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Abstract

This paper sets out to examine the context of the foreign expansion of multinational enterprises from Singapore and Thailand. For each of them, the main trends are presented, the strategies and motives of the main players are discussed, and the consequences are analyzed. We stress that the rise of Singaporean and Thai multinationals cannot be properly understood unless the social, economic, and political institutions in which they are embedded are also discussed.
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1.
Introduction

In the analysis of outward foreign direct investment (OFDI) in developing Asia, the case of Singapore is interesting from many angles. First, as it pertains to a very successful and small city-state economy, Singapore holds the emerging economies’ record for per capita OFDI stock and flows. Second, some Singaporean multinational enterprises (MNEs) are in the process of becoming major players in the global economy, while others have expanded their footprints regionally, mostly though not exclusively through mergers and acquisitions. Third, to the extent that the prominent role of the state, including so-called government-linked companies (GLCs), is a distinguishing factor of the Singaporean economic miracle, it is important to understand how adaptable this model is to globalization and OFDI. Fourth, some such deals have stirred considerable controversy, making it crucial to understand whether the same “economic nationalism” pressures that are seemingly gaining momentum in the OECD area (Goldstein 2006), are also mounting in Asia. 
We pair Singapore and Thailand in our analysis for three additional reasons. First, in 2004 Thailand was the fastest-growing ASEAN destination for Singapore’s OFDI. Second, Temasek’s 2006 acquisition of Thailand’s Shin Corp, the holding company owned by then Prime Minister, Thaksin Shinawatra, has proved to be the most controversial among Singaporean GLCs’ investment in foreign countries.
 Third, Shin itself is one of Thailand’s fastest-growing MNEs, with characteristics that are common to other Sino-Thai business groups such as CP Group and Siam Cement.
 In particular, all such entities have leveraged their ethnic connections and guanxi to enter the Chinese market at an early stage and steal a march on more powerful Western competitors. 

We start by summarising the main characteristics of Singapore OFDI and MNEs, i.e. motives, industrial and geographical distribution, competitive advantages.
 We point out that the existing literature has highlighted the limits of the regionalisation strategy, although it has not addressed the increasing resistance to Singaporean MNEs – even if Temasek’s ventures in some countries have met with resistance.
 Then we explore the Thailand case to highlight some similarities, despite the much different scale of the two countries’ OFDI and the fact that in Thailand international expansion was led by the private sector. In the concluding section, we point out the potentials and pitfalls of the international expansion of Singaporean GLCs and Sino-Thai business groups and draw some implications on how these traits might have to change as they go global. 

2.
Hamlet without the Prince? The Importance of Embeddedness in the Analysis of Asian Corporate Strategies

Studies of ‘third-world multinationals’, sometimes referred to as ‘multinationals from developing countries’,
 have emerged as a separate stream of literature since the 1980s. Two different groups can be identified in the literature. While they are distinct in terms of timing and view on the nature of these multinationals’ competitive advantage, both share a strong emphasis in considering that their competitive advantage lie in the ability to gradually accumulate technological skills from imported technology. The first group argued that developing-country multinationals adapt the imported technology to the environment of developing countries through downscaling techniques such as reducing operation scale, substituting machinery with human labour, and replacing imported inputs with cheaper local ones (see Wells 1977, 1981, 1983; Lecraw 1977, 1981; Kumar 1982; and Lall (1983a, 1983b). The second group believed that the competitive advantage of firms from developing countries derived from these firms’ ability to improve their technological capabilities through the learning-by-doing process (see Vernon-Wortzel and Wortzel 1988; Cantwell and Tolentino 1990; Tolentino 1993; Lecraw 1993, Ulgado et al 1994; Dunning et al 1997; van Hoesel 1997). In sum, the literature on multinationals from developing countries has highlighted the technological capabilities accumulated through the process of learning as the key source of competitive advantages for developing-country multinationals. 

Notwithstanding its valuable insights, this stream of literature is not without limitations. In fact, while the majority of scholars contend that the emerging MNEs can be ‘nested’ within standard MNE theories (see UNCTAD 2006), we think that these multinationals have unique and distinctive characteristics that need to be pinpointed and explained. Moreover, research on Asian business demands a departure from theory that was developed in a US context, which tends to define rigor in terms of the use of quantitative methods, and limits the sorts of exploratory research that still may be most productive in helping us understand Asian business and management (Lynn 2006). 

The need of international business scholars to address the diversity of social, economic, and political institutions that affect MNEs’ behaviours has also recently been emphasised (see Rodriguez et al. 2006, p. 734). Pananond (2001a, 2001b, 2002) contended that the existing literature offered a rather limited and deterministic interpretation of what constituted the competitive advantages of developing-country MNEs and of their development. The conventional approach of comparing multinationals from developing countries to their counterparts from developed economies led to deterministic implications that the former could catch up with the latter only through improving their technological skills. With such a strong hypothesis in mind, other explanations of alternative routes to the development of multinationals from developing countries were overlooked. 

The ‘under-socialised’ nature of the existing literature leads to a narrow interpretation of what constituted a firm’s competitive advantages. Insofar as they interpret firms’ behaviour as rational actions of atomised actors acting independent of social, historical or political pressure, standard theories failed to address how social relations and networks, as well as sui generis organizational structures such as state-ownership, could contribute to the competitive advantages of multinationals from many Asian developing countries (Pananond 2001a, 2001b, 2002 and Yeung 1994, 1998). The internationalisation process of four Thai MNCs, namely the Charoen Pokphand (CP) group, the Siam Cement group, the Dusit Thani group and the Jasmine group, was guided not only by their accumulated technological skills, but also by their networking capabilities, or the ability to draw from complementary resources of different partners and to turn them to the firm’s benefits (Pananond 2001a). While industry-specific technological skills were fundamental in creating their competitive advantages, networking capabilities served as an additional source of advantage that could be exploited across industries during these firms’ growth and expansion.

The international expansion of state-owned companies is another example of a similar dynamic of corporate competitiveness that is determined by close and preferential access to non-market resources. Insofar as these companies extend the political power of the state, their internationalization may be perceived by authorities and society in the host countries as a threat to their sovereignty. This may in turn generate a higher level of political risk than that faced by their privately owned counterparts. While some of these political challenges may be disregarded and considered simply as economic nationalism of the host countries, the international impacts of state entrepreneurship should be further debated. The case of Temasek’s investment in Thailand is illustrative of the economic and political consequences that SOEs may face in their global quest.    

3.
Singapore Inc. Abroad

Singapore has used inward FDI as a key policy instrument to upgrade its international position. Insofar as this strategy has transformed the country’s factor endowment, the government’s stance towards OFDI has changed correspondingly (Blomqvist 2002). Indeed, for more than three decades now, Singapore has also recorded significant outward foreign direct investment (OFDI) flows. Singapore is the fourth largest outward investor from developing countries (UNCTAD 2006), with S$ 174 billion as OFDI stock at the end of 2004 (Singapore Department of Statistics 2006). 

History

Singapore’s OFDI has gone though three stages of progressive engagement. Initially, some timid attempts were made to delocalise production of labour-intensive goods such as clothing to lower-wage countries that benefited from quota-free entry into major Western markets under the Multi-Fibre Agreement (MFA). OFDI was undertaken initially to counter labour scarcity and trade restrictions, in particular MFA quotas. This type of investment used host economies with less stringent quotas (Malaysia and Thailand initially, Mauritius later on) as an intermediate production point to third countries or the global market. In Mauritius, in particular, Singapore was the second largest investor in 1990-98 (UNCTAD 2001, p. 14).

In a second phase, authorities identified overseas investment and the development of offshore opportunities as a long-term solution to the nation’s small scale and sluggish growth in demand and investment opportunities and drew a regionalisation strategy comprising several programmes (Pereira 2005). In 1980s, Singapore shifted away from traditional light industries into relatively more complex manufacturing activities, in particular electronic goods’ assembly. In this second phase, OFDI aimed to reduce vulnerability and build a presence in other regional countries that could complement the small size of the domestic economy. The so-called industrial township projects characterised this phase of Singapore regionalisation. 
 

A third phase has started after the 1997 Asian crisis when Singaporean MNEs began to use mergers and acquisitions in Asia and beyond to enhance their competitiveness. Most of these deals were made by GLCs in banking and other services (see below).

