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Abstract: The “ Tigers’ are a group of 4-5 East Asian countries, which have joined the rich western
countriesafter aperiod of 30-40yearsof “ miraculous’ growth. Large controversiessurround theattempt
to explain how they did it. The paper briefly surveys the discussion. The economic freedom index allows
an analysis of the main controversy: Therole of the state in their rapid growth. After a discussion of the
likely biasesthe data are considered. Three of the 5 countrieshavealevel of regulation much likethe West
European countries while 2 are as close to laissez-faire as any country in the world. All are much more

“market friendly” than the LDC’ sthey left behind only 40 years ago. It is also concluded that the extent
of laissez-faire can be only one aspect of the miracle.
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make everything as transparent and easy to check for the reader as possible.
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Failure has no parents, but a queue of hopefuls claim “parentage” to the greatest success in economic
development: the four/five Tigers of the Asian Miracle. This has generated a major controversy between
the claimants.

Japan was the first non-Western country that managed to become rich and then four countries —
Hong Kong, Singapore, South Korea and Taiwan — joined after three to four decades of very rapid
economic growth.? Poverty can be eliminated in the world, if the Tiger story can be compressed into a
clear recipe giving an economic strategy for all poor countriesto follow. Nobody believesthat it can, but
many think that a good deal of guidance can be distilled from the Tiger story. However, the range of
guidance offered by different distillers is amazing, as already suggested. We concentrate on the more
moderate liberal versus revisionist stands in the dispute.?

The paper showsthat the economic freedomindex, N, from the Fraser Institute casts considerable
light on the issues disputed. If the reader agrees that these data (within limits) are what they claim to be,
one of the biggest disputes in economic development is substantially reduced.

The paper first looks at the undisputed facts in Section 1, and then turns to the big controversy
between liberals and revisionists in Section 2. The economic freedom index is introduced in Section 3.
Section 4 demonstrates that it gives rather clear answers to some of the questions discussed. Finaly,
Section 5 summarizes the findings.

1 Some undisputed facts

Today theworld hasthree groups of rich countries: Oneisthe old group of the West that consists of about
25 countries.¥ The second is the new group of 5 oriental countries: Japan, South Korea, Taiwan, Hong
Kong and Singapore. The second group israpidly increasing. The third isthe group of thinly populated —
mainly Arab —oil countries.

1.1  Thegrowth numbers
Thefour Tigersbecamerichinjust 3-4 decades by growing at no lessthan 8-10% per year, ie 1.1*° = 1.08%
= 17. The West grew rich by about 100 years of moderate growth 1.03'® = 19.

The Tigers are surrounded by mini-Tigers as Thailand, Malaysia, Indonesia, etc. They are also
doing rather well, but still have some way to go. Also, the Orient has countries —as Myanmar and North
Korea—which have done poorly. The contrast between North and South K oreaand between Thailand and
Myanmar is often used as strong evidence of the effects of different economic strategies and political
regimes.

Finally, the cases of Chinaand Vietnam are often included in the discussion. Both countries have

1 Theterms are: South Korea, Taiwan, Hong Kong and Singapore are the 4 Tigers. When Japan is included we speak
of 5 Tigers. Orient coversthe Far East including Malaysiaand Indonesia. The Asian miracle refersto the high growth
experience of oriental countries. Liberal is used in the European sense.

2. Ideol ogically loaded terms are defined rel ative to the market/dirigisme-dimension: Liberals are thus more pro market,
while revisionists are more pro dirigiste. Extreme pro market stands are termed |ai ssez-faire.

3. Asusual the West consists of Western Europe, USA, Canada, Australiaand New Zealand.
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pursued very different economic strategies: first a Salinist/Maoist model and then aliberal model. It is
undisputed that the liberal model, which wasfirstintroduced in Chinaafter 1978 and then by Vietnam, has
been successful till now. The economic record under the old system is still controversial.? It is difficult
to assess as it changed over time and devel oped during periods of monumental political events. Finaly,
it is obvious that the rapid economic growth of China and Vietnam took place on the foundations laid
under the old system. Even then it has often been argued that the successful economic development of
Hong Kong is now being replicated in arealy grand way in Shanghai, Guangzhou (Canton), and other
Chinese growth centers.

1.2  Classifying the 5 countries

Thefollowingwill concentrate onthefive Tigers(including Japan). Table 1 gives someinformation about
these countries. Their total population isamost as large as the one of the 6 founding members of the EU.
All 5 countries have ahigh population density, and it should be added that none of them arerichin mineral
resources.

Table 1. Some datafor the 5 Tigers

Official data NGO indices

Population  Persgkm  gdp index Economic  Corruption

mio 2000 (PPP) Freedom (honesty)
Japan 126'400 335 115 7.91 6.4
South Korea 47'300 477 65 7.13 4.0
Taiwan 22'300 620 90 7.32 55
Hong Kong 7'000 6'383 102 9.38 7.7
Singapore 3'600 5'509 124 9.28 9.1

Note:  GDP per capitaistermed gdp. Inthetablegdpisin % of the EMU countriesfor 1998. Datafrom World Bank
(2000) and IDB (home page). The two NGO indices are the economic freedom index discussed below, and
the (anti) corruption index from Transparency International. Both indices go from O (the worst) to 10 (the
best). The values are for 1999 and 2000 respectively. The correlations among the 3 rightmost columns are
all high: The most economically free Tigers are a so richest and most honest. The places of Singapore and
Japan are the reverse in most PPP comparisons.

A few historical facts are listed in Table A1 (Appendix) to refresh the memory of the reader. The table
aready suggests that tigers are of two kinds:

Thetwo city states of Hong Kong and Singapore both had along history as British colonies. They
reckoned that their only chance was to become trade centers, and they did obtain trade flows in excess of
their GDP. For them it was (still is) of key importance that nothing could hamper trade. There are hence
good reasons why they have followed very liberal policies as we shall see.

TheJapanese-style Tigersare Japan and itstwo former col onies Taiwan and K orea, who have both

4, The official record of Chinaand Vietnam before the reforms was not much inferior to the one after the system change,
but GDP calculationsin communist countries are often misleading, and it is hard to imagine that the regimes of either
country would have changed to a (much more) liberal system without good reasons.
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successfully adopted many Japaneseinstitutions.® They wereliberated from Japan by the USA and amajor
land reform was made after the flight of the Japaneselandlords. Both got heavily involved in the Cold War
on the US side. In the Korean case it became alarge scale real war.? Taiwan escaped war, but barely so.

1.3  Threeinteresting facts: income distribution, public sector share and savings rates

Thetwo largest of thefour Tigers— South Korea and Taiwan — have had relatively equal income distribu-
tionsfrom the start of their growth period. The Gini-coefficients reported werein therange of 0.30- 0.34
(much like the USA), while many LDC’sin Africaand Latin America had Gini-coefficients around 0.5.
The Gini’ sdeteriorated alittlethefirst few yearsafter the start of the high growth period in both countries,
but it soon returned to its previous level, and till this day both countries have remained fairly equal, with
amost unchanged Gini’s.

