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This chapter argues that both Singapore and 
Malaysia potentially could enjoy consider-
able synergies if the Iskandar Development 
Region (IDR) would become integrated 
more seamlessly with the Singapore econ-
omy through the freer movement of people, 
goods, and capital. However, political bar-
riers do present a major challenge to realiz-
ing these synergies. The fact that Singapore 
and the IDR are in different political juris-
dictions is further complicated by several 
political diffi culties related to the legacy of 
Singapore’s bitter separation from Malay-
sia in 1965, ethnic tensions, the affi rmative 
action program pursued by Malaysia, and 
the presence of vested interests. 

This chapter is structured as follows. It 
begins by sketching the key factors deter-
mining the relationship between Singapore 
and Malaysia and then assesses their current 
economic relationship as well as Singapore’s 
current ties with the IDR. This is followed by 
an assessment of the key features of the two 
countries’ economic development that will 
infl uence the manner in which they could 
collaborate on the IDR, an analysis of the 
impact of political differences on their eco-
nomic relationship, and a discussion of the 
various channels through which synergies 
could be realized for Singapore’s economy 
through greater collaboration with the IDR. 
The chapter concludes with an assessment 
of the way forward. The relation between the 
focus of this chapter and the World Develop-
ment Report 2009 is presented in box 5.1.

Background 
The IDR was formally launched by Malay-
sian Prime Minister Abdullah Ahmad 
Badawi in November 2006.1 The Malaysian 
government had earlier appointed Kha-
zanah Malaysia, its holding company for a 
large number of state-owned companies, to 
take the lead in developing the IDR. Given 
that the IDR is fairly well developed, with 
signifi cant industrial, logistical, tourist, and 
business centers, the aim of the initiative is 
to take the IDR to an even higher level of 
development so that it becomes “a strong, 
sustainable conurbation of international 
standing” (see Khazanah Malaysia 2006). By 
2030, the region is projected to have a per 
capita income equal to that of a deve loped 
country.

Encompassing an area of 2,216 square 
kilometers, the IDR is located in the south-
ern part of Malaysia’s Johor state, just 
across the narrow Johor strait that sepa-
rates Singapore from Malaysia. It already 
has an international airport, a successful 
port that has drawn some shipping lines 
away from Singapore, good road and rail 
links to other parts of Malaysia as well as 
Singapore, townships, tourist resorts that 
attract visitors from Singapore, and a pop-
ulation of 1.4 million. The area embraces 
a large manufacturing hub that is globally 
competitive and has benefi ted from the 
relocation of manufacturing production 
from Singapore. 
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Key factors driving the 
relationship between the 
two regions
This section sketches the current state of the 
economic relationship between Singapore 
and the IDR and identifi es key features of 
the Singapore and Malaysian economies 
that affect their relationship. 

Current economic ties 
With only a 1-kilometer-wide strait dividing 
Singapore and Malaysia and a long history 
of close economic integration, the move-
ment of goods, people, and capital between 
Singapore and Malaysia and between Singa-
pore and the IDR is quite substantial. 

In terms of trade, Malaysian goods com-
prise 15 percent of all imports into Singa-
pore, and Singapore exports 13 percent of its 
exports to Malaysia. The top-traded items 
include electrical and electronic products 
and refi ned petroleum products. The former 
refl ects the existence of production networks 
of major electronics fi rms with collaborat-
ing facilities in both Singapore and the IDR. 
Many goods are shipped to southern Malay-
sia from the outside world through Singa-
pore’s port, generating substantial traffi c in 
goods between Singapore and the IDR. Simi-
larly, many goods manufactured in the IDR 
are shipped through Singapore’s port. 

Table 5.1 shows Malaysia’s position as a 
destination for outward investment from 
Singapore. Although an important destina-
tion, Malaysia has received a declining share 
of Singapore’s investment since the Asian 
fi nancial crisis. China now receives the lion’s 
share of Singapore’s outward direct invest-
ments, and Singapore has started investing 
in India, which had not attracted much Sin-
gapore investment in the past. Other emerg-
ing markets like Vietnam have also seen 
Singapore investments more than double in 
the past few years. Malaysia now has to com-
pete with newly industrialized countries like 
China and India for its share of Singapore 
direct investment.

Singapore companies, especially the 
smaller ones, see Malaysia and, in particu-
lar, Johor as the natural place to relocate 

 production when costs rise in Singapore. An 
example is the shift of Super Foods, a maker 
of instant coffee and foodstuffs, from its base 
in Singapore to Pasir Gudang in southeast 
Johor, just across the water from Singapore. 
The plant currently employs 150 work-
ers. Naigai Nitto, a Japanese company with 
headquarters in Singapore, also runs several 

This chapter is written in the spirit of the 
World Development Report (WDR) 2009, 
which focuses on density, distance, and 
division: 

• Rising density. Rapid urbanization is 
increasing the density of urban agglom-
erations. More and more activity is being 
concentrated in increasingly denser cities. 
Singapore is rapidly emerging as a global 
center of commerce, attracting clusters 
of economic activity that are densely 
located within its limited territory. 

• Falling distance. The concentration of 
economic mass in urban agglomerations 
reduces the distance between economic 
producers, now concentrated more 
proximately to each other in cities. The 
fl ow of goods, services, equity capital, 
direct investment, and technology is 
higher the shorter the distance between 
two centers of economic activity. 

• Persisting divisions. The number of bor-
ders between countries has increased 
threefold since 1950. Until Singapore 
gained independence in 1965, Singa-
pore and Malaysia operated mostly as 
a single economic entity. Before 1965, 
other than customs checks (Singapore 
was a free port), there were no barriers 
between the two territories. 

Divisions are preventing the two 
countries from fully extracting the ben-
efi ts of the growing density of economic 
clusters in Singapore. The challenge for 
Singapore and Malaysia is to capture the 
benefi ts of proximity, thereby reducing 
international fragmentation and increas-
ing regional concentration. Our main 
policy recommendation is for both coun-
tries to seek ways to eliminate the barrier 
of distance. 

