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Abstract

This paper offers a nuanced and variegated view of the Southeast Asian economic
miradlesin compardive East Adan perspective, i.e. by comparing and contragting the
Southeast Asian experiences with those of the other high performing (East) Asan
economies, as the World Bank (1993) chose to describe them. It offersa critical look at
the received wisdom — viathe World Bank — of the region’ srgpid growth and structurd
change, before eaborating on the achievements and limitations of the Southeast Asian
miracle economies, especidly Madaysia, Indonesaand Thailand.

After criticaly reviewing the World Bank’ s (1993) influentiad study of the East
Adan economic miracle, the diversty of East Adan experiencesis stressed. (Recognizing
this diversity enables us to draw gppropriate lessons) The inferiority of the Southeast
Asan experiences — compared to their other East ASan counterparts -- is then daborated,
with particular atention given to indudridization as well as other aspects.

These limitations dso enable us to understand why the region was more
vulnerable to the currency and financia crises that rocked the region in 1997-8 aswell as
why there are grave doubts about the region’s ability to get back on to the high growth
path. The 1997-8 Southeast Asian currency and financid crises can therefore be seen asa
consequence of socio-economic aswel as policy changes, which dso seemtoraise
important doubts about returning to and sustaining the Southeast Asian miracle.

Findly, some reflections are offered regarding the urgent need for anew
generaion of indudtrid policy appropriate to current challenges. BEconomic liberdization -
- & both nationd and internationd levels-- has serioudy congrained the scope for
government policy interventions, especidly sdlective industria promotion efforts New
policies are urgently needed to prevent developing economies— dready at a historica
disadvantage in various respects — from fdling further behind, if not to begin to dose the
gap with the industrialy more devel oped economies of the North aswell as the newly
indugtria economies that have emerged in recent decades, i.e. during the lat third of the
twentieth century. The new circumstances imply thet indudtrid policy Srategieswill have
to be quite different from previousindustrid policy in order to be able to address the new
challenges. Economic liberdization, freer markets and more mobile economic resources
do not render ‘indudtrid policy’ obsolete, but rather require new feasible and viable
indugtrid policy options in the face of the new chalenges and condraints.

All thisis not to suggest that there is one indudtrid policy formulafor al
economies over time. Ingtead, precisaly the contrary istrue, i.e. context isdl important.
Thereisno room for dogma, but Strategic pragmeatism should prevail instead. Appropriate
indudtrid policy will require selective interventions as well as effective co-ordination
among firms, clusters and factor markets, which should presumably be consgtent with a
clear and coherent ‘vison' of the future as well asthe ‘road-map’ towards policy gods.



The debate over the East Asan miracle from the late 1980s has tended to focus on the
respective roles of the Sate and the market. Less attention has gone into andyzing the
nature of the sates and markets in question. In a sense then, like SO many other categories
in the socid sciences, these terms have become reified, acquiring meanings well beyond
what their actud sgnificancein higory. This, however, is not the place to enter into such
adebate.

Insteed, the following discussion will focus on indudtrid policy, i.e. the sdective
promotion of certain economic activities, usudly through state interventions, but often
involving increasingly indirect means such as officid endorsement or pro-active
responsveness to collective private sector initiatives. Arguably, industrid policy has been
an important feature of the emergence and trandformation of capitaism in most parts of
the world with some possibly notable exceptions (early British and Belgian capitdism).

Itisnow generdly acknowledged that thereis no sngle monalithic and
homogenous capitaism. Capitdism has nat only changed over time, but has manifested
itsdf differently in various parts of the world owing to various factors. The rgpid growth
of East Asain recent decades has led to agreat ded of discussion of an ogtensibly East
Asan capitaism, sometimes described as part of aflock of flying geese following Japan.
For different reasons, various observersin the nineties have suggested the distinctiveness
of Southeast ASan capitaliam in contragt to the rest of East Asa

From the eighties, and especidly in the early and mid-nineties, there has been
growing internationd recognition of the rapid economic growth, sructurd change and
indudtridization of the East Adan region, including four economies of Southeest Asia,
namely Singgpore, Mdaysia, Thailand and Indonesia. There has been atendency to see
Eagt Adaas much more of a coherent region than it actudly is, and a corresponding
tendency to see economic progressin the region as Smilar in origin and nature. Terms
such asthe ‘Far Eadt’, ‘ Ada-Pecific, ‘Pecific Asa, ‘East Asd, ‘yen bloc, ‘flying
geeZ, ‘tigers, ‘mini-dragons and so on have tended to encourage this perception of the
region as far more economicaly integrated and smilar then it actudly is.

Y oshihara Kunio (1988) argued that the fast growing Southeast AsSian economies
were characterized by ersatz capitaism because of the compromised and inferior role of
thelr sates, their treetment of ethnic Chinese and ther failure to develop better
technologica cgpabilities. Ruth McVey (1992) developed a nuanced overview of the
nature of Southeast Adan capitdists. The World Bank (1993) argued that the Southeast
Adan high performing economies were the preferable modd for emulation by other
countries seeking late development. Jomo K. S. et al. (1997) criticized the World Bank’s
cams, suggesting ingtead various problems associated with the growth experiences of the
very economies praised by the Bank.

The East Adan currency and financid crises of 1997-8 redicdly transformed
internationa opinion about the Southeast ASan capitalist modds, with praise quickly
trandformed into condemnation. Jomo (1998) has characterized the crises asthe
conseguence of internationd financid liberdization and rlated increasesin eesily
reversble internationd capitd flows. Y oshihara (1999) has since argued for the
necessary conditionsfor achieving echt -- ingteed of ersatz-- capitdiam.

