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Introduction

BETWEEN the period 1930s to
1960s, Akamatsu evolved a

theory to explain the late
industrialization of Japan and its
subsequent emergence as a leader
or “lead goose” in the East Asian
region. His theorization includes
three stages of a nation’s industrial
and economic development. First,
the stage in which an economy
seeks to move away from import-

This paper is an insight into the famed Flying Geese (FG) Model of economic
development. This theory of growth and development has undergone perceptible
alterations since it was first propounded by Akamatsu. One of the principal contributors
to it is none other than Ozawa, who has sought to add to the FG paradigm the once
neglected dynamic structural aspects such as market reforms, currency valuation, trade
and multinationals as market coordinators among others. Some other important factors
for economic growth and development are the financial factors. Most importantly, this
paper seeks to place the Indian economy within the FG framework for improving the
analysis as regards the nature, causes and solutions to the several challenges before
the country today. These trials could range from pollution to poverty and inequality
experienced during the growth process. A broad conclusion of the paper is that for the
‘catch up’ to succeed, some vital structural changes must be effected to the basic
economic framework, without which the FG theory of growth and development comes a
cropper.
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substitution towards export-
oriented industrialization, second,
that nation acquires domestic
comparative advantage in a number
of industrial sectors and the third,
the nation indulges in outward
transfer of technologies and
investments to the developing
nations. These three stages together
constitute the classic Flying Geese
(FG) model of Akamatsu. Terutomo
Ozawa sought to add a new
dimension to this traditional
framework by incorporating the
dynamic structural aspects into it.

Ozawa (2010) seeks to develop
an evolutionary Structuralist theory
on the Flying Geese (FG) model of
Akamatsu. This concept has often
been touted as one of the foremost
in the catch–up strategies of
nations along with import
substitution and big push.  The

concept of the “ladder of economic/
technological development” has
been redefined in terms of a “lead
sector” stages model along typical
Schumpeterian lines. The enabling
mechanisms of structural
upgradation have been explored,
and so have the dynamics and
benefits of an FG formation of
aligned countries. Also, a new
stages model of balance-of-
payments (BOP) is introduced to
discuss the financial issues of
“borrowed growth” and “global
imbalances.” The new structural
economic framework has been
developed in this paper in order to
bring out the inter-linkages between
trade and investment. Ozawa has
sought to fill the gaps left by
Akamatsu as far as the latter’s lack
of engagement with causal
mechanisms of structural
upgradation is concerned.
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This paper seeks to critically
analyze, synthesise and evaluate
the given and suggested theoretical
framework in an archetypical
modern day context. In other words,
it includes not just Akamatsu’s or
Ozawa’s theories but also
incorporates some of the current
issues, including from the new
structural economics. It could be
concluded that only those nations
are successful in their growth
strategies that pursue their
respective comparative advantage.

Ozawa & the Flying Geese
(FG) Model

The FG model of Akamatsu has
undergone major changes since it
was originally propounded in the
1930s. The additions to the model
by Ozawa include variables falling
under a structural framework such
as market reforms that incorporate
the issues of wages and labour
market flexibility, currency
valuation, trade and multinationals
acting as market coordinators and
the markets acting as good servants
to the State rather than its masters.
The other assertion on the US being
the lead goose in today’s world is
based on the notion of recycling of
comparative advantage in labour-
intensive industries with that country
leading the pack. Thus, Ozawa has
sought to infuse a modernist
perspective into the FG theory.

The vehicle for transfer of
technology is where Akamatsu’s
framework is least developed. He
does however, suggest that the
demonstration effect, coupled with
the ‘animal spirit of entrepreneurs’
of international trade plays an
important role in this respect.
Ozawa’s work in   1995 is
noteworthy in this regard. He has
attributed the spread of technology
from the developed to the
developing parts of the world

through the Multinational
Corporations (MNCs) and the
Transnational Corporations
(TNCs). The MNCs are often
dubbed the “lead goose” in this
context. As these transfer flows
strengthen over a period of time, the
technological changes become
embedded within the developing
country technology structures,
thereby aiding in their future growth
(Tausch, 2015).

