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Using the encyclopedia

The International Encyclopedia of Business
and Management is designed for ease of use.
The following notes outline its organization
and editorial approach and explain the ways of
locating material. This will help users to make
the most of the encyclopedia.

Sequence of entries

The encyclopedia contains 750 entries ar-
ranged in a single, alphabetical sequence
through seven volumes. Entries are listed in
alphabetical order. Note that the sequence fol-
lows the order of words rather than that of let-
ter, and that the words and, in, of and the in
entry titles are disregarded. A complete alpha-
betical list of entries is given in Volume 8 (the
Index Volume).

The Index Volume

Volume 8 is devoted to a comprehensive
index of the key terms, concepts, countries.
and names covered in Volumes 1 to 7, allow-
ing users to reap maximum benefit from the
encyclopedia. A guide to the index can be
found at the beginning of the index. The Index
Volume also includes permission acknowl-
edgements, listed in alphabetical entry order.

Cross-references

The encyclopedia has been extensively cross-
referenced in order to signpost other entries
that are likely to be of interest. There are three
types of cross-reference in the encyclopedia:

‘See’ cross-references

Throughout the alphabetical sequence of
entry titles, there are cross-references which
direct the user to the entry where a particular
topic is discussed either under a different
entry title or as part of a larger entry. For
example:

Corporate taxation: see TAXATION, CORPO-
RATE

Ethics: see BUSINESS ETHICS; MARKETING
ETHICS

‘See’ cross-references within an entry

Cross-references within an entry direct the
user to other entries closely related to the
theme under discussion. These other entries
will normally give a fuller explanation of the
specific theme. These cross-references appear
in small capital letters.

‘See also’ cross-references

At the very end of each entry, ‘See also’ cross-
references guide the user to other entries of
related interest, such as more specialized
entries, biographical entries and geographical
entries, as well as related entries in other disci-
plines. These cross-references appear in small
capital letters in alphabetical order.

Structure of entries

A numbered contents list at the beginning of
each entry in the encyclopedia gives the head-
ings of its main sections. The scope and struc-
ture of the entry can thus be reviewed and
sections of particular interest easily located.

Thematic entries begin with an ‘Overview’
section that serves as a brief introduction to
the topic and a useful summary of the entry’s
contents. Biographical entries begin with a
summary of the significant dates and events in
the life of the subject and a list of his or her ma-
jor works. Every entry is followed by a ‘Fur-
ther reading’ section (see below).

Authors

The name of the author or authors is given at
the end of each entry. A full list of contribu-
tors, showing their affiliation at the time of
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writing and the titles of the entries they have
written, can be found in Volume 8.

Further reading

Each entry has a ‘Further reading’ section
which gives details of all the references cited
in the text. Additional suggestions for read-
ing are also provided for those who wish to
delve deeper into a particular subject. Refer-
ences cited in the text are preceded with an
asterisk (*).

The Further reading list is arranged alpha-
betically by author/editor and chronologically
under the authors’/editors’ names. Publica-
tions with joint authors are listed under the
name of the first author and are listed after any
individual publications of that author. Where
publications have been issued by an institu-
tion, the name of the institution is given as the
author. English translations of publications in
other languages have been given wherever
possible.

Items in the Further reading list have been
annotated with a brief description of the level,

iv

importance and usefulness of the publication
listed.

References and suggestions for further
reading are given in the Harvard style. The au-
thors and editors have attempted to provide
bibliographic data in the fullest possible de-
tail.

Editorial style

Spelling and punctuation in the encyclopedia
have been standardized to follow British Eng-
lish usage. The use of italics has been keptto a
minimum and is normally restricted to foreign
words and book or journal titles. Abbrevia-
tions and acronyms are spelled out in full on
their first appearance in an entry. Chinese
names have been westernized (i.e. Chen
Derong becomes Derong Chen or Chen, D.).
In alphabetical lists of names, Mc and Mac are
treated as Mac and the next letter in the name
determines the position of the entry.
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I Multicultural society and
management

2 Western and Japanese management
practices

3 The influence of Confucian values

4 The role of government and related
agencies

5 Cross-border/transnational
management

6 Future directions

Overview

Management practices and styles of business
organizations often reflect the culture of the
society in which these organizations exist. In
Singapore, there is a variety of management
practices and styles which can be attributed to
two major factors. The first factor is Singa-
pore’s multicultural immigrant origins. The
second factor is Singapore’s open, pragmatic
and pro-business policies of attracting foreign
investors and multinational companies. These
two factors contribute to the array and rich-
ness of management practices and styles in
Singapore.

As Singapore experiences change and mod-
emization, existing management practices and
styles are also transformed and modernized.
Changes in management are inevitable in order
that business organizations in Singapore,
whether they are small and medium enterprises
or multinational companies, may continue to
be competitive in the increasingly competitive
global business environment.

In this entry, four areas of management in
Singapore are examined: multicultural man-
agement, multinational management, the in-
fluence of Confucian values, and the role of
the government and related agencies.

| Multicultural society and
management

Since its founding in 1819, Singapore has been
open to a wide variety of cultural influences.

As an immigrant society involving various eth-
nic groups and as a trading society involving
traders from both East and West, different peo-
ples lived and traded with one another in the
city state. As the meeting point between East
and West, Singapore has always been a society
continually undergoing rapid socioeconomic
changes. It is therefore not surprising that Sin-
gapore has remained a culturally fluid society
until today (Chong 1987). The cultural fluidity
helps to explain the pragmatic adoption and
assimilation of new and foreign values and
practices into the existing management of busi-
ness organizations in Singapore.