In terms of geography, four fifths of total OFDI has been in developing countries, with South, East, and Southeast Asia accounting for 48.9% of OFDI stock (Table 1) (Singapore Department of Statistics 2006).
 Within Asia, three ASEAN countries (Malaysia, Indonesia, and Thailand) accounted for the largest part of investment flows in Asia (together approximately S$38m in 2004), while China came second at nearly S$21m5m. However, in terms of growth, the region with the fastest growth is Oceania, with 72% year-on-year growth in 2004, followed by Europe (23.8%). Within Asia, the highest growth was in Thailand, where Singapore OFDI grew at an impressive 42.5% in 2004, much outpacing the 9.5% average growth in Asia. Investment in OECD countries (including Oceania) and offshore financial centres is also becoming significant. 

Table 1.
Destination of Singapore’s Outward FDI

	
	1998
	1999
	2000
	2001
	2002
	2003
	2004

	BVI
	5.28
	5.23
	3.78
	12.59
	12.53
	14.11
	13.73

	China
	16.11
	15.42
	15.98
	11.77
	12.12
	12.73
	12.03

	Malaysia
	11.39
	9.19
	9.92
	8.41
	8.95
	8.73
	8.00

	Indonesia
	5.93
	5.94
	5.56
	4.19
	5.17
	6.67
	6.80

	Bermuda
	1.69
	2.21
	3.88
	9.10
	9.17
	7.54
	6.77

	Hong Kong
	10.14
	11.22
	8.66
	8.60
	8.04
	7.22
	6.65

	Mauritius
	4.26
	3.73
	5.00
	2.83
	3.64
	3.85
	5.29

	US
	4.05
	4.53
	6.29
	5.49
	5.54
	5.80
	5.19

	Australia
	2.04
	2.01
	2.64
	1.89
	2.23
	2.99
	4.93

	UK
	4.33
	3.65
	4.99
	5.12
	4.68
	4.65
	4.40

	Others
	34.78
	36.88
	33.30
	30.03
	27.93
	25.70
	26.20


Table 2.
Composition of Singapore’s Outward FDI by Activity Abroad
	
	1998
	1999
	2000
	2001
	2002
	2003
	2004

	Manufacturing
	23.39
	24.67
	25.40
	20.11
	20.88
	21.68
	20.30

	Construction
	1.19
	0.86
	0.79
	0.51
	0.48
	0.48
	0.45

	Commerce
	8.70
	8.21
	8.27
	7.30
	6.81
	7.43
	7.22

	Transport
	3.86
	5.96
	4.83
	5.07
	4.69
	4.32
	3.80

	ICT
	0.00
	0.00
	1.80
	3.20
	4.65
	4.57
	4.93

	Finance
	50.14
	48.23
	48.26
	55.29
	55.09
	54.92
	56.21

	Real Estate
	8.05
	7.41
	7.14
	5.93
	4.89
	4.68
	4.07

	Business Services
	3.24
	3.12
	1.95
	1.35
	1.29
	0.72
	1.76

	Others
	1.45
	1.55
	1.56
	1.25
	1.23
	1.20
	1.26


Source:
Singapore Department of Statistics (2006), Singapore’s Investment Abroad 2004.

Sector-wide, financial services account for most of Singapore’s OFDI stock in 2004, followed by manufacturing, commerce, information & communication, real estate, and transport and storage (Table 2). It should be noted that Singapore OFDI in financial services overwhelmingly takes the form of investment holding companies in offshore financial centres in the Caribbean and Latin America (39.4%).

Actors 

Temasek plays centre stage in the Singaporean economy and holds equity stakes of 20% or more in six out of the top ten MNCs (Table 4). In its 2004 report, the first ever, Temasek revealed that it had spent S$3.3 billion on acquisitions in 35 countries over the previous two years. In the 24 months to March 2006, Temasek invested abroad US$11 billion (Table 5). Over the next decade, Temasek wants to reduce local-based assets to a third of its total portfolio from 44% in 2006. 

Temasek focuses on three areas of investments. At the global level, GLCs such as Singapore Airlines, NOL, PSA and SembLog capitalise on Singapore’s position as a major transport and logistics hub. Temasek’s aim is to help develop these companies into leading international businesses. Keppel and ST Engineering are equally well-run and have a strong business outlook. Keppel and another GLC, SembMarine, control 75% of the global market for oil and gas rigs.
 Indeed, the marine and offshore engineering segment accounts for 5% of Singapore’s manufacturing output.

Table 4.
Singaporean Largest Multinationals 

	Company
	Foreign Assets
	TNI Index
	Sector
	Ownership as of 31 Mar 06 (Temasek)
	Foreign countries of operation

	
	1999
	2004
	1999
	2004
	
	
	

	Singtel
	2 078
	18 641
	15.8
	67.1
	Telecoms
	State

(56%)
	Australia, India, Bangladesh, ASEAN

	Flextronics
	n.a.
	5 862
	n.a.
	67.1
	Electronics
	Private (foreign)
	Over 30 in four continents

	Capitaland
	n.a.
	5 231
	n.a.
	55.0
	Real estate
	State

(42%)
	Australia, China, Malaysia, Thailand

	Asia Food and Properties
	n.a.
	3 691
	n.a.
	90.4
	Food and beverages
	Private (domestic) 1
	Indonesia, China, Malaysia

	Neptune Orient Lines
	3 870
	3 112
	89.3
	81.4
	Transport
	State

(67%)
	over 140

	City Developments
	n.a.
	2 887
	n.a.
	58.3
	Hotels
	Private (domestic) 2
	18 in four continents

	Singapore Airlines
	1 064
	2 423
	33.6
	25.3
	Transport
	State

(57%)
	UK, India, China,

Philippines, 7 more

	Fraser & Neave
	1 232
	1 864
	63.5
	59.9
	Food and beverages
	Private (domestic) 3
	France, UK, Malaysia, Thailand

	Keppel
	2 609
	1 340
	19.1
	37.9
	Diversified
	State

(31%)
	US, Mexico, Brazil, Benelux, 11 more

	Sembcorp
	n.a.
	1 315
	n.a.
	33.7
	Utilities and marine 
	State

(50%)
	UK, China, Vietnam, UAE, Brazil, USA,  Australia, India

	Average
	2 170.6
	4 636.6
	44.26
	57.61
	
	
	


Notes:
(1) the Vijaja family owns 64% of shares; (2) Hong Leong Group; (3) following the acquisition of a 15% stake in December 2006, Temasek will emerge as the second largest shareholder after Overseas-Chinese Banking Corp and the Lee family which founded the bank. Fraser & Neave is 38%-owned by Asia Pacific Breweries.

Sources: UNCTAD (2001 and 2006), World Investment Report and company websites.
Table 5.
Temasek’s main acquisitions since 2005

	Company
	Country
	Date
	Sector
	Stake (price S$)

	Mahindra & Mahindra 
	India
	March 05
	Motoring
	4.7% (102)

	Mplant (Malaysia Plantation)
	Malaysia
	March 05
	Banking
	14.73% (200)

	TeleSystems 
	Russia
	March 05
	Telecoms
	2.6% (491)

	Pacific Airlines 
	Vietnam
	July 05
	Air transport
	30% (83)

	China Construction Bank 
	
	July 05
	Banking
	5.1% (2,300)

	NDLC-IFIC 
	Pakistan
	July 05
	Banking
	Raised stake to 72.6% (94)

	Amtel Holland
	Russia
	July 05
	Tyre production
	with a group of private equity investors (116)

	Shringar Cinemas
	India
	July 05
	Entertainment
	14.9% (11)

	Hopson Development Holdings Ltd
	China
	August 05
	Property
	8.33% (104) 

	Bank of China
	China
	August 05
	Banking
	5 (2,500)

	CAO 
	China
	December 05
	Finance
	4.65% (17)

	Bumrungrad Hospital 
	Thailand
	January 06 
	Health services
	5.94% (46)

	Shin Corp
	Thailand
	January 06
	Telecoms
	49.9% (3,100) 

	PT Chandra Asri 
	Indonesia
	February 06
	Petrochemicals
	24.6% (1,134)

	Tata Teleservices 
	India
	March 06
	BPO services
	9.9% (553)

	E.Sun 
	Taiwan
	March 06
	Finance
	15% (652)

	Standard Chartered 
	United Kingdom
	March 06
	Banking
	11.55% (6,565)


