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1.

 INTRODUCTION



	The issues being examined here have to be considered in the light of some basic limitations. “[I]t is very difficult to establish statistical links between growth and a specific intervention and even more difficult to establish causality” (World Bank, 1993:6).  We therefore try not to make too much of econometric modeling in this paper, because (a) it is felt that the models being tested are incomplete, leaving out critical variables simply because they cannot be measured and (b) variables are often tested by proxy indices which are completely arbitrary and not based on an integrated theory. We therefore rely more on economic theory and actual history in this paper.



	Abstract economic theory of complete markets and general equilibria establishes that the best mode of functioning is the free market. But this theory has to be tempered with a large number of restrictions and distortions in real life, both in the rules of the game, as well as in the changing preferences� and expectations of individuals. The neo-classical theory - as it exists today - has therefore reconciled itself to a significant economic role for the government much as Adam Smith visualized it, in cases of “market failure,” which is seen to arise from externalities, public goods, information asymmetries, and various other imperfections. The crucial question arises: what is the optimal kind of intervention to bring about efficiency given these restrictions and distortions. What appears to be the characteristic strategy in the nations which are often called “debacles” is the strategy of excessive government intervention leading to “government failure.”



	There is a horde of smaller and bigger issues which arise in the literature of such a vast magnitude and significance. For example, the role of Japanese  colonialism in influencing the type of policies adopted by the East Asian nations subsequently. In the case of South Korea, it is clearly mentioned in the literature that Park Chung Hee  - who presided over the ‘Golden Age of Growth’ in Korea from 1961 to 1979 - professedly followed the example of the Meiji restoration in framing his own policies (Amsden,1989:52). Other issues worth examining would be the role of illegitimacy of the governments in Africa, the role of heterogeneity in populations. Another issue is the locational and geopolitical importance of certain East Asian nations (e.g., S.Korea as an ally against N.Korea, Taiwan, Hong Kong and Japan as allies against China, etc.), which gained considerably from interaction with developed capitalist economies (Wade, 1990). 



	We do not have the space to dwell on these interesting but relatively minor issues. What we do here is to present a theoretical model integrating the neo-classical and the historical (Easterlin) model, in the framework of which we then look at the performance of both the East Asian and Sub-Saharan nations.



2.

A THEORETICAL FRAMEWORK



2.1	Neo-classical framework



	Under the neo-classical model “excessive” government intervention leads to problems such as financial repression and price distortions (which are at the root of distortion of incentives and the rent seeking that is found in most of the developing countries). If one were asked to summarize the three major prescriptions of the neo-classical model, one would recommend:



1.	Ensure that the social valuation vector is as close as possible to the personal valuations in the society. It is desirable therefore to organize the financial, economic and political system in a manner that does not distort prices, i.e., does not move away from the ideal social valuation vector.



2.	Exploit the national comparative advantage. It is not efficient to focus exclusively on areas where the nation has not yet developed comparative advantage. This comparative advantage can be dynamic. As human capital is enhanced over time, a conscious shift in the area of comparative advantage can and indeed, does, take place.



3.	Intervene in the most efficient manner to overcome coordination problems and market failure. It is usually  going to be impossible to get the prices right in this situation, despite the theoretical existence of Pigovian taxes or Lindahl equilibria. The focus therefore has to be to promote the larger social good without sacrificing the efficiency of competition. The prescriptions are not clear at this point and much work needs to be done.



2.2 	The Easterlin framework



	The neo-classical view needs to be supplemented, in my view, by the broader historical perspective taken by writers such as Easterlin (1995). Easterlin has identified certain necessary conditions such as social capability and the scientific attitude, must prevail in order a nation to imbibe modern technology and for there to be modern economic growth (MEG). The education imparted in schools therefore has therefore to be secular and scientific.



	The Easterlin model is basically a “spread” (and hence catch-up) model of technology. He shows how across the millennia, each technological epoch originated in some parts  of the world, and over the course of very long time, spread to other parts of the world. We are interested in the industrial revolution, whose origin can be dated to about 1750-1800, a mere 200 years ago. The true origin of MEG has been traced to the Scientific Revolution of around 1500 AD when the Renaissance became a significant force in changing the thinking process of Europe. Arising from this change in the thinking process, the European nations thus pioneered the first and later, the second and  the third industrial revolutions. The spread of this technology has been relatively much more rapid across the globe than the speed of the spread of the agricultural revolution.



