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Markets have become global

Globalization, underway for more than half a century, is 
a  process of economic integration and cultural 
homogenization across national borders.  Fostered by  
advances in transportation and communication 
technologies after World War II and a eight rounds of 
trade negotiations under GATT, trade has grown at 
twice the rate of world GDP.  Floating exchange rates, 
sovereign lending and the liberalization of capital 
accounts have accelerated this process. 

Today, nearly 73,000 multinational corporations 
manage more than 880,000 multinational subsidiaries.  
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Source: IMF, 2009.

$60.8 trillion



Share of the World GDP 2008
Purchasing power parity adjusted

$69 trillion

* Adjusted for Purchasing Power Parity

Source:  IMF, 2009



Countries compete

ÅWithin this global market place, countries 

compete for exports, for foreign direct 

investment and other capital resources, for 

technology and managerial know-how and for 

access to natural resources.  

ÅThe purpose of this competition is growth and 

development ïto reduce poverty, accommodate 

urbanization, create jobs and increase living 

standards.



ñPreparing our nation to 

compete is a goal that all of us 

can shareé  In a dynamic world 

economy, we are seeing new 

competitors, like China and 

India, and this creates 

uncertainty.ò
President George W. Bush

State of the Union Message, 2006



National Development Strategy

Countries have development strategies: 

- either explicit (carefully formulated

and discussed by senior government

officials); 

- or implicit (a loose collection of

goals and policies that merely net to

strategy, after the fact).



Organizational structure

ÅCountries ïlike companies ïneed an 

organizational structure suited to 

implementing the strategy;

ÅThat structure must fit the domestic 

context ïthe skills, assets, polity and 

culture of its people ïand the 

international context ïits geography 

and political relationships abroad.



The Role of Government is Crucial

ÅMediates the strategy

ÅDetermines the organizational 

structure

ÅShapes the context by building 

and regulating the institutions 

that shape the market



Essential role of state:

ÅProvide security ïdomestic and international;

ÅEnforce contracts, property rights and laws;

ÅBack risk ïincorporation, bankruptcy, 

unemployment insurance, pensions, nuclear 

facilities;

ÅProvide money;

ÅManage macro-economy;

ÅImplement industrial policy (explicit or implicit).



Developmental Strategy of Government

Å Fiscal policy

ÅRevenue sources

ÅExpenditure choices

ÅDeficit/Debt management

Å Monetary policy

ÅControl money/inflation

ÅRegulate banking

ÅControl exchange rates

Å Incomes policy

ÅWages, prices, work rules, distribution of income

Å Trade policy 

ÅTariffs, taxes, non-tariff barriers

Å Foreign direct investment controls

Å Nationalization/privatization

Å Economic regulation

ÅExternalities (environment) and market failures 
(telecom, banking, infrastructure and competition)

Å Provision of subsidies



Government Management of Institutions

ÅCorporations, partnerships, proprietorships

ÅInfrastructural resources

Å(water, power, roads, rails, air traffic, telecom)

ÅHuman resources

Å(schools, colleges/universities, healthcare)

ÅTechnological resources 

Å(patents, defense and public-science research)

ÅCapital resources

Å(banking, securities, insurance)



Trajectories of Development

VAsian high growth

ÅPost Soviet restructuring of Russia and 
East Europe

VLatin American recovery from debt crises

VIslamic resurgence

VAfrican renaissance

ÅEuropean integration

VDeficits and debt in Japan, Iceland and 
the United States



SingaporeïDesperation Strategy:

ÅBuild on the entrepot advantage;

ÅFree trade and foreign direct investment

ÅTight monetary policy

ÅMarket exchange rates

ÅForced savings

ÅInvest in public housing and infrastructure 

ÅState sector ï> 25% GDP

ÅBalanced budget (by late 80s)



Singaporeôs Institutional Web

ÅMinistry of Trade and Industry

ÅEconomic Development Board (EDB)

ÅHousing Development Board

Å Jurong Town Corporation

Å Temasek Holdings

ÅSingapore Airlines, Singapore Technologies

ÅMonetary Authority of Singapore (MAS)

ÅCentral Provident Fund

ÅSPRING (productivity board)

Å ASTAR (science and biotechnology)

ÅNational Trade Union Congress

ÅCorrupt Practices Investigation Board



Singapore ïResults!