Thereason for thelow Gini’ sat the outset of the super-growth isthelargeland reforms. However,
during the growth the share of agriculture decreased the same as everywhere, and it isinteresting that the
Gini’s could remain so low. Normally, economic development in densely populated (Iabor surplus)
economieswould be associated with rising unemployment in the towns as described by the Harris- Todaro
mechanism.” This creates large earning gaps in the economy, and hence a deterioration in the income
distribution. Inthe case at hand this did not happen due to the rapid growth of employment in the modern
sector.

The Gini’ sof Hong Kong and Singapore were closer to the average, but asthe countriesgrew rich
thelir distribution has improved (as usual), and now they are close to the other Tigers.

Thelow Gini’ sand rapid growth of the Tigers provesthat high growth isnot prevented by a (fairly)
equal incomedistribution. It iseven used asthe main observationsin studies showing that an equal income
distribution increases the growth rate.®

Another important point is that all 5 rich oriental countries have relatively small public sectors
compared to the West. Whilethe sharesarein the range of 40-50% in the West, they are below 30% in the
Orient. Inthe case of Hong Kong the public sector isonly around 9% of GDP.” The main differenceisthat
transfer payments are small in the Orient.

Finally, itisuncontroversial that thefive countries have unusually high savingsrates. Itisarguable

5. Neither of the countries look back on their colonial days with much pleasure. So their use of Japanese ingtitutionsis
not out of sympathy, but they have learned that here is a set of efficient institutions to adopt.
6. South Koreafollowed anormal 1SI-policy (see 2.1) before the military took over and made a dramatic policy change

in 1961/62, precisely at the start of the high growth. Most observers therefore ascribe the start of the high growth to
the policy change, though some argue that the foundation was laid by the previous policies, and by the US
reconstruction aid after the war. It is more difficult to identify a clear upward kink in the other 3 cases.

7. It describes a situation where an increase in the chance of obtaining amodern sector job in the towns make the hidden
unemployment in the countryside turn up as open unemployment in the towns.

8. The finding of a negative correlation — first by Persson & Tabellini (1992) and Alesina & Rodrik (1992) — between
the Gini and the growth rate has been widely reported. And, it is surely afinding with nice policy implications. It is
largely due to the Tigers.

9. Thisshareissimilar to the sharein most countries of the West in the century between the Napol eonic War and World

Wear |, where they grew rich. Perhaps the share will rise in the Tiger countries as well.
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both that the savings rates are high because of the high growth rates, and that the growth rates are high
because of the high savingsrates. The savingsrates are almost twice as high asin other rich countries, and
the savings rates were high even at the start of the growth period.

2. Thediscussion: from outcaststo starsand the controver sy

Therelative status of the Tigers changed dramatically upward from the 1960still 1990, while the “recipe
fight” started about 1990. Let usfirst look at the history.

2.1  Beforethe controversy: from outcaststo Tigers

In 1955 most development experts considered the 4 future Tigers as basket cases. They were as poor as
the African countriesand hopel essly overpopul ated. South K oreawasravaged by abloody and destructive
war. Hong Kong was (is) an overcrowded rock, and Singapore was not much better. Taiwan had just had
its population increased by adefeated army headed by agroup of corrupt nationalist generals. In addition,
South Korea and Taiwan were constantly threatened by invasion from communist neighbors. They
included the world's most populated country China, which was armed by the Soviet Union. Finally, the
future Tigers suffered from having an anti-developmental culture, in the view of expertsin culture and
development (notably the Dutch school of JH. Boeke).™

The 4 basket caseswere outcasts from the club of good LDC'’ s. Inthe 1960s and 1970stheleading
group of LDC’ s was the group of non-aligned nations. They were strongly anti-imperialist and leaning
toward socialism. Clearly, three of the Tigers were not acceptable in the club: South Korea and Taiwan
were aligned with the USA, against socialist enemies, and South Korea had US bases. Hong Kong was a
British colony. Singapore was easy to describe asawestern trading post that (successfully) tried to become
the oriental home for as many multinational corporations as possible.

The non-aligned nations (as a group) pursued afamily of policies known as1S-policiesor Third
World Socialism. That is, African and Arab Socialism and Latin American Sructuralism. The policies
considered state control and economic planning, public investment and protection from the volatility of
the world market as the key to economic development. Self-sufficiency was recognized as an important
goal, and foreign trade was therefore an ideal tax object. A key ideawasto find policiesthat combined the
best from the Western (Capitalist) and the Eastern (Communist) economic systems. In practice that often
led to policies that were a compromise between the two systems.

Itiseasy to explain how these policiesemerged in the post colonial world during the cold war. The
| S-socialist policiesdominated inthe LDC' s, and they did appear successful inthe 1960s. However, these
policies had poor dynamic properties, and ran into trouble in the 1970s. The troubles were amain reason
for the borrowing that caused the debt crisis of 1982, which generated a decade of low growth. The | SI-
policies have been gradually reduced during the 1980s and 1990s as shown in Section 4.

10. Boekewrotein the 1920sto 1940s on the rel ation between devel opment and oriental (especially Indonesian) cultures.
He claimed that labor supply functions were backward bending, and that the cultures were excessively authoritarian
and hence technologically and organizationally conservative. It would al prevent an economic development of the
Orient. The discussion is surveyed in Meier (1964; pp 48-68).
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When theinitial endowments are considered and the political isolation is added, it is understan-
dablethat the four Tigers should try something else than the |SI-strategy. Nearly all observers agree that
the policy they chose was different from the I Sl-policy, and that their policies were export led. The main
exception to the agreement is Rodrik (1995, 1997), who argues that the policies of the Tigers are within
the range of policies chosen by other LDC's. What is different, is the skill with which the policies were
pursued. So essentially governments and bureaucrats of the Tigers were smarter.

2.2 Successdiscovered

When the growth data are considered in the clear light of hindsight, it should have been obvious that
something noteworthy was happening in the Tiger-countries as early as 1970, but this was the heyday of
the new left in the rich countries and the | SI-socialist policies in the poor countries.

The first western economists who discovered the miracle were trade oriented development
researchers as Anne O. Krueger, Bela Balassa and Jagdish N. Bhagwati. They suggested that the export
led growth strategy of the Tigers and afew other countries worked better than the | SI-strategy. Thisled
to amajor NBER research project “Foreign Trade Regimes and Economic Development”, resulting in a
dozen books, with detailed country comparisons. The study was directed by Krueger and Bhagwati and
ranfromtheearlytill thelate 1970s (the KoreavolumeisFrank, Kim & Westphal, 1975, see al so Krueger,
1978). From there the knowledge gradually spread.