Multicultural management is a unique char-
acteristic of Singapore’s business organiza-
tions (see BUSINESS CULTURES, ASIAN
PACIFIC). Many foreign business organizations
operate in Singapore and they transfer some as-
pects of their own management cultures here.
Not only do these organizations bring to Singa-
pore their own management values and prac-
tices, they also adopt and adapt some values
and practices of other business organizations in
Singapore. It is common for foreign business
organizations to adopt local practices, espe-
cially in the areas of human resource manage-
ment and labour-management relations. The
local business organizations also adopt and
adapt some of the managerial values and prac-
tices of foreign businesses. The foreign and the
local are therefore intertwined in the manage-
ment culture of many business organizations.
The existence of a multicultural mix of man-
agement values and practices is an indisputable
facet of Singaporean management.

2 Western and Japanese
management practices

Successful foreign management styles and
practices are viewed as an integral component
of Singapore’s industrialization drive and
economic modernization strategy. By encour-
aging multinational businesses from both East
and West to operate and invest in Singapore,
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the government has succeeded in linking up
with multinational businesses and gaining
much sought after foreign managerial exper-
tise, in addition to capital investments, tech-
nology and foreign markets,

The use of US management concepts and
the adoption of US management practices are
common, especially among the larger local
companies in Singapore. The government
also helps to encourage certain types of for-
eign management, such as the open appraisal
system used by Shell.

With the ascent of Japan as an economic
power, Singapore, like other countries in the
. West and in the region (see, for instance, Ma-
laysia’s ‘Look East’ policy), has adopted J ap-
anese management practices such as ‘open
offices’, ‘house unions’ and ‘quality control
circles’. Japanese management practices have
been accepted and become part of the man-
agement systems of both the local and foreign
companies operating in Singapore (see JAPAN,
MANAGEMENT IN; MALAYSIA, MANAGEMENT
IN).

The adoption of foreign management
practices and policies in Singapore is an out-
come not only of the large number of foreign
businesses in Singapore, but also of Singa-
pore’s desire to learn from the successful
management practices of developed coun-
tries, such as the USA and Japan, in order to
maintain its competitive edge in interna-
tional business. Indeed, this policy of adopt-
ing the best management practices of both
East and West has helped Singapore to re-
main competitive over the years, as Singa-
pore continues to be ranked among the most
competitive economies in the World Com-
petitiveness Yearbook (2000).

Another contributing factor is modern
Western-type education, particularly busi-
ness and management education at both the
undergraduate and MBA levels (see MAN-
AGEMENT EDUCATION IN ASIA PACIFIC).
Singaporeans who have studied and have
been trained in the USA, for instance, find
themselves fitting in very easily into the
management culture of US multinational
companies in Singapore. Singaporeans who
set up their own businesses will also imple-
ment some aspects of the management prac-
tices they have studied overseas.
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The survival motive

There is a compelling reason why manage-
ment in Singapore is so pragmatic and open to
new and foreign influences. This is inherent in
the people’s need for economic survival. With
a total area of 639 square kilometres (247
square miles), it is a speck on the world map.
With no natural resources to depend on, Sin-
gapore has to rely on its people for its contin-
ued survival and economic prosperity. This
human capital has to be continually expanded
and improved with the best management prac-
tices from other countries because interna-
tional trade is the lifeblood of the city state.

The openness of Singapore’s economy
makes it necessary to compete with busi-
nesses from all over the world as well as with
local businesses. Therefore business firms in
Singapore need to be highly efficient and
competitive. Acquiring the strengths of oth-
ers, especially in the management of business,
is considered a necessity.

Workers in Singapore are called on
periodically by the government and related
agencies to continually upgrade and improve
their skills by training and retraining in order
to maintain their competitiveness. According
to the 1994 OECD (Organization for Eco-
nomic Cooperation and Development) report,
Singapore will be classified as a developed
economy in 1996. As Singapore’s economy
matures, Singapore is moving towards higher
value-added industries.

3 The influence of Confucian
values

Singapore’s small and medium business envi-
ronment is dominated by people of Chinese
descent, who comprise almost 80 per cent of
the population. Singaporean Chinese retain
many of their cultural characteristics. The
mind-set of the Singaporean Chinese is still
shaped largely by the teachings of Confucius.
The basic tenets of Confucianism are obedi-
ence to and respect for superiors and parents,
duty to family, loyalty to friends, humility,
sincerity and courtesy (see CHINA, MANAGE-
MENT IN).
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It is interesting to note that these values are
also shared by the other ethnic groups in Sin-
gapore such as the Malays and the Indians. In
many ways, Singaporeans place greater em-
phasis on the family than on the individual.
They view themselves more as parts of the
family unit than as free individuals, in sharp
contrast to the Western emphasis on individu-
alism. The strong impact of the family institu-
tion on the management of small and medium
enterprises (SMEs) is not surprising, as a high
proportion of SMEs are family businesses or
family-orientated businesses. Thong (1987)
highlights this point in his study of the man-
agement of Chinese small businesses in
Malaysia.

The Chinese in Singapore favour increased
modernization and a continuous improvement
in living standards. They look to the West for
new ideas concerning technology and busi-
ness management. Western influences may
have caused some traditional values to erode
but the basic tenets of Confucian behaviour
can still be observed.

The importance of close personal connec-
tions, or guanxi, is a vital element of business
in Singapore, as in China, Taiwan and Hong

~Kong, Little or no distinction is made between

business and personal relationships. Any suc-
cessful businessperson in Singapore will be-
long to a network of personal friends, relatives
and associates with common interests. The
importance of personal connections has its
roots in the traditional concept of family. For
the Chinese, individuals are parts of the col-
lective family whole. In Singapore, execu-
tives and entrepreneurs work constantly to
maintain and expand their networks of con-
nections. For Chinese entrepreneurs, net-
working is inherent in their tradition and
culture.

