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| Sources of Growth

A simple metaphor for thinking about growth:

Economy as a o
Transforming inputs such as labor

machine: o
and capital into outputs such as
goods and services.
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Sources of Growth

‘Economy as machine’ metaphor suggests ...

... for more growth we
either need:

* more inputs (capital
equipment, labor, land), or

* make more efficient use

e ot 1950
of existing inputs through
innovation or adoption of [r.
best practices and existing ©
o[ |

technologies (especially in
emerging and developing

*Pnrr.\vg.' et doclude Inbor, ferniizer, seed, crop-prodecting dremicals, feed, fual, sfectriciy and farm ssrwices.

C O u n t r | e S ) Yoorce AFSF, 04 Mafionad Resauinass fovanrary (2007)




Sources of Growth

Growth accounting—quantifying growth factors

Growth accounting is based on production function that
typically includes the following growth factors:

* Growth rate of capital, which is closely linked to a nation’s
iInvestment rate

 Growth rate of ‘Raw’ labor, i.e., growth in [abor force
measured in the number of available workers

 Growth of human capital, i.e., growth in the quality of
individual workers, often linked to schooling

* Technical progress, i.e., increase in efficiency of using above
input factors, often called growth rate of total factor
productivity (TFP)




Sources of Growth

Growth accounting—transition economies

Figure 4. Sources of Growth in Transition Economies. 1996-2006
(In percentage points of GDP)

ARM AFE BEL GEO EYE MDA MON EAZ BRUS TAY UER UZB (IS Baltics CE SEE
* Capital deepening [T 77 = T T T "o | 1 | 1 | |
was on average the | s

single most important o

growth driver

* Closely followed by
TFP growth

Sources: Authors’ own calculations based on the IMF World Economue Cutlock database.

Baltics (Estoma, Latvia, and Lithuama).

CE: Central Eurcpe (Czech Eepublic, Hungary, Poland, Slovak Republic, and Slovenia).

SEE: Southeast Evrope (Albania, Bosnia and Herzegovina, Bulgana, Croatia, Macedonia, and Fomania).

Source: See Iradian (2007), Rapid Growth in Transition Countries: Growth-Accounting Approach, p. 16



Sources of Growth

Growth Experience in Asia

* (Capital deepening was especially important in Asia, resulting
from very high investment (and savings) ratios

 Human capital accumulation was another key factor in East
Asia during 1966-90

Table 1-2: Educatonal Anainment of the Working Population (%)

Hong Kong Singapore south Korea Taiwan
1966 1991 1966 1950 1966 1990 1966 1950
None 19.2 5.6 55.1 I 31.1 6.4 17.0 4.5
Primary 535 229 282 | 337 424 18.5 37.2 28.0

Secondary+| 27.2 T4 158 | 663 26.5 750 258 67.6

Motes Sell ught are included under primary. Hong Kong. Korean and Taiwanese data refer oo highest
beved Of educanian “auended- msher than compileted. All percenmges calcularsd new of Mose reponed 0

*anknowsn”.

Source: See Young (1994), Tyranny of Numbers, p. 3
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World Economic Outlook

Recent IMF Research NTHG A AT
Results on Growth
Factors




Sources of Growth

FDI is associated with higher growth:

Net Foreign Direct Investment Flows
* FDI affects growth A (percent of GDP)
through capital

deepening, similar to
general investment

* More important is 2 -
probably that FDI helps to
adopt best practicesand 1 -
new technology, boosting
TFP growth 0 -

* Last channel is likely to
be especially effective for M LICs with strong growth
manufacturing-related FDI M LICs with weak growth

t [-4,0]*** t[1,5]* t [6,10]**




Sources of Growth

Growth takeoffs are associated with openness:

Real Exports (percent of GDP)
* Similar to FDI, trade

linkages help to import ;5) |
new technology and o
adopt best practices 50
* Trade linkages also allow 15 -
a greater degree of 10 -
specialization, which also 5 -
helps with efficiencyand g |

innovation t [-4,0] t [1,5] t [6,10]**
- both of these factors ® LICs with strong growth
help boost TFP growth ® LICs with weak growth

10



Sources of Growth

Quality of institutions and governance is
another important growth factor

Consensus Accountable
oriented
Participatory Transparent
GOOD
GOVERNANCE
Follows the Responsive
rule of law
Effective and Eqil:'t:?:;? ;"3““
Efficient




Sources of Growth

Rule of Law
25
= DEBE]Y - S 362E
&4 A = 0sE8E o
1.5 1

10

in{Real Per Caplta GDP at PPP, 1356)

Source: See Kaufmann and Kray, Growth Without Governance, p. 41



Sources of Growth

Control of Corruption

25
E &
L &
24 y = 06482y - 5105 .
A’ =0.5252 Yo
15 1

10

-1.5 -+

In{Real Per Caplta GDP at PPP, 1936)

Source: See Kaufmann and Kray, Growth Without Governance, p. 41



Sources of Growth

What does this imply for
Myanmar?

Let’s take a look at the
ADB growth scenarios ...

MYANMAR

UNLOCKING THE POTENTIAL
COUNTRY DIAGNOSTIC STUDY




Outline

|. Sources of Growth

II. ADB Growth Scenarios




ADB Growth Scenarios

Drivers of growth in ADB scenarios:

Study distinguishes between ‘core growth’ scenarios and those
simulating policies that support growth.

Beginning with ‘core growth’ scenarios, growth is driven by
different sectors, especially:

e Agriculture (scenarios 2-4)

* Industry (scenarios 5-7), distinguishing between resource
sectors and manufacturing

e Services (scenarios 8-9)

These sectors should look familiar: they represent the production
approach to measuring GDP.




