of Thought of strategy formulation

School View of Process
Design Conceptual
Planning Formal
Positioning Analytical
Cognitive Mental
Entrepreneurial Visionary
Learning | Emergent
Political Power
Cultural Ideological
Environmental Passive
Configurational Episodic
Mintzberg (1990)

The ‘design’ school serves as a basic model for the ‘planning’ school.
Their only difference, perhaps, is the emphasis of setting formal objectives

in the ‘planning’ school. Both schools, however, accept the premises that the
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chief executive is the key actor, and strategy making must be carried out in a
deliberate manner. The ‘positioning’ school, on the other hand, focuses on
the content of strategies rather than the process itself. It simply extrapolates

the messages of the ‘planning’ school into the domain of actual strategy

content.

Unlike the first three schools, the seven other schools are descriptive
in nature. They consider what happens in a human head that tries to cope
with strategy (the ‘cognitive’ school), depict strategy making as the visionary
process of a strong leader (the ‘entrepreneurial’ school), find strategy to
emerge in a process of collective learning (the ‘learning’ school), focus on
conflict and the exploitation of power in the process (the ‘political’ school),
consider the collective, co-operative dimension of the process (the ‘cultural’
school), see strategy making as a passive response to external forces (the
‘environmental’ school) and finally, seek to put all the other schools into the

contexts of specific episodes in the process (the ‘configurational’ school).
Whittington (1993) has discerned the different approaches to strategy

making into four main themes, which are currently dominating in the

literature. They differ fundamentally along two dimensions; namely, one
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dimension determines the outcomes of strategy, and the other, the processes
by which strategy is made (see Figure 3.2). The outcomes differ in terms of
the degree to which strategy produces, either to achieve profit-maximisation
or deviate to allow other possibilities to intrude; whereas, the processes
differ in terms of how far strategies are the product of deliberate calculations

or whether they are emerged by accident, muddle or inertia.

(OUTCOMES)

Profit-Maximising

CLASSICAL EVOLUTIONARY
(PROCESS)
Deliberate Emergent
SYSTEMIC PROCESSUAL
Pluralistic

Figure 3.2 Generic perspectives on strategy
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For the Classicists, profitability is the supreme goal of business, and
rational planning, the mean to achieve it (Chandler, 1962; Ansoff, 1965;
Sloan, 1963). Dominant in the mainstream textbook and strategic
management theory, the classical approach has drawn wide disciplinary and
metaphorical supports. The fundamental strategic problem of this approach
is to position the company in those markets where maximum profits can be
earned; and if in any circumstances, the return in the long-run is not
satisfactory, the deficiency would be corrected or the activity abandoned.
This rational approach assembles the first three schools of the Mintzberg’s

consolidation in Table 3.2.

Evolutionary approach to strategy making, in contrast, is less
confident about top management’s ability to plan and act rationally, or the
capacit)} of organisations to achieve differentiation and adaptation in a
deliberate and sustainable way. The Evolutionists argue that rational, future-
oriented planning is often irrelevant, as long-term survival cannot be
planned. Moreover, not all organisations have the power to change
themselves sufficiently quickly to avoid extinction anyway (Hannan and
Freeman, 1988; Oliver Williamson, 1991). Rather than relying on managers,

they expect the market to secure profit maximisation. In other words, it is the
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market, not managers that choose the prevailing strategies within a particular
environment; that is, to be at the right-place at the right time. Evolutionists
argue that whatever methods managers adopt, it will be only the best
performers that survive, as competitive processes allow the relatively better
performers to flourish while the weaker performers are irresistibly squeezed

out of the ecological niche.

Processualists generally share the Evolutionary scepticism about
rational strategy-making, but are less confident about market ensuring profit-
maximising outcomes (March and Simon, 1958; Cyert and March, 1963).
They also reject the value of long-term planning, but suggested a more
hopeful scenario for organisations that are often seen as surviving
successfully through learning and compromise rather than rational planning
(Mintzberg, 1987). Processualists argue that rational analysis limits the
search for strategic flexibility, and as a result, it reduces the expectation of
success. Radically, they downgrade the importance of rational analysis; and
argue that, in practice, strategy makers do not strive ceaselessly for optimal
solutions, but rather, satisfy themselves with following the established
routines and heuristics of the organisation. For Processualists, both

organisations and markets are sticky and messy phenomena from which
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strategies emerge with much confusion and in small steps. They argue that it
is to the very imperfection of organisational and market processes that

managers owe their strategies and competitive advantages.

