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1.2.3 The Role of the Macroeconomic Effects of
Fiscal policy in Targeting the Economic

Transformation

Recent decades witnessed many paradigm Shifts regarding the concept
of economic development to either inclusive growth; that implies both
macroeconomic and microeconomic determinants of the economy; or
Sustainable economic growth. The microeconomic dimension captures the
importance of structural transformation for economic diversification and
competition, while the macro dimension refers to changes in economic
aggregates such as the country’s gross national product (GNP) or gross
domestic product (GDP), total factor productivity, and aggregate factor
inputs. Since Transformation in economics refers to a long-term change in
the state and the structure of exciting economic sectors, thus a new broad
concept has emerged and it is used now widely especially in respect to
strategic development planning; for ex. Malaysia's National Transformation
Program (ETP), Obama’s promise of achieving economic transformation,
many Statements by IMF Managing Director Christine Lagarde
recommending policies to achieve the needed Economic Transformation for
Egypt, Pakistan...etc. There are many specialized centers around the world
studying analyzing the Economic Transformation like The Center for
Economic Transformation (CET) ' at New York City’s, ECDPM ? ...etc.
Also there is a well-known two reports with two different methodologies

measuring the progress in economic transformation around the world.

' Can be reviewed from : http://www.nycedc.com/division/center-economic-
® Established as an independent foundation in 1986, the European Centre for
Development Policy Management- can be found at: http://ecdpm.org/about-ecdpm/
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The first report is the “BTI” report that measures Economic
Transformation in terms of seven criteria, which are based on a total of 14
indicators. The BTI’s concept of a market economy includes not only
aspects such as economic performance, regulatory or competition policy and
property rights; it also includes elements of social justice, such as social
safety nets, equality of opportunity and sustainability as it considers
comprehensive development not only aims at economic growth, but also
requires successful poverty alleviation and the freedom of action and choice

. . 3
for as many citizens as possible.”

The second report is “ ACET”* ,in which Economic Transformation means
Growth with “DEPTH”  that stands for ( Diversification, Export
competitiveness, Productivity, Technological upgrading and Human well-
being by providing more productive jobs and higher income, and that

everyone benefits from shared prosperity).

Thus while pursuing further improvements in the macroeconomic and
business environments, countries have to diversify their production and
exports. The 2016 African Transformation Forum remarkable consensus,
both within and outside Africa, that economic transformation holds the key
to sustained growth and prosperity. This new approach follows Amartya
Sen’s multidimensional development focusing on human well-being (Sen,
1999). According to UN 2013report, a profound Economic Transformation

can end extreme poverty and promote sustainable development, improving

3 Read more at: http://www.bti-project.org/en/index/overview/-retrived 10-21-2016

*“In a few short years, ACET has accumulated a notable body of work that has helped
shift the debate, globally and regionally, toward economic transformation as the way to
achieve sustained growth and shared prosperity in Africa.” All ACET reports and African
transformation index can be found at: http://acetforafrica.org/- retrived10-5-2016
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livelihoods, by harnessing innovation, technology, and the potential of
business.”Thus, Economic Transformation can be defined as a dynamic
process through which a country’s economy, society and institutions
modernize and move to more developed levels;(Breisinger, C. and Diao, X.
2008.p.15) ; targeting the Linking of the poor to transformation through

investments that enable them to participate in the process (Timmer 2008).

In the Long run, Fiscal policy influences saving, investment, and
growth. In the short run, fiscal policy primarily affects the aggregate
demand. Although the role of fiscal policy in developed economies differs
from the role of it in developing ones, it is important for achieving the
transformation in both the developed and the developing countries. In
developed economies, a fiscal policy aims at maintaining full employment
and stabilizing growth. While in developing countries fiscal policy is used to
create an environment for rapid economic growth as the government has not
only to mobilize more resources for investment but also to direct the
resources to those channels where the yield is higher and the goods produced

are socially acceptable. (Popa lonela, Codreanu Diana. 2010, pp.2, 3).

For both developed and developing economies, Fiscal tools can be
used to redistribute income in favor of the poor by both tax and expenditure
policies without avoiding the efficiency concerns. In advanced economies,
fiscal policy can get this goal by raising retirement ages in pension systems,
with adequate provisions for the poor whose life expectancy could be
shorter; improving the access of lower-income groups to higher education

and maintaining access to health services; implementing progressive

*) www.adb.org
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personal income tax (PIT) rate structures; and reducing regressive tax
exemptions .while In developing economies, it can do so by consolidating
social assistance programs and improving targeting; introducing and
expanding conditional cash transfer programs as administrative capacity
improves; expanding noncontributory means-tested social pensions;
improving access of low-income families to education and health services;

and expanding coverage of the PIT”.(IMF policy paper,2014).

Fiscal tools can also be employed to contain inflationary and deflationary
tendencies in the economy. And for sure it can be used to promote the
growth for those industries that have high employment generation potential
by increasing employment opportunities in the form of Fiscal incentives by

tax-rebates and concessions.
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(1) http“//business.yourdictionary.com/transition-economy.

(2) Breisinger, C. and Diao, X. 2008._Economic Transformation in Theory and
Practice: What are the Messages for Africa? ReSAKSS (Regional Strategic
Analysis and Knowledge Support System) Working Paper 21. International Food
policy Research Institute (IFPRI).p.p.8.,9.

- available at: httpZ/pdf usaid. gov/pdf docs/PNADS613.pdf

(3)_Syrquin, M. 1988. Patterns of structural change. In H. Chenery and T.N.
Srinivasan (eds.).Handbook of development economics, Volume3.part 2, chapter

7, New York, NY: Ekevier .Available at:books.google.com
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Lectures Cardiff (University College : Cardiff Press ,pp.8,9.

(5) Kuzets, S. 1966. Modem economic growth, Yale University Press, New Haven,
CT, p.1.
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(1) Fisher, A.G.B. 1939. Production, primary, secondary and tertiary, Economic
Record 15, p. 24-38.

(2) Kuzmets, S. 1973. Modern economic growth: Findings and reflections. Nobel
Memorial Lecture. American Economic Review 63(3) , p.252.

(3) Kuzmets, S. 1955. Economic growth and income inequality. American Economic
Review 45, p. 1-28.

(4) World Bank 2008, World Development Indicators. Online database.
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(2) A centrally-planned, or command economy) - For more read: : Patrick J. Welch,

Gerry F. Welch , Economics: Theory and Practice, John Wilky and Sons, 2009.-
available at:books.google.com

(3) for more about market economy look
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(3) Kumet:1973,0p-cit « p.247)
(4) Schumpeter 1947, The creative responses in economic history, The Journal of
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