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1. Goals 

A firm that needs to perform an in-depth international scenario analysis cannot limit 

its scope to the performance of countries in terms of their economic or political 

situations. The crises in what were thought to be successful economies such as 

East Asian countries, some Latin American countries, Russia and Turkey show 

that countries that implemented apparently proper decisions and had good results 

because of them can still collapse with few early warning signals.  

This research strives to understand the processes, not just the situations, in order 

to be able to predict where a country is going. In a film, “Twister,” a group of 

scientists try to understand how hurricanes behave in order to predict their future 

actions and avoid major catastrophes; this is very much the goal of the research 

presented here. 

This origin of this research came about, in large part, because of the outstanding 

presentation made by Dr. Jorge Forteza, VP of Booz Allen for Latin America, who 

introduced many of these ideas.  



This paper analyzes the transformation processes of Singapore after 1965, Ireland 

during the 80’s and 90’s (Partnerships for Prosperity), Spain after the 70’s (since 

the transition to the democracy, 1975), New Zealand after the ’80s, Chile since 

1973, China since 1980 (the Deng Xiao Ping transformation process).   

 

2. Methodology 

The methodology followed in the research is the following. 

2.1. Literature Review. Development of a conceptual model 

Since our work is business oriented, we center the model on the success of firms. 

2.1.1. The Strategic Management Sciences View  

The modern view of strategic management, the Resource View of the Firm, bases 

the success of a company on the development of privileged resources. This theory, 

which is deeply rooted in Industrial Organization, states that traditional strategies 

based on differentiation and positioning can easily be replicated by the competition 

and, consequently, produce a rapid commoditization of the business. Firms that 

are able to produce unique resources will systematically outperform the 

competition and will, therefore, have larger margins which will facilitate innovation 

and consequent growth.  

Several authors defend this view: Lippman and Rumelt (1982) state that unique 

resources generate inimitability; Reed and DeFillippi (1990) put forward the 

suggestion that become more complex and, therefore, more difficult to imitate, 

become so as a function of their tacitness and specificity; Rumelt (1974, 1984, 

1994) posits that resources have a good effect on communication, that they help to 

create knowledge by facilitating learning, produce economies of scale, and have a 

positive impact on a company’s reputation; Coyne (1986) states that resources 

produce several gaps on the business systems, management and positioning; Hall 

(1992; 1993) expresses a very similar concept while talking about resources as 

creators of cultural differentials, functional differentials and positional differentials. 



A further review of the literature presents several authors’ highlighting different 

resources required according to the Resource View of the Firm: Wernerfelt (1989) 

talks about fixed assets, new ideas and cultures; Hall (1992) discusses intangible 

assets and intangible capabilities, ultimately called competencies; Prahalad and 

Hamel (1990) developed the term “core competencies”; Itami (1987) stresses the 

importance of invisible assets; Selznick (1957), Hitt and Ireland (1985), Hofer and 

Schendel (1978) talk about distinctive competencies; Irvin and Michaels (1989) 

describe core skills. Leif Edvinsson (Intellectual Capital, 1997) produced a powerful 

synthesis of this approach classifying investments in terms of physical or 

intellectual capital.   

Here, we will reclassify such resources as: 

• Physical Capital, such as land, buildings, material, money (lending resources 

and customers), and, 

• Intellectual Capital, such as Relational Resources which include relationships 

(contracts) and reputation (brand); and Competencies, that is, knowledge, 

capabilities and attitude. 

We will demonstrate below how these six countries referred to above have 

successfully developed such resources. 

 

2.1.2. The Macroeconomics Sciences View  

The second body of research comes from the Macroeconomics arena.  This 

research helps one to visualize how an economy develops the resources required 

by its firms. To address this question we will employ the classic Circular Flow 

Model from economics. 
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The above chart (taken from the International Encyclopedia of Business and 

Management, 1996) is the classical circular flow model that we have followed in 

order to identify the resources needed by firms: 

• Households (and other firms) contribute to the overall economy with resources 

such as: capital, labor, land and entrepreneurship. They also acquire goods and 

services from the firms, contributing by their payments 

• Households, through the financial sector, contribute by their investments. 

• The government also acquires goods and services from the firms contributing 

by its payments. It also provides the infrastructure needed by the companies 



and, finally, it generates the legal framework for the creation of markets such as 

labor, financial and products. 

• The international sector is also composed of households, firms and 

governments that contribute with the same elements. In this regard the 

regulatory framework created by a government in terms of an open economy--

free trade--is essential to allow for the new resources that firms can reach 

internationally.  

This concept is supported by the Supply Side approach which states that 

governments’ economic polices should focus on the creation of structures that 

allow individuals, firms, markets and industries to develop and grow. Instead of 

trying to boost the aggregate demand by monetary and fiscal policies, the 

governments should foster the aggregate supply of goods and services. 

Governments must create an environment in which free enterprise and 

competition--market forces--will better allocate resources. 

This has been the key formula of the free-market approach to economic 

management. Institutions such as the IMF and World Bank have followed this 

guideline.  

 

2.1.3. The Political Sciences View 

A third body of research comes from Political Sciences and Sociology. Robert 

Barro made an outstanding contribution in his famous work “Determinants of 

Economic Growth” (1997). Barro correlated per-capita income and human capital 

levels, such as education and life expectancy. Growth positively correlates with 

property rights and negatively correlates with government consumption 

expenditures. Changes in terms-of-trade and trade intensity positively correlate to 

growth. Growth is also correlated to the level of technology. Barro also correlated 

the Freedom House indicators of civic and political freedoms (considered as 

measures of levels of democracy) with growth. Per capita income correlated to 

democracy; social equality and educational equality also correlate to growth. Even 

religions have something to say to the level of democracy. Finally inflation has a 



negative impact on growth, probably as a consequence of the negative impact that 

uncertainty has on the level of investments.  

Nieswiadomy, and  Strazicich (2004) also analyze a set of variables related to 

economic freedom, educational levels and the legal system, and arrived at the 

same conclusions.  

According to Kugler and Feng (1999) the existence of democratic institutions is 

also central as a promoter of political stability, higher education, higher 

entrepreneurship and higher investments based on the lower risk.  

Aron (2000) as well as Esposto and Zaleski (1999) highlighted the central role of 

institutions, and based on this the strong correlation with economic growth.   

Snowdon and  Vane (1999) produced an integrative economic-politics work that we 

consider especially valuable. The following chart (extracted from their paper) 

depicts their view: 
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2.1.4. Conceptual model and database used in our research 

Based on these concepts the following chart synthesizes the different needs 

companies have in order to be successful: 

 

Resources
Financial, human, products, services, infrastructure,

technology

Households
Produce resources and

political support

Government
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regulations, institutions

Foundations
Culture (country vision, ethics and religion),

systems (economic, political, legal)
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We called the box at the bottom “Foundations” as these are the basic cultural and 

environmental requirements needed both in order to generate resources as well as 

to help the different players (firms, customers, households and government) to 

perform well.   

Based on this conceptual framework we developed an in-depth database to 

analyze the performance today of the six countries mentioned above, to 

understand the reasons for the success of their transformation processes. This 



database includes 200 countries, with some 300 indicators covering the topics 

listed in the above chart.  

  

• Resources 1: knowledge, managerial skills and technology  

Following Porter’s approach (1990) that the level of economic development and 

trade is based on factor endowments, demand conditions, relating and supporting 

industries and firm strategy, structure and rivalry, we have identified the following 

indicators to measure such factors: 
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Innovation

Technological Sophistication  5.9 4.8 3.7 5.8 4.6 4.6 7 1

Firm-Level Innovation  6.2 5.3 5.3 5.5 5.3 5.6 7 1

FDI and Technology Transfer   6.3 5.2 4.8 6.3 5.1 5.4 7 1

Quality of Scientific Research Institutions  5.6 5.6 4.5 5.6 4.8 4.3 7 1

Subsidies for Firm-Level Research and Development  5.4 3.1 3.6 5 4.2 3.1 7 1

Tax Credits for Firm-Level Research and Development  5.6 2.3 3.6 4.8 4.4 2.7 7 1

Research and development (R&D) expenditures (as % of GDP) 1.9 1.1 1.0 1.2 0.9 0.5 3.8 0

Scientists and engineers in R&D (per million people) 4,140 2,197 545 2,184 1,921 370 5695 0

Entrepreneurship

Administrative Burden for Start-Ups  5.8 5.7 4.9 5.1 4.4 4.4 7 1

Permits to Start a Firm  2 3 6 3 5.5 5 7 1

Days to Start a Firm  21 10 30 15 60 60 5 105

Foreign trade

Breadth of International Markets  5.8 5.3 4.2 5.4 5.1 5.3 7 1

Imports of goods and services (as % of GDP) 152 35 23 80 31 33 152 10

Exports of goods and services (as % of GDP) 174 37 26 95 30 35 174 0

Manufactured exports (as % of merchandise exports) 85 29 89 88 78 18 96 0

High technology  exports (as % of merchandise exports) 60 8 20 48 8 1 70 0

Terms of trade  (1980 = 100) 76 91 104 102 84 41 182 25

Sophistication of Marketing

Extent of Branding  4.5 4.1 4.3 5.2 5.3 3.9 7 1

Extent of Marketing  5.3 4.6 3.5 5.5 5.6 5 7 1

Buyer Sophistication  5.5 4.3 3.8 5.4 5.1 4 7 1

Sophistication of Management, HHRR

Extent of Staff Training  5.7 3.8 3.6 5.2 4.7 4.3 7 1

Willingness to Delegate Authority  5.1 4.3 3.3 5 4.3 3.9 7 1

Extent of Incentive Compensation  5.4 4.1 3.5 5.5 5.3 3.7 7 1

Reliance on Professional Management  5.8 5.1 4.6 5.5 5.5 4.9 7 1

Efficacy of Corporate Boards  4.8 4.3 3.3 4.6 5 4.5 7 1

Hiring and Firing Practices  5.3 1.8 4.1 3.3 3.2 4.3 7 1

Employment Rules  4.9 2.6 4.4 3.5 3.3 3.3 7 1

Cooperation in Labor-Employer Relations  6.4 3.9 4.5 4.7 4.6 4.6 7 1

Union Contributions to Productivity  5.9 2.9 4.7 4.3 3.9 3.6 7 1

Pay and Productivity  5.9 3.6 4.8 4.3 4 4.5 7 1

Sophistication of Operations

Degree of Customer Orientation  5.4 4.4 4.2 5.3 5.4 4.9 7 1

Internet Effects on Business  4.6 2.9 3.3 4 4.2 3.8 7 1

Effects of Compliance on Business  6 3.7 4.6 4.8 4.6 4 7 1

Prevalence of Environmental Management Systems  4.7 2.8 3.3 4 4.1 2.7 7 1

State of Cluster Development  4.6 2.2 3.3 4.6 3.3 3.2 7 1

Extent of Product and Process Collaboration  4.1 3.5 4.2 4.1 4.4 3.9 7 1

Value Chain Presence  5.4 3.1 3.9 4.8 5 3.4 7 1  

 



As can be seen these six countries have a very good performance in most of these 

indicated areas.  

