This file is to be used only for a purpose specified by Palgrave Macmillan, such as checking proofs, preparing an index,
reviewing, endorsing or planning coursework/other institutional needs. You may store and print the file and share it with others
helping you with the specified purpose, but under no circumstances may the file be distributed or otherwise made accessible to

any other third parties without the express prior permission of rave Macmillan.
+

Please contact rights@palgrave.com if you have any queries re§®zing use of the file.

Economic Systems Analysis and Policies

Solom_FM.indd i @ 2/12/2009 6:40:12 PM



PROOF

Also by S. I. Cohen

PRODUCTION, MANPOWER AND SOCIAL PLANNING

AGRARIAN STRUCTURES AND AGRARIAN REFORM

PATTERNS OF ECONOMIC RESTRUCTURING FOR EASTERN EUROPE

HUMAN RESOURCE DEVELOPMENT AND UTILIZATION

MICRO ECONOMIC POLICY

SOCIAL ACCOUNTING FOR INDUSTRIAL AND TRANSITION ECONOMIES
SOCIAL ACCOUNTING AND ECONOMIC MODELLING FOR DEVELOPING COUNTRIES
SISTEMA DE PLANEACION DE RECURSOS HUMANOS (In Spanish) (co-authored)
INTRODUCTION TO MODERN ECONOMICS, PARTS I & II (In Russian) (co-authored)
THE MODELLING OF SOCIO-ECONOMIC PLANNING PROCESSES (co-edited)
POPULATION, HEALTH AND NUTRITION (co-edited)

Solom_FM.indd i @ 2/12/2009 6:40:13 PM



PROOF

Economic Systems Analysis
and Policies

Explaining Global Differences,
Transitions and Developments

S. 1. Cohen

Professor, Erasmus School of Economics, Erasmus University,
Rotterdam

Solom_FM.indd iii @ 2/12/2009 6:40:13 PM



Solom_FM.indd iv

PROOF

© S. I. Cohen 2009

All rights reserved. No reproduction, copy or transmission of this
publication may be made without written permission.

No portion of this publication may be reproduced, copied or transmitted
save with written permission or in accordance with the provisions of the
Copyright, Designs and Patents Act 1988, or under the terms of any licence
permitting limited copying issued by the Copyright Licensing Agency,
Saffron House, 6-10 Kirby Street, London EC1N 8TS.

Any person who does any unauthorized act in relation to this publication
may be liable to criminal prosecution and civil claims for damages.

The author has asserted his right to be identified as the author of this
work in accordance with the Copyright, Designs and Patents Act 1988.

First published 2009 by
PALGRAVE MACMILLAN

Palgrave Macmillan in the UK is an imprint of Macmillan Publishers Limited,
registered in England, company number 785998, of Houndmills, Basingstoke,
Hampshire RG21 6XS.

Palgrave Macmillan in the US is a division of St Martin's Press LLC,
175 Fifth Avenue, New York, NY 10010.

Palgrave Macmillan is the global academic imprint of the above companies
and has companies and representatives throughout the world.

Palgrave® and Macmillan® are registered trademarks in the United States,
the United Kingdom, Europe and other countries.

ISBN-13: 978—-0-230-22382-0 hardback
ISBN-10: 0-230-22382-6 hardback

This book is printed on paper suitable for recycling and made from fully
managed and sustained forest sources. Logging, pulping and manufacturing
processes are expected to conform to the environmental regulations of the
country of origin.

A catalogue record for this book is available from the British Library.
Library of Congress Cataloging-in-Publication Data

Cohen, Solomon I., 1941-
Economic systems analysis and policies : explaining global
differences, transitions and developments / Solomon I. Cohen.
p.cm.
Includes bibliographical references and index.
ISBN 978-0-230-22382-0
1. Economics. 2. Economic development. 3. Economic policy. I. Title.

