CHAPTER 1

Introduction

Andrés Solimano

The creation of material wealth as a way to improve living standards and
promote social progress and human fulfillment is the key objective of
economics and public policy. After two decades of large global shocks,
with a simultaneous deterioration in macroeconomic conditions and
slowdown in growth in several industrialized and developing nations, the
1990s are witnessing a revitalization of analytical work and policy inter-
. est on themes of economic growth, savings generation, capital forma-
tion, and long-run development.

The chapters of this volume focus on the following basic questions:

What are the key ingredients that foster economic growth and mate-
rial progress? What is the role of savings, investment, productiv-
ity growth, and demand factors in the growth process?

What are the factors that start a period of economic growth and
prosperity? What causes growth to be halted, and how can it be
reignited after large recessionary shocks?

What are the main analytical frameworks that explain the growth
process, and how does the “new growth theory” build on earlier
contributions to the subject?

What would be the main elements that a consensus on sustainable
“progrowth” policies in developing countries must contain?

What would be the main elements of a “reconstructed agenda” of
development theory encompassing macroeconomic, microeco-
nomic, and institutional dimensions after the exhaustion of
state-led development and the rise of free-market economics?

What are the main principles of modern development policies that,
along with a growth orientation, would include an active concern
about poverty reduction, equity, institutional design, and the qual-
ity of life?

What is the impact of alternative development strategies (state
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dirigisme, market-oriented policies, hybrid models) on the record
of economic growth in Latin America and East Asia? What ex-
plains growth convergence and growth disparities within highly
integrated economic regions like Western Europe?

What is the role of credit and finance in fostering growth and
development?

Understanding Growth: New Theories and Empirics

A useful way to organize thinking on growth issues is to look at the
“mechanics of growth.” This methodology focuses on the growth rate of
the labor force and the rate of (physical and human) capital accumula-
tion and productivity growth as the sources of output expansion. Al-
though this (supply-side) methodology does not establish causal relation-
ships among the main variables that affect growth and does not spell out
the fundamentals behind factor accumulation and productivity growth,
its simplicity makes it appealing as a starting point from which to orga-
nize the analysis of growth issues.

At a more abstract level, growth theories differ in several respects:
the role of supply versus demand factors in the determination of growth
rates, the level of aggregation, the role of savings versus investment in
“leading” growth, the treatment of time (logical versus historical, in the
Hicks-Robinson parlance), the role attached to institutions and markets
in growth, and the interactions between income distribution and the rate
of economic growth. .

More recently a revitalization of growth analysis (largely dormant
since the late 1960s) has been associated with the emergence of the so-
called new growth theory emphasizing increasing returns and endoge-
nous technical change.

In this line, the discussion has centered around the endogeneity or
exogeneity of long-run growth in aggregative models. As the “new”
growth theory was started by a generation of neoclassical economists,
the benchmark of comparison has been the Solow model, whose main
result is that, in steady state, output growth is fully determined by the
exogenous rates of technical progress and population growth.

The new vintage of growth models developed since the mid-1980s
has relaxed the assumption of constant returns to scale and allowed for
the endogeneity of technical progress, making it dependent on the rate of
physical investment and/or human capital accumulation.

The endogeneity of technical progress in growth models, however,
is not really a novel result of the new growth theory. Kaldor, Arrow,
Uzawa, and others in the 1950s and 1960s set up growth theories in



