Most owners (or managers) are paternalis-
tic toward their employees and feel responsi-
ble for their well-being, which is very much
like the responsibility felt by most heads of
families toward members of their own house-
holds. The paternalistic attitudes of manage-
ment and the family atmosphere are clearly
demonstrated in the management of many
SME:s in Singapore. Chong (1987) sums up
the management style of the typical Chinese
small business in Singapore as ‘paternalistic’

and ‘authoritarian’, with the manager behav-
ing as the ‘patriarch’ of a family.

With the rapid development of Singapore’s
economy and the modernization of Singa-
pore’s society, the family system is also being
transformed. Traditional small businesses in
Singapore have been affected by the changes
in society, particularly in the family system. A
generation gap has developed between the
older owners (or managers) and the younger
family members or relatives (employees) in
terms of perceptions, values and management
practices. Change seems to be the only solu-
tion for continued survival in a fast-changing
business environment. Chong ez al. (1983)
provide an illuminating analysis of the tradi-
tional coffee shops in Singapore and show
how this traditional Chinese small business
has to change and modernize to keep in step
with the changes taking place in Singapore.

4 The role of government and
related agencies

The government in Singapore has always
adopted a pro-business stance and played a
leading role by setting examples through its
civil service departments, statutory boards
and government-owned companies. The Eco-
nomic Development Board (EDB) and Trade
Development Board (TDB) have played key
roles in promoting business and trade in Sin-
gapore and helped Singaporean companies
and entrepreneurs expand into overseas mar-
kets. Certain types of management practice
are encouraged, such as the open appraisal
system, quality control circles and harmoni-
ous labour-management relations. Manage-
ment courses are conducted by various
government agencies such as the Productivity
and Standards Board (PSB). There is also pro-
vision of financial support for training
through the Skills Development Fund (SDF).
All these demonstrate the pragmatism of
Singapore’s government. Pragmatism is seen
in the modernization of traditional small busi-
nesses, as well as in the adoption of foreign
management practices by local firms and the
adoption of local practices by foreign firms.
Pragmatism and openness to change and ad-
aptation are therefore common characteristics
of Singaporean management. Indeed,
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Singaporean companies are continually ex-
horted to adapt and to anticipate changes in or-
der to survive and remain competitive in the
global business environment.

Supplementing the government’s efforts,
private educational institutions and profes-
sional bodies such as the Singapore Institute
of Management (SIM) also conduct regular
management and management-related
courses.

5 Cross-border/transnational
management

In 1993, a group of Singaporean companies
signed a joint-venture agreement with provin-
cial leaders in Suzhou, China. The plan is to
develop a self-contained industrial, commer-
cial and residential estate modelled on Singa-
pore itself. Dubbed the ‘Second Singapore’
development project, it will see the transfer of
Singapore’s managerial expertise and success
to Chinese partners.

As part of its regionalization drive, Singa-
pore’s government is actively promoting in-
vestments in the rapidly growing markets of
the region, such as China, India, Vietnam, the
Philippines and Malaysia. Singapore has a
pivotal role to play by promoting cross-
border, transnational regional economic de-
velopment with its neighbours and other
countries in Asia. This is clearly evident in the
transfer of managerial expertise to the other
economies in the region (see ASIA PACIFIC,
MANAGEMENT IN).

An illustration of this transfer of manage-
rial expertise by Singaporean companies can
be seen in the economic collaboration be-
tween Singapore and its neighbours, Malaysia
and Indonesia, in what is termed the ‘Growth
Triangle’. The promotion of the Growth Tri-
angle is part of Singapore’s regionalization
drive. In this agreement, Singapore has a ven-
ture with Malaysia and Indonesia to move
some of its low-end production offshore to the
adjacent areas of Johore (a southem state in
Malaysia) and Batam (an Indonesian island
located close to Singapore). Under the agree-
ment, Singapore will provide the management
expertise while Malaysia and Indonesia will
provide cheap labour and land for labour-

5876

intensive industries such as electronics assem-
bly.

6 Future directions

With the maturing of Singapore’s economy, a
larger entrepreneurial base is necessary as the
private sector is expected to become the
engine of growth in the economy in the 1990s
and beyond. The move to encourage greater
entrepreneurial participation is also part of a
counter-strategy to ensure Singapore’s sur-
vival and competitiveness.

The push for entrepreneurism will have an
impact on the evolution of Singapore’s man-
agement culture and style. Even as the best
management practices of the East and West
are adapted and assimilated, local entrepre-
neurs and managers will increasingly have to
understand the diverse cultures and business
environments in the region. This new breed of
managers, with a new mind-set orientated to-
wards the region, will have to develop the nec-
essary skills and competences to manage a
different cultural workforce in a different cul-
tural workplace. Managing employees in
Vietnam, Burma, the Philippines or China
will be different from managing employees in
Singapore. In view of the fact that more Singa-
porean companies are investing and setting up
joint-venture operations in the region (as they
‘fly the nest’), cross-cultural management
will become an increasingly important aspect
of Singapore’s transnational management de-
velopment.

The promotion of entrepreneurism will
contribute to the development of business
management in Singapore. As the manage-
ment culture evolves, the best management
practices and policies of both West and East
will continue to be adapted and assimilated
into the management of Singapore’s busi-
nesses. The success of Singapore’s business
management style and expertise in moving
across borders, for instance in the Singapore—
Suzhou project, will depend on how well Sin-
gapore management assimilates the local
business culture and environment in China, or
for that matter, other countries in the region in
which Singaporean companies have invested
and will invest in the future.
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The multicultural and multinational mix of
management practices and styles will con-
tinue to be a characteristic of management in
Singapore due to Singapore’s pro-business
policies, pragmatism and open economy.