This paper focuses on the experiences of Mdaysia, Indonesa and Thailand, three
economies of Southeast Asa that have been considered high-growth economies, aswell
as second-tier or second-generation newly indudtridizing economies (NIES) or countries
(NICs). Sometimes referred to asthe MIT economies, they share some common
characterigtics with Singapore, which isaso in the region. However, they are not only far



more advanced in developmentd terms, but aso quite different as a city-Sate heavily
reliant on trade and financia services besdes manufacturing.

Although the MIT economies of Southeast Ada are quiite heterogeneous, and at
rather different levels of development, the high growth economiesin the region have hed
some Imilar policies that distinguish them from the other high-growth economies of the
Eagt Adan region. Most importantly, the Southeast Adan high growth economies
(indluding Singgpore) have reied much more heavily on foreign direct invesment to
develop mogt of their internationally competitive indudtria capabilities. Trade policy
ingrumentsin the region have been less well formulated and implemented, with rather
mixed consequences, but have nonetheless been part of the region’sindustrid policy
gory.

While Singapore, like Hong Kong, has eschewed trade policy ingruments it has
used state-owned enterprises (usualy referred to as government-linked corporationsin the
idand republic) more than any other East Asan economy. Generdly, government
interventions in the region have, however, been influenced by a variety of condderations
bes des economic development and late indugtridization. Consequently, indudtrid policy
has dso varied in nature, qudity and effectiveness. Y, it will be shown that the
economies in the region would not have achieved as much as they have without sdlective
government interventions, including indudtrid policy.

Thenext part of this paper criticdly reviews the World Bank’ s (1993) influentid
sudy of the East Asan economic miracle, before the third section emphasizesthe
diversty of East Asan experiences and the sgnificance of recognizing this diversity for
drawing appropriate lessons. The following part stresses the inferiority of the Southeast
Adan experiences — compared to their other East ASan counterparts -- whichis
eaboraed in the following two parts. The fifth section advances the critique of Southeaest
Asian indudtridization, while the Sixth part extends the critique of Southeast Asan
economic development to other aspects besides indudtridization. The seventh section
eaborates on the 1997-8 Southeast Asan debacle in the form of currency and financid
crises, which seem to have brought an end to tak of the Southeast Asan miracle. The
concluding part identifies some new chalenges for a contemporary development Sate,
paticularly in terms of indudtrid policy options availadle.

TheWorld Bank’s‘East Asan Miracle
The most important and influentid document recognizing the rapid growth, structurd
change and indugtridization of much of East Asain the last three decades or more has
been the East Asian Miracle volume published by the World Bank in 1993. Asis now
well known (see Wade 1996), the World Bank did not commisson the sudy onitsown
valition, and with the Japanese dowdown of over adecade and the East Asan financid
crigs of 1997-98, there are many in the Bank who would now wish to disown the studly.
Infact, it appears that the study was undertaken by the Bank at the behest of
Shiratori, the Japanese executive director on the Bank’ s board. Shiratori had pointed out
the region’ s rapid growth and structurd change in sharp contrast to the Bank’s poor
experience with structurd adjusment programs (SAPS) in Latin America, Africaand
other parts of the world, and with the trangtions it was trying to engineer in Eagtern
Europe. The SAPs and trandtions had generdly turned out to be very problematic, even
resulting in severe recessonsin severd of these economies, or rather dow and
unimpressive growth rates dsewhere. Shiratori suggested that the Bank should learn and
draw lessons from the experiences of East Asawhere, by the early 1990s, more than haf
adozen countries had grown for e least aquarter of a century at rates exceeding Sx per
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cent per annum. Shiratori offered Japanese government funding for such a study, which
the Bank then undertook, apparently rather reluctantly.

Inits East Asan Miracle (EAM) sudy, the World Bank identified eight high-
performing Asan economies. Japan, the four firgt-generation newly indugtridizing
economies (NIEs) or countries (NICs), dragons or tigers, namely South Korea, Taiwan,
Hong Kong and Sngapore and the three second-generation South East Asan NICs,
namey Maaysa, Thaland and Indonesia. Interestingly, of course, Chinawas&ft out,
perhaps because the Chinese experience would upset the andlysis the Bank offersin that
volumein very fundamenta ways. The Bank study recognizes thet the likelihood of eight
relaively contiguous economies growing so rapidly for such asustained period of timeis
lessthan onein 60,000. Y ¢, it does not acknowledge the Significance of geography —
unlike the more recent 1997 Emerging Asa (EA) study led by the Harvard Indtitute of
International Development (HIID) for the Asan Development Bank (ADB).

With the EAM sudy, the Bank seemed to have shifted its podtion from the sort of
nec-liberadiism, or dmost extreme economic liberdism of the eighties, to acknowledging
an important developmenta role for the state in the 1990s. The Miracle study gppears to
have had alot to do with this shift, and this impresson has been reinforced by other Bank
activities and publications, especidly the 1997 World Development Report advocating
effective — rather than minimdis — states (World Bank 1997).

In the Miracle Sudy, the Bank identifies a least Six types of date interventions,
which it saw as having been very important in East Asa It approves of thefirst four,
deemed functiond interventions, and is more skeptica of the last two, deemed dtrategic
interventions. Functiond interventions are said to compensate for market failures, and
hence necessary and less digtortive of markets, while the latter two drategic interventions
are consdered to be more market-digtortive. The two types of drategic interventions
conddered are in the aress of finance, specificaly whet it calls directed (i.e. subsdized)