The best case is Singapore. It ranks fifth in the world in firm level innovation and 

first in firm level R&D, FDI and technology transfer. It is first in skill based exports, 

trading 2.7 times of GDP, with a very diversified export array ranging from 

electronics, chemicals and oil-drilling equipment to rubber, fruits and vegetables. It 

has no tariffs on 99% of imports. It ranks first in terms of sophistication in 

management of marketing, competition, human resources and operations. 

Ireland ranks as the second country worldwide in FDI and technology transfer; in 

skill-based export, it ranks fourth; and, in subsidiaries for firm-level R&D, third.  

Eighty percent of its industrial production is for export. 

 

• Resources 2: labor, products and money markets 

The Specific Factor Model developed by Samuelson (1971) and Jones (1971), and 

the Heckscher-Ohlin Model (1933) stress the relevance of resources, endowments 

or factors in their impact on economic performance. We have identified the 

following indicators that relate to such factors: 
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Capital market

Soundness of Banks  6.5 6.7 3.5 6.7 6.5 6.5 7 1

Access to Credit  6.5 6.7 3.5 6.7 6.5 6.5 7 1

Exchange Rate and Exports  4.9 4.8 3.6 4.7 5 4.1 7 1

Expected Exchange Rate Volatility   4.2 5.6 3.9 5.2 4.6 4.4 7 1

Financial Market Sophistication  5.7 5.2 2.7 5.5 5.3 4.8 7 1

Ease of Access to Loans  4.5 3.7 2.2 4.1 3.5 3 7 1

Venture Capital Availability  4.5 4 2.8 4.5 3.9 2.9 7 1

Access to Foreign Capital Markets  6.6 6.8 3.4 6 6.4 6 7 1

Foreign Access to Local Capital Markets  6.4 6.4 4.2 6.5 6.6 6.3 7 1

Perceived Interest Rate Gap  4.6 4.2 3.6 3.8 4.4 4.1 7 1

Entry into Banking Industry  3.7 5.7 2.4 5.2 4.7 4.6 7 1

Financial Regulation and Supervision  6.3 5.6 3.7 5.9 6 5.7 7 1

Access to Bond Markets  4.9 5.3 2.9 5.2 4.9 3.6 7 1

Local Equity Market Access  6.1 6.3 4.1 5.6 5.3 4.9 7 1

Sources of Investment Finance  3.9 3.6 3.7 3.7 4.5 3.4 7 1

Product and equipment market

Local Supplier Quantity  5.3 5.1 4.9 5.3 5.9 5.2 7 1

Local Supplier Quality  5.3 5.3 3.9 5.2 5.7 5 7 1

Presence of Demanding Regulatory Standards  6 5.9 3.8 5.5 5.1 4.7 7 1

Local Availability of Components and Parts  3.8 3.9 5.4 4 4.7 3.5 7 1

Local Availability of Process Machinery  2.8 3.1 5.3 2.8 4 2.5 7 1

Labor market

High Skilled IT Job Market  6.5 6.7 3.5 6.7 6.5 6.5 7 1

IT Training and Education  6.5 6.7 3.5 6.7 6.5 6.5 7 1

Quality of Public Schools  6.5 6.7 3.5 6.7 6.5 6.5 7 1

Quality of Management Schools  6.5 6.7 3.5 6.7 6.5 6.5 7 1

Brain Drain  5.2 3.5 3.8 4.6 4.8 5.2 7 1

Infrastructure

Overall Infrastructure Quality  6.8 4.7 2.9 3.7 5.1 3.7 7 1

Tap Water Safety  6.8 5.9 4.6 6.4 6.9 6.5 7 1

Industrial Water Availability  6.7 5.8 5 6.5 6.5 6.1 7 1

Road Infrastructure Quality  4.7 4.1 4.4 4.1 5.5 4.6 7 1

Railroad Infrastructure Development  5.4 3.1 3.9 2.9 5.4 2 7 1

Port Infrastructure Quality  6.9 4.5 3.7 4.2 5.3 4.1 7 1

Air Transport Infrastructure Quality  7 5.2 3.7 5 5.5 5.8 7 1

Quality of Competition in Transportation Sector  5.9 4.7 3.6 3.6 5.4 5.1 7 1

Postal Efficiency  5 3 12 5 5 7 3 20

Electricity Prices  3.7 4.6 3.9 4.1 4 4.4 7 1

Public Health Agencies  6.5 5.3 5.3 6.2 6.3 5.5 7 1

Air Pollution Regulations  5.9 4.5 3.2 4.9 4.6 4 7 1

Water Pollution Regulations  6.1 5 3.2 5.2 5.1 4.2 7 1

Toxic Waste Disposal Regulations  6.3 4.9 3.2 5 5.1 4 7 1

Chemical Waste Regulations  6.1 4.9 3.3 5.2 5 4 7 1

Subsidies for Energy or Materials  5.4 4.7 4.2 4.6 4.7 5.6 7 1

Information and communication

Speed and Cost of Internet Access   5.8 4.6 3.3 4.3 4.6 5 7 1

Public Access to Internet  5.7 4.2 2.8 3.9 4.1 3.4 7 1

Internet Access in Schools  6.1 4.4 3.2 4.5 3.9 4.4 7 1

Quality of Competition in Telecommunication Sector  6 4.5 3.4 4.7 5.3 6.4 7 1

Quality of Competition in ISP Sector  5.9 5.1 3.4 5 5.6 5.7 7 1

Government Prioritization of ICT  6.4 3.7 5.3 5.6 5.6 5.2 7 1

Government Success in ICT Promotion  6 3 4.5 5.3 4.4 4.1 7 1

Government On-line Services  6.4 4 3.5 5.1 5 5.3 7 1

Laws Relating to ICT Use   5.8 3.9 3.2 5.3 4.6 3.6 7 1

Legal Framework for ICT Development  6.2 4.3 4.2 5.3 4.9 4.3 7 1

Telephone/Fax Infrastructure Quality  6.8 5.5 5.4 6 6.1 6.7 7 1

Local Availability of Information Technology Services  5.2 4.2 4.3 5.7 5.7 5.1 7 1  

 

Singapore, followed by Ireland and New Zealand, ranks at the top in markets and 

infrastructure.   

 

 



• Households: resources and political support. 

As we indicated in our “literature review” above, households contribute to the 

overall economy with labor and financial resources. But they also contribute with 

political support and stability through their votes. We identified the following 

indicators that drive both resources and political support: 
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In general

Human development index (HDI) 0.884 0.917 0.721 0.930 0.918 0.831 0.944 0.275

Income

GDP/capita 20,733 13,101 911 26,908 14,150 4,314 36,815   99

GDP/capita at PPP 22,680 19,160 4,020 32,410 20,150 9,190 53,780   470

GDP per capita annual growth rate (1975-2001) 5.1 0.9 8.2 4.2 2.2 4.1 8.2 -7.5

GDP per capita annual growth rate (1990-2001) 4.4 2.0 8.8 6.8 2.2 4.7 8.8 -9.9

Average annual change in consumer price index (1975-2001) 1.6 1.8 7.6 2.4 3.7 8.3 0.6 813

Average annual change in consumer price index (1990-2001) 1.0 2.6 0.3 4.9 3.6 3.6 -9.6 357

Recession Expectations  5.2 5.2 5.5 5.6 5.1 4.7 7 1

Population living below $1 a day (%) .. .. 16.1 .. .. <2 <2 82

Undernourished people (as % of total population) .. .. 9 .. .. 4 2 73

Youth unemployment (% age 15-24) 5 12 3 6 21 19 3 84

Unemploymenyt (as % of total population) [see below]

Equality

Women in the Economy  6.1 5.2 5.1 4.2 4.1 3.6 7 1

Minorities in the Economy  5.5 4.2 5.5 3.4 3.1 3.7 7 1

Difference in Quality of Schools  5.6 4.5 3.1 4.8 4.1 1.8 7 1

Difference in Quality of Healthcare  5.6 4.1 3.2 2.8 4.8 1.8 7 1

Social Transfer Recipients  2.9 2.3 3.5 3.1 2.9 2.7 7 1

Minimum Wage Enforcement  4.9 6.2 4.2 5.5 5.7 5.8 7 1

Ratio of girls to boys in primary education .. 0.94 0.92 0.94 0.94 0.94 1.63 0.65

Ratio of girls to boys in  education (general) .. 1.43 .. 1.21 1.10 0.89 2.74 0.14

Ratio of literate females to males (age 15-24) 1.00 .. 0.98 .. 1.00 1.00 1.19 0.4

Female share of non-agricultural wage employment (%) 47 51 39 47 39 37 56 7

Seats in parliament held by women (as % of total) 12 29 22 13 28 13 45 0

Life expectancy at birth years (females / males %) 1.056803 107% 106% 107% 1.092593 1.082418 120 78

Adult literacy rate (% age 15 and above) (females / males %) 0.920124 ######## 85% ######## 0.982759 0.995838 207 26

Combined primary, secondary and tertiary gross enrolment ratio (females / males %)0.986842 111% 95% 104% 1.055556 0.876543 330 25

Estimated earned income (PPP US$) (females / males %) 0.495407 68% 66% 40% 0.43611 0.376986 1115 5

Share of income or consumption (%) 10% poorest 1.9 2.2 2.4 2.5 2.8 1.1 4.8 0.5

Share of income or consumption (%) 10% richest 32.8 27.8 30.4 27.4 25.2 45.4 20.1 64

Security

People victimized by crime (% population) #N/A 29.4 19.0 15.0 #N/A #N/A 8 61.1

Property crime (% total population) #N/A 14.8 2.2 6.2 #N/A #N/A 2.2 30.8

Robbery (% total population) #N/A 0.7 0.5 0.1 #N/A #N/A 0.1 12.2

Sexual assault (% total population) #N/A 1.3 0.6 0.1 #N/A #N/A 0 10

Assault (% total population) #N/A 2.4 0.6 2.1 #N/A #N/A 0.1 12

Bribery (% total population) #N/A .. .. 0.2 #N/A #N/A 0.1 59

Ecology

Regulation of Genetically-Modified Organisms (GMOs)  5.5 4.6 3.7 5.4 4.6 3.5 7 1

Stringency of Environmental Regulations  6 4.9 3.4 5.2 4.9 4.2 7 1

Leadership in Environmental Policy  5.2 4.6 2.8 4.1 4.3 3.9 7 1

Land area covered by forests (%) 3.3 29.6 17.5 9.6 28.8 20.7 90.5 0.1
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Health

Population with sustainable access to affordable essential drugs (%) 95-100 95-99 80-94 95-100 95-100 80-94 95-100 0-49

Malaria-related mortility rate (per 100,000) 0 1 0 0 0 0 0 469

Infant mortality rate (per 1,000 live births) 3 5 31 6 4 10 3 182

Maternal mortality ratio (per 100,000 live births) 9 14 60 9 8 33 0 2300

People living with HIV/AIDS Adults (% age 15-49) 0.20 0.05 0.11 0.11 0.50 0.30 <0.10 38.8