	The spread of this revolution is facilitated immensely by the presence of social capability, which comprises:

 

1.	Appropriate institutional conditions:



Political: This would include the establishment of the rule of law and political stability. Indices of legislative effectiveness have been formulated which seem to show a weak  but positive relationship between political institutional effectiveness and MEG. (Easterlin: Chapter 5). 



Judicial: Enforcement of contracts in an efficient manner must be provided by the society which seeks to enter into the epoch of MEG. There should also be the “elimination of arbitrary seizure or taxation of property by despots or others” (ibid).

	

Financial: This would include the “[e]xpansion of the corporate form of business organization, markets for trading stocks and bonds, commercial banks, insurance companies, and other financial institutions” (ibid, p.3). 



Economic: The private enterprise, market economy of the Adam Smith type is the basic economic institution which has been identified here.

 

2.	Formal education for the masses: 



	Schools were invented to fulfill the demand for skilled workers.  The conversion of religious schools to secular schools where liberal education is imparted has been necessitated by the demands of technology.  Above all, formal schools are needed to impart the new attitudes of what Alex Inkeles has called the “modern man.”�



	Easterlin then shows evidence that indicates how MEG has been observed to take place only in nations which have established these two necessary conditions for growth.  The reason why no nation can see MEG without first obtaining these conditions is that these conditions are essential for the absorption and creation of modern technology.



	We note that this model is broader than both the neo-classical and revisionist models discussed in the World Bank report. While accepting the basic neo-classical paradigm, Easterlin clearly adds key ingredients to the model and thus makes it “work,” in the sense that it brings about per capita growth.� Catch-up in this model is not explained in the usual neo-classical sense of Solow, but in the sense that late starters have the benefit of the wider range of inventions available for their use through diffusion (through books), or through technology transfer of various types. Therefore, by applying the cutting edge technology to a very primitive agrarian economy, the productivity gains initially are immense, leading to the initial higher growth rates. The neo-classical model does not allow for this change in the production function itself, which is clearly implied by the Easterlin model. 



	To formalize the model, we can imagine that the “A” in the usual production function is given a positive shock (and thus shifts upward). The size of this shock reduces in each time period as the distance between the technology in the LDC and the developed nations declines, i.e.,



	Y = At F(Kt,Lt) 								... (1)



			where At = ( (At�* - At-1) ,    	( ( [0,1], 



and where At* is the level of A in the developed countries. Additionally, At* = (1+gA)(A*t-1�) where gA is the growth rate of technology in the leading nations. 	This is of course a highly simplified representation of the Easterlin view, since he sees also an endogenous component to growth, arising from human capital formation as well as continuous reduction in information costs and transaction costs, among others.



	Other major implications of the Easterlin study are:



a.	International trade has been a “hand-maiden” of growth, not its “engine.” (Easterlin, Ch.3). It is clearly technology that has impelled all the leading nations to growth. Exports did not arise from the sudden increase in demand but from an increase in supply. According to this view, the Cline� model is out of sync, completely. It was the competitiveness of the exports from the EANs (East Asian nations) that forced their way into the market, and if the exports of the late starters are competitive in that sense, then their share will increase while the total demand increases (demand is a function of price, and as price of imported goods reduces, demand in the developed world increases). 



 b.	Technology transfers through diffusion and not large scale imposition. This directs our attention to the role played by “small” firms and individuals in the growth process. The Easterlin model is one of diffusion of a rapidly growing technology over time. This model therefore highlights the role of the small private entrepreneur - a la Schumpeter - in bringing about innovation in a society.



