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1. State of the Art

   The term “globalization” is used to describe the unprecedented economic interdependence of today’s world through trade, international financial markets and FDI, through migration, and international economic agreements. 

    Is globalization good for growth? One may think that the answer is definitely positive. However the data show that there is no direct link between globalization and growth.
In 1960-2000 the annual average growth rates of GDP per capita GDP were:

· OECD – 2,5%

· East Asia – 4,5%

· Middle East and North Africa  – 1,7%

· Latin America – 1,6%

· South Asia – 1,8 

· Sub-Sahara Africa – 0,3%

  Taking these data at face value, it appears that East Asia was the only region that was catching up with the developed countries in terms of GDP per capita, whereas for all other developing regions of the world the gap in the levels of development with the West was widening. Only a small group of countries (8 in East Asia, and 9 in other regions –Botswana, Hungary, Greece, Ireland, Luxembourg, Mauritius, Norway, Portugal, Spain) exhibited growth rates of GDP per capita of over 3% a year in recent 40 years.   

    What is the secret of the fast growth?  This  intriguing question gave birth to many researches. One of the mounting streams of literature questions the benefits of globalization per se and various policies to promote globalization in particular. Simply put, this literature states that what may be good for developed countries is not necessarily good for countries that are farther away from the technological frontier and are catching up with developed nations. Even the simple enumeration of the areas where market type reforms are found to be detrimental for less developed countries is quite impressive: free international trade, elimination of subsidies to producers and promotion of competition, liberalization of capital flows and deregulation of domestic financial markets. The general conclusion of such studies is that developing countries should not embark blindly on market friendly institution and policy reforms, even if the latter proved to be beneficial in more advanced countries. On the contrary, in other areas, such as the protection of intellectual property rights, Western regulatory requirements are perceived to be too strict for poorer countries.  (Chang (2002), Stiglitz (2003), Easterly (2001) ).                  

   This  project is a continuation of our  2003-04 research project with greater accent on institutions rather than policies. We assume that the optimal set of policies and institutions most conducive to economic growth is different for developing and developed countries and try to study how  the architecture of the “good” institutions and policies depends  on the level of economic and social development. 

  Below we provide a brief survey of some studies that analyze why particular “globalization policies and institutions” that work in Western countries may be less conducive to growth or even suppress it in developing economies. 

 Stages of development and industrial policy

   The debates on whether free trade or protectionism are more conducive to growth are as old as economic research itself. Recent empirical studies (Rodriguez and Rodrik, 1999; O’Rourke and Williamson, 2002; O’Rourke and Sinnoit, 2002; see for a survey: Williamson, 2002) found that there is no conclusive evidence that free trade is always good : whereas protectionist countries grew more rapidly before the WWI, they exhibited lower than average growth after the WWII. 

    The same argument applies to the industrial policy in general. Whereas for developed countries industrial policy may be of little use, for countries that are catching up it may promise high returns. With respect to rapidly growing countries of East Asia this argument was made in the World Bank Development Report “East Asian Miracle” (WDR, 1993).

   Empirical evidence seems to suggest that the accumulation of foreign exchange reserves (FER) may serve as an instrument of industrial policy to stimulate export, protect domestic production and contribute to economic growth of a developing economy. The discussion and interpretation of these stylized facts is offered in (Polterovich, Popov, 2002),  but the issue is by no means settled and the controversies continue. 

Strategies of catching up and institutions for imitation and innovation

Is it possible and efficient for a middle income country to follow knowledge-based strategy of economic growth, or a critical level of industrial development has to be reached as a prerequisite for switching to modern technologies? 

To what extent should a developing country rely upon the technology transfer from the West? A related question, what should be imitated? Should we imitate the most progressive technologies or much cheaper technologies of the previous generations?  If so, could we speak about the optimal strategy to shorten the distance in technological levels between less and more developed countries?
It was found that the influence of foreign research is stronger than domestic one even for such developed countries as  Italy or Canada ((Aghion and Howitt (1998), p. 392). At the same time, Evenson and Westphal, 1995 argue “..that technology is in fact created in LDCs” (p. 2212)  due to difficulties to transfer it from abroad. Why is this the case?  A possible answer is that LDC have no appropriate infrastructure to absorb the transfer of technologies.  Then a natural question arises: which role should the government play to stimulate knowledge based-economic growth?  