HB171.C685 2009
330.1—dc22 2008053797

0 9 8 7 6 5 4 3 2 1
18 17 16 15 14 13 12 11 10 09

Printed and bound in Great Britain by
CPI Antony Rowe, Chippenham and Eastbourne

2/12/2009 6:40:13 PM



PROOF

To the memory of two teachers and colleagues
Henk Bos and Jan Tinbergen

Solom_FM.indd v @ 2/12/2009 6:40:14 PM



PROOF

Solom_FM.indd  vi @ 2/12/2009 6:40:14 PM



PROOF

Contents
List of Illustrations xii
List of Abbreviations Xix
Preface xxi
1 Analytical Framework for Understanding Economic Systems 1
1.1 The study of economic systems 1
1.2 Behavioural types and behavioural settings 3
1.3 Distinct behavioural types determining different economic
systems 6
1.4 Positioning countries along behaviourally different economic
systems 12
1.5 Outline of the book 16
1.6 Summary and conclusions 19
2 Elaborations on the Analytical Framework and Its Application 21
2.1 Introduction 21
2.2 Micro and macro interactive processes in economic systems 21
2.3 A conceptual model of economic behavioural settings featuring
the building blocks 28
2.4 Evolution of differing behavioural types into different
economic systems 30
2.5 A conceptual model of the emergence and prevalence of
behaviourally different economic systems 33
2.6 The structure, conduct, and economic performance of different
economic systems 37
2.7 Dominance and diversification tendencies across countries
and systems: Some applications 46
2.8 Summary and conclusions 52
3 The Firm Intensive System: Economic Challenges and Agent
Responses in US, EU, Japan 54
3.1 Economic principles of a pure firm intensive economic system 54
3.2 Indivisibilities: Problems and firm-state responses 61
3.2.1 Problems 61
3.2.2 Natural monopoly and imperfect competition 62
3.2.3 Technology bias and growth limits 71
3.3 Uncertainties: Problems and firm-state responses 75
3.3.1 Problems 75
3.3.2 Incomplete information 76
3.3.3 Asymmetric information 76

Solom_FM.indd  vii

vii

2/12/2009 6:40:14 PM



viii

Solom_FM.indd viii

PROOF

Contents

3.4

3.5

3.6

3.7

Externalities: Problems and firm-state responses
3.41 Problems

3.4.2 Positive externalities

3.4.3 Negative externalities

Collectivities: Problems and firm-state responses
3.5.1 Problems

3.5.2 Responses

Income distribution: Problems and firm-state responses
3.6.1 Problems

3.6.2 Responses

Summary and conclusions

The Firm Intensive System: Polity Functioning and National
Accommodations in US, EU, Japan

4.1
4.2

4.3
4.4
4.5
4.6

Introduction

The political process as a political market
4.2.1 Overview

4.2.2 Voters

4.2.3 DPolitical parties

4.2.4 Governing politicians

4.2.5 State bureaucrats

4.2.6 Public sector employees

4.2.7 Interest groups

4.2.8 Checks and balances: Country tendencies
Public regulation and national welfare

Public spending and national welfare
National accommodations to differing polities
Summary and conclusions

The State Intensive System: Past Polity of the Soviet Union and
Allied Countries

5.1
5.2
5.3
5.4
5.5
5.6
5.7
5.8
5.9

Introduction

The state’s ideology

The state’s party

State ownership of property

The central planning system
Pursued allocation policies

The failing past performance
Causes of system rise and failure
Summary and conclusions

The State Intensive System: Economic Transitions

6.1
6.2

6.3

Alternative paths

Magnitudes, causes, and effects of the recession in

transition countries

Overview of reforms and their phasing in transition countries

82
82
84
88
93
93
95
96
96
102
105

107
107
109
109
112
113
114
115
121
123
127
129
130
137
142

144
144
145
146
147
148
155
157
161
165

167
167

169
177

2/12/2009 6:40:14 PM



Solom_FM.indd ix

PROOF

Contents ix

6.4 Short transition

6.4.1 Stabilization reforms

6.4.2 Liberalization reforms
6.5 Long transition

6.5.1 Competitive entrepreneurships

6.5.2 Market confidence

6.5.3 Internalizing externalities

6.5.4 Public goods provisions

6.5.5 Public income transfers

6.5.6 Size of the public sector in transition countries
6.6 Systemic inclinations of transition economies
6.7 Summary and conclusions

Economic Systems in the Developing World: Regional Differences
7.1 Introduction
7.2 Impacting development epochs
7.2.1 Political and economic epochs
7.2.2 Colonial rule
7.2.3 Nation building
7.2.4 Democratic reforms
7.2.5 Household-led demographic transition
7.2.6 State-led economic development
7.2.7 Firm-led global integration
7.3 Comparative development performance
7.4 Dualism in the economic system: Modern/traditional, rich/poor,
in large/small developing countries
7.5 Macroeconomics of dualistic development
7.6 Microeconomics of dualistic development
7.7 Summary and conclusions

Economic Systems in the Developing World: Country Profiles
8.1 Introduction
8.2 East Asia Pacific (EAP)
8.2.1 Regional profile
8.2.2 Systemic change in China
8.3 South Asia (SA)
8.3.1 Regional profile
8.3.2 Systemic change in India
8.4 Middle East and North Africa (MENA)
8.4.1 Background
8.4.2 System development
8.4.3 System performance
8.5 Arab Gulf (GCC)
8.5.1 Background
8.5.2 System development
8.5.3 System performance