The discussion of Singapore and Malay-
sia relates to the following issues raised in 
the WDR:

• Scale economies. Increased integration 
of economic activities between Singa-
pore and Johor would yield dividends 
from agglomeration and large-scale 
economies, which Singapore has not 
been able to exploit fully due to its 
small size.

• Factor mobility. A key route to achieving 
factor mobility is to achieve freer fl ow 
and mobility of skills, knowledge and 
ideas, labor, and capital.

• “Bridge” the distance gap. Facilitat-
ing the convergence of the markets 
would reduce transportation costs and 
directly enhance trade between the 
two countries.

B O X  5 . 1  Density, distance, and division: Singapore 
and Johor

Table 5.1 Share of Singapore foreign direct 
investment in Asia, by country, select years, 
1996–2005
percent

Recipient 1996 2001 2005

ASEAN 32.3 19.8 23.8
 Malaysia 17.3 8.4 8.6
 Hong Kong, China 12.0 8.6 6.6
 Indonesia 7.0 4.2 7.5
 Philippines 1.8 2.1 1.9
 Thailand 2.8 3.4 4.1
India 0.5 0.6 1.0
China 11.5 11.8 13.8

Source: Singapore Department of Statistics. 
a. Year-end stock for all sectors.
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of its logistics and warehousing operations 
near Tanjung Pelepas in the IDR. 

The close ties are also evident in the num-
ber of commuters who cross the border daily. 
An estimated 205,000 Malaysians work in 
Singapore, of which 60 percent commute in 
and out through the checkpoints every day. 
Most of the commuters are engaged in the 
electronics and electrical industry. Almost 60 
percent of these commuters are Johor born. 
Most of the workers who traverse the border 
daily are part of the unskilled or semiskilled 
workforce, drawn by wages in Singapore, 
which can be between two and three times 
the wages they would receive in Johor. This 
is one of the reasons why Johor’s unemploy-
ment rate is low. Conversely, about 130,000 
Singaporeans visit Malaysia every day for 
both tourism and work.2

A Comparison between Singapore 
and Malaysia (IDR) 
Table 5.2 outlines some of the key features 
differentiating Singapore from the IDR (or 

Malaysia where data for the IDR are not 
available). This brief analysis and accompa-
nying tables seek to highlight some of the 
key features of the relationship between Sin-
gapore and the IDR. 

First, there are strong complementarities. 
Singapore is rich, well developed, and well 
regulated, and its educational system pro-
duces a relatively highly skilled labor force 
that is increasingly fi rst world in terms of 
capacity. However, it is beginning to encoun-
ter constraints in terms of land and labor, 
and it needs to do more to unleash entre-
preneurial energies. Singapore is ranked one 
of the most competitive economies in the 
world, whereas Malaysia has seen its com-
petitiveness rankings fall over the years; they 
are now substantially lower than Singapore’s 
except in business process outsourcing, 
where the A T Kearney Index ranks Malaysia 
third in the world and Singapore eleventh. 
The IDR is well endowed with land, unlike 
Singapore, where only 15 percent of the ter-
ritory is developed. Although its population 

(continued)

Table 5.2 Comparison of Singapore and the IDR (continued)

Indicator Singapore
Iskandar Development 

Region, Malaysia

Area (square kilometers) 692.7 2,216.3
Populationa 4.5 million 1.353 million
GDP US$136.9 billion US$20.0 billion
Population density (people per square 

kilometer)
6,376 631.8

GDP per square kilometer US$197.6 million US$9.0 million
GDP per capitab US$30,422 US$14,790

Main constraints
Land Geological and political limits of land 

reclamation are being reached; 30 square 
kilometers were reclaimed in past 40 years.

Only 15 percent of land in the IDR is under development, leaving 
considerable land available for economic development purposes.

Labor Against a current population of 4.5 million, 
Singapore has a “planning parameter” of 6.5 
million by a notional year X, representing the 
maximum population that its offi cials believe 
Singapore can accommodate. 

Population density is low, and many Malaysians from other parts of 
the country migrate to the IDR for work. There is ample fl exibility 
to expand and enough room to accommodate inward migration 
from other parts of Malaysia to raise IDR’s population and work 
force, as needed. 

Education Singapore’s education system is highly ranked 
globally: for example, the National University 
of Singapore is ranked 33rd in the world.c

Malaysia’s education system has been criticized. Two of its 
universities used to be ranked among the top 200 global 
universities, but no longer enjoy this ranking. 

Main strengths and weaknesses

General competitiveness Singapore is ranked among the world’s top in 
general competitiveness surveys.

Malaysia is ranked well behind Singapore in general 
competitiveness surveys.

Logistics Singapore is ranked fi rst in the World Bank 
Logistics Performance Index.

Malaysia is relatively well ranked, at 27 in the same survey, just 
behind Republic of Korea and Spain, but still far behind Singapore.

Ease of doing business Singapore ranks fi rst in World Bank rankings. Malaysia is relatively well ranked at 24, which puts it behind only 
Hong Kong, China; and Thailand in East Asia. 

Governance Singapore is above the 90th percentile in all key 
areas except voice and accountability.

Malaysia is relatively highly ranked (80th percentile) for government 
effectiveness but ranks poorly in other areas. 
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is small, there is a large, growing, and still-
youthful population in the rest of peninsular 
Malaysia that can be tapped by businesses 
operating in the IDR should the need arise. 
The mobility of labor across the peninsula 
is suffi ciently fl uid given that workers from 
all over Malaysia already work in the Johor’s 
industrial estates as well as in Singapore.

Second, there are some competitive ele-
ments in the economic relationship between 
the two territories. The ports clearly com-
pete, as seen in the growth of the IDR’s Port 
of Tanjong Pelepas after a successful effort to 
lure two large shipping customers away from 
the Port of Singapore. Competition is also 
evident in related logistics businesses, such as 
recent efforts to set up bunkering facilities. 

Key features of Singapore’s 
economy
The Singapore economy has gathered sub-
stantial momentum in recent years after a 
period of sharply fl uctuating GDP growth 
in 1998–2003, a period marked by pain-
ful domestic restructuring and signifi cant 
external shocks (recession in the United 
States, including a downturn in technology 
demand in 2001–02, and the outbreak of 
severe acute respiratory syndrome [SARS], 
in 2003). More recently, the economy has 
been growing rapidly, by 8.8 percent in 2004, 
6.6 percent in 2005, 7.9 percent in 2006, and 
around 7.5 percent in 2007, according to 
preliminary estimates. 