The financial crisis that was precipitated
by the devaluation of the Thai baht in July
1997 was a wake-up call to Singapore. Singa-
pore is one of the few countries in the Asia Pa-
cific region to escape the titanic financial
meltdown that engulfed the region. Singapore
has strong and sound financial institutions,
and a prudent economic management which
has resulted in yearly budget surpluses. How-
ever, Singapore has not been unscathed by the
financial maelstrom. The drive towards
greater regionalization and the increase in
intra-ASEAN (Association of South East
Asian Nations) trade between Singapore and
her major trading partners in the region, nota-
bly Indonesia and Malaysia, have made Sin-
gapore vulnerable to the vagaries and violent
changes in the financial systems of the neigh-
bouring countries. The economic slowdown
experienced by the region as a whole also af-
fected Singapore’s economic growth. How-
ever, Singapore remains the most competitive
economy, maintaining her open market eco-
nomic systems and taking decisive action to
reduce business costs. In spite of the slower
pace of economic growth, Singapore’s econ-
omy continues to be robust and resilient.

JOO-SENG TAN
NANYANG TECHNOLOGICAL UNIVERSITY

Further reading

(References cited in the text marked *)

Chew, S.B. (1988) Small Firms in Singapore, Sin-
gapore: Oxford University Press. (Examines
the nature and economic contribution of small
firms in Singapore.)

Chiu, S.W.K,, Ho, K. and Liu, T.K. (1998) City-
States in the Global Economy: Industrial Re-
structuring in Hong Kong and Singapore, Boul-
der, CO: Westview Press. (Comparative study
of two dynamic Asian city-states that are
emerging as key regional — indeed global —
cities. Providing both historical comparisons
and analyses of contemporary issues, the au-
thors consider the patterns, strategies, and con-
sequences of industrial restructuring.)

* Chong, L.C. (1987) ‘History and managerial cul-
ture in Singapore: “pragmatism”, “openness”
and “paternalism™, Asia Pacific Journal of
Management 4 (3): 133-43. (Examines the
historical evolution of culture and management
in Singapore.)

Chong, A. (ed.) (1997) Business Guide to Singa-
pore, Oxford: Butterworth Heinemann. (Part of
the Business Guide to Asia series, provides de-
tailed information on setting up and running
business ventures in Singapore.)

*Chong, L.C.,Kau, A K. and Tan, T.S. (1983) ‘Man-
agement adaptation to environmental change:
the coffee shop industry in Singapore’, Pro-
ceedings of the 10th International Small Busi-
ness Congress, Singapore: Applied Research
Corp, 277-82. (Analyses the modernization of
the traditional coffee shop business in Singa-
pore.)

ENDEC (Entrepreneurial Development Centre)
‘Contribution to Entrepreneurship and Small
Business Development Research’ 1994, special
issue of Journal of Small Business and Entre-
preneurship 10 (3). (Focuses on various aspects
of the development of small business entrepre-
neurship and management.)

Hansen, H.L. (1989) ‘Harvard Business School
theory in foreign cultures with special reference
to east and south east Asia’, in Management De-
velopment of Small and Medium-Sized Enter-
prises in Asia, proceedings of the 2nd Tokyo
conference of the Foundation for Asian Man-
agement Development, Tokyo: Foundation for
Asian Management Development. (Elaborates
on the importance of cultural sensitivity in
Western-style management training on Asian
economies.)

Koh, J.K., Tan, T.S. and Goh, Y.T. (1989) ‘Singa-
pore’, in Management Development of Small
and Medium-Sized Enterprises in Asia, pro-
ceedings of the 2nd Tokyo conference of the
Foundation for Asian Management Develop-
ment, Tokyo: Foundation for Asian Manage-
ment Development, 161-77. (Elaborates on the
upgrading of management skills of SMEs in
Singapore.)

Lee, K.Y. (2000) From Third World to First: The
Singapore Story 1965-2000, New York:
HarperCollins. (Singapore’s founding father
and senior minister’s memoirs documents key
moments in Singapore’s history including its
separation from Malaysia as a separate nation to
the Asian financial crisis of the late 1990s.)

Low, P.S. (1984) ‘Singapore-based subsidiaries of
US multinationals and Singaporean firms: a
comparative management study’, Asia Pacific
Journal of Management 1: 29-39. (A compara-
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tive study of various aspects of US and
Singaporean management.)

McKendrick, D., Doner, R.F. and Haggard, S.
(2000) From Silicon Valley to Singapore: Loca-
tion and Competitive Advantage in the Hard
Drive Industry, Stanford, CA: Stanford Univer-
sity Press. (Examines how decisions to locate
manufacturing in Southeast Asia (predomi-
nantly Singapore) have contributed to the
global dominance of US firms in the hard disk
drive industry.)

Putti, JM., Chong, F.H. and Thomas, J. (1985)
‘American and Japanese management practices
in their Singapore subsidiaries’, Asia Pacific
Journal of Management 2 (2): 106-14. (Analy-
ses the extent of the transfer and implementa-
tion of US and Japanese management practices
in their subsidiaries operating in Singapore.)

Stening, B.W., Everett, J.E. and Longton, P.A.
(1983) ‘Managerial stereotypes in Singaporean
subsidiaries of multinational corporations’,
Asia Pacific Journal of Management 1 (3): 56—
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64. (Examines various managerial stereotypes
held by local and expatriate managers.)

*Thong, T.S.G. (1987) ‘The management of Chinese

small-business enterprises in Malaysia’, Asia
Pacific Journal of Management 4 (3): 178-86.
(Traces the development of Chinese business
enterprises in Malaysia.)

* World Competitiveness Yearbook (2000)

Lausanne, Switzerland: International Institute
for Management Development. (Useful annual
report ranking the various economies in terms
of competitiveness.)