Giving a New Direction to
the Flying Geese

Some of the variables of the
Ozawa FG model are market
reforms such as those pertaining to
wage and labour market flexibility,
markets being subservient to the
State, minimizing coordination
failures, currency valuation, trade
and multinationals acting as
market coordinators and the like.
Financial factors that have enabled
financing of different stages of
growth are also important for
efficiently functioning markets,
economies and the overall well
being of nations, and are hence, too
vital to be ignored.

The Flying Geese within
an Indian Context

The FG model of Ozawa is quite
pertinent in the Indian context as it
is discussing structural aspects of
an economy like market reforms,
correction of coordination failures
and the removal of negative
externalities such as pollution and
inequality. India is besotted with
most of these issues and it requires
a comprehensive push on the part
of policy-makers to resolve several
of these challenges. A multi-
pronged approach is the need of the
hour to tackle these concerns.

It is quite well known that India
has one of the highest rates of

inequality among its Emerging
Market peers. Inequality as
measured by the net Gini co-
efficient (G) (based on income net of
taxes and transfers) was hovering
at around 0.51 in 2013. (IMF Report,
2016). For the country to really
launch itself onto the path of
sustainable development, a major
indicator of the same is inclusive
socio-economic development. This
has often been suggested by
multilateral bodies of the likes of the
UNDP. Unless the issue of top 1 per
cent Indians cornering 60 per cent
of this country’s wealth is resolved,
the glaring income and wealth
inequalities in India shall continue
to hamper the growth prospects for
years to come.

The Chart 1 reveals the nature
of growth experienced by the Indian
economy since the 1980s. While
average incomes grew faster than
they ever did before, most of the
gains went to the very top and
resultantly, inequality exploded.

In absolute terms, inequality
towards the end of the 1990s was far
higher than it had even been during
the colonial period. Clearly, India’s
new political economy, taking shape
since the 1980s, has failed to deliver
inclusive growth, a pre-requisite for
any potential superpower.

Besides inequality, the issues of
externalities like pollution, lack of
efficient provisioning of public
goods and constrained State
Capacity are well acknowledged by
the Indian State. In fact, the
Economic Surveys for the years
2015-16 and 2016-17 have admitted
to the glaring disparities observed
in the provisioning of public goods
and services such as the Public
Distribution System (PDS) as well
as the absence of equitable
distribution of these public goods
and services. A primary reason
cited for the same is the role played
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by human discretion in such
schemes. A solution to this issue has
been suggested. Use of digital
means, as propounded under the
Jan Dhan, Aadhaar and Mobile
(JAM) trinity scheme, is one such
solution. This scheme involves
seeding the Jan Dhan accounts of
the poor beneficiaries with their
Aadhaar numbers and informing
them on the mobile phones of the
progress of the intended subsidy
cash flows. Thus, direct cash
transfers (DCTs) have been thought
of as a viable solution to the issue of
leakages in State Subsidy Delivery
Mechanism. Heuristically,
however, this measure too is not free
from defects as the lack of proper
definition of poor in the Indian
context is often the biggest
impediment to implementing any
State anti-poverty or subsidy
scheme. The Indian state has so far
not zeroed on any one definition of
poverty line— from defining
poverty line on the basis of calorific
norms or household assets

ownership or the monthly per
capita expenditure (MPCE), there
are multiple views on what
constitutes the correct barometer to
measure poverty in this country.

As suggested in policy circles,
it would be prudent to replace PDS
with a Universal or a Quasi-
Universal Basic Income (UBI). This
shall entitle every Indian citizen to
a certain minimum amount of
income necessary for survival,
given inflation and other macro
economic shocks. However,
phasing out existent wasteful
subsidies like fuel and fertilizer is a
must or else a significant quantum
of public exchequer could be spent
on these inefficient subsidies. These
subsidies often distort market
outcomes for they result in inclusion
and exclusion errors. Inclusion
errors occur because of inclusion of
the relatively better-off and hence,
undeserving societal segments in
cornering the benefits of subsidies
meant for the poor. The reverse is

the case with exclusion errors that
unintentionally exclude the
deserving from enjoyment of
subsidy benefits.

