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INtroducCtion - - oo

Why convergence has occurred in only a small number of
less developed economies (LDCs) in East Asia after World
War I17 I argue that the failure of convergence of most
LDCs with developed countries (DCs) can be largely

. explained by their government’s inappropriate leap-forward
strategy, that is, government encourages firms to adopt or
imitate world technolegical frontier. In this book, T will
investigate the relationship between development strategy
and economic development from the aspect of technological
choice.

To begin with, Chapter 1 surveys the literature on
economic development. My aim is to take further steps to
make clear the thread of economic development theory, to
outline the inherent evolution logic of the idea about the role
of povernment playing in promoting economic development,
and to point out the research problems in this book. It shows
that there are many development theeries to attempt to
explain the phenomenon why convergence has occurred in
only a small number of LDCs in East Asia. But they fail to
have a uniform framework. Professor Justin Yifu Lin and his
coauthors develop a creationary new theory to explain the
phenomenon in a uniform framework. However, modeling the

new theory has not done well. Therefore, 1 try to do some
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contributions to model the new theory in Chapters 3, 4 and 5,

Chapter 2 develops a technological cheice model to examine the
link between development strategy and the trinity system, and the
impact of development strategy on cconomic convergence, in which
there is only a final good and there are infinite production
technologies. It illustrates that optimal technological structure is
determined endogenously by the endowment structure. Because labor
is relatively abundant and capital is relatively scarce, if LDCs choose
capital-intensive production technology, many firms are not viable,
i.e., they cannot earn acceptable profits in an open, competitive
" market even though their management is normal. The cheice of
capital-intensive production technology leads to the trinity system,
whose components are distorting macro-price environment policies,
highly centralized planned resource-allocation mechanism and puppet-
like micro-management institutional system. The trinity system results
in inefficient resource allocation and poor incentives, hence, LDCs
fail to converge with DCs.

The technological level determines the economic development in a
country. The absorptive capability, which affects the efficiency of
technological adoption in a developing country, is endogenously
determined by technological choice in the developing country. In
Chapters 3 and 4, based on Barro and Sala-i-Martin (19987) and
Acemoglu (2003), two models are developed to explore the connection
between technological choice and economic growth. It shows that if
the developing country adopts appropriate technology. and human
capital is abave the threshold, the developing country will be able ta
converge with the developed country. However, if the developing
country adopts world technological frontier all the time, the country’s
absorptive capability is low and declining, therefore resulting in a

widening of the gap of per capita income between the developing and
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developed country. The result implies that the developing country has
to give up adopting world technological frontier and increase the
investment of human capital. In the two models, knowledge
absorption capability is endogenously determined by technological
choice, thus they are different from Barro and Sala-i-Martin (1997)
and Acemoglu (2003), in which knowledge absorption capability is
£X0genous.

A large number of papers show that wage inequality has risen in
most developed countries and developing countries. Based on
Acemoglu (2003), Chapters 5 and 6 construct two models to address
the issue of wage inequality. Although Chapters 4, 5 and 6 are all
based on Acemoglu’s work, they focus on different issues. Chapter 4
gives attention to the relationship between technological cheice and
economic convergence. Chapters 5 and 6, however, investigate the
impacts of the biased learning effect and the patent system on wage
inequality.

Chapter 5 builds a model to study the impact of trade
liberalization on wage inequality, so as to explain the puzzle of wage
inequality in developing countries. Developing countries have
opportunities to access more skill-biased technology knowledge
following trade liberalization, hence the productivity of skill-
complementary technology production increases relatively more than
the one of unskill-complementary technology production. That is, the
learning effect is biased. Because technology knowledge production is
skill-intensive, the learning effcct increases the demand for skilled
labor and wage inequality. In addition, the biased learning effect
leads to more skill-biased technology change, therefore raising wage
inequality.

In Chapter 6, there are two kinds of patents, one skill-intensive

industrial patent, which is skill-complementary; another labor-
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intensive industrial patent, which is labor-complementary. It is shown
that optimal breadth of these two kinds of patents is finite and
affected by the labor endowment. If the number of unskilled labor is
greater than that of skilled labor, then optimal breadth of unskill-
complementary patent is broader than that of skill-complementary
patent. Moreover, I show that the labor endowment will affect the
direction of technological change via its impact upon optimal patent

protection, thus influencing wage inequality.
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