See also: ASIA PACIFIC, MANAGEMENT IN;

BUSINESS CULTURES, ASIAN PACIFIC;
CHINA, MANAGEMENT IN; CULTURE, CROSS-
NATIONAL; HOFSTEDE, G.; HONG KONG,
MANAGEMENT IN; HUMAN RESOURCE MAN-
AGEMENT IN ASIA PACIFIC; JAPAN, MAN-
AGEMENT IN; MALAYSIA, MANAGEMENT IN;
ORGANIZATION CULTURE; TAIWAN, MAN-
AGEMENT IN



Skill formation systems

| Overview

2 The governance of skill formation
systems

3 Conclusion: systems and cases

I Overview

The formation of vocationally relevant skills
is problematic: although skills are used within
the market, there are frequently difficulties in
producing them through pure market means.
A diversity of mechanisms for resolving this
problem have been devised, producing a
diversity of skill formation systems.

Individuals must make many decisions
about acquiring skills when very young, and
often neither the individuals nor their parents
have the knowledge about the future required
to make decisions in an economically rational
manner. There are major time lags and risks.
Education is expensive and can take many
years to complete before there is any return; it
is an investment decision. Then, chances of en-
try into the chosen occupation can be difficult
to predict. The skill requirements of occupa-
tions also change, further increasing risk. The
situation is also problematic for employers.
Skills have something of the character of public
goods. A firm which trains its employees may
find that other firms which do not do so simply
recruit the workers it has trained — in the worst
case attracting them with higher salaries made
possible by the fact that the ‘poaching’ firms
have not borne training costs. Interest therefore
focuses on mechanisms which might resolve
these information, investment and public
goods problems. Research has here been able
to draw on a more general literature concerning
different forms of governance of economies
(Crouch et al. 1999).

2 The governance of skill
formation systems

According to govermance theory, economic
transactions are nested in a wider institutional

context which provides sanctions to
encourage certain kinds of behaviour rather
than others. The main types of governance
have been identified as a) market, b) hierar-
chy, c) state, d) association, and e) commu-
nity. We shall here examine each of these
governance institutions, but only in so far as
they relate to the question of skill formation.

Market

Within a pure market, decisions over and
expenditure on the acquisition of all education
would be left entirely in the hands of young
people and their parents. In practice this is
rarely done; in all but the poorest countries we
find state education systems which are both

. free of charge and compulsory up to a certain

age level. Parents might lack the incentive to
pay for the education of their children, and
might prefer to send them to work to supple-
ment the family income. They could also
experience difficulties in assessing the quality
of the education their children were receiving.
However, in some countries (e.g. the United
Kingdom) the market governs general educa-
tion for the children of wealthy families. The
parents of these children are not only rich
enough to pay the high costs and to discount
the long time horizons of financing their chil-
dren’s education, but also themselves usually
come from educated backgrounds and under-
stand in some detail the uses of education.
An alternative mode of relying on the mar-
ket for the provision of education would be for
potential employers to provide and/or fund
education for children from a very early age,
in the expectation that the children would later
work for them. However, firms would have no
guarantee that the children, once educated,
would in fact supply their future labour to
them. As investors in education, employers
would also have to accept the risk of support-
ing a child’s education long before they had
knowledge of his or her capabilities. There are
again some exceptions that show that the
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model of pure market provision is not absurd.
Some large Swedish firms have recently taken
an interest in the development of company
schools, which would provide normal second-
ary education as well as specific skill forma-
tion (Crouch et al. 1999: 123). These are
usually firms in a labour monopoly position
and therefore at less risk from poaching than
others; and under the Swedish scheme the
state subsidizes the project (see SWEDEN,
MANAGEMENT IN).

The market becomes really important at
later stages, when vocational skill formation
takes over from general education. The role of
parents becomes smaller, time horizons be-
come shorter, and it becomes easier to deter-
mine the aptitudes of the young people
concerned. The factors that handicapped the
market as a provider of general education di-
minish, and it becomes easier to envisage it as
a major influence on the provision of educa-
tion.

In a classic contribution, Becker (1962,
1975) argued that in fact the market was all
that was necessary for skill formation, be-
cause skills consisted of two components: a
general one and a firm-specific one. If public
provision deals with the former, firms have
adequate incentive to provide the latter. The
poaching argument does not apply, since by
definition a firm-specific skill cannot be trans-
ferred to another employer. Therefore, pro-
vided firms can pay trainees low enough
wages to make the cost of the training worth
while, there is no problem of vocational skill
formation that the market, building on a public
general system, cannot solve (see TRAINING).

According to Stevens (1995), Becker’s ar-
gument ignored the existence of an intermedi-
ate kind of skill: those that were too specific to
particular work contexts to be provided
through general education, but which, even if
provided within the framework of an individ-
ual firm’s working procedures, could be trans-
ferred from one firm to another. She called
these skills ‘transferable’, and identified them
as a case of market failure. Further, Becker
oversimplified the question by focussing on it
as the poaching issue alone. There are also
problems in inducing young people to bear or
share the costs of their skill formation,
whether by directly paying fees or by accept-
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ing low wages during the training period. The
issue is not absolute: many examples can be
found of training markets operating in this
way, but these are usually explicable in terms
of some factor which reduces either the trans-
ferable cost problem or the problems of igno-
rance and uncertainty facing the individuals.

For example, in many countries young
people (mainly young women) pay fees to
commercial institutions that equip them with
office skills. The skills concerned are highly
transferable, reducing the willingness of em-
ployers to provide them, but the job opportu-
nities that they make available are sufficiently
widespread and predictable to give young
women the incentive to pay for the courses.