Seen from a small semi-neutral NW-European country the knowledge was slow in penetrating.™”
As late as 1980 the general impression was that things were going better in North than in South Korea,
evenin politically moderate circles.*? Also, politicians could morally defend to travel to North Koreaand
China, but not to South Korea and Taiwan — even then knowledge gradually spread.

In the mid 1980s the World Bank began to advocate more market friendly policies based on the
experience of the Tigers, and other evidence in the NBER study. Also, Anne O. Krueger became Chief
Economist of the Bank in the mid 1980s. The Bank and the Fund developed Sructural Adjustment
Programs, to move countriesfromthe (failed) | SI-socialist over-regul ated and over-protected situation and
closer to the market. This policy was not successful in all cases, but future economic historians will
probably agree that it was an improvement in most cases, and often a success.”

It is important that the SA-policies and the recommendations of looking at the Tigers for role
models did come both from mainstream devel opment experts and from more radical liberals aswell (see
eg Lal, 1994). They agreed upon the following points:

(L1)) Many LDC'shad moved too far away from the market.
(L2) TheTigerswere closer to the market than most LDC’s. This was one reason for their success.

11. The small NW European countries have been strong advocates of free trade and property rights astheir own policies.
But somehow a strong support was built up for the view that everything was different in the LDC's. Here they
supported policies, they never undertook themselves.

12. Perhaps the best example is to compare the articles on the two Korea' s in the encyclopaedia“ Gyldendal s Leksikon”
published just before 1980, from the largest Dani sh publishing house. It was clearly meant to convey politically neutral
information. There are no signs that things are going better in the South.

13. The author has surveyed the structural adjustment literature in Paldam (2000). Unfortunately, in Danish only.
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The reader can easily see that these points can be developed into much more radical advice. Some did
make such advice, but most only recommended a step toward more liberal policies.*®

2.3  Growth as a function of the amount of public intervention — some economic theory

Growth, g, islikely to be afunction, 8, of the amount of economic intervention, f, and the efficiency of
the administration (shown by superscripts) asshownon Figure 1. Laissez-faire, f =0, isthesituation where
the state provides law and order and nothing else. For f < 0 thereis not even law and order. For agiven
efficiency thereisan optimal level of economic intervention counteracting market faults. However, there
are government faults as well as market faults. Economic theory predicts that the curve connection
economic growth and the amount of intervention is hump shaped as drawn in Figure 1. To the left of the
hump there istoo little intervention and to the right there is too much.

Figure 1. Therelation, 8, between intervention and economic growth in economic theory

g. real
growth
SA%k harm . Structural adjustments help
-« Max :

Collapse of
law & order : :
Laissez-  fo* = N f, the extent of
faire state intervention

Note:  The horizontal and vertical axes depict the extent of stateinterventionsin the mixture chosen by the government, and
the long run growth rate produced by theses policies, respectively.

The more efficient the government, the more successful interventions can it make, so thelarger isthe f*-
point of optimal interventions. Also, the larger is the growth gain. The efficiency of governments also
appliesto their ability to provide law and order. We have included agovernment that is so inefficient that
itisunabletoimprove upon laissez-faire. Thefigureillustratesthe view of Rodrik, wherethe claim isthat

14. The British historian, who most carefully chronicled the spectacular failure of the first big experiment in African
Socialism (Nkrumah's Ghana), ended with a passionate pleafor “business’, see Jones (1976, p 145).
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the f-value of, eg Turkey and South Korea is the same,*® but with different efficiency another outcome
occurs. It ishard to measure the efficiency of administrations, but aslisted in Table 1 several of the Tigers
(notably South Korea) have alevel of corruption that place them in the middle of the distribution.

Everybody ought to agree that the curves are shaped roughly like drawn. However, it isalso clear
that they are difficult to estimate. Many have hunches about the way these curves|ook, and these feelings
have a strong ideological factor. People at the | eft believe that the hump is high and that f* islarge even
for fairly inefficient governments. People at the right have the reverse beliefs.

The f*-point of optimal intervention is a maximum, so the 8-curve is flat around f*. It does not
matter if the government finds the exact location of f*, aslong asit isin the vicinity. Only if f isfar from
f* —or if law and order collapses — the level of regulation becomes a serious issue.

The economic freedom index is atool allowing estimates of the 8-relation, by providing a series,
N . -f, for the amount of regulation. The claim of Lawson, Gwartney & Block (1996) isthat the 8-curve
has a negative slope for the observable range (see 3.5).29 Other writers (eg Haan & Sturm, 1999) have
shown that the relation lacks robustness.

24  Therevisionists and the controversy

In the late 1980s a group of scholars known broadly as the revisionists started to tell Tiger stories that
differ from the ones of the liberals. Chalmers Johnson (1982, 1995 on Japan), Alice Amsten (1989, on
South Korea), Robert Wade (1990, on Taiwan) — see also Stephen Haggard (1990). Around 1992 the
controversy was in full bloom.*” The key points of the revisionists are:

(R1) Threeof the Tigers—Japan, Taiwan and (especially) South Korea— are far from laissez-faire.
(R2) Evenif they haverelatively small states, they have intervened considerably in the economy.

Thisis sometimes expressed asthe ideal of asmall but strong state, as endorsed by World Bank (1997).
The revisionist points (R1) and (R2) can be true at the same time as both liberal points (L1) and (L2). It
iscrucia what isused for the comparison, and thereis alarge gap between laissez-faire and the policy of,
say, Indiaor Tanzania. There is ample space for plenty of Tigersin the gap. It is hard to imagine that the
best policies are outside that gap.

The controversy becomes more heated when the revisionists go further and claim that the success
of the Tigersis due to the intervention policies of the governments, and then turn to the LDC’ s and say:
You can learn to intervene more, and more selectively from the Tigers.”® Also, the controversies have
branched out. Table 2 lists some of the most debated items. They are issues, which are well suited for

15. In the data considered below the difference between the two countriesis large especially before 1985.

16. However, Gwartney, Lawson & Holcombe (1998, 1999) show that f* may be a public sector of bout 15%. Other
estimation attempt have been made, but my assessment is that no satisfactory estimate of the 8-curve exists.

17. Therevisionists are amotley group, and so are the liberals. Singh (1997) gives anice summary of the discussion seen
from the revisionist point of view, while Krueger (1995) is one of the best surveys seen from the liberal side.

18. Also, of courseit gives spiceto the discussion when Wade (1994) claimsthat what the story of the Tigersreally shows,
isthat the Mercantilists were right, and that Adam Smith gave economics a wrong turn. Another such controversial
statement is Amsden’ sclaim the K orean planners systematically got “ priceswrong” to steer the economy —criticslike
Page (1995) terms this “mysticism”.
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prolonged controversy, as data are hard to find, so the debaters have to apply judgement.

Theselectivity debate hingesonthedefinition of selectivity: A key exampleisthestrong early push
to generate export in Koreain the 1960s. A main instrument was arestriction where bankswereforbidden
to issueloansto firmsthat did not export. This caused some firmsto get |oans and others not to, so some
call it selective. Others argue that this was a broad intervention, as the rule was general.

