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Vladimer Papava
Ivane Javakhishvili Thbilisi State University, Tbilisi, Georgia

RETROECONOMICS -
A THEORY OF THE TECHNOLOGICAL
BACKWARDNESS OF ECONOMY

The process of globalization is more or less associated with both the positive and the
negative aspects of the economy. One of the most significant threats to modern economic de-
velopment is posed by the globalization of a necroeconomy.

A necroeconomy, or a “dead economy,” in its essence, is the supply of goods manufactured
using outdated technology for which (goods) there is no demand due to their low quality (or
absence thereof) and/or high production costs but where demand is artificially generated by
the government. This ugly economic phenomenon was identified for the purposes of the post-
Communist economy [Papava, 2002] since the elimination of competition under the conditions
of a command economy wiped out the economic interest to upgrade the technological base in
many sectors of the economy [Lipowski, 1998: 13-17].

It should be emphasized that the technological backwardness of production itself does not
constitute a sufficient condition for the emergence of a necroeconomy (it is just a necessary
condition); along with technological backwardness, the government should deliberately strive
to operate “dead enterprises” by means of generating an artificial demand for their products.

Due to the fact that the restriction of competition is a precondition for the creation of
a necroeconomy, it can be concluded that the phenomenon of the necroeconomy is present
wherever enterprises with technologically obsolete equipment operate solely at the expense
of government support. One example of this can be found in the India of the 1980s [OESD,
2007: 69-85]. Thus, it appears that a necroeconomy is not only a symptomatic problem for
post-Communist countries (as initially indicated in the publications referenced above), but it
can be encountered in other countries where enterprises with outdated technology and no real
demand for their products operate with government support and, in select cases, entirely at
government expense.

The type of economy that fosters the functioning of firms (i.e., retro-firms) that are relatively
technologically backward in comparison to contemporary global achievements but where, nev-
ertheless, the demand for their products still exists is referred to as a retroeconomy (“retro”
being Latin for “back”). We suggest calling the theory of the technological backwardness of
an economy retroeconomics.

What are the similarities and differences between a necroeconomy and a retroeconomy?
One similarity is that both types of economies make use of outdated technology; the difference is
that under necroeconomic conditions, enterprises use equipment so out-of-date that the demand
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for products they manufacture is virtually nonexistent and, therefore, these enterprises operate
solely with government support while in a retroeconomy, the demand for such products does
exist and enterprises enjoy only moderate support from the government. In other words, both
types of economies require government intervention but while the former exists exclusively at
the expense of the government, the latter requires a government-sanctioned protection of the
domestic market from international competition (see below for more details).

What constitutes the building blocks of a retroeconomy? Even though these factors vary
in nature, they ultimately result in a single outcome — the establishment of a retroeconomy. In
particular, these factors include the following:

1. Protection of intellectual property, which restricts the free dissemination and accessibility
of new technological know-how, thus increasing the threat of unauthorized duplication and
re-engineering of these technologies. Under these circumstances, the authorized use of new
technology becomes expensive, especially for firms that operate in poor countries with
a relatively low level of economic development. As a result, priority is given to relatively
outdated technologies in these particular countries;

II.  Monopolization of the economy, wherein monopolies purchase patents on new technolo-
gies not for the purpose of applying them in a more or less efficient manner but to prevent
third parties from employing them even if the monopolies in question put the patents to
use at a later time. By then, it is quite possible that even newer technologies will have been
developed, rendering the purchased but idle technology useless (due to moral deprecia-
tion). This factor is particularly significant in modern conditions when monopolies have
entered a new era [Stiglitz, 2016];

II. The behavior of the leading international competitors which, as a rule, do not sell the
highest-quality latest-generation technology [Porter, 1990: 548]. On the contrary, in or-
der to maintain a competitive advantage, they sell already used, second-hand technol-
ogy, effectively carrying out second-hand investments [Papava, 2002: 800]. Due to such
policies, economically backward countries accumulate not innovative but imitation (or
quasi-innovative) technologies [Polterovich, and Tonis, 2010; Segerstrom, 1991] while
international competition leaders sidestep morally deteriorating, resource-demanding,
labor-intensive and/or environmentally hazardous enterprises, largely promoting the use of
the newest technology in the vacated economic space. It is noteworthy that the depiction of
the innovative process as two different parts — innovation as such (or creation of new) and
imitation (simulating and employing that which has already been created) is attributed to
the renowned Austrian-born American economist, Joseph Schumpeter, who, thus, greatly
contributed to the subsequent understanding of innovative processes;

