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Introduction
For a long period in economic literature the conventional wisdom entailed a tradeoff between economic growth and income inequality. The theories of Nicholas Kaldor and Simon Kuznets were quite popular these days. The former stated that economic development was based on the accumulation of capital. However, the marginal propensity to save differs significantly between economic groups in the country and so does the distribution of the created wealth. The latter observed a shift from agriculture, which is a low productive sector, to manufacturing, which is a high productive sector. In the opinion of Kuznets during this economic process an increasing income inequality is inevitable (Solimano et al, 2000).
Nowadays a furious debate is going on between economists on the sustainability of these theories. In this discussion inequality is often replaced for inclusiveness, which is in literature described as "making sure everyone experiences the benefits of economic growth" (Commission on Growth and Development, 2008). I also refer to this description in my thesis when I use the term inclusiveness.
With the replacement of inclusiveness for inequality the so called tradeoff is sometimes even rejected. However, uncertainty remains about the dynamics between the two economic phenomena and therefore they are centralized in this thesis. Obviously, wealth first needs to be created before it can be distributed. So in this point of view economic development is a prerequisite for inclusiveness and not the other way around. However, the question is to what extent inclusiveness keeps pace with the economic development i.e. what the dynamics are of the two economic phenomena.
Research has shown that if average household incomes rise by two percent, poverty rates fall by about twice as much on average (Ravallion, 2001). Here, economic development and inclusiveness can occur at the same time which is quite interesting. This raises the following research question: Is economic development really a prerequisite for inclusiveness?
In this thesis a closer look will be taken with respect for the two concepts for five countries that have made the transition to a high income country last century. The case study includes the Republic of Korea (hereafter: Korea), Taiwan, Singapore, Chile and Finland. For these countries literature will be studied and economic as well as inclusive policies are described.
In the first part of the thesis the common features of economic development will be discussed. Later on interesting differences concerning inclusiveness are reviewed. The ultimate goal of this thesis is to discover stylized facts that can be converted in the process of policy making for middle income countries that have to make the transition to a high income country yet.





















Comparative advantage
Economic growth is a widely discussed topic in economic literature. Multiple theories exist to explain its origin. Famous are Schumpeter’s creative destruction, Smith’s division of labor and Ricardo’s comparative advantage (Van Marrewijk, 2007). For the five countries in this thesis the last is the most relevant one.
The economic strategy of import substitution was first considered as a theory worthwhile. Developing countries faced significant lower prices for their primary export products compared to the manufactured exports of the advanced countries and this strategy would engender less dependency on world trade. However, the increase in productivity and output that was hoped for did not occur (Haggard et al, 1990).
Korea and Taiwan were among the first countries that switched from import substitution to export orientation. This change was the result of the striking experience of Singapore and Hong Kong. They were far too small even to try for self sufficiency and were forced to the path of export orientation (Scitovsky, 1985). Singapore exploiting their comparative advantage provoked a sparkling insight for Korea and Taiwan.
The awareness of the strength of the export orientation strategy entered Chile and Finland as well. Singapore, Chile and Finland were in first instance blessed with a geographical advantage. The harbor of Singapore was in every way superior and functioned as the gate of the East (Huff, 1994). Chile had an affluent amount of copper in its soil and Finland is located in the midst of the Northern Coniferous Zone and had the highest level of forest resources per capita in Europe (Dahlman et al, 2006).
Taiwan and Korea were poor in natural resources but rich in human resources. Both countries were influenced by Chinese culture during history and their traditions strengthened native entrepreneurial skills in Taiwan and Korea (Scitovsky, 1985). However, these favorable conditions alone were not sufficient for spectacular economic growth.
In Korea, Taiwan, Singapore and Chile another comparative advantage was created. Labor wages in these countries were subjected to severe restrictions in order to fortify the competitiveness. Military regimes or other forms of strong government implemented effective policy. Nevertheless, the case of Finland was quite different since its development was not prescribed by an autocratic government but based on a relatively old democratic process (Sahlberg, 2007).
Industrial upgrading and diversification
Economic growth in Korea, Taiwan, Singapore, Chile and Finland showed many similarities. All events could be placed in the concept of industrial upgrading and diversification. According to this theory economic growth first occurred due to the production and exportation of many different goods while later on more sophisticated products became the main source of prosperity (Usui, 2012).