People living with HIV/AIDS Women (age 15-49) 860 179 220,000 660 26,000 4,300 <100 2.7 mm

People living with HIV/AIDS Children (age 0-14) <100 <99 2,000 190 1,300 <500 <10 270 m

Population with sustainable access to affordable essential drugs (%) 95-100 95-99 80-94 95-100 95-100 80-94 95-100 0-49

Health expenditure Public (as % of GDP) 1.3 6.1 2.0 5.1 5.4 3.1 8.1 0.3

Health expenditure Private (as % of GDP) 2.3 1.7 3.4 1.6 2.3 4.2 8.5 0.1

Health expenditure Per capita (PPP US$) 913 1,645 205 1,908 1,547 697 4500 14

Life expectancy at birth (years) 77.8 78.0 70.6 76.7 79.1 75.8 81 33

Services

Telephone mainlines and cellular subscribers (per 100 people) 119.6 107.5 24.8 125.8 116.7 57.5 154 0.1

Internet users (per 100 people) 41.2 46.0 2.6 23.3 18.3 20.1 60 0

Personal computers in use (per 100 people) 50.8 39.2 1.9 39.1 16.8 10.6 76 0.1

Population with sustainable access to an improved water source - rural (%) 100 11

Population with sustainable access to an improved water source - urban (%) 100 34

Urban population with access to improved sanitation (%) 100 12

Population with access to improved sanitation (%) 100 .. 40 .. .. 96 100 12

Population with sustainable access to an improved water source (%) 100 .. 75 .. .. 93 100 24

Education

Net primary enrolment ratio (%) .. 98 93 90 102 89 100 33

Children reaching grade 5 (%) .. .. .. 98 .. 101 101 33

Youth literacy rate (% age 15-24) 99.8 .. 97.9 .. 99.8 98.9 99.9 23.8

Adult literacy rate 92.5 .. 85.8 .. 97.7 95.9 99.8 16.5

Net secondary enrolment ratio .. 91 .. .. 94 75 101 11

Tertiary students in science, math and engineering  (as % of all tertiary students).. 20 53 30 31 43 53 6

Public expenditure on education As % of GDP 3.7 6.0 2.1 4.4 4.5 4.2 10.4 0.5

Public expenditure on education As % of total government expenditure 23.6 .. .. 13.2 11.3 17.5 32.8 10.1

Adult literacy rate (% age 15 and above) 92.5 .. 85.8 .. 97.7 95.9 100 16.5

Combined primary, secondary and tertiary gross enrolment ratio (%) 75 98 64 91 92 76 113 21  

Singapore, Ireland and Spain excel in different aspects alternatively. 

China’s Economic performance has been outstanding: total GDP has quadrupled 

since 1978, and, since 1975, has grown at a rate of 8.2%, with no increase in 

inflation or unemployment and the same level of inequality between rich and poor 

as most European countries. Health and education figures rank below most 

developed countries, but the numbers are still awesome considering the size and 

history of the country,  

Some of the most interesting figures show that the national savings rate ranks 

second, worldwide; investment has grown by 8%, local availability of process 

machinery ranks second worldwide, employment ranks first worldwide. It is the 

seventh largest trading country in the world, exporting to the US (22%), Hong Kong 

(19%), Japan (17%), Germany, UK, Netherlands, South Korea, Singapore and 

Taiwan. Trade has grown from $ 15 billion in 1977 to $ 510 billion in 2001. 

 



• Government: predictable, efficient and honest 

There has been plentiful research in the field of political economy and game 

theory. Here, we will simply highlight the best known.  Persson and Tabellini (1990) 

studied how  monetary and fiscal policy impact voters. Denis Moeller (1997, 1989, 

2003) made a very thorough analysis which applies mathematics, game theory and 

economics to political sciences. Moeller bases his study on the voting power of 

individuals and stresses that an economic analysis must be founded on the 

analysis of the interaction between the agents (the voters) and the institutions. In 

addition to the economic indicators that we identified in the previous chart, we have 

incorporated the following indicators that may impact on voters’ decisions:    
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Political stability

Costs of Institutional Change  6.3 4.3 4.6 5.6 5.2 4.3 7 1

Public Trust of Politicians  6.4 3.6 3.8 3.2 4.4 2.9 7 1

Political Context of Environmental Gains  5.9 4.7 4.2 4.6 4.6 3.8 7 1

Government efficiency

Competence of Public Officials  4.7 3.3 3.5 3.6 3.2 2.1 7 1

Composition of Public Spending  5.9 4.1 3.3 4.5 5.1 3.9 7 1

Extent of Distortive Government Subsidies  6.1 4.4 3.6 4.5 4.1 4.1 7 1

Burden of Regulation  5.6 3.7 3 4.5 4.7 3.3 7 1

Extent of Bureaucratic Red Tape  1.8 1.9 2.8 1.8 1.8 1.8 7 1

Clarity and Stability of Regulations  6.2 4.8 3.9 4.7 4.6 3.7 7 1

Flexibility of Regulations  5.4 4.3 3.6 4.5 4.1 3.7 7 1

Consistency of Regulation Enforcement  6.2 5.4 3.5 4.8 4.2 3.9 7 1

National accounts

Country Risk (Standard and Poor's) AAA AA+ BBB AA+ AA+ A- AAA D

Current account (% GDP) 23.2 -4.7 1.2 N/A N/A -1.5 33 -13

Capital account (% GDP)

Reserves (months imports) 6.7 1.9 8.6 N/A N/A 6.5 24.8 0.7

FDI (% GDP) 3.1 1.3 2.3 N/A N/A 4.9 9.1 -11.7

Savings (% GDP) 52 17 40 NA NA 23 52 12

Investments (% GDP) 29 22 39 25 24 24 39 16

Change of investments 2.1 6.5 6.7 8.8 4.5 NA

Net external debt (% exports) -82 187 -38 NA NA 40 -187 289

Interest payments (% exports) NA NA -1.4 NA NA 0.8 -25.8 21.9

Fiscal surplus (deficit) (% GDP) 8.4 1.5 -5.8 3.8 0 -0.4 12.3 -11.9

Primary balance (% GDP) 8.8 3.6 -4.4 5.8 3.3 0.1 17.5 -4.4

Revenue (% GDP) 33 38.0 14.0 34.0 40 24 57 15

Spending (% GDP) 25 36.0 20.0 30.0 40 25 53 17

Interest (% GDP) 0 2.0 1.0 2.0 3 0 21 0

Justice / corruption

Judicial Independence  5.7 5.4 3.1 6.1 5 4.3 7 1

Property Rights  6.5 4.9 4.1 6.1 5.9 5.6 7 1

Intellectual Property Protection  5.6 4.3 2.9 5.2 5.3 4.2 7 1

Favoritism in Decisions of Government Officials  5.1 4.6 3.4 4.9 4.4 4 7 1

Government Commitments   6.3 4.1 5.1 5.9 5 5.3 7 1

Tax Evasion  6.3 4.5 3 4.1 4.7 5.3 7 1

Organized Crime  6.6 5.3 4.3 5.7 5.7 6.2 7 1

Unreported Profits and Wages  1.2 0.2 2.4 1.3 1.3 1.4 7 1

Informal Sector  1.2 0.5 3 1.9 2.4 1.7 7 1

Irregular Payments in Exports & Imports  6.5 5.6 4.8 5.9 5.4 6.4 7 1

Irregular Payments in Government Procurement  6.6 5.6 4.2 6.2 5.9 6.4 7 1

Irregular Payments in Tax Collection  6.5 5.7 4.4 5.9 5.8 6.2 7 1

Irregular Payments in Public Contracts  6.4 5.3 3.9 5.5 4.9 5.3 7 1

Irregular Payments in Loan Applications  6.4 5.6 4.1 6 5.9 6.2 7 1

Business Costs of Corruption  6.3 5.1 3.9 5.3 5.3 4.9 7 1

Compliance with International Agreements  5.7 4.8 5 4.8 4.9 4.5 7 1  

Despite the conflictive results that this chart demonstrates, the figures are still 

remarkably positive for all these countries, once again with the exception of China.    

 

• Foundations 1. Political, economic and legal systems, rules and 

regulations, economic freedom, rule of law, defense of property rights  

This item is a continuation of the last one, political economy.  Proper institutions 

and clear rules are essential for the adequate performance of the economy. We 

have identified the following indicators:   
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Political system

Political freedom Index 5,5 PF 1,1 F 7,6 NF 1,1 F 1,2 F 2,2 F 1,1,F 7,7,NF
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Index of economic freedom  1.5 0.7 #N/A 1.8 2.4 2.0 1.0 5.0

Trade freedom  1.0 1.0 #N/A 2.0 2.0 2.0 1.0 5.0

Fiscal burden 2.0 3.0 #N/A 3.0 4.0 2.5 1.0 5.0

Government Intervention    3.0 1.0 #N/A 2.0 2.5 2.0 1.0 5.0

Monetary Policy   1.0 0.0 #N/A 2.0 2.0 2.0 1.0 5.0

Foreign Investment   1.0 0.0 #N/A 1.0 2.0 2.0 1.0 5.0

Banking / Finance    2.0 0.0 #N/A 1.0 2.0 2.0 1.0 5.0
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"F," "PF," and "NF" respectively stand for "free," "partly free," and "not free." Countries whose combined averages for political rights and for civil 

liberties fall between 1.0 and 2.5 are designated "free;" between 3.0 and 5.5 "partly free;" and between 5.5 and 7.0 "not free." 

 

The results of this chart are interesting: the economic system, especially economic 

freedom, is a critical pre-requisite for economic success.  The political and legal 

systems do not seem essential, at least in the short run, as long as the government 

respects property rights. The case of China confirms this hypothesis.   

 

 



• Foundations 2. Culture, ethics and social cohesion 
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Culture - Hostede's Cross Cultural Differences

Power distance 74 22 80 28 57 63 11 104

Individualism 20 79 20 70 51 23 6 91
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According to Hofstede (1991), these six countries have very different cultural 

backgrounds; what is compelling is the demonstration that countries can succeed 

despite huge cultural differences.  

The two predominantly Anglo-Saxon racially-based countries, New Zealand and 

Ireland, show typically low Power Distance and high Individualism indexes, a 

combination which normally correlates with strong democratic institutions and low 

levels of corruption (not so low, however, in the case of Ireland).  

The two East Asian countries, China and Singapore, show the opposite situation: 

high Power Distance and low Individualism, typical of undemocratic and collectivist 

regimes, with poor corruption standards (not for Singapore, however, which is the 

least corrupt country in the world). Spain and Chile, two Latin countries, rank in 

between in terms of Power Distance and Individualism (except for Chile which has 

a low level of Individualism).  

The chart demonstrates that countries can build successful economies with high or 

low Power Distance or high or Individualism. The cultural difference theory predicts 

just the opposite.   



It is also important to emphasize that the countries with lower Uncertainty 

Avoidance percentages are also the countries with higher innovation and 

technology advancement, as predicted by the theory.      

The average Masculinity in all these countries is reflected in the “Care” trait 

reflected in the good quality of life (equality, security, services, education, 

unemployment) together with a “Competitive” society, reflected in the high level of 

economic freedom. 