A very different example is provided by
certain new high-technology sectors, primar-
ily computing software. Here individuals are
regularly responsible for providing their own
training, which, in contrast to the acquisition
of office skills, can be very expensive. These
are well-informed investors, with strong ex-
pectations that their investment will pay off
after a short time lag. They are already knowl-
edgeable in the field and therefore accurately
understand their training needs. The firms for
which they work are usually grouped geo-
graphically close to each other — as in the Sili-
con Valley case which has become
paradigmatic for this kind of activity —so there
is high interaction among both firms and indi-
viduals (Saxenian 1994). Knowledge of the
labour market, firms’ requirements and indi-
viduals’ capacities are therefore high on all
sides. Knowledge of this kind reduces risk, es-
pecially in a sector which to date has known
only constant expansion. It has even been ar-
gued that in this field the usual theories about
poaching are reversed, and that the movement
of personnel from one firm to another helps
advance technical creativity.

Whether the market can operate in this way
in sectors lacking these distinctive character-
istics is more doubtful. As we shall also see in
the later discussion of community gover-
nance, it may in fact be argued that the Silicon
Valley phenomenon is so underwritten by
specific institutional characteristics that it
does not constitute a pure market.

Lazonick and O’ Sullivan (2000) have criti-
cised Becker’s model more profoundly, by
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questioning the very existence of many ‘firm-
specific’ skills. Their review of the literature
on firm-specific human capital found that
those characteristics that make skills ‘firm
specific’ have still not been identified, almost
four decades after Becker wrote his seminal
work. They point out that in Japan skilled
manual workers are usually described as
‘multiskilled’, which is very different from
training in distinct ‘craft skills’ (as has histori-
cally been the case for example with British
workers) (see JAPAN, MANAGEMENT IN). In re-
cent years, German training schemes too have
stressed ‘polyvalent’ skills and adaptability
(see GERMANY, MANAGEMENT IN). More gen-
erally, argue Lazonick and O’Sullivan, given
extensive in-house training and long-term em-
ployment relations, it may well be the social
tie between employer and employee rather
than skill per se which is ‘specific’. The
Beckerian model assumes that, whether skill
is ‘general’ or ‘specific’, the only tie between
employer and employee is an economic one.
At the same time, the social tie may have posi-
tive productivity consequences if workers are
engaged in a cumulative and collective learn-
ing process. This, they point out, is also ex-
cluded from the Becker model: there is no
theory of why skills, be they ‘general’ or ‘spe-
cific’, are productive; the Beckerian theory,
like neo-classical theory more generally, is
about who pays for investment in skills, and
even then is inconclusive, both theoretically
and empirically.

Hierarchy

As has long been recognized by the theory of
the firm, corporations, especially large ones,
do not operate by market transactions alone,
but also through internal relations of author-
ity, or hierarchy. Sometimes a hierarchy can
extend beyond the boundary of the firm itself.
Inter-firm hierarchy occurs where large firms
develop long-running relations with sub-
contractors that are not liable to be disrupted
by market fluctuations. Customer firms, for
example, may sustain long-term relations
with suppliers, or a manufacturing firm with
distributors. It is a pattern particularly associ-
ated with the Japanese economy.

The hierarchy model is very important for
skills provision (Crouch et al. 1999: chapter
7). Large corporations are frequently labour
monopsonists. Such firms are however un-
likely to pay lower wages than those in com-
petitive labour markets, as conventional
monopsony theory would suggest. Indeed,
their cumulated competitive advantages en-
able them to pay wages to workers in local la-
bour markets that are above the competitive
market wages. These high wages can in turn
elicit greater productivity from employees
that can sustain the higher wages of these em-
ployees over time. In that case they have little
fear of poaching and may well provide exten-
sive training services. The skills transmitted
may in principle be transferable, but the firm’s
position makes them equivalent to specific
skills. Sometimes there will be small firms in
the area, which will depend parasitically on
recruiting persons trained by the large firm.
However, provided these other firms are small
enough and few enough, it is of little concern
to the large firm, constituting merely a trickle
of waste and not a challenge to its dominance.
Sometimes these small firms may be suppliers
to the large one, in which case the latter posi-
tively gains from the fact that the former are
using staff which it had trained. In the case of
the large firm with stable relationships with
suppliers or distributors, it may even organize
such training as part of its means of sustaining
quality within its value chain.

This model solves most of the normal prob-
lems of vocational training (see TRAINING,
ECONOMICS OF). The collective goods aspects
which cause problems for market provision
either become private goods within the enter-
prise or club goods within the supplier or dis-
tributor chain. As such, it is a model found
very widely wherever there are large firms.
The Japanese case is exceptional, in that so
much industrial production is based on firms
of this type. It is notable that the Japanese for-
mal education system has virtually no voca-
tional component at all. Young people leave
either high school or higher education with an
entirely general formation. Firms recruit them
on the basis of their examination achieve-
ments (as well as some informal personal cri-
teria), and then train them, and subsequently
retrain them over the years, for vocational
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tasks. But these Japanese employees are usu-
ally deemed to be ‘multiskilled’ rather than
trained for specific vocational or craft func-
tions. However, this does not make these
firms vulnerable to the loss of workers to
whom they have imparted transferable skills,
as identified by Stevens (1995), because there
is almost no transfer among the large Japanese
firms; skilled individuals at all levels rarely
leave the firm with whom they started their ca-
reers. Similar examples may be found, though
less frequently than in Japan, among large
firms in virtually all countries which cultivate
long-term identities and corporate cultures
linked to long-service employment. Although
Becker’s model seems to follow the rationale
of pure markets, it in fact seems more applica-
ble within the hierarchy model.

