What is the goal of economic development? - A Bird's Eye View
1. Economic Development and Economic Growth
Is economic development equivalent to economic growth or growth of per capita income?   We all strive to be happy, and no one can argue against the proposition that the goal of our economic life is for happiness.  

Happiness is a complex function of many variables.  More manageable concept of 'utility' is clearly a function of material well-being, which is conditioned in turn by the absolute amount of materials at disposal and the relative distribution.  Not only the absolute amount of income, that is, how much we have, but also its distribution, that is, how much more or less we have compared to our neighbors and others do matter for our feeling of material well being. 


U = f(Y or income, Distribution). 

Proposition 1
Other things being equal, the more of per capita real income, the higher economic utility one might feel. 

Corollary 1

The goal of economic development is to maximize the per capita income. 

First and foremost, there is little doubt that the more materials we have, the higher the material well-being might be. Obviously, the more we have, the happier we might feel. The first tenet of economic development might be the maximization of economic growth for the given potentials: it is a maximization of the long-run economic growth rate, or the rate of growth of the real national income per capita.  The key question for practice of economic growth is, then, very simple: what are the determinants of the growth of real national income per capita?  

In parenthesis, we should point out that the income is not a perfect measurement of human well being. In his celebrated book Small Is Beautiful, E.F. Schmacher is the first economist who casts doubts about income or consumption as the measurement of happiness.  He defines the ideal situation as the one where" consumption is merely a means to human well-being, the aim should be to obtain the maximum of well-being with the minimum of consumption. . . . The less toil there is, the more time and strength is left for artistic creativity. Modern economics, on the other hand, considers consumption to be the sole end and purpose of all economic activity."
2. Some Disputes about Income as the Measure of Well-being, but not So Practical

The economy that he had in his mind was a village based economy or "Buddhist Economy".  Specifically, it was Burma at the time, which is now called 'Myanmar'. Unfortunately, 30 years after Schumacher's idealization, Myanmar conjures up the horrible image of poverty, dictatorship, violence, and brutal political suppression.  A feeble yet hanging-tough lonely thin freedom fight named Ms. Aung San Suu Kyi sums up everything.  No one talks about the Myanmar's economic virtue as he would be in seconds stoned by the very peace-loving Buddhist people of Myanmar.  In fact, today, only Tibet has replaced Burma as the idyllic Buddhist Shangri La.  Schumacher's works are inspiring, but has no practical implications which are different from the main stream economics theory in any substantive way. 
The meaningful legacy of Schmacher's influence is the inspiration for improvement on the measurement of index for human material well being. The best known examples are the purchasing power based income, and the Human Development Index by the UN.  The practical implications of these rather minor modifications for economic development remain unchanged as the positive correlation between these two indexes and the income is strong. There is no convincing and practical alternative to the per capita real national income that we should strive to focus on for economic development. 
3. Determinants of Economic Growth: The Solow Model as Extension of Production Theory

What facilitates the growth of income in the long-run?  The neo-classical theory as we are used to has a very simple answer which is basically to extend a microeconomic production theory to macroeconomic growth: K, L, and Technology. It takes the general functional relationship such as 





Y = f(K, L; T).

In particular, a Cobb-Douglas function is used for a mathematical specification such as





Y = A Ka L1-a 

Obviously, we need the A variable to pick up all those 'residual' changes in Y that cannot be explained by changes in K or/and L. In the empirical studies called 'Growth Accounting", A is interpreted to represent technical innovation along with other factors. 

When the above general form is applied to the per capita basis, it becomes

Y/L = f(K/L; T).
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When this production function is applied to the aggregate level, it becomes





Y = F(K, N; T)





Y/N = F(K/N; T)

So the accumulation of capital, the increase in quality labor forces, and/or technical innovation leads to an increase in per capita production and thus facilitates economic growth. The Solow model is the one that explains these points.

The Harrod-Domar model makes an excellent point that capital accumulation and efficiency of capital are important for an early stage of economic development.  The Solow model is the most representative of the neo-classical economic growth theories: it gives an entire time-path of economic growth, and shows the relationship with savings rates, population growth, capital accumulation, and the level and growth rate of national income.

4. Empirical Deficiencies of the Solow Model: Sustained Growth and Diversity
The two corollaries of the above model is that 1) an increase in K/N leads to an increase in Y/N, but the rate of the increases declines as the level of K/N rises; and 2) it applies to all the economies.  The first one comes from the universal law of the decreasing (marginal and average) productivity of capital - as the input of capital increases, the marginal as well as average productivity of capital decrease, and leads to the convergence theorem stating that as the level of income rises with economic development, eventually the rate of growth of real per capita income declines to a plateau and every economy will conform to this pattern. In general, a long-term sustained economic growth is an exception.  A sustained economic growth over a long period is only possible when the above production functional form itself changes all the times, which offsets the relentless force of the universal law of the decreasing marginal productivity of capital.  That is called 'Technical Innovation' or 'Technological Advance'.  The second corollary of the Solow model is the uniformity of economic growth across the countries. 