180
180
182
186
186
194
209
215
217
219
221
223

225
225
226
226
228
230
233
234
236
244
247

251
259
262
271

273
273
275
275
280
300
300
304
322
322
324
325
326
326
327
329

2/12/2009 6:40:14 PM



PROOF

x Contents

10

Solom_FM.indd x

8.6 Sub Saharan Africa (SSA)
8.6.1 Background
8.6.2 System development
8.6.3 System performance
8.7 Latin America and Caribbean (LAC)
8.7.1 Background
8.7.2 System development
8.7.3 System performance
8.8 Summary and conclusions

Comparative Performance of Countries Relating to Different
Economic Systems: A Social Accounting Approach
9.1 Introduction
9.2 Frameworks for analysing economic system performance
9.3 SAM applications to countries of Western and Eastern Europe
9.3.1 Introduction
9.3.2 The construction of comparative SAMs
9.3.3 Structural differences in the six SAMs
9.3.4 The comparative analysis of multiplier properties
9.3.5 Size and distribution of multipliers of sectoral injections
9.3.6 Size and distribution of multipliers of household transfers
9.4 SAM applications to Russia and China
9.4.1 Differences
9.4.2 The SAMs of Russia and China
9.4.3 Deriving SAM multipliers for Russia and China
9.4.4 Growth multipliers in Russia and China
9.4.5 Distribution impacts in Russia and China
9.5 Refuted limitations
9.6 Summary and conclusions

Long-Range Convergence and Displacements in Economic

Development and Interactions between Economic Systems

10.1 Introduction

10.2 The convergence hypothesis: Supply side theory and evidence

10.3 The convergence hypothesis: Demand side theory and evidence

10.4 Empirical results

10.5 Demonstration

10.6 More convergence through transfer mechanisms

10.7 The displacement hypothesis: Future outlook for China and
India

10.8 The displacement hypothesis: Implications for system
competition and the relative dominance of alternative
economic systems

10.9 Summary and concluding remarks

330
330
333
335
336
336
338
339
340

342
342
343
347
347
348
352
357
360
365
368
368
370
370
371
375
377
378

379
379
380
381
386
389
391

392

396
400

2/12/2009 6:40:14 PM



PROOF

Contents xi

Appendices 402
Notes 406
References 424
Author Index 433
Subject Index 000

Solom_FM.indd i @ 2/12/2009 6:40:14 PM



PROOF

List of Illustrations

Tables

2.1
2.2

2.3

24

3.1

3.2
4.1

4.2
4.3

5.1

5.2

5.3

5.4
6.1

6.2
6.3
6.4
6.5
6.6
6.7

6.8
6.9

6.10

Solom_FM.indd  xii

Building blocks of the analytical framework

Importance of household settings: Percentage of responses to
varying ranks of importance of the family in one person’s life
Importance of firm and state settings: Pro-firm and

pro-state attitudes

Indexes of Firms Competitiveness and State Appropriation
(Rule of Law) for FIM and SIM related countries, respectively

Problem areas leading to market failure, and the subsequent
responses of firm and state
A game theoretic presentation of the problem of collectivities

Political power and political institutions in firm intensive systems:

Country tendencies

FIM related countries: Fiscal shares in the GDP, 1960-2000
FIM related countries: Public share and economic growth,
various periods

SIM planning: Demonstrative scheme of material balance for
a major commodity, i.e. coal in 000s tonnes

Average annual growth of GDP and GDP per capita in the SIM
and FIM country groups

Annual growth rates of output, inputs, and factor productivity for

the SIM and FIM country groups
Equity indictors for selected SIM and FIM countries

Required changes in agent behaviour accompanying transition
from SIM to FIM

GDP performance in transition countries

Socio-economic performance in transition countries

Economic elements of system transformation

Transition sequencing

Proposed discussion in terms of short and long transition phases
Stabilization programmes and inflation performance in
transition countries

Extent and pace of liberalization in transition countries
Privatization methods for medium and large state enterprises in
six transition economies, by number and by value, per cent
Extent of privatization in transition countries as indicated by
private sector share in GDP

xii

23

47

50

52

59
94

128
131

135

149

158

159
160

168
170
175
178
178
179

181
184

189

190

2/12/2009 6:40:14 PM



6.11

6.12

6.13

6.14

6.15

7.1
7.2
7.3
7.4
7.5
7.6

7.7
7.8

7.9
7.10

711

712

7.13

7.14

7.15

7.16

7.17

7.18

7.19

Solom_FM.indd  xiii

PROOF

List of Illustrations  xiii

Administrative corruption in transition countries: Share of

time tax, share of firms paying bribes, and average bribe tax rate,
1999 and 2002, per cent