Lastly, Systemic approach stresses the social context of strategy-
making, pointing out that profit maximisation may not be the over-riding
objective of an organisation. Systematic theorists argue that decision makers
are not simply detached calculating individuals interacting in purely
economic transactions, but are people rooted deeply in densely interwoven
social systems. The societies may choose other criteria for supporting
enterprises other than just financial performance. They do, however, retain
the faith of the classical approach in that the capacity of organisations could
plan forward and act effectively within their environments. The modes of
strategy are deeply embedded in particular social systems and their processes

and objectives may be perfectly rational according to the criteria of the

locally dominant groups.
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The author’s comment

Among the four different approaches to strategy making discerned by
Whittington (1993), the author does not agree with the Evolutionists’ views
that the fate of a company is merely decided by the market and long-term
survival of a company cannot be planned. In that case, companies need not
have to plan; but rather, merely depending upon being efficient, in reacting
to the environment in order to survive. The Processualists, however, seem to
have a strong standing in the literature of suggesting that strategies could
emerge from an iterative process, as well as through learning and
experimenting (Quinn, 1980). Mintzberg (1994), however, also argues that
strategy making can neither be purely deliberate nor emergent, as the former
suggests no learning; whereas the latter, no control. He suggests that
organisations should consider pursuing what he called “umbrella” strategies,
which can be carried out deliberately while allowing the details to emerge
within them. This implies that strategic planning, no matter how deliberate it
can be, must also provide some means of “flexibility’" to allow companies to

review their strategies periodically to adapt dynamically to the environment

that is changing all the time.

! The need to provide flexibility has been emphasised in the development of strategic planning
models which are claimed to be suitable for use in small businesses (Napuk, 1993; Kwestel, 1998).
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Lee (1994), in one of her working papers, made an effort to study the
relevance of strategy theories, described in the Whittington’s typology, in
small businesses. She examined the outcomes of strategy making and the
approaches of four small British component manufacturers as part of her
ongoing research project in British West Midlands. Based on the
Whittington’s typology, she discovered that although the approaches of four
small British component manufacturers to strategy-making were largely
processual, their processes were deliberate rather than emergent; and their
outcomes focussed on profit maximisation, rather than pluralistic. These
companies, she observed, had clear goals and thought through their strategies
for achieving them. The evolutionary approach, she argues, had little
relevance for three of the companies she observed. These companies did not
rely just upon being efficient to survive, but rather, were proactive and
outward looking in all aspects of their business. They also sought new areas
of business, including work from overseas as well as being prepared to make
investment decisions, although the market conditions then indicated
cautions, and reactivity was being considered as a safer strategy for survival.
While many of the tools and techniques propounded within the classical

method may not be appropriate for small businesses, Lee (1994) argues that
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deliberate processes, nonetheless, are still needed to achieve a systematic

understanding of the business and its markets.

In Singapore, being a capitalist country, it is expected that many local
companies would focus on profit maximisation in their strategy making that
determine their success’. Coupled with their need to work closely with the |
government and foreign MNCs, they would commensurate with the classical

planning approach to formulate their strategies.

2 Andersen consulting and The Business Times also used various financial-related figures as key

performance indictors for the selection and ranking of local companies for the ‘Enterprise-50
award.
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3.3 STRATEGIC PLANNING MODELS
FOR SMALL BUSINESSES

Most normative models that provide a rational approach to strategy
formulation and implementation in the literature are generally oriented
towards the management of large corporations (Andrews, 1971; Ansoff,
1965; Hofer and Schendel, 1978). These models often consider several
distinct product lines or separate businesses in their analysis, or use a
sophisticated set of business concepts and planning techniques which are not
applicable to smaller businesses (Ackoff, 1981; Ansoff, 1980; Camillus,

1982; Huff and Reger, 1987).

While smaller businesses must also analyse the external environment
and their internal operations, and to make strategies within the context of
these analyses, it is argued that strategic planning models developed to
support their analyses and strategy formulation have to be user-friendly
(Unni, 1981) and readily accessible to their owners/managers who, typically,
have to carry out the burden of many different responsibilities (Lee, 1994).
Furthermore, smaller businesses often do not require to use a sophisticated
set of business concepts and planning techniques as the strategic options
considered by them have to be narrower by necessity as they must confine

their focus on market opportunities in which they have sufficient resources
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to compete effectively. Unni (1981) argues for the need to develop the “art”
of strategic planning for smaller businesses as many of the sophisticated
concepts and techniques are not found suitable for them to use. An attempt to
portray smaller businesses using a sophisticated set of business concepts and
planning techniques, in the world-wide market, would be frustrated by the

mismatch of scales (Stoner and Fry, 1987).