ÅReal GDP growth ï7.5% for 37 years; 

ÅSavings 51% GDP; Investment 38%

ÅX&M = 3xGDP

ÅInflation ï> 2.1%

ÅBalanced budget 

ÅCurrent account 23% GDP

ÅGDP/capita (PPP) - $41,000  



ÅCut taxes to 20%; 18%

ÅHigher value-added tax - balance budget?

ÅMove to higher value-added exports?

ÅAttract intellectual talent?

ÅRefocus on biomedicine? 

ÅDeal with Chinese (and Indian) competition?  

Lee Hsien LoongôsNew Strategy



The global crisis was tough on tradeé.

ÅGDP down -2.1% ô09

Å Investment down -3.1%

ÅInflation down 0 in õ09

ÅExports down -20%

Å Imports down -22%

ÅTrade balance down -> (at $31 billion)

ÅCurrent account -> down slightly 12.5%/GDP 

ÅUnemployment up from 2.2% -> 3.4%

ÅGovõtsurplus 1.5% -> -2.7%



Singapore



China ïa Greater Challenge

Å$200 per capita

ÅClosed, Communist economy

ÅInefficient collective agriculture

ÅState-owned enterprise

Å987 million people

ÅñCultural Revolutionò



Dengõs Pragmatic Liberalization

ÅOne-child policy

ÅAgriculture ïhousehold responsibility system

ÅTVEs ïTownship & village enterprises

ÅSEZs ïSpecial economic zones

ÅSOEs ïmanagement responsibility system; 
then privatization

ÅGradual price decontrol

ÅTax reform (1994)

ÅCurrency reform (1994)

ÅWTO - 2001



China - Results

Å9.4% real GDP growth

ÅInvestment 42%; Savings 52%

ÅConsumption down to 36%

ÅExports 3% -> 35%

ÅImports 3% -> 28%

ÅInflation 3.5 -> 1.0%

ÅUnemployment ï9+%

ÅBalance of trade $360 bil; current account $440 bil.

ÅCumulative FDI - $900 bil



Structure of Chinaôs Industrial Output
percent of total value



China Industrial Production: Value Added
(yearly percent change)
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China inflation
(yearly percent change)

-5

0

5

10

15

20

25

30

1985 1987 1989 1991 1993 1995 1997 1999 2001 2003 2005 2007 2009

Source: Complied with data from the Economist Intelligence Unit.  



Source: Complied with data from the Economist Intelligence Unit.  

Chinaôs Growth

Nominal GDP, Real GDP, CPI
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Trade Balance

Source: Complied with data from the Economist Intelligence Unit.  



U.S. Merchandise Trade Balance and Exchange Rate
with China (inverted scale, millions $$)

Source: Economist Intelligence Unit .



CHINAôs



ÅTightly managed economic liberalization;

ÅInstitutional reform still lagging (e.g., SOEs,   

banks, federalist relations);

ÅExternalities mounting (e.g., environment, 

under-employment, corruption, food and

energy dependence);

ÅIncome distribution, rural population chafingé

ÅWTO ïpartial implementation;

ÅTrade surplus with US ($256 bn)ïsustainable?

ÅExports negative for first time in 25 years ï

unemployment up by 10 million?

ÅNext round ïeconomic/political balance?

China ïGreat Performance, but...



India ïFailed Import Substitution

ÅHindu rate of growth ï3.5% per year (with 

population growing 2.5% per year)

Å50% of output owned by public sector;

Å100% of banks and insurance firms;

ÅHighest tariffs, capacity licensing, imports 

allocated and price controls; 

ÅñSick unitsò protected;

ÅWidespread corruption.



India after 1991

Washington Consensuségradually

ÅFiscal policy ïdeficit reduction;

ÅMonetary policy ïtightened;

ÅExchange rates ïfloated;

ÅCapacity licensing ïremoved;

ÅPrice controls ïremoved;

ÅTariffs lowered;

ÅPrivatization begun;

ÅForeign direct investment allowed;

ÅSpending on infrastructure and education 

increased.



GDP Growth

Current 

Account Deficit
Government 

Deficit

* estimated

Source: Compiled from Center for Monitoring the Indian Economy; HSBC securities; Jardine Flaming India Broking Ltd.

Note: Fiscal deficit is the difference between revenues and spending; current account balance is the

broadest measure of goods, service and money that crosses a countryôs border, with a deficit indicating

more imports than exports.

