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Introduction

The objective of this research is to develop a conceptual framework to analyze the
environment in international business. This effort is the belief that scenario analysis based
only on the actions and performance indicators of the country tends to be very superficial
and unable to predict future events.

The crises in countries such as Argentina, Mexico, Brazil, East Asian countries, Russia,
Turkey prove that countries that seem to be performing well can suddenly suffer very
serious crises that nobody predicted.

The methodology followed in the research is the analysis of successful country
turnarounds, experiences of countries that were able to move from difficult situations to
final success stories.

This paperwork research on the cases of Singapore since 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 and Australia after the '80s, Chile since 1973, China since
1980 (Deng Xiao Ping transformation process).

This paper is not finished, as | plan to incorporate the successful transformations of
Germany, Italy and Japan after the World War 1l (‘50/°60), France during the V Republic
(de Gaulle since 1958), Portugal (Revolucion de los claveles 1974), and, even though they
are not complete processes: Canada, South Korea, Mexico, Brazil and India.

Further this will incorporate the unsuccessful experience of different groups of countries
such as the former Soviet Union, the Muslim, Latin American and African worlds,

This research will be furtherly joined by an economist, a political scientist, an historian, an
international business researcher.
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1. What do companies need from the country environment, in order to have a good
performance?

The following chart synthesizes the different needs companies have:
e Resources and markets: labor, products, money, technology, clients
e Predictable government, efficient, honest, stable political system

e Economic and legal systems, rules and regulations, predictability, economic freedom,
rule of law, defense of property rights

e Happy households, human development, education, health, security, equal
opportunities for male and female, for poor and rich people

e Culture that defends democratic systems, ethics, social cohesion

Some countries are successful in supplying all these elements 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.
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Our first task was the development of a very complete Excel database to analyze the
performance today of these 7 countries, to demonstrate the success of their transformation
process. This database covers 200 countries, with around 300 indicators covering the
topics indicated in the previous chart.

As an example of the kind of information that this database produced, we will concentrate
on Singapore. It is probably the most extraordinary transformation case.



Firms’ indicators for Singapore 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 center in the world.
They have the 4th largest foreign exchange center in the world, the 5th largest trader in
derivatives, the 9th largest lending center (after London, New York and Tokyo in foreign
exchange 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, which performance is 50% below the leaders.

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 shown 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).

Just two paragraphs related to the situation today of rest of the countries. New Zealand,
Ireland, Spain and Chile’s indicators related to Firms, Markets and Infrastructure,
Households, Government and Foundations are generally quite good, though somewhat
behind Singapore in every dimension.

Probably the larger differences are economical: lower GDP growth, lower GDP/capita,
larger unemployment, and trade is not as competitive. Economic freedom and honesty
also rank quite high, but political freedom is much higher in these countries compared to
Singapore.



Although China is way behind these countries, 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.

2. The transformation process.

The turnarounds involve a transformation process, from some difficult initial situation
towards a good final situation. What is interesting is the fact that some countries in trouble,
instead of generating a ethical project for the benefit of the society 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.

. Initial situation: “where are we coming from?”

These transformation processes started after tough events that generated a strong
motivation to change.

e 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 commaodity trade and few markets, low industrial technology knowledge
and domestic capital.

e 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.

e 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%.



e 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).

e 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.

e 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.

II. Ethics: the society realizes that they want an ethical country

The hard situation of these countries fostered a higher level of social cohesion and strong
ethical values. These cohesion and ethical values can be seen at:

e A positive attitude toward 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 that many societies do not have.

e What is the role of the rule of law, law enforcement. Successful societies defend higher
standards of ethics and fight against corruption. With corruption: nobody invests,
innovation does not prosper, there is no political stability as people distrust corrupted
politicians and corporations

e 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

e 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, stopping
economic growth

e 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

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).

e 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.

e Inlreland, 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.

e 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.

e 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.



[ll. Country vision: what type of country we agree that we want?

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.

e Where do we want to lead this society? What levels of economic and social
development, education, health, equality, security?

e What values do we want to live and defend in the world? Freedom, equality, economic
prosperity, our culture, our religion, our traditions?

e 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?

e What sort of society do we want to build?
e What rules of organization and behavior do we want to obey?

e How are we going to organize ourselves to look for competitiveness, innovation,
entrepreneurship?

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

e 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.

e 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.

e 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.



e 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.

e 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).

IV. Organization: institutions, rules.

These societies were successful in finding a good organization to carry out their Country
Vision.

e How to organize the process: what rules, laws, regulations, institutions and decision
making processes do we need?

e 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?

e 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?

e [nstitutions, 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

e [nstitutions, regulations and processes to build better markets (capital, labor, products),
justice, security, defense, infrastructure, functioning of the market economy

e [nstitutions, regulations and processes to support the wealth creators, attraction of
Investments: Multinationals, Big local groups, Small business, clusters

e 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.

The following cases of organization are especially interesting:

e 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.

e New Zealand has a very unique institutional proposal called Government Management.
Itis 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 CEQO’s Annual
Performance Agreement. It also goes to the Parliament, through a Budget Policy
Statement and a Fiscal Strategy Report.

e 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.

V. Strategies and actions

But the ideals must be landed in sound strategies and action plans. These countries
launched actions quite similar in fact. Such actions are addressed to the following topics:

e Government actions: the government as a facilitator and a promoter of the economic
development.

e Actions to promote International trade



e Actions to promote foreign Investments

e Action to create and enforce the law, property rights, intellectual property, risks of
expropriation, reduction of corruption

e Actions to develop labor markets, flexibility
e Actions to develop financial markets

e Actions to develop product and service markets, entrepreneurship and innovation,
promotion of R&D

This area is rich in examples of initiatives, but because of its length it is impossible to be
reproduced in these few pages. However these countries implemented relative similar
actions.

VI. Leadership.

Once these societies created their own strategies, 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 acting, energy, 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.

e 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.

e 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.

e 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.

e 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.

e 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.

e 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.

VII. Monitoring and control

Control mechanisms were created in some of these countries in order to guarantee a
successful implementation of the action plan. New Zealand has performance indicators
that are revised annually to make sure the action plan is duly implemented

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.



Conclusion

A company that needs to make a deeper international scenario analysis cannot
limit its scope to the main economic or political actions and results. The crises in
successful economies such as East Asian countries, some Latin American
countries, Russia and Turkey show that countries that implemented the right
decisions and had good results can collapse with little early warning signals.

This research strives to understand the processes, not just the situations, in order
to be able to predict where are the countries going to. There is a movie called
“Twister”, that shows a group of scientists trying to understand how hurricanes
behave, in order to predict their future actions and avoid major catastrophes: this is
very much the goal of this ongoing research.