Excursion: Measuring and Analyzing GDP

Estimate of GDP

Goods and services (real flo

4 = Production Approach
Money (financial flow) (X sectoral "value added")
"Goods Market' & — Expenditure Approach
\ (Y=C+I+X-M)
HOUSEHOLDS PRODUCERS

NON-RESIDENTS

"Factors Market" /
o =~ Income Approach

(Y = wages + OS+TSP)

Wages (financial flow)

OS=gross operating surpluses of
enterprises (including profits, rents, interests)

Labor (real flow) TSP=taxes less subsidies




Excursion: Measuring and Analyzing GDP

Production approach: GDP Shares

Composition of GDP (Constant 2010/11 Prices)

45%

b )(4 —Agriculture
35%
\ Industry (incl. mining

30% & construction)

25% —Services and trade

20% . .

60/800¢
01/600¢
TT/0T0C
¢1/1T0C
€1/2T0C
vT/€10¢




Excursion: Measuring and Analyzing GDP

Production approach: real GDP growth by sector
GDP Growth (Constant 2010/11 Prices)

14%
12 /\
o ,
10% / «==GDP (constant 2010/11
» prices)
/a’// — Agriculture
6%

Industry (incl. mining &
4% construction)

\ / —Services and trade
2%

0%

01/600¢
TT/010¢
CT/110C
€T/T10¢
v1/€10C




ADB Growth Scenarios

Figure 1.1: Growth Trajectory of Real Gross Domestic Product to 2030 by Scenario
(indexed to 2000 = 100)

700
600 -
SO0 -
400
143
300 - e
200 4 131
100
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2010 2015 2020 2025 2030
Scenarips = Bacoling = Rice A rProd AdVA s |ndRes

IndLgt === IndMfg === |ndTour === IndPriry == Edu
we= Health === Trans m— Elec e Tl IT e FCH

AgProd = agicubtural diversification, AgVa = value-added growth, Edu = =duction, Elec = energy, FOI = foreign dirsct investment, Indlg = light
ndustriss, Indbifg = manufacturing, IndPrire = private services, IndPes = resource-basad, IndTour = tourizm, TellT = t=l=com/information technrology,
Trares = transportation.

Source: Roland-Halst and Park (2004
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ADB Growth Scenarios

Figure 1.2: Average Annual Gross Domestic Product Growth RaLes for Each Scenario, 2000-2030
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Aghrod = agricultural diversification, Agha = value-added growth, Edu = education, Elec =|energy, FOI = foreign direct investrnent, Indlge = light
industries, IndWg = manufacturing, IndPrare = private services, IndRes = resource-based, Indfour = tourism, TellT = telecomfinfomation technology,

Trans = transpomation.
Source: Roland Holst and Park (20140
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ADB Growth Scenarios

A few observations:

* Range of long-term growth rates is approximately between 5%
and 9.5%

* Baseline growth based on historical experience is only 5%
(which is still substantial)

* Growth strategies based on agricultural sector have limited
growth impact

v On the one hand, this should not be surprising because the
relative importance of this sector has been declining over
recent years

v On the other, many people depend on agriculture, so this
sector matters for lowering poverty

 Growth strategies targeting industry and services have broadly
similar impact




ADB Growth Scenarios

What drives growth in these scenarios?

Industry In each of the following three scenarios, TFP growth for sector groups is comparable to
other lower-income Greater Mekong Subregion economies

TFP growth is driving growth, i.e., making more efficient use of
inputs! Investment and labor inputs (amounts of inputs) will adjust
in these scenarios as well, but driving force is efficiency gains.

This has a number of implications for growth strategy:
 Growth can’t be raised just by increasing investment

* Private sector typically is the source for efficiency gains, so
growth strategy would need to be based on private sector
development

 What are constraints for private sector economic development?
World Bank’s Doing Business Survey is a good source




ADB Growth Scenarios

Figure 2.1: The Most Problematic Factors for Dolng Business In Myanmar
16
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Mate: From the list of factors, respondents were asked to select the five most problematic for dolng business in their country and to rank them from
1 {most problematic) tos. The bars in the chart show the respanses welighted according to thelr rmnkings
Spurce: World Economic Fonem (2o1z).

Governance matters indeed for growth in Myanmar!
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ADB Growth Scenarios

Supporting policies in ADB scenarios:

Scenarios distinguish between two types of supporting policies:

 Human capital development through education and health policies
(scenarios 10-11)

v' Remember that building up human capital played a large role for
the economic success of the original Asian ‘Tigers’

v" Note that ‘inadequately educated workforce’ is a key constraint for
private businesses in Myanmar

* Infrastructure development (scenarios 12-15), through

v’ Investing in transportation and electricity generation, which lowers
costs of doing business in Myanmair,

v’ Investing in telecommunication, which raises productivity (TFP
growth, i.e., it helps the economy to make more efficient use of its
resources), and

v FDI, which increases the available resources and simultaneously
raises productivity




ADB Growth Scenarios

Figure 1.2: Average Annual Gross Domestic Product Growth RaLes for Each Scenario, 2000-2030
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Aghrod = agricultural diversification, Agha = value-added growth, Edu = education, Elec =|energy, FOI = foreign direct investrnent, Indlge = light
industries, IndWg = manufacturing, IndPrare = private services, IndRes = resource-based, Indfour = tourism, TellT = telecomfinfomation technology,

Trans = transpomation.
Source: Roland Holst and Park (20140
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Your Task

In the following workshop session, you could

consider the following questions:
 What is a feasible real GDP growth rate?

 Which sectors are going to drive growth
(agriculture, industry, services)?

 What will be the drivers of growth?
What growth strategies will you pursue?

e What will be the role of FDI?

particular?
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