Another interesting consideration is the impact of religion. In the case of Singapore 

the foremost religion is Buddhism. This may explain the low Uncertainty Avoidance 

index that drives a good level of innovation and low level of corruption (fourth in the 

world), high frugality with a high national savings rate (first worldwide), cooperation 

in labor/employer relations (first worldwide) and no tax evasion (first worldwide).  

Both China and Singapore are Confucian cultures which may explain their high 

Power Distance and low Individualism. China’s high Uncertainty Avoidance seems 

the result of Confucianism’s social normative.   

New Zealand seems a typical Protestant society: high Individualism, low Power 

Distance, low corruption.   

Spain and Chile, Catholic countries, have some similarities also predicted by the 

theory: high Power Distance (typical of the Catholic religion that accepts the 

centralization of power), low Individualism (also promoted by the Catholic vaue of 

solidarity), and high Uncertainty Avoidance (produced by the fundamentalism of 

Catholicism).  

In summary, cultures and religions explain many of the indicators that we have 

presented, but can in no way predict economic success or failure. This is important 

for our analysis, as we will not consider these elements as part of the 

transformation processes.   

 

 

 



2.3. Identification of countries that are successful according to the previous 

database 

This paperwork research on the successful transformation processes of: 

• Singapore since 1965, China since 1980, Deng Xiao Ping transformation 

process (both countries of Chinese origin) 

• Ireland after the 80’s (Partnerships for Prosperity), New Zealand after the ’80s 

(both countries Anglo-Saxon origin) 

• Spain after the 70’s since the transition to the democracy 1975, Chile since 

1973, communism debacle and further free economy policies (both countries of 

Latin origin). 

Why have we selected these countries? We will show later that all these countries 

had a difficult situation between 30 and 40 years ago. Instead the situation of all of 

them today is really impressive:  

• Singapore 

Singapore is probably the most extraordinary turnaround case.  

Firms’ indicators rank at the top in most of factors. It is the 5th country in firm level 

innovation, the first in firm level R&D, FDI and technology transfer. It is the first 

country in skill based exports, trading 2.7 times of GDP, with a very diversified 

exporting ranging from electronics, chemicals, oil drilling equipment, rubber, fruits 

and vegetables. It has no tariffs on 99% of imports. It ranks very high in every 

indicator related to sophistication on management of marketing, competition, 

human resources and operations.  

It is an extremely successful economy: growth rank is the second worldwide, with a 

GDP / capita of $ 23,000. Between 1975 and 2000 grew by 5.1% p.a., with only 

1.3% inflation and almost no unemployment. They became the 3rd largest oil 

refining centre in the world. They have the 4th largest foreign exchange centre in 

the world, the 5th largest trader in derivatives, the 9th largest lending centre (after 

London, New York and Tokyo in FX trade). Between 1965 and 1979: growth was 



10% p.a., unemployment fell to 3.3%, and manufacturing share of GDP increased 

from 15% to 27%. 

The equality between female and male is practically total. It ranks at the top of 

population with sustainable access to affordable essential drugs, with no malaria 

mortality, very high level of life expectancy. It also ranks almost at the top of PCs 

and internet per capita, 100% of water services per population, 120% of telephone 

and cell phones. 

It ranks almost at the top of every indicator of markets and infrastructure: financial, 

labor and product markets, telecommunications, transportation, education,  

It also ranks almost at the top of government efficiency, justice and political 

stability, with the only exception of bureaucratic red tape that holds a poor 

performance.  

The level of political freedom is very low: it is considered a “Partly free”, almost 

“Not free” country. However economically the level of freedom ranks at the top in 

trade, monetary policy, foreign investments, property rights, regulations and 

banking, however the level of government intervention ranks average.  

It is interesting to notice the connection within these indicators and its culture: 

according to Hofstede “Power distance” is 74, typical of Asian countries that 

accepts a high level of power concentration in the societies. Individualism is 20, 

once again is typical in Asian countries with a very strong concept of in 

collectivism. This explains the low level of political freedom. Uncertainty avoidance 

is only 8, what explains the very good level of innovation. The Masculinity 48 is 

reflected in the “Care” trait reflected in the good quality of life (equality, security, 

services, education, unemployment) together with a “Competitive” society, 

reflected in the high level of economic freedom. 

The main religion is Buddhist, what may explain the good level of innovation and 

low level of corruption (4th in the world), high frugality with high National savings 

rate (1st worldwide), Cooperation on labor/employer relations (1st worldwide), no-

Tax evasion (1st worldwide). 



• New Zealand 

New Zealand’s indicators related to Firms, Markets and Households are generally 

quite good, though somewhat behind Singapore in every dimension.  

Probably the larger differences are economical: lower GDP growth (0.9% between 

1975 and 1990), lower GDP/capita ($13,101), youth unemployment (12%). Trade 

is based on commodities. The current account deficit hit a 14 year low of 1.5% of 

GDP in the year ended March 2003. Signs are that this will be the best outcome for 

a while. 

The Public Sector has had a poorer performance: the perception of bureaucracy is 

extremely high, competence of public officials and public trust on government 

officials is average. Economic freedom is very low, with trade controls and black 

market ranking the worst. Economic freedom related to foreign investments, 

banking and finance, property rights, and regulations ranking almost at the 

minimum.  However political freedom is maximum, and corruption almost non 

existent.  

• Ireland 

Ireland’s indicators related to Firms, Markets and Households are also generally 

quite good, similar to New Zealand in every dimension, except for: FDI and 

technology transfer which is the 2nd worldwide, skill-based export: is the 4th, 

subsidiaries for firm-level R&D the 3rd. 80% of industry is for exports 

GDP growth between 1990 and 2001 has been 6.8% and GDP / capita is 26,908. 

Government efficiency (or lack of it) is similar to New Zealand, however It has the 

best government image abroad. 

• Spain 

Firm indicators are quite similar to New Zealand and Ireland, in terms of innovation, 

entrepreneurship and sophistication of management. Export and imports account 

for 30% of GDP each, one third those of ireland, although with a high share of 

manufacturing (78% of exports), similar to Ireland. Export partners: EU (72%), 

Latin America (7%) and USA (4%) 



Markets and infrastructure have similar performance as New Zealand and Ireland. 

GDP / capita and GDP growth are similar to New Zealand, unemployment:is quite 

high: 12%. Government performance and justice rank similar to both countries. The 

level of political freedom is similar to both countries, and the economic freedom is 

lower than Ireland but higher than New Zealand.  

• Chile 

Chile performance is generally quite good, yet it is a step behind New Zealand, 

Ireland and Spain.  

Indicators related to firm show an extremely low level of innovation, consequently 

exports are commodity based (only 18% are manufactures), and relatively low level 

of sophistication on operations and human resources management. 

Chile seems to have a well-developed capital, product and labor markets, with 

good telecommunications infrastructure. However the rest of the infrastructure 

(road, railroad, port) seems to be limited. 

Chile’s economy has grown by 4.1% since 1975, yet the level of inequalities is 

high: between rich and poor, between male and female, access to health and 

services such as water, telecommunications and education. 

Government efficiency is relatively high, the perception of corruption extremely low, 

the level of political and economic freedom very high.   

Chile is joining the NAFTA (only South American). 85% of bilateral trade in 

consumer and industrial products will become duty free. Chile signed a trade 

agreement with the European Union (2002) and signed with Japan to launch of 

free trade talks last February.  

• China 

China is one step behind the countries that we have seen, however firm indicators 

are still impressive in several aspects: relatively high level of innovation, 89% of 

exports are manufactured products, and 20% of exports are high tech.  



The quality of markets and infrastructure are very limited with all indicators 

performing at around 50% of the desired valued.   

Economic performance has been outstanding: total GDP quadrupled since 1978, 

growing at a rate of 8.2% since 1975, with no inflation or unemployment and the 

same level of inequality between rich and poor as most European countries. Health 

and education figures rank below most developed countries, but the numbers are 

still awesome considering the size and history of the country,  

Some figures are very interesting such as: national savings rate ranks 2nd. 

worldwide, investment has grown by 8%, local availability of process machinery 

ranks 2nd. worldwide, employment ranks 1st. worldwide. It is the 7th largest trading 

country in the world, exporting to USA (22%), Hong Kong (19%), Japan (17%), 

Germany, UK, Netherlands, South Korea, Singapore, Taiwan. Trade has grown 

from $ 15 bn in 1977 to $ 510 bn in 2001. 

 

3. Hypotheses 

The transformation processes 

Joseph Colomer (2000) presents a very simple model that shows how 

transformation processes such as the ones experimented with by Russia and 

Poland, have their origin in the failure of non-democratic regimes. In our research 

on these six nations we have expanded the concept: a difficult initial situation was 

a prerequisite that triggered the transformation process, whether caused by a 

democratic or non-democratic failure.  

Colomer stresses that the transformation processes can, in some cases, lead to a 

better situation; in others, they can lead to a civil war conflict. The better result 

occurs in democratic or semi-democratic regimes. The bad situations show 

countries in trouble; instead of generating an ethical project for the benefit of the 

society, they go in the opposite direction--corruption, social disintegration, lack of a 

common view regarding what kind of country they want to build, lack of coherent 

strategies and lack of institutions.   



Our transformation model follows a Strategic Management approach. According to 

Collins and Porras (1995), successful firms tend to be missionary which means 

that a firm must treat as a vocation its goal to do the best it can for its 

shareholders.  The Resource View of the Firm that we presented earlier stresses 

the importance of knowledge and relationship as key resources. Leif Edvinsson 

(1998) with his Intellectual Capital model shows that people’s initiative and 

motivation are the agents of wealth creation. All modern Strategic Management 

research led by Mintzberg (1987), Andrews (1987) and Quinn (1978) among many 

others shows that in successful companies the strategy emerges from the 

organization, from the people--personal creativity, experience and motivation are 

critical.    

These six countries became determined to change and crafted the methods to 

accomplish change during their initial crises. 

 

The Strategic Management Process 

To perform a deep country analysis, sound enough to predict where is the country 

going, we believe that we must analyze the management process that is taking 

place in such society. And this managerial process must be oriented to generate 

the resources so that companies can create wealth, as described in the previous 

item.  

This requires the analysis of the following items, especially in regards of how much 

the society is oriented to create such resources: 

I. Environment  

II. Planning 

i. Ethics 

ii. Country Vision 

iii. Strategies and actions 

III. Organizing 



IV. Leading 

V. Monitoring 

While implementing such managerial process, some countries are successful in 

supplying all required resources to companies, develop the required infrastructure, 

the markets, promote the development of technology, promote investments and 

entrepreneurship, open the economy to international markets, but other countries 

are not. If the societies in these countries have an adequate level of economic and 

human development, health, education, opportunities, they will be able to produce 

the savings, the products, the skills, they will be able to generate the political 

stability and adequate rule of law that firms require to perform. 

 

I. Environment 

A difficult environment normally precedes successful transformation processes. 

Such crises convince the society that a serious change is needed, and also 

motivate the people to accept the required investments, sacrifices, the need to 

work together to produce a deep change.  

