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EVHE (Abstract)

“East Asian Miracle”, “East Asian Mode” and “FEast Asia Fi-
nancial Turmoil” are the three keywords in describing the post World
War I economic development history in East Asian region. “East Asia
Mode” is a theoretical and practical summary of “East Asia Miracle”.
East Asia Mode, a relatively matured economic development mode,
had triggered numerous visions of theorists and politicians (advocated
by some international organizations like the World Bank and IMF),
however, was condemned as the Pandora’s box after the Asian tur-
moil. It is the first and most controversial economic development mode
in history that arose so much passion and so profound reflection in the
economists on the world. Looking back we will find exaggeration on
both negative and positive sides. Therefore, we need to change the
discussion procedure influenced by emotions and carry out a fair and
objective discussion on the East Asia Mode in order to find what is rea-
sonable and what is wrong. On the other hand, the study on East Asia
Mode evolution will offer an opportunity to review development path of
the developing countries or to check the theories and modes advocated
by Development Economics in a new angle.

Our book on East Asia turmoil and development mode has a main
aim, which is expected to draw some useful lessons and hints to facili-
tate China sustainable economy. Though China economy was not in

the center of the turmoil like other Asian countries’ did, there are still
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quite some similar problems.

In the first chapter, beginning from East Asia turmoil this paper
describes this turmoil process and its influences, on which the topic is
revealed.

The first section focuses on the process of financial turmoil and
classifies this turmoil into three categories according to the features in
different countries, that is Thailand Type (including other ASEAN
member countries), Hong Kong type, and Korea type. The very rea-
son behind the three types of financial turmoil pertains to the local
country (region) political and economic systems, western economy,
especially the U. S. economy, and its strategy change.

The severity and influence of this East Asia turmoil is far more
than expected. The most direct and outstanding two points are that
firstly induced worldwide financial turmoil, especially in the global
stock markets, and that drew economy development slowed down in
both developed and developing countries.

The second section aims at analysis on the basis of relevant theo-
ries framework concerning the East Asia turmoil. The conclusion is the
crisis of the East Asia development mode in large extent contributed to
the turmoil . '

Beginning from monetary crisis theory model, its evolution can be
generally divided into two stages or the first general model and the sec-
ond generation model. The model reveals how a fixed currency policy
combines with an excessive expansion economic foundation prior to cri-
sis and pushes the economy into turmoil when a private sector attempts
to avail itself of profits from failure of inconsistent policy. The second
generation model emphasizes on speculation factors in monetary crisis.

However, this prevailing monetary crisis theory has a big pitfall,
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understanding the financial turmotl in developing countries just by
monetary market balance analysis. Financial turmoil does not simply
mean a monetary crisis but also is followed by banking crisis and finan-
cial market collapse.

The theories on the East Asia Turmoil by Krugman and Sachs.

Krugman pointed out that the very reason behind this turmoil is
the inconsistency between quality worsening of the macro economy
foundation and the economy policy.

While on the other hand, Sachs believed Asia Crisis is actually a
flowing crisis instead of a liquidating crisis.

The two models do well in interpreting the Latin American tur-
moil in the 1980s and European turmoil in the early 1990s respective-
ly. However, the models’ was suspected in interpreting the new fea-
tures of the Mexican turmoil in 1994 and the East Asia turmoil in
1997. We learn a lot from the two models that given by Krugman and
Sachs from different viewpoints.

This book believed that the East Asia economic mode is a trial on
market economy transformation and industrialization based on their po-
litical and economic resources at the time by the Eastern countries.
This mode was significant in the Asian economy development even the
world economy development. However, the countries or region of this
mode rely heavily on the international environment, and the core prob-
lems became more obvious when there is significant change in the
world economy and political pattern and local comparative advantages,
and thus became an important system reason triggering the East Asia
turmoil.

The second chapter presented definition of the East Asia Mode

and explanation of the mode evolution and problems from the historical
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materialism point of view.

The first section discussed and defined what is the East Asia
Mode. The emerging East Asia industrialization is a complicated pro-
cess, a transformation from traditional social economy to modern social
economy rather than from a traditional economy to a modern economy.

There are several definitions on the East Asia Mode by now:

1. “East Asia Mode” is basically a “Economy Development
Mode”. It is believed that “East Asia Development Mode means export
— oriented industrialization strategy or external — oriented economy de-
velopment strategy” .

2. “East Asia Mode” is basically an " Economy Development
Strategy”. They believe that the success of East Asia economy lies in
its correct economy development strategy, especially export — oriented
economy development strategy.

3. “East Asia Mode” is basically a “system mode”.

4. “East Asia Mode” is basically a comprehensive modernization
mode.

5. “East Asia Mode” is basically a culture mode.

6. There is another group believe that “East Asia economy boom-
ing is nothing but happens all over the world”, there is no single suc-
cess secret or unified “East Asia Mode” at all.