The fraction of public relative to private investments has been low in the Tiger economies
compared with other LDC'’ s, but therewere (still is) stateinvestment banksin two of the Tiger economies,
and aso other SOE’s.*¥ A proper test would be to study whether an unrepresentatively large fraction of
the successful firms were started by the public sector in either of the three countries. It seems that they
were not, but thisis hard to establish.

Table 2. Controversial pointsin the Tiger debates

Name Content Liberals Revisionists

Selectivity Of what type was most state interventions in Tigers? Broad Selective

Role of public Was state support essentia for starting the more Unimportant, I mportant,

investment, successful industriesin the Tiger countries? lessthan other  states picked

industrial policy  (A) State investment banks, (B) the HCI-drive? inKorea  LDC's winners

Role of trade How regulated was import? Lessthanin Much and

restrictions most LDC's important

Role of MITI How important was the State Planning Boards: MITI, Only for sound  Crucia and
and similar organsin South Korea and Taiwan? macro policies  strong steering

Note a. HCI means heavy and chemical industry. The HCI-drive was the policy pursued to acquire these industries.

The story of the HCI-drive is that Korea made a big effort to build amilitary-industrial complex after the
defeat of itsmain ally USA in Vietnam. The costs were difficult to absorb and led to a debt crisis—when
countries are threatened they do desperate things. The Korean debt crisiswas solved after afew years, and
most of the HCI-industries are still running.

Thetraderestriction story isonce again complex, and measurement is hard to come by, even when
the Japanese discussion has been going on for aimost 50 years. However, it is clear that the countrieshave
exported alot and imported much as well. They do have higher trade shares than most LDC’ s have even
early in their devel opment.

The story of MITI® and its sister planning institutions is the most difficult of all to resolve: The
three countries have planning of the French indicative type, where business and government meet and

19. See World Bank (1995). The tables cover 40 countries from 1978 to 1991, including South Korea and Hong Kong.
The SOE’ s (State Owned Enterprises) have 7-10% of the production in the two countries. Thisis50% lessthanin low
income countries, but typical for middle income countries. However, the SOE’ s have only 2-3% of total employment.
In the average LDC, the SOE's fraction of employment is larger than the fraction of production.

20. MITI isaministry of foreign trade and industry. The State Planning Board in Koreais similarly organized, while the
Taiwanese organ is the Industrial Development Bureau under the prime minister. The organization of planning in al
3 countriesiscomplex and has changed over the years. Johnson (1982) providesadetailed history of MITI. It employs
some the most brilliant young graduates from the best Japanese Universities, and they retire early to great jobsin the
private sector. It isinteresting to contemplate how this should be interpreted.
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discuss — and no doubt some arms are twisted. After the meetings they report that big agreements have
been reached. It has proved difficult to determine who controlled whom, and if it matters. For the reader
it is hard to see how writers as Ho (1987) and Wade (1990) can describe planning in the same country
(Taiwan) at the same time. One describes a few IMF economists, who return to help steer the macro
economy given a strong belief in laissez-faire. The other describes a group of powerful engineers, who
steers the industrial structure.

After the controversies got well under way, the Japanese government gave the World Bank a
donation to make a special study. The result was the “Miracle Book” (World Bank, 1993). It isatypica
compromise study, but it did conclude that a main reason why the Tigers and other growth economiesin
the Orient succeeded was that they followed market friendly policies. Later the revisionists have replied
(see, eg Fishlow et al, 1994), and the leader of the Bank team answered (Page, 1994). The discussion
continuestill this day, see eg Part 111 in Emmerij (1997) and Adelman (2001).

Nobody has disputed that Hong Kong has followed policiesthat are ascloseto laissez-faire asany
country in the world, and that Singaporeis close, see eg Findlay & Wellisz (1993) and Lui (1997).

2.5  Turning the discussion into resolvable issues. The underlying Big Question

At the bottom of the Tiger controversiesis the Big Question:?Y How big should the role of the state bein
economic development? The corresponding Tiger-question is. How important has the state been in these
countries for their monumental success?

It is a question with strong ideological overtones, and it is not an easy one to address.” On the
genera level the liberas argue that the state has played a smaller role than in other LDC’s, while the
revisionists claim that the state has played akey rolein the three Japanese-style Tigers. Thetwo city states
are unusually close to laissez-faire.

The Tiger discussions are mainly qualitative and historical. If the policies of any country are
searched over half a century anyone can find policiesto like, and then one can say that these policies are
thekey. Hence, one must apply aggregate judgement based on some standard, and akey questionis: What
iscompared to what? It is crucia to find quantitative macro measures that allow comparisons with other
countries. We would ideally want a measure of the extent of state intervention, f, to answer the three
guestions listed in Table 3.

Table 3. Three questions to pose to a measure, f, of the extent of state intervention
Q1 Werethef'sof the Tigers small relative to other LDC's, at the take off (around 1960) and later?
Q2 How dothef's of the Tigers ook relative to the Western countries?

Q2 Canthe success of the Tigers be explained by unusual values of f's?

21. Whether it makes sense to imagine that a general answer can be given to such a question will not be discussed.

22. Another attempt to answer the “big question” is by considering the sign to the share of the public sector in cross-
country growth regressions: Barro (1997) shows that the sign is negative, though it is positive to certain public
expenditures — notably to education and health. This has caused a large discussion, where it has appeared that the
negativity of the coefficient lacks robustness, even when it is negative in most specifications of the model.
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Even if we had the true f and answers to the three questions this would not solve all Tiger controversies,
but they would be greatly reduced. The rest of the paper argues that we actually have data, -n . f, for
enough countries and for most of the period we want. These data provide answers to the questions.

3. The economic freedom index, N

The economic freedom index is a mgjor data collection project housed by the Fraser Institute. The data
are posted on the web site of the Institute <http://www.fraseringtitute.ca>. It is the brainchild of agroup
of well-known academic economists, and the data have been collected by an (increasing) net of about 50
think tanks. The first major publication of the project is Lawson, Gwartney & Block (1996). It lists the
academic group, describes the compilation method and presents data and empirical results.

3.1  Thenature of theindex: the distance from laissez-faire

The concept of economic freedom used is the one the economic profession associates with the Chicago
School. The index measures the extent to which private business dominates production, is legally
protected and allowed to pursue it own goals without public interference.

Most members of the academic group behind the index would probably refer to themselves as
belonging to the Chicago School. Several are among the leaders and founders of the school — notably
Milton Friedman, who took a leading role in the development of the index and wrote the Foreword to
Lawson, Gwartney & Block (1996). Others on the list are less easy to classify.?® In the same way the net
of think tanks (all NGO's) has a declared free market orientation.?”