Capture corruption in transition countries: Share of firms affected
by capture and share of captor firms, both regarding capture of
laws and regulation, 1999 and 2002, per cent

Transition countries: Performance in extending global links,

per cent

Transition countries: Performance relating to share of public
spending in the GDP, per cent

Needs for and realization of public income transfers in
transition countries

Historical epochs and their effects on major settings in

the development process

War casualties in the developing countries

Political regimes in the developing regions

Developing regions: Population and urbanization trends
Developing regions: Changing concentrations of agents and GDP
Developing regions: Indicators of the relative dominance of
agriculture/household settings versus industry/firm settings, 2000
Developing regions: Indicators of state influence, 2000

Foreign trade patterns: Shares of manufactured exports by
developing region, 1970-2000

Foreign financial flows to developing countries, 1970-2000
Foreign financial flows: Shares of flow types by developing
region, 1970-2000

Developing regions: GDP growth and GDP per capita growth,
1960-2005

Developing regions: Economic growth accounting

Developing regions: GDP per capita in US$ and in ppp $, 2000
Developing regions: Poverty headcount at $1 a day ppp as

per cent of total population, 1981-2004

Developing regions: Indicators of income distribution, 1980-2005
Developing regions: Indicators on distribution of the population
by rural/urban, and the urban labour force by formal/informal/
unemployed status; and indicators of income distribution
Summary of cross-section between informal/formal and
poor/rich in a large developing country

The impact of formal and informal sector injections and of
transfers on output and the incomes of poorer and richer
household groups. Demonstration of results for Indonesia

The impact of formal and informal sector injections and of
transfers on output and the incomes of poorer and richer
household groups. Demonstration of results for Pakistan

200

203

214

217

220

227
233
234
236
241

242
243

244
245

246

247

248

249

249

250

253

255

260

261

2/12/2009 6:40:14 PM



PROOF

xiv  List of Illustrations

7.20

7.21

7.22

8.1

8.2

8.3

8.4

8.5
8.6

8.7

8.8

8.9

8.10
8.11

8.12

8.13

8.14

8.15

8.16

8.17

8.18

8.19

Solom_FM.indd  xiv

Indonesia: Average values of assets and profits in thousand rupiah,
and profit rates

Pakistan: Average values of assets and profits in thousand rupees,
and profit rates

Indonesia and Pakistan: Share of difficulties reported by surveyed
establishments, grouped by informal and formal market segments;
per cent

Population and GDP of EAP: Ingredients of a Country Index of
Interactive Influence (Country Index II), 2000

Economic structure and conduct in China and EAP: Indicators of
the relative significance of households, firms, government, and
global links, 2000, per cent

Comparative performances of the economies of China and the EAP,
1981-2005

China: Planned versus market components of agricultural
procurements and retail sales

China: Convergence towards market prices: Rice and wheat
China: Distribution of output and employment by state and
non-state ownership of industrial enterprises, per cent

China: Profit/capital ratios for different types of industrial
enterprises, per cent

China: Distribution of the number of industrial enterprises above
designated size and their gross output value, grouped by status of
registration, per cent

China: Foreign trade, foreign capital inflow, and foreign exchange
reserves, US$100 million

China: Economic cooperation with Rest of World US$ 100 million
China: Trading Summary for Stocks, shares in 100 million shares,
values in 100 million yuan

China: Shares of total government revenue and expenditure in
the GDP, and their allocation between central and local levels
China: Composition of total government budget by revenue sources
and expenditure functions

China: Average annual growth rates of real gross industrial output
and real GDP: Official and physical output based estimates

China: Decomposition of sources of economic growth

China: Economic growth and Gini index

Population and GDP of SA: Ingredients of a Country Index of
Interactive Influence (Country Index II), 2000

Economic structure and conduct in India and SA: Indicators of
the relative significance of households, firms, government,

and global links, 2000, per cent

Comparative performance of the economies of India and SA,
1981-2005

266

268

270

277

278

280

284
284

286

287

288

290
291

292

293

294

295

295

298

301

302

303

2/12/2009 6:40:15 PM



8.20

8.21

8.22

8.23
8.24

8.25

8.26

8.27

8.28

8.29

8.30

8.31

8.32

8.33

8.34

8.35

8.36

8.37

8.38

8.39

8.40

9.1
9.2
9.3
9.4
9.5

Solom_FM.indd xv

PROOF

List of lllustrations xv

India: Socio-economic structure under Moghul Empire and
British Rule

India: Shares of the value added of industry and services in

the GDP, per cent

Comparative sources of GDP growth in industry and services,
China and India

India: Foreign trade and its composition, per cent

Comparative export growth in merchandise and services,

China and India

India: Fiscal features of public revenue and expenditure.