Source: CLSA Asia-Pacific Markets and authors’ research.
Table 6. Temasek’s pan-Asian banking footprint

	Institution
	Country
	Stake %
	Mkt cap S$m
	Stake S$m

	China Construction Bank 1
	China
	5
	169,979
	8,499

	DBS
	Singapore
	28
	24,450  
	6,846

	Standard Chartered
	United Kingdom
	12
	56,839
	6,565

	Bank of China 1
	China
	5
	Unlisted
	2,500

	Bank Danamon
	Indonesia
	56
	4,241
	2,375

	ICICI Bank
	India
	10
	19,816
	1,962

	Hana 
	Korea
	9
	15,336
	1,380

	BII
	Indonesia
	35
	1,377
	482

	E.Sun 
	Taiwan
	15
	3,061  
	459

	Minsheng Bank
	China
	5
	7,648
	382

	Alliance Bank
	Malaysia
	15
	1,181  
	174

	NDLC-IFIC Bank
	Pakistan
	73
	Unlisted
	140


Note: (1) the stakes are held by wholly-owned Asia Financial Holdings.
Source: CLSA Asia-Pacific Markets
In Asia, the focus is on services sector such as banking, finance, telecoms, healthcare, education, and real estate. SingTel has spent about S$20 billion over 10 years expanding throughout Asia. It bought Optus, Australia’s second-largest telecommunications company in terms of subscribers, in 2001 and also owns sizeable stakes around developing Asia.
 Regional associates contributed 66% to SingTel’s earnings in the third quarter of 2006, up from 36% a year earlier. CapitaLand is Asia’s biggest mall operator and a leading regional property developer. It has won rights to build 70% of future Wal-Marts in China and plans to replicate the strategy throughout Asia.
 In banking, in a short span of three years, Temasek has created a commendable pan-Asian franchise with stakes in a dozen banks, together valued at US$20bn (Table 6). In March 2006, Temasek pulled off a major coup by acquiring 11.55% in Standard Chartered Bank from the estate of the late Khoo Teck Puat. The weight of China is expected to increase following Temasek’s acquisition of 4.55% of Minsheng Banking, the country’s largest private bank. Each time, Temasek did the buying, not its listed bank, DBS Group Holdings.
 Currently these stakes are all stand-alones, with no synergy derived, due to local regulations in many of these countries that put a cap on foreign holding.
 

Finally, Temasek aims to invest in promising, knowledge-based companies in Asean with high growth potential, and which have brand, technology or distribution advantages. In India, in particular, Temasek and Standard Chartered Private Equity Fund formed the US$100 million Merlion–India Fund in August 2003, for investing in mid-to-late stage manufacturing and services companies. The fund does exclude specifically investments in infrastructure, real estate and trading. Temasek will also enter the regional fund management industry. 

Finally, it is important to highlight that Temasek maintains a strategic interest in more traditional sectors in neighbouring countries. In Indonesia, a 38.4% stake in the largest listed oil and gas company (Medco Energi International) was acquired in 2004 and CDC Group palm plantation interests were taken over jointly with Cargill in 2005, in Malaysia, a 5% stake in Proton was bought in 2004.

Drivers

Establishing market presence overseas has been the most important driver (UNCTAD 2005). Three specific motivations have been the perception that host countries (and China in particular) present important growth opportunities; the need that some Singapore MNCs with sufficient expertise and resources had to invest abroad to follow their regional and global customers; and the desire of large Singaporean MNCs to extend network coverage to key areas of their operations. Cost saving is not the most important reason for Singapore OFDI as production or labour costs account for a relatively low proportion of their total operational costs (UNCTAD 2005). On the other hand, the importance of host markets as sources of cheaper and abundant resources, as well as potential markets was confirmed in Rajan and Pankargar (2000).

Since 1995, cross-border acquisitions have become the most significant entry mode of Singaporean MNEs (UNCTAD 2005). Taking high equity stakes in foreign ventures is important in the hope of reaping future revenues and profits. In fact, Singaporean firms make these high stake decisions based on their previous experience in the particular host country, more than on other criteria such as their general international experience or the size of the subsidiary (Rajan and Pangarkar 2000). As elsewhere in the region, Singapore OFDI is sometimes driven by personal relations with the local partners or customers, as well as ethnicity and social connections. 

The acquisitions so far were largely internally funded, as Temasek’s dividend income from listed companies alone is estimated at US$2-2.5bn annually (CLSA 2006). In addition, it raised US$3.7bn through divestment of stakes in SingTel, CapitaLand, SMRT and CCT over the past two years. Moreover, Temasek can borrow significant amounts, since it has raised only US$1.75bn in bonds and enjoys AAA credit rating. Investors seem to prefer when acquisitions are done by a company that is state-owned, rather than by a company which has minority shareholders.
 
Consequences

Broadly speaking, Singaporean MNCs have moderately benefited from investing abroad, especially when the host government attitudes were positive and the subsidiaries were of large size relative to the parent (Pangarkar and Lim 2003). Similarly, industrial township projects have succeeded in enlarging the industrial estate area for Singaporean investors and, to a more limited extent, in cementing bilateral ties between Singapore and lower-income ASEAN countries (Pereira 2004; Yeoh and Wong 2004). 

Nonetheless, the GLCs’ way of doing business, reliant on a combination of managerial skills and easy high-level political access, did not always prove apt to transplants in other Asian countries. In the 1990s already, the modus operandi that served Temasek companies remarkably well in domestic ventures often proved inadequate in managing Chinese investments. On the one hand, Singapore has now a contractual business culture in which deliverables, timelines, and the nature of risk sharing are fully specified. This has proved excessively formalistic in China’s emerging business community (Kumar et al. 2005). On the other hand, China’s political system has proven very complex to navigate, especially when compared with great predictability of Singapore. 

More troubling have been the resistance, wariness and scepticism that Temasek’s acquisitions have drawn in some cases (Table A.1), owing to its ownership structure.
 Assets under Temasek management (S$129bn in 2006) are still not very large in an Asian, let alone global, context. For Temasek officials and Singapore’s leaders, Temasek is simply “an active investor and shareholder of successful companies” with pure business interests and no political favours nor privileges.
 But Temasek, with the Ministry of Finance as its sole shareholders, cannot avoid being perceived as the main arm of the Singapore state in spearheading economic and business development.
 Moreover, its private limited company status means that Temasek is not required to make public its accounts of operations. The insufficiency of information on decisions and operations sometimes renders Temasek into financial secrecy that could agitate local partners and authorities in host economies. 

No previous international expansion of any state-related companies anywhere has had such a far-reaching impact as Temasek’s acquisition of Thailand’s Shin.
 On 23 January 2006, Temasek announced that it was paying 49.25 baht, or $1.37, per share to buy 49.6% of Shin through two newly-established holding companies. Temasek’s stake in Shin was raised to 96% after Temasek completed its tender offer process at the end of March 2006 (see Maa Nok and Dek Nokkrob 2006b). Since Shin’s shareholders were individuals (Thaksin Shinawatra’s family members) who sold their shares through the stock market, the receipts from the deal were tax-free.
   

Among the myriad of questions raised on the deal, the most important one involving Temasek was whether its acquisition of Shin through direct and indirect shareholding structure violated foreign equity limits.
 Thailand’s Foreign Business Act (1999) prevents foreign nationals from majority ownership in certain industries, including radio broadcasting, television broadcasting, and air transportation.
 As the main holding company of the Shinawatra group, Shin controlled equity in AIS, ITV, Shin Satellite, and Air Asia, whose main businesses were mobile telephone services, television broadcasting, and low-cost air transport, respectively. Temasek’s acquisition of Shin therefore made Temasek the major shareholder of those companies. 

Although on paper Shin was still under Thai majority ownership, questions were also raised whether the convoluted nature of the deal was intended to circumvent the law. The practice of setting up companies with prima facie majority Thai ownership has been widely popular among foreign investors, since the interpretation of the law has placed more emphasis on ownership than on control. Nonetheless, the sensitive nature of the industries in which Shin operated, along with the identity of the buyer and the seller, made this deal stand out like a sore thumb. That Thailand’s strategic industries were sold to foreign firms already angered many Thais, and the fact the acquiring firm was wholly owned by a foreign government further enraged their opposition.