Since the late 1980s, many strategic planning models have been
developed for smaller businesses. Most of these models were developed
based on the ‘design’ model in which strategy formulation is often seen as a
process of conception. A major component of this model is the ‘SWOT’
(Strengths, Weaknesses, Opportunities and Threats) analysis where
organisational strategy is often created at the intersection of an external
appraisal of threats and opportunities facing the organisation, and an internal
appraisal of the organisation’s strengths and weakn.esses. Outside
opportunities are then exploited by inside strengths while threats are avoided
and weaknesses circumvented. Strategy making is seen in this model as a

match between qualification of a firm and opportunities that arise, which

position the firm in the environment.
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Stoner and Fry (1987) stress on the importance of using a simple
process to formulate strategies. They argues that regardless of its ultimate
importance and value, if strategic planning is perceived to be too

complicated or time consuming, it will not be utilised by small businesses

anyway.
Analysis Phase
Distinctive
Environment Internal Competencies
Analysis Firm Analysis or Competitive
Weaknesses.
Action Phase
Mission Strategic Goal Specific
Statement Posture Setting Strategies
Writing The Plan

Figure 3.3.1: Stoner and Fry’s model of strategic planning approach.
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Figure 3.3.1 highlights the Stoner and Fry’s model. It proposed that
strategic planning could be carried out in two phases; namely, the analysis
and action phases. The objective of the analysis phase is meant to identify
the distinctive competencies of a firm and its competitive weaknesses so that
potential opportunities can be seized as they arise, while the firm’s internal

and external problems can be wrestled.

Their model provides a systematic, and yet, simple approach to
strategy making, which can be applicable to smaller businesses. It
emphasises on creating a mission statement, in the action phase, which is
important as it sets the tone and direction for the business. The mission
statement also allows the strategic posture of a firm to be determined, before
setting achievable and measurable goals and strategies. The author agrees
with the model that strategic planning has to be committed by writing it

down. Stoner and Fry (1987) argue that the best strategy in the world will be

of limited value if it is not written down on paper. Written documents or
plans are of particularly important for local companies in Singapore. It is
especially important for local companies intending to acquire external
supports from the government and foreign MNCs. Having a concise written

strategic plan is essential for local companies for external validation, to
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determine their contribution and commitment to the Singapore economic
growth program. It is also essential for subsequent review and analysis,
which can also serve as control measures and evaluation devices at the end

of each quarter, fiscal years, or other key periods.

Scarborough and Zimmerer (1991) proposed another planning model,
which begins with a mission statement, prior to strategic analysis, to
establish the purpose of the business. Their model agrees with the first model
that without setting out a concise and meaningful mission statement, a firm
would wander aimlessly in a marketplace with no idea of where to go or how
to get there. This is agreeable to Drucker’s argument (1984) who emphasises

the primacy of defining a mission statement. Drucker (1984) argues that,

............ Only a clear definition of the mission and
purpose of the business makes possible clear and
realistic strategies, plans and work assignments ’

(Drucker, 1984)
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Their model sees “market” as an important factor when developing
strategies. In fact, this is typically the case for smaller businesses where they
often have to deal directly with their customers, and produce products or
services in accordance to their needs. According to Scarborough and

Zimmerer (1991), they argue that:

.......... The customer only wants to know what the

products or services will do for him tomorrow...........
All he is interested in are his own values, his own

wants, his own reality..........

For these reasons, they argue that any serious attempt to state, “what
the business is” must start from the customer, his realities, his situation, his
behaviour, his expectations and his values. The mission statement they
propo;cd, focuses on creating values for customers by identifying new,
better and different ways to satisfy their needs. This is fundamental for the
survival and growth of any businesses (Levitt, 1960; Drucker, 1973; Peters

and Waterman, 1982). Their model comprises of the following eight steps:
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(1)
()
3)
4)
&)
(6)

(M

(®)

Develop a clear mission statement;

Assess the firm’s strength and weaknesses;
Conduct a thorough market segment analysis;
Analyse competitors;

Create company goals and objectives;

Formulate strategic options and select the
strategies;

Translate strategic plans into action plans;

Establish accurate controls.

appropriate

The above analysis focuses on identifying the *“right” market

segments to target as customer bases, and then positioning the firm to reach

out to the segments in the most effective way where the firm has sufficient

resources to compete. This model is particularly relevant to local companies

where they have to look beyond Singapore to carve their own market niches.

