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EAST ASIA'S ECONOMIC "MIRACLE* COULD BE REPEATED
IN OTHER COUNTRIES, NEW STUDY SHOWS

WASHINGTON, September 26, 1993--The dramatic growth of East Asian economies during
the past three decades has lifted millions of people out of poverty, according to a new
World Bank study.

And many developing countries could witness a similar "economic miracle" if they
take the same path toward growth that East Asia did, adds the study, "The East Asian
Miracle: Economic Growth and Public Policy".

East Asia has been the world‘’s fastest growing region for more than 30 years, with
most of the growth occurring in eight economieg: Hong Kong, Indonesia, Japan, Malaysia,
Republic of Korea, Singapore, Taiwan and Thailand. Since 1960, these economies have grown
twice as fast as the rest of East Asia, three times as fast as Latin America and South
Asia, and five times as fast as sub-Saharan Africa, the study shows.

These economies have also been usually successful at sharing the fruits of growth--
they are the only economies in the world that have achieved rapid sustained growth while
reducing the gap between the rich and poor.

This success, and the policies used to achieve it, "raise complex questions about
the relationship between government, the private sector and the market," World Bank
President Lewis Preston writes in the introduction of the study.

John Page, the leader of a research team that carried out the study, says that East
Asia focused on "policy fundamentals", which provided a solid foundation for equitable
economic growth. These fundamentals included:

* Managing monetary and fiscal policy to ensure low inflation and a competitive
exchange rate;

* Concentrating public investment in education on primary and secondary levels of
schooling;

* Fostering effective and secure financial systems to encourage savings and
investment;

* Limiting protection so that domestic prices are close to international prices;
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Supporting agriculture by assisting the adoption of "green revolution" technology,
investing in rural infrastructure, and limiting taxation on agricultural goods.

In addition, some governments, especially in northeast Asia, boosted growth by
intervening in the economy where markets were weak, the report said. Previous bank
studies have described these "policy interventions" -- for example, suppressing interest
rates or promoting favored industries -- as always harmful to growth.

The study says that "export push", a combination of fundamentals and interventions
has been crucial to East Asia’s success. Competing in global export markets speeds
adoption of new technology and boosts productivity, the report points out. "Of the many
interventions tried in East Asia, those associated with export push hold the most promise
for other developing economies", the study says.

Even, so, developing countries hoping to follow in the footsteps of East Asia should
limit policy interventions and focus instead on fundamentals, the report says.

Study leader Page warns that some of the interventions used in East Asia may not be
right for some other countries. "Government intervention in the economy always carries a
risk that vested interests will shape policies to their own advantage", Page says. He
adds that these risks are greatest in countries where the civil service and other
institutions are weak.

-0-



Early Education Push Pays Off For East Asia

overnments seeking to

emulate East Asid’s economic

success should focus scarce
educational resources on primary
and secondary education, leaving
funding of colleges and universities
to the private sector, 2 World Bank
study has concluded.

The study, “The East Asian
Miracle: Economic Growth and
Public Policy,” found that
governments in the successful East
Asian economies devoted about the
same proportion of their budgets to
education as governments elsewhere.
But the East Asian governments
obtained greater benefits by concen-
trating their spending on the lower
grades.

The tilt towards basic education
“is the major public policy factor
that accounts for East Asia’s extraor-
dinary performance with regard to
the quantity of basic education,” the
report said. As a result of this tilt,
the share of public expenditure
devoted to basic education “has
been consistently higher in East Asia
than elsewhere,” it said. (page 199)

The focus on basic education had
several benefits {pages 43-46), among
them: -

" * Increased equality, because poor
children who would otherwise quit
school are able to continue and sub-
sequently find better jobs

* Higher secondary and tertiary

enrollments, because some

students who would have never
begun school, or would have quit
carly, go onto higher levels

* A higher quality work force, due
to the widespread improvement in
basic skills such as reading and math

* A smaller gap in the educasional
astainment of boys and girls, because
of near universal basic education

The report said that the increased
education of females resulting from
the focus on basic education had
far-reaching benefits, including
slower population growth rates,
because educated women tend to
have fewer children, and improve-
ment in the quality of training and
education that children receive from

. their mothers at home. (page 47)

A Tale of Two Education Systems
The advantage of focusing on
primary education can be seenina
comparison of schools in Bolivia
and Indonesia (puge 201). Both coun-
tries are at about the same level of
development, with illiteracy rates of
about 20 percent and per capita
incomes around $630. And both
countries spend about 2.3 percent of
their Gross Domestic Product on
education.

