








Some East Asian Lessons For African Development?

in Southeast and South Asia, while drier agricultural practices in Africa have generally

been left out.

However, the Malaysian, Indonesian and Thai success with tree crop agriculture offers
some hope. The Malaysian experience, in particular, suggests that significant
investments in tree crop agricultural R&D (e.g. in rubber, oil palm and cocoa) as well
as rural infrastructure have made possible productivity gains in tree crop agriculture as
well. The geographic specificities of agriculture imply that for imported agricultural
varieties and technologies to be successfully adopted, there is a great need for
effective adaptive investments in R&D and extension. Unfortunately, in their desire to
industrialize, some governments have neglected agriculture, or worse still, subjected it

to considerable policy bias.

Resource Curse?

The EA study also suggests that being a natural resource rich country is bad for
growth. Curiously, the study defines natural resource abundance in terms of the ratio
of net primary product exports to GDP in 1971 without distinguishing between
extractive natural resources (especially minerals) from agricultural products. So-called
Dutch Disease mainly involves the former, which tend to be very capital-intensive and
only involve a small proportion of the population in the extraction of the resource.
Consequently, the added income accrues to a few while the appreciation of the

country's currency affects the entire population.

Agricultural exports generally involve much more of the population, and increased
income usually accrues to all producers, diffusing the adverse consequences of
currency appreciation. The Southeast Asian high performing economies have been
major agricultural exporters, thus offsetting the problems associated with the mineral
exports of Malaysia and Indonesia, in sharp contrast to, say, Nigeria. Generally good
macroeconomic management has also helped, especially to offset the tendency to

indulge in expenditure on non-tradables.

Wage Competitivl'ness?

Citing Lindauer and Valenchik (1994: 288-9), Intal (1997) has argued that the marginal
labour productivity and hence the opportunity cost of farm labour for manufacturing is
higher in land-abundant African economies compared to land-scarce Asian economies
even though average labour productivity is usually higher in the latter. Hence, it is
unlikely that the former will be able to compete with the latter in labour-intensive
manufactures. The Malaysian experience suggests that such labour-scarce, land-
abundant economies can only be cpmpetitive in skill-intensive, rather than unskilled-
labour-intensive manufactures, requiring considerable investments in human resource

development.
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Table 4) shows the high proportion of wages and salaries to value addition per worker
in economies such as Hongkong (0.51), India (0.39) and Singapore (0.34) compared
to Malaysia (0.28), South Korea (0.26), Philippines (0.23), Sri Lanka (0.19), Thailand
(0.15 in 1990) and Indonesia (0.14). This suggests that the low wages received by
Indian workers do not automatically translate into labour cost competitiveness. The
situation in much of Africa suggests that not unlike Indian labour, African labour may
also not be competitive in wage/productivity terms.

Role of Government

Let us now consider the role of government in Asian, especially East and Southeast
Asian growth. At the risk of caricature, it seems fair to suggest that there have been
three, sometimes distinct, sometimes overlapping explanations of the role of the state
in what the World Bank (1993) has called the East Asian economic miracle. These

may be described as follows:

1) minimal state
2) market-friendly state
3) developmental state

The first, essentially laissez faire approach arguing for a minimal role for the state
basically asserts that the state has been largely irrelevant or, even worse, actually
obstructive of the essentially market forces which have contributed to rapid growth and
structural transformation, including industrialization. The original and most articulate
exponents of this view include Little, Scitovsky and Scott (1970), but there are many
supporters of this view. Interestingly, these include the many liberals and neo-liberais
who have opposed the Park Jung Hi and subsequent military regimes in South Korea
and Taiwanese 'islanders' who resent any suggestion that the mainlander
Guomindang (KMT) regime may have contributed to development on that island. Such
a view became especially influential in the early eighties as the ideological pendulum
in the Anglophone world swung to the far right after the election of Mrs. Thatcher and
Mr. Reagan. This view was consistent with what John Toye (1987) has called the
'counter-revolution' against development economics led by Peter Bauer and Deepak
Lal, reflected for example in the World Bank's World Development Reports of the early

and mid-eighties.

The second, currently popular case for the market-friendly state was greatly enhanced
by the World Bank's (1993) East Asian Miracle (EAM) study, and is likely to be seen
as drawing additional support from the ADB study we are now considering. Drawing
from neoclassical welfare economics, this view accepts the case for government
intervention due to the existence and greater significance of externalities and market
failures. This approach has given new life to and justification for development
economics -which had come under near fatal assault in the early eighties, as noted
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quoted by Mkandawire 2002). In the period 1970-96, capital flight from sub-Saharan.
Africa came to US$193 billion; with imputed interest, the total goes up to US$285
billion (Boyce & Ndikumana 2000), compared to the combined debt of US$178 billion
in 1996 (Mkandawire 2002). Ndikumana & Boyce (2002) argue that capital flight from
Africa has been largely debt-fuelled.