Table 1 shows the degree of
inclusion and exclusion errors in
the Targeted Public Distribution
System (TPDS) in India over time.

As evident from the above
graph, the states of Andhra Pradesh,
Himachal Pradesh, Madhya
Pradesh, Punjab, Rajasthan &
Tamil Nadu are marked by low
exclusion error of about 20 per cent
but concomitantly, these have a
high inclusion error of about 70-80
per cent. Likewise, the states of
Assam, Bihar, Gujarat, Haryana,
Karnataka, Maharashtra, Odisha,
Uttar Pradesh & West Bengal have
a high exclusion error but at the
same time a low inclusion error in
TPDS.

Table 2 from the same source
reveals the overall leakage of food
grains across states.
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CHART 1
AVERAGE INCOME GROWTH & INEQUALITY IN INDIA FROM THE 1920s TO THE 1990s

Source: Basole (2015).
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As evident in Table 2, the states
of Andhra Pradesh and Kerala have
a low leakage rate of less than 25
per cent, the states of Orissa, Tamil
Nadu, West Bengal, Assam,
Gujarat, Himachal Pradesh,
Karnataka, Maharashtra and
Rajasthan have a high leakage rate
of 25-50 per cent and the states of
Haryana, Madhya Pradesh, Uttar
Pradesh, Bihar and Punjab have a
high leakage rate of more than 50
per cent. These figures speak
volumes about the leakages in the
economy due to lack of properly
targeted public schemes of the
government as discussed in the
preceding sections of this paper.

As far as pollution is con-
cerned, India is marked by one of
the highest cumulative carbon
dioxide emissions in terms of the
global total for the period 1850-

2011. In fact, India is one of the top
ten polluters in percentage terms.
As evident in Chart 2, India’s share
in global emissions is 3 per cent (The
World Resources Institute Report,
2012).

Usually, for any nation, the
initial stages of growth are marked
by high carbon emissions and the
later stages by low emissions per
capita; in other words, this
explanation represents the classic
Environmental Kuznets Curve or
EKC.

The challenge of pollution
could be resolved with the aid of
adopting clean and green
technologies of production. The
Intended Nationally Determined
Contributions (INDCs) of the
country could help the Indian State
achieve the target of sustainable

development in terms of clean and
green economic growth. This
strategy path includes using
renewable energy intensive
techniques of production and
minimizing the fossil fuel footprint
to the maximum extent possible.
The resulting EKC is an inverse U-
shaped depicted in Chart 3.

The other challenge for the
Indian economy is the sluggish
progress on the market reforms
front. The lack of labour market
reforms being a case in point. Slow
progress on this front has rendered
the Indian economy paralyzed on
the industrial growth parameter.
Several remedial initiatives could be
taken by the State to address these
concerns:

• Partnership rather than antago-
nism between labour and manage-
ment should be encouraged
through an incentive system. One
such incentive is the bonus
system that could help raise the
worker productivity and at the
same time provide the manage-
ment with enough flexibility
regarding the labour policies in
their industries (Dutt, 2013).

• Labour market flexibility could
be improved by educating the
labour force, encouraging voca-
tional training and imparting
them retraining facilities (Lin,
2012). These would also improve
worker productivity by adding to
human capital. Government
initiatives of Skill India and
Pradhan Mantri Kaushal Vikas
Yojana (PMKVY) are examples in
this regard. These schemes aim
at skilling the youth of this
country and tapping into the
demographic dividend.