During this process of economic development four stages can be distinguished (Lee, 2009). At first technology transferred from foreign to national firms by imported capital, original equipment manufacturing (OEM) or by working in multinationals. In the second stage FDI spilled over to other technologies and the educational system improved to keep pace with the technological progression (Paus, 2012). In the third phase firms established in house research and development. The exported products in these first three stages were much diversified.
More important is the fact these products were produced in labor intensive industries. Korea for instance relied in these stages mainly on the export of textiles, clothing and plywood (Booth, 1999). Taiwan had a greater emphasis towards the production of food, beverage and tobacco in its early development while in Singapore entrepôt trade and tin rubber and petroleum were driving forces of growth (Sugimoto, 2011). Newsprint papers and plywood products were primarily the exported products in Finland and in Chile the copper mining sector was the greatest pillar of the economy.
The exported products by these countries corresponded with their geographical or natural comparative advantage. However, for competitiveness labor costs were important as well. In order to ensure low wages most countries in this case study used the political tool of suppression. After the Second World War in Korea General Park Chung-Hee came to office, while at the same time in Taiwan the Kwomintang (KMT) established a one party system, which allowed its leader Chiang Kai-Shek to rule over the country for several decades. Chile as well was led by a military regime under the command of General Pinochet during the seventies, eighties and nineties (Bosworth et al, 1994). 
These authoritarian regimes were capable of implementing policies that prevented wages to rise. In Singapore for instance the People’s Action Party (PAP), which was also the ruling political party for decades, imposed the Industrial Relations Act of 1968. Union movements were as a matter of fact severely curtailed (Kwon, 2005).
Institutional factors
The above described events were not the result of a process driven by market forces but the outcome of politics. There are basically four reasons why some countries experience less development in income and wealth than others: natural resource endowment, population, market forces and institutional factors (Amsden, 1989). For Korea, Taiwan, Singapore and Chile it has been said that their states were too weak to mobilize forces to inaugurate economic development. However, after the establishment of their authoritarian regimes, this was no longer the case.
In Korea for instance incentives as well as disincentives were introduced to make sure the goals of the economic plans of the government were met. Private companies that produced in accordance with these aims gained easy access to credit, subsidies and faced fiscal advantages. The Korean economy relied heavily on bank credit and current liabilities formed the lion’s share of total credit. The profitability and in the long run the existence of manufacturing firms depended greatly on low interest rates. The banks were controlled and owed by the government, which gathered thus an enormous influence on the economy (Scitovsky, 1985).
Taiwanese firms were just half indebted as their Korean counterparts. The Taiwanese economy was based on a different structure. The government did not intervene with access to credit but instead it adjusted the interest rate. Such interventions can be hazardous since it can disrupt the economy. However, this monetary policy launched the country on the path toward growth (Kuznets, 1977). Although the equilibrium in the money market is hard to reach, the Taiwanese government succeeded in keeping the actual interest rate close to the equilibrium level, which shaped favorable conditions to the market. 
Financial resources were only allocated to productive projects and hyper inflation was avoided. Another advantage of this monetary policy was the proper reward for the lender. With high marginal returns people were encouraged to save and capital accumulated in a fast way. Last but not least, high interest rates tempered firm profits and restrained the growth in size of individual firms. Competition was maintained between firms and changing circumstances in the economy were adapted sooner and with less pain by small firms (Scitovsky, 1985).

At the time General Pinochet came to power in Chile classical conservative regimes were widespread in Latin America. The newly established government in Chile broke with these conventional politics and started a new era.  The policies implemented were far from laissez faire, but on the whole, the reforms moved Chile in a more market oriented direction. Privatization and liberalization were key elements. Many major former national firms were sold and effective rates of protection dropped significantly (Bosworth et al, 1994).
Just like the PAP in Singapore, the Pinochet regime in Chile suppressed labor unions in order to strengthen the competitiveness. Affiliation to unions declined from over thirty percent to slightly more than ten percent in a decade. Another measure in the context of strengthening the competitiveness was the adjustment of the exchange rate. These far reaching reforms induced serious consequences. The effects of increased foreign competition were in some sectors devastating and bankruptcies proliferated. Too, unemployment rose sharp and the expenditures of the government on employment programs became a heavy burden. However, in the long run these policies restructured the Chilean economy in a positive way (Biglaiser, 1999).