 There is a  consensus that strong property rights  is a crucial prerequisite of economic growth. It was taken for granted that intellectual property rights have to be strengthened as well. Quite recently, however, several authors have  cast serious doubt upon the last statement (Chang (2001), Boldrin, Levine (2002)). Sakakibara and Bransletter (2001) studied the 1998 Japanese patent law reforms and did not find any evidence of its positive impact. These and a number of other results “…raise the possibility that strengthened intellectual property rights have led to the socially wasteful accumulation of defensive patent portfolios.” (Sakakibara and Bransletter (2001). P.99). 

 Evolution of capital market institutions, globalization   and economic growth

There is no evidence that the free movement of short term capital promotes economic growth (Stiglitz, 2000; Griffith-Jones, Montes, Nasution, 2001; Singh, 2002). The IMF has admitted that forcing developing countries to open their markets to foreign investors could increase the risk of financial crises. "The process of capital account liberalization appears to have been accompanied in some cases by increased vulnerability to crises," the fund said in a report (Prasad et al., 2003)  prepared by its chief economist, Kenneth Rogoff. The report said there was little evidence  that IMF policies encouraged economic growth in poor countries. It warned countries to be cautious about integrating with the global economy and suggested they try to achieve a balance by creating strong domestic financial institutions Foreign direct investment (FDI) appear to be more correlated with economic growth, but there are reservations to this statement.   In Nyatepe-Coo (1998),  it is demonstrated that the productivity of foreign direct investment depends on institutional setting of a country.

   “Good Governance”. It was proclaimed in many papers that “good governance” is a necessary prerequisite for catching up success. To have “good governance”, a package of   “good institutions” have to be built. This package usually includes democracy, a clean and efficient bureaucracy and judiciary, strong protection of property right, corporate transparency and good bankruptcy law, well - developed financial institutions as well as good public finance and social welfare systems. However, some critics argue that the developed institutions may go against social norms and cultural values of developing countries and may require too much financial resources and too high quality of human capital.  Therefore developing country should learn from the experiences of developed countries and  create their institutions gradually  without having to pay all the costs involving in building of new institutions (Chang (2002), Rodrik(2000)). 
    Quite a number of scholars recently expressed their disappointment with performance of the “third wave” democracies – countries that democratized since 1974 – both in terms of their abilities to ensure political and other civil rights and in terms of their economic and social progress. (Carothers (2002)  , Zakharia (1997), Przeworski at al ( 2000)). While European countries in the XIX century and East Asian countries recently moved from first establishing the rule of law to gradually introducing democratic elections, in Latin America, Africa, and now in many former Soviet Union countries democratic political systems were introduced in societies without the firm rule of law.  It has been also noted that cases of successful simultaneous economic and political reforms are relatively rare (Intriligator, 1998) and that introducing voting in post-communist countries may be detrimental economically (Cheung, 1998). Rodrik (1997) does not find much of the correlation between democracy and economic growth for 1970-89 after initial income, education, and the quality of governmental institutions are controlled for, but provides evidence that democracies have more predictable long-run growth rates, produce greater stability in economic performance, handle adverse shocks much better than autocracies, and pay higher wages. Further researches are needed to understand  the tradeoff or complimentarity between democratization and economic growth. 
*            *

       *
       Overall, the necessity of different economic policies and institutions for developed and developing countries is recognized now by many specialists. This point of view is based on a solid record of historical experiences (Gercshenkron (1965), Chang (2002)). Recently there appeared theoretical models offering explanations, why rational catching up strategies should depend on the stage of development. These papers, we believe, start to lay the theoretical foundation for development economics as a research discipline.  

  Two recent papers by Acemoglu, Aghion, Zilibotti (2002a,b) offer a model to demonstrate the dependence of economic policies on the distance to the technological frontier. If the distance to the technological frontier is large, the economy would be better off giving managers long-term contracts that would lead to imitation and investment based growth. But once the economy approaches the technological frontier and innovation yields greater returns than imitation, the life-time employment system should be replaced by the competitive selection. It is argued also that the optimal size of firms is an increasing function of the distance to frontier.

   In our previous project (Polterovich, Popov (2003)) we used cross-country regressions with a threshold to explain growth rates of average GDP per capita in 1960-99. We studied the impact of import tariffs, increase of government revenue, speed of foreign exchange reserves accumulation, technology transfers and migration, on average growth rates of GDP per capita. It is demonstrated that the impact may be positive or negative; in each case we find a threshold combination of per capita GDP  and an institutional quality indicator.   It was shown as well that import tariff policy and reserve accumulation policy are substitutable, so that a GDP per capita threshold for one of these indicators depends on another one. Impact of FDI on growth may be positive or negative depending on the level of investment climate index.  Democratization accelerates growth only if the rule of law index is higher than a threshold value. 