Table 5.2 Comparison of Singapore and the IDR (continued)

Indicator Singapore
Iskandar Development 

Region, Malaysia

Affi rmative action polices Singapore has adopted a system of meritocracy. 
No policies favor any particular ethnic group 
over others, although some modest programs 
have assisted the Malays as the indigenous 
population.

Malaysia’s affi rmative action program, generally known as the 
New Economic Policy (NEP), gives preferential treatment to 
Bumiputeras, the indigenous people of Malaysia. The NEP affects 
the allocation of jobs, scholarships, places in tertiary educational 
institutes, housing, business licenses, and so on. This can be 
a disincentive for businesses, including domestic and foreign 
investors, as it raises their costs and reduces their fl exibility. The 
government has conceded that such NEP requirements will be 
relaxed for foreign companies in the IDR, but it is not clear how 
well this will be implemented. 

Labor costs in manufacturingd US$2,360 per month US$414 per month. Although the IDR is not as cheap as India, 
Indonesia, or many parts of China, its proximity and familiarity to 
Singapore companies more than make up for its higher costs. 

Demographicse Singapore is rapidly aging, from 31st in the 
world in median age in 2005 to the 4th oldest 
population in 2050.

Malaysia has a youthful population.

Income inequalityf The Gini coeffi cient rose from 0.44 in 2000 to 0.47 
in 2006. 

Malaysia had a higher Gini coeffi cient of 0.49 in 2005. 

Entrepreneurial capacity Despite considerable deregulation in recent 
years, entrepreneurs consider Singapore’s 
tightly controlled society and regulatory 
regime as constraints. 

Malaysia’s corporate sector continues to demonstrate substantial 
verve and vitality.

Infrastructure Excellent Excellent

Tourism Singapore is aiming for higher-spending 
tourists. Its main attractions are traditional 
tourist products such as a zoo and bird park, 
but these are well managed and innovatively 
designed. There is no beach resort of any 
global standard. Activities requiring large 
expanses of nature are limited. 

Substantial tourist potential exists, with large tracts of nature such 
as one of the world’s most extensive mangrove forests, beaches, 
and historical sites. 

Source: Collated by Centennial Group from official data.

a. July 2007 estimate for Singapore and 2005 estimate for the IDR. 

b. Singapore: 2006 GDP divided by December 2006 US$ per S$ rate; for IDR, 2005 estimate. 

c. The Times of London, Higher Education Supplement, November 8, 2007. Its previous rank was 19.

d. From International Labour Organisation’s LABORSTA Web site: 2006 data for Singapore and 2001 for Malaysia.

e. From United National database. 

f. From Department of Statistics, Singapore and Malaysia, respectively. 



70   RESHAPING ECONOMIC GEOGRAPHY IN EAST ASIA

Some characteristics of Singapore’s 
growth carry important implications for the 
relationship with Malaysia and the IDR. 

First, Singapore is in a new phase of 
growth in which it is reaping the benefi ts of 
the economic restructuring, deregulation, 
and policy changes carried out in 1996–
2004. Its economy is drawing in substan-
tially more foreign professionals, workers, 
and investors than before. New engines of 
growth have emerged (high-value manufac-
turing, such as pharmaceuticals, petrochem-
icals, and electronic components, as well as 
new fi nancial services, such as wealth man-
agement and hedge funds). Long-stagnant 
activities, such as construction, are growing 
strongly again. 

As a result, Singapore’s gross domestic 
product (GDP) growth averaged close to 
8 percent in 2004–07, above the 3–4 percent 
level that the Singapore government estimates 
is its long-term potential growth rate. Conse-
quently, capacity is becoming constrained: 
unemployment fell to a decade low of 1.7 
percent in the third quarter of 2007, caus-
ing wages to accelerate. Rents for homes and 
offi ces are soaring, in many cases doubling 
or even tripling over year-earlier levels. Road 
congestion has worsened significantly as 
well. It is becoming increasingly diffi cult for 
incoming expatriate families to secure places 
in international schools for their children. 

Third, a key plank in Singapore’s growth 
strategy is to build itself up as a global 
city, one that aspires to be more than just 
a regional hub for Southeast Asia. Rather, 
Singapore ambitiously seeks to transform 
itself into a city, like London or New York, 
capable of being a hub for global fi nancial 
market activities and business operations. 

Fourth, the composition and distribution 
of Singapore’s growth remains uneven and 
may be getting more so. The poorer seg-
ments of the population are not enjoying 
the benefi ts of growth and bore a dispro-
portionate share of the burden of economic 
adjustment during the economic restructur-
ing in the early 2000s. The bottom quintile 
of the income distribution experienced a fall 
in real income in 2000–05, with the bottom 
50 percent seeing a substantial deceleration 
(see Chan 2007). Data from the Depart-
ment of Statistics show that locally owned 

companies underperform foreign-owned 
companies in terms of profi tability. This is 
creating political pressures that are likely to 
persuade policy makers eventually to refi ne 
Singapore’s growth strategy to achieve a 
more balanced and equitable growth. This 
chapter argues that improved access to the 
IDR for poorer Singaporeans and less profi t-
able Singapore companies would allow both 
groups to improve their relative position as 
a result of lower costs of living and business 
operations in the IDR. 

Fifth, Singapore is aging rapidly. The pro-
portion of the population above 65 years 
of age rose from 3.4 percent in 1970 to 4.9 
percent in 1980, 6 percent in 1990, 7.2 per-
cent in 2000, and 8.5 percent in 2006. This 
reduced the old-age support ratio from 17 
workers per elderly in 1970 to 8.5 in 2006. 

These features of Singapore’s economy 
raise important questions for its relationship 
with the IDR. Can Singapore become a global 
city without expanding its relationship with 
the IDR? 

