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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 INTERMEDIATE RUN GROWTH

by

Yair Mundlaki

• 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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• Trying to explain data, doubt is built up that this is a good methodological strategy. This is not

an esoteric theoretical issue and its implications are important. A ten or twenty years of growth loss can

have a dramatic effect, and particularly for those who spend their productive life in a period of lost

• opportunities. Their loss per se is not a reason to change the theory but it provides a strong incentive

to examine closely its causes, implications and the scope for policies. In so doing, we take a modest

posture and think of a foreseeable future, say a decade or two. For those who want to think beyond that

period it can be reminded that the longer run consists of a sequence of decades. It makes a good sense

to concentrate on the more immediate ones.

The scope for policies to increase the growth rate when the economy is on its long term growth
•

path, is rather limited. However, policies can make things worse off and this is a sufficient reason not

to ignore them. The common case is that of countries which do not fully utilize their potential and the

problem at hand is that of a transition to a more productive path. Looking at policies in a more realistic
•

settings, the question of whether or not policies matter in this case is basically an empirical question and

it cannot be decided on axiomatically. There is plenty of evidence on the effect of policies, often

• negative, on growth. I assume that every one in the audience can bring illustrations from his own

experience in the field. I will bring some illustrations from my own research. 2

A good example for a starter is Chile, as can be seen from Figure 1 which shows the growth of

• per capita income over the period 1936-90. Two things are striking: First, the steady growth over a

relatively long period of 1936-70. The "envelope" line reflects a fairly stable growth at an annual

• 2 Throughout, the examples from Chile are based on two studies by Coeymans, J.E, and Y. Mundlak,
"Endogenous Technology and Sectoral Productivity, Chile 1962-82" (mimeo, 1991) and "Sectoral Growth in Chile"
(forthcoming). The examples from Argentina are taken from Cavallo, D and Y. Mundlak (CM 1982) Agricultural
and Economic Growth in an Open Economy: The Case of Argentina, Washington, D.C.: IFPRI, Research Report
#36, 1982, and Mundlak, Y. D. Cavallo and R. Domenech (MCD, 1989) Agriculture and Economic Growth,
Argentina 1913-1984, Washington, D.C.: IFPRI, Research Report #76, 1989. Examples for the Punjab are taken

• from McGuirk, A. and Y. Mundlak Constraints Incentives and the Transformation of Punjab Agriculture: 1960-
1980, Washington, D.C.: IFPRI, Research Report #(87), 1991.
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