Central government and all union

India: Decomposition of sources of economic growth

India: Economic growth and Gini index

India: Distribution of GDP and labour on various population
segments, 2000, per cent

Population and GDP of MENA: Ingredients of a Country Index of
Interactive Influence (Country Index II), 2000

Economic structure and conduct in MENA: Indicators of

the relative significance of households, firms, government,

and global links, 2000, per cent.

Comparative performance of the economies of MENA, 1981-2005
Population and GDP of GCC: Ingredients of a Country Index

of Interactive Influence (Country Index II), 2000

Economic structure and conduct in GCC: Indicators of

the relative significance of households, firms, government,

and global links, 2000, per cent

Comparative performance of the economies of GCC, 1981-2005
Population and GDP of SSA: Ingredients of a Country Index of
Interactive Influence (Country Index II), 2000

Economic structure and conduct in SSA: Indicators of the
relative significance of households, firms, government, and
global links, 2000, per cent

Comparative performances of the economies of SSA, 1981-2005
Population and GDP of LAC: Ingredients of a Country Index of
Interactive Influence (Country Index II), 2000

Economic structure and conduct in LAC: Indicators of the relative
significance of households, firms, government, and global links,
2000, per cent

Comparative performance of the economies of LAC, 1981-2005

Entries in the aggregate SAM
SAM for Germany

SAM for Poland

SAM structure for Germany
SAM structure for Poland

307

315

315
316

316

317

319

319

319

323

324

326

327

329

330

332

334

335

338

339
340

349
351
351
352
352

2/12/2009 6:40:15 PM



Xvi

9.6

9.7

9.8

9.9

9.10

9.11

9.12

9.13

9.14

9.15

9.16

9.17

9.18

9.19

9.20

9.21

9.22

9.23
9.24

10.1
10.2
10.3
10.4
10.5

10.6

Solom_FM.indd  xvi

PROOF

List of Illustrations

East and West Europe: Selected variables expressed as percentages
of the matrix total

East and West Europe: Components of the GDP from

the expenditure side

East and West Europe: Returns to labour and capital that go to
households as a percentage of matrix total

East and West Europe: Government incomings, total and by source,
expressed as percentage of matrix total

East and West Europe: Distribution of expenditure by want category
and income by decile group, per cent

East and West Europe: Sectoral shares in the total output and
total value added, per cent

SAM in the form of Ay +x=y

Selected multipliers for further analysis

East and West Europe: Income and output multipliers resulting
from injections in alternative activities, exogenous shares,

and other indicators

East and West Europe: RDM analysis for activities resulting from
an overall injection in activities

East and West Europe: RDM analysis-s for households resulting
from an overall injection in activities

East and West Europe: Income and output multipliers resulting from
transfers to different household groups

East and West Europe: RDM analysis of households and activities
resulting from an overall transfer to households

China and Russia: GDP and Indices of GDP

Output of major goods in China and Russia

SAM multipliers for Russia 1991

SAM multipliers for China 1989

RDM analysis for Russia 1991

RDM analysis for China 1989

SAM features and GNP per capita of 16 countries

Regression results of equations (4) and (5)

Selected simulations: Initial runs for rich and poor countries
Selected simulations: Alternative runs assuming different
income levels

Future outlook: Country shares in the world population, and
the world GDP

Future outlook: Country Index of Interactive Influenc

353

354

355

355

356

357

359

359

360

362

365

366

367

369

369

372

372

373
376

387
388
390
390

393
396

2/12/2009 6:40:15 PM



PROOF

List of lllustrations xvii

Figures

1.1

Interactions of micro settings and the macro frame

1.2 (a,b,c) Configurations of three socio-economic systems:

1.2d
1.3

2.1

2.2
3.1
3.2
3.3
3.4
3.5

3.6
3.7
3.8
3.9
3.10
4.1
4.2
4.3
4.4
4.5
4.6

4.7
6.1

6.2

6.3

6.4

6.5
6.6
71

Solom_FM.indd  xvii

HIM, FIM, SIM

Configuration of a multi-poles socio-economic system: MPM

Positioning of economies along axis of dominant systemic
interactions

Importance of household settings: Country ranking of importance
of family

Importance of firm and state settings: Pro-firm and pro-state attitudes

Firm decisions on use of factors

Firm decisions on production of goods

Deadweight loss from restricted output

Deadweight loss from managerial slack

Scheme for tracing the conditions under which a side effect can be
identified as an externality and justify a policy measure
Deadweight loss from positive externalities