Key features of the Malaysian 
economy
Unlike Singapore, which has overcome a 
period of slower growth, Malaysia has not yet 
regained the vigor it lost after the Asian fi nan-
cial crisis (see table 5.3). The Philippines, in 
contrast, grew 7.5 percent in the fi rst half of 
2007, substantially exceeding the growth of 
Malaysia. Some trends in Malaysia’s growth 
experience stand out.

A good part of the deceleration in growth 
post-crisis is due to a sharp fall in the ratio 
of investment to GDP, from above 40 per-
cent in the years just prior to the crisis to 
20.9 percent in 2006. This is despite fairly 
strong public sector investment spending, 
showing that the fall has been primarily due 
to desultory private investment. 

Malaysia’s competitiveness has taken a 
hit as measured by general competitiveness 
indexes such as those constructed by the 
World Economic Forum and the Institute 
for Management Development. This sug-
gests that Malaysia has not adjusted to the 
much more competitive global economy 
that has emerged as China, India, and others 
such as Vietnam have liberalized and reformed 
their economies. 
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Table 5.3 Economic growth before and after the Asian fi nancial crisis, by country, 1991–2006
percent a year

Country Precrisis average, 1991–96 Postcrisis average, 2005–06
China 11.9 10.6
Indonesia 7.3 5.6
Japan 1.7 2.0
Korea, Rep. of 7.7 4.6
Malaysia 9.6 5.5
Philippines 2.8 5.2
Singapore 8.7 7.2
Thailand 8.2 4.8
Source: Collated by Centennial Group using CEIC database.

More recently, Malaysian export growth 
has been weak, mainly due to the slowdown 
in demand for the technology-related prod-
ucts in which it specializes. Yet the other 
technology-dependent economies such as 
Korea, the Philippines, and Singapore have 
had different experiences. Singapore has 
found new manufacturing activities that 
have been able to offset the technology 
slowdown, while the Philippines has found 
sources of growth outside manufacturing. 

However, Malaysia has made some prog-
ress in developing a competitive position in 
exportable services. It has been consistently 
ranked by A T Kearney as third in the world 
after India and China as a location for busi-
ness process outsourcing. Malaysia’s exports 
of educational and medical services have also 
been rising. Malaysia continues to grow as a 
tourist destination. In all of these areas—
education, medical services, and tourism—
Singapore struggles to attract customers 
who are highly price sensitive, giving lower-
cost Malaysia the edge among this group 
of customers. However, Singapore’s more 
rigorous educational and medical standards 
and regulations, coupled with its investment 
in cutting-edge equipment and its success in 
assembling a critical mass of specialists who 
have rare skills in these activities, gives it the 
edge in providing higher-priced medical 
and educational services. Thus while Singa-
pore and Malaysia (IDR) may well compete 
with one another in the areas of educational 
and medical space, they are complementary 
in a larger sense. 

Within Malaysia, Johor is a major pole of 
economic growth and has a manufacturing 
and services economy that is globally com-
petitive in key areas. Johor has enjoyed bet-
ter fl ows of foreign direct investment (FDI) 
than any other state in Malaysia for the last 
three years. Foreign investments approved 
in Johor rose sharply from RM 1.4 billion 
in 2002 to RM 5.9 billion in 2005. In the 
fi eld of education, Johor has some key uni-
versities, including the Universiti Teknologi 
Malaysia. 

Malaysian policy makers realize that 
they need to create new strategies to reig-
nite Malaysia’s economic dynamism. To this 
end, they have been reforming the economy. 
Capital controls have been eased substan-

tially. Government-linked companies have 
been restructured to raise effi ciency. Sig-
nifi cant efforts have been made to improve 
the delivery of public services. Most 
recently, the government has implemented 
the policy of setting up economic growth 
corridors, of which the IDR is just one. Two 
others have been announced, with another 
two to follow.

Potential synergies between 
Singapore and the IDR
In this section, we identify areas where Sin-
gapore’s economy could enjoy synergies 
from greater economic integration between 
Singapore and the IDR. Synergies are defi ned 
here as the achievement of greater welfare 
for each country individually as a result of 
cooperation than they would enjoy if they 
did not cooperate. The combination of the 
two territories creates more welfare in total 
than the individual sum of the welfare of 
each country prior to cooperation.

We see several channels through which 
synergies could be realized if Singapore and 
the IDR were to cooperate more together.

• Rational use of resources. Reallocation of 
scarce resources such as land and labor 
to higher-value uses would create higher 
economic output. 

• The benefi ts of scale and diversity. The size 
of the combined Singapore and IDR econ-
omies would be substantially larger (table 
5.1), allowing more scope for businesses 
and consumers to exploit economies of 
scale and other benefi ts of scale. 

• Leveraging off each other’s competitive 
advantages. There are important dif-
ferences in competitiveness between 
 Singapore and the IDR (Malaysia). Each 
territory could leverage off the relative 
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advantage of the other. For instance, the 
IDR could benefi t from being associated 
with Singapore’s higher rankings in gov-
ernance and ease of doing business. 

• Dynamic benefi ts of competition. Increased 
interaction would bring about more 
opportunities for competition, stimulat-
ing efforts to overcome performance gaps 
and leading to improvements in the lag-
ging territory. 

Reallocating land alone would yield 
signifi cant net gains to Singapore: moving 
some activities from Singapore to the IDR 
would allow this land to be used for even 
higher-value activities, resulting in a net 
addition to GDP. 

Reallocation of land and labor to 
higher-value uses
Several aspects of the successful reallocation 
of resources would make sense for both Sin-
gapore and the IDR. First, whole business or 
industrial sectors could be moved from Sin-
gapore to the IDR, if doing so were mutually 
benefi cial. In the past, for instance, Singa-
pore has made policy changes that resulted 
in the elimination of entire sectors. For 
example, the removal of tariffs in the early 
1970s led to the movement of automobile 
assembly out of Singapore, and the 1980s 
environmental decision to end support for 
pig farming resulted in the movement of 
activity to neighboring countries.