They have to identify the right market and position themselves with their

limited resources.
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Although the focus of the above strategic planning process is oriented
towards meeting the customers’ needs, the planning process is quite similar
to the first model. They are based on the ‘design’ and ‘planning’ models,
whereby the SWOT analysis and other planning components such as mission
statement, goals and objectives, action plans and control are considered as

important determinants.

Aaker (1992) proposed a similar approach to the second model, but he
used the term “strategic market planning” to emphasise the importance of
determining the market environment when formulating strategies (Figure
3.3.2). His model also utilises the SWOT analytical method. It focuses
primarily on customers and market environment prior to determining
opportunities and threats which can be seized and overcome respectively by

company’s internal strengths, assuming that the company’s weaknesses,

problems and constraints can be also wrestled.
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EXTERNAL ANALYSIS SELF ANALYSIS

Customer analysis. Performance analysis.
Competitive analysis. Determinants of
Market analysis. strategic options.

Environmental analysis.

Opportunities, threats, Strategic strengths,
and strategic questions. weaknesses, problems,
constraints, and questions.

STRATEGY IDENTIFICATION AND SELECTION
Review mission alternatives.

Identify strategic alternatives.

Select strategy.

Implementation of operating plan.

Review of strategies.

Figure 3.3.2: Aaker’s model of strategic market management process.

92



The author agrees with the above three models that the analysis ought
to be future oriented, not only to recognise the present environmental forces
facing the firm, but also to project future trends and anticipate changes that
have significant strategic implications. This is particularly true in Singapore
where many companies need to plan and determine how the present
conditions and government policies could affect them in their business and
their future. Their analysis requires in-depth understanding of the future
implication of the current market situation and the environment, rather than a

mere projection of it.

Cook (1994) offers a more generic strategic planning model in which
he tried to use logical and guided steps to help companies formulate their
strategies, within their own capabilities, by working through a set of sample
worksheets which he argues that it will stimulate managerial thinking. He

views strategic planning as a formula,

“Getting customer = Your abilities - Competitors actions +/- Industry

forces”
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The objective of his planning model is to analyse the above formula
to reach the objectiw;fe of getting better and profitable customers using a set of
premises. His model also comprises of two sections; namely, the analysis
section, and the development and implementation section. The six steps of

the analysis section include:

Step 1: Understanding of company mission;

Step 2: Understanding of company business, products and services;
Step 3: Understanding of customers;

Step 4: Redefining the business;

Step 5: Understanding the industry;

Step 6: Understanding of competitors.

Besides SWOT analysis, the above model also utilises simple
techniques such as brainstorming and group discussions. These techniques
are relevant to smaller companies, as they would not have adequate

resources and expertise to utilise sophisticated methods/techniques. The
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second section shows the formulation and implementation of strategies;

namely,

Step 7: Formulating internal strategies;
Step 8: Formulating external strategies;

Step 9: Implementing the strategic plan.

Although the above models offer some logical and simple steps to
guide companies in their planning, these models however do not indicate any
means of reviewing the strategic plan. Napuk (1993) subsequently developed
a strategic planning model (see Figure 3.3.3) that emphasises on the

importance of ‘continuity’.
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VISION

/ (Internal) \

ACTION OBJECTIVES
PLANS AND GOALS
\ STRATEGIES /
(External)

Figure 3.3.3: Napuk’s model of strategic planning.

According to Napuk (1993), strategic planning has to be dynamic,
flexible, responsive, analytical, creative, focused, and action orientated
because the market is ever changing. This is happening in Singapore where
having a small economy can be easily effected by global economic changes.
Strategic planning, therefore, has to be reviewed continuously to revise the
course of actions in order to realise the ultimate company’s objectives and
vision. The framework of his model simply asks four basic questions;

namely,
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1. How did you get here?
2. Where do you want to go?
3. How will you get there?

4. How can you make it work?

The objective of his planning model is to find the right answers to the
above four basic questions, which Napuk (1993) argues that it is
fundamental to the existence of any businesses. The answers to the above
four questions are essential as it would spark considerable discussions and

debates within the management team which help them formulate strategies

and action plans that can be reviewed periodically.
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Phase One

ﬁ Internal Assessment %

Phase Five Phase Two
Periodic Review External Assessment
Phase Four Phase Three

Implementation <:] Planning sessions

Figure 3.3.4: A five-phase strategic planning model

Similar to the Napuk’s model, Kwestel et al. (1998) proposed a five-
phase model (see Figure 3.3.4) which also views strategic planning as a
process of deciding where a company wants to go and how it can get there. It
also emphasises on creating a common vision and goals, and developing

concise written documents that encompass the whole organisation.
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The author’s comment

What can be observed from the review of strategic planning models,
which perhaps most writers would also agree, is that strategic planning is not
something that a company can just do it once as market, competitors and
environment continue to change. On the contrary, strategic planning has to
be revised regularly through follow-up meetings that can also serve as good
opportunities for management to communicate new strategies to everyone in

a company.