This book attempts to understand the East Asia Mode in term of
economy , or economic factors push economy development. Therefore,
we believe that East Asia Mode is a government guided, export — ori-
ented, overtaking development strategy mode with the following fea-
tures:

(1) Government guided economy. an important feature of “over-

taking” economy development mode is accelerating economy by the
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force of government.

(2) Internal resources based and effective external resources uti-
lization .

(3) Timely change of economic development strategy and policy
with the world economy opportunity is a key factor for the success of
the East Asian countries and region.

The second section described the East Asia economy development
based on the Mode evolution history. Since Japanese economy has sig-
nificant influence on other countries and region in the East Asian or to
some extent follow Japanese development model (somehow due to
Japan’s Fly — in — formation policy). Therefore, this section began
from Japanese economic development before touch at East Asia eco-
nomic development history.

Japanese Fly — in — formation policy was derived from Japan’s at-
tempt to make use of the technologies after the economic recovery and
invest capital to realize regional economy industry differentiation by u-
tilizing the resources of developing countries and region in order to
build power local economy. This led to be an obvious tier relationship
between Japanese industry and that of Asian Four Emerging Dragons
and Five Asian Emerging Tigers. The market economy was thus de-
veloped in the eastern Asian countries. Therefore, it is possible for
participation in international division to accelerate economy develop-
ment under the dynamic comparability advantage principle, the possi-
bility has been proven by the evolution of Asian Four Emerging Drag-
ons.

The structure defects in this model is continuous asymmetry of
goods and capital flow, which frustrate balanced development of capital

utilization, industry structure, and current accounts. The core factor
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led to bubble effect and occurrence of economy crisis was thus formed
between capital utilization, industry structure, and current accounts.

The third section presented an objective analysis on the problems
of East Asia mode, which is essentially a traditional overtaking mode.
This strategy did work well, but at the same time brings more contra-
dictions. The problem is that this overtaking model is apt to the policy
of quick success and instant benefit by only focusing on speed increase
and scale expansion. labor and capital input may be given more atten-
tion, while the long — term role of technical, education and manage-
ment in productivity may be overlocked. Interest of some sectors is
pursued at the expense of the sustained stability and balanced develop-
ment of the macro economy. Commodity quantity increase takes priori-
ty of social, environment and resources sustainable development. On
the other hand, like market has its inherent problems, so does a gov-
ernment in the place of market.

In words, these core issues of the mode become more and more
stunty in the region economy development since the international econ-
omy operation conditions change and East Asia Mode confront meny
problems in its self development. The government interference on e-
conomy and the problems thus occur restrain effective configuration
and role of social resources, leading to larger crisis in the East Asia E-

conomy.

The third chapter examines and reviews the East Asia Mode in

terms of economics.

The first section presents an outline of study on the East Asia

Mode.
The East Asia Mode is examined in terms of culture. The East A-

sia economy as a whole brings strong shocking effect in the world econ-
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omy since Japan and Asian Four Tiger emerging after the World War
II and the booming southeastern Asian economy. The Confucian cul-
ture motivation study was presented since people know more of culture
influence in Asian economy development. This study emphasizes on
Confucian culture role in the Miracle happened in the East Asia coun-
tries and region while overlooks the role of human — the main body of
economic activity.

The East Asia Mode is examined in terms of politics. This is pop-
ular among scholars and conclusions derived from this analysis are to
large extent coincident, that is among the four Asian Dragons (except
Hong Kong) established an authoritative government and developed
market economy toward industrialized that made success in handling
relationship between political system and economic system. The nega-
tive impact of authoritarian government is tremendous.

The explanation of East Asia success in terms of economics at-
tracts many economists’ interests with disclosure of many facts and
conclusions of various hypothesis, which we can classify into the fol-
lowing categories: the first one represented by economists from the
World Bank (see World Bank, 1993; James, et. Al, 1987). They
believed that the success of the economies benefits from free market e-
conomy, less distorted price, and efficient resources configuration. On
the contrary, economist Alice Amsden (1989) at MIT and British e-
conomist Robert Wade (1990) and the others presented that the suc-
cess is derived from the governments’ consciously distorting price, lim-
iting market role, and supporting some key strategic industries by
means of favorable industry policies. The third hypothesis advocates
that the success of Four Asian Dragons economic development benefits

from external oriented development policy. The forth believed the suc-
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cess is brought by the strong government in the East Asian countries
and region.

In the second section, the major part of the chapter, present the
limitation of analyzing the East Asia Miracle with modern economy de-
velopment theory.

We will start with evolution of modern economic increase theory,
discussing and commenting on the function and limitation of the gener-
al model in modern economy development. We attempt to gain new
knowledge by dynamic comparative analysis of the East Asia Mode.

The Economy Development Model is derived from western market
economy practices, it is useful in explaining the East Asia economy de-
velopment in which the constrains are different from that of the west-
ern economy, however, the limitation is significant.