The index attemps to measure a set of variables characterizing the extent of regulation systema-
tically for many countries every 5" year since 1970.% The data are aggregated to the economic freedom
score of each country on a scale from 0 to 10, where 10 is the laissez-faire ideal. Low values occur in
countries, who“sin” against theideal, by disregard for property rights, heavy and arbitrary regulation, high
taxes and regulations of foreign trade. Inflation is taken to be a particularly arbitrary tax.

Theindex iscarefully thought out and well documented. All isdone on ascalelimited by available
funds. It is easy to control the calculations made for any country the reader may happen to know, and as
far as | can see most results seem reasonable.® The important advantage of the method is that once the
calculation processis set on trails it produces data that are worth considering. Even readers who belong
to other schools of thought — and use other definitions of economic freedom — should agree that it is
valuable that such an index has been constructed.

In asense one could seethe effort as one where a particular “church” sends out agroup of its most

23. Two more Nobel Price winnerswere members of the group: Garry Becker and Douglas North. Many of the othersare
also well-known. It is surely an academically brilliant group.

24, Links to home pages of all organizations are given from <http://www.fraserinstitute.ca>.

25. The number of countries covered have increased from 57 in 1970 to 123 in 1999, see Table 5.

26. The most doubtful value, | have found, is the one for Uruguay, which is unreasonably high. | have participated in a

project comparing Latin American and Scandinavian countries (see Blomstrém & Meller, 1991). Therearea so afew
misprints such as the value for Bulgariain 1985.
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devoted members on aworldwide search for virtue and sin. It is preferable that the searchers for sin are
zealots, asthey arelikely to search particularly hard. However, zeal ots may confuse endsand meansaswil|
be discussed in Section 3.4.

3.2  Robustness of measurement
Formally, we can write the index as.

N =N(i, E), wherei isthe country and E is the effort made

Wewould like the index to be robust in the following sense: Imagine that N groups set out independently
to measure economic freedom and reached the measures: N(i, ), wherej = 1, ... N. Economic freedom
isarobust concept if the correlations between theindices Ny, ..., N, ..., Ny are high.

The measurement error , (i, E) is the expected standard deviation of Ny(i, E). It can be estimated
if asampleof N’sare considered. And it can be assessed subjectively by those actually participating in the
compilation process, ie who hastried to fill in the dataforms used.

Only acoupleof competing freedom indexeshavebeen compiled. They arehighly correlated. Also,
most — but not all — of the components of the N-index are highly correlated. If a country is free market
oriented in one field, it also tends to be in other fields. Thus, the measure has some robustness. | have
talked to people, who have collected the datafor a country, and it seems that the data, they were asked to
collect could be assessed fairly objectively.

LogicalyM,/ME<O, andM,/ME = 0, if E increases. Thelarger the effort the smaller the measure-
ment error, and the marginal improvement of the index decreases with effort. It is clear that the effort a
group of NGOs can put into data collection on aworld scale is small relative to the job at hand. So there
is a considerable measurement error. If | was forced to guess, | would say that 0.25 < , < 0.5. Hence, if
two countriesdiffer by lessthanzpoint, the difference should be disregarded, but differencesof morethan
1 point are probably significant.””

3.3 Bias1l: Themissing micro problem

The N-index is basically an aggregation of available macro evidence. The funds available to a group of
NGO’ sforbid the collection of new micro evidence on alarge scale. It is possible that the pattern found
might be different if micro evidence could be added:

Imagine a measure N(i, E) giving the number of constraing regulations encountered per day by
the average citizen of the country. It would reflect the size of the body of laws, the enforcement effort
made, and the quality of the bureaucracies. To collect a credible N-index for a country would be amajor
effort at the micro level, and it is surely out of the question to do so for 100 countries.

Free market advocates often claim that N is (far) too high and steadily growing in the West. And,
it is surely much higher in most DC’ s than in most LDC's — especially in the African countries. | hence

27. Another type of NGO collected socio-institutional data are the corruption perception indices. Here a total of 17
attempts of independent measurement are made. The definition of corruption differs in the indices and so do the
methods of measurement. Neverthel ess, the average measuresturn out to be remarkably robust. When they are scaled
like N the standard error isless than 0.5. See <http://www.transparency.de>.
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venture aguess. The N-index and the N-index arelikely to be negatively correlated. Also, if ameasure of
N had been available, it should have had a considerable weight in the true N-index. This could be taken
to argue that N(i, E) is sensitive to E, even to the extent that the main structure in the index may change
if E could be greatly increased.

Two counter arguments can be given: (i) the index does give a weight to the size of the public
share. Hence, to the extent that N is proportional to the share of the public sector the micro problem is
accounted for. (ii) The N-index rewardslaw and order and punishes arbitrary regulation. Regulation that
supports normal business activities and defines and protects property rights increases N.

Compare Somaliaand Denmark. Inthe N-index Denmark scores much higher than Somalia. A N-
index would show the reverse order, as the legal system Somalia had (still has) largely ceased.?® The
country gets very low values in the N-index because normal lawful businessis largely impossible. The
welfare states of NW-Europe do get low scores for the component of the index measuring the size of the
public share, but high scores on property rights and other aspects of law and order. They aso have free
trade and low inflation. So, on balance, they reach fairly high Nn-scores.

Itisworth spending amoment considering thetwo cases: isthe non-gover nment country of Somalia
or the big-government country of Denmark closest to the Chicago Ideal? In the data Denmark is 4 times
closer. Isthis reasonable or perhaps excessive?

34  Bias2: Enduseloops

Any economic aggregate is constructed with a use in mind. Sometimes it is constructed for several
purposes, and often additional uses come up once the aggregate has been compiled. When measures
constructed for apurpose are used for that purpose they may have the end use loop problem illustrated by
Figure 2.

Figure 2. Illustrating the end use loop

Definitions Compilation
Question and choices ~ and calcula- Analysis
analysed of variables tion of index made
to include

\.‘-""""""““""m""'"'"""m
57 Results .
%, suspected ¢
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Results
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End use loops

28. In the terms of Mancur Olson business in Somalia suffers from a surplus of rowing bandits who have depleted the
common pool of businessin the country. On Figure 1 Somaliaisat the extreme | eft, wherelaw and order has coll apsed.
Somalia was the country with least economic freedom in 1995. It is not included in the last posting.
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We want the index constructed to be useful to analyze the question at hand, but we do not want it to be
constructed to give the result desired by the constructors. The zeal ots, who have constructed the N-index,
want their index to be a useful instrument for answering the question: Is laissez-faire a superior policy?
However, they also want their index to answer this question in the affirmative.

Thisraisesamoral hazard question: isit possible that one or both of the end use loops (shown on
thefigure) have been worked into the construction of theindex? That is, did the very knowledgeable group
of academics, who discussed the measure have the eventual result in mind? And, is it possible that the
results reached have influenced the development of the methods over the years?

| have no inside knowledge of the way the index was reached, and we are dealing with agroup of
highly respected researchers, who know the problems described. They would not risk having their project
accused of manipulation, but they are zealots and moral hazard is a problem even for the most honest.
However, once the method has been released, it is out of control, and 100 data pointstimes 7 spread over
30 years are hard to manipulate. My assessment isthus, that there may be small bias due to end useloops
in the data, but they are likely to be well within the measurement error.