The integrated “historical/ political/ economic” model



A chemist might put the above ingredients for growth together as:



						           (Catalyst)	

Scientific  + Market efficiency  + judicious government 	  ----(	     Sustained Modern

Attitude       (perfect		 intervention to 		social	     Economic Growth

	       competition	 promote distributional	capability

	       and allocative	 efficiency		(history)

	       efficiency)               (e.g., Japanese style)



(EASTERLIN)  ( (-----------------  NEO-CLASSICAL    ------------------(  )    (EASTERLIN)                                     

				         (REVISIONIST)	





	This integrated model does not offer a time-table for the “catch-up” of any nation to the latest epoch. And so it is difficult to state with any sense of certainty whether the sub-Saharan nations will ultimately catch up.� But it can be stated with some confidence that if all ingredients mentioned above are mixed, then there is no escape from rapid economic growth - even in sub-Saharan Africa..

















3.



GROWTH OF EAST ASIA AND SUB-SAHARAN AFRICA DURING 1960-85:

THE BASIC FACTS



	Going along with the World Bank report (1993) which has done a reasonable amount of statistical analysis, we consider the growth performance and record of the following nine East Asian nations: China, Hong Kong, Indonesia, Japan, S.Korea, Malaysia, Singapore, Taiwan and Thailand. The chart at p.3 of the World Bank report (1993) shows how these nine societies fare extremely well on the growth relationship, and are found among the top 20 in per capita growth over a long period of time, from 1960-1985. This does not mean however, that this growth was uniform across these nine nations or across any of these nations over time. For example China began to show rapid growth only in the early 1980s. Japan has seen a slow-down in growth over the past decade. There have been booms and recessions in this over-all scenario of growth. But as a first approximation, the World Bank average statistics are a useful starting point. 



	Sub-Saharan Africa comprises “44 independent countries with enormous differences in ecology, natural resources, history, cultural background as well as in current economic structure” (Zondge, 1988:1). Historically speaking, the origin of these nations was unlike the origin of many colonial nations of Asia, where existing nations (or “apparent” nations, such as India) were united under the rule of a colonial power. In Africa, the colonial powers usually merely redrew the map of Africa irrespective of its historical roots, and did very little for the peoples of this continent. Therefore sub-Saharan nations are called “classical colonies.” In most of these nations, at the time of their independence, mostly in the 1960s, the indigenous private economy did not exist or if it did, it was in the embryonic stage.



	After their independence, these governments had to undergo a leap into the modern epoch without having the benefit of virtually any education among the masses (which remains dismally low even today), or of the benefit of a functioning market economy and its associated institutions. The chart at p.3 of the World Bank report (1993) shows clearly how the per capita GDP in these economies - low as it was at the time of their independence - has actually declined over the past few decades. Jaycox, speaking of the African Crisis of the 1980s, said that in 1986, “most of the countries of Sub-Saharan Africa ... were in an economic free-fall: no goods on the shelves, no spare parts, no chalk  in the classrooms, no drugs in the clinics, and so on. Budgets were out of control, debt was piling up, institutions were decaying, social indicators were falling, and, in substantial parts of Africa, famine stalked the land.” � But since 1986, 30 sub-Saharan nations have adopted economic reforms, virtually all of them with support from the World Bank. “Combined with the ‘Toronto terms,’ the Special Program of Assistance (SPA) has been very effective in relieving the debt-stressed countries of Sub-Saharan Africa.”� The reforms were more extensive in some countries, such as Ghana and Mali. Accordingly Ghana showed the largest turnaround.�



	A major problem is that despite these SPA and policy reform measures, “[c]ivil strife continues to hamper efforts in some countries. In others, military expenditures deprive needed sectors and programs of vital support. Unprecedentedly high population growth rates eat up potential increases in per capita wealth throughout the region. Further-more, the very process of recovery from the many years of misguided policies and neglect is long and painful.”� Also, as Parker points out, attitudinal changes take a longer time to bring about than macro-level policy level change: “deregulation [has been] hesitant and most governments [have] remained  suspicious of unregulated private business activity.”� These anti-market attitudes owe their origin ultimately to the influence of Marx or religious thinkers, and are a major stumbling block for many sub-Saharan nations. 



4.

EAST ASIA: ANALYSIS OF THE “MIRACLE”



	In this section we try to analyze briefly (without even attempting to do justice to the huge literature on this subject)  whether the success of the East Asian nations fits the integrated model above.