One thing Korea, Taiwan, Singapore and Chile had in common was their institutional set up. All countries were ruled by authoritarian regimes that maximized their utilization of power. The economic development of Finland was based on quite different principles. In contrast to the other four countries suppression in Finland was unknown. As a matter of fact Finland was the first country in the world that accepted universal suffrage. Women were as early as the beginning of the twentieth century not only allowed to vote but to run for parliament as well.
Democratic concepts proved to be very important in the institutional set up of Finland. Since the seventeenth century collegial decision making has been a tradition. Instead of a single man in charge, multiple civil servants worked together formulating policy proposals. Finally, the Minister had to make a decision. This decision could have been different from the suggestions of the civil servants but it was not legally binding unless the civil servants agreed (Dahlman et al, 2006).
Consensus was therefore a typical characterization of Finnish politics. In the political process the long run is preferred over the short run. The Finnish National Fund for Research and Development (SITRA) was since the late seventies the leading author of policy objectives. Domestic as well as international experts were linked to this program and have lectured hundreds of policy makers. These policy makers consisted of members of parliament, high officials of the public sector, rich industrialists and economic and media leaders. Policy instruments were also included in the management programs. Due to the SITRA basically every aspect of society had a common understanding of policy objectives and their prescribed instruments. Political turnover was in Finland not a major constraint for economic development. Although the institutional set up of Finland is quite different than Korea, Taiwan, Singapore and Chile, it was just as stable (Compston, 1995).


















The driving force of investments
A stable and effective government was critical in the long run. However, the government was not the proximate cause of growth. That role fell primarily to investments of the private sector (Commission on Growth and Development, 2008). In other words, the government provided the environment for growth but it was the private sector that invested and created wealth for people (Tong, 2008).
The lack of resources to finance those investments was an obstacle for the five countries. In Korea the Foreign Capital Inducement Act paved the way for foreign capital and technology because domestic savings were far below the desired investment level. However, concerning licenses Foreign Direct Investments (FDI) were subjected to strong rules for a long period (Amsden, 1989). The instrument of pensions served in this period a social and an economic purpose since the National Pension Program was considered as an effective measure for mobilizing the capital needed for economic development (Kwon, 2002).
In Taiwan monetary policy was used for the accumulation of capital. Just as in Korea, national measures alone proved to be insufficient. Both countries tended to restrict the inflow of FDI, Taiwan to a lesser extent than Korea, but at the time their production shifted to more capital intensive industries FDI started to increase. Foreign capital in general increased the economic growth with a few percent (Cho et al, 1995).
Singapore faced economic difficulties due to low voluntary savings too. On one hand the country had been exceptionally welcoming to FDI and on the other hand it made use of the Central Provident Fund (Gill et al, 2007). This scheme had been introduced during colonial times and involved mandatory savings which could be used for investments like housing and education (Vasoo et al, 2001).
In Chile such funds were perhaps even more important. The military regime abandoned classical conservative politics, reshaped social security and privatized the management of pension funds. This reform contributed to the development of the capital markets and provided an important source of long term project financing. At the start of the nineties these funds had reached a total of thirty percent of GDP (Bosworth et al, 1994).


Despite the inflow of foreign capital prosperity was not always secured. Sometimes the social impact of FDI turned out to be negative (OECD, 2008). Finland is a well known example. In order to attract foreign capital, constraints on private foreign borrowing were lifted and financial markets were deregulated in the eighties. The excessive supply of capital ended up in real estates and other assets causing an inflation of unprecedented level. Deregulation of the capital market proved to be bad politics since the lending boom and massive foreign capital inflow overheated the economy (Dahlman al, 2006).
Another driving investment and much more important in the upgrading of exports is education. Here Finnish politics are praised and are stated as an example for developing countries. At the time Finland was still part of the Soviet Union education had already been prioritized, first to develop a national identity and later as part of the growth strategy. Education in Finland always corresponded with economic development. At the time Finland entered the fourth and last stage of the upgrading process labor intensive industries were no longer the backbone of the economy. The long term master plans of the government had anticipated this situation. The general business environment was improved due various partnerships between private firms and universities and technical schools. Industrial activities were clustered and well educated work men stimulated knowledge development and diffusion and innovation. Research and development became the new engine of growth (Sakakibara et al, 2002).