Temasek is not a newcomer to Thailand and the events that unfold after the coup have brought many setbacks for Temasek’s presence in Thailand. On top of its direct investment in Thai firms such as Bamrungrad Hospital (6%), Temasek has also established its presence through several GLCs under its umbrella.
 First, the Shin’s share price has been falling since January, reportedly resulting in paper losses at Temasek of almost US$680m as of November 2006.
 Other Shin companies have been suffering similar fate, with the latest blow being a ruling by the Supreme Administrative Court in December that could lead ITV—Shin’s television broadcasting subsidiary—into bankruptcy due to the amount of the fines it has to pay for its breach of concession agreement. In addition, the recently established Assets Examination Committee has launched an investigation into whether cellular operator AIS was given benefits from ‘policy corruption’ under the Thaksin government.
 The results of these investigations, or even the process of launching them, will certainly bear negative impacts on Temasek’s investment. Already, the appointment of Jimmy Phoon as new CIO December 2006 was widely seen as a sanction on Ong, who has been appointed to the position of Chief Strategist.

Second, a number of investigations have been launched to scrutinise various aspects of the deal, including a police probe into Temasek’s possible violations of foreign equity limits through the use of nominee companies and a probe into the trail of the money involved in the acquisition (Maa Nok and Dek Nokkrob 2006b). An initial finding conducted by the Ministry of Commerce found that the nature of Kularb Kaew, one of the holding companies set up to acquire Shin, may violate the Foreign Business Act, hence implying that Temasek could be found guilty of using nominees to disguise its holdings in Shin.
 The target of these investigation extended beyond Temasek and Thaksin’s family members to cover a number of government officials who might have neglected their responsibilities in the supervision of those transactions. 

Third, Temasek’s every move in Thailand is likely to be under close scrutiny like no other foreign multinational has ever experienced. Moreover, with what has been perceived to be a stumbled start, Temasek will have a hard time finding local partners who are willing to be involved with it, especially in the Shin deal.  According to a former finance minister, “everybody is afraid to get involved in this deal”.
 

Last, but certainly not the least, the Temasek-Shin affair has inevitably dented Thai-Singaporean relations. Thais took notice that, while Senior Minister Lee Kuan Yew commented that the Temasek-Shin deal was “completely over board and can withstand any investigation”,
 Prime Minister Lee Hsien Loong personally asked Prime Minister General Surayud Chulanont how the issue could be amicably resolved.
 Although the official relations at the government level will continue unabated, the general sentiment among the Thai people towards Singapore has changed (Pongsudhirak 2006).

As Yeung (2004) argued in his analysis of GLCs’ investments in China, the Singapore’s “unique business system in which the state plays a strong role in business and economy” is difficult to transplant. Different political, social and institutional relationships call for a reconfiguration of governance mechanisms. Engaging local business is the obvious solution, and in Malaysia, for instance, Temasek has been cultivating business ties with the family of Najib Razak, the country’s deputy Prime Minister.
 But the choice of such partners must be sufficiently clever so as to avoid a worsening of the problems. To Singapore’s regional neighbours, Temasek is perceived as part of Singapore Inc., where political, bureaucratic and corporate worlds often seem inextricable (Tripathi 2006). Moreover, the spectacle of Thaksin’s family members cashing out without having to pay a single baht for tax served as the last straw on top of a string of other corruption allegations against his administration.
 It ultimately contributed to the Thai coup of 19 September 2006.
  

4.
Thai Firms Abroad

While inward FDI in Thailand has been widely studied, not much is known about the activities, strategies, motives and performances of Thai firms operating overseas. To provide some background, this section first presents the longitudinal industrial and geographical distribution of Thai OFDI flows, based on central bank statistics, and then examines the experience of the largest groups. 

History

The Bank of Thailand collects the most comprehensive set of statistics on OFDI, although it suffers from two flaws.
 First, the BOT figures include only cash transfer through commercial banks, thus excluding outflows through other important means such as overseas loans and overseas savings.
 Second, the BOT statistics on FDI outflows include only net capital flows for equity participation, but not parent companies’ loans to overseas subsidiaries—a major component of direct investment figures. 

Figure 1: Total Outflows of Thai FDI, 1980-2005
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Table 7: Net Flows of Thai OFDI Classified by Country (percentage)
	
	1970-79
	1980-89
	1990-97
	1998
	1999
	2000
	2001
	2002
	2003
	2004
	2005
	2006

	Japan
	0.0
	4.1
	0.3
	-0.3
	0.6
	3.3
	-0.4
	2.1
	1.6
	0.3
	0.7
	0.2

	United States
	58.8
	33.3
	42.4
	14.0
	-2.8
	-158.4
	1.5
	21.9
	9.6
	0.3
	6.8
	12.7

	EU 15
	0.0
	0.2
	3.3
	21.2
	8.0
	-11.0
	14.2
	-16.4
	7.3
	-0.5
	0.9
	3.9

	Germany
	0.0
	0.0
	0.0
	2.7
	0.0
	-0.2
	13.6
	-14.8
	0.1
	-0.4
	-0.2
	0.2

	United Kingdom
	0.0
	0.1
	0.5
	-11.9
	4.1
	-8.6
	1.5
	-1.1
	2.2
	2.3
	0.2
	2.9

	Ireland
	0.0
	0.0
	0.0
	22.0
	3.3
	0.0
	0.0
	0.0
	0.0
	0.0
	0.0
	0.0

	ASEAN2
	1.5
	24.3
	16.9
	-15.8
	68.1
	54.2
	58.3
	36.0
	45.8
	44.8
	79.6
	55.6

	Indonesia
	0.0
	7.7
	5.0
	-1.6
	0.0
	6.6
	0.8
	2.5
	4.1
	4.9
	1.9
	2.2

	Malaysia
	0.0
	0.3
	0.5
	0.3
	0.0
	3.0
	0.9
	-0.8
	0.8
	0.4
	3.8
	-2.5

	Philippines
	0.0
	0.0
	0.0
	7.7
	1.5
	0.0
	-11.0
	-2.0
	7.4
	7.9
	2.2
	0.6

	Singapore
	1.5
	15.8
	11.0
	-38.7
	62.3
	14.8
	27.4
	32.3
	5.3
	3.7
	42.8
	28.2

	Cambodia
	0.0
	0.0
	0.0
	1.3
	0.9
	3.2
	1.0
	-0.3
	0.5
	0.6
	1.3
	5.2

	Laos
	0.0
	0.4
	0.3
	0.1
	0.1
	2.7
	-8.1
	0.3
	0.4
	0.3
	-2.1
	-0.5

	Myanmar
	0.0
	0.0
	0.0
	1.8
	0.9
	1.9
	40.1
	-0.1
	22.4
	18.0
	19.6
	15.2

	Vietnam 
	0.0
	0.0
	0.0
	13.1
	2.5
	22.0
	7.2
	4.1
	5.0
	9.0
	10.0
	7.2

	Hong Kong
	36.8
	40.2
	36.0
	47.9
	9.0
	58.0
	4.1
	8.0
	2.1
	-5.8
	5.9
	4.3

	Taiwan
	0.0
	0.1
	0.0
	0.0
	2.2
	19.3
	1.8
	0.5
	-0.7
	0.3
	0.0
	9.3

	Korea, South
	0.0
	0.0
	0.0
	1.9
	0.0
	0.0
	-0.9
	0.6
	0.3
	0.4
	0.0
	-0.1

	China
	0.0
	0.6
	0.4
	12.2
	3.5
	22.9
	6.9
	9.1
	16.9
	13.0
	6.7
	11.4

	Canada
	0.0
	0.0
	0.1
	4.0
	-0.6
	0.2
	0.0
	0.2
	0.1
	0.3
	0.4
	1.7

	Australia
	0.0
	0.1
	0.0
	1.3
	0.1
	1.1
	0.1
	1.0
	1.0
	0.8
	0.4
	2.4

	Switzerland
	0.0
	0.0
	0.0
	0.0
	0.0
	0.0
	0.0
	0.1
	3.4
	5.6
	-0.5
	-0.6

	Others
	2.9
	0.9
	0.6
	13.5
	11.8
	110.3
	14.3
	36.9
	12.5
	38.3
	-0.3
	-0.5

	Total
	100.0
	100.0
	100.0
	100.0
	100.0
	100.0
	100.0
	100.0
	100.0
	100.0
	100.0
	100.0


1/  Figures exclude investment in the banking sector.