Ingredient 1: Opening the doors to Modern Science and Technology 



	The first condition of the integrated model was met clearly by these nations. “In the decades just after Meiji restoration, Japan sent a large number of her youth abroad to study Western techniques and also invited considerable number of experts and educators who helped considerably in the development of the country” (Vepa, 1967: 217). Thus, the Japanese economy was opened to the influence of modern science in a much larger and well-planned manner than any other Asian country of its time. Apart from encouraging the learning of modern science and technology, the Meiji government in the early 1870s had directly fostered purchase of the latest foreign machinery for its domestic textile industry. By around 1880, government, in a pragmatic move, began to sell its losing industrial enterprises to private  entrepreneurs. The sum total of various policies was the emergence of enormous business combines (zaibatsus) by the end of the 19th century. 



	“Of significance is the policy of promoting technical collaboration. The government was liberal in the matter of royalties and fees (Vepa,1967:215), which led the Japanese industry to reap a rich harvest of superior technology in all its industries. The Japanese negotiated 42,000 technology contracts between 1951 and 1984 (Kang,1989:54). S.Korea also followed the pattern of Japan in the import of technology: between 1962 and 1985, it imported $1.3 billion worth of technology. (Kang,1989:54).	



	One can perhaps discuss here the issue of productivity gains arising from this open-ness toward science.  As expected, the East Asian nations “are unusual among developing economies because of the relatively important role of TFP growth.” �  But this view has been challenged by Krugman (1994), based on the work of Young (1995). One would however, tend to be suspicious of the view that there has been no productivity growth in East Asian nations.  Criticizing this view, Rostow (1995) stated, quite appropriately, that “[g]rowth accountants treat ‘advances in knowledge’ as a residual, and do not estimate it independently. The do not pierce the veil of technological change to identify precisely what ‘advances in knowledge’ are relevant to East Asia’s per capita income and technical prowess.” According to Rostow, “[t]he great historic event of the last half-century is that East Asia ... have begun absorbing the backlog of technologies.” The Krugman view also finds partial support from the World Bank (1993) itself, where it is found that “between 60 and 90 percent of their output growth derives from accumulation of physical and human capital. Productivity change has been higher than in other developing economies and is important to the East Asian success story. But it is not the dominant factor” (World Bank: 58). Roughly two-thirds of the growth of HPAEs is accounted for by the high rates of physical and human capital building. Private investment (deriving from domestic savings) was very high in the areas of physical capital accumulation, while government invested at high rates in the primary education sector.



	There is no doubt that there has been massive accumulation of capital in these societies, but it is also clear that these arguments are missing the forest for the tree. Easterlin (1995, Chapter 4) agrees with Rostow when he states that “the growth accounting technique results in overlooking the central role of these technological developments.” He then states that Krugman “fails to recognize the amazing success of the East Asian economies in assimilating new production techniques” (ibid).



	In my view, simple anecdotal examples often serve a useful illustrative purpose. Let us take the microwave market into consideration. Microwave ovens were invented in the USA, and General Electric had a leading role in the market here. But Samsung of Korea, in about 1975, decided to develop their own microwave oven. The technology was a complete trade-secret at that time. So Samsung bought all the microwave ovens in the market in the USA, and for two years tried one material after another for the element of the microwave oven, until finally it was mastered. Then, it began supplying a small quantity of ovens in the US market. It finally touted these ovens to General Electric at a very reasonable price. The production in General Electric therefore was slowly replaced by production from Korea. The key point is that it was the competitive supply of technology from the East Asian nations through the existing market that increased exports from these nations. Not only was the existing demand fulfilled by the NICs, but by helping reduce the price of goods, the total demand was increased.�



Ingredient 2: The “correct” neo-classical economic policies



	The World Bank report of 1993 is a compendium of the neo-classical strategies which were more or less “correctly” followed by the East Asian nations - with China joining in during the early 1980s. First of all, we note that the industrial structure has been “optimal” in these nations.



1.	Economies of scale where necessary: In 1984, it took only five largest conglomerates to make up half of S.Korea's GNP, with Samsung's revenue touching 6.4 percent of Korea's GNP in 1980. Thus, capital intensity and scale have played a very important role in Korean industrial growth. This is clearly an optimal neo-classical solution to many industries. 



