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In models where economic growth is determined by technological change and resources
devoted to activities which change technology, the scope for economic policies to increase
growth is limited. Examples from experiences with policies and growth in Chile and in
Argentina are used to develop an alternative framework to measure and understand the role
of policies in influencing economic growth. To examine this role of policies, it is necessary
to show the channel through which they effect growth. Using a choice-of-techniques model
of endogenous technological change, this research argues that policies have both a direct
effect on productivity, which works through resource allocation, as well as an indirect effect
which works through resource accumulation.
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ON POLICIES AND GROWTH

One way to think of economic growth is to view it as an autonomous process, which in spite of
some shocks, proceeds at a pace which is pretty much determined by the time preferences of the
individuals and their attitude toward risk. The engine of growth is the change in technology and this is
determined by the amount of resources that are allocated to activities which change the technology,
referred to as human capital. This view of the process yields a consistent paradigm of sustainable growth
where there is no need to rely on exogenous technical change. This theory is useful as far as it goes but

in its present form it is insufficient, at this stage, to confront the data and explain cross-country, and

within-country, differences in the growth rates.

In studying variations in growth rates, the length of the time period used in computing the growth
rate is important. If the growth rates are written in the stars and the country will eventually achieve its
starred rate, short term variations of a decade or two can be termed "shocks" and be ignored. The

implication is that the growth is path independent.
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