2/  Prior to 1999, ASEAN does not include Cambodia, Laos, Myanmar and Vietnam.
Source: Bank of Thailand

Figure 2: Stock of Thai OFDI Classified by Sector (2005) 
[image: image2.emf]25,450.57; 15%

2,375.11; 1%

7,941.54; 5%

15,713.80; 9%

3,170.09; 2%

7,512.91; 4%

392.61; 0%

2,431.42; 1%

8,091.12; 5%

13,379.38; 8%

12,857.43; 7%

284.65; 0%

1,472.08; 1%

2,036.73; 1%

24,989.49; 14%

30,092.43; 17%

7,184.06; 4%

8,943.48; 5%

   Food & sugar

   Textiles 

   Metal & non metallic

   Electrical appliances

   Machinery & transport equipment

   Chemicals

   Petroleum products

   Construction materials

   Others

Financial institutions

Trade

Construction

Mining & quarrying

Agriculture

Services

Investment

Real estate

Others

OFDI Stock 2005 OFDI Stock 2005


Source: Bank of Thailand

Thai FDI outflows have gone through four different phases (see Figure 1): early development (1977-88), rapid rise (1989–97), post-crisis decline (1998-2000), and resurgence (2001-present). During the first phase, Thai FDI outflows were still very modest and concentrated in financial institutions in response to the strict control over foreign exchange transactions and capital movements (Viraphong 1992). These controls drove domestic banks to set up overseas branches in Thailand’s key trading partners (i.e. the US) and leading international financial centres (i.e. Hong Kong and Singapore). These three countries absorbed more than 75 per cent of total outflows during the first phase. 

During the second phase, the OFDI stock grew more than 165 times, from US$13 million in 1980 to US$2.2 billion in 1995 (UNCTAD 2003). The removal of exchange controls following the adoption of the IMF’s Article 8 in 1990 and the creation of Bangkok International Banking Facilities in 1992 were key factors (Unger 1998). Capital outflows shifted from investment in financial institutions to basic manufacturing industries, particularly food processing and textile. Although the geographical distribution of also broadened, with ASEAN absorbing the bulk of OFDI flows, Hong Kong and the US remained among the most significant destinations (Table 7).  

As the economic crisis struck Thailand in 1997, this rising trend took a sharp downturn. The Baht flotation and its subsequent depreciation increased the cost of foreign operations and almost doubled the amount of foreign-currency debts of most Thai firms that had been borrowing heavily to finance both their domestic and international expansions. The third stage of Thai outward investment was therefore characterised by a sharp decline. Investment outflows dropped drastically from Bt20 billion in 1996 to Bt12.4 billion in 1997 and Bt4.3 billion in 1998. Most Thai firms that had been enjoying international expansion decided instead to focus on their domestic survival. Since 2001, many Thai firms have regained their strength and gained the confidence to re-embark on OFDI. 
Unlike their ASEAN counterparts, Thai OFDI has not been dominated by any particular industry (Figure 2). Despite an initial heavy concentration in financial services, a result of the above-mentioned exchange controls, OFDI became much more diversified during 1989-1997 (Pananond 2001). Further diversification is apparent from post-crisis trends, for example in agriculture, the food and sugar industries, and services, in particular trading, construction, mining and quarrying. 
Actors 

Not only is comprehensive firm-level data on international activities of Thai multinationals not yet available. The popular practice of setting up holding companies to invest in various subsidiaries within the business groups enables large firms to reduce public exposure of their activities by placing them under the control of privately held holding companies. The reluctance of many Thai firms to provide information on their international activities remains a major obstacle in studying their behaviours. 

At the same time, the number of powerful business groups in Thailand is relatively small, so it makes sense to concentrate on the largest ones, including Shin Corp of the Shinawatra family, Thai Beverage of Charoen Sirivadhanabhakdi and the Charoen Pokphand Group of Dhanin Chearavanont. Information on individual firms’ overseas activities was pieced together from a variety of sources, including annual reports and additional reports submitted to the Stock Exchange of Thailand, newspapers and magazines, and direct correspondence with each firm. 

Charoen Pokphand (CP) has long been Thailand’s foremost MNE, although it recently lost its title to PTT.
 Since its founding by immigrants from southern China in the early 1920s, the CP Group has grown from a seed supplier in Northern Thailand to one of Asia’s largest conglomerate.
 CP went through a major restructuring on the eve of the Asian financial crisis, offloading its shares in the Lotus convenience store chain to Tesco and the KFC chain, merging the cable television operation with the Shinawatra group, and simplifying the corporate structure. Still led by the founder’s son, Dhanin Chearavanont, the group is a diversified conglomerate active in agribusiness (it is the world’s largest producer of animal feed and tiger prawns) and services – telecommunications, logistics, and retailing – and had sales of US$15 billion in 2004. The rising number of free-trade agreements between Thailand and potential trading partners has prompted CP Trading Group Co Ltd to step up its overseas business expansion. CP would set up seed-manufacturing plants in India by forming a joint venture with government agencies, while another two plants in Turkey, where it is now the largest poultry producer, and Burma will focus on size and capacity expansion.

Drawing on its Chinese ethnic origins, the CP Group was the first foreign investor to enter the Shenzen special economic zone in 1979. Thanakorn Seriburi, a long-time CP employee, has been supervising business development and investment in China since 1979. By 1997 Chia Tai, the CP Group’s name in China, was the biggest foreign investor there with nearly 130 joint ventures ranging across a wide gamut of businesses in which it does not operate in Thailand, including some such as motorcycle manufacturing (under the Dayang brand), TV production, and herbal remedies. CP Group also signed a memorandum of understanding with Krung Thai Bank, the country’s largest state-owned bank, to co-invest in China’s Business Development Bank. A subsidiary, CP Consumer Products, started importing Guizhou Tianan Pharmaceutical’s Jin Tianan brand dietary products into Thailand. In 2003 it employed 70,000 people in China, where it generated almost a quarter of global sales. 

Thailand’s third-largest group by sales, Siam Cement (SCG), also has a diversified revenue base—consisting of cement, pulp and paper, petrochemicals, and building products— that aims at insulating returns. With foreign investors eager to leverage its royal cachet, Cementhai Holding entered various joint ventures, making cars with Toyota, tires with Michelin, and television tubes with Mitsubishi Electric. At its peak in 1996, SCG boasted 130 companies and total sales of more than $6 billion. In the late 1990s it tried to marry the Internet with a traditional building products company, and found itself in desperate need of a makeover in the aftermath of the crisis.
 The Siam Cement group was one of the pioneering Thai multinationals that embarked on a rapid internationalisation process in the early 1990s. Starting from its first overseas investment in the US, the Siam Cement group announced its ten-year expansion plan in 1994 to become industrial leader in the Asia Pacific region. Such an ambitious plan led to an explosive international expansion. From 1993 to 1997, the group announced a total of twenty-seven projects to be carried out in Indochina, China, Indonesia and the Philippines. Such a major move put a strain on the group’s financial resources. In addition, the group’s preference for debt financing dealt a serious blow to the group’s finance when the Baht was floated in 1997. At the end of September 1998, the group was faced with a total consolidated debt of US$5.2 billion, 23 per cent of which was due within a year (Annual Report, 1998). To rebuild itself into a more flexible organisation that could deal successfully in the increasingly competitive market, the group took a bold step in restructuring its overall operations. The restructuring resulted in the group focusing only on three core industries—cement, petrochemicals, and pulp and paper—and reducing its involvement in all the non-core sectors domestically and internationally. To concentrate on debt management and organisational restructuring, overseas expansion was also halted during 1997 to 2001. Siam Cement’s focused strategy has paid off as the group gradually regained its financial health. The group succeeded in reducing the proportion of its foreign debt from 90% of the total in 1997 to 2% in 2001, and was able to resume paying dividend in 2001, after a five-year break (Fact Book, 2003). A more focused strategy was also adopted in its international orientation, both industry-wise and destination-wise.  Not only had the group been concentrating on its three core industries, it had also directed most of its overseas activities to the Asean countries. 

