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The Globalization Debate and the Asian Experience

• The Asian crisis has heightened two critiques of globalization. First, the critique that globaliza-
tion poses a threat to standards of living, to jobs, to the environment, etc. and,  second, that
globalization results in greater inequality—both between developed and developing countries
and within countries.

• The crisis began with the devaluation of the Thai Baht in 1997 and quickly spread to Indone-
sia, Malaysia, South Korea, and the Philippines. The economy hardest hit appears to be that of
Indonesia, with its Gross Domestic Product (GDP) estimated to have contracted by 15 percent
in 1998.  Thailand, South Korea, and Malaysia are all estimated to have contracted by 5 percent
to 7 percent in 1998.1 These macro figures show nothing of poverty, homelessness, unemploy-
ment, and ill-health, all of which are increasing in most of the countries concerned.

• A long-term perspective on the development experience of the “Asian Tigers” profoundly chal-
lenges the anti-globalization view.2 Take, for example, South Korea. In 1957, it had the same Gross
National Product (GNP) per capita as Ghana. In 1996, South Korean GNP per capita was more than
seven times that in Ghana—$13,080 compared to $1,790—and South Korea had been sending
Ghana relief aid.3 This rapid movement up the development ladder, typical of several economies
in the region, was built on high levels of investment (domestic and foreign), an emphasis on
education and human capital, and active integration into global markets, particularly export pro-
motion. It was also associated with reductions in inequality within the countries concerned.

• Moreover, even with the recent crisis, these Asian countries will not return to their develop-
ment levels of the 1960s and 1970s. (See chart below.) Many of their advances, such as im-
provements in infrastructure (e.g. roads, factories, etc.) and human capital (e.g. literacy) repre-
sent long-term, structural changes that will outlast the current crisis.
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Lessons for Policymakers

• Open markets are an integral component of rapid economic development. Unprecedented
levels of economic growth in the Asian “miracle” economies, lasting several decades, went
hand-in-hand with increased integration into the world economy.

• However, countries need a balanced approach to integration into the global economy.
The Asian crisis highlights the weaknesses of a development approach based on export promo-
tion in specific sectors and without a significant liberalization of imports. Instead, all sectors
need to be opened to, and disciplined by, international competition.

• Competitive domestic markets and a sturdy framework of market institutions are essen-
tial companions to open markets. The recent crisis shows that the removal of tariff barriers
and capital controls, without the necessary domestic foundations for a market economy, will
not ensure stable or sustainable economic development.

• Dynamic growth abroad stimulates U.S. economic growth. Between 1991 and 1997 alone,
U.S. exports to East Asia nearly doubled—rising from $55 billion to $101 billion. Such rapid
growth—over a period when exports to all other regions (except NAFTA countries) were growing
more slowly—put Taiwan, South Korea, and Singapore in the top 10 U.S. export markets. The
region has also been a key source of profitable investment opportunities for American compa-
nies and received 10 percent to 12 percent of U.S. foreign direct investment in the early 1990s.
The United States has an important interest in ensuring that these countries adapt and modern-
ize their economies, recover from the crisis, and return to the path of economic growth.

The Impressive Development Record

• With the exception of the Philippines, all of  the Asian Tigers exhibited average annual GDP
growth rates of 7 percent to 9 percent between 1965 and 1996. In Thailand, growth exceeded
11 percent per annum in the late 1980s. Such rapid growth rates were unprecedented. In the
original industrial revolution, it took the United Kingdom 58 years to double its income. Half
a century later, it took the United States 47 years to achieve the same advance. South Korea
managed to double its income in just 11 years—starting from 1966.4

• Years of eco-
nomic growth
—at a rate
much faster
than the rest
of the world
—pushed these
Asian Tigers up
the develop-
ment ladder. By
the end of 1996,
all eight coun-
tries were classi-
fied by the
World Bank as
middle- or high-
income coun-
tries (ranked by
GNP per capita),
falling in the top
40 percent of
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the world rankings. Indeed, in 1997, per capita GNP in Singapore and Hong Kong exceeded
that of Canada, Australia, and the United Kingdom.

• Rapid growth in Asia not only raised the overall level of income, it also helped to reduce
poverty—particularly in the second wave of developing countries. (See chart on p. 2.)

• Economic growth also led to improvements in other aspects of the quality of life. In all of the
countries concerned, infant mortality and adult illiteracy declined and life expectancy and
secondary school enrollment increased. (See table below.) While there were also significant
social and environmental costs associated with the rapid development process, many com-
mentators concluded that these did not outweigh the long-term benefits.5

• Even this impres-
sive develop-
ment process was
not, however,
without its flaws.
Much has been
written on the
faults of the
Asian model, but
two areas stand
out. First, most of
the Asian econo-
mies had fragile
domestic finan-
cial sectors—
weak regulation,
closed and often
corrupt  “rela-
tionship lend-
ing” between banks and corporations, excessive corporate leveraging, and over exposure to
high-risk sectors such as real estate. Second, the countries did not integrate into the global
economy in a balanced way. Instead, some sectors (such as automobiles and electronics) faced
strong export promotion, with preferential financing and tax incentives. In contrast, other
sectors faced heavy protection and cartelisation, through regulation prohibiting foreign own-
ership or the entry of foreign firms into the market. Such protectionism acted to stifle compe-
tition, innovation, efficiency, and growth.

Trade and Development

• For all of the Asian Tigers, an increased volume of trade—particularly increased exports—was
a key factor in their rapid economic growth. Hong Kong and Singapore have relatively long
histories as free-trading nations, with minimal or zero tariffs on most goods, and both depend
heavily on trade for economic survival.