The economy development of the East Asia is basically develop-
ment issue, which is mainly reflected in continuous development and
improvement of the economy system and political system in this process
or the economy development accompanied with significant system
change. The system factor is central to the economy development. A
efficient economic organization is a key factor in determining the econ-
omy increase, while efficient economic organization is based on proce-
dures and specifying property rights in order to motivate people’s inno-
vation activities by creating an incentive effect. Therefore, good sys-
tem environment, efficient economy system and effective motivation
mechanism ensure the productivity potential of all economic elements
and the economy running at as high level as its technical level allows.

Dynamic comparative advantage theory is to describe comparative
advantage of original resources changing or generating due to external

environmental conditional changes to open economy. Compared this
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theory, there are some overlooks in static comparative advantage theo-
ry and conventional industry advantage theory in scale incremental
profit in terms of space and time.

The East Asia economy has achieved world well known successes
since the 1960s, remaining sustained and stable economy increase. The
resources comparative advantage contributes to its successes. The late
1990s financial turmoil is caused by insufficient use of the advantage or
failed to adjust economy structure according to situations.

The forth chapter is analytic demonstration in two levels. In the
first level a typical industry — real estate, is selected, and in the level a
typical economic entity in the East Asia region is selected for compari-
son.

There was bubble phenomenon of overheating investment in real
estate sector in Southeastern Asia like that in other East Asian coun-
tries due to internal reasons of economy rule and external reasons of
man — made policy. The basic situations of Southeastern countries are
overpopulation and less land, scarce land resources, and relatively high
land price. With more and more cheap foreign capital rushing in as the
coutries’ barrier on foreign investment project raised, the capital creat-
ed effective demand directly on real estate {such as purchased by for-
eigners for direct investment and office buildings), but also indirectly
induced investment and consumption on real estate through overheating
economy by banking loans granted to domestic consumers or through
investment department.

In addition, under the situations of the less land and overpopula-
tion in the southeastern countries, the demand for real estate is huge,
and the local people value real estate in the southeastern countries, the

capital return over the recent thirty — year investment in real estate is



10 MERE —— RKAEHMARELTFR

profitable, all these factors convinced people expectation on the bull
market of real estate. While the bankers held the same expectation
too, in addition real estate is easy to be sequestrated, kept and sold due
to its stable value, the bankers believed that the loan risk is little.
Driven by huge profit, bankers were more than pleased to grant mort-
gage loans against real estate to real estate investors and overstated the
real estate value under mortgage in order to enhance the borrowers’ fi-
nancing capability. It is regret to see that this bubble phenomenon did
oceur in the countries in the 1990s without being noticed by the gov-
ernments.

Overtaking strategy and Korean financial turmoil

Korean economy before 1970 made a great success by taking ad-
vantage of labor extensive industry. A series of Korean economy devel-
opment strategies that features overtaking (a major feature of the East
Asia Mode), for example encouraging development of giants and ob-
taining quick increase by high input and high ratio of fund, were intro-
duced in the 1970s. During this period the domestic economy develop-
ment was in startup stage and huge quantity of enterprise capital was
needed, while the capital supply was limited in the domestic financial
market. The wise action of the government was to control redistribu-
tion of the whole capital and encourage enterprises to raise fund in the
overseas financial market in order to ensure the implementation of this
strategy. Since a bank featured ease of control and the market was un-
derdeveloped, the development of credit market was encouraged while
the capital market development was restrained so that averagely the
Korean enterprises had higher rate of debts, some key enterprise

groups averaged 350% or even 1200% .
On 4 November 2000, the 21 Korean lending banks declared to
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liquidate 52 enterprises sickly running under severely defect {inance
structure. It is estimated that at least one thousand enterprises’ opera-
tion will be involved after the list is released. This is the most severe
creditability crisis ever since the 1997 turmoil. The statistics released
by Korean Dongyuan Economic research Institute indicated that unem-
ployment would jump by one percent to one million after the declara-
tion, the record high in the last three years.

The Southeast Asian financial turmoil obviously shows that the
solution to these inevitably met problems confronted with each country
and region need to be worked out. It is critical to make use of the in-
ternational environment and hold economic arteries.

The fifth chapter concerns issue of Eastern Asian Mode perspec-
tive. Whether the economy can recover through the reform and adjust-
ment, or it is possible to emerge new Eastern Asian Mode, and so on.

This section reviews the actions taken by each East Asian coun-
tries and international organizations responding to the financial turmoil
with an attempt to reduce the damage.

1. Declared jointly to fight speculation activities.

2. Accelerated economic integration.

3. Singapore and Malaysia jointly aided Indonesia.

4. A Supplementary Agreement on Finance Aid Institution was
reached by and between each East Asian countries.

Meanwhile some eastern Asian countries had to accept the harsh
loan conditions imposed by the IMF in order to get rid of the crisis as
soon as possible. The conditions can be grouped into two: the first one
is to adopt deflation policy, requiring the receipted countries to lower
down economy increase speed, the second one is to adopt free market

policy, further opening domestic market and allowing western financial