The other significant issue
before the Indian economy is the lack
of proper co-ordination between the
public and private sectors as well

TABLE 1

CATEGORIZING STATES ACCORDING TO HIGH AND LOW EXCLUSION OF
BELOW POVERTY LINE (BPL) FAMILIES FROM THE TARGETED PUBLIC

DISTRIBUTION SYSTEM (TPDS)

Exclusion (%) States

Low exclusion (less than 20%) Andhra Pradesh, Himachal Pradesh,
Madhya Pradesh, Punjab, Rajasthan,
Tamil Nadu.

High exclusion (more than 20%) Assam, Bihar, Gujarat, Haryana,
Karnataka, Maharashtra, Odisha, Uttar
Pradesh, West Bengal.

Source: Performance Evaluation of Targeted Public Distribution System,
Planning Commission (2005).

TABLE 2

OVERALL LEAKAGE OF FOOD GRAINS ACROSS STATES

Leakage Rates & States

LOW (<25%) HIGH (25-50%) VERY HIGH (>50%)

Andhra Pradesh, Orissa, Tamil Nadu, West Haryana, Madhya Pradesh,
Kerala. Bengal, Assam, Gujarat, Uttar PradeshBihar, Punjab.

Himachal Pradesh,
Karnataka, Maharashtra,
Rajasthan.

Source: Performance Evaluation of Targeted Public Distribution System,
Planning Commission (2005).
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as different macro-economic sectors
resulting in efficiency losses. All the
developed parts of the world are
marked by well-functioning and
well co-ordinated sectoral
relationships. A case in point is the
monetary policy transmission rates
in this country. To boost a sagging
economy, the Central Bank of the
country, viz. the RBI often lowers
the rates of interest to give a fillip to
investment. However, the poor
transmission rates across the
banking sector lead to an ineffective
monetary policy compared to what
it could have been had it been a near
flawless transmission mechanism.
This causes imbalance within
different growth sectors, with the
relatively fast growing sectors
witnessing impeded growth, thanks
to the State stimulus fuelled growth
of their low growth counterparts.

The other economic challenge
pertains to the twin balance sheet
problem. The falling profitability of
the private sector reflects onto their
balance sheets. Inability to repay
their loans in a timely manner,
bloats the liability for many of these
under performing corporates. A
proper redressal of the Corporate
Debt Problem is the need of the hour.
Policy-makers must try to continue
on the path of resolution of the Non-
Performing Assets (NPAs) as well
as the corporate debt issues with
appropriate policies and schemes.

Also, the role of currency
valuations to gain export
competitiveness vis-a-vis the
competitors assumes importance in
the context of this theme.
Developing countries’ currencies
tend to remain undervalued relative
to advanced countries’ (Bhagwati,
1984, Kravis and Lipsey, 1983 as
quoted in Ozawa). Currency
valuation could be situated within
India’s policy framework for
growth. India devalued its currency
in 1991. Devaluation was expected

CHART 2
CUMULATIVE CO2 EMISSIONS FOR THE PERIOD 1850 TO 2011

Source: The World Resources Institute Report, 2012.
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CHART 3
THE ENVIRONMENTAL KUZNETS CURVE (EKC)
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to act as a substitute for export
subsidy as the exporters would get
more rupees in exchange of foreign
currencies to curb the balance of
payments crisis in their domestic
economies.

The depreciation of the rupee,
symptomatic of the
macroeconomic imbalance
afflicting the Indian economy,
could be read in this perspective.
The benefits of a weakening rupee
begin to be out weighed by the
rising import costs during the
course of catch-up growth by
India. This issue could be resolved
through India evolving an
advanced and dynamic inputs
base for its economy, rather than
depending upon imported inputs.

Placing the Concepts of
Borrowed Growth and
Market Restructuring
within the Flying Geese
(FG) Framework

In this section, a restructured
FG model within Indian context
would be explicated. As far as the
market reforms are concerned, it has
already been mentioned as to the
modifications that must form a part
of the model when certain market
restructuring is effected in order to
improve the quantitative and
qualitative outcomes for an
economy.

