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The recent history of economic development argues against compla-
cency—rapid and stable growth is something of a high-wire act that
is not easily sustained. Yet a group of East Asian economies did man-
age to defy expectations for nearly three decades. The 1997–98 eco-
nomic crisis interrupted this remarkable sprint, and even though
some of the countries appear to have gotten their second wind, their
average growth rates are slower. All economies in the region are in
the grip of uncertainty and are casting around for a mix of policies
and a political economy that will restore their earlier and effortlessly
magical performance.

As is becoming increasingly apparent, an investment-led, state-di-
rected approach that derives much of the demand pull from exports of
manufacturers may not yield the impetus it did in the past. The mid-
dle- and upper-income economies of East Asia in particular are past
the stage when such a recipe would be sufficient to generate annual
gross domestic product growth of 7 percent or more. For most of
them the answer to their economic ambitions is likely to lie in more
complex and variegated approaches that blend significant institutional
deepening with efforts to combine resource mobilization and much
greater levels of innovativeness and productivity. How they might
achieve this is the subject of this study, which is part of a project on
East Asia’s future development prospects conducted jointly by the
World Bank and the government of Japan. By drawing upon some of
the latest research findings, the authors show how the East Asian
model responsible for the “miracle” of past decades can be modified
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and augmented so as to return those East Asian economies that perse-
vere with reforms to a high growth trajectory.

Against the backdrop provided by the 1997–98 crisis and the tenta-
tive recovery of East Asian economies thereafter, this study presents
the context in which new policies will be deployed, and by analyzing
the options the authors indicate how a combination of institutions
and polices would buttress the innovativeness that will be the basis of
East Asia’s competitiveness.

The great merit of this book, and one that should recommend it to
a broad audience, is that it lucidly summarizes the issues currently be-
ing debated and suggests how the discourse can be moved to the next
stage and provide East Asian policymakers with the guidance they are
urgently seeking.
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Nicholas Stern Jemal-ud-din Kassum
Chief Economist and Vice President
Senior Vice President East Asia and Pacific
Development Economics The World Bank
The World Bank
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In late 1999 the government of Japan suggested that the World Bank
examine the future directions of economic change in East Asia, with
the emphasis on how the approaches to development followed in the
region might evolve in the early 21st century. The Bank was highly
receptive to the idea of analyzing the longer-term implications of the
1997–98 crisis and assembled a team that worked closely with senior
Japanese policymakers and scholars. This team defined a broad-rang-
ing study to ascertain the directions of change and to suggest policies
for East Asian economies that would sustain their past growth mo-
mentum within a changing and more competitive globalizing envi-
ronment.

This volume is the first of a series of publications that we expect to
emerge from the study, and as such seeks to map the terrain that
forthcoming books and papers will scrutinize much more closely.
East Asia’s industrial competitiveness was the stuff of legend in the
1980s and 1990s. Can the region sustain this competitiveness in man-
ufactures and extend it to new products and services? This is the cen-
tral question this book addresses. Experience suggests that most East
Asian economies can rise to the challenge, but success is by no means
a foregone conclusion. The 1997–98 crisis revealed a number of ob-
stacles that countries will have to surmount. Moreover, their future
performance is likely to be inextricably bound with their capacity to
implement institutional changes and to build innovation capability,
which is increasingly the arbiter of competitive strength. How East
Asian economies, especially those in the middle- and upper-income
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groups, might fully realize their potential to innovate will require
policy, organizational, and institutional initiatives at many levels. By
drawing on a wide spectrum of research, this book delineates the key
issues and suggests how East Asian economies might grasp the policy
nettles that lie ahead. We hope that for the general reader interested
in development, this book will provide an accessible window on fu-
ture possibilities and a sense of the complexity of the development ef-
fort that encourages deeper reading. We also hope that the specialist
will find this a handy and stimulating progress report of events along
a broad front together with a look beyond the frontier that con-
tributes to the debate on development.

The Development Economic Research Group at the World Bank
provided us with the ideal environment for conducting the research
for this volume, and we are deeply grateful to Paul Collier, the direc-
tor of the group, for his support, for providing us with a spacious in-
tellectual environment, and for encouraging us to exploit the oppor-
tunities offered to the full.

Equally vital was the financial backing of the government of Japan
through its Policy and Human Resources Development Fund and the
access we enjoyed to senior public officials, who gave generously of
their time and provided valuable feedback on earlier drafts of this
book. We are deeply indebted to Haruhiko Kuroda, Masahiro Kawai,
Kiyoshi Kodera, Rintaro Tamaki, Junichi Maruyama, and Takatoshi
Ito. The study has been greatly enriched through our many detailed
conversations with Eisuke Sakakibara, who has taken a deep interest
in the research since its inception.

Members of the international steering committee of the study re-
viewed the initial draft of this work. Our special thanks go to
Masahiko Aoki, Jemal-ud-din Kassum, Homi Kharas, Eisuke Sakak-
ibara, Il Sakong, Sven Sandstrom, Tharman Shanmugaratnam,
Nicholas Stern, Joseph Stiglitz, and Xiaochuan Zhou for their advice
and for sharing with us their deep knowledge of the East Asian re-
gion. The staff of the World Bank’s Tokyo office organized the semi-
nars at which drafts of the study were discussed, and we very much
appreciate the assistance provided by Shuzo Nakamura, Mika Iwasaki,
Tomoko Hirai, and Hitomi Sasaki.

Our research efforts were greatly enhanced by Soumya Chattopad-
hyay, Farhan Hameed, and Marc Shotten. We thank them for adding
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value in many ways. Mir Anjum Altaf, Kaoru Nabeshima, Shekhar
Shah, and three anonymous referees gave us detailed comments on
later drafts and contributed to the quality of the final product. Rebec-
ca Sugui expertly facilitated the production of the manuscript. The
leap from finished manuscript to published book was efficiently or-
chestrated on the tightest of schedules by our editors, Nicola Marrian
and Janet H. Sasser of the World Bank Office of the Publisher. They
good-humoredly introduced much-needed discipline and made sure
that what started as a glint in our eyes achieved publication.

September 7, 2002
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