As one of Asia's best-connected conglomerates — King Rama VI founded it in 1913 and the Crown Property Bureau still owns 36% of the group – SCG did not feel the same pressure to shed non-core assets. Remaining shareholders, however, thought that the company should be a little more aggressive about getting rid of problem assets. Eventually, SCG sold more than $1 billion worth of assets, including a gypsum plant in China to Knauf of Germany and stakes in more than a dozen joint ventures, including those with Toyota and Mitsubishi, to its partners. It then started expanding internationally again. Siam City Cement (SCCC), the SCG flagship (although by now it only accounts for 19% of sales) is the largest cement company in Cambodia and is also present in Laos and Myanmar (ready-mixed concrete). It will invest Bt300 million in 2007 to establish two plants in Indonesia and another two in Vietnam, all of which will produce ready-mixed cement.
 SCG Chemicals has plants in Indonesia, Iran, and China; SCG Paper Business produces packaging paper in The Philippines;
 and SCG Building Materials Business has nine operations in Indonesia, the Philippines, Cambodia, Laos and Vietnam.

Charoen Sirivadhanabhakdi, son of a fried-mussel-pancake street vendor in Bangkok, made his fortune with Thai Beverage, which operates Thailand’s biggest brewery, Beer Thai, and the Sang Som Group, Thailand’s biggest distillery. Chang Beer is now the official sponsor of Liverpool’s Everton soccer club. Charoen also owns a portfolio of real estate projects through TCC CapitaLand—the joint venture with the Temasek-linked company Capital Land.  In May 2006, Thai Beverage raised S$1.37 billion (€677m) in the Singapore Exchange's third biggest IPO ever. The company described the listing as necessary to access overseas markets through alliances and reach the same standard as the prospective alliance partners. 

Italian-Thai Development commands a leading position in the Thai civil and infrastructure market, where it built the Suvarnabhumi (New Bangkok) International Airport. It is also active in the Philippines, Taiwan, Laos (Nan Theum II hydro-electric dam), Dubai (Palm Jumeirah Crescent Development), and India. In the latter, it has also successfully entered the civil infrastructure construction market following its acquisition of a majority shareholding in ITD Cementation India Limited (formerly Skanska Cementation India Limited) early in 2005. Ongoing and/or completed international projects have contributed approximately 24% to the company’s revenues for 2005 and are projected to increase by a further 30% in 2006. 

Among Thai SOEs, Petroleum Authority of Thailand (PTT)’s upstream subsidiary PTT Exploration and Production has the broadest range of international operations. Thailand's power-generating capacity currently is overwhelmingly based on natural gas - more than 70% of the generation is gas-based - supplied mainly from Thai fields in the Gulf of Thailand (operated mostly by Unocal of the US). In 1990-92 PTTEP signed concessions agreements for the Yetagun and Yadana fields in the Gulf of Martaban (operated by Petronas and Total, respectively) and some 25% of Thailand's total gas supply is now provided by Myanmar. PTTEP also operates projects in Vietnam, Indonesia, Cambodia, and Oman, and is also present as non-operator investor in some of these countries plus Algeria.

Finally, the Electricity Generating Authority of Thailand (EGAT) has been involved in hydroelectric power development in Laos along the Nam Theun river, a tributary of the Mekong, in the central region of the country. The project is structured as a BOOT (Build-Own-Operate-Transfer) arrangement and it will be implemented by Nam Theun 2 Power Company Limited (NTPC). NTPC’s shareholders include EDFI, Italian-Thai Development Public Company Limited (ITD), Electricity Generating Public Company of Thailand (EGCO), and the Nam Theun 2 Power Investment Company (NTPI). EGAT singed a 25-year power purchase agreement with NTPC in 2002.

Drivers

The sudden surge of Thai OFDI in the 1990s reflected the opportunistic internationalisation behaviour of some Thai multinationals – the belief that they could operate businesses peripheral to their core competencies through partnership with those with experience and/or contacts – rather than previous accumulation of technological skills. Over a brief period, firms whose competitive advantages were largely based on networking capabilities were able to expand and seize opportunities in nearby economies characterised by weak market institutions. 

Nonetheless, there were also some Thai multinationals that expanded abroad on the basis of their superior competitive advantage and accumulated experience. For instance, Siam Cement’s decision to invest in ceramic tile and sanitary ware ventures in the Philippines reflected the group’s confidence in its technological capabilities (see Pananond 2001b). 

The bulk of Thai OFDI was driven by resource-seeking and market-seeking purposes. Many firms that are involved in natural resource sectors, including PTTEP and EGAT, undertook their overseas missions to guarantee a steady stream of supplies for their production. Some of CP’s agribusiness overseas investments in China were also motivated by access to new sources of supplies. Search for new market opportunities is a parallel driver. The threat of regional protectionism led many Thai firms to channel their investments to Europe and the US in order to bypass trade barriers (Viraphong 1992). The fear of losing their market after the US cut its GSP privileges to Thailand prompted Siam Cement to establish its ceramic tile operations in the US. More recently, Indo-Thai’s strategy of seeking more international business opportunities responds to intense competition in the Thai construction industry which has decreased the profitability of the company’s local operations.

Consequences

As we noted above, rapid international expansion, based largely on network relationships, led to Thai multinationals’ imprudent and ill-advised decisions. Extensive borrowing and high debt-equity ratios to finance domestic and international expansions became disastrous after the baht was floated in July 1997. The difficult period that ensued both at home and in the region forced many firms to renounce to overseas objectives and focus instead on domestic survival. 

Thai President Foods and the Jasmine group are representative examples of Thai multinationals which were weak in both their technological and networking capabilities and were forced to considerably reduce their international activities. Beer Thai, that owes part of its success at home to the capacity of influencing excise decisions on alcoholic beverages, may be a more recent example of a similar phenomenon – so far it has failed to make an impression in overseas markets and rival Boon Rawd Brewery’s Singha beer still represents “Thai beer” to the rest of the world.

Most other Thai multinationals appear to have learned that hasty expansion, either at home or abroad, without core competitive advantages can lead to futile results when the environment is no longer favourable. CP Group’s overall performance, for instance, has been lucklustre, especially in the retail sector where the Lotus Supercentre venture faces increasing competition. As a result it significantly altered its international strategy in the post-crisis years, shedding peripheral activities and focusing on its core industries, namely agribusiness, retailing (7-Eleven in particular), and telecommunications. Still, CP Group seems unable to shake off its pre-crisis opportunistic behaviours. New projects launched in the new century include wine-making in Sichuan, a fast-food restaurant chain in Malaysia, and Internet services provision in India and China. The group continues to believe that it can operate business that it has little or no prior experience through partnership with those with experience.

As in Singapore, after the Asian crisis the government took a more active role in promoting OFDI. Among sector-specific policies, the vision to make Thailand ‘Kitchen of the World’ has benefited restaurants such as the Blue Elephant chain, the Pizza Company, Anna’s Café, S&P, Coca Suki, and MK Suki.
 Food-related industries have also been promoted. Thai Union Frozen Products (TUF) currently accounts for 40 per cent of the country’s total canned tuna exports and 70 per cent of frozen tuna loin exports (Annual Report, 2002). With a rather strong financial health, TUF did the unthinkable when it acquired Chicken of the Seas, the third-largest canned tuna manufacturer in the US in 2001, and then another US company, Empress International, to strengthen its distribution network. 

5.
Implications, for Research and Policy

The paper started with the ambition of contributing to a better understanding of the motivations and strategies of two peculiar classes of emerging economies’ MNEs, namely state-owned enterprises (including the holding company and its operative subsidiaries) and ‘ethnic-based’ business groups. 

Singapore stands out in international competitiveness rankings thanks to an ad hoc mix of liberal trade and investment policies, cautious government intervention, and result-oriented government-business interactions. This well-tested developmental state formula has delivered jobs, income, homes, education, security and welfare since 1959, while the rest of developing Asia, while certainly successful, still fights cronyism, corruption and nepotism. Nonetheless, the Temasek-Shin deal – coming on the heels of other polemic deals by GLCs – has revealed a number of potentials and pitfalls of the international expansion of state-related MNCs.

In the case of the tiny island-state of Singapore, GLCs serve as the commercial arm of the state to implement policies that aim to further integrate Singapore into the global economy. Close relationships with the home government can bring many benefits, including financial privileges and useful information on policy directions. Moreover, these firms typically operate in highly regulated sectors and have benefited from monopolistic or concessionary rights in their home base. It is therefore natural that, when it comes to international expansion, these firms tend to venture into the areas with which they were familiar. These sectors are most likely to be of strategic concerns to the host countries. No wonder then that host country nationals and government could interpret the GLCs’ international expansion as potential violations of their sovereignty. Although the Singaporean government has claimed that GLCs are run on business principles and that the government has been relinquishing its control in GLCs, it is unlikely that the government’s involvement can be withdrawn easily and without resistance. To make matters worse, GLCs too often feel that they are accountable to nobody except their major shareholders—the home-country government.