Second, the more labor- or land-intensive 
operations of a particular activity could be 
moved to the IDR from Singapore, leaving 
high-productivity work that is done more 
profitably in Singapore. For example, a 
watch manufacturing plant could shift to the 
IDR the manufacture of low-cost watches 
that do not need a high level of skilled labor 
or precision engineering capital equipment, 
enabling it to concentrate its scarce factory 
space and expensive workers in Singapore on 
higher-value watches or watch components. 
There are a number of important issues to 
consider here.

First, Singapore’s economic planners 
are determined that manufacturing should 
remain a key segment of Singapore’s economy.  
Singapore will therefore not follow Hong 
Kong, China’s, example: manufacturing in 

Hong Kong shrunk in the 1980s, and Hong 
Kong became a mostly services-producing 
economy. By providing the right incentives 
and economic fundamentals, Singapore con-
tinues to attract highly capital-intensive and 
technologically intensive manufacturing, as 
seen in the surge to a record high S$20  billion 
in net investments in manufacturing in 2007. 
Many of the new manufacturing investments 
in Singapore relate to capital-intensive activi-
ties such as petrochemicals or pharmaceu-
ticals (capital intensive as well as requiring 
a regime that protects intellectual property) 
or in cutting-edge alternative energy (such as 
solar cells). However, to accommodate these 
new industries without straining the capacity 
of industrial zones in Singapore, lower value 
added manufacturing activity needs to be 
relocated out of Singapore. 

Second, Malaysia itself has become a labor 
importer and is not a labor-surplus econ-
omy, so it might be said that relocation of 
labor-intensive activities from Singapore to 
 Malaysia does not make sense. But Malaysia 
has maintained relatively liberal immigra-
tion policies, allowing about 2 million for-
eign workers (mainly Indonesians) to work 
in Malaysia. Moreover, Malaysia does not 
need to offer Singapore companies Chinese-
level or Indian-level labor costs: so long as 
Malaysian labor costs are substantially below 
Singapore’s, the greater familiarity that its 
business environment offers to Singapore 
companies (given historical, linguistic, and 
cultural legacies) will make relocation to 
Malaysia or the IDR a viable proposition for 
many Singapore businesses. 

Third, the relocation would not be of 
existing activities but of future ones. For 
example, some of the growth in aviation, 
educational, and other activities needed to 
service Singapore’s ambitious growth in the 
future could be located in the IDR. 

For the IDR, with 85 percent of its area 
undeveloped, including 58 percent of land 
now devoted to agriculture, land is not a 
binding constraint, and the case for relo-
cating activities to it is relatively straight-
forward. Relocation of activities could be 
accommodated and would be beneficial 
so long as the value created from reloca-
tion exceeds the value of agricultural and 
other rural activities that are replaced. For 
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 Singapore, the analysis is more complex. 
Table 5.4 assesses the potential benefi ts to 
Singapore of relocating activity to the IDR. 

This analysis supports the case for sub-
stantial benefi ts from relocating present or 
future activities from Singapore to the IDR. 
The net benefi ts would be considerable:

• Singapore as well as the IDR would real-
ize a one-off gain in GDP, as land and 

labor are released to higher-value activi-
ties. This would apply mostly to manu-
facturing, port, warehousing, and back-
room support services;

• Greater competitiveness and business 
fl exibility would come as Singapore 
businesses are able to provide a range 
of products and services profi tably, the 
 production of which can be located in 

Table 5.4 Benefi ts of relocating and undertaking complementary activities 

Activity Potential for relocation Benefi ts
Manufacturing Substantial manufacturing activity has already shifted from 

Singapore to districts such as Johor Baru, Pasir Gudang, Kulai, 
and Senai in the IDR in the past 20 years. In many cases, the 
same manufacturer has plants in both the IDR and Singapore, 
each focusing on a different component or fi nished good. 

As land, labor, and other costs continue to rise in Singapore, 
manufacturing activity will probably continue to relocate to the 
IDR. The policy incentives and infrastructure exist to support 
such relocation. 

Year-to-date 2007 alone has seen S$20 billion of new manufacturing 
projects committed to Singapore, against an average in past 
years of less than S$10 billion. Most of this is in very capital- 
and skill-intensive areas (petrochemicals, alternative energy 
technologies, high-end electronics). This will raise input costs, 
making lower value added per worker in manufacturing activities 
less viable in Singapore. Shifting such activities to the IDR would 
be best for Singapore: being close to Singapore would mean that 
such activities would continue to use Singapore-based fi nancial, 
transportation, and logistics services, while releasing resources 
for the higher-end activities entering Singapore. 

Port Five port terminals occupy 6 square kilometers of land, 
0.8 percent of total land in Singapore. Three of these directly 
abut the central business district, where very high-value 
fi nancial and business services are constrained by lack of 
offi ce space. 

Releasing the land from use by the port to use by fi nance business 
activities would result in a net addition to GDP. 

Road congestion would improve considerably, as container lorries 
would not compete with other users for scarce road space. 

Singapore’s marine services sector (specialized legal, logistics, 
fi nance for shipping) is already well developed and has critical 
mass. Like London, the reduction of actual port activities in 
Singapore will probably not result in such activities moving out of 
Singapore. 

Airport The airport occupies 13 square kilometers of land. A third terminal 
will bring capacity to 70 million passengers a year, suffi cient to 
accommodate growth well into the next 20 years. Suffi cient land 
has been reclaimed for a third runway and a fourth terminal: 
hence the land constraint is not as binding as in ports.

Benefi t comes not from relocating aviation services from Singapore 
to the IDR but rather from complementing the primary airport in 
Singapore with a secondary airport in the IDR connected directly 
to Changi. This would allow Singapore as a metropolis to have the 
number of airports that successful global cities have. 

Tertiary educational and 
research institutions

Singapore has three full-fl edged universities with several 
campuses for other tertiary activities (such as business schools 
and research institutes). As the economy climbs the value added 
ladder and is pressed to generate its own innovations and 
intellectual capital, the need for more tertiary institutions will 
grow substantially. Already, a fourth university is planned, even 
as the new third university is ramping up in Singapore. 

The IDR plans to devote large areas to educational institutions and 
is wooing universities to locate campuses there. Provided the 
immigration and transportation issues can be eased, locating 
some of Singapore’s future tertiary institutions in the IDR could 
benefi t both territories. 

