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T
WO decades after their
track record of specta-
cular growth first drew
widespread scrutiny,
even comparisons with
Soviet-style “mobilisa-
tion of resources”, Asian
nations continue to out-

pace other regions in economic
growth.

Now new studies by an economist
in Singapore have found that, contra-
ry to earlier assertions, the growth
streak, particularly in more recent
years, has been driven by inspiration
as well, not just perspiration.

In the mid-1990s, studies of the
remarkable economic catch-up by the
four Asian “tiger economies” (Hong
Kong, Singapore, South Korea and
Taiwan) between 1965-1990 conclud-
ed that their rapid output growth had
been almost entirely input-driven,
fuelled by intensive build-up of capi-
tal in particular.

Efficiency gains – or improve-
ments in total factor productivity
(TFP) – apparently contributed little,
if at all, to their growth. This led to a
blunt dismissal of the East Asian
growth model in a famous 1994 pa-
per by Paul Krugman, The Myth of
Asia’s Miracle. The “miracle” of
Asia’s extraordinary growth surge
was but a flash in the pan, “based on
perspiration rather than inspiration”,
said Prof Krugman. He noted that
Singapore, in particular, had grown
“through a mobilisation of resources
that would have done Stalin proud”.

Pattern of growth

Miracle or not, new research on eco-
nomic growth in Asia by an academic
at the Lee Kuan Yew School of Public
Policy in Singapore, Vu Minh
Khuong, has unearthed the “secret”
in the region’s stellar economic per-
formance. “This secret lies not in
achieving superior TFP growth but in
sustaining reasonable TFP growth
rate in spite of rapid capital accumula-
tion over extended periods,” he told
BT.

The assistant professor’s studies
cover 16 economies over the two dec-
ades from 1990 to 2010. The econo-
mies are the two giants China and
India; the four “tiger economies”; six
Asean countries (Cambodia, Indone-
sia, Malaysia, Philippines, Thailand
and Vietnam), and four South Asian
nations (Bangladesh, Nepal, Pakistan
and Sri Lanka).

What Prof Vu found is that the four
tiger economies’ early pattern of
capital-driven growth is now seen
prominently in Asia’s emerging econ-
omies, especially China and India.

From just 4 per cent in 1990, Chi-
na’s share in the world’s capital in-
vestment surged to 29 per cent in
2010. Over the same period, its share
in global GDP (gross domestic prod-
uct) grew from 4 per cent to 14 per
cent.

India has seen a similar, if less
striking, pattern: Its share in the
world’s capital investment rose from
3 per cent in 1990 to 7.5 per cent in
2010, while its GDP share doubled

from 3 per cent to 6 per cent over the
two decades.

High capital accumulation would
typically spell diminishing returns on
efficiency. But what Prof Vu found
was that, despite the high capital in-
puts, TFP’s contribution to growth in
most of the 16 Asian economies was
notable during 1990-2010, and in-
deed improved in the second decade.

In fact, interestingly, TFP gains be-
came the most important source of
growth for South Korea and Taiwan
between 1990 and 2010, accounting
for 49 and 43 per cent, respectively,
of their GDP growth, Prof Vu noted.

“This implies that growth of these
two economies has been driven more
by efficiency improvements and tech-
nological progress in the past two
decades,” he said.

Singapore, however, is a notable
exception to the trend: Its TFP share
of GDP growth remained a paltry 1.7
per cent during 1990-2000, though it
did improve to 15.2 per cent in the
following decade.

Prof Vu, who is from Vietnam, also
found that the 1997 Asian financial
crisis seemed to have resulted in
transformational effects on the most
affected economies – Indonesia, Thai-
land, Malaysia, Philippines and the
tiger economies.

“I found robust TFP growth in the
most affected economies in
2000-2010 compared to their per-
formance in 1990-2000,” he told BT.
“For example, the share of TFP in
GDP growth increased from minus
9.7 per cent in 1990-2000 to 22 per
cent for Indonesia, from 13.1 per cent
to 36.6 per cent for Malaysia, and
from 3 per cent to 30.6 per cent for
Thailand.”

In contrast, the Asean countries
that were not hit by the crisis, such as
Vietnam and Cambodia, in fact saw a
marked worsening in TFP growth.