These two points are troubling in light of the reality. In the field work, being equipped with neo-classical theories, we are bound to be faced with a distinct 'identification problem'.  There are economies which have shown sustained economic growth, and there is diversity of experiences of economic growth. Here comes our search for missing variable(s). 

The distinct lack of an 'institution' or other human factors in the Classical economic theory's explanation of material wealth or income is in the tradition of Adam Smith. For him, those were part of 'ancient regime', which put up obstacles for economic progress. At the time of his life, he saw the society and its economic functioning crippled by layers of regulations, interferences, and privileges put up by the human institutions, such as the tradition and custom of the society, the religion and morals by the church, and the governance by the monarch and government.  They were the things to go before the economic development was to take off.  
There are economies that have more or less the same economic fundamentals as listed above, but exhibit different paths of economic development. Philippine and Korea are examples: the two countries were very similar in many aspects up to the 1960s, and then they went through drastically different growth paths.  The long-run growth rate of Philippine has been around 1.3-1.5% or so while that of Korea has been close to 6-7% for the last four decades. This means that it takes 50-55 years for the Philippine's national income to double while the Korean national income doubles every 10 to 11 years.  What has made such a drastic difference between the two countries?

Over time, there are economies which have been going very well for awhile, and have been afterwards declining: a few good examples are (once again) Philippines, and Argentine.  The two were at one time the envies of the Asia and the New Continent, and were the front runners at one time. Then, both societies have fizzled into abysmal decline in every aspect.  
What are the bottlenecks of economic growth?  What hinders the economy from achieving its maximum potential in the long-run?  Are there ways of dealing with the bottlenecks?  How can the obstacles to growth be removed or relieved? 

5. New Theories of Economic Growth: Endogenous Model
A new school of economic development, called "The Endogenous Economic Growth Model", is looking for the missing variable(s) for economic growth to be added to K, L, and technology.  The most cited endogenous factors are 'endogenous' technical innovation by Paul Romer, and human capital, as opposed to human labor, by Theodore Schultz and its adaptation into 'education' by Gary Becker.  Romer-Mankiw-Weil(1992 in QJE), and Robert Lucas(2002) combine the two factors, technical innovation and human capital, and come up with a modified neo-classical model of the aggregate production function:

Y/N = F(K/N, H: T)

In particular, a modified Cobb-Douglas function is used for a mathematical specification such as





Y = A Ka Hl L1-a-l.

Now clearly it is easier to come up with proxy variables for H than it would be for technology. Educational productivity or school enrolment is the most frequently used proxy for H.  However, Ben Bernanke(2001) simply regards the above R-M-W model as an 'augmented' version of the Solow model in that it simply adds H.

There are other endogenous variables that other scholars have come up with, and perhaps many more to come.  They are all over places. There are pros and cons, and their empirical results are not so generally applicable or robust as the first two endogenous factors, to which the Nobel Prize was given. However, some of them can be categorized with social capital in that the society has a distinct synergy different from a simple aggregation of individuals. In other words, it starts from the premises that the society has something unique(social capital) that an individual(human capital) does not have.  This may be perhaps more relevant for the East Asian economies than a simple human capital could be.  Some of most prominent examples are the Protestant Ethics (+; Max Weber), Confuciansim (+; Tu Weiming at Harvard University), corruption (-), natural resources (-), distinct organizational aspects or management cultures of business enterprise (+: X-efficiency or Japanese management styles), and government's right economic policies (+) such as export-promotion or sound industrial policy. 
In the end, perhaps, we should not be too naive to expect to pin down the very secret ingredient variable of the economic growth among the above all possible candidates.  That may elusively remain an unobservable variable for ever.

Secondly, we are dealing with the collective aggregate of all people's well-being, and thus the aggregate well-being is to be maximized when materials are more or less distributed in a 'fair manner' so that everyone is more or less convinced of the distributional justice no matter how much he actually gets.  For the maximization of aggregate social welfares for the given amount of materials to be distributed among the people, we should not have the situation where some are very unhappy while others are happy at the expense of the former. 
6. Going Back to the Utility Function: Income Equality -Why does it not matter in practice for Economic Growth?

Kutznets was the first scholar who empirically investigated the relationship, if superficial, between economic growth and income distribution over the long range of time.  His empirical results are summarized in the so-called inverse U curve between the income inequality and the level of national income. These results are repeatedly verified with the data from different individual country(time series data) and across countries(panel data).  Kutznets's results do not affect the above corollary 1. As a country goes through economic development stages, the income distribution becomes first more and more unequal and then the trend reverses.  
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If this process is deterministic and unavoidable, the only way to improve the equality of income distribution is to go through these stages as fast as possible; to facilitate economic growth or to maximize national income is the best way to eventually improve the income equality. 

7. Uniqueness of the Modern Asian Economic Growth
It is still open to debate.
1) Sustained Economic Growth over a long-period of time

2) Clustered Economic Growth in the East Asia

3) Diversity/uniqueness of Economic Growth compared with Other Countries or Regions

4) Unique Human Capital and Social Dimension 
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