Even World Bank economists concede that the effects of financial liberalization have
been "very small" (Devajaran, Easterly and Pack 1999). Incredibly, they argue that
capital flight may indeed be good for Africa: "The much-denigrated capital flight out of
Africa may well have been a rational response to low returns at home Indeed,
Africans are probably better of having made external investments than they would
have been if they invested solely at home!" (Devajaran, Easterly and Pack 1999: 15-
16). The BWls conclude that there is "over-investment" in Africa. Devajaran, Easterly
and Pack (1999: 23) argue that "we should be more careful about calling for an
investment boom to resume growth in Africa... [and] about Africa's low savings rate...,
[p]erhaps... due to the fact that the returns to investment were so low. Also, the
relatively high levels of capital flight from Africa may have been a rational response to
the lack of investment opportunities at home". As Mkandawire (2002) comments, this
conclusion ignores the obvious fact that the social benefits of citizens investing in their
own country may exceed the private benefits accruing to individuals.

African countries had been largely "adjusted" by the late 1990s, with major changes in
African economic policy and institutions. Africa has been "liberalized" and opened to
"globalisation". Most African countries experienced currency devaluations, trade
liberalization, privatisation as well as various market and investor friendly policies.
Apparently, improvements in the terms of trade and favourable weather conditions
explained much more than the BWI policies, underlining the continued vulnerability of
African economies to external factors. In any case, growth rates had begun to falter by
1997.

The deflationary bias of the macroeconomic policies favoured by the Washington
consensus has put African economies on a low growth vicious cycle. Keynesians
argue that the causal chain is from growth to investment, and not the other way
around. EI Bedawi & Mwega (2000) and Mlambo & Oshikoya (2001) have found that
the causality runs from growth to investment in Africa as well. Capital needs are
essentially determined by expected output, i.e. investment demand is driven by
expected growth. Meanwhile, "endogenous growth theories" suggest that some
"determinants of growth" may themselves be themselves dependent on growth.

Mkandawire (2002) argues that successful adjustment in Africa placed the continent
on a "low growth path". He notes that the oft-invoked "determinants" of growth (e.g.
income growth) are themselves determined by growth (Macpherson and Goldsmith
2001), including the global growth slowdown of the last two decades (Easterly 2000).
There is strong evidence that growth has been slower in the 1980s and 1990s with

296









)omo K. S.

obligations have radically transformed the scope for national economic policy
initiatives.

There has been a widespread, sweeping and rapid opening up of trade, investment,
finance and other flows. Very often, such liberalization has been externally imposed by
the Bretton Woods institutions as part of conditions imposed to secure access to
emergency credit during the debt crises of the 1980s, and more recently, in the wake
of more currency and financial crises. Various policy packages for (price) stabilization
in the short term or for structural adjustment in the medium term have involved such
conditionalities. The new intellectual and policy environment which emerged during
the 1980s -under Reagan and Thatcher -culminated in the so-called 'Washington
Consensus', which has promoted such policy reform.

This has been especially true of much of Latin America and Africa, which experienced
a 'lost decade' of economic growth in the 1980s following the (sovereign) debt crises
and the ensuing 'stabilization' and 'structural adjustment' reforms, usually imposed by
the international financial institutions (IFls). The 1990s were only slightly better, with a
few spurts of high growth here and there which have been touted as proof of the
success of the Washington Consensus, when precisely the opposite has been true.
While the Washington Consensus has been challenged, if not discredited in academic
circles, it continues to constitute the ideological basis for economic analysis and
policy-making in developing countries, especially in Africa, Latin America and other
smaller economies.
Invariably, the circumstances of such policy changes as well as the limited policy
capabilities of the governments concerned have meant that little preparation-in terms
of a pro-active strategy or transitional policies to anticipate and cope with the
implications of sudden exposure to new international competition-has been
undertaken. Few of the investment policy instruments of the past are viable or feasible
options today, including many that were used successfully in different circumstances
in post-war East Asia. However, it should be noted that most of the main industrial
policy tools still available today have already been intensively used by most advanced
industrial economies, including those that currently reject selective industrial
promotion. Indeed, most advanced economies have a plethora of policies and
institutions involved in research and development (R&D), skills training, investment
promotion and infrastructure provision, e.g. for the new information and
communication technologies (ICT).