2.	Perfect competition wherever possible - the exploitation of the comparative advantage: In most industries, it is not essential to go in for concentration. The East Asian nations have actively promoted perfect competition in such industries, by exploiting their comparative advantage in labor. A note on this is appended at Appendix I. Balassa (1982) hypothesized that the comparative advantage of Korea lay in labor-intensive as opposed to capital intensive activities, and tested this hypothesis using available data. It was found that 



	i) Korea's manufactured exports were more labor-intensive than its imports throughout 1960-68.



	ii) Korea's manufactured exports have become more labor intensive over time, both in absolute terms and relative to manufactured exports (Balassa,1982:263) “Exports have thus proved to be a powerful engine of economic growth and, because of their labor intensity, have contributed greatly to rapid employment growth, which in turn has no doubt been a major factor in maintaining a relatively even distribution of consumption” (Balassa,1982:270).



“Thus Korea provides an almost classic example of an economy following its comparative advantage and reaping the gains predicted by conventional economic theory” (Balassa,1982:273).



3.	Export promotion and getting the prices right: While it is true that the currently industrialized nations owe their growth primarily to technology, it is also seen that exports were an important hand-maiden of growth. In a similar manner, and particularly given the necessity of reaching out to a larger market in order to exploit economies of scale, East Asian nations have invariably used exports as a vehicle to optimize their domestic production. Japan was definitely the first to use this vehicle. But after the World War II, nations such as Korea were quick to follow. Despite commencing with import substitution in the 1950s, Korea switched strongly toward export promotion from 1959. Along with this, domestic incentives were set in the right direction. In 1961 and 1964, the exchange rate was brought closer to the free-trade exchange rate. Soon, import controls were also relaxed. Finally, in 1973, many export incentives were abolished after an exchange rate adjustment (Balassa,1982:214). But even by 1965, a bulk of the reforms had taken place, and the Korean economy was one of the most open economies in terms of its trade policies. “By maintaining the exchange rate near the free-trade level and granting exporters free access to imported inputs, the government has provided, on the average, almost equal incentives to produce for domestic sale and for export” (Balassa,1982:270).  



Ingredient 3: Judicious and Pragmatic intervention by the government



	These economies did not merely adopt some standard neo-classical prescriptions. The governments played an extremely judicious and pragmatic role. By establishing well-paid and efficient bureaucracies,� and by setting up various kinds of deliberation councils� (such as the MITI in Japan) where business and government sat together to exchange information and orchestrate the development of strategic industries,� these governments overcame various market failures and co-ordination problems. The revisionists seem to give this aspect an excessive amount of significance. But it must be remembered that this is basically a neo-classical prescription, whereby market failures are identified and if the planner wishes to maximize social welfare, then suitable coordination efforts are undertaken by government. In addition, many of these governments introduced various programs to provide incentives for keeping the population growth to a minimum. China is the foremost example, but even in Korea, favorable finance was provided for housing if the head of the household underwent vasectomy (Kang,1989:54).







Catalyst: Social capability and the expansion of literacy and numeracy 



	Finally, we must identify the catalytic role played by education and institutions in these nations. Japan had achieved 96% level in school attendance of all children of school-going age by 1906. By 1965, Hong Kong, Korea and Singapore had achieved universal primary education. (The emphasis by Japanese on their Korean colony was “unusually high by colonial standards” (Amsden,1989: 33)). Whichever way one looks at it, it is clear that they had developed a strong basic level of literacy and numeracy enabling the masses to absorb new technology.



	Apart from this, there appears to be a strong institutional base in these nations. While the nine East Asian nations differ widely within themselves in the openness and kind of political and legal institutions that they have developed, it is clear that there is a sense of discipline in these nations, in that rules, once framed, are generally obeyed. These are mostly “hard” states in that sense, with democracy not been well-entrenched in most of them. This “hardness” appears to come to a large extent from the incorruptible technocracy and civil service that these nations have developed, which in turn seems to be based on the foundations of greater reward and prestige for this institution.�





4.

SUB-SAHARAN AFRICA: ANALYSIS OF THE “DEBACLE”



	Let us once again place things within the framework of the integrated model and see how the analysis works out in the case of sub-Saharan Africa.