It can be realised that the strategic planning models developed, thus
far, can be used in smaller businesses. Through the review of these models, it
is noticeable that they are not unwieldy in their approach, complete yet
practical, comprehensive yet understandable. These planning models have
evolved to an extent that, thus far, they are now providing a practical, and

yet, jargon-free and user-friendly route map to guide smaller businesses

along the path to their successful strategic planning.
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3.4 EXTERNAL INFLUENCES ON SMALL BUSINESS
STRATEGIC PLANNING PRACTICES

The literature cited that smaller companies, typically, do not engage in
formal strategic planning or utilise the ‘classical’ planning model. This is
because either they do not see the need to, or perceive little value of,
engaging in this planning process. The extent of external influences,
however, may change their decisions. Indeed, the evidence of the powerful
effect of the government, foreign MNCs and internationalisation on the
propensity for planning can be found in the literature. This section shall

review and discuss some of the effects of these external influences.

3.4.1 THE INFLUENCE OF THE GOVERNMENT

In an industrialised economy, increasing emphasis has been placed on
measures to support local enterprise development. It was reported that the
ability of local enterprises to compete effectively in the international trade
requires not only on the existence of a combination of an enterprise culture
and a favourable business environment on one hand, but also on the
supportive economic policy and viable institutional frameworks on the other

(Lisk, 1997). With the right business environment and economic policies,
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companies can be developed and facilitated to participate more actively in

international trade (Islam, 1996).

Typically, companies are developed based on the premise that they
will provide a powerful medium for creation of new jobs and opportunities.
In Singapore, however, local companies are developed mainly for economic
regeneration, to enhance the national rate of technological innovation and
international competitiveness. The emphasis of the recent government
initiatives has been concentrated upon the provision of financial supports to
underpin R&D activities, encourage strategic planning and technology
transfers from foreign MNCs, and help local enterprises access new

technologies through strategic alliances.

The success of providing government initiatives is evident in the
United States (Chrisman et al., 1985; Pelham, 1985), and it has benefited
many small businesses (Nahavandi and Chesteen, 1988). The evaluation of
government assistance programs provided by the Small Business
Development Centres [SBDC] (Elstrott, 1987), Service Corps of Retired
Executive [SCORE], Active Corps of Executives [ACE] (Hartman, 1983)

and the Small Business Institute [SBI] (Khan and Rocha, 1982), for example,
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have found their supports effective (Chrisman et al., 1985; Pelham, 1985).
Nahavandi and Chesteen (1988) concluded that the impact of strategic
assistance provided by the SBDC is significant and positively associated
with the perceived value of its services. Some surveys, conducted by the
Small Business Administration [SBA] (Graham, 1979), have also shown a
positive impact of government initiatives on small businesses. The beneficial
aspects of using students as consultants are well received by small
companies in the SBI and SBDC programs (Sonfield, 1981). Consistent
support for the government programs has led to its continuation and
expansion. In fact, one of the recommendations of the 1986 White House
Conference on Small Business, in the United States, has suggested that the
government should maintain and continue all SBA programs including the

consulting activities (Blackman and Thompson, 1987).

In Singapore, since the economic recession in 1985, the government
has placed a considerable emphasis on local entqrprise development. At the
time of writing this thesis, there were more than 60 govefnment assistance
schemes and programmes developed to address a broad spectrum of local
enterprises’ business needs in every stage of their growth. Some initiatives

encourage the need of local companies to formulate their own strategic plan
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to chart their growth path ahead. In particular, the Local Enterprise
Technical Assistance Scheme [LETAS] and Total Business Plan [TBP] were
designed to assist local companies formulate their strategies and a total
business plan respectively, by defraying part of the cost of engaging external
consultants. The Straits Times® reported that the implementation of these
programs were successful. It has encouraged many local companies to
engage in strategic planning. According to one of the participants in the

“Total Business Plan” program, he said that:

“eveeeeees The “Total Business Plan” programme is like
a kind of overhaul, including a review of strengths and
weaknesses and identifying strategic options for the
future.......... Management consultants guide a company
through a revamp of the way it manages finance,
manpower and other aspects............Strategic planning
helps the company argues with themselves. Companies
may not see their own problems, even when these
problems are right even under their noses........... ’

(The Straits Times, 1995)

* The Straits Times is one of the local newspapers in Singapore. Their reports are considered to be
reliable.
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Also commented by the CEO of the Popular Book Company, he said
that:
. The consultant [through the programme] helps

to refine the company’s mission and core values.........