“But while Bolivia devotes only
41 percent of its education budget
to primary schools, Indonesia
spends nearly 90 percent on basic
education. The resulting differences
are striking.”

In Bolivia, the report says, most
rural schools offer only three years
of instruction. “Repetition and drop
out rates are high, especially for -
girls, and only one in ten children
has a text book. Partly because of
inadequate resources, teacher train-
ing is poor and administrative
corruption is widespread.”

“Indonesia, by contrast, has
deliberately focused resources on
primary education.” In the mid-
1970s, a massive school
construction drive and abolition of
primary school fees boosted enroll-
ments, which by 1987 had surpassed
90 percent, the report said. With
near universal education, the gap in
enrollments between boys and girls
has disappeared.

Nancy Birdsall, the director of
the World Bank Policy Research
Department during the preparation
of the report, and currently the vice

president of the Inter-American

Development Bank, said that the
lesson for other developing countries
was clear. “Government investments
in primary and secondary education
have high returns,” said Ms.
Birdsall, a key contributor to the
human capital section of the report.
“Investment in basic education is
part of the virtuous circle of good
policies and high growth that has
contributed to the East Asian mira-
cde”







Asian Economies Succeeded by Sharing the Wealth

overnments that would like to

emulate East Asid’s success

should ensure that the benefits
of economic development are widely
shared, a World Bank study has
found.

- East Asian governments have
achieved the highest growth rates in
the world—and narrowed the gap
between rich and poor—by deliver-
ing on promises thar all groups in
society will benefit from growth, the
study says.

The study, “The East Asian
Miracle: Economic Growth and
Public Policy,” concluded that
wealth-sharing mechanisms are a
key ingredient in the political stabil-
ity necessary for rapid growth.

East Asian leaders adopted
policies “that drastically increased
opportunities to share the benefits of
growth,” the report says. Convinced
that their efforts would be rewarded,
people in these countries “study
more, work harder, and save more.”
(page 160)

The report notes that policies
varied widely among countries and
cautions that some policies that
worked in some East Asian
cconomies may not work elsewhere.
Among the policies:

Universal Education—"Universal
primary education and wide access
to secondary and higher education
contributed substantially to oppor-
tunities for upward mobility.” Like
other wealth-sharing mechanisms,
universal education mitigated the

feeling that society is unjust, making
people more accepting of market-
oriented policies needed to foster
growth. {page 160)

Equitable Land Holding—
“Widespread ownership of land not
only improves equity but also
improves land productivity.” All the
successful East Asian economies
with substantial agrarian sectors had
widespread land holding, cither due
to traditional ownership patterns
(Indonesia, Malaysia, and Thailand)
or land reform (Japan, Korea, and
Taiwan). (page 160)

Support for Small and Medium-
Sized Enterprises—A profusion of
small and medium-size enterprises
boosted equity and efficiency. These
enterprises usually developed due to
market forces. But several
governments also assisted such com-
panies with special credit and
support services. (page 161)

Lou~Cost Housing—Hong Kong
and Singapore provided low-cost
housing for the majority of
residents. “The massive construction
effort created jobs when both
economies faced high unemploy-
ment; subsequently, the wide avail-
ability of low-cost housing for
workers helped to hold down wage
demands, subsidizing labor-
intensive manufacturing.” (page 163)

Wooing Big Business

World Bank economist Ed Campos,
the main contributor to the study’s
chapter on institutions, said that

East Asian governments also courted
the support of business elites with
mechanisms that amounted to an
clite-oriented form of wealth
sharing.

“Big businesses often feel threat-
ened by the reforms that are needed
to spur growth,” Campos says.
“They worry that increased compe-
tition will erode their position. In
East Asia, governments won their
cooperation by seeking their views
in formal deliberation councils.”