3.5  Thestructure of the economic freedom data

Two points should be made before we turn to empirics:. (i) All N-data used from now are from the 2001
posting of the full data set available from <http://www.fraserinstitute.ca>. They are also published in
Lawson et al (2001). (ii) Each country is taken as an independent data generator. Therefore, all averages
are unweighted.

Table 4. The main structure in the economic freedom index in 1970 and 1999

1970 1999

Number Average Stdev | Number Average Stdev | Trend
Western 22 7.21 1.01 22 8.13 042 | Average
Communist/Post 0 15 - 14 5.77 1.17 | Unclear
Arab 3 471 0.69 10 6.22 1.61 | Unclear
Latin America 10 5.77 1.58 20 6.79 0.89 | Clear
Oriental incl Tigers 9 6.78 1.39 11 6.92 2 Unclear
Indian Subcontinent 2 3.83 0.4 5 5.26 0.38 | Clear
Sub-Sahara Africa 7 4.9 137 28 5.09 11 Clear
Residual 4 5.02 15 13 6.12 0.88 | Problematic
All included 57 6.23 16 123 6.39 151 | Unclear
For the 57 57 7.08 14 Average

Note: S devisstandard deviation. Communist/Post countries arethe European ones. A few numbersgivenfor 1975
show that a traditional communist country had n = 1.5. The residual group are non-Arab countries in the
Middle East, non-Latin countries in Latin America, South Africa etc. They are problematic to aggregate.
Trends are termed clear if the average of countries covered for all years do not deviate more than 0.5 from
the average of all countries included in the group. Unclear or problematic groups are shaded.

29. The 2001 edition of the index mention that it has been considerably improved over the years.
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Table 4 gives a quick overlook over the structure of the economic freedom data. Later follow graphs of
their distribution, trends over the sample period, etc. It ishopefully clear from the table that most country-
groups have smaller standard deviations within the groups than between the groups, so the countries fall
into reasonably well-defined groups — often with clear trends. The reader should note the definition of a
clear trend given in the note to the table and the country groups that fulfill the condition.

The most regulated countries — the traditional communist ones — had a N-score of about 1.5.
Western countries arein therange from 7-8. The poor countries of Africaand the Indian Subcontinent are
in the range from 4-5. At the bottom line it appears that N has increased with 0.85 points for the 57
countries with datain both ends of the range.

Animportant feature of the index isthat most countries have areasonably stable relative position
in the pattern. If acountry had arelative low level at the start, it tends to be relatively low at the end too.
Table 5 shows the strong autocorrelation in the N-scores. It will thus come as no surprise when it appears
below that the groups with clear trends keep their relative positions in the pattern remarkably well.

Table 5. The correlations between the N-index for the years covered
1970 1975 1980 1985 1990 1995 1999

1975 | 0.87

1980 | 084 0.82

1985 | 0.79 072 091

1990 | 0.77 071 088 09

1995 | 063 06 072 073 086

1999 | 067 06 068 066 078 09

Number | 57 83 108 112 116 122 123

Note:  Eachautocorrelationiscalculated for the maximum number of countriespossible. Theline
“number” is the number of countries covered by theindex in the said year.

Lawson, Gwartney & Block (1996) and all later publications on the index demonstrate that the N-index
proves three points:*

(p1) Economic freedom gives higher growth.
(p2) Economic freedom gives a higher GDP.
(p3) Many other nice things happen once you have economic freedom.

With such strong autocorrelation as shown in Table 5 (pl) causes (p2), and then (p2) causes (p3). Rich
countries have low infant mortality, low corruption,®® a more equal income distribution, and more
democracy. They have even more happiness.®

30. The proofs supplied are painted with a broad brush and have been disputed as mentioned at the end of 2.3 above.

31. Paldam (2001) shows a strong connection between the N-index and the corruption index. The more economic freedom
the less corruption, but the coefficient disappears when the relation is controlled for income.

32. See Kuznets (1966), Chenery & Syrquin (1975), Paldam (2001) and Frey & Stutzer (2001).
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4, The positions of the Tigersin the pattern

Section 4.1 looks at the position of the Tigersin the N-distributions for 1975 and 1999 and in abackward
projection till 1970 of the LDC'’s. The Tigers are compared in 4.2 that also looks at the stability of the
relations between the country groups. The Tigers are compared with Western countriesin 4.3 and 4.4.
Finally, 4.5 tries to answer the big question: does N matter for the success of the Tigers?

Figure 3. The distribution of the 83 scores of the economic freedom index 1975
20
18

16

Economic freedom 1975

4.1  Thedistribution of the economic freedom scores

Figures 3 and 4 show the distribution of the N-score in 1975 and 1999. The distributions look alike, but
more countries have been added in 1999 — as seen in Table 5. The added countries are LDC’s, while the
rich western countries included are the same.

The Tigers are to the right on both figures, and 1-2 are extreme in the distributions. They are the
city states. Korea, Taiwan and Japan are not extreme points, but if the rich countries of the West are
disregarded, the difference becomes larger.

Figure 5 compares the 4 Tigers with three groups of LDC’siin 1970. The groups are Sub-Sahara
Africa, the Indian Subcontinent and Latin America, iethe LDC’ swherethetrends are clear according to
Table 4. These groups have app 93 countries, but only 19 observations are available for 1970, so | have
projected the available observations backward from the first year where they are given to 1970. Thisis
done by a 3-step procedure: (1) Within each group the subgroup with no missing observationsis used to
calculate atrend. (2) Thistrend is used to project the first observation back to 1970. (3) The histogramis
then calculated and expanded proportionally to the number of countries in each group, as given in the
legend to the figure.
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Figure 4. The distribution of the 123 scores of the economic freedom index 1999
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Tigers

4.2

Comparing Tigers with the main groups of countries

Figure 6 shows the development over time of the N-score of the 5 Tigers. They are dways in the same
order with Hong Kong at the top and South Koreaat the bottom. Between the two extreme Tigersisagap
of no lessthan 3.1 pointsin average. Section 4.5 considers the countriesin the Tiger gap.

Figure 6. The development over time of the economic freedom of the 5 Tigers
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Figure 7. The time path of the average N-index for major country groups

Economic freedom

3~/

1970 1975 1980 1985 1990 1995 2000
— Tigers (5) — West —&— Latin America —*— Other Orient

—e— Affica SS —=— Indian Sub —=— Post Comm



Martin Paldam 19 Tigers

From Figure 6 we note that Hong Kong is so close to laissez-faire that the curve isflat, and that the other
Tigerscatch up. While Singaporeisamost asliberal asHong Kong at theend it startsin the middle of the
gap. Figure 7 shows that the average of the 5 Tigersis at the top of the figure. As awhole the group of
Tigersisthe most libera group of countries.