Ingredient 1: Opening the doors to Modern Science and Technology 



	In the absence of a strong base in literacy and numeracy, these nations have not made any special strides in bringing to their societies the knowledge of modern science. This is their first failure. Some authors like Wade (1990:322) have recommended that multinational companies should be welcomed to gain from the technology that they bring. But it is obvious that it was not the multinationals that brought in technology to the East Asian nations, but their own efforts. This vehicle for technology is only a supplementary vehicle. The primary vehicle remains books. For books to be read and understood, the people must be literate, and the best among them must be sent abroad to the best institutions to study. Some progress in this direction seems to be taking place now in sub-Saharan Africa, but it is clearly inadequate. 



Ingredient 2: The “correct” neo-classical economic policies



	Sub-Saharan nations, on gaining independence,  had a natural fear of a reversion to colonialism through economic control by foreign capital, and hence they nationalized the foreign capital that was present on their soil at the time of their independence.�  Many of them were also influenced strongly by socialistic views. As a consequence of this, most of them got bogged down in a morass of bad macro-economic management. 



	Christine W. Jones of the Macroeconomics and Growth Division, Policy Research Department of the World Bank, has updated an earlier Working paper of the World Bank (1994) entitled, Adjustment in Africa: Reforms, Results, and the Road Ahead, and placed on the World Wide Web site of the World Bank. According to her, “[m]any African countries initiated reform programs in the mid 1980s to restore macroeconomic balance and reverse their economic decline.” The extent of this policy reform and its economic payoffs were examined by the World Bank in 29 countries of Sub Saharan Africa in 1994. It was found that many countries had undertaken substantial macroeconomic and other policy changes which helped to restore growth. “A key component of economic reform programs is the elimination of major macroeconomic distortions. By the mid 1980s, overvalued exchange rates, large fiscal deficits, and high inflation had taken their toll on growth.” But, “[d]espite the improvement that many countries made in their macroeconomic policies, virtually no country has achieved a fully satisfactory or sustainable macroeconomic policy stance. Real exchange rates remain overvalued, fiscal deficits high, often leading to inflationary financing or the accumulation of arrears, and inflation is still a problem in many countries”(italics mine). 



	Christine re-affirmed that “improved policies are ... associated with better performance, but the countries fall short of having sound policies. In fact, there was an overall deterioration in the 1991-92 policy stance compared with the 1990-91 stance, indicating the fragile, slow and often reversal prone nature of macroeconomic reform in Africa.”

          

	An index has been prepared by the World Bank to measure macro-economic reform. This index is the “sum of the exchange rate, fiscal and monetary policy stance indexes, weighted by their relative contribution to the change in GDP growth rates.... In rough terms, the exchange rate policy stance is given a weight of one half, fiscal policy a weight of one third, and monetary policy a weight of one sixth.” It was seen in the up-date that “[t]wo countries (Mozambique and Tanzania) move up to the fair category. Four countries (Burundi, Kenya, Madagascar, and Malawi) drop from the fair to the poor or very poor category, while 3 countries (Nigeria, Rwanda, and Zimbabwe), drop from the poor to the very poor category.” The performance on policy has therefore been extremely lackadaisical, primarily because the leaders do not yet believe in these policies.



	The promotion of perfect competition must be a major goal of these governments. A study by Parker et al (1995) finds that “micro and small-scale enterprises (MSEs) can contribute  to private-led growth in Sub-Saharan Africa through employment and income-earning opportunities and by  quick response  to changing policies, incentives and market conditions.” A survey was carried out in Ghana, Malawi, Mali, Senegal, and Tanzania about five years after the launch of the  structural adjustment programs (SAPs). The study found that “many MSEs were able to take advantage of the changed environment, while [as expected] others were constrained by increased competition ...”



Some of the effects of the recently observed market oriented policies include:



1.	The removal or reduction of import licensing in all sample countries gave MSEs greater access to imported inputs than previous licensing systems, which were biased toward large, influential companies.

