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The Mechanism of Economic Development in Southeast Asia:
What Do We Know?

YosHIHARA Kunio®

This paper tries to summarize what we have come to know about the development mecha-
nism of Southeast Asia since the mid 1960s (when | first became involved in development
studies). We now know the following: The country’s economic growth is correlated with 1) the
investment ratio, 2) export growth, and 3) monetary (as well as exchange) stability. The first
two factors are known to be also relevant for Northeast Asia, though the third is not neces-
sary so.

One bottleneck in raising the explanatory power of quantitative development economics
is the difficulty in measuring human capital formation. Even in the case of physical capital
formation (which comprises the numerator of the investment ratio), what is really needed is
the rate of increase of physical capital stock. But physical capital is rarely measured because
many theoretical and practical difficulties are involved. To measure human capital is theo-
retically even more difficult, which in turn makes the measurement of human capital forma-
tion problematic. As a result, we do not know its quantitative significance as a factor of eco-
nomic growth.

Even if economic growth is explained in terms of capital formation (or export perfor-
mance), why it has differed is left unexplained. The quantitative economists might say that
it can be explained by difference in other economic variables, but to explain one variable in
terms of another has limits, for the way in which economic variables are related, or the way
in which parameters determine the relations, has to be explained as well. The factors which
affect the parameters are institutions and culture.

As to institutions in Southeast Asia, what we now know is that: 1) the better the protec-
tion of private property, and 2) the freer the economic activity, the higher the rate of capital
formation (and thus the rate of economic growth). The second factor seems to be less valid in
Northeast Asia where government intervention was effective up to a certain point in time,
but in Southeast Asia, where the level of government corruption has been higher, the ten-
dency has been that the higher the level of government intervention, the poorer the economic
performance.

Why then have nations differed in institutional development? By way of explanation,
neo-institutionalists may invoke such concepts as the path dependency, but these concepts
are not very useful unless they are contextualized. But this is difficult for neo-institutional-
ists because they are generalists and do not want to get involved in a particular context. This
is where area specialists can come in. In fact, they are in a better position to understand the
national context of institutional change.
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The institutional approach is a big step toward understanding the mechanism of econom-
ic development, but institutions alone are not enough for explaining the national difference
of parameters. Culture has to be introduced as another factor. The economists accept indi-
vidual difference in utility functions, but they, as well as social scientists in general, are
reluctant to accept national difference in culture as a factor. But in Southeast Asia, there is
some correlation between growth rate and the percentage of Chinese in the total population,
which probably arises because the Chinese are, on average, more work-oriented, interested
in education, frugal and risk-taking than the indigenous. In East Asia as a whole, the better
economic performance of Japan, Taiwan, and South Korea and the rapid rise of China in
recent years seem to have something to do with their cultural characteristics.

Studies on economic development will continue to be conducted on two fronts. In one, the
quantification of variables affecting economic growth will be improved and the explanatory
power of the quantitative approach be expanded. In the other, factors such as institutions
and culture which affect the parameters of the national economy will be more closely exam-
ined and their national difference better understood. In the past few decades, the first has
tended to dominate development studies, but in the future, the second will receive greater
emphasis. Development specialists must pay greater attention to culture, particularly
because when it is more broadly defined (as the factor affecting not only individual utility
functions but also the sense of justice and the world view), it is intimately tied with informal
institutions.
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