The comparative advantage based on cheap labor did not last forever and after a while labor costs started to rise harder than productivity. All countries therefore acknowledged the importance of improving the educational system and public spending as percentage of GDP increased everywhere (Paus, 2009). The level of emphasis on education did not differ significantly among the countries except for Finland. Korea, Taiwan, Singapore and Chile all presented figures around four percent. Finland performed significantly better with an average of almost six percent during their transition to a high income country (World Bank, 2013).
The development towards higher value added products during the transition to a high income country implied the abandonment of the traditional comparative advantage. Capital intensive industries like machinery, chemicals, electronics and construction are dominant in the present economies of Korea, Taiwan and Chile. Finland is described as an information society for its technological development and Singapore nowadays has turned its geographical comparative advantage of the harbor into an international service centre (Huff, 1994).
Millions out of poverty
Until now economic development of the five countries has been described and a similar path occurred since the transition to a high income country can be divided in four stages. Rapid growth in emerging markets is perhaps the single most important development affecting the world’s population in the last quarter century because it lifted millions of people out of poverty (Eichengreen et al, 2013).
Economic development was therefore prioritized in Korea, as well by the political leaders as in general. In Singapore, Taiwan and Chile as well the orientation was primarily on economic growth (Park, 2007). Finland again is the exception compared to the other countries. Instead of a prevailing growth strategy to lift the most vulnerable in society out of poverty, key elements in Finnish policy were quality of life, equal and fair opportunities, wealth generation and distribution, balance between competitiveness and social security and environmental sustainability (Dahlman et al, 2006).
The conventional wisdom embedded in the theory of economic development and inclusiveness with the former as prerequisite for the latter was challenged with success by Finland. This entailed some serious implications for the perceived dynamics of economic development and inclusiveness. Although Korea, Taiwan, Singapore and Chile were comparable in their prioritization of economic development their policies were not.
 








Radical and far reaching land reforms
Korea and Taiwan were both a Japanese colony until the end of the Word War II. After these countries gained independence once again major land reforms took place. Large estates formerly held by the Japanese as well as large indigenous landowners had to sell their land above three hectares at prices lower than the market value. In first instance these land reforms were based on the principle of self sufficiency since import substitution was at that time the prevailing policy. Even though the economic paradigm shifted dramatically in the next years the land reforms in Korea and Taiwan contributed to a relatively equitable income distribution. Nevertheless, successful land reforms could only be executed by authoritarian regimes because property rights were breached and for the land reform program to succeed it must be radical and far reaching (Laishley, 1979).
Radical and far reaching could be applied to Singapore concerning its land reforms. In 1966 the People’s Action Party (PAP) imposed the Land Acquisition Act. The government was since then allowed to acquire any piece of land it deemed necessary. As a matter of fact the Land Acquisition Act was a form of nationalization of land. Again property rights were seriously breached. Opposing to government policy nevertheless was a risky occasion. The Internal Security Act of 1958 allowed the government to detain anyone it considered as opposing social stability (Kwon, 2005). The political objective of the Land Acquisition Act was to make the state the largest land developer in order to provide stable house prices. The Central Provident Fund arranged the financial resources for the people of Singapore to purchase a house developed by the government that had a market share of approximately eighty five percent (Vasoo et al, 2001).
A less radical and far reaching land reform started by the previous conservative government was halted after General Pinochet came to office in Chile. Such programs were incompatible with the new market oriented direction of Chile. In democratic Finland human rights were highly respected and land reforms never took place. Although the land reforms implied serious infringements of human rights they stimulated the sustainability of growth because all parts of the population were included (Commission on Growth and Development, 2008).



Welfare state regimes
Countries differ in their constellation of public and private welfare provisions. Therefore three types of welfare state regimes can be distinguished: liberal, corporatist and social democratic (Esping-Andersen, 1990). Another well known framework is the difference between the selective and inclusive type of welfare developmentalism. Productivism, selective social investment and authoritarianism are concepts applied to the former and productivism, universal social investment and democratic governance are terms connected to the latter (Kwon, 2005).