It is inevitable that the operations of state-linked enterprises bring about political risks that are not associated with regular private firms. It appears, unfairly or otherwise, that these drawbacks of state-linked firms have been all put to life by the Temasek-Shin affair. The Singaporean experience must be seen in the broader context of a return to investment protectionism in many quarters. Since 2005, takeover attempts abroad by some state-owned enterprises from China and the United Arab Emirates have run into strong opposition, as have done other operation by Russian companies that are perceived to be too close to the Kremlin (see Goldstein 2007). Singapore’s foreign economic policy has to be more sensitive when GLCs cross borders and interact in the political economy and social milieu in the region. Temasek and the GLCs may not be properly trained to navigate the political economy of emerging markets where political reforms are advancing in parallel with growing affluence, new political culture, democratisation and impact of Internet on the society and polity. 

In the case of Thailand, the central question is partly similar. Many ‘ethnic-based’ Thai MNEs have derived their competitive advantages from ‘generic’ networking capabilities that, as long as business activities are conducted outside market mechanisms, may partly offset their technological weakness. How sustainable are such capabilities in the long run, especially as transactions in destination countries become market-based in nature? 
Finally, our paper can be seen as a contribution to the broader research agenda on emerging MNEs. The implicit suggestion in much of the ‘Third World multinationals’ literature was that these firms would remain niche outliers at the margins of global business, or that they would eventually resemble their predecessors from developed economies. As emerging MNEs become more and more engaged in technology-related activities, and yet maintain specific idiosyncrasies, future studies could examine whether the complex and diverse reality of multinationals from emerging economies generate different patterns of internationalization.
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Table A.1. Controversial Temasek Deals in Asia and the Pacific
	Target company
	Description

	ICICI Bank
	Under Reserve Bank of India (RBI) rules the normal investment cap for foreign financial institutions or banks in Indian banks is 5%. The 2005 free-trade agreement set a 10% investment limit for Singapore firms in listed Indian companies. Temasek, through Allamanda Investments, holds a 7.57% stake in ICICI, India’s largest private sector bank, and the Government of Singapore Investment Corporation (GIC) holds another 1.57%. In August 2006, RBI did not allow Temasek to increase its stake to 10%, considering that the combined Temasek-GIC stake in the bank would cross the 10% limit.

	Air New Zealand
	SIA bought a 25% stake as a back-door entry to the Australian market in 200x. Air NZ went bankrupt in 2003, forcing SIA to write off most of the investment. 

	KNI
	A four-year alliance between SembLog and the Swiss freight-forwarder, in which the former held a 20%, broke up in 2004 as constraints surfaced because of substantial differences regarding business approaches, industry focuses, and scope of services.

	SinPower
	Philippines National Transmission Company

	Korea Exchange Bank
	DBS’s bid hit a snag because Temasek is not a bank. South Korean regulations forbid non-banking entities from owning more than 10% of a nationwide bank, in order to prevent cash-rich conglomerates from controlling the banking sector. DBS denied that the bid failed because of its parentage, insisting that it failed over a disagreement over price.

	Idea Cellular
	Temasek-owned ST Telemedia and Telekom Malaysia bid for 48% of the mobile phone operator in 2005. Indian authorities did not approve a joint bid arguing that SingTel, which is majority owned by Temasek, already holds a stake in Bharti Tele-Ventures and Indian rules do not allow the same company to hold two cellular licences in the same region.

	Southern Bank
	Temasek had to trim its stake in 2005, after it emerged that its total shareholding had breached the 5% mark, through indirect holdings through related companies. Temasek indirectly controls Malaysia's Alliance Bank and is therefore required to seek central bank approval before it can buy more than 5% of another Malaysian bank.

	
	


Table A.2. Largest Singaporean overseas deals
	Acquirer
	Target 
	Country
	Vendor
	Sector
	Value 
	Date

	SinTel
	Optus
	Australia
	Cable & Wireless
	Telecoms
	10,100
	March-October 2001

	DBS
	Dao Heng Bank
	Hong Kong
	Guoco
	Banking
	6,081
	April-September 2001

	Temasek
	Shin
	
	
	
	
	

	PSA
	Hutchinson Port
	Hong Kong
	Hutchinson Port (?%)
	Port
	3,417
	April-May 2006

	Dover Investments
	Standard Chartered
	United Kingdom
	Tan Sri Khoo Teck Puat estate (11.55%)
	Banking
	3,400
	March-July 2006

	L&M Group
	PSC Industries
	Malaysia
	Business Focus
	Engineering
	3,173
	September 2004

	SinPower
	TXU Australia
	Australia
	TXU
	Electricity
	3,110
	April 2004

	Asia Financial Holdings
	Bank of China
	China
	-- (10%) 
	Banking
	2,647
	September 2005

	SinPower
	GPU Power Net
	Australia
	GPU
	Electricity
	1,330
	June 2000

	Asia Financial Holdings
	China Construction Bank 
	China
	-- (5.1%) 
	Banking
	1,117
	September 2005

	Singapore Airlines
	Virgin Atlantic
	United Kingdom
	Virgin Group (49%)
	Air transport
	984
	December 1999-March 2000

	ST Assembly Test
	ChipPAC
	United States
	-- 
	Semiconductors
	935
	February-August 2004


1 = KYTBW Joint Venture is a Thai-UK partnership with a majority stake held by the Kanyong Group.




























� There are additional links between the two economies. For instance, Thai Beverage went public in Singapore in May 2006 after protests against alcohol derailed a Bangkok listing. Chumpol NaLamlieng, who was President of Siam Cement for 12 years and remains as Chairman of the Management Advisory Committee, is a non-executive and independent Director of SingTel. He was previously Director of SembCorp Industries.


� Singaporean MNEs, including GLCs, have also targeted China (Yeung 2004).


� In a companion paper we discuss in the greater depth how the internationalization of Singaporean state-owned enterprises fits into the literature on the international expansion of firms from developing economies (Pananond and Goldstein 2007). 


� In fact, to our knowledge Roberts and Dick (2005) is the only paper that analyzes GLCs’ internationalization.


� Yeung (1994: 302-3) strongly criticised the term ‘third-world multinationals’ as ‘imperialistic’ and ‘not a theoretically fruitful way to conceptualise the nature of international business and production’. Instead, the author suggested that a more unbiased term ‘developing country multinationals’ be used instead.


� Temasek, which derives from the Javanese ”tan-ma-hsi”, meaning ”sea town”, wields a huge sway over the Singaporean economy. Established in 1974, this state-owned holding entity has stakes in 70 companies, including Singapore Telecommunications (SingTel), the DBS banking group, port operator PSA, Singapore International Airlines (SIA), shipping line Neptune Orient, logistics group SembLog, and Singapore Technologies (ST). This in turn is another diversified holding with interests in semiconductors, defence, property development, and hotels. With 2005 revenues of US$44 billion and net profit of US$5 billion on an asset base of US$126 billion, Temasek accounts for a quarter of stock market capitalization. As of October 2004, the slightly larger universe of GLCs accounted for nearly 40% of total capitalization of the Singapore Exchange (SGX), while as of November 2005 the top six Singapore-listed GLCs accounted for nearly a quarter of total SGX capitalization (US Embassy, various years). The Government asserts that GLCs (defined here as those companies in which the Government has a 20% or greater ownership and/or controls the majority of voting rights) account for just 13% of GDP. The use of a broader definition of GLCs, including a lower percentage of Government ownership as well as GLC subsidiaries, would boost that percentage considerably.


� Although ethnic Chinese multinationals and SMEs also contribute to Singapore OFDI (Tsui-Auch 2006), a significant, albeit decreasing, part of Singapore OFDI originates from Singapore affiliates of foreign-controlled MNCs (UNCTAD 2005). The contribution of OFDI by foreign MNCs’ affiliates decreased from 46% in 1996 to 39% in 2002 (UNCTAD 2005).


� In fact, the British Virgin Islands is the main destination in 2004 (7.3% of total stock), followed closely by China (6.4%).