Figure 7 showsthe development over timeof the N-index fromitsstart. Animportant point to note

is that most of the curves are rather paralel as aso shown in Table 5. Nothing on the figure warns us
against taking the pattern found on Figure 5 back to 1960.
TheTigersarewell abovethe LDC's—in fact the difference between the Tigersand Africaand the Indian
Subcontinent is 4-3 points on the scale. Even if there is overlapping between Tigers and the Latin
American countries, the averages of the groups still differ by 2-3 points. The West and the Tigers have
strikingly similar curves, with the Tigers slightly above the West.

The N-index decreased from 1970 to 1975. It is probably the case al the way from 1960, when
many of the new countries after the big wave of decolonization moved into | SI-socialism. Inthe West this
was the period of large tax increases when welfare states were being rapidly built. Since 1975 economic
freedom hasturned upward. In the Tigers and the West the turn was already in 1975, but everywhere else
it occurred later. By 1985 awave of liberalization isstrong in thedata. In, eg Latin Americatherise of the
index in the average country is more than 2 points.

Figure 8. The time path of the N-index for the Tigers and selected Western countries compared
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Note: The 6 small NW countries are: Denmark, Finland, Iceland, The Netherlands, Norway and Sweden.

Traditiona Communist countries had a score of 1.5, but the Post Communist countries turn up in the
picturein 1985 when they were still Communist.® It is also i nteresting that while N increases everywhere

33. Thisis caused by the coverage of the index, where afew reform communist regimes had a high weight in 1985.
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else, it decreases in the Orient including the Tigersin the last 4 years. Thisis probably due to the sharp
Asian Crisisthat lasted 5-6 quarters from late 1997 to early 1999.

Asmentionedin 2.1it was—for long —the expressed goal of the dominating group of non-aligned
nationsto find policies between the West and the Communist countries. The patternin Table4 and Figure
6 shows that the main groups of LDC’s succeeded in doing precisaly that. The Tigers on the other hand
did make another choice as claimed by the liberals.

4.3  Comparing Tigers and Western countries
Figure 3, 4 and 6 aready show that the Tigers are more liberal than the West. Figure 8 (and Figures 3, 4
and 6) shows thisis dueto the two city states. They are closer to laissez-faire than everybody else. Then
follow the USA and Germany. The three Japanese-style economies are more in the middle or low end of
the distribution (of the Western countries).> They are much like France and the 6 small welfare statesin
NW Europe (5 Scandinavian countries and The Netherlands).

It isreassuring that the West European nations are alittle— but not much —more regulated than the
USA. Once again thisisin accordance with expressed policies.

The fact that the Japanese-style Tigers have alevel of the N-index much like the West European
countries and not like the LDC’ sisastrong comment to the Tiger controversies. So isthe finding that the
two city states have more economic freedom than the USA.

4.4  Comparing the 3 Japanese-style Tigers with France and 6 small NW European countries
Thethreelinesfor the Japanese-style Tigers, France and the 6 small NW European welfare statesat Figure
7 are all so closetogether and frequently intersecting that it is clear that they are within the measurement
error from each other. However, we suspect that the pattern of regulation is different — especially between
the oriental and western countries

Table 6. Detailed comparison of 5 countries

Japanese-style Tigers West
Japan SKorea Taiwan France 6 small NW
1970 1999 | 1970 1999 | 1970 1999 | 1970 1999 | 1970 1999
Size of government 7.8 7.6 8.7 8.1 7.1 75 4.4 2.6 4.9 34
Structure and use of market 5.6 54 4.2 35 21 4.4 4.2 4.7 3.6 6
Money and price stability 8 9.2 5.9 8.9 7.2 9.6 8.2 94 8.7 94
Use of aternative currencies 75 10 4.8 75 9.9 10 5 10 6.1 10
Legal structure and property rights 7 94 52 6.8 9.3 7.2 5.2 8.6 8.8 9.7
International exchange 7.6 6.9 7.7 7.7 8 7.4 7.9 8.2 7.3 7.8
Exchange in Financial Markets 5.6 7.3 3.9 8 4.2 6.1 7.2 8.1 6 8.9
Summary ranking 6.9 7.9 5.7 7.1 6 7.3 6 7.5 7 8

Note: Cells more than 0.6, 1,3, 2.0 points from column average are lightly, middle and heavily shaded respectively.

34. If the 22 Western and the 5 Tigers are sorted by the sum of the N’ sfor all 7 observations, South Koreaisno 4, Taiwan
isno 10, Japan isno 17, Singapore no 25 and Hong Kong no 27 of the 27 countries. Countries no 23, 24 and 26 are
Switzerland, USA and Luxembourg respectively.
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Table 6 shows the detailed comparisons. It appears that the West has the biggest public sectors, whilethe
Tigersscore highly here. However, there are some restrictions on property rightsand in financial markets
inthe Tiger countries. Thetablethusconfirmsthe story already told: The Western countries get |low scores
for the size of the public sector, but slightly higher scoresin most other fields, so that the countries end up
with the same average score as the three Japanese-style Tigers.

If the rows are compared by calculating their correlation matrix a clear pattern appears. The
Western countries have amost the same pattern of regulation (cor - 0.9), and the Japanese-style Tigers
are reasonably alike too (cor . 0.7). The patterns of regulation were rather different between the two
groupsin 1970 (cor . 0.1), but it has converged in 1999 (cor . 0.5). Evenif the Tigers probably had the
same level of regulation as the West, when they took off, the regulations were applied with a different
pattern. Asthey became rich also the pattern adjusted to the Western one.

It is debatable how to interpret the different pattern of regulation in 1970 (and no doubt before),
as the pattern has to be different in a poor rural society and arich industrial one. So the key observation
is probably that the level was similar and that the pattern has converged.

45  Which countriesarein the Tiger gap?
Finaly, we turn to the discussion of question (3) from Table 3. Isit possibleto explain the success of the
Tigers by deviations of their N’s from the general pattern?

A simpleway to see how much the economic freedom of the Tigerscan explain isto see how many
poor countries we find in the gap between South Koreaand Hong Kong. The other three Tigers should be
excluded asthey are in the gap per definition, so there are only 118 countriesthat can beinside or outside
the gap — some of these are uninteresting as they are asrich asthe Tigers.

Table 7. Countriesin the Tiger gap: 1970-99 (see definition of gap in text)

Group Covered Ingap Countries (missing observations)

Western 26 18 Not listed

Arab ail country 5 3 United Arab Emirates (3), Oman (2), Bahrain (2)
Arab non oil 5 0

Oriental 6 2 Thailand, Malaysia

Residual 9 0

Post Communist 14 0 Note

Latin American 20 4 Paraguay (2), Uruguay (1), Costa Rica, Panama (1)
Indian Subcontinent 5 0

African 28 0

Sum from last line 87 6

Note: One Post Communist country (Estonia) has crossed into the gap and another (Hungary) is close.