Vietnam’s share of TFP in GDP
growth plunged from about 34 per
cent in 1990-2000 to 2.3 per cent in
the following decade; for Cambodia,
its TFP share fell from 14.6 per cent
to 3.2 per cent.

The better TFP showing in the
crisis-hit countries implies that these
economies have significantly en-
hanced their growth efficiency in the
post-crisis period, said Prof Vu. He at-
tributed the improved growth efficien-
cy to reforms and mindset changes
with transformational effects.

“The investor and the government
have become more diligent in making
investment,” he said, pointing to “no-
tably lower” rates of fixed investment
as a percentage of GDP for the most
affected economies in 2000-2010
compared to the preceding decade.

“The governments in these coun-
tries have carried out serious reforms

to liberalise the economy, improve
business environment and build macr-
oeconomic resilience,” Prof Vu said.

The crisis, he added, has “induced
both government and private sector
to engage more proactively in speed-
ing up structural change, which shifts
resources from lower productivity sec-
tors and users to higher ones”. Prof
Vu – who had had industry experi-
ence as a CEO and as an economic ad-
viser to a mayor in Vietnam before
his academic career – cited the Thai
automotive industry as “a vivid exam-
ple of this dynamics”. Post-Asian cri-
sis, the Thai government lifted a re-
striction on foreign-majority owner-
ship in automotive firms and encour-
aged foreign direct investments, steer-
ing the industry from domestic sales
to export-driven growth.

Prof Vu’s research findings are
being published in a book titled The
Dynamics of Economic Growth: Policy
Insights from Comparative Analyses
in Asia, expected out on the shelves
in a few months. The book delves into
the “surprise, speed and scale” of
Asian growth and identifies common
elements in the economies’ successful
growth strategies.

“The recipe for achieving sus-
tained high economic growth is sim-
ple and not new,” said Prof Vu. “It
consists of policy initiatives and priori-
ties along three strategic directions:
exploiting the country’s backward-
ness; upgrading the absorptive capa-
bility; and creating favourable condi-
tions for investment, structural
change and efficiency improve-
ments.”

Emotion and enlightenment

In embracing openness, efforts
should be focused not only on promot-
ing exports and attracting foreign
investments but also on importing
new ideas and technologies, he said.

Upgrading the country’s absorp-
tive capability calls for a comprehen-
sive effort in building human capital
that should include promoting innova-
tion, he said.

Not least, the vision, strategic in-
tent and commitment of the country’s
leaders in charting its future is key.

“As a nation embarks on an eco-
nomic catch-up endeavour, it should
first check up its two drivers of a
great development process: emotion
and enlightenment,” said Prof Vu.

“Emotion implies its aspiration, anxie-
ty and a sense of responsibility for the
country’s future, while enlightenment
is associated with its freedom of ideo-
logy, mindset openness, eagerness to
learn. These two drivers can be con-
sidered as the two wings of a bird. If
they are not strong enough, a nation
cannot fly high in its economic
catch-up endeavour.”

And given his findings about the
Asian economies’ sustained TFP
gains, “in this spirit, for a developing
country, especially when its income is
still low, 7-10 per cent GDP growth
with 1-1.5 percentage points contrib-
uted by TFP is preferable to 4-5 per
cent GDP growth with 1.5-2 percent-
age points from TFP”, he said.

That’s because of the very low capi-
tal stock per capita in most develop-
ing countries. For example, relative
to the United States, capital stock per
capita in 2010 was 3 per cent for Cam-
bodia, 8.4 per cent for India, 9.7 per
cent for Vietnam, 18.3 per cent for
Indonesia, and 29.6 per cent for
China, he noted. “Therefore, foster-
ing rapid capital formation is an effec-
tive way for these countries to speed
up their economic catch-up.”

But a country should review its
growth strategies if its TFP growth is
experiencing a marked decline, such
as in the cases of Vietnam and Cambo-
dia during 2000-2010, he added.

While these lessons are most rele-
vant to lower-income countries, there
are pointers for the richer economies
as well.