� In late 2005, SMM’s subsidiary, PPL Shipyard, acquired Sabine Shipyard, strategically located on the Gulf of Mexico, where 25% of the global jackup and 20% of the global semi-submersible rig fleet are mobilized. Initially, Sabine will be involved in repair and refurbishment of rigs and should later expand its operations to include rig construction. See “Cleaning Up After Katrina”, Business Week, 5 December 2005


� In particular, 21% of Thai Advanced Info Service; 31% of Bharti Tele-Ventures in India; 45% of Globe Telecom of the Philippines; 35% of Telkomsel in Indonesia; and a 45% stake in Pacific Bangladesh Telecom


� “Shopping Mall Maestro”, Business Week, 3 October 2005.


� DBS, in which Temasek has a 28% stake, made a $5.7 billion bid for Hong Kong’s Dao Heng Bank Group in 2001


� Speculations of a merger between DBS and StanChart have been dismissed on the basis of a similar argument – that the Monetary Authority of Singapore would like DBS, as also the other local banks UOB and OCBC, to retain their Singapore characteristics, which would be lost in case of such a merger.


� “S’ pore’s Temasek takes lead in overseas drive”, Reuters, 24 January 2006.


� In developed countries, the context has also proven very demanding, and Temasek’s knowledge of new markets much weaker, than managers probably thought. Under pressure to rapidly acquire size when not additional competencies, acquisitions have often been made at a considerable premium – for instance in the case of Optus, Australia’s second telecom operator, SingTel paid 50 times earnings. 


� See the company website at � HYPERLINK "http://www.temasekholdings.com.sg" ��www.temasekholdings.com.sg�. The sign of GLCs’ contribution to economic development is a matter of some debate (Tsui-Auch 2006). Private businesses, both local and foreign, compete on a generally equal basis with GLCs, and in fact the electronics sector examples mentioned in the previous paragraph seem to suggest that GLCs, in addition to providing jobs, serve to maintain Singapore global attractiveness in related industries. Still, in some cases the dominant role of GLCs in the domestic economy may have displaced or suppressed private entrepreneurship. There have been cases of GLCs entering into new lines of business or where government agencies have “corporatized” certain government functions. 


� Temasek, in particular, has had a penchant for appointing former politicians, civil servants, and high-ranking military officials to positions as chairmen, directors, and senior managers in their first-tier subsidiaries (Low 2001). Chairman S. Dhanabalan is a former cabinet minister who entered politics in 1976 and who held several cabinet positions between 1980 and 1993 including Minister for Foreign Affairs, and Minister for Trade and Industry. He was also chairman of DBS Group Holdings. Mrs. Lee’s brother, Lee Hsien Yang, leads SingTel.


� The following paragraphs are based on Goldstein and Pananond (2007), where more details are provided.


� Although the sale of Shin Corp to Temasek was exempted from tax because it was done by individual shareholders, many questions were raised about how these individual obtained these shares. Investigations are being conducted on many aspects, including whether Thaksin’s children should pay tax when they obtained these shares (see Maa Nok and Dek Nokkrob 2006a, Charnchatreerat et al. 2006).


� The Temasek-Shin deal stirred up a variety of legal and ethical questions. After the September military coup, Thailand’s new government has set up a number of agencies and panels to investigate legal aspects of the deal. Key areas of investigations included foreign equity limits and tax-related issues of the transactions. As our focus in this paper is on the role of Temasek, we put more emphasis on discussing the issues related to the company. 


� See the full text of this Act at the Department of Business Development website, � HYPERLINK "http://www.dbd.go.th" ��www.dbd.go.th�. 


� These include DBS Thai Danu Bank, which has been majority-owned by DBS Group since 1998, and TCC CapitaLand, a joint venture between Thailand’s TCC Land and CapitaLand. Temasek’s previous investment in the Shin group was conducted through SingTel’s 19.26 per cent equity in Advanced Info Services (AIS)—the mobile phone company that serves as the main breadwinner for the Shin group. SingTel was even initially rumoured to be the buyer of AIS, as their common interests in expanding the mobile telephone market in Thailand could lead to business synergy (Charnchatreerat et al. 2006). In his speech to the 12th Teochew International Conference in 2003, then Deputy Prime Minister Lee Hsien Loong stressed that Thai Cabinet could conduct a Cabinet meeting almost entirely in Teochew. Lee Hsien Loong (2003), “Teochews Can Take Pride in Successes”, The Straits Times, 24 November.


� “Bangkok Insists Phone Deal Broke Law”, International Herald Tribune, 16 November 2006.


� “Shin Corp Temasek Is Ready to Swallow Its Medicine”, The Nation, 13 November 2006.


� “Temasek Replaces Executive”, International Herald Tribune, 7 December 2006.


� Although the Commerce Ministry’s investigation was leaked to the media on 13 September 2006, it was never officially released. As of end-March 2007, the police investigation concerning the possible violation of the Foreign Business Act has not been finalized. 


� The Nation, 13 November 2006.


� “Singapore Defends Financial Secrecy’, Financial Times, 6 November 2006 and “Temasek May Cut Stake after Thai Law Changes”, International Herald Tribune, 9 November 2006.


� “Temasek Takeover: Court to Rule on Shin Deal, Pm Tells Lee”, The Nation, 31 October 2006. 


� “Temasek strengthens ties to Malaysia PM”, Financial Times, 12 November 2004.


� This is of course not to say that corruption, or the Shin deal, were the single most important factors behind the 19 September 2006 putsch in Bangkok, which “came at the end of a year of endlessly confusing turns, twists, advances, and reverses on the Thai political scene” (Montesano 2006).


� Pongsudhirak (2006) commented that “questions surrounding the legality of the transaction energised what at the time was a limited Bangkok-based protest movement against Thaksin into a nationwide coalition bent on ousting him from power”.


� Although the Board of Investment (BOI) also collects information on international investment of Thai firms, their statistics are not collected in a coherently standardised manner as the agency relies on information supplied by investing firms and the BOI-equivalent agencies in other countries. The different format of data collection adopted in each country reduces the validity and reliability of the data. In addition, the BOI figures often refer to the planned total project value, without much indication for actual project investment. Most importantly, the BOI collects data on Thai overseas investment from a limited set of destinations, notably Asean, Indochina and China. Such a restriction prevents the BOI from generating a complete picture on the distribution of Thai outward investment (Pananond 2001a). See Ganjarerndee (2005) for a detailed presentation on the BOT OFDI collection.


� After the crisis, the BOT has realised that their figures undervalue the actual amount of OFDI and is now in the process of launching direct surveys with investing firms. 


� See “Radicalism, Asian-style”, The Economist, 22 March 2001; “Optimism in the Face of History”, Far Eastern Economic Review, 26 August 2004; “China: Firms looking to Thailand trade”, The Nation, 26 July 2004; “Economy of scale key to CP’s success in China”, ibid., 3 March 2005; and Pananond (2001 and 2004).


� As Friedman et al. (2003) note, “CP Group is a large complicated conglomerate and the precise nature of transactions involving privately held affiliates is hard to know”. 


� Buried under some $4.5 billion in foreign debt, the company posted a $1.3 billion loss for that fiscal year.


� It presently exports about seven million tonnes per year. The main destinations are countries in South Asia such as Bangladesh and Sri Lanka, the Southeast Asia region and the US. It also exports 5-10 per cent to the Middle East. See “Siam Cement Industry aims to dominate Asean”, The Nation, 18 December 2006.


� The financial and organisational restructure also allowed the group to strengthen its international expansions by channelling its resources to clearer targets. For example, the group’s paper and packaging division announced its plans to enlarge its operations in Indonesia, Malaysia and Vietnam, in order to increase its production capacity, and hence, its competitiveness in the Southeast Asian region (The Nation, 18 November 2003). The post-crisis restructure of the paper and packaging division allowed the group to grow considerably through production upgrading and acquisition of other companies.


� Blue Elephant, first established in Brussels in 1980, came to London in 1986, followed by Copenhagen and Paris, before the first franchised Blue Elephant in Dubai in 1997. Individual franchises had been sold to local business operators in Bahrain, Beirut, Jeddah, Kuwait, Lyon, Malta, and New Delhi. Blue Elephant operations also include an Indian restaurant in Paris, a cooking school in Bangkok, and exports of fresh and dried ingredients from Thailand to its overseas branches. The government’s attempt to promote Thai restaurants had pushed the chain’s ambition to operating 100 restaurants within three years.
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