IV.  Low level of education and an absence of an appropriately educated workforce make it
virtually impossible to utilize information even via open channels (not to mention chan-
nels of commercial knowledge transfer). This problem is evident in insufficient levels of
not only higher and vocational but also secondary education;

V.  Zombie economy, signifying a consolidation of firms (and associated banks) rendered
insolvent as a result of a financial crisis which continue to operate via bank loans taken on
the basis of government guarantees [Ahearne, and Shinada, 2005; Hoshi, 2006; LeLaulu,
2009]. Naturally, zombie-firms have no interest in technological upgrades to manufacturing
and/or replacing management since, owing to government support, they manage to main-
tain operation without these efforts as evidenced, for example, by the Japanese experience
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[Ahearne, and Shinada, 2005]. It is clear that a zombie economy contributes directly to the
establishment of a retroeconomy. At the same time, we should bear in mind that against
the background of the global financial crisis of 2007-2009, the globalization of zombie
economies [Harman, 2010; Onaran, 2012; Quiggin, 2010], in turn, led to the threat of the
zombification of a necroeconomy (where it previously existed) [Papava, 2010], the most
conspicuous example being Russia’s economy [Lindsey, 2002: 210-212; Papava, 2015].

It is noteworthy that of the five factors listed above, the first four contribute to the forma-
tion of a retroeconomy in poor and economically less-developed countries while the fifth factor
impacts not only the latter but also those economically developed states.

Although the retroeconomy established in economically backward countries at the ex-
pense of an imitation policy ensures economic growth, imitator countries are under the threat
of a long-term maintenance of relatively low levels of productivity as compared to developed
countries [Howitt, 2000]. The principal reason for the differentiation of productivity by country
lies in the variance between the type of knowledge applied in each country and the way it is
applied [Parente, and Prescott, 2000].

Due to the fact that the routine established at retro-firms contributes to a virtually indefinite
prolongation of protectionist measures in foreign trade, it is very likely that these firms will
gradually transform into zombie-firms (operating via loans taken at the expense of govern-
ment guarantees) and if circumstances remain unchanged, eventually become necro-firms, the
examples of which are emerging in the modern Chinese economy [Lipton, 2016].

The most compelling threat of the preservation of a retroeconomy and the prolongation
of technological entrapment is posed by the zombification of the economy since zombie-firms
have no interest in technologically upgrading manufacturing (as well as management) as they
manage to operate at government expense. In turn, a zombie economy may transform into
a necroeconomy if the process of zombification is so protracted that bank loans taken on the
basis of government guarantees prove not to be sufficient. In particular, if the technological
base in these firms is not upgraded for an extended period of time, then it becomes so outdated
that demand for products manufactured by these firms no longer exists and their preservation
solely hinges on the artificial demand generated by the government.

It is an unfortunate fact that the preservation of non-viable firms receives active support
from various politically and socially influential groups while groups representing the interests
of yet unestablished industries or firms do not exist, precisely due to the fact that they (indus-
tries, firms) have not yet been established [Anderson, 2004: 199]. In other words, if non-viable
firms have lobbying groups, new industries or firms that have not yet been instituted cannot
have similar lobbyists. Under these circumstances, we believe, the only actor potentially able
to lobby for new industries or firms to be created is the government.

The phenomenon of a retroeconomy is already quite deep-rooted throughout the world
and it is essential to consolidate the attention of economists and politicians on this threat in
order to preclude the zombification of a retroeconomy, not to mention its transformation into
a necroeconomy.
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Retroeconomics — A Theory of the Technological Backwardness of Economy

Summary

The theory of technological backwardness and its detrimental effect upon a country’s economy is
something I call retroeconomics. To explain further, the type of economy that fosters the functioning
of firms (i.e., retro-firms) that are relatively technologically backward in comparison to contemporary
global achievements but where, nevertheless, the demand for their products still exists is a retroeconomy.
The establishment of a retroeconomy is based on different factors: a) protection of intellectual property;
b) monopolization of the economy; c) the low level of education; d) zombie economy. The role of the
government is very important for overcoming the effects of a retroeconomy. The main actor potentially
able to lobby for new industries or firms to be created is the government. It is essential to consolidate the
attention of economists and politicians on the threat of retroeconomic phenomenon in order to stop the
process of the zombification of a retroeconomy.