To emphasize the role of
finance in catch-up growth
strategies, the concept of borrowed
growth comes into play where the
gap between domestic savings and
investment is sought to be filled by
foreign savings. However, this
borrowed growth is a double-edged
sword, for it is marked by the
challenge of hot money flows to/
from the economy, depending on the
prevalent macro-economic
conditions.

From an Indian perspective, the
concept of borrowed growth could
at best be understood in terms of the
stages of the theory of Balance of
Payments (BOP). Crowther (1957)
has classified such long term trends
in growth-driven BOP conditions
into six stages: (i) ‘immature debtor-
borrower’ (a deepening Capital
Account or CA deficit), (ii) ‘mature
debtor-borrower’ (a declining CA
deficit), (iii) ‘debtor-lender and
debtor-repayer’(a rising CA
surplus), (iv) ‘immature creditor-
lender’ (a record-high CA surplus),
(v) ‘mature creditor-lender’ (a
declining CA deficit), (vi) ‘creditor-
drawer and borrower’ (a rising CA
deficit).

The first stage which could also
be called a perilous Capital
Account (CA) -deficit stage, relates
to that transitional period where the
country embarks on the process of
industrialization and thus imports
all capital goods, technologies and
modern services from the advanced
parts of the world.

When India embarked on its
open trade policy, it was suffering
from an acute balance of payments
crisis and consequently, had to
devalue its currency in 1991.
Underlying macroeconomic
imbalances in the form of
unsustainable borrowing and high
expenditure and along with it, an
inadequate policy response,
resulted in the Balance of Payments
(BOP) crisis of 1990-91 (Virmani,
2001).

The first stage according to
Crowther’s proposition on growth-
driven BOP conditions of a
deepening CA deficit was
witnessed by India way before the
crisis of 1991. The higher growth
rate in the eighties (relative to the
seventies) was accompanied by
higher fiscal deficits, rising current
account deficits and larger external

debt. That was the time when
imports from the advanced world
to develop this country’s industrial
base and domestic markets were
being allowed (ibid).

After crossing the first stage,
India’s current account has been
hovering around the second and
third stages of Crowther’s
proposition on growth-driven BOP.
Around the first five-six years of the
2000s, India’s current account was
in surplus, because the trade
deficits were more than
compensated by substantial
increases in remittances from
workers abroad and software
exports (Chandrasekhar and
Ghosh, 2008).

Also, a massive inflow of
capital, especially in the form of FDI
by MNCs bringing advanced
technology, leads to substantial
‘current account surplus’, thereby,
fuelling economic growth and
development. New steps towards
‘liberalization’by the government
contributed to attracting FDI which
made India the fourth largest FDI
recipient in Asia and the tenth in
the world in 2015 (UNCTAD, 2015).
It is in this context that borrowed
growth assumes significance. For
assessing and directing the flight of
the geese, policy-makers must
therefore be cognizant of the twin
terms of borrowed growth and
market restructuring.

Conclusion &
Recommendations

Market reforms of the likes of
flexibility in factor, especially
labour markets, better coordination
among different sectors and doing
away with other market failures
such as pollution and inequality,
can go a long way in giving an
impetus to India’s efforts at a
sustained catch-up growth.
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For the developing countries,
the role of finance in enabling the
speed of catch-up cannot be ignored.
The concept of borrowed growth as
the basis of growth for any
economy, especially India, that
seeks to integrate itself within the
globalized framework, cannot be
ignored in this circumstance.

The effect of structural growth
on the performance of balance of
payments (BOP) of a country as
explained by the six stages
provides a starting point for
analyzing the catch-up growth of
any country. In case of India too,
the long-term trend in growth
driven BOP conditions could be
explained with the aid of different
stages.