Deadweight loss from negative externalities

Lorenz curve and Gini index

The untouched normal distribution of abilities

The real world distribution of income

Upward budgetary bias I

Upward budgetary bias II

Upward budgetary bias III

Uniform taxation

Progressive taxation

Negative relationship between public share and GDP growth in
FIM countries

Positioning of FIM countries

Transition countries: Time profile of GDP decline and recovery
by country group

Transition countries: Relationship between percentage change
in GDP 1989-2005 (y-axis), and change in the Gini index
1989-2005 (x-axis)

Transition countries: Average annual inflation rates and

the loss and gain in real GDP

Transition countries: Extent of liberalizations as measured
alternatively by World Bank Index of Liberalization (WBIL)
and Heritage Index of Economic Freedom (HIEF)

Transition countries: Liberalization and cumulative GDP
Systemic inclinations of transition countries

Profit rates, profit values, and asset values of SSI in million rupiah,
Indonesia

11

14

48

56
56
67
68

83
85
89
97
99
99
117
119
119
126
126

135
137

172

177

182

185

185

222

266

2/12/2009 6:40:15 PM



PROOF

xviii List of Illustrations

7.2 Profit rates, profit values, and asset values of SSI, in thousand

rupees, Pakistan 268
8.1 Positioning of the world developing regions along axis of

dominant systemic interactions 274
8.2 China: Annual living expenditure per capita in RMB: Rural overall,

Urban overall, Urban Beijing, Urban Henan, 1997-2006 298
8.3 India: Index of GDP/labour for various segments of the

population, 2000 (Value of index for Total India = 1.0) 320
9.1 The analytical framework for comparing performances 344
9.2  Circular flow 348
10.1 Relationship between the exogenous share in national income

X/Y and income per capita Y/N 383
10.2 Relationship between multipliers m and exogenous share in

national income X/Y 385
Boxes

3.1 Changing patterns of nationalization and privatization in FIM

countries: 1980-2005 66
3.2 Firm intensity and open competition in FIM countries, 1995, 2000,

2005 72
3.3 Business and state resources in Research & Development in FIM

countries, 1970-1980, 1990-2000 74

3.4 Corporate governance patterns in FIM countries, around 2000-2004 80
3.5 Response to liberalization initiatives of the World Trade

Organization in FIM countries 89
3.6  Responses of FIM countries to the Kyoto Protocol 92
3.7 Recent trends in income inequality and poverty incidence in

FIM countries 103
3.8 State spending on income transfers for the working age

population in FIM countries 104
3.9 Social security spending and projected composition of

the population in FIM countries 105
6.1 Privatization rush in transition countries 193
6.2  Undervaluation of assets in transition countries: The case of

Russian companies 194

6.3  Transition countries: Consensus on subjective perceptions and

objective indicators on the imposition of the rule of law.:

Differences between country groups 208
6.4 Transition countries: Poll of polls corruption perception index, CPI 208
7.1  An accounting framework for informality and inequality in

developing countries 257
10.1 The comeback of China and India 395

Solom_FM.indd  xvii @ 2/12/2009 6:40:15 PM



PROOF

List of Abbreviations

BCEE Baltic, Central and Eastern Europe

BEEPS WB/EBRD Environment and Enterprise Performance Survey
BRIC Brazil, Russia, India and China

CPI Corruption Perception Index

DRC Real Domestic Resource Cost

DTM Demographic Transition Model

EAP East Asia and Pacific

ECB European Central Bank

EMIS Emerging Market Information Service at http://www.securities.com/
EXSR Ex-Soviet Republics, except Baltic and Russia

FIG Financial-Industrial Group

FIM Firm Intensive System, also referred to as F-system

FMT Foreign Merchandise Trade

FDI Foreign Direct Investment

GATT General Agreement on Tariffs and Trade

GCC Arab Gulf (Gulf Cooperation Council)

GDP Gross Domestic Product

HIEF Heritage Index of Economic Freedom

HIM Household Intensive System, also referred to as H-system
ICT Information Communication Technologies

ITI Index of Interactive Influence

IMF International Monetary Fund

KP Kyoto Protocol

LAC Latin America and Caribbean

MENA Middle East and North Africa

MMC Monopolies and Merger Commission

MPM Multiple Pole System

NAFTA North American Free Trade Agreement

ODA Official Development Assistance

OECD Organization for Economic Cooperation and Development
PHS Poverty Headcounts Share in the population