<<
  /ASCII85EncodePages false
  /AllowTransparency false
  /AutoPositionEPSFiles true
  /AutoRotatePages /None
  /Binding /Left
  /CalGrayProfile (Dot Gain 20%)
  /CalRGBProfile (sRGB IEC61966-2.1)
  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)
  /sRGBProfile (sRGB IEC61966-2.1)
  /CannotEmbedFontPolicy /Error
  /CompatibilityLevel 1.3
  /CompressObjects /Tags
  /CompressPages true
  /ConvertImagesToIndexed true
  /PassThroughJPEGImages true
  /CreateJobTicket false
  /DefaultRenderingIntent /Default
  /DetectBlends true
  /DetectCurves 0.0000
  /ColorConversionStrategy /CMYK
  /DoThumbnails false
  /EmbedAllFonts true
  /EmbedOpenType false
  /ParseICCProfilesInComments true
  /EmbedJobOptions true
  /DSCReportingLevel 0
  /EmitDSCWarnings false
  /EndPage -1
  /ImageMemory 1048576
  /LockDistillerParams false
  /MaxSubsetPct 100
  /Optimize true
  /OPM 1
  /ParseDSCComments true
  /ParseDSCCommentsForDocInfo true
  /PreserveCopyPage true
  /PreserveDICMYKValues true
  /PreserveEPSInfo true
  /PreserveFlatness true
  /PreserveHalftoneInfo false
  /PreserveOPIComments true
  /PreserveOverprintSettings true
  /StartPage 1
  /SubsetFonts true
  /TransferFunctionInfo /Apply
  /UCRandBGInfo /Preserve
  /UsePrologue false
  /ColorSettingsFile ()
  /AlwaysEmbed [ true
  ]
  /NeverEmbed [ true
  ]
  /AntiAliasColorImages false
  /CropColorImages true
  /ColorImageMinResolution 300
  /ColorImageMinResolutionPolicy /OK
  /DownsampleColorImages true
  /ColorImageDownsampleType /Bicubic
  /ColorImageResolution 300
  /ColorImageDepth -1
  /ColorImageMinDownsampleDepth 1
  /ColorImageDownsampleThreshold 1.50000
  /EncodeColorImages true
  /ColorImageFilter /DCTEncode
  /AutoFilterColorImages true
  /ColorImageAutoFilterStrategy /JPEG
  /ColorACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /ColorImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000ColorACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000ColorImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasGrayImages false
  /CropGrayImages true
  /GrayImageMinResolution 300
  /GrayImageMinResolutionPolicy /OK
  /DownsampleGrayImages true
  /GrayImageDownsampleType /Bicubic
  /GrayImageResolution 300
  /GrayImageDepth -1
  /GrayImageMinDownsampleDepth 2
  /GrayImageDownsampleThreshold 1.50000
  /EncodeGrayImages true
  /GrayImageFilter /DCTEncode
  /AutoFilterGrayImages true
  /GrayImageAutoFilterStrategy /JPEG
  /GrayACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /GrayImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000GrayACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000GrayImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasMonoImages false
  /CropMonoImages true
  /MonoImageMinResolution 1200
  /MonoImageMinResolutionPolicy /OK
  /DownsampleMonoImages true
  /MonoImageDownsampleType /Bicubic
  /MonoImageResolution 1200
  /MonoImageDepth -1
  /MonoImageDownsampleThreshold 1.50000
  /EncodeMonoImages true
  /MonoImageFilter /CCITTFaxEncode
  /MonoImageDict <<
    /K -1
  >>
  /AllowPSXObjects false
  /CheckCompliance [
    /None
  ]
  /PDFX1aCheck false
  /PDFX3Check false
  /PDFXCompliantPDFOnly false
  /PDFXNoTrimBoxError true
  /PDFXTrimBoxToMediaBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXSetBleedBoxToMediaBox true
  /PDFXBleedBoxToTrimBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXOutputIntentProfile ()
  /PDFXOutputConditionIdentifier ()
  /PDFXOutputCondition ()
  /PDFXRegistryName ()
  /PDFXTrapped /False

  /CreateJDFFile false
  /Description <<

    /BGR <>
    /CHS <FEFF4f7f75288fd94e9b8bbe5b9a521b5efa7684002000410064006f006200650020005000440046002065876863900275284e8e9ad88d2891cf76845370524d53705237300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c676562535f00521b5efa768400200050004400460020658768633002>
    /CHT <FEFF4f7f752890194e9b8a2d7f6e5efa7acb7684002000410064006f006200650020005000440046002065874ef69069752865bc9ad854c18cea76845370524d5370523786557406300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c4f86958b555f5df25efa7acb76840020005000440046002065874ef63002>
    /CZE <>
    /DAN <>
    /DEU <>
    /ESP <>
    /ETI <>
    /FRA <>
    /GRE <>