To conclude, be it from a market
reforms perspective or from a
financial sector angle, the ‘catch
up’ strategy of economic growth is
as much applicable to India as to
any other nation in the world, albeit
with some modifications in the
underlying structural systems of the
economy. Without these structural
changes, the Indian growth strategy
could at best be described as the
‘injured goose model’. Structural
adjustments are the pre-requisite for
ensuring a smooth and long haul
flight of the ‘flying goose’.

REFERENCES

1. Balani, S. (2014),  Functioning
of the Public Distribution
System: An Analytical Report,
PRS. Retrieved from https://
i d e a s . r e p e c . o r g / p / e s s /
wpaper/id5628.html/.

2. Basole, A. (2014), Dynamics of
Income Inequality in India:
Insights from World Top
Incomes Database, Economic and
Political Weekly, 49(40),  pp.14-17.

3. Chandrasekhar, C.P., and
Ghosh, J. (2008), Balance of
Payments: Do We Need to
Worry?http://www. macro
s c a n . o r g / f e t / a u g 0 8 / f e t
01082008Balance.html/.

4. Crowther, G. (1957), Balances
and Imbalances of Payments,
American Political Science
Review, 52(3), pp. 894-894. Doi:
10.1017/S0003055400298262.

5. Dutt, A.K (2013), South-South
Economic Cooperation:
Motives, Problems and
Possibilities, Prepared for
Presentation at an URPE
session on South-South
economic integration and
development at the ASSA
meetings in Philadelphia, 4
January 2014. Retrieved from
https://www.aeaweb.org/
c o n f e r e n c e / 2 0 1 4 /
retrieve.php?pdfid=1128/.

6. Economic Survey (2015-16),
Retrieved from https://
www.indiabudget .gov. in/
budget2016-2017/survey.asp.

7. Economic Survey (2016-17),
Retrieved fromhttps://
www.indiabudget .gov. in/
budget2017-2018/survey.asp.

8. International Monetary Fund
Report (2016), Asia and Pacific:
Building on Asia’s Strengths
during Turbulent Times.
Retrieved from https://
w w w . i m f . o r g / e n /
Publications/REO/APAC/
Issues/2017/03/06/Building-
on-Asia-s-Strengths-during-
Turbulent-Times/.

9. Lin, J.Y. (2012), New Structural
Economics: A Framework for
Rethinking Development &
Policy, World Bank. Retrieved
from https://ideas.repec.org/
b/wbk/wbpubs/2232.html/.

10. Ozawa, T. (2010), The (Japan-
Born) “Flying-Geese” (FG)
Theory of Economic
Development Revisited and
Reformulated from a
Structuralist Perspective,
Columbia Business School.
Retrieved from https://aca
demiccommons.columbia.edu/
doi/10.7916/D8PC38XK/.

11. Tausch, A. (2015), The
Hallmarks of Crisis: A New
Centre-Periphery Perspective
on Long Economic Cycles
Kondratieff Waves Almanac.
Retrieved from http://
w w w . s o c i o s t u d i e s . o r g /
almanac/k_waves/.

12. UNCTAD Annual Report (2015).
Retrieved from https://
u n c t a d . o r g / e n / P u b l i c a
t ionsLibrary/dom2016d1_
en.pdf/.

13. UNDP Report (2015), Work for
Human Development.
Retrieved from https://
w w w . u n d p . o r g / c o n t e n t /
undp/en/home/librarypage/
hdr/2015-human-deve lop
ment-report.html/.  

14. UNEP Annual Report (2010).
Retrieved from http://
wedocs.unep.org/handle/
20.500.11822/7915/.

15. Virmani, A. (2001), India’s
1990-91 Crises: Reforms, Myths
and Paradoxes, Planning
Commission Working Paper 4.
Retrieved from http://www.
planningcommission.gov.in/
r e p o r t s / w r k p a p e r s / w p _
cris9091.pdf/.

16. World Resources Institute Annual
Report (2012). Retrieved from
h t t p s : / / w w w . w r i . o r g /
p u b l i c a t i o n / w r i - a n n u a l -
report-2011-2012/.

17. www.planningcommission.
nic.in.

•