RDM Relative Distributive Measure in SAM context

RPC Restrictive Practices Court

ROW Rest of World

SA South Asia

SAM Social Accounting Matrix

SAP Structural Adjustment Package

SARC South Asian Regional Council

SIM State Intensive System, also referred to as S-system

SOE State Owned and state-holding Enterprises

Xix

Solom_FM.indd ~ xix @ 2/12/2009 6:40:15 PM



xx List of Abbreviations

SSA
TVE
VAT
WB
WBIL
WTO
WVS

Solom_FM.indd  xx

Sub Saharan Africa

Rural Township and Village Enterprises
Value Added Tax

World Bank

World Bank Index of Liberalization
World Trade Organization

World Value Surveys

PROOF

2/12/2009 6:40:15 PM



PROOF

Preface

Research, teaching, and advisory work in the two areas of economic systems and
development economics have gone through similar ups and downs in the past three
to four decades. In the 1960s and 1970s, both areas attracted the positive atten-
tion of many scholars, students, and advisors. The 1980s and 1990s witnessed the
empirical documentation of disappointments with the socio-economic perform-
ance of centrally planned economies and many developing countries, which are
the main clients and subject matters of the two areas, respectively. Justified or
unjustified, interest in both areas waned in the 1980s and 1990s, and much of the
past academic work on economic systems and economic development was criti-
cized on grounds of being remote from what happens in the real world, inability
to foresee the disappointing socio-economic performances, and incompetence in
advice on policy matters and reforms.

The period of the downturn has been followed recently by a period of upturn
in the twenty-first century. Interest in both areas has again flourished due to, on
the one hand, the general success of many transition economies in reforming and
redirecting their economic systems towards a more market-state mixed profile
despite their past regime failures, and on the other hand, the reappearance of past
state-wise rent seeking interests in some major transition countries. Furthermore,
the success of some leading and big developing economies like China and India
in likely overtaking rich countries in terms of the size of the GDP, industry, trade,
and foreign exchange reserves, and the fall back of some other developing regions
far behind, have contributed to the upturn in enthusiasm for the sub-disciplines.
Moreover, the unexpected global financial meltdown of 2008, which is hurting
free market economies more than others and is accompanied by calls for collect-
ive actions to stabilize the economic systems, are very likely to further enhance
academic and policy interests in economic systems and economic development.
The downturn and the upturn caused profound changes in topics and methods
pursued by economists dealing with economic systems and economic develop-
ment. The two areas have become closer to each other than ever before regard-
ing topics and methods, without tarnishing basic differences between transition
economies and developing countries. There is now more insight into, and appre-
ciation of the subtleties of these two sets of countries, and how they differ and
develop differently from the economic systems of the richer and predominantly
Western countries.

It is now again generally appreciated that because of the intrinsic differences
in their functioning and future development, economic work on countries mani-
festing different economic systems need to be framed in distinctive ways.

This book is a meeting point between economic systems and development eco-
nomics. The scope is the worldwide economic dynamics of national economies
that manifests itself in distinct economic systems. The book is directed to scholars
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and readers, teachers and students, policy advisors and policy recipients, working
on economic systems and development economics.

If each book should state its focal point in one or two sentences, then ours
will be the following. The future prospects are not those of a universalistic set
of economic behaviours that countries would adopt worldwide some time in the
future; instead, our contention is that there are behavioural differentiations of a
higher order that separate the interacting agents from integrating and converging
towards any one economic system. The behavioural differentiations emanate
from different sociological, political, and economic behavioural orientations that
characterize major settings (such as household, state and firms settings, respect-
ively), and in which agents interact, and lead ultimately to distinguishable dom-
inant behavioural types.

I sketched in 1978, a model wherein the social and political domains dominated
the economic domain and then applied the idea to study the prospects of land
reform in India and Chile, in Cohen (1978). The idea of distinguishable domin-
ant behavioural types in different systems/countries was bound to gain strength
over time as it became increasingly supported by theoretical foundations and
empirical evidence from various distanced sources. In time, and bolstered with
this support from theory and empirics, it was possible to elaborate a theoretically
founded analytical framework for explaining distinguishable dominant behav-
iours in economic systems, and demonstrating its validity and applicability to
wider issues including the study of emerging systemic problems and subsequent
policy responses, as is being done in this book.