This leads to our first hypothesis: 

Hypothesis 1. Initial difficult environment: successful transformation 

processes are preceded by difficult initial environment 

 

II. Planning 

i. Ethics 

Once the societies are convinced that they need a change, a model of country is 

developed. This is the equivalent to the managerial concept of Mission. Some 

countries develop their own Mission, the same way some successful companies 

do. Mission is an ethical concept: how are we going to address the needs of our 

“stakeholders”, our fellow countrymen, other societies. In some cases it emerges 

from the society, in some cases some leader proposes it.  



The hard situation of these countries fostered a higher level of cultural cohesion 

and strong ethical values. These cohesion and ethical values can be seen at:  

• A positive attitude to other fellow citizens, an effort to increase the level of trust. 

This trust is critical to reach political consensus, to be able to implement 

innovative policies and strategies effectively and consistently throughout the 

time. The implementation of free economy policies requires a higher level of 

trust.  

• What is the role of the rule of law, law enforcement. Successful societies 

defend higher standards of ethics and fight against corruption. With corruption: 

investments do not show up, innovation does not prosper, there is no political 

stability as people distrust politicians and corporations 

• The reduction or elimination of the distrust to other countries, xenophobia. This 

is a pre-requisite to foster the opening of the economy, to empower imports and 

exports that in most of these countries have been the engine of the economic 

prosperity 

• How the society is willing to deal with poverty, inequality, health, education and 

other human needs, in order to ensure a good quality of life (Hofstede’s 

Masculinity vs. Femininity). Unequal societies hardly have political stability, 

hardly control corruption. Unhappy societies develop higher levels of distrust: to 

wealth and corporations, to risk-return, that end up in regulations that tie 

entrepreneurship, innovation, change stooping economic growth  

• How the society deals with the accumulation of power in the social organization, 

the need for democratic institutions (Hofstede’s Power Distance). Societies with 

high power accumulation lack efficient democratic institutions: without them 

societies can hardly control corruption, inequalities, reach long term political 

consensus and stability 

 

 

 



This leads to our second hypothesis: 

Hypothesis 2. Ethics: countries that have experienced successful 

transformation processes reacted with an ethical way to the initial difficult 

environment 

 

ii. Country Vision 

This difficult situation and ethical cohesion was reflected in a Country Vision in 

most of these cases: the members of the society agreed on where they wanted to 

go.  

The role of the Country Vision is to have an ideal of society that promotes 

consensus and motivation to work for it. Visions create leadership, motivation, 

energy that are transformed into long term investments, entrepreneurship, political 

support, higher levels of trust on the system, on the society, on the corporations, 

on the politicians, and on the institutions. 

• Where do we want to lead this society? What levels of economic and social 

development, education, health, equality, security? 

• What values do we want to live and defend in the world? Freedom, equality, 

economic prosperity, our culture, our religion, our traditions? 

• How do we want to insert in the international community?, ¿what do we want to 

contribute? A recognized exporter of technology, of commodities, software, 

machinery, tourism, literature, music, arts? 

• What sort of society do we want to build? 

• What rules of organization and behavior do we want to obey? 

• How are we going to organize ourselves to look for competitiveness, innovation, 

entrepreneurship? 

• What sort of agreement between generations? 

• What state politics? 



 

This leads to our third hypothesis: 

Hypothesis 3. Country Vision: countries that have experienced successful 

transformation processes developed a country vision that was shared by the 

majority of the society 

 

iii. Strategies and actions 

But the ideals must be landed in sound strategies and action plans. These 

countries were able to produce different sort of more or less agreed strategies and 

action plans.  

In this topic it is critical to link government actions to Supply Side Economics. As 

the performance of the firm is our approach, government actions must be oriented 

to develop the resources required by the firms to perform adequately.  

Such actions are addressed to the following topics: 

• What kind of government, what political system, how to make it representative, 

how to incorporate the civilians ideas, role of the political parties 

• What kind of economy, level of economic freedom, areas to develop 

• International trade, actions to promote it 

• Investments, both local and foreign, level of freedom 

• Law creation and enforcement, property rights, intellectual property, risks of 

expropriation 

• Labor markets, level of freedom, how to reach consensus and political support 

• Financial markets, debt and equity markets, regulations 

• Product and service markets, entrepreneurship and innovation, promotion of 

R&D 

 



This leads to our fourth hypothesis: 

Hypothesis 4. Strategies and actions: countries that have experienced 

successful transformation processes were able to transform their country 

vision in short and medium term strategies and actions. 

 

III. Organizing. 

Some societies are successful in finding a right organization to carry out their 

goals. 

• How to organize the process: what rules, laws, regulations, institutions and 

decision making processes do we need?  

• How are we going to organize ourselves in order to implement our vision and 

goals, to make decisions, to create a fair society, to share loads and benefits, to 

create wealth for everyone, to grow, to learn, to innovate? 

• What is the role of the state, how will we develop quality / responsible public 

employees. How are we going to finance the public sector, what tax 

mechanisms, advisors, etc? 

• Institutions, regulations and processes to build a better society, fair, equal 

opportunities, reduced gap between rich and poor, education, re-training, 

culture and life in cities, health, social networks, environment, regional 

equilibrium, innovation capacity 

• Institutions, regulations and processes to build better markets (capital, labor, 

products), justice, security, defense, infrastructure, functioning of the market 

economy 

• Institutions, regulations and processes to support the wealth creators, attraction 

of Investments: Multinationals, Big local groups, Small business, clusters 

• Forums for debate, referendums, joint public/private discussion groups, 

programs. Mechanisms of communication between the society and the 



government, mechanisms to foster the participation of the different sectors of 

the societies: unions, corporations, government, other institutions.  

 

This leads to our fifth hypothesis: 

Hypothesis 5. Organizing: countries that have experienced successful 

transformation processes were able to find successful models of 

organization.  

 

IV. Leading. 

Once these societies created their own strategies and organizations, they needed 

to implement them, what required leadership.  

Leadership is needed to have the society well informed of the where to go, why, 

with people committed to work hard, motivated, fully aware of what they have to 

do, willing to do their best, to support the process. Leadership means 

empowerment, try to obtain the best out of the people, to align them in the same 

direction, to integrate them, to reach consensus and political support.  

This leadership in some of these societies was the result of personalities such as 

Adenauer, Gasperis, De Gaulle, Juan Carlos, Soares, Thatcher, Pinochet, 

Richardson, Howard.  

But other societies generated these leadership through the consensus of different 

sectors of the society, incorporating different members of the society: people, 

corporations, unions, politicians, such as the case of Ireland and Spain.  

In other cases this leadership was obtained through a “Strategic Management” 

process, such as the case of New Zealand.  

These societies were able to motivate the society, to create communication 

channels to share the visions, to incorporate ideas upside-down, and bottom-up.  

They facilitated the change in mentality, a learning process, maturation of the 

societies, incorporation of new ways of debate, of decision making 



 

This leads to our sixth hypothesis: 

Hypothesis 6. Leading: the successful transformation processes need a 

leader, either a personality or a coalition of people that motivate and energize 

the whole society towards to concretion of the strategies and actions 

 

V. Monitoring  
 
Control mechanisms are created in some in order to guarantee a successful 

implementation of the action plan.  

 

This leads to our seventh hypothesis: 

Hypothesis 7. Monitoring and control: countries that have experienced 

successful transformation processes were able to monitor and control the 

implementation of the strategies and actions. 

 
 
 
4. Results 

Hypothesis 1. Confirmed. Initial difficult environment: successful 

transformation processes are preceded by difficult initial environment 

These transformation processes started after tough environment conditions that 

generated a strong motivation to change. These societies were convinced of the 

need to change, were able to put together an ideal of society, and were willing to 

make the required sacrifices in order to reach such ideal. 

• Singapore in the ’60s had been expulsed from the Malaysian federation, without 

resources. Indonesians wanted to annex them. Britain threatened to pull out their 

military presence leaving 40,000 unemployed. Singapore had 14% unemployment, 



large dependence on commodity trade and few markets, low industrial technology 

knowledge and domestic capital.  

• By 1984 New Zealand debt reached some 70% of GDP, deficit was close to 

10% of GDP, with an endemic balance of payments problem. The rigid labor 

market fostered a 12% unemployment (among indigenous Maori population it 

reached 20%), inflation at one and a half times the OECD average for the twenty 

years prior to that.  

• Ireland has had a history signed with freedom difficulties. During the 12 century 

was invaded by the Norman, which followed a long period of foreign domination. 

Difficulties between Catholics and Protestants, they finally lost their political and 

religious freedom. Emigration and the potato famine reduced the population by one 

third by 1840. Political violence and a tough dependence from London signed the 

twentieth century.  

During the 1980’s the crisis worsened, with a lack of a single party majority 

government, high levels of violence, a severe financial crisis with a rampant debt 

(120% debt to GDP), unemployment at 17.5%, and inflation at 20%.  

• Spain’s only significant attempt at living under a democratic during the twentieth 

century was the chaotic Second Republic, 1931-36, that finished into one of the 

bloodiest Europeans civil wars (1936-39). This generated Franco’s authoritarian 

regime (1939-77).  

• Chile’s communist period (1970-1973) produced a debacle in the economy and 

the society. Poverty was rampant, scarcity and black market became widespread.  

Allende implemented irresponsible fiscal practices: large wage hikes, freezing of 

prices, large nationalization of companies (especially the copper giant Codelco) 

and banks (the 3 largest banks). He also attempted to nationalize consumer 

durable industries, beverage companies, fishing companies, construction 

companies, and pulp and paper. Between 1971 and 1973 strikes, political 

instability, and social conflict took place. The government systematically violated 



the constitution transforming a democratically elected government into a 

communist dictatorship.  

The initial years of the military government were bloody: thousands of people were 

killed, civil rights were halted, the people who supported the previous government 

could be arrested. These two experiences were very deep for the Chilean society. 

• During the 20th century China’s political and economic situation was chaotic: 

famine, civil unrest, military defeats and foreign occupation. Mao Zedong 

established a dictatorship that left millions of deaths. Rampant corruption in the 

government and the inefficient state owned companies, a GDP per capita of less 

than $200, and a paralyzed economy led the government to a new economic 

system, without abandoning the political lack of freedom.   

 

Hypothesis 2. Confirmed. Ethics: countries that have experienced successful 

transformation processes reacted with an ethical way to the initial difficult 

environment  

According to Transparency International, except for China that has a high level of 

corruption (3.5, being 1 the maximum corruption and 10 the minimum), all the other 

countries have very low levels of corruption: Singapore (9.3), New Zealand (9.5), 

Ireland (6.9), Spain (7.1), Chile (7.5).  

• Singapore’s government has promoted strong ethical values: “When rules are 

broken, whoever did it must face the consequences. If rules are followed, things 

will work and investors will come to Singapore to do business because good 

governance means certainty in the cost of doing business and assurance of legal 

redress of any wrongdoing. This is obviously to the benefit of investors, as well as 

the people of Singapore.”  