              

2. 	A shift toward labor intensive small and medium sized units has been observed, bringing forth the comparative advantage of these nations. “Employment growth under reforms was inversely related to firm size, ranging from 18 percent per annum for those with fewer than 5 workers at the time SAPs were launched to 3 percent for those with 21 to 49 workers.  Production and employment growth were especially high in new firms that entered after the implementation of the SAPs, indicating that dynamic MSEs were actively taking advantage of  new opportunities.” This is exactly what happened throughout in the East Asian nations. As expected, the participation of women entrepreneurs was higher in the smallest enterprises, with concentration in food processing, textiles and clothing, soaps and cosmetics.

              

3.	The marketing of products has become easier for the small producers.  Reduction of state monopolies and price controls  gave MSEs freer rein in obtaining resources and marketing products.  

            

4.	Removal of financial repression has helped make the market more “perfectly competitive.” Parker et al found evidence of substantial excess demand for bank finance by MSEs ...  where a higher proportion of respondents applied for loans following the SAPs than had ever received one in the past.

  

	Parker et al conclude that “[o]n the whole, competition appears to have stimulated successful adaptation.” But, they also suggest that “[c]ountry-specific and sub-sector studies can help to identify specific bottlenecks.  Manufacturers' associations, self-help groups, cooperatives, and local NGOs are potentially useful in dealing with individual problems and communicating with policy-makers to address systemic ones.” 



	It is clear that the sub-Saharan nations are extremely backward in their adoption of neo-classical policies, and this therefore will clearly preclude them from achieving MEG.



Ingredient 3: Judicious and Pragmatic intervention by the government



	Evidence available shows that there has been “excessive” government intervention in these nations and thus “government failure.” The recent structural adjustment programs have not been able to eliminate this failure, primarily because these programs are being imposed by the World Bank and are not driven by indigenous policy makers. endogenous. Each nation must ultimately work out its own solution to the market failure problem, and that requires a committed leadership from within.



Catalyst: Social capability and the expansion of literacy and numeracy 



	The lack of emphasis on education in the sub-Saharan nations has led to an inability to mobilize the economy as soon as structural reforms began in 1986. China too had the problem of “government failure” till 1979, but soon after its reforms began, it was able to grow almost immediately because of its large educational base. 

	

	The question arises why sub-Saharan Africa did not decide to concentrate on education earlier and why its performance even today in this basic sector is very poor. Some attempts have been made to answer this question in terms of heterogeneity� and legitimacy of the state. There could be many other reasons too, but we shall not investigate them here. Suffice it to say that the sub-Saharan region seems to be a particularly good example of what not to do in order to achieve growth, in terms of the theory framed above. 





5.

CONCLUSION



	At this stage, one can look back at the analysis above, and conclude that the integrated neo-classical and historical model discussed above offers a reasonably satisfactory explanation of the differences in the performance of the sub-Saharan and East Asian economies. The root of backwardness is seen here to be in the inability to absorb technology in sub-Saharan Africa. Thus, the results observed in East Asia cannot be quickly achieved in Africa, even in the next few decades. It requires an endogenous leadership in each of these 44 nations to recognize the relevance of education, the need to build up good institutions, and the implementation of correct policies, before these nations can bootstrap themselves to rapid growth. This model also predicts that with time, the growth rates of East Asia will decline until they have completely “caught up,” when their growth rates will become similar to those observed in the developed world. 



	This model, is also generalizable to other nations, irrespective of their culture or composition, and therefore should offer deeper insights into the performance of backward regions such as South Asia, East Europe, the Middle East and Latin America.
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APPENDIX I





 A NOTE ON THE PROMOTION OF PERFECT COMPETITION IN EAST ASIA



	Despite the similarities between Korea and the Japanese zaibatsu system of large industrial, data clearly shows that the small and medium sector (i.e., employing very few persons), has played a prominent role in the dynamism observed in the East Asian tigers, including Korea. Thus, not only has the capital intensity been high, but great emphasis was placed on labor intensity. The following data adapted from Naya (1985:150) confirms this:



Table 1



Relative importance of SMI in Asian countries

---------------------------------------------------------------------------------------------------------

Country		Year		firms				%age of 

					employing			value added

					from 5-99			against

					persons as %age		total value

					of all 				added	

					manufacturing firms	

---------------------------------------------------------------------------------------------------------