The theoretical foundations came with the development of convention the-
ory, starting with David Lewis (1969), who provided the seminal work on com-
mon knowledge, and laid the foundations for formal approaches to the study
of social conventions and social norms. The formal approaches which at one
time consisted of game theory, soon extended to include folk theory, infor-
mation cascades, evolutionary learning and social network formation, and
allowed for the coexistence of multiple behavioural equilibria; thanks to works
by Thomas Schelling (1978), Robert Frank (1988), Herbert Simon (1993), and
many others. In all these works, typical behavioural patterns that make-up the
system anatomies can be described as social conventions in the sense that they
result somehow from the interdependency of individual actions subjected to
some given initial conditions. While conventions change they tend to follow
the down-laid paths of past events and responses, thus resulting in differen-
tiated and sticky systems of joint social, political and economic behaviour.
The empirical backing of the persistence of behavioural types and institu-
tional set-ups that associate with such behavioural types in separated societies,
whereby intentionally or unintentionally, the institutional set-ups are inclined
to benefit specific groups of agents and disfavour others, is the second line of
inspiration of the book. Some modern contributors who fit here and who have
analysed different economic systems can be quoted as examples: Janos Kornai
(1967), Gunnar Myrdal (1968), John Galbriath (1983), Douglas North (2006),
and many others.
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The book starts with laying in the first two chapters the theoretical founda-
tions for understanding different dominant behaviours in economic systems. The
concept of dominant behavioural settings is crucial. I distinguish between house-
hold, state, and firm settings that are driven by social, political, and economic
motivations, respectively. One motivation tends to dominate over the other moti-
vations, and thus determine the shapes of conduct, structure, and performance.
Which motivation prospers where depends on the initial situation, the external
environment, and historical events. I introduce a fourth type of setting, calling it
persuasive settings, which can play a crucial role in coordinating less integrated
multipole social systems. Interactive behaviour of agents in all four types of set-
tings shapes the development path of the economic system. After a motivated
classification of world regions to behaviourally dominated prototypes of eco-
nomic systems, the book examines the real world country counterparts of the
prototypes. We devote two chapters for each of the rich industrialized countries,
the transition economies, and the world developing regions. The chapters focus
on an analysis of conduct, structure, and performance, as well as related policy.
Chapters 9 and 10 are devoted to a retrospective comparative analysis between
countries belonging to the differing economic systems, and their intercourse in
the context of system competition.

The book benefited from interactions in lecture courses on the topics treated to
undergraduate and master degree students at Erasmus University Rotterdam and
courses and visiting lectures delivered abroad in various countries. The delibera-
tions in these courses convinced me that the ten chapters of the book fit together
in a coherent whole that meets four goals: describes world economic systems fairly
well; gives theoretically founded explanations to global differences, transitions,
and developments; provides convincing grounds for using the developed frame-
work for further fruitful analyses; and highlights policy considerations towards
higher growth and more equity. If the book succeeds in contributing to any of the
four goals, then it would have achieved its objective.

Indebtedness goes for the forerunners mentioned above, and to Henk Bos and
Jan Tinbergen, who introduced me on systems and development, and not least,
have paved the way for a sober and humble academic life. Indebtedness goes also
to course participants, and colleagues and reviewers who read and commented on
isolated parts of the book. I am also thankful for the generous support and editor-
ial work provided by Palgrave Macmillan.

The book has made extensive use of several databanks for which I am grate-
fully indebted. The majority of computations and tables in the book have relied
on these databanks that are generally accessible via the websites that we refer
to. The use of these sources are hereby acknowledged, and they are listed below
in alphabetic order: Beck’s database of political institutions; Centre for Systemic
Peace, University of Maryland for its database on war causalities; Economic
and Social Research Centre for Islamic Countries for its SESRTCIC Statistical
Database; European Bank for Reconstruction and Development for The Business
Environment and Enterprise Performance Survey (BEEPS) and for reports of the
Bureau of Economic Analysis (BEA); W. Heinsz’s dataset on political constraints;

Solom_FM.indd i @ 2/12/2009 6:40:16 PM



PROOF

xxiv Preface

Heritage Foundation for the Index of Economic Freedom; International Monetary
Fund for Government Finance Statistics and International Financial Statistics; ISI
Emerging markets for the EMIS databank; OECD for Geographical Distribution of
Financial Flows to Aid Recipients, and OECD Historical Statistics; Transparency
International for the Corruption Perceptions Index, CPI; Unicef-icde for
Transmonee database; UN Population Division for its World Urbanization pros-
pects; UN Public Administration Programme for data on the public sector; World
Bank for the World Bank Development Indicators Database, development gate-
way, query, and other related data; World Values Survey Association for World
Value Survey; and World Trade Organization for International Trade Statistics.

The author acknowledges also with thanks the permitted use, granted by copy-
right holding publishers, of material from Cohen (2001), Gregory and Stuart
(1999), Maddison (1971), and Cohen (2002b), in Chapters 2, 5, 8, and 9, respect-
ively. Every effort has been made to trace rights holders, but if any have been
inadvertently overlooked the publishers would be pleased to make the necessary
arrangements at the first opportunity.

A symbolic dedication of this book to the next generation of grand children is
in place: to Sophie, Nelson, Yasmine, and Midas. Perhaps some of them some time
in the future will pick up from where I have stopped.

(Solomon) Suleiman Ibrahim Cohen
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