Campos cautioned that such
councils can only be successful
where the civil service is strong
enough to retain control of the con-
sultation process, and eventually
design and implement policies that
foster overall growth.

The report says that deliberation
councils help the bureaucracy “gath-
er information about world markets,
technology trends, and the impact
of regulations.” In addition “they
serve as proto-democratic
institutions, providing direct chan-
nels for big business, labor and acad-
emia to the seat of power.” (page 187)

Countries that want to use delib-
erative councils should begin by
strengthening their bureaucracies,
the report says. “Governments must
foster the conditions in which the
bureaucracy, or at least a dedicated
technocratic core, can design and
implement effective policies,” the
report says.




EAST ASIAN MIRACLE

BACKGROUND NOTE

“Asia’s Export Success Could be 'Copied Elsewhere

olicies to promote rapid export
Pgrowth hold great promise for

developing economies seeking
to emulate East Asia's success.

Rapid export growth has been
crucial to East Asia’s economic
boom, boosting foreign exchange
carnings, employment, assimilation
of new technology, and overall pro-
ductiviry.

Moreover, despite intensifying
global competition and sluggish
markets in the major industrialized
economies, exports could provide
the path to prosperity for developing
countries in other regions, according
to “The East Asian Miracle: Public
Policy and Economic Growth,” a
new World Bank study

The continued success of East
Asian export drives in the current
world economic slowdown
“indicates that export drives can suc-
ceed even when industrial-economy
markets are not expanding rapidly,”
the report says. (poge 361)

“In contrast with the success of
carlier export drives, which depend-
ed primarily on increased consump-
tion in the industrialized economies,
the later drives have depended on
consumers in industrial economies
buying goods made in Asia instead
of goods made elsewhere,” the
report said. “If industrial-economy
markets remain open, developing
economy exports can continue to
~ expand in this manner.” (page 361)
Contrary to concerns in some

developed countries about a flood of
exports from the developing world,

these exports remain tiny relative to
the size of the major, industrial
economies, the report says. In 1988,
developing-economy exports of
manufactured goods accounted for
just 3.1 percent of the toral
manufactured goods consumption
in the European Community, North
America and Japan.

Countries hoping to follow East
Asid’s success can take heart that the
East Asian miracle economies have
not always been strong exporters.
Except for Hong Kong, all tried an
inward-oriented, protectionist
approach towards development but
abandoned it in favor of increased
openness to trade and an “export
push.” (pages 123 10 156)

Elements of export push have
included:

Macroeconomic stability and realis-
tic exchange rates. Avoiding high
inflation has helped the successful
East Asian economies maintain real-
istic and sometimes slightly under-
valued exchange rates. “Often trade
liberalization has been part of 2 poli-
cy package that included
devaluation, exchange rate
unification, fiscal reform, and
foreign aid or concessional loans to
offset a temporarily deteriorating
current account.” (page 125)

Access to imports and world prices.
Successful East Asian governments
have found a myriad of ways to
grant exporters access to imports at
world prices: free trade zones, export
processing zones, bonded warehous-
es, duty drawbacks, or exemptions

from tariffs. (poge 143)

Assistance with export financing.
Expansion into new export activities
often requires long and short-term
financing. Nearly every successful
East Asian economy has had some
program to ensure that exporters
have access to credit, often at subsi-
dized interest rates. (page 144)

Assistance with market penctrasion.
Most governments in successful East
Asian economies helped exporters
overcome barriers to entering new
markets. Support has included tax
breaks, backing for exporter associa-
tions, marketing assistance to small
and medium-sized exporters, and
the creation of international trading
companies. {page 145)

‘What country will provide the
marker if all countries push exports?
The dramatic growth of trade with-
in Asia shows that export-oriented
economies themselves generate new -
markets for imports. To compete
internationally, exporters need access
to technology, capital and interme-
diate inputs a world prices.
Accordingly, production in East Asia

" has become more and more interna-

tional as exports have grown. {page
362)

“The scope for export expansion
remains substantial,” the report con-
cludes. “Indeed, individual develop-
ing economies, particularly smaller
economies currently contemplating
an export-led expansion, could safe-
ly assume that demand for their
products is infinitely elastic.” (page
362)