As pointed out before the economic development in Korea and Taiwan was prioritized and universal social protection was simply not compatible with the prevailing policy paradigm in the beginning of the export orientation growth strategy. Social policy was mainly used as an instrument for of economic development. In Korea the National Health Insurance did not cover workers in medium and small scale firms. These kinds of workers needed it most since they did not earn a high income. The National Pension Program too was just considered as an effective measure for mobilizing the capital needed for economic development (Kwon, 2002).
Taiwan preceded Korea in all fields of social security: work injury, health insurance, pension programs and unemployment benefits. The relative expenditures of the Taiwanese government as percentage of GDP on social security were almost twice as much as Koreans. However, Taiwan fitted like Korea the concept of selective developmentalism because social policy was not characterized by universal suffrage. The Public Assistance Program for instance failed its purpose. This program was established to prevent people from falling below the poverty line but in times of need assistance was not available. People between the age of eighteen and sixty were automatically disqualified from cash benefits because they were regarded as having earning ability and did therefore not deserve income support (Kwon, 2002).
Taiwan and Korea were like twins in their social policy which was used to establish a flexible and integrated production structure (Wade, 1990). The welfare benefits of the Industrial Accident Insurance, the National Health Insurance and the National Pension Program were often workplace based and non transferable in order to secure the loyalty of the worker whose cheap labor was essential in the export orientation growth strategy. Both countries were reluctant to unemployment insurance because it discouraged work ethic and encouraged state dependency (Kwon, 2005).
The selective type of welfare developmentalism did not interfere with other inclusive developments. Economic growth lifted millions out of poverty. Corrected for population and inflation GDP per capita increased on average more than five percent during fifty years in Korea and Taiwan. Life expectancy kept pace with this development (World Bank, 2013).
Land reforms in both countries prevented the rise of income inequality prescribed by the Kuznets curve. In Korea similarly the policy concerning urbanization contributed to the relatively equitable income distribution. At some point in economic development people started to migrate to areas producing the highest economic returns i.e. urban areas. In this process of urbanization Korea subsidized farmers in their production of rice and barley. The costs of these subsidizes were estimated at one and a half percent of GDP. In the eighties employment in agriculture almost halved which mitigated the burden on the government (Scitovsky, 1985).
In Taiwan the rural population remained fairly stable and such an urbanization policy was unknown. Monetary policy characterized the style of state intervention of the Taiwanese government. With adjusting the interest rate as close as possible to the natural equilibrium rate proper rewards for households lending their money were ensured. Taiwan realized due to their state interventions an egalitarian income distribution (Caminada et al, 2001).
Authoritarianism is associated with selective developmentalism while democratic governance is connected to its inclusive counterpart. The democratization process in both countries therefore implied an important shift in social policy for both countries. At the end of the seventies the original comparative advantage of cheap labor was disappeared. The rise in productivity lagged the increase of wages and economic development strategy shifted to capital intensive production (Druijven et al, 1997). Simultaneously, the people of Korea and Taiwan called for democratic reforms. Both governments took at the beginning of the eighties draconic measures that started a process of democratization and paved the way for non military leaders. The democratization and the revised economic strategy created institutional space for policy making that included more social rights.
In Taiwan the abolition of oppressive law led to the mobilization of workers by the Taiwan Labor Front and other unions. The number of strikes increased significantly (Chen, 2003). In Korea tripartite committees were established between the government, employers and employees as an institutional response (Park, 2007).
After the peaceful regime change by elections the scopes of coverage were expanded for all social programs which did not only entail income but all aspects of life. The role of the state in Korea and Taiwan changed from regulator to provider (Gough, 2000).





















Central Provident Fund
Welfare state regimes did not present a single, homogeneous type. Singapore did not pursue a basic needs strategy when it started to industrialize. The primary objective was rapid economic growth and focusing on the needs of the population would have led to a less prosperous society (Fong, 1982). However, Singapore demonstrated the success of a developmentalist approach to social welfare that harmonized economic and social objectives.
The People’s Action Party (PAP) elaborated on the former colonial administration. The British introduced the Central Provident Fund as a retirement security for workers. Britain did not allocate financial resources in order to support social policy of the colonies. Both employees and employers were required to contribute to a scheme that could only be withdrawn when the employee reached the age of fifty five years (Vasoo et al, 2001).