    /HRV (Za stvaranje Adobe PDF dokumenata najpogodnijih za visokokvalitetni ispis prije tiskanja koristite ove postavke.  Stvoreni PDF dokumenti mogu se otvoriti Acrobat i Adobe Reader 5.0 i kasnijim verzijama.)
    /HUN <>
    /ITA <>
    /JPN <FEFF9ad854c18cea306a30d730ea30d730ec30b951fa529b7528002000410064006f0062006500200050004400460020658766f8306e4f5c6210306b4f7f75283057307e305930023053306e8a2d5b9a30674f5c62103055308c305f0020005000440046002030d530a130a430eb306f3001004100630072006f0062006100740020304a30883073002000410064006f00620065002000520065006100640065007200200035002e003000204ee5964d3067958b304f30533068304c3067304d307e305930023053306e8a2d5b9a306b306f30d530a930f330c8306e57cb30818fbc307f304c5fc59808306730593002>
    /KOR <FEFFc7740020c124c815c7440020c0acc6a9d558c5ec0020ace0d488c9c80020c2dcd5d80020c778c1c4c5d00020ac00c7a50020c801d569d55c002000410064006f0062006500200050004400460020bb38c11cb97c0020c791c131d569b2c8b2e4002e0020c774b807ac8c0020c791c131b41c00200050004400460020bb38c11cb2940020004100630072006f0062006100740020bc0f002000410064006f00620065002000520065006100640065007200200035002e00300020c774c0c1c5d0c11c0020c5f40020c2180020c788c2b5b2c8b2e4002e>
    /LTH <>
    /LVI <>
    /NLD (Gebruik deze instellingen om Adobe PDF-documenten te maken die zijn geoptimaliseerd voor prepress-afdrukken van hoge kwaliteit. De gemaakte PDF-documenten kunnen worden geopend met Acrobat en Adobe Reader 5.0 en hoger.)
    /NOR <>
    /PTB <>
    /RUM <>
    /RUS <>
    /SKY <>
    /SLV <>
    /SUO <>
    /SVE <>
    /TUR <>
    /UKR <>
    /ENU (Use these settings to create Adobe PDF documents best suited for high-quality prepress printing.  Created PDF documents can be opened with Acrobat and Adobe Reader 5.0 and later.)
    /POL <>
  >>
  /Namespace [
    (Adobe)
    (Common)
    (1.0)
  ]
  /OtherNamespaces [
    <<
      /AsReaderSpreads false
      /CropImagesToFrames true
      /ErrorControl /WarnAndContinue
      /FlattenerIgnoreSpreadOverrides false
      /IncludeGuidesGrids false
      /IncludeNonPrinting false
      /IncludeSlug false
      /Namespace [
        (Adobe)
        (InDesign)
        (4.0)
      ]
      /OmitPlacedBitmaps false
      /OmitPlacedEPS false
      /OmitPlacedPDF false
      /SimulateOverprint /Legacy
    >>
    <<
      /AddBleedMarks false
      /AddColorBars false
      /AddCropMarks false
      /AddPageInfo false
      /AddRegMarks false
      /ConvertColors /ConvertToCMYK
      /DestinationProfileName ()
      /DestinationProfileSelector /DocumentCMYK
      /Downsample16BitImages true
      /FlattenerPreset <<
        /PresetSelector /MediumResolution
      >>
      /FormElements false
      /GenerateStructure false
      /IncludeBookmarks false
      /IncludeHyperlinks false
      /IncludeInteractive false
      /IncludeLayers false
      /IncludeProfiles false
      /MultimediaHandling /UseObjectSettings
      /Namespace [
        (Adobe)
        (CreativeSuite)
        (2.0)
      ]
      /PDFXOutputIntentProfileSelector /DocumentCMYK
      /PreserveEditing true
      /UntaggedCMYKHandling /LeaveUntagged
      /UntaggedRGBHandling /UseDocumentProfile
      /UseDocumentBleed false
    >>
  ]
>> setdistillerparams
<<
  /HWResolution [2400 2400]
  /PageSize [612.000 792.000]
>> setpagedevice