The Prime Minister created a Corrupt Practices Investigation Bureau (CPIB), 

independent from the government, and has actively enforced strong anti-corruption 

laws such as the Prevention of Corruption Act. When cases of corruption become 

public, the government acts diligently, especially when public officials are involved. 



• In Ireland, ethics was the result of a consensus mechanism, the mechanism for 

engagement created under the Partnerships for Prosperity and Fairness. The 

Government has agreed to consult with the social partners as appropriate on policy 

proposals and the design of implementation arrangements.  

• Chile has a tradition of accountability and transparency in the public sector. 

Corruption is not supported by the public opinion. Such tradition is reflected in 

institutions such as the General Comptrollership Office. Chilean public officials are 

recognized by their austerity, integrity and honesty.  

The National Commission of Public Ethics was created by President Frei. It is 

responsible to report: public servants integrity, conflicts of interest, control and 

oversight, contracts and bidding, penalty issues, political parties financing, social 

control.   

• Ethics in China has emerged as a discipline in the early 90’s, at 3 levels: 

individuals in various economic relations, economic organizations and economic 

systems. However it is difficult to reduce the level of corruption when 70% of the 

companies (state owned) are unprofitable, with 8 millions of unemployed. 

Government has a lot of discretionary power, both in law creation and 

enforcement.  

China has to solve several key issues such as a sustainable human development, 

environment and health, a modern system of relatively autonomous social 

institutions, the role of the state owned companies.  

Chinese did not have a rule of law as such, as the emperor was the administrator 

of punishments on a discretion basis. The Chinese ethical philosophy is rooted on 

Confucianism, the ethics of relationships, highly different from the western ethical 

norms. 

Chinese are having some intellectual discussion on how to produce a coherent and 

integrated body of law, with civil procedures, criminal procedures, criminal law, and 

contract law. In 1997 the CPC incorporated the rule of law as a basic guiding 



principle of the Party’s official document. The Congress proposed to create a 

comprehensive legal framework by 2010.  

 

Hypothesis 3. Confirmed. Country Vision: countries that have experienced 

successful transformation processes developed a country vision that was 

shared by the majority of the society 

These societies were successful in proposing and sharing a Country Vision: 

• In 1967 Singapore’s People’s action Party (PAP) proposed a Country Vision 

and the population massively supported this through their votes. Such Vision called 

to create a globally oriented, industrial republic to attract new business, a flexible 

society open to new values and attitudes, maximum mobilization of a well 

organized society and nation building.  

Today ten strategies were defined for the future: 1. Develop manufacturing and 

services as engines of growth; 2. Move from regionalization to globalization; 3. 

Build world class companies; 4. Strengthen its SME as relevant partners of MNCs; 

5. Build Human Capital; 6. Encourage risk taking, innovation and creativity; 7. 

Encourage the efficient supply and usage of land and utilities; 8. Government as a 

business facilitator; 9. Upgrade and develop capabilities in the entire manufacturing 

value chain, such as R&D, design, logistics; 10. Develop life sciences 

manufacturing, together as electronics, chemicals and engineering. 

• In 1986, New Zealand began a reform of its economy and state sector from a 

protectionist, social welfare state to an open, liberal economy. Although this cannot 

be called a comprehensive Country Vision, it subsequently developed ideals in 

education, health, innovation and other programs.  

• Ireland and Spain did not develop a Country Vision at first, but concentrated on 

the creation of a united society, in the case of Ireland, through the Partenrships for 

Prosperity and Fairness (explained below), in the case of Spain, through different 

agreements (Pacto de la Moncloa, Pacto del Temor, etc., explained below). Later 



on, through these mechanisms, the society as a whole developed a Country 

Vision. 

• The military government in Chile produced a “de-facto” transformation, the end 

of decades of government intervention on the economy, the end of the import 

substitution policy. The economy was open to foreign competition, most of the 

state owned companies were privatized, the corporate and union monopolies were 

eliminated, the labor market was flexibilized, a new private pension system was 

created as well as a new health system, new sectors were opened to competition: 

transport, energy, telecommunications, mining. Also poverty was attacked with a 

more systematic way, focusing in the most poor. Deregulation was launched, 

markets were improved, and foreign investments were seeked.   

Jose Pinera, Secretary of Labor and Social Security, was behind the successful 

launch of the Private Pension Fund in Chile. He created the Proyecto Chile 2010, 

free-market oriented. It proposes to make Chile a fully developed country by 2010 

in terms of health, education, international trade, economic development, etc. 

Jose Pineda aimed at developing a network of people that wanted to share their 

ideas, their proposals to change Chile. He launched 2 initiatives: groups to thinking 

and reflection to anticipate the 2010, and a TV program to talk about issues that 

interest the average Chilean.  

• China’s Country Vision is still unclear: although some ideas are arising, such 

as: economic development, improved rule of law, social development, gender 

equalization, health, economic growth, ecology. There are still several pending 

issues, deciding what kind of economic system they want (communist or 

capitalistic), political system (so far not democratic), and legal system (lack of a 

transparent and consistent body of laws and regulations).  

 

 
 
 
 
 



Hypothesis 4. Confirmed. Strategies and actions: countries that have 

experienced successful transformation processes were able to transform 

their country vision in short and medium term strategies and actions. 

Singapore  

Their strategy focused on trade restructuring, industry restructuring, economic 

infrastructure, human development, macroeconomic policies and labor and wage 

issues. 

• Government. The government has taken an active position planning and 

promoting economic development. Industrial policy, the active use of the public 

sector as an investor and promoter of development has created the image of 

"Singapore Inc."  

• Trade. Trade was promoted through the Trade Development Board (TDB) to 

provide assistance for local enterprises, and also established Export Credit 

Insurance. Private sector participated actively. Both encouraged participation in 

trade fairs, market and product research, etc. 

Singapore has very few trade barriers, has a free port and an open economy. More 

than 99% of all imports into Singapore enter the country duty-free.  

Singapore is a party to the World Trade Organization, the ASEAN Common 

Effective Preferential Tariff (CEPT) program for the ASEAN Free Trade Area which 

applies preferential tariffs to goods of ASEAN.  

Singapore has Free Trade Agreements with New Zealand, Japan and Europe. It is 

negotiating with the U.S., Mexico, Canada and Australia. 

The EDB promoted investments from Japan, Hong Kong, Taiwan, Australia, 

Europe and Malaysia.  

• Investments. Singapore defends an open investment policy. Foreign 

investment, combined with investments through government-linked companies 

(GLCs), are the basis of their open trade economy. The Economic Development 

Board (EDB) is very active and responsive to the changes in economic trends. 



There was a progression: first by the attraction of foreign investments to promote 

industrialization, further to promote technological and value-added economic 

sectors, and finally a knowledge-intensive manufacturing and services industries. 

This allows the development of MNCs engaged in sophisticated products and 

technologies, and further become the regional service economy leaders.  

The legal framework is very friendly to foreign investors. They do not need to have 

local partners share control with local companies. Singapore has no restrictions on 

royalties or reinvestment of earnings. 

• Law and regulations. The judicial system and law enforcement are considered 

serious and efficient. The Government has not taken expropriatory actions against 

foreign investors. 

Singapore has laws to protect intellectual property rights, and also relies on the 

private sector actions against transgressors.  

Several sectors are being deregulated: telecommunications, energy, financial and 

legal services.  

Investment promotion and protection agreements were signed with several 

countries to protect companies against war, expropriation and nationalization.  

• Financial Markets.  

Singapore has a liberal flow of financial resources, credits both in local and foreign 

currency, foreign exchange.  

The Government promoted the country's asset management sector with external 

asset managers. 

The banking system is solid. Although its banks are relatively small, they are more 

profitable and solid than many Asian banks. Banks are very limited in terms of 

holding or linking in non-banking activities. Singapore does not have a deposit 

insurance program. 

Singapore is a leading global FX trading and derivatives center, with more than 

600 sophisticated banking and financial institutions. 



• Labor Market. Between 1979 and 1985 the PAP put emphasis in wage 

correction policy to improve the labor market and promote more efficient use of 

labor, education and training programs, automation, mechanization and 

computerization.  

Labor laws are flexible, allowing for relatively free hiring and lay off.  

Labor-management relations are excellent. 30% of the workforce is unionized. 

Most unions have a close relationship with the PAP. Strikes are unusual, disputes 

are normally solved through mediation by the government.  

There is no minimum salary. The National Wage Council (joined by the 

government, unions and employers, with 10 members each party) recommends 

salary increases on a non mandatory basis. Troubled companies can reduce the 

salaries in up to 20%. 

Foreign workers can be hired up to a certain percentage. Government promotes 

the development of technologies to make labor more efficient.  

• Infrastructure and technology. Singapore is an "intelligent island" with a 

nationwide, high-speed, internet backbone called, "Singapore ONE." 60% of 

households have a computer, and 40% are web connected. 100% of the schools 

and public libraries have computers with broadband access. 100% of households 

have telephones and 60% of the population use mobile phones. 

The government strives to maintain electronics at almost 15% of GNP. The 

government is also promoting the development of photonics equipment and 

components manufacturing, by support research institutes, universities and 

industry players, and the training of engineers and technicians.  

Singapore wants to become a global info-communications technology capital by 

the year 2010, a knowledge-based economy, with a high value-added 

manufacturing sector. 

 

New Zealand 



New Zealand has become one of the least regulated markets in the world. It’s 

economic prosperity is based on its low interest rates, very low inflation, with 

political stability and business deregulation. 

Strong capital market and labor markets, government efficiency, free trade, 

industry assistance, no subsidies, are pre-requisites for developing a goods 

market.  

The inefficient Infrastructure was deregulated and renewed. The closely regulated 

labor market became flexible and dynamic, productivity can be rewarded, training 

becomes central. Unionizing become free, bargaining transformed at a level of 

individual enterprises. 

The Reserve Bank of New Zealand has sole responsibility for monetary policies. 

Tax system became neutral.   

Most state owned companies were privatized.  

• Government. Government management was “privatized”, managed as a 

corporation, with a clear planning, budgeting and accounting systems. Each 

government official has a contract with clear goals and expected results. Payment 

is based on performance, bonuses are usual. 

• Trade and economy. New Zealand has a very free trade, with a level of tariff 

rate below 4%. This is the result of its participation as member of the World Trade 

Organization (WTO). 

New Zealand has a Closer Economic Relationship (CER) with Australia, a free 

trade area, what is very beneficial, as Australia is its main partner, largest export 

market, and largest source of imports.  

The government ambitious fiscal objective has allowed to have budget surpluses 

over the last 3 years. 

• Law. Its legal system strives to ensure an efficient and no-corruption 

Government. Bribery is a serious matter. New Zealand is the 3rd in the world in 

terms of honesty. Intellectual property defense is very strong. Expropriation is not 

an issue. 



• Investments. For several years the Overseas Investment Commission followed 

a policy to presume in favor of foreign investors, but now has a more "neutral" 

approach. Foreign direct investment is yet welcomed and promoted.  

In the past New Zealand did not offer incentives to foreign investments. The good 

business environment is the best promoter of foreign investments. 

