03922106


WARNING – do not copy the layout and structure of this paper. It has several flaws that will be discussed in class.

The role of government- Critically asses the suggestion that the high level of economic growth enjoyed by the target economies prior to 1997 constitutes support for the arguments of those economists who maintain that government intervention in economies should be kept to a minimum.
1. The focus of this assignment is on the economic growth of Newly Industrialised Economies of East Asia (NIEEA) and the role of their government in achieving this economic development.  The first part of this essay will be focusing on Hong Kong as an example of a successful East Asian economy (EAE) that has backed the opinion of those economists who believe that government intervention should be kept to minimum.  The second part of this essay will be concentrating on South Korea another successful East Asian Economy whose economic growth is the product of high level of government intervention.  The arguments of this essay will be supported by evidence from reliable sources and the conclusion will be based on these evidences.

2. Hong Kong, one of the four tigers of East Asia is claimed by many economists to be the freest economy in the world.  Hong Kong is a good example of East Asian Economies whose government has always adopted a non interventionist policy and enjoyed a high level of economic growth.
Hong Kong is often cited as a shining example of a laissez-faire economy where business thrives in an environment where the government is limited to its basic functions of maintaining law and order, guaranteeing property right and provision of infrastructure.  Chowdhury & Islam (1997) p192
3. In Hong Kong, there is no developmental state to support local manufacturers in managing industrial reformation and the process of late industrialisation has not  changed the country to accept a more developmental approach.  Hong Kong’s government has followed a neoclassical theory of economic growth and has kept interventionism to a minimum level.  The government has always stood away from directly regulating industrial development of Hong Kong and the economy has been left to the market forces (local manufactures and employers) that follow their own orders.
The manufacturing sector is filled with multitude of small firms which follow no administrative order of the state but only the market signal of profit making. Under no interventionism local small manufactures have developed their own special way to tackle industrial structuring.