The counting follows a 3 step procedure: (S1) First the excess of freedom points over South Korea has
been calculated.® Countries are deleted if either (S2) the sum for all available observationsis below -0.5.

35. Hong Kong has the highest score of the 123 countries covered, so the binding limit for being in the gap isto be above
South Korea. Six of the Western countries included have an average score within 0.5 from South Korea.
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(S3) the scoreisbelow -0.5 for any of the (at most 7) individual observationsfor each country. Theresults
aregiveninTable 7.

Most other rich countries are in the gap. Thisappliesto 18 of the 26 Western countries and to 3 of
the 5 Arab oil countriesincluded. The remaining 5 Arab countries are far below the gap. So (118 - 26 - 5
=) 87 LDC’s are covered by the index. Of these 87 countries 6 arein the gap. Two are mini-Tigers, who
started alittle later than the Tigers, but are doing well. The Latin American countries in the gap have 4
missing observations. Had all observations been available 1 or 2 would probably not have passed the
limit.%

About 75 countries are not covered, al of which are LDC’s, mostly in the low income end, where
no counties are in the gap anyhow. So, out of the 160 poor to middleincome countries probably no more
than half adozen would have beeninthe Tiger gap if al datahad been available. These 6 countrieswould
have been in the higher end of the range. 6 out of 160 countries are below a 5% level of uncertainty, but
it still showsthat the recipe of market friendlinessis not certain to work. In the latest posting no less than
12 L atin American countries and a couple of other middle income countries have moved into the gap. So,
perhaps a better data set will be availablein another decade to determine the power of economic freedom.

If we return to Figure 1 it is perhaps understandable that the Tigers can have as different as n-
scores as observed if (i) the g = 8(N) relation is flat around the optimum (f*), and if (ii) the optimum is
somewhere in the Tiger-gap. But then we have to say that the curvefallsrapidly, for N-scoresjust alittle
higher than the one of South Korea. This seemsunreasonabl e, but morevariablesaresurely involved (such
as the efficiency of governments). In short: The deviating N-score of the Tigers can be only one
explanation of the success of these countries.

5. Conclusion: aclear picture

The above analysis uses the Fraser Institute economic freedom index to consider one of the largest
controversiesin economic development: theimportance of the state for the rapid economic growth of the
Asian Tigers. Theindex startsin 1970, but it shows aclear picture, which is so stable over the next three
decades that it must have been rather similar at least a decade before. The dataare likely to have various
biases, but they haveto be unreasonably large before asubstantially different picture emerges. Thepicture
isasfollows:

Thetwo city states of Hong Kong and Singapore are, by necessity, trading nations. Consequently,
they have demonstratively protected property rightsand thefreedom of trade. Therefore, they areunusually
close to laissez-faire. The other two Tigers are South Korea and Taiwan. They have followed a less
extreme Japanese-style model.

Compared with the countries of the West the two city states are extremely liberal (in the European
sense), while the Japanese-style Tigers are rather similar to Western Europe as regards the level of
economic freedom. However, Tigershavesmaller public sectors, and slightly higher levelsof publicinter-
ventions in other fields. If the reader agrees that The Netherlands and France are relatively liberal on a

36. Also, | believe that the high score for Uruguay is a mistake as mentioned.
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world scale so are Taiwan and South Korea. The poor LDC’s are much less liberal. The 4 Tigers did
deviate substantially when their phenomenal growth started. The data discussed therefore make it easy to
argue that the market friendliness of the 5 Tigers has contributed to their unusually fine economic
performance.

Consequently, the dataprovideslittle support for the claim that the Tiger countries can thank their
industrial policy activism for their success. They have been less activist than many other countries. Also,
two of the countries have not been activist at all and have done as well as the more active ones.

However, the market friendliness of the Tigers cannot be the only explanation of the successstory.
First, the economic freedom of the two groups of Tigersdiffer. Second, if datafor all 200 countries of the
world had been available, a handful of LDC’s would probably have had economic freedom in the gap
between Hong Kong and South Korea throughout the period covered, without the spectacular Tiger-
growth.
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Appendix: Table Al. Some historical facts
Country Japan South Korea Taiwan Hong Kong Singapore
Old history | Traditional king- Kingdomsin Mixed settlement, | Small tradingand | Small fishing
dom. Gradually coalition and wars | Portugese, Spa- fishing town town.
closed and ruled with Chinaand nish and Dutch
by Tokungawas Japan. Mostly colony. Chinese
(warlords) independent. from 1683
190 1853 opened to Isolationist king- Japanese colony British in 1841. British trading
Century trade by USnavy. | dom, forced into 1895-1945. By 1900 about post 1819,
Restoration empe- | contact with Wes- 100'000 inh. colony from 1826-
ror (Meiji) 1868 tern powers, Treaty with China | 1959. Mixed po-
starts moderniza- dominated by 1898. New terri- pulation, gradually
tion. Growth starts | Chinaand gradu- toriesbut back to | more Chinese
around 1890 aly by Japan China 1997.
1900- Militarization. Japanese colony Rapid growth of Occupied by
45 War in China 1910-1945 population. Occu- | Japanese 1941-45.
1937-45. World pied by Japan British colony
War 1l on German 1941-45. 600'000 | 1945-57
side 1941 inhin 1945
1945- US occupation Divided in North Chiang Kai-shek Rapid growth of High growth
50 1945-1952. and South 1945. move government | population after starts around
Reconstruction Big land reforms. to Taiwan 1949. Communist 1950
starts Syngman Rhee Protected by US victory in China.
president 1948-60 | Navy. Big land Many immigrants
reforms. from Shanghai
1950s High growth: Korean War Chiang Kai-chek High growth 1957-63 indepen-
1955-73 1950-53 rulestill 1975. from early 1950s. | dent
Domination of High growth Remains as British
1960s Liberal-Democra- | UPrisiNgagainst | rom early 1960s. | colony. 1963-65 joins Mar
tic party Rhee 60. Military Political isolation laysia. 1965 again
coup 61. Generd from 1970s. independent.
Park Chung Hee Chiang Ching-kuo Ruled by PAP
1970s After 1973 1961-1979. High | (eidest son of party headed by
“normal” growth. growth from ap Chiang Kai-chek) Lee Kuan Yew till
Other parties 1962. HCl-drive president 1975- 1990. And later as
gradually more from 1972 1988. Then “elder statesman’”
1980s important. General ChuDoo | democratization | Handed back to
Hwan 1979-1987. ChinaJuly 1*
Then democrati- 1997. Remains
1990s zation. Debt crisis semi-independent
1982.

Sources: The Encarta Encyclopedia, Song (1994), Minami (1994), Yamada & Kuchiki (1997) and Kim (1995).
The South Korea column covers al of Korea before 1945.
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