One key takeaway is that the gov-
ernment needs to pay special, strate-
gic attention to sustaining high capi-
tal rates of return for the entire econo-
my while making every effort to pro-
mote investment, said Prof Vu. And
this would call for an effective deve-
lopment strategy to open up the eco-
nomy, upgrade and foster structural
change.

P
RODUCTIVITY and other efficiency
gains have become a much bigger
driver of Singapore’s economic
growth in the last decade – but the
Republic still lags, by far, the other

East Asian economies on the TFP (total factor
productivity) measure.

From just 1.7 per cent during the
1990-2000 period, the TFP share of Singa-
pore’s economic growth improved to 15.2 per
cent in the following decade, according to re-
search by Vu Minh Khuong, an assistant
professor at the Lee Kuan Yew School of
Public Policy.

The figures seem impressive – until seen
alongside the data for Hong Kong, South
Korea and Taiwan.

For these three economies, TFP became
the main engine of growth, accounting for
over half of GDP growth during 2000-2010,
Prof Vu’s figures show.

Hong Kong’s TFP share of GDP growth
improved from 7 per cent during 1990-2000
to 58 per cent in the next decade.

For Taiwan and Korea, the improvement is
not as dramatic because their TFP contribu-
tion was already relatively strong in the earli-
er decade, at 38.4 and 46.1 per cent respec-
tively.

Taiwan’s TFP share of GDP growth grew
further to 50.2 per cent during 2000-2010,
while Korea’s rose to 54 per cent.

In economic growth accounting, TFP is the
residual part of GDP growth after accounting
for the inputs of capital and labour. TFP gains
typically refer to technological progress, effi-
ciency gains and intangible socio-economic im-
provements that stem from a well-educated,
skilled workforce, quality investments and
other upgrading.

According to Prof Vu’s study, which cov-
ered 16 Asian economies, capital inputs con-
tributed 46.5 per cent of Singapore’s GDP

growth between 2000-2010, while labour ac-
counted for 38.3 per cent. And the labour
share of GDP growth stemmed largely from
sheer volume of hours put in rather than man-
power “quality”.

Singapore’s low TFP growth is cause for
concern, Prof Vu told BT. “This suggests that
Singapore needs to make more decisive efforts
in fostering structural change and efficiency
improvements to increase TFP growth.”

Singapore has done well in achieving high
economic growth through applying effectively
a strategic development policy.

“In particular, Singapore has done very
well in strategic positioning, fostering capital
formation and building learning capability,
which has enabled the country to rapidly up-
grade its absorptive capability,” he said. “How-
ever, Singapore is currently facing a formida-
ble challenge in fostering productivity growth,
for which vigorous structural change is need-
ed. One of the main obstacles to Singapore’s

overcoming this challenge is its favourable ac-
cess to cheap labour, which discourages firms
to shift towards higher productivity activities.”

In a 2011 paper on sources of Singapore’s
economic growth, published in the Asean
Economic Bulletin, Prof Vu said the primary
focus of Singapore’s economic policy in the
coming years should be on labour productivity
growth.

But “one should also note that due to the
convergence effect, as a country gets richer its
growth tends to decline”, he told BT. “At the
same time, TFP plays a more important role in
richer countries, for which growth is more
driven by innovation.”

Now that Singapore has joined the league
of the world’s richest nations, it is reasonable
to expect that its GDP growth would hover
around 3-3.5 per cent – of which about one
percentage point, or around one-third, should
come from TFP growth, he said.
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New research on 16 Asian economies finds role of total factor productivity in their stellar economic performance

S’pore needs to boost its TFP growth

Interestingly,
TFP gains
became the
most
important
source of
growth for
South Korea
and Taiwan
between
1990 and
2010,
according to
Prof Vu.
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Asia’s growth elixir

Prof Vu: Says the Asian financial
crisis seemed to have resulted in
transformational effects on the most
affected economies. PHOTO: ARTHUR LEE

New growth engine 

Hong Kong 54.4  38.5 7.0 24.8 17.0 58.2
South Korea 28.6  25.3 46.1 34.7 11.3 54.0
Taiwan 45.3  16.3 38.4 32.0 17.8 50.2
Singapore 68.2  30.1 1.7 46.5 38.3 15.2

Source: Vu (2013)
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