• More recently, most of the other Asian Tigers have witnessed exploding trade volumes. For
example, Malaysian exports and imports increased by 685 percent and 840 percent respec-
tively between 1980 and 1997. Similarly, Thailand’s trade volumes doubled as a percentage of
GDP over the same period.

• Increased trade benefitted these economies in several ways. First, external markets provided
the necessary demand to keep growth on track. Most of these countries have relatively small
domestic markets and, at least initially, had low levels of per capita income. Hence, they needed
foreign consumers to buy a significant proportion of their new manufactured goods.  Second,
producing for export markets stimulated domestic efficiency as domestic producers needed
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the ability to compete in international markets. Third, increased export dependence increased
the need for exchange-rate stability and therefore helped to discipline government economic
policy. The growth period in these countries was indeed marked by low inflation, exchange-
rate stability (at least until 1997), and government fiscal balance.

Foreign Investment and Development

• “Foreign investment” comes in many forms with different economic costs and benefits for the
recipient country. The term includes foreign direct investment, or FDI, (such as the building of
subsidiaries by multinational companies), foreign equity investment (foreign ownership of stocks
and bonds), loans from foreign banks, and speculative capital flows (short-term purchases of
stocks, bonds, derivatives, currency, etc.). Often, it may be difficult to distinguish between
these different forms of investment in practice. Significant flows of foreign investment into
the region, of whatever type, only really emerged once countries removed capital controls in
the mid- and late-1980s.

• FDI refers to foreign investment in plant, machinery, or a controlling share of a company. This
type of investment tends to be longer-term in perspective and more stable over time, and is
also more likely to bring positive “spillovers” such as new technology, ideas, and skills.6 FDI in
the East Asian economies more than doubled between 1990 and 1996, from $12 billion to $28
billion. Hence, by 1996 the region (excluding Hong Kong) received nearly 8 percent of global
FDI even though it only accounted for 4 percent of world GDP. More than half of this invest-
ment went to Indonesia and Singapore. Interestingly, many American and European compa-
nies are viewing the recent crisis as an opportunity and are now increasing investment in the
region.7

• In contrast, Thailand relied more heavily on foreign borrowing, particularly debt to foreign
private banks. This type of capital inflow, especially when short-term and denominated in
foreign currencies, is much more vulnerable to external shocks and exchange rate changes.
Excessive short-term borrowing in foreign currencies, especially by the corporate sector, has
been widely cited as a major cause of the recent crisis.

Other Factors

• Trade and foreign investment were not, however, the only engines of economic growth. High
levels of domestic investment, stable macroeconomic conditions, and an emphasis on “hu-
man capital” or education also played their part. The point is that without an emphasis on
integration into the global economy, economic growth would almost certainly have been
slower than the 7 percent to 9 percent witnessed over the past three decades.

Conclusion

• The Asian crisis should be viewed as a crisis of capital and not as a crisis of capitalism. The
countries concerned still need to adopt significant reforms—particularly in their financial sec-
tors—before a sustainable economic recovery is possible. On the other hand, the earlier “Asian
Miracle” shows that there is no substitute for market-based economic growth and integration
into the global economy. Indeed, such integration, combined with further market-oriented
domestic reforms, will be a key engine of economic growth for the Asian Tigers in the coming
years—just as it has been over the past three decades.
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Notes

1. International Monetary Fund (IMF) World Economic Outlook, October 1998 and World Bank
estimates.

2. Eight economies in East and South East Asia had, until recently, been experiencing a sustained
period of rapid economic growth. These countries, or subsets of them, have been given a
number of names including the Asian Tigers, the Asian Miracle, Asian “Emerging Markets,”
and the Newly Industrializing Countries. There were essentially two waves in this process of
development, beginning in the 1960s and the 1980s respectively. The first wave took place in
Hong Kong, South Korea, Singapore, and the Taiwan province of China, the second in Indone-
sia, Malaysia, Thailand and, to a lesser extent, the Philippines.

3. Robert Kaplan. The Ends of the Earth: A Journey to the Frontiers of Anarchy (New York: Vintage
Books, 1996).

4. These calculations start from 1780 in the United Kingdom and 1839 in the United States.
Source: Jeffrey Frankel, “The Asian Model, the Miracle, the Crisis and the Fund” (April 16,
1998).

5. For an extensive discussion of the Asian Miracle and the recent crisis see Nouriel Roubini’s
comprehensive website (listed below).

6. FDI from Japan has been the main element to decline as a result of the crisis but this is largely
due to domestic problems in the Japanese economy.

7. For example, Micron Technology Inc. (based in Idaho) will invest $300 million in Singapore
over the next two years.

Further Information

• World Development Indicators, 1998 (Washington, DC: The World Bank, 1998).

• R. Dornbusch, “Meltdown Post-Mortem,” The International Economy (November/December
1998).

• Nouriel Roubini at New York University maintains a very comprehensive web site on the Asian
crisis (http://www.stern.nyu.edu/~nroubini/asia/AsiaHomepage.html).

• The World Bank web site (http://www.worldbank.org/) has vast information—including a spe-
cial section on the social effects of the Asian crisis.

This Fact Sheet was researched and written by Jenny Bates, PPI trade and economics policy
analyst.  For further information about this Fact Sheet or PPI publications, please call:

202-547-0001, write: PPI, 600 Pennsylvania Ave., Suite 400, Washington, DC 20003,
or visit our web site: http://www.dlcppi.org/trade.htm.