Warehousing Warehouses currently occupy about 6.1 square kilometers of land 
in Singapore. 

If port activities shift out of Singapore, a good part of such land will 
be released to other, potentially higher-value uses.

Tourism Singapore’s problem has been the declining duration of average 
tourist stay and slow increases in average expenditure per 
tourist as well as an insuffi cient number of repeat visits by 
tourists. An inadequate range of visitor attractions and high 
costs probably account for this. 

IDR and Singapore can complement one another: (a) Singapore’s 
airport connectivity brings in large numbers of tourists, which 
IDR can leverage; (b) IDR is developing theme parks, mangrove 
nature reserves, and other attractions that can offer tourists in 
Singapore wider choices; (c) IDR offers cheaper accommodations 
for cost-conscious tourists.

Back-offi ce support 
services

To be viable, such support services need offi ce space (land) and 
relatively lower-paid staff. Neither are Singapore’s strengths. 
As wages and rentals rise in Singapore, activities that can 
be shifted profi tably out of Singapore could include all types 
of simple transactions processing, basic bookkeeping and 
accounting, customer service or call centers, draftsmanship for 
architectural fi rms, and so forth. 

Malaysia has been consistently ranked third worldwide in business 
process outsourcing according to A T Kearney. Skilled workers 
are available in Malaysia who can relocate to the IDR. 

Source: Estimates by Centennial Group.
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Singapore or the IDR, depending on 
where it is more profi table;

• If additional land and labor from the 
IDR were available, these constraints 
would ease to some extent in Singapore 
and relieve cost pressures there. It would 
effectively push out the production pos-
sibility frontier, enabling Singapore to 
make a credible bid to become a global 
city of the standing of London or New 
York. Without the IDR, Singapore would 
not have the advantage of a secondary 
airport or the space to build tertiary edu-
cational institutions capable of support-
ing its growth. 

The benefi ts of scale and diversity
If there were no political barriers between 
Singapore and the IDR, a larger joint econ-
omy would offer several benefi ts to economic 
agents. 

First, with a larger land area, larger pop-
ulation, larger market, and larger economy, 
there would be more economies of scale or, 
at least, the promise of a rapidly growing 
economy that would offer considerably 
greater economies of scale. This could 
attract manufacturers or service produc-
ers who desire a home market of a certain 
minimum size and who might otherwise 
decide to locate operations elsewhere. 

Second, a larger joint economy with a 
more diverse mix of skills, types of com-
panies, types of business activities, and a 
greater variety of business locations (some 
cheap, some expensive) could accommodate 
the diversity of talents, business activities, 
consumer preferences, and skill sets that 
make for a successful urban conurbation of 
global scale.

Third, Singapore’s small and medium 
enterprises (SMEs) could operate in the 
lower-cost IDR. Otherwise, rising costs in 
Singapore would squeeze them out.

Similarly, Singaporeans at the bottom end 
of the income distribution could benefi t if 
they had the option of living in the IDR and 
commuting to Singapore, in the same way that 
lower-paid workers in Manhattan live outside 
the city and commute to work each day. This 
would also apply to Singaporean retirees who 
are living on fi xed pensions or are relying on 

a limited amount of retirement savings: the 
lower costs of living in the IDR would enable 
them to stretch out their retirement funds for 
much longer than if they were living in Singa-
pore. This is particularly pertinent given the 
rising concerns over the adequacy of retire-
ment fi nancing in Singapore. At a broader 
level, seamless movement of people between 
the two territories would enhance standards 
of living by giving greater choices to consum-
ers, who can weigh the advantages of living 
in Singapore, such as proximity to workplace 
and more-developed physical, regulatory, and 
cultural infrastructure, to the advantages of 
living in the IDR, such as cheaper living costs, 
open spaces, and less congestion.

Leveraging off each other’s 
competitive advantages
Table 5.5 expands on some of the factors 
differentiating Singapore from the IDR, 
focusing specifi cally on various indicators 
of competitiveness. Although no separate 
measure of competitiveness is available for 
the IDR, Malaysia’s competitive positioning 
will probably refl ect the IDR’s position in 
most instances. 

The wider the differences in competitive 
advantage between the two territories, the 
more likely it is that synergies will be released 
were they to collaborate more effectively. 
Singapore is better governed, a place where 
it is easier to do business, and more effi cient 
in logistics. Malaysia and the IDR offer one 
of the world’s best places for business pro-
cess outsourcing and an environment that 
is much more supportive of entrepreneur-
ship than Singapore. If Singapore and the 
IDR could be connected more seamlessly, 
each territory could leverage off the other’s 
strengths and reap more benefi ts. 

Increased competition: costs 
and benefi ts
There is a fear on both sides that there will 
be competition as well as complementarities 
in the relationship between Singapore and 
the IDR. This may be true, but there are two 
arguments against this. First, the likely com-
plementarities far exceed the areas where 
there might be competition. Second, and 
more important, competition need not be 
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a negative. A real case study is of the impact 
of Port of Tanjung Pelepas (PTP) on Singa-
pore. The opening of PTP did lure two of the 
Port of Singapore’s largest customers. It also 
resulted in a loss of pricing power for the Port 
of Singapore. However, the net effect is what 
is important. PTP’s emergence forced the 
Port of Singapore to restructure to reduce 
costs, improve effi ciency, and be more sen-
sitive to customer needs. The overall impact 
was that both PTP and the Port of Singapore 
grew in revenues and profi tability. 

Similarly, there probably will be further 
dynamic effects of competition should there 
be greater economic integration between the 
two territories. 

The way forward
In this section, we look at what prerequisites 
have to be in place for a more integrated Sin-
gapore-IDR region to form and succeed. We 
also assess the political obstacles that make 
successful collaboration diffi cult to achieve. 

Economic and other prerequisites 
for synergies to be released
Increased collaboration can be structured 
in a number of ways: from a collection of 
sector-specifi c collaborations to complete 
economic integration in which political 
boundaries are irrelevant. However this 
collaboration is structured, effective eco-
nomic collaboration or integration between 
Singapore and the IDR can only happen if 
a number of conditions are in place. Four 
areas of weakness seriously compromise the 
ability to expand collaboration between the 
two territories. 