      In Polterovich, Tonis (2003), the simple model of imitation and innovation activities is developed to explain a complicated picture of relative productivity growth in different countries. It is shown that there are three types of steady states where only imitation, only innovation or a mixed policy prevails. An appropriate choice of two adjustment parameters of the model gives a possibility to generate trajectories for more than 80 countries and, for most of them, get qualitatively correct picture of their actual movement. 

  These results, the experience of successful countries and theoretical arguments imply that different economic policies and institutional building strategies  are required at different stages of economic development, but the devil, of course, is in details that need to be understood more deeply.  

2. Goals of the Project and  Methodology

    A general goal of the project is to outline some elements of catching up institutionbuilding strategy for developing and transition economies and to derive some lessons for Russia.

   The research theme has two main dimensions. The first one is the analysis of institutional dynamics that is most favorable to growth of a developing or transition economy dependently on its technological, institutional, and cultural characteristics.    

     Another dimension is the analysis of conditions that are most favorable to the growth of the world economy as a whole – the North and the South.  This is the issue of new world economic order that was intensely debated in the 1970s; it looks like now, after the failure of the WTO Cancun meeting in 2003, this issue is coming back from a 3 decades-long oblivion. Developed countries themselves at times retain barriers for the free movement of goods, capital and especially labor. According to the World Bank estimate, rich countries spend more than 300 billion a year in agricultural subsidies, which exceeds by a fraction of 6 total official development assistance of rich countries and is roughly equivalent to nearly 2% of PPP GDP of the developing countries. This means that agricultural production of the poor countries can not be competitive.

    The North and the South may have conflicting migration objectives. The North is interested in attracting migrants, who are highly endowed with human and other forms of capital, and restrict entry of migrants with limited endowments. The South would like to stem the flight of human and other forms of capital, and would prefer free emigration of unskilled labor as a partial solution to poverty (Schiff, 1997).  Bhagwati and Hamada (1974) proposed a tax on emigrants, with that tax levied by the receiving (developed country) party and transmitted in one form or other to the sending (developing) country. This tax cannot be levied by developing countries unilaterally without violating freedom of movement, so there is not much they can do without the cooperation of the West ((Rodrik, 2001; Hammond, Sempere, 1999).

All in all, figuring out what should be the rules of movement of goods, capital and labor across national boundaries, that are most favorable for economic growth in the world economy as a whole and in all its parts, is another ambitious and important focus of the project. 

   Having in mind a synthetic nature of the project, we intend to make use of theoretical and empirical approach combining macroeconomics of endogenous growth (see: Aghion, Howitt, 1998), institutional theory, and econometrics models. An interesting direction of the econometric work is cross-country comparison of globalization policy effects  under different technological levels and in various institutional environments. 

Several techniques may be used to check this hypothesis. First, one could search for similarities in evolution of economic policies of developed countries. In most of them economic policy of the central governments played much more broader and important role in the past than now. The government interference was particularly strong in the periods of turmoil. One could explain why were USA “new deal” policy and French indicative planning implemented, and why privatization and deregulation processes took such a long time in France, Italy or New Zealand.  

Second, analysis of differences in economic policies of a small group of quickly developing countries on the one hand and less successful economies on the other hand is particularly promising. 

Third, general analysis of transplantation of economic and political institution from one country to another one may be very helpful (La Porta at al (1998), Berkovitz (2003), Polterovich (2001)). Transplantation turns out to be an important mechanism that accelerates institutional development. However, there are numerous examples of unsuccessful attempts to imitate the most advanced institutions and policies. The experience of transition economies gave particularly rich and impressive set of transplantation failures (Stiglitz ( 2003), Polterovich (2001)). In a number of cases, more successful was transplantation of institutions that had prevailed in advanced countries at the earlier stages of their development.  

3. Tentative Topics for Master Theses

1. Stages of development and foreign trade policy

     1a. Impact of openness on the distorted markets ?
     1b. Explaining cross-country differences in external trade to GDP ratios

     1c. WTO rules: are they growth promoting?

2. Evolution of capital market institutions, globalization   and economic growth

     2a. Successful liberalization of capital flows: what are the prerequisites?

3. Strategies of catching up and institutions for imitation and innovation

3a. Technology transfer as an engine of growth

      3b. Intellectual property rights protection: searching for the best solution.

4. “Good governance”: what does it mean for a middle income  country.

5. Globalization, underdevelopment traps, and group convergence.

6. Accumulation of foreign exchange reserve, industrial policy, and economic growth 

7. Brain drain, and economic growth: a problem of international cooperation

8. Democratization and economic growth:  is there tradeoff or complementarity?

9. Evolution of civil culture and economic growth.
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