(The Straits Times, 1995)

The above reports reveal that local companies can be encouraged to
engage in strategic planning if they have shown how to engage and persevere
with it (Macmillan, 1975; Kirk and Schell, 1990). Outsiders®, by and large,
can be helpful in a variety of different ways, depending on the purposes of
consulting. They can either have a ‘Cognitive’ influence to help company
promote change that is required or stimulate unforeseen change; or
‘Political’ influence to help company overcome the resistance to change. As
a result, they can lead companies to better strategic planning over times and
become more aware of the need for, and the importance of, using
information in strategic planning. The process of collecting and utilising

strategic information can lead them to more and extensive strategic planning

4 Outsiders mentioned here also refer to outside consultants.
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in the future. Among others, Lorange (1980) has suggested three important

| ways in which outsiders can help companies in strategic planning; namely to,

1. provide an objective approach to strategic
assessment analysis.
2. carry out specific, one-shot analysis of substantive

strategic choices where the consultant works in a

similar capacity as the CEO’s staff assistants.

3. facilitate improvements in the functioning of

strategic planning process.

Carroll (1985) has suggested several reasons why companies should

engage in outside consultancy; namely, to provide for

1. an objective outsider’s point of view;

2. expert advice;
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3. concentrated manpower;

4. introducing new ideas;
5. problem solving and problem definition;
6. stimulating change.

Robinson (1982) has identified a more mundane role for strategy

consultants in small businesses; that is, to reminder them to carry out

planning. He said that,

........... executive typically respond to the strongest
pressures......... an outside person becomes the one
who continually gives company reminders that time

must be spent on planning...........

The literature has revealed the important role of the government to
encourage local companies to engage in strategic planning. The companies’

interests to engage formal strategic planning can be stimulated by the
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government’s initial efforts, either by pull or push method, to gather and use
more information on subsequent occasions; thereby, improving their chances
of success in strategic planning in the future (Macmillan, 1975; Kirk and
Schell, 1990). On one hand, companies can be pulled to engage in strategic
planning by means of utilising specific government initiatives that encourage
them to engage external consultants to help them carry out strategic
planning. On the other hand, companies can be pushed by forcing them to
submit their strategic planning prior to utilising government initiatives. As a
result of the government’s influence, the virtue of strategic planning can be

made more apparent to local companies.

3.4.2 THE INFLUENCE OF FOREIGN MNCs

Another external influence that would encourage local companies to
engage in formal strategic planning is foreign MNCs. Over the past few
decades, the Asia’s boom has been driven largely by large foreign MNCs. In
an Asian’s economy, foreign MNCs, typically, account for approximately

80% of the total manufacturing exports. In comparison, indigenous local
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companies, which account for 80% of all manufacturing enterprises,
contribute less than 20% (Report of the Pacific Business Forum, 1994). This
pattern of an outward looking foreign-owned, large firm sector combined
with a largely domestic-oriented local firm sector is found to be similar in

many Asian’s countries.

According to the Asia Pacific Economic Co-operation [APEC], local
companies face a number of constraints, including limited access to market
intelligence relating to regional business opportunities, production inputs
such as finance, difficulties in meeting product standard specifications,
inadequate track records and experience, and social and cultural mores. As a
result, they only play a minor role in regional trade and investments (Report
of the Pacific Business Forum, 1994). These constraints have also

discouraged local companies to participate in international markets.

One way to overcome the lack of resources, experienced by local
companies, is through developing strategic alliances® with foreign MNCs to

make up for their shortfalls. Strategic alliances between local companies and

5 According to the literature, “strategic alliance” is defined as “a coalition of a number of
organisations intended to achieve mutually beneficial goals™ (Robinson and Clark-Hill, 1994). This
includes joint ventures, outside contracting, licensing, long-term marketing agreements, equity
investments, export management/trading companies, technology alliances, purchaser/supplier
alliances, supplier/manufacturer relationship, and manufacturer/distributor relationship.
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foreign MNCs in Singapore are on the increase (EDB, 1993). Traditional
‘enemies’ between these two groups of enterprises are now collaborating
much more than before, partly due to the global economic pressure and the
government’s encouragement. In fact, the linkages between the large and
small enterprises in the region have not only occurred within an economy,
but also between economies; for instance, between a large enterprise from-a

developed economy and a local company in a developing economy (Report

of the Pacific Business Forum, 1994).