Lack of seamless connectivity for people and 
goods. However Singapore and the IDR 
collaborate, realizing materially important 
benefi ts that come from signifi cant realloca-
tion of activities between the two territories 
requires a fairly seamless fl ow of goods and 
people between and within the two territo-
ries. In concrete terms, this means improve-
ments in the following key areas.

First, transportation is inadequate. Cur-
rently, there are only two access routes by 
road and one by rail, with the rail service 
too limited and infrequent to be of sig-

nifi cance. There is no mass transit link that 
would allow large numbers of people to 
move between the two territories at low cost 
and with high frequency of services. Conse-
quently, there is substantial congestion, with 
delays of up to an hour or more at peak peri-
ods for the causeway route. This is enough 
to deter the reallocation of many activities 
from Singapore to the IDR. Multiple routes 
of access involving several modes of trans-
portation are needed. Another land link to 
supplement the two existing land routes 
would help. Extending Singapore’s mass 
transit railway into the IDR would improve 
the ease of access considerably. 

Second, border controls for immigra-
tion, customs, and security checks are time-
consuming enough to deter the free fl ow of 
people and goods. Passports are required, 
and forms have to be fi lled in and checked 
by immigration offi cers. Except for a limited 
number of individuals who have work per-
mits or student passes, there are no quick and 
easy immigration checks with special passes 
or smart cards. Security checks on the Singa-
pore side are intrusive and time-consuming. 

Third, taxes and related barriers need to 
be removed. Malaysia imposes special taxes 
on vehicles transporting cargo into Singa-
pore from Malaysia, to encourage use of its 

Table 5.5 Competitiveness indicators for Malaysia and Singapore

Name of index or rank Malaysia Singapore

World Economic Forum Global Competitiveness 21 7

Institute for Management Development World Competitiveness 23 2

A T Kearney Globalization Index (2006) 19 1

A T Kearney FDI Confi dence Index (2005) — 18

AT Kearney Global Services Index 3 11

World Bank Governance Indicators (percentile rank, 2006)

 Political stability 58.7 94.7

 Government effectiveness 80.6 99.5

 Regulatory quality 69.8 99.5

 Control of corruption 68.0 98.1

World Bank Logistics Performance Index 27 1

World Bank Doing Business Indicators 24 1

Transparency International Corruption Perceptions Index 43 4

Global Entrepreneurship Monitor Report 2006

 Percentage of population involved in early-stage entrepreneurial activity 11.1 4.9

 Percentage of population who are established business owners 7.3 3.4
Sources: Collated by Centennial Group from World Economic Forum; Institute for Management Development; 
A T Kearney; World Bank; Transparency International; and Global Entrepreneurship Monitor Web sites. 
— Not available.
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own ports and  airports. Similarly, Singapore 
imposes restrictions involving timings, entry 
fees, and daily charges on Malaysian vehi-
cles entering Singapore as part of its policy 
of restraining the use of motor vehicles to 
reduce congestion.

Need to improve law and order. Rising 
crime in Johor has claimed victims among 
both Johor residents and travelers from Sin-
gapore. Some well-reported cases of grue-
some murders, violent robberies, and car 
thefts have alarmed Singaporeans, who have 
become accustomed to a very low level of 
crime. The law-and-order situation could 
deter Singaporeans and others from visiting 
the IDR region if current trends continue. 
There is also the perception among Singa-
poreans that petty corruption (such as offi -
cials requiring incentive payments for gov-
ernment services) is common in the IDR. 

Policy regime: security of investments and 
savings. Both Singapore and Malaysia 
have generally been investor-friendly juris-
dictions where the rule of law operates and 
where both domestic and foreign investors 
conduct business with legal protections that 
are effective. However, Singaporean inves-
tors remember the Malaysian treatment 
of the CLOB over-the-counter market for 
Malaysian shares that operated in Singapore 
and how these shares were sequestered for 
a number of years after Malaysia imposed 
capital controls in September 1998. These 
shares were only released to Singaporean 
investors several years later and only after 
the payment of costly fees to an intermedi-
ary company set up by Malaysia. This his-
tory deters many Singaporeans from whole-
heartedly investing in Malaysia. For their 
part, Malaysians were upset by the seemingly 
arbitrary decision of Singapore not to allow 
Malaysians from west Malaysia who worked 
in Singapore to take out their contributions 
to the Central Provident Fund when they left 
Singapore, unlike the treatment accorded to 
other foreigners and Malaysians from east 
Malaysia. 

Policy regime: visas for foreign professional 
workers. Singapore and Malaysia have 
taken different approaches to the treatment 

of foreign professionals. Singapore has liber-
alized its policies even further, wooing global 
talent aggressively and offering liberal entry 
to such talent. Malaysia has been very open 
to receiving workers for jobs that Malaysians 
no longer want to do, such as construction 
work, domestic help, plantation work, and 
low-end factory work. But its approach to 
foreign professionals has been mixed. In 
some cases, Malaysian offi cials have articu-
lated their willingness to allow the entry of 
foreign talent in areas such as information 
technology (IT) as part of its ambition to 
excel as an IT hub. However, in practice, 
actually securing visas for such and related 
professionals has been diffi cult. Moreover, 
the mood seems to have soured in recent 
months, with offi cials now discouraging the 
infl ow of semiprofessional workers, such as 
trained hotel staff. For the IDR to really take 
off, a more pragmatic approach to foreign 
professionals may be necessary. 

What are the obstacles?
Improved political relations between Sin-
gapore and Malaysia are a sine qua non 
for effective collaboration. Without a clear 
demonstration that a new regime of politi-
cal relations exists between the two coun-
tries, investors and businesses will not have 
the confi dence that a deterioration in politi-
cal relations would not result in problems 
for business or discriminatory policies that 
would harm the value of their investments. 
This is where the obstacles are serious 
enough to raise questions about whether 
the full synergies between Singapore and the 
IDR can ever be obtained. 