Hierarchy is of course of little help in sec-
tors dominated by small firms, unless these
work for customer firms which integrate sup-
pliers. It therefore flourishes in situations of
imperfect competition. While neo-classical
economic theory has difficulty in accounting
for dynamism and efficiency in firms having
these characteristics, studies of business man-
agement in the Schumpeterian tradition have
identified many ways in which such firms
do in fact pursue growth paths that establish
new standards of efficiency — their capacity to
invest strongly in skill formation being an
important aspect of this (Lazonick 1991;
Lazonick and O’Sullivan 2000). (See DY-
NAMIC CAPABILITIES, PENROSE, E.T.,
SCHUMPETER, J.)

State

The most straightforward answer found in
advanced societies to the problem of collec-
tive goods is provision by the state, which
can use its authority either to provide them
directly (funding them by taxation or other
levies) or to require their provision by other
entities. Not surprisingly, the state has
played a major role in the provision of skill
formation. In the purest cases (found, for
example, in France and Sweden), vocation-
ally relevant courses are provided as
branches of the state education system
(Crouch et al. 1999: chapter 4). Most state
education systems provide general education
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for the majority of children until the end of
the compulsory stage (nowadays around 15
or 16), with continuing general (or academic)
education for those likely to proceed to
higher education or enter occupations requir-
ing advanced literacy and numerical skills.
Under a system of state-provided vocational
skill formation a far higher proportion of the
age range continues within the school system
until about age 18, but taking a diversity of
vocationally related courses rather than gen-
eral ones. More generally, state provision
also exists for certain occupations in systems
that are not generally dominated by the
model: for example, the training of medical
practitioners.

Direct state provision is in some respects
the mirror image of market provision: they
have opposite advantages and defects. If pub-
lic provision scores over the market in its
unproblematic solution of collective goods
problems, it loses in often being remote from
firms’ needs. There is a constant need to
bridge the gap between teachers in the train-
ing schools and employers. One solution,
found very generally but particularly evident
in the case of Sweden, is to have representa-
tives of the industry concerned on the bodies
which amend curriculum, set standards and
regulate examinations. A second possibility
is to have young people spend part of their
training time working in firms (a French sys-
tem known as alternance). Such solutions
still have defects. One is the problem of de-
ciding with which firms the public system
should cooperate, to put representatives on
boards or to provide placements; errors in se-
lection based on lack of knowledge of the
leading firms could lead to training being
based on inadequate models.

A further issue concerns the difference be-
tween initial and further training. This distinc-
tion was not a problem in the pure hierarchy
case, where, once one can assume stable long-
term employment and supplier relations, it is
in the large firm’s interests to sustain levels of
competence in the long run. Within the market
form it presents the same problems as does ini-
tial training. The state can provide some good
solutions to initial training, but has particular
problems with further training. Further train-
ing needs are often firm-specific, but even if
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they are not it is difficult for public authorities
to provide courses for skills upgrading for
people already with careers.

The state has certain means for tackling
the problem. Institutions such as distance-
learning universities have been extremely
useful for people seeking a change of career.
Another device, again pioneered in France, is
to provide a system of training levies (Aventur
and Brochier 1996). Firms pay a compulsory
charge which finances a state system of adult
courses but can avoid the levy by providing
courses themselves. Clearly they have an in-
centive to do the latter, since in that way they
can provide courses devised by themselves.
The French government has found this mech-
anism useful in securing an upgrading of the
skills of the existing work force. There are
however disadvantages: how does a govern-
ment agency know which skills it is worth de-
veloping? How does it evaluate the quality of
internal training provided primarily to avoid
paying a levy?

Association

A mechanism that has one foot in the collec-
tive-good capacity of public authority and the
other close to firm’s needs is a skill formation
system based on associations of firms. If an
association has authority over its members it
acquires something of the stature of the state.
If it remains close to its members it solves the
problem of remoteness common to public
agencies. Associational systems can function
alongside state provision: for example, one
solution to the problem of recruiting employer
representatives to assist public agencies is to
delegate the task to associations.
Associational governance is particularly
suited to the management of apprenticeships,
one of the most prominent forms of skill for-
mation (Crouch et al. 1999: chapter §).
Emerging out of medieval systems of craft
training, it has adapted to the growth of large-
scale industry and a growing diversity of ser-
vices. It requires detailed co-operation be-
tween the public education system and
associations which manage the contribution
of firms without simply seeking advantages
for individual companies, for instance the case
where the state secks direct partnerships with

corporations rather than representative bod-
ies.

Apprenticeship systems exist for various
occupations in many countries, especially for
highly skilled manual crafts. In Germany,
Austria, and a small number of other countries
it is more extensive and has become the main
system of skill formation. In Germany and
Austria these associations are not straightfor-
ward private organizations of employers but
official chambers. These are representative
bodies, democratically accountable to their
member firms, but having public status. Mem-
bership in these associations is compulsory
and they are financed through compulsory
levies. They therefore exist in a space between
the state and private associations. As such,
they can have public tasks delegated to them.
Many of the successes in German industry
have been attributed to its apprenticeship
system, though in recent years it has come
under some strain (Backes-Gellner 1996;
Biichtemann and Verdier 1998; Wagner
1998). It is a high-cost system, and German
employers complain that they are suffering
from a burden not carried by their competitors
in countries which neglect skills provision and
that the officers of some chambers are not
close enough linked to industry at a time of
rapid change. Finally, although the system has
demonstrated its capacity to move into many
services sectors, it can be slow to adopt new
activities.