• Labor Market. Unemployment was 5.0% by 2003. The Employment Contracts 

Act of 1991 ended compulsory unionism, prohibited strikes, reulated minimum 

wages and safety in the work-place. An Employment Tribunal manages conflicts. In 

2001, workdays lost as a result of strikes were at the lowest of the last 70 years. 

The law protects workers from exploitation. 

The Employment Relations Act ruled on 2000 emphasizes good faith bargaining.  

• Financial Markets. The banking system is fully deregulated: both managers and 

depositors assume the risk of their banks. Deposits are not covered by any 

insurance. 

By 2002, 1% of the country's banking assets were domestically owned; 65% were 

Australian-owned, and the balance (34%) was owned by other foreign entities.  

• Technology, entrepreneurship. New Zealand is moving from an agricultural-

based economy to a manufacturing and service economy.  

75% of all New Zealanders have access to the www. Business instead have not 

turned to the www massively.  

Biotechnology is booming. The government is prioritizing biotech as one of three 

key areas to promote development. Large amounts of funds are being allocated in 

related R&D. Animal Health and Pharmaceutical products constitute are the key 

areas being developed. Each one of the 17 have alliances with 23 partners, half of 

them foreigners.  

New Zealanders are very fond of franchising, what makes this business segment a 

fast growing one.  

  



Ireland 

Ireland’s business environments is extremely open and transparent, one of the 

best for business in Europe.   

This is the result Ireland's "Partnership for Prosperity Programs" that create a 

debate framework for government, business, labor, and other social institutions.   

As in other successful cases such as Singapore, the initial foreign investments 

were oriented to very basic production. The high level of skills and the proactive 

attitude of the employees fostered more sophisticated investments. New 

employees had higher skills and a virtuous circle started to evolve. New Irish high-

tech companies, and large MNCs in in business such as software, electronics, and 

pharmaceuticals are establishing more and more into Ireland.  

• Government. The Partnership for Prosperity and Fairness helped the 

government's economic policies to have a large social and political support.  

• Investments. FDI promotion has been a key policy of Irish governments in the 

last 3 decades. As Singapore, this was the base of employment creation, 

especially in high tech and high-skill sectors, and now trying to develop a 

knowledge based economy.     

As a result foreign investment has boomed in areas such as IT, drugs, chemicals, 

electronics and banking.   

The low tax inducement used in previous years was eliminated with 2003’s 

inclusion into the EU.  

• Law. Irish bankruptcy legal framework provides adequate protection for 

creditors.   

Ireland is a member of the World Intellectual Property Organization and a party to 

the International Convention for the Protection of Intellectual Property. Ireland has 

one of the most developed Intellectual Property protection systems in Europe. 

Corruption is not a serious problem for foreign investors in Ireland, by way of the 

Public Bodies Corrupt Practices Act, 1889, the Prevention of Corruption Act, 1906 



and the Prevention of Corruption Act, 1916 and the Prevention of Corruption 

(Amendment) Act, 2001, and the Ethics in Public Office Act 1995. Bribery of foreign 

officials is also illegal. 

Several investigations are taking place to see if donations to political parties have 

wrongly influenced government decisions. Also a commission was created to 

investigate white-collar and corporate crime.   

Earnings, interest or royalties can be freely converted and repatriated.   

• Financial Markets. Irish financial laws were designed to promote competition. 

As a result a very advanced banking system was developed, in very similar terms 

as the UK, for its business and physical proximity.   

• Labor Markets. Large Irish’s social welfare system makes labor cost rather 

expensive.  Unions make workers layoff rather difficult, and buy-outs are a 

common practice.  Mandatory trade union is still common.  Wages and medical 

insurance are on the rise. 

• Technology and entrepreneurship. Ireland is the world’s largest exporter of 

software, growing at a pace of 10% p.a.  90% of the software production is 

exported.  

Is one of the top largest 10 pharmaceutical world exporters, growing at 8% p.a.  

Together with the chemical segment, exports over $35 billion.  

 

Spain 

• Economics. Spain is the 3rd car manufacturer in Europe and 5th worldwide 

(expected to become the 4th),  80% of which are exported. Tourism has been the 

main source of foreign currency.  

The volume E-Commerce (B2C) in 2002 has increase by 100%., by e-government, 

web access to schools, and the promotion of the Internet society (España.es) will 

inject more than $ 1 billion through 2005.   



• Investments. The Spanish government is trying to promote foreign investment 

with a very liberal system, in accordance with the multi-disciplinary EU Directive 

88/361, that prohibits restrictions of capital movement between member states. 

Spain has bilateral investment agreements with over 30 countries. 

• Law. Spanish legal system is open and transparent.  

The Spanish government has moved fast through a wide but at the same time 

prudent privatization and deregulation program, reducing its influence over the 

economy. This has helped boosting of foreign investments.   

No expropriation or nationalization of foreign investment has taken place in recent 

years; in fact both are illegal.  

Spain has a fair and transparent bankruptcy regime. Property rights protection 

works adequately, even exceeding EU standards.  

Regulatory framework is similar to the EU countries. Bribery and other sort of 

corruption are illegal, and the system is considered reliable.   

• Financial Market. Spainish financial system is considered modern, 

sophisticated and internationalized. Spain has adopted EU financial, insurance and 

capital markets regulations. 

• Labor Market. Spain has still relatively rigid labor regulations. Downsizing is 

difficult and social security payments are large. Trade unions have opposed the 

liberalization of this regime. Because of high dismissal costs, temporary contracts 

account for 30% of total employment. 60% of the workers are under collective 

bargaining agreements. Striking is legal. 

• Infrastructure. Spain plans to invest $ 130 billion through 2007 in roads, 

airports, seaports and railroads combining public and private investment. Spain 

must catch up with the level of infrastructure of the rest of the EU.  

 



Chile 

Chile’s current success was originated in the military regime of the 70’s. Although it 

was criticized by the bloodshed and restrictions to political and civic freedom, 75% 

of people backed the free economy orientation established by that government. 

Prices were deregulated, interest rates raised, fiscal spending was reduced. Tariffs 

were reduced from 105% to 10% by 1980. Many industrial and financial sectors 

were privatized, except the mining sector.   

The next democratic governments continued the implementation of a free-market, 

pro-export economy that has been a model of success in the region. 

• Government. Chilean politics is marked by broad consensus among the major 

parties about the importance of a democratic political system and a free-market 

economy. Key differences between the center-left governing coalition and the 

center-right opposition involve strategies for and the role of government in 

addressing issues such as poverty eradication, health care, infrastructure, 

education, and reform of the tax and labor codes. 

• Economy. Although the state retains holdings in several industries, businesses 

in Chile are predominantly owned and controlled by private interests. The most 

important public corporation is CODELCO, the world's largest copper company, 

which the government has said it will not sell. Prices, except those of regulated 

utilities, are set freely.  

• Trade. The U.S. and Chile are conclude a bilateral free trade agreement. Chile 

already has free trade agreements with Canada and Mexico.  

Chilean exported goods and markets (the U.S., EU, Asia, Canada, Mexico, 

Venezuela, Colombia, Costa Rica and Ecuador) are very diverse, yet still 

commodity based such as copper and fruits. 

It is an associate member of Mercosur (Argentina, Brazil, Paraguay and Uruguay) 

although such area is not in very good shape after the Brazilian and Argentine 

collapses. 



• Investments. In 2001 the stock of FDI was $44 billion (60% of GNP), and 

inflows were $4 billion (6% of GNP). Most of the privatizations have been funded 

by foreign investors.  

They have eliminated the one-year residency requisite for foreign capital, as well 

as the lock-in requirement for loans and portfolio investment to stay 2 years in the 

country.  

Law. Chile has transparent and reliable legal system. Property rights are fully 

protected in Chile; it belongs to the World Intellectual Property Organization.  

Chilean regulatory systems is very straightforward. Government officials have little 

discretion in their acts. Corruption levels in Chile are very low. The Comptroller 

General of the Republic and the Comptroller General of Congress control bribery 

and government corruption.  

• Financial Markets. Chile's credit rating is the highest in South America in spite 

of the financial crises of the ‘90s.  

The Chilean government bonds placed internationally enjoy the lowest rates 

among the developing world.  

Chile has a sophisticated and liquid capital markets ($ 80 billion) as the result of 

successful Private Pension Fund System. Several Chilean companies trade in US 

securities markets.  

The Chilean banking system is very sound and internationalized. 

• Labor Markets. Labor relations have been quiet, although strikes occurred.  

Union membership is voluntary (13% percent of the labor is unionized) and 

collective agreements are legal, although contracts are negotiated on a firm case.  

• Infrastructure. Deregulation (airport, ports concessions) and privatizations are 

the key of Chilean’s evolved infrastructure.  

The Santiago subway is efficient and well managed. Raiload system is still very 

backward. Telecommunications infrastructure is one of the best in the South 

America. 



 

China 

• Government. The Chinese political system is way behind the economic reforms 

implemented in China. The Chinese Communist Party (CCP) is the backbone of 

Chinese political system. The National People's Congress (NPC) makes central 

decisions, and the different regions align with such decisions. However stability is 

still a main concern for such regions, therefore reforms are slowly incorporated 

Between 1997 and 1998 the Communist Party Congress empowered its General 

Secretary to restructure, close, or privatize China's state-owned companies.  

The number of ministries and commissions was reduced by 30%, and central 

government officials by 50%.  

The Constitution was aligned with such principles, private enterprise and rule of 

law were legitimized.  

• Economy. The gap between urban and rural incomes has been huge, 

unemployment rampant, as state-owed companies restructure and downsize, and 

official corruption creates a very harsh popular resentment.  

Large state owned companies (SOC) are being reinforced: they accounted for 43% 

of GDP in 1998, 44% in 1999, and 45% in 2000, receiving 50% of total 

investments. 36% of SOCs are still unprofitable.  

Infrastructure investment (40% of the total) has been growing by 2 digits.  

The goal is to reduce government’s share in most SOCs that do not affect national 

security. 

Price controls in general are being eliminated, excluding some social services 

(energy, transportation, telecommunications.  

The government establishes interest rates and financial costs. Private companies 

find difficult to raise capital.  

China's GDP was $1 trillion, still a medium market, especially in terms of GDP per 

capita: rural GDP/capita amounted to $280, while urban was $820.  



• Trade. China has just became member of the WTO: this is key to improve 

protectionism. 

Foreign trade is the key of China’s strategy. Several imports have been freed, 

custom tariffs fell drastically in order to enter the WTO, yet there is a long way to 

walk.  

The tax system, the licensing procedures are being aligned according to the WTO's 

requirements.  

The government has been trying to eliminate the near monopoly on import-export 

system enjoyed by a some state-owned firms.  

• Investments. China is the leading developing country recipient of FDI ($47 

billion in 2001, cumulative $400 billion).  

China has liberalized the establishment of foreign manufacturing: today wholly 

foreign-owned enterprises (WFOEs) are the preferred entry mode and Joint 

Ventures the second one, each accounting for around 50%.  

Transparency and discretionality are main concerns.  

China guides FDI to some industries (such as high tech) and regions (such as poor 

west and central areas). The Special Economic Zones, coastal cities, development 

zones received some promotional advantages such as investments and tax cuts.  