Such policies are probably necessary, but certainly not sufficient for stimulating and
sustaining economic growth and structural change for developing countries to try to
'catch-up'. Additional policies are urgently needed to prevent such economies -

already at a historical disadvantage in various respects -from falling further behind
the industrially more developed economies of the North, as well as the other newly
industrial economies that have emerged in recent decades. This final part considers
the challenges that face African economic policymakers as a consequence of
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.As markets become much more integrated, new threats posed by greater and
sudden competition tend to outweigh the new export opportunities offered by
greater access to larger markets, unless the economy has been adequately
prepared through appropriate pro-active measures.

.Economic activities have become more technology-intensive, offering potential
new benefits (e.g. in terms of technological learning, productivity gains,
technology spill-over benefits, management flexibility) for those adequately
prepared, but placing others at greater disadvantage. The new technologies
require new skills, management, institutions as well as infrastructure. Using the
new technologies effectively and efficiently also requires greater domestic
technological capabilities as well as new forms of specialization and organization.

According to Lall's survey of the developing world, East Asia currently leads in terms
of economic performance, with fastest growth, greater exports as well as technology
intensity. He also notes the great divergence between those East Asian countries with
and without selective investment policy, and finds the latter (mainly in Southeast Asia)
far more vulnerable.

In contrast, while some more industrialized Latin American countries have developed
strong industrial capabilities and skills as well as ICT infrastructure, technology
structures as well as R&D remain weak. FDI has been high in some Latin American
countries in recent years, but much has been in the form of M&As. Even green-field
FDI has not been as dynamic in transforming technological structures and capabilities,
as in Singapore or China. There is little evidence to suggest better prospects for FDI in
Africa. Development prospects for Africa are generally quite poor because of
inadequate and inappropriate pro-active investment policies due to the influence of the
neo-liberal Washington Consensus.

Clearly, industrial development in the new circumstances requires international
competitiveness, and such competitiveness is increasingly defined in many regards in
manufacturing and related services and institutions, and not simply in terms of wage
costs or exchange rate competitiveness, as important as these may be. Inability to
compete effectively implies being by-passed, and ultimately, stagnation at the lower
end of the technological and income ladder. In light of existing African industrial
capacities and technological capabilities, it is difficult to imagine how trade
liberalization can enhance African industrial development.

Globalisation and liberalization have led to growing industrial and technological
divergences reflecting differences in industrial competitiveness. Industrial
rationalization at the global level-with growing globalisation and liberalization-is
likely to lead to a concentration of a few major production locations, particularly for
successful first movers with strong technological capabilities and industrial
agglomerations. Market forces strengthened by economic liberalization cannot be
relied upon to check-let alone reverse-such differences in international
competitiveness. For the few countries that successfully participate in such globalised
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r production, sustaining growth will increasingly depend on upgrading industrial skills

and indigenous technological capabilities, which cannot be assured by previous
achievements alone.
New Role for the State
The major transformations of the recent period have very significant implications.
While economic liberalization at international and national levels undoubtedly
constrain and limit investment policy options, the new circumstances pose new
challenges that can only be adequately and successfully met and overcome with
appropriate pro-active investment policy measures. Pro-active selective investment
promotion measures are, therefore, especially needed to enhance competitiveness in
the face of pervasive market and institutional failures, as well as growing recognition
that while market mechanisms may be efficient in static allocation terms, the main
challenge for development remains the transformation of a country's comparative and
competitive advantages in a dynamic sense. The new circumstances also imply that
new investment policy strategies will have to be quite different from previous
investment policy in order to be able to address the new challenges.

The compression of space and time-often associated with the contemporary 'post-
modern' era-has profound implications for economic policy making. New information,
communication and transportation technologies and lower associated costs have
reduced and transformed the significance of geographical distances and related time
considerations in production and distribution.

Meanwhile, rapid technical change and the changing significance of technological
advantages-reflected, for example, by strengthened (monopolistic) intellectual
property rights-have heightened the significance of technological capabilities, and
hence, education, training, research, design and development. Greater international
integration of production processes has also dramatically transformed policy options
for governments desiring not to be left behind.

Pro-active selective industrial promotion measures are, therefore, especially needed
to enhance competitiveness in the face of pervasive market as well as institutional
failures, as well as growing recognition that while market mechanisms may be efficient
in static allocation terms, the main challenge for development remains the
transformation of a country's comparative and competitive advantages in a dynamic
sense.

While economic liberalization is often associated with deregulation at the national
level, it has actually involved greater regulation at the international level through a
variety of inter-governmental (IMF, WTO, etc.) as well as private organizations (Bank
of International Settlements; standards setting bodies). Meanwhile, market forces
have become very real in the sense that seemingly impersonal market mechanisms,
often dominated by major market players (powerful TNCs), have been increasingly
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