To date, these problems have not under-
mined the apprenticeship system as such, but
they have been important at a different point.
Like the state skill formation systems with
which they are in fact integrated, apprentice-
ship schemes operate at the initial training
stage. In principle they could be extended into
partnerships between chambers and the for-
mal education system at further training lev-
els, but in practice this has never been the case
(Sauter 1996). Now that further training has
become so important, firms have taken the op-
portunity to stress their determination to place
it outside the framework of apprenticeship.
Instead it operates through corporate hierar-
chies, mainly therefore among large firms
only. This could have the consequence of
leaving the apprenticeship model to deal only
with a static initial training, while all innova-
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tion is dealt with within firms at a higher train-
ing level.

Community

Claims that formal associations might lose
touch with firms have directed attention to a
final possible form of governance, the infor-
mal local community. Under the community
model informal relations of reciprocity and
the possibilities for behaviour control
afforded by a local community enforces a pro-
duction of collective goods on small and
medium-sized enterprises (SMEs) (Crouch et
al. 1999: chapter 6).

Within an advanced economy, relations of
this kind are found only in specialized areas
and sectors. Localities may have pre-existing
traditions of cooperation and solidarity. These
in turn will have made possible local produc-
tion systems, where many SMEs sharing simi-
lar specializations are concentrated. These
thrive in an advanced economy in sectors
where there are competitive gains from inter-
action, mainly because of a capacity to ad-
vance knowledge ahead of its codification
(so-called tacit knowledge). These include
those where innovative design is required to
stay abreast of fashion (clothing, footwear,
jewellery), those which benefit from close re-
lations between customers and suppliers (both
supplier chains and specialized machinery
producers), and those dependent on scientific
advance (computer software, high-tech sci-
ence industries), or other forms of knowledge
(financial sector, publishing).

The most closely studied cases of this phe-
nomenon are the local production systems of
central and north-east Italy (Becattini 2000).
A similar outcome can however be generated
by other means. For example, in Germany,
and parts of the UK and the USA, research ori-
ented universities and research centres, rather
than traditional communities, can provide the
focus for concentration on specialisms. Inter-
firm interaction will develop from this,
though it is unlikely that a community as such
will emerge; the research centre or university
remains the focal point for collective goods
provision.

Skill formation can be among the collec-
tive goods provided in such an environment,

5884

since the required control mechanisms exist.
However, with the exception of university-
based systems, the training provided is often
highly informal, uncertified, possibly even
unnoticed. There will also be little recogniz-
able distinction between initial and subse-
quent training. Indeed, in all knowledge- and
innovation-based industries, including those
based on university research, it becomes im-
possible to distinguish between further train-
ing and simply doing the job. A dress designer
or applied scientist is constantly expanding
her knowledge base, simply by working.

The creative community therefore repre-
sents a skill formation system where most of
the distinctions that are normally crucial to the
discussion of this topic break down: if the
community is strong enough, the distinction
between collective and private goods breaks
down; distinctions between levels of training
disappear; even that between training and the
job itself, and therefore that between the
school and the market. This has the advan-
tages of extreme flexibility. However, as with
the other systems, the strengths of the form are
also its weaknesses. The Italian districts men-
tioned have difficulty in progressing to more
advanced kinds of skill and applications of
technology. Levels of formal education
among Italian entrepreneurs are low. Indeed,
measured by formal qualifications the pros-
perous districts of central Italy are consider-
ably ‘behind’ the economically backward
south of the country. Small enterprises em-
ploy young people who leave the education
system without completing courses, and train
them in vocationally relevant skills. This pro-
vides a disincentive to young people in these
regions to remain in education, limiting the
country’s ability to excel in high-tech indus-
tries.

But this case raises a fundamental issue.
Central and north-eastern Italy continue to do
well in those sectors where the flexible, infor-
mal knowledge they have brings advantages.
Is this a defect? From the point of view of the
methodology of skill formation research, the
answer is ‘yes’. The starting point of this re-
search is always formal educational qualifica-
tions. Informally acquired knowledge,
however rich, counts for nothing. In terms of
the value of knowledge for economic innova-
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tion, this is clearly false. This is true, not only
for a Tuscan entrepreneur successfully de-
signing shoes, but also for a Silicon Valley
software specialist whose PhD tells us little
about his most recent achievements in knowl-
edge and skill acquisition. Meanwhile, many
young people are today extending their formal
education but finding that this does not neces-
sarily help them find work (Béduwé and
Espinasse 1995).

3 Conclusion: systems and cases

The five forms of skill formation system out-
lined above should not be regarded as a series
of empty boxes to which individual national
or other examples can be assigned. ‘Does Ger-
many count as statist or associationist?’ is not
a sensible question. Empirical examples, cer-
tainly if these are examined at national levels,
will almost always comprise mixes. We can
see that this is likely to be true when we con-
sider that each theoretical form has weak-
nesses that are the obverse of its strengths. Itis
through the balancing of characteristics from
a mix of types that it is possible to avoid the
consequences of this. This should not be inter-
preted in a functionalist way: there is no nec-
essary reason why actors in a particular
system will have produced an optimal mix;
and in any case the strengths and weaknesses
of particular forms and mixes of forms will
vary with time and circumstance.

But the fact of empirical mixing remains
important. Very few of the cases which have
been referred to above are absolute, even
though they are cited because they provide
clear examples of specific forms. High-tech
districts such as Silicon Valley are a combina-
tion of market- and community-driven forms.
The Swedish state system draws on both
large-firm hierarchy and associations. Al-
though the German system makes particularly
strong use of associations, they are associa-
tions of a statist kind. The Italian industrial
districts are increasingly using the hierarchy
of the large firm’s supplier chain to keep
abreast of product innovation and marketing.

The fact that the various types of system
appear in varied combinations produces con-

- siderable diversity at national and other levels.

These differences in turn are likely to be asso-

ciated with different performance capabilities
at the level of products, markets, sizes of firm
and forms of organization (Lazonick and
O’Sullivan 2000; Juergens 2000; Freyssenet
et al. 1998).
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