%
%%
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Indiaôs Results:
Year-to-year percentage growth in gross domestic product, and government deficit and 

current account deficit as percent of GDP; all figures for year ending March 31



Foreign Investment in India Since 1991
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Corruption  2009

Source: Compiled from Transparency International, 2009 Corruption  Perceptions Index , www. transparencyinternational.org.

(0 = most corrupt     10 = least corrupt)

0 1 2 3 4 5 6 7 8 9 10

Singapore (3)

Japan (17)

United States (19)

South Africa (55)

Turkey (61)

Italy (63)

Saudi Arabia (63)

China (79)

India (84)

Mexico (89)

Russia (146)

Note: rank among other countries is in parentheses



Coalition Politics in India ïMay 2009



Indiaôs Exchange Rate
(Indian Rupee/U.S. Dollar, inverted scale)

Source: Complied with data from the Economist Intelligence Unit.  



Mexico and Latin America

(debt, structural adjustment, and micro-reform)

Old Strategy

ÅImport substitution strategies with resource-led 

growth

ÅHigh tariffs, limited FDI, large public sectors, 

fiscal deficits, monetization, fixed exchange 

rates

Revised Strategy

ÅDebt leveraged growth, 1974-1982;

ÅDebt crises & IMF bailouts



Economic Liberalization Strategy ï1982-1996

ÅDevaluations

ÅFiscal and monetary control

ÅTariffs down -> NAFTA

ÅPrivatizations ïdomestic & foreign

ÅFDI ïmaquiladoras

ÅWage controls

ÅBrady plan debt reductions

ÅBut, overvaluation, current account 
deficits and foreign debt up ïsecond 
ñtequilaò crisis.



Mexico Recovery
(real GDP)





Political Liberalization Strategy

under Vincente Fox (2000-2006)

ÅMacro-economy stable ïnow microeconomic 

and institutional reform;

ÅFix pensions;

ÅPoverty, education, income distribution, labor 

law, oil and gas sector, environment;

ÅControl crime and drugs

ÅAnd China competition threatening maquilas!

ÅBut PAN a minority partyélittle accomplished.



More Effective Reform under

Felipe Calderon (2006 ->

ÅDrug war ï10,000 arrested; 20 leaders;

ÅPension reform ïretirement age up; defined 

benefits -> defined contributions;

ÅElectoral reform ïshorter campaigns, limit to 

media spending;

ÅFiscal reform ïcorporate flat tax, collection 

efficiencies -> revenue up 2%;

ÅPemex ïlimited financial flexibility;

ÅNext ïelectoral reform ïre-elections













ÅMexico ïdemocratizing and economic reform ïprivatized, well-managed 
fiscal and monetary stability, and NAFTA dependent; now, crime and economic 

efficiency;

ÅArgentina ïstable government ? Will Argentina inflate? Will it become 
competitive? Will default have lasting ill-effects?

ÅBrazil ïCan institutional reform continue, with effective debt management, 
pension reform and income redistribution- will Lula alleviate corruption and 

manage responsibly? 

Latin American Recovery?

2008 2009 2010 2008 2009 2010 2008 2009 2010

Mexico 1.3 -7.3 3.3 5.1 5.4 3.5 -1.4 -1.2 -1.3

Argentina 6.8 -2.5 1.5 8.6 5.6 5.0 1.4 4.4 4.9

Brazil 5.1 -0.7 3.5 5.7 4.8 4.1 -1.8 -1.3 -1.9

Chile 3.2 -1.7 4.0 8.7 2.0 2.3 -2.0 0.7 -0.4

Colombia 2.5 -0.3 2.5 7.0 4.6 3.7 -2.8 -2.9 -3.1

Venezuela 4.8 -2.0 -0.4 30.4 29.5 30.0 12.3 1.8 5.4

Growth of GDP               % Inflation Cur acct (%/GDP



Islamic Resurgence/Saudi Arabia Annual 

GDP Growth

Percent



Saudi Arabia ïEconomic Issues 

until Oil Prices Rose

ÅSlow economic growth (1.8% per year), 
except for past three years ïhigh oil prices;

ÅGovernment budgets ïirregular deficits/debt

ÅDefense, debt service and education

ÅUnemployment ï> 13+% 

ÅLow inflation

ÅHuge Trade surpluses

ÅCurrent account deficits (until 2000): large 
surpluses since.



Saudi Arabia: Gross Domestic Product

Percent Share of GDP