A troubled historical legacy. Economic 
cooperation between Singapore and 
Malaysia takes place in the context of a 
relationship molded by a troubled political 
and historical legacy. Singapore is a small 
island off the southernmost tip of Malay-
sia and was considered for long periods of 
its early history to be part of the kingdoms 
and sultanates that controlled southern 
Malaysia. In the years before it was occu-
pied by the British in 1819, Singapore was 
seen as belonging to the Johor-Riau-Lingga 
Sultanate, which was split as a result of the 
interventions of the British and Dutch 
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colonial powers that then dominated the 
region. For the better part of its modern 
history since its refounding in 1819 by the 
British as a major port and regional center, 
Singapore’s economy has been materially 
integrated with what is now Malaysia. Even 
after Singapore separated from Malaysia in 
August 1965, there was a short period until 
1967 when the economies remained highly 
integrated, with the free fl ow of labor and 
capital between the two countries and 
companies incorporated in one territory 
functioning in the other without too much 
trouble. It was only after 1967 that the Sin-
gapore and Malaysian economies went their 
separate ways: economic policies diverged, 
the commonly owned airline was split into 
two national airlines in 1972, and the cur-
rency union ended in 1973. 

There are several important reasons why 
political factors might hold back economic 
ties between Singapore and the IDR. 

Ethnic relations. Ethnic differences unfor-
tunately affect the relationship between the 
two countries. Singapore is a majority Chi-
nese country, where the Chinese are about 
76 percent of the population, the Malays 
are about 15 percent, and the Indians are 
around 6 percent. Malaysia is the reverse: 
Malays and other indigenous groups make 
up more than 60 percent, while the Chinese 
proportion is now around 25 percent, and 
the Indians account for about 10 percent. 

Singapore left the Federation of Malaysia 
in August 1965 mainly as a result of ethnic 
tensions between the Malays who were the 
majority in peninsular Malaysia and the Chi-
nese who were the majority in Singapore. 
Two major race riots erupted in Singapore 
in 1964 in which many were killed. A bout of 
racial violence in Malaysia in 1969 in which 
hundreds died added to the bitter legacy. 

Following separation, various bilateral 
issues became sore points in the relationship 
and remain today, sometimes decades after 
they fi rst emerged as problems, attesting to 
the diffi culty involved in settling differences 
quickly. Issues included the price of water 
supplied to Singapore under what many 
Malaysians deemed to be a one-sided agree-
ment, the release of provident fund savings 
due to Malaysians working in Singapore, 

disputed ownership of a rocky outcrop, and 
the location of customs, immigration, and 
quarantine facilities for rail travel between 
Singapore and Malaysia. 

Divergent economic policies. Although 
both Malaysia and Singapore are highly 
open economies that have been friendly to 
foreign investors and foreign trade, there are 
some differences in economic policies. 

The fi rst difference is the pursuit of 
 ethnic-based economic policies in Malaysia. 
After the racial convulsions of 1969, Malay-
sia followed a policy (NEP) of affi rmative 
action favoring the indigenous communi-
ties of Malaysia, such as the Malays and 
the various east Malaysian ethnic groups, 
a policy that many Chinese and Indian 
Malaysians felt discriminated against them. 
Singapore sought to pursue a policy of 
meritocracy, but in the early years of rapid 
growth, its own Malay community felt mar-
ginalized. These experiences helped to nur-
ture resentments on both sides against each 
other. Because the NEP imposed ownership 
and other restrictions on businesses operat-
ing in Malaysia, it affected the way largely 
Chinese-owned Singapore investments 
operated in Malaysia. 

Second, following Singapore’s separation, 
Malaysian policy makers noticed that sub-
stantial economic benefi ts accrued to Singa-
pore from its economic ties with Malaysia: 
Singapore’s port and airport handled a con-
siderable proportion of goods and people 
being carried in and out of Malaysia, for 
instance. In many cases, Malaysia followed 
a nationalist policy of developing its own 
ports and airports to rival those of Singa-
pore, using taxes and other economic inter-
ventions to reduce Singapore’s role in the 
Malaysian economy. For example, a levy was 
introduced in the 1980s on lorries carrying 
Malaysian-made goods for export through 
Singapore port to divert goods to the port 
that Malaysia had developed in one part of 
the IDR (Pasir Gudang Port).

Many of these problems were specifi c to 
Johor, where the IDR is located. For instance, 
the agreement on the supply of water by 
Johor to Singapore is seen by Johor as par-
ticularly unfair to it, as it gives  Singapore 
exclusive use of Johor’s main water source 
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up to a certain level of demand and at a 
price that is not indexed to infl ation and has 
limited scope for adjustment. The issue of 
sovereignty over Singapore is also particu-
larly felt in Johor, where many people feel 
that Johor was somehow cheated out of 
its historic ownership of Singapore by the 
British colonialists as well as by the federal 
government, which agreed to the separation 
of Singapore from Malaysia in 1965. These 
issues cloud relations with Singapore. This 
means that simple issues of bilateral eco-
nomic interaction become easily politicized 
and thus diffi cult to resolve. 

Conclusion: can these obstacles 
be overcome?
Ultimately, policy makers have to ask them-
selves whether they can achieve their ambi-
tious goals without fi nding ways to overcome 
these political obstacles. Can Singapore 
achieve its aim of becoming a global city on 
the scale of London or New York without 
the IDR? And can the IDR be the strong, 
sustainable metropolis of global signifi cance 
it aims to be without substantial integration 
with Singapore? The answers in both cases 
are clear: neither side can achieve its aims 

without the other. Thus they will have to 
sink their political differences or abandon 
their ambitions and settle for a much more 
mediocre set of goals. 

Notes
Manu Bhaskaran is senior adjunct research 
scholar at the Institute of Policy Studies and 
partner and head of economic research at the 
Centennial Group in Washington, DC.

1. Originally known as the South Johor Eco-
nomic Region, it was renamed the Iskandar 
Development Region in November 2006 in honor 
of Sultan Mahmud Iskandar, sultan of Johor, the 
state in which the IDR is located. 

2. Data on the movement of people between 
Singapore and the IDR were given in a speech 
by Malaysia’s International Trade and Industry 
Minister Rafi dah Aziz, which was reported in 
Singapore Business Times, August 29, 2007. 
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