The government prioritized high-tech and export-oriented projects, related to: 

communications, construction materials, machinery, pharmaceuticals, medical 

equipment. Most of investment is directed to capital intensive manufacturing, 

investments oriented to service sector has been low. 

A foreign investor may obtain a 40% of taxes refund if profits are reinvested in 

China. If the reinvestment is in high technology or export-oriented enterprises the 

rebate is for 100%.  

China's tax system is complex and plenty of gray areas. The system is being 

computerized and streamlined for WTO’s requirements. 



• Law. China is moving towards the Western concept of rule of law. Laws are 

vague what generates discretionalities in its implementations. Communist Party 

and government officials at times complicate court decisions, especially is sensitive 

political cases.  

Intellectual Property rights are improving , however criminal penalties are rarely 

applied, and sanctions are too limited. Violations are rampant and widespread.  

Although China has signed most of the international Intellectual Property 

agreements, large-scale violations are still overwhelming.  

Nationalization of firms is illegal, except under "special" circumstances. There have 

been no cases of expropriation since 1979. Current bankruptcy law is recognized 

as inadequate, a new draft is being analyzed. 

All land is publicly owned, individuals cannot own land. The way to use is by way of 

leases. Buildings, apartments, and other structures can be owned. 

Corruption is rampant in spite of government’s anti-corruption campaigns. There 

are not independent investigative bodies. Banking and financial sectors are 

recognized as the more corrupt. Bribing is a crime under Chinese law.  

• Financial Markets. The financial system is based in state owned banks, still with 

no accounting or good commercial strategy. 

By 1999 China approved 25 foreign banks currency business, with assets of $ 35 

Bn. Between 1994 and 2000 banking system grew by 140%, especially in time 

deposits (327%) and savings (145%).   

Regulations are not prepared to solve financial crises.  

1995, Security Law, that covers mortgages, liens, pledges, and guaranties is still 

unclear although it was a huge step forward.  

The exchange rate and interest rates are regulated. China was recognized for 

successfully defending the value of its currency during the crises of the ‘90s, with 

no capital flights.  



China's capital markets is still way behind the advance of the rest of the economy. 

Two stock exchanges have been created, in 1990 and 1991.  

China's stock markets becoming more professionalised and Westernized in their 

practices. 

In 1994, 3 policy banks were created: the Import-Export Bank of China, the China 

Development Bank and the Agricultural Development Bank. Lending has been very 

guided by the government, to poor investment projects.  

China's commercial banks (generally state-owned) hold non performing loans for  

40% - 50%.  

When the financial crises of South East Asia erupted, Chinese government took 

some steps to soften its effects: 1. The People's Bank of China (China's central 

bank) regionalized its operations, 2. Created a Central Financial Work Commission 

to control management in financial institutions. Both decisions diminished the 

politically-driven lending practices and consequent bad loans. 

Foreign firms may borrow in state owned banks, however most lending is dirrected 

to investments that follow the policies of the government.  

In 1996, foreign bank branches started to be permitted to operate in some specific 

regions in local currency, and later expanded to more regions. By 2005, foreign 

banks should be allowed to fully operate in China. 

Some innovations are taking place: a consumer credit rating system, some small 

banks can issue stock and bonds, the Shenzhen and Pudong Development banks 

and China Minsheng Bank (only private bank), listed on the Shanghai Stock 

Exchange in 2000 (and this trend is expected to continue), interest rates are being 

deregulated.  

In 1996 foreign exchanging started to be liberalized, although with a heavy 

monitoring from the government. Foreign banks are allowed to buy or sell foreign 

exchange. 

• Labor Market. Poverty is still widespread, rural areas have salaries below World 

Bank definition for poverty of $ 1 / day.  



Although the government unemployment rate seems to be low: less than 4%, there 

are 150 million unemployed in rural areas trying to migrate to urban areas. The real 

figure for unemployment then is closer to 10-15%.  

Skilled managers, engineers, technicians, and experienced executives are scarce.  

 

Hypothesis 5. Confirmed. Organizing: countries that have experienced 

successful transformation processes were able to find models of 

organization  

The following cases of organization are especially interesting: 

• Singapore is a parliamentary republic, with a multi-ethnic population. It prides 

itself on political and social stability and the predictability this atmosphere offers to 

foreign investors and traders. The ruling People's Action Party (PAP) has 

dominated Singapore politics since 1965 and currently controls 81 of the 83 

regularly contested parliamentary seats. Opposition parties, which hold two 

regularly-contested parliamentary seats and one additional seat formally reserved 

to the opposition by the Constitution, do not usually espouse views that are 

radically different from the mainstream of Singapore political opinion. The 

expression of political differences takes place predominantly in a non-

confrontational way.  

• New Zealand has a very unique institutional proposal called Government 

Management. It is in fact the adaptation of corporate management into the 

government. The different members of the government have their own strategic 

plan, with clearly established goals that are monitored on a yearly basis. Besides 

that they have a wide freedom to define its own ways of action, hire personnel, 

establish salaries, etc.  

The government created a Department of Prime Minister and Cabinet (DPMC). 

The DPMC supports the Prime Minister, and has explicit responsibility for 

promoting co-ordination across the public service.  



The way to incorporate the proposal from the society and the government is 

through a strategic plan, a communication tool that states government strategy. It 

has goals and government action plans, with specific areas and expected results 

for the next three years. It goes to the CEOs of the public organizations, and is 

included in the CEO’s Annual Performance Agreement. It also goes to the 

Parliament, through a Budget Policy Statement and a Fiscal Strategy Report.  

• Ireland developed a very interesting institutional arrangement, the Partnership 

for Prosperity and Fairness, an agreements between the Government, employers, 

unions and many other social institutions. Representing the most comprehensive 

socioeconomic consensus ever achieved in Ireland, the agreements planned both 

income growth and investment in public and private industries and services. Also 

developed specific programs related to children, education, health, technology 

development, etc.  

These agreements fostered a wide economic success with significant international 

investment. Many foreign businesses established in Ireland, bringing with them 

new technologies, management and markets.  

 

 

Hypothesis 6. Confirmed. Leading: the successful transformation processes 

need a leader, either a personality or a coalition of people that motivate and 

energize the whole society towards to concretion of the strategies and 

actions 

• Educated in England, Lee Kuan Yew led Singapore to its independence and 

served as its first prime minister since 1959. He was re-elected until he stepped 

down in 1990. He transformed Singapore into a financial and industrial 

powerhouse, in spite of its lack of natural resources. Lee reinforced the law and 

order.  

• Sir Roger Douglas was Finance Minister in New Zealand’s Labor Government 

from 1984 to 1988. He was responsible for one of the most comprehensive 



restructuring program ever attempted by a government anywhere. He created the 

concept of government run as a private business enterprise, with strategic plans, 

financial and operational controls.  

Ruth Richardson was New Zealand's Minister of Finance from 1990 – 1993, 

responsible for the second wave of reform. She launched the Fiscal Responsibility 

Act of 1994, widely recognized for fiscal discipline. It became an international best 

practice, and a cornerstone of New Zealand's economic framework.  

Another interesting initiative to improve the communication between the 

government and the population is the development of a very sophisticated 

Government Portal to act as a communication channel to and from the society.  

• Ireland leadership was the result of the consensus among the different groups 

of the society. In this case it was the society, not a particular personality, the 

engine of the success. 

• King Juan Carlos, Adolfo Suarez and Felipe Gonzales transformed Spain into a 

modern democratic society, walked through the economic crisis, and set the 

foundations of the modern Spain. 

Suarez in the economic crisis of 1977 launched the “Pacto de la Moncloa”: the 

political parties agree with firms and unions, to support the parliament and 

institutions and change the fiscal system. In 1981 the pact on employment (Pacto 

del Temor), in 1995 the pact social security (Pacto de Toledo) complemented the 

initial arrangement. The different groups of the society that participated actively 

though the different social agreements have demonstrated the commitment and 

maturity required to produce this transformation. The congress, the unions, the 

citizens through their votes and political support, the firms, they all contributed to 

the success.  

• The military government led by Augusto Pinochet in 1973 was joined by a 

group of US educated ministers that launched a free-economy policy. This 

government ruled until 1989 and set the basic for the spectacular turnaround that 

Chile experienced. 



Chinese transformation process started with Deng Xiaoping in 1978. Deng was the 

architect on the transformation policies: decollectivization, opening up China to 

foreign investments, the privatization of much of the state owned companies. 

 

Hypothesis 7. Partially confirmed. Monitoring and control: countries that 

have experienced successful transformation processes were able to monitor 

and control the implementation of the strategies and actions. 

New Zealand 

The only country among this group that can show a really sophisticated turnaround 

implementation control system is New Zealand.  

The DPMC has developed a communication mechanism based on annual report 

that contains performance information, objectives and expected service 

performance, indicators of expected performance, accounting policies, financial 

performance objectives, financial performance.   

This is a true Balanced Scorecard (BSC) that highlights what is expected from 

every member of the government. Based on this that leader is to be rewarded (or 

punished) on a yearly basis.  

 

 

5. Significance and contribution to knowledge 

During the 90’s, multinational companies in many countries such as the east Asian 

countries, Russia, Mexico, Brazil, Argentina were in relatively good shape: Most of 

them were modern, efficient, expanding companies, they were learning how to 

grow, compete, etc.  

However suddenly the companies in such countries found serious difficulties, in 

some cases the whole economy collapsed. Such crises were very shocking, 

caught the world by surprise, they were sudden, deep, and its consequences can 

last for a long time. Traditional Environmental analyses fail to predict such crises.  



This research covers a void of knowledge in International Management. It 

addresses what should managers need to know when they must operate in 

developing countries. What do managers in such companies need to know to 

perform adequately in such shaky environments? What framework do they need to 

have in mind in terms of “required environment to operate”? 

In Strategic Management and International Business, there are already two 

modules that address this issue: the first is “Operating in Emerging Countries”, that 

focus in limitations of institutions in such countries; the second is “Cross Cultural 

Differences” that deal with Management in different environments. However none 

of them is comprehensive and their analyses are relatively limited. 

This research generates a more comprehensive framework to analyze what sorts 

of environments need companies to perform adequately, especially in developing 

countries.  

The results of such research can be beneficial to companies dealing in such 

countries to help them make decisions.  

It can also help these companies to deal with their stakeholders: investors, 

employees and clients, especially to help the governments of such troubled 

countries.  

It can help the governments and societies in such countries to deal with 

companies, to help them avoid committing mistakes and make decisions to help 

companies build wealth. What do the governments need to do if they want to have 

healthy companies, willing to invest, create jobs and grow. 

 

6. Sources of Information 

6.1. Statistics used in the database 

CIA. The World Factbook 

Freedom House. Survey of Freedom. Freedom in the World 2003 

Heritage Foundation. Index of Economic Freedom. 2003 



Hofstede. Cross Cultural Differences  

The IMF. International Financial Statistics 

Transparency International. Corruption Perception Index. 2002 

United Nations. Human Development Report. Human Development Index. 2001  

World Economic Forum. Global Competitiveness Report. 2003 
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