The initial set up of the Central Provident Fund as an old age retirement scheme gradually extended to other purposes. The Land Acquisition Act of 1966 allowed the government to acquire any piece of land it deemed necessary. After this nationalization of land the Housing Development Board (HDB) was established. This public housing program was one of the largest in the world. With the savings of the Public Provident Fund each Singaporean citizen was permitted to purchase a house built by the government on two occasions. Especially the housing needs of the poor and the middle class were granted while only the very rich were involved in private housing which accounted for less than ten percent of the housing market. 
The Central Provident Fund linked to the Housing Development Board was a perfect example of an inclusive policy. Improved health conditions and enhanced well being led to increasing labor productivity and the housing policy enhanced social integration in multi racial Singapore because different income and ethnic groups were housed together (Chua, 2003). The opportunity to upgrade once to a larger house supported housing mobility and the original rationale of the Central Provident Fund did not alter since wealth stored in housing could be realized at old age (Low, 1997).
Rather than pooling risks and redistributing resources like social insurance systems the Central Provident Fund centralized the asset accumulation of the individual. The government performed minimally in welfare provision. Health care and education were emphasized as social policy instruments but in this field as well the Central Provident Fund played an important role (Vasoo et al, 2001).
The contributions of both employer and employee amounted twenty five percent. This percentage was subjected to economic cycles. The rate increased in booming times to temper inflation and in times of recession it was lowered in order to stimulate the economy. Like Korea with the National Pension Program the Central Provident Fund mobilized the capital needed for economic development.
The expansion of withdrawals to higher education, medical care and health insurance strengthened the establishment of the Central Provident Fund in society and major reforms in social policy were not carried out in Singapore. Social insurance programs for industrial workers were not compatible with the entrepôt strategy and the institutional inertia made it hard to change fundamental principles of institutionalized welfare state programs (Park, 2007).















The Chilean PSA system
Social policy in Chile transited during economic development in a remarkable way. The rapid urbanization putted pressure on the classical conservative regime to expand social services in the sixties. The nationalized copper industries provided the revenues for the government needed to increase entitlements in education, health and housing. An equitable income distribution was at that time an important objective in Chile (Marcel et al, 1993). The type of welfare state applied to former Chile was social democratic.
The social protection system of Chile was the most universal and redistributive of Latin America and therefore extremely costly. Fiscal deficits were trivial and unfavorable demographic shifts presented additional challenges to the sustainability of the implemented social policy (Castiglioni, 2005). After the privatization of copper industries by the military regime of General Pinochet public financial resources were insufficient to finance social policy. More important was the radical change of policy paradigm which moved Chile to a more market oriented direction where pension systems too were privatized (Bosworth et al, 1994). After the policy modification the liberal welfare state became applicable to Chile.
The revolutionary privately administrated system Pension Saving Account (PSA) replaced the former one ran by the government. Like the Central Provident Fund in Singapore workers in Chile mandatory contributed to an individual fund or account. A rate of ten percent is applied to annual incomes below $ 22.000 and after this threshold contributions became voluntary but also deductible from taxable income. Workers could chose between the payout options of annuity and programmed withdrawals and the PSA included too insurance against death and disability. Although the government privatized the pension system it regulated the risk diversification of the portfolios of Pension Fund Administration companies. These corporations managed and invested the contributions of the PSA’s (Piñera, 1996).
At the time of the classical conservative regime in Chile the benefit structures and benefit levels were different across economic sectors. With the introduction of the PSA system a single benefit formula was created (Diamond, 1993). In the old pension scheme retirement was legally defined for male workers at the age of sixty five and for female workers at the age of sixty. The PSA was no standard pension scheme and the point of retirement was set by workers themselves in accordance with their accumulated savings.

The result of these two alterations implied by the introduction of the PSA increased labor mobility significantly. Within a decade the unemployment rate decreased with more than five percent. The PSA system was not as costly as the former pension scheme of the classical conservative government and total contributions therefore were much lower. The net salaries of the workers increased as a result by around five percent (Piñera, 1996).
The potential for an intergenerational conflict was avoided with the PSA system. In the former pension scheme the working population paid for the retired population. But in an aging society the number of workers per retiree decreased. Like the Central Provident Fund in Singapore workers in Chile with the PSA system did not pay for the retired population. In recent years policy makers, politicians and academics queried the sustainability of pension systems ran by the government seriously and unanswered questions caused a conflict between different generations in those societies but not in Chile (Edwards et al, 2002).