Indonesia		1975		97.4				25.7

Malaysia, West		1973		88.1				31.1

Philippines		1975		95.3				14.4

Thailand		1964		96.2				-

			1980		96.5				41.7

Singapore		1973		90.0				22.9

Taiwan			1971		92.9				20.2

Japan			1973		95.6				35.4

Korea			1973		91.8				16.9

--------------------------------------------------------------------------------------------------------



	Naya finds that “the importance of cottage industries has declined for most of Asian countries as the economy developed, though SMI continued to be dominant.” (Naya:158). 	When it comes to exports from the SMI sector, Naya (1985) found that in Singapore, “SMI are highly efficient and contribute strongly to exports. Census data for Singapore reveal that in 1978, establishments with 10-29 employees exported 24 percent of their total sales, while establishments with 30-49 workers exported 43 percent.” (Naya,1985:159). “Small firms in Korea accounted for 19% of exports in 1963 but this had increased to 36% by 1978; the average rate of growth in Korea's manufactured exports was 42% a year during this period, but small firms' exports grew at 51% a year (Harper,1984:131).



	The reason for the growing significance of Asian (and perhaps other) SMI in exports arises, according to Malcolm Harper, from their greater use of labor, giving them an overwhelming  comparative advantage in exports. For example, “in 1976 industrial wages in Thailand were one-fifteenth of those in the United States and in 1980 a laborer in Kenya earned about the same proportion of a British unskilled worker's wages” (Harper,1984:131).



	“A striking feature of Taiwan's export expansion  is that it was based to a great extent on exports of processed imported materials... By  importing land-intensive materials (such  as timer and raw cotton), processing them, and exporting the resultant products, Taiwan was in effect exporting its labor, skills, and capital, without having to draw on its own scarce supplies of land” (Little, 1970: 254). Further, “Taiwan's export success was ... due to a large number of factors, but among these the economic policies followed by the Government were certainly important (Little,1970:254).



	“Hong Kong provides a striking example of a country which has been able to achieve immense success with its exports of manufactures from the base of a tiny domestic market and without any protection for that market or financial aids for exporting. Her exports, to an even greater extent than Taiwan's, are processed imported materials” (Little, 1970:260).  A UNCTAD study cited by Little (1970:260) states, `The government has promoted the establishment of industries in Hong Kong through the provision of basic infrastructural facilities including electric power, water supply, industrial sites and workers' housing. The development of industrial estates ... has set a model for many other developing countries in Asia.'



	Similarly, Storey (1983:62) shows the “dominance of the small firm in the Japanese economy, in terms of both employment and numbers of enterprises. These facts may contrast with the casual observer's view of the Japanese economy, whose impressions are formed from Japanese export performance where large manufacturing firms figure very prominently.” Further, “large-scale, `modern' firms have never formed more than an enclave in an economic landscape populated by small firms” (Storey,1983:81). The fact is that small and medium enterprises produced 52.1 percent of the goods exported by Japan in 1980, and in addition, small enterprises supply about 20 percent of the components of the large sector. Further, the exports do not tell the complete story of Japan's economy. Japan exports only about 16 percent of its output (compared with 36% of output by Korea) (Kang,1989:49). Thus small and medium enterprises have a large role to play in the domestic economy as well.



� 	Kuran (1995) has analyzed the mechanism of such change.

� 	Easterlin, 1995: Chapter 5, p.4.

� 	We know how difficult it has been for the neo-classical model to model per capita growth in income.

� 	Cline (1982).

� 	It is clear that religious fundamentalism, which plays a very negative role by suppressing the key ingredient: “scientific attitude,” has played a prominent role in various less-developed nations from time to time, and such nations, it can be said for sure, will be delayed into their entry into the epoch of MEG unless they turn this approach around.

� 	Jaycox, 1992:2.

� 	ibid: 3.

� 	Parker, et al, 1995.

� 	ibid: 4.

� 	Parker et al, 1995.

� 	World Bank: 8.	

� 	I had read about this example somewhere about five years ago. I now forget where.

� 	World Bank, 1994: 8.

� 	These are discussed at length in World Bank (1993: 181).

� 	Kang, 1989:86.

� 	World Bank, 1993:177.

� 	This point is emphasized in a paper by Tan Shizhong in Zongde et al, 1988.

� 	Easterly and Levine.
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