The literature reveals that local companies can benefit from strategic
alliances in the following ways (Porter and Fuller, 1986; Dunning, 1988;
Peters, 1991; Lorange and Roos, 1992; Treece, 1991; Forrest, 1992; Walter

et al., 1994; Sasaki, 1993; Lei, 1993; Murray and Mahon, 1993):

e Access to management sk_ills;

e Developing and diffusing technology;
e Economies of scale;

¢ Funding constraints;

e Geographical access;

¢ Reducing manufacturing costs;
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¢ Risk sharing;
e Access to complementary knowledge;
e Diversification;

¢ Reducing developing time for new products.

Foreign MNCs, through sub-contact and procurement activities, for
example, could assist local companies upgrade their technologies and
business capabilities in areas such as standards and quality control of
products; efficiency in production process; productivity of workforce; and
achievement of a greater level of product innovation. With their marketing
network, foreign MNCs can be of valuable assistance to local companies in
searching for new business opportunities and assisting their expansion into
new markets (Maynard, 1996). For those companies which lack of
substantial resources available to large companies, foreign MNCs’ network
organisational structure, that build around a strategic alliance, can offer them

an alternative to vertical integration models (Larson, 1992).
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Research evidences in the United States have revealed that companies
developing strategic alliances with their larger counterparts are more able to
secure access to new technologies, widen their distribution networks and
marketing expansion than those operating by itself (Gilbert, 1991). Growth
of companies that sought strategic alliance was found to be greater than
those companies that did not (Wendy, 1997). Brown (1996) identified a
37% faster growth rate among those companies that utilised strategic
alliances. A further study of 451 small retail firms, in the Netherlands, found
that memberships of a strategic alliance have a positive influence on their
businesses. Such firms were found to be generally more profitable, and took
a more professional and active approach to marketing (Reijnders and
Verhallen, 1996). Dent (1990) argues that developing a strategic alliance is
essential for the success of firms’ future. He argues that the need to develop
a ‘network’ capable of delivering economies of scale and greater market
penetration is important. For manufacturers, the development of mutually
beneficial relationships with buyers has become a critical factor to succeed
(Holmund and Kock, 1996). While strategic alliances are highly beneficial to
smaller companies, and hence, the need for them to gain supports from
MNCs, they would require to formulate and submit their strategic plan in

accordance to the MNCs’ formal planning requirements
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Denning and Lehr (1972) have determined the powerful effect of
foreign MNCs on the propensity for planning. They divided the 300
companies in their samples into six categories of structure, and found that
the one that most clearly reflected external ownership (that is, subsidiaries of
foreign MNCs) had the highest incidence of planning by far (64.7 percent);
while the one that reflected it least (multi-plant functional organisations) was
closed to the lowest in its use (11.1 percent). Similarly, Al-Bazzaz and
Grinyer (1983) found that dependence on parent organisations as well as on
major customers are factors that could explain companies’ planning activity.
They found that the four nationalised companies in their samples have

significantly more written plans than the others.

Ghosh (1992) found that collaboration with foreign MNCs required
local companies to maintain a stringent reporting relationship with them. The
formality of the reporting; namely, the writing of plans and specification of
long-term objectives, is instrumental in forcing local companies to formalise
their strategic planning to a high level. Eu (1987) also made a similar
observation. The two foreign subsidiary companies, he observed, were more
thorough with regard to strategic and long-term planning by virtue of their

reporting requirements from their parents. The other two local companies, in
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contrast, were more sporadic and incremental in their planning behaviours
and approaches. The two foreign subsidiary companies were also known to

have a well-established planning system.

Lorange and Roos (1992) argue that strategic planning plays a crucial
role in strategic alliances. Kukalis and Jungemann (1995) iterate by saying
that strategic alliance must have an effective strategic planning system in
order to for it to succeed. A well perceived strategic planning process would
not only help companies to spot emerging opportunities and threats, it also
facilitates the delineation of how organisation’s current know-how and
resources can be re-deployed effectively to take advantage of these emerging
opportunities and overcome the threats; and subsequently, to build up a new
business for the future. This view is agreeable with the literature, which
argues that the restructuring and development of different organisational
units within a strategic alliance are desirable to improve the effectiveness of
a strategic planning system (Kukalis and Jungemann, 1995). This system

requires the integration of the parents’ and subsidiaries’ objectives within the

setting of strategic alliances.
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3.4.3 THE INFLUENCE OF INTERNATIONALISATION

Finally, there were studies that suggest that the extent of
internationalisation contributes to company’s strategic planning process
(Baird et al., 1994). Some of these studies also suggest that planning pays, in
terms of better export performances (Aaby and Slater, 1989). Baird et al.
(1994), for example, determine that as companies becoming more
internationalised, they would develop a better control and monitoring system
to manage their more complex business activities and operations. They also
argue that the various forms of international activities the companies involve
would also affect their organisational structure and the formality of their

strategic planning process.