Pension Fund Administration companies managed and invested the contributions of the PSA’s. Although the government regulated the risk diversification of the portfolios the corporations were not obliged to invest in government or other types of bonds. However, with the privatization of former national firms interesting investment opportunities arose. Pension Fund Administration companies financed the productivity increase of the privatized firms and captured a large share of the wealth created by the privatization process. Chilean workers were as a matter of fact investors in the fortune of their country (Piñera, 1996).
The PSA system included too insurance against death and disability and contributed therefore in the reduction of poverty. The PSA system stimulated social and economic development and is regarding inclusiveness an enormous success. The PSA system proved its merits and remained unchanged after the democratic return. Like the Central Provident Fund in Singapore the PSA system in Chile is deeply culturally institutionalized. Even people of lower income groups disliked the redistributive implications of social insurance ran by the government although they themselves would benefit most from such a scheme (Vasoo et al, 2001).



Education as key element
In Finland all citizens were entitled to the wide range of universal benefits and services of social security. The welfare state regime applied to Finland was social democratic. Participation in the labor market was not a necessity for social security entitlements since they were granted as rights (Timonen, 2003). As Chile experienced for a while this type of welfare state regime was extremely costly. In Finland the share of public expenditure was already forty percent of GDP at the beginning of the eighties when Finland was still a middle income country. During this decade the transition to a high income country was completed and public expenditures kept rising. Individual contributions almost doubled in this period and taxation was very progressive (Kautto et al, 1999).
The main difference of Finnish policy compared to Korea, Taiwan, Singapore and Chile was its central role of preventive programs. Social problems and poverty were tackled by designed plans before they arose. Education was in this context considered a key element. High quality public education generated important basic skills that could be exerted in the labor market. Full employment was an important priority too for financing social policy (Timonen, 2003).
The educational system of Finland was publicly funded and founded on the principle no one relied on basic education alone. Strong financial incentives were created to extend education for young people. Primary as well as secondary education was free of charge and university students received financial aid. Study grants, housing supplements and student loans were guaranteed by the government (Dahlman et al, 2006). The provision of high quality education in combination with redistributing policies prevented income inequality to rise during the industrialization in Finland. Actually, the earnings and income differentials between social classes have decreased. The poverty rate declined as well due to income transfers (Kautto et al, 1999).
The scope of Finnish social policy was wide and included unemployment, sickness, pension and disability. Created wealth was immediately redistributed. Although the economic crisis at the beginning of the nineties forced the government to reduce public spending the principle of high quality in universal public services prevailed (Kautto et al, 1999). The dynamics of economic development and inclusiveness were really different in Finland compared to Korea, Taiwan, Singapore and Chile. However, with equal and fair opportunities in education and redistributive policies Finland combined inclusiveness in the form of small inequality in disposable income with an enormous economic development (Atkinson et al, 1995).
Conclusion
In this thesis the dynamics of economic development and inclusiveness are studied for Korea, Taiwan, Singapore, Chile and Finland. The ultimate goal was to discover stylized facts that could be converted in the process of policy making for middle income countries that have to make the transition to a high income country yet. Although the dynamics in the five countries were very different, important lessons could be learned.
Rapid economic growth in emerging markets is extremely important because it lifted millions of people out of poverty. Institutional factors mobilized forces to inaugurate economic development and all five countries were characterized by stable and resolute governments. Korea, Taiwan, Singapore and Chile were led by authoritarian regimes while Finland was known for its tradition of fairly stable majority governments.
In order to achieve rapid economic growth comparative advantages needed to be employed. Export orientation proved to be superior to import substitution because it really exploited the comparative advantages. Singapore with its harbor, Chile with its affluent amount of copper and Finland with its high forest resources were blessed with a geographical advantage. Native entrepreneurial skills in Taiwan and Korea embodied high human resources.
These favorable conditions alone were insufficient for spectacular economic growth. The authoritarian regimes were capable of enforcing low wages that fortified the competitiveness. Economic development in all countries fitted the concept of industrial upgrading and diversification. In the first stages of development economic growth occurred due to the production and exportation of many different goods. 