Borrego et al (1996) p240-241
4. Throughout the process of industrialisation in Hong Kong the local manufactures have not received any kind of direct financial assistance from the government of this country.  The areas that the Hong Kong’s government has always turned a blind eye to are inclusive of research and development, manpower training, provision of capital and new technology to local manufactures which accounts for failure of technological development of this country.
On the whole, the government maintains its detachment from subsidising any one industry and from directly assisting any particular industrial activity in terms of R&D and other matter related to technological development. Borrego et al (1996) P238
5. As far as external trade and foreign direct investment in Hong Kong is concerned, the government of Hong Kong has imposed no restrictions on import and export of consumer goods although there are some goods such as tobacco, alcoholic beverages and hydrocarbon oil which are subject to some indirect taxes. The government of Hong Kong does not get involved in the operations of foreign firms in this country neither it offers any incentives to the foreign firms.
6. However, it will not be correct to describe Hon Kong’s government as a completely non-interventionist government.  Hong Kong’s government may have limited its assistance and cooperation in development of manufacturing industries but as far as expenditure on public needs are concerned, the government has never shown any reluctance in using its public fund to keep the economy in a stable situation.
The percentage changes in public expenditure on social services remained quite steady in Hong Kong, ranging from zero to five percent and by financial year 1987/88 it came to constitute forty one percent of total public expenditure. Lo-Cheng (1990) p42
7. In addition, Hong Kong’s government has always played an active role in provision of housing, education, health services economic infrastructure such as roads, railway and airport which has contributed toward the economic growth of this country. The government has not provided local industries with direct assistance although if we think deeply we can see the government expenditure on the above mentioned facilities have an indirect positive impact on the success of the local industries.
In relation to our present discussion of Hong Kong’s industrialisation, massive spending on housing, medical care education and social welfare are no doubt, pertinent to facilitating industrial development. Borrego et al (1996) p236
8. Unlike the government of Hong Kong, the government of South Korea has always played an active role in all parts of the economy of this country “The Korean government has been the most interventionist among the East Asian NIEs” Chowdhury & Islam (1997) p167.  As a result of the research on the role of government of South Korea it has been found out that the government intervention in South Korea’s economy can be divided into two categories.  One government intervention at micro level which deals domestic economy and the other one is government intervention at macro level which is associated with external economic relations.
The Korean miracle is not a triumph of laissez fair but a pragmatic non-ideological mixture of market and non-market forces.  When the market works fine; when it doesn’t the government shows no hesitation in intervention.  Jones & Skongs (1980) p3 cited White (1988) p73
9. The intervention of government in the domestic economy of Korea can take various forms such as industrial policy, financial policy and price control.  We begin with discussing the industrial policy because the Korean government has always had a dynamic role in regulating the industrial policies of this country and has not limited its self in promotional kind of intervention only.  The government has always gotten involved indecision making process of private enterprises and has always taken part in starting any kind of investments by private firms.
Korean has had one of the “free world’s” most tightly supervised economies with government intervention in almost every major investment by private sector. Smith (1979) p17 cited White (1988) p74
10. Secondly, almost all of financial institutions in South Korea are controlled by the government.  In South Korea firms are dependent on funds provided to them by commercial banks and banks are undercapitalised and face fixed interest rate which is se by the government.  The central bank of Korea is controlled by the government and other financial institutions such as major nationwide commercial banks, special banks, import-export banks and development bank of Korea are also owned by the government.
Control over financial institutions has been a key element of estate intervention in Korea.  Throughout 1960s and 1970s, the ministry of finance firmly directed the banking industry in Korea. White(1988)p75
11. Finally, price control is another example of intervention of government of Korea in its domestic economy.  The Korean government has controlled the prices of all private firms as well as public organisations such as railways, electricity, oil refining and chemical fertilising.  The control of prices is increasing on a daily basis and items which are affected by the price control are items of food, consumer goods, raw material and transport equipments.  The producers of these items should report any kind of price increase to the authorities and if they fail to do so, they will face some sever punishment from the government.
If the rise is deemed excessive, the government punishes the producers under price stability law.  Violators face imprisonment and fine of up to 70 million Won. White (1988) p76
12. Intervention of Korean government on the macro level is also divided into various sections which range from intervention in trade, foreign exchange, foreign direct investment (FDI), foreign banks and transfer of technology.  Firstly, as far as intervention in trade of South Korea is concerned the government has adopted a protectionist policy toward import of foreign goods.  The restrictions that the government has imposed on imports fall into two parts visible restrictions, such as tariffs and quotas, and invisible restrictions which range from trader licensing, informal pressure, quantative control and inspection requirements.
On the basis of the above survey it should be clear that the government directly or indirectly plays a crucial role on virtually all stages of imports cycle controlling imports and importers and taxes levied on imports.  White (1988) p81
13. Secondly, foreign exchange is another area that has received a lot direct intervention from the government of Korea and the demand and supply of the foreign exchange in Korea is established by the minister of finance.
In Korea foreign exchange regulations are extremely tight.  Indeed the foreign exchange control law has been described as one of the tightest in the world. White (1988) p81
14. Additionally, as far as FDI in South Korea is concerned, it has been found out that the government of Korea does not have a friendly attitude toward foreign firms.  The government wants to get involved in every type of investment which is made by foreign firms and is very interested in FDI in form of joint ventures. The intervention of Korean government in FDI ranges from local participation, to management control, product specifications, technology transfer and even duration of service fees.  Foreign firms always complain about extensive government interference, tight investment screening and extensive reporting requirements.
Korea has the lowest share of wholly owned subsidiaries in entire sample. Koo (1982) p38 cited White (1988) p85
15. Finally, another sector that has received a lot of restrictions on its operations from the government of South Korea is foreign banking sector. The restrictions that foreign banks in Korea face are inclusive of not having access to the lending facility of Bank of Korea, being barred from competing for local currency deposits, restrictions on owning mortgages and being subject to capitalised and reporting requirements for every individual branch of them that operate in Korea. 
16. Based on the evidence suggested above, one may conclude that high level of economic development enjoyed by some of East Asian economies such as Hong Kong, prior to 1997 forms support for the arguments of neoclassical economic analysts who uphold that government involvement in the economy should be kept to a minimum.  However, the economic growth and success of some other East Asian countries namely South Korea cast doubt on the accuracy and credibility of the arguments those economic analysts. Research has shown that the government of South Korea has intervened in almost all parts of the economy of this country and despite having the most interventionist government in the region the economy of South Korea grew rapidly before the crisis of 1997.
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