Company plans prior to internationalisation is probably due to many
barriers that hindered them from taking the route (Weaver and Pak, 1990).
Several studies have stressed on the importance of planning and the need to
utilise strategic approach to overcome these barriers (Kau and Tan, 1989).
Aaby and Slater (1989), in their extensive review of empirical evidences on
export-performance factors, found that there was a strong positive
relationship between export performance and export planning. These

empirical evidences support the view that the implementation of a process
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for systematically exploring, analysing and planning for export is a very

powerful discriminator between successful and unsuccessful exporters.

Cavusgil and Zou (1994) agree, and argue that export strategy, if
carefully adopted, could have a major impact on subsequent export
performance, which could be measured both in economic terms and in
relation to the company’s overall objectives. They also support the view that
only when a company has established a clear sense of strategic direction in
international markets, could it choose the best partner and network to operate
in, and that a systematic planning for international market expansion could

considerably improve the likelihood of a company’s success.

Incidentally, there has been a growing concern of the Asian’s
government that in order for their country’s economy to reach to that of a
developed country status, the country must have a high level of participation
of local companies in the international-market activities. Baird et al. (1994),
however, argues that only companies with adequate resource-base are likely
to develop an international orientation. Namiki (1988) has identified some
effective strategies, such as competitive pricing and brand identification,

manufacturing of speciality products, technological superiority and good
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customer services. Having such strategies suggest that international-oriented
companies would be larger in size and adopting a more formal planning

system to manage their business than domestic-oriented companies.

In comparison, manufacturing companies, with tangible products, are
more likely to internationalise than those companies in other industry
sectors. The mode of entry into international market is likely to be
franchising, licensing, manufacturing via a wholly owned subsidiary and
acquisition (Choo, 1998). Whatever strategies a company adopts, it would
demonstrate a significant change in its internal control system. In most cases,
the company would develop tpward more professionalism in their planning

system.
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3.5 THE INFLUENCE OF ENTERPRENEUR ON
STRATEGIC PLANNING PRACTICES

One of the internal factors that determines the formality and
sophistication of strategic planning process, in a company, is the attitude of
entrepreneur towards planning (Ibrahim and Ellis, 1994; Lynn, 1992). The
literature warns that without the entrepreneur’s supports and commitments,
strategic planning will doom to failure (Lyles and Lenz, 1982; Daniel, 1992).
His personal goals, characters and strategic awareness are often reflected,
and have a significant impact, on the development of organisational
strategies. Whether an effective strategic planning process can be
implemented successfully or not, depends heavily on the entrepreneur’s
attitude. The ability of a company to comprehend and make appropriate use
of sophisticated strategic management practices is a function of his

experiences (Lynn, 1992).

Schuman et al. (1985) argue that those entrepreneurs who have
prepared a business plan prior to business start-up, are more likely to succeed
than those that have not, to go through the major strategic planning steps
once a company is operating. These steps include (1) the testing of

assumptions upon which strategies are based, (2) competitive analysis, (3)
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planning for the allocation of resources, and (4) the institution of procedures
for control and co-ordination within a company. Carland et al. (1989) have

summarised usefully the role of an entrepreneur in the following statements:

% usamssensi The individual responsible for planning in a
company is the entrepreneur. If that individual is not
predisposed to planning, this activity will not take
place.........Personality plays a key role in that

predisposition...........

The above statements were affirmed by several studies in Singapore.
Lee (1986) found that the CEO/owner, or for that matter, the entrepreneur,
plays a dominant role in strategy f(;nnulation. Ghosh (1992) made a similar
observation that planning is in the hand of the entrepreneur. The strategic
direction and ultimate growth of a company depends on his objectives.
Ghosh (1992) also found that those companies that were better managed had

better quality and attitude of the CEO/owner.
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Other attributes of an entrepreneur, that influence planning in a
company, include his ownership, educational background and age. Unni
(1981) found that those owners/managers engaged in formal strategic
planning were younger, in the 31-35 age group and at least college educated.
Ghosh (1992) found that the CEO of those companies that had higher quality
of planning were not the owner or majority shareholder, but they were also
employees who held shares in the company. This situation is more likely to
be found in high-growth companies that were publicly listed in the stock
market where the CEOs, by virtue of being an employee, will be fdund more
objective in their strategic planning. The CEO of these companies would
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