However, the comparative advantage of cheap labor did not last forever because at some point labor costs started to rise harder than productivity. More sophisticated products as a result of research and development became then the main source of prosperity. The educational system needed to be improved to keep pace with the technological improvements and all five countries acknowledged this. Nevertheless, Finland emphasized more on education and devoted more financial resources.
The role of the private sector should not be underestimated since they invested and created wealth for the people. Foreign capital in general increased the economic growth with a few percent but all five countries faced initially difficulties due to low personal savings. Korea and Taiwan restricted the inflow of FDI at first and accumulated capital with the National Pension Program and monetary policy. Later on foreign capital started to increase. In Chile the financial resources mobilized by the PSA system amounted thirty percent of GDP. Singapore as well relied on private schemes like the Central Provident Fund and on the other hand it had been extremely welcoming to FDI. Finland followed this strategy too but the social impact of FDI turned out to be negative. Massive foreign capital inflow overheated the economy.
Wealth first needed to be created before it can be distributed. So economic development is a prerequisite for inclusiveness and not the other way around. In Korea and Taiwan therefore economic development was prioritized and social policy was mainly used as an instrument for it. The selective type of welfare developmentalism was applied to both countries. 
However, this type did not interfere with other inclusive developments. GDP per capita increased on average more than five percent during fifty years in Korea and Taiwan. The radical and far reaching land reforms in combination with subsidizing farmers in the process of urbanization and interest rates adjustments prevented the rise of income inequality prescribed by the Kuznets curve in both countries. The democratization process of the eighties expanded the scopes of coverage for all social programs which did not only entail income but all aspects of life. Universal social protection became compatible with the prevailing policy paradigm and the role of state in Korea and Taiwan changed from regulator to provider.
The primary objective of Singapore was too rapid economic growth and some economists stated that focusing on the needs of the population would have led to a less prosperous society. However, Singapore demonstrated the success of a developmentalist approach to social welfare that harmonized economic and social objectives.
The Land Acquisition Act of 1966 allowed the government to acquire any piece of land it deemed necessary and after this nationalization of land a large public housing program was established. With the savings of the Central Provident Fund the housing needs of the poor were granted. Improved health conditions increased labor productivity and the housing policy enhanced social integration and labor mobility. The contributions to the Central Provident Fund were subjected to economic cycles and in early stages it mobilized the capital needed for economic development. Later on the initial set up of the Central Provident Fund as an old retirement scheme gradually extended to other purposes like health care and education but the original rationale did not alter since wealth stored in housing could still be realized at old age.
The radical change of policy paradigm by the military regime of General Pinochet moved Chile to a more market oriented direction where pension systems were liberalized. Like the Central Provident Fund in Singapore workers in Chile mandatory contributed to an individual fund or account. The revolutionary privately administrated PSA system included too insurance against death and disability and contributed therefore in the reduction of poverty.
The introduction of the PSA system led to an increased labor mobility, lower unemployment and higher net salaries of workers. The accumulated capital of the PSA’s was invested in privatized companies which meant Chilean workers were actually investors in the fortune of their country. Another important feature of the PSA system and the Central Provident Fund is that it centralized asset accumulation of the individual rather than pooling risks and redistributing resources like social insurance systems. The potential for intergenerational conflicts was therefore avoided.
The welfare state regime applied to Finland was social democratic because all citizens were entitled to the wide range of universal benefits and services of social security. Finland was distinctive in its central role of preventive programs. Education generated important basic skills that could be exerted in the labor market and it was considered as key element to tackle social problems and poverty before they arose. The provision of publicly funded high education in combination with redistributing policies resulted in decreased income differentials between social classes. Due to income transfers the poverty rate declined as well.
The dynamics of economic development and inclusiveness were very different in Korea, Taiwan, Singapore, Chile and Finland. Economic growth showed many similarities in the five countries where comparative advantages were exploited for export. At first diversification but as capital accumulated sophisticated products became the source of prosperity. 
Regarding inclusiveness the five countries were much more diversified. Korea and Taiwan used social policy in first instance mainly as an instrument for economic development while after the democratization process universal social protection was introduced. Singapore and Chile succeeded in harmonizing economic and social objectives and demonstrated it is useful and desirable that they went together. Finland ultimately proved there is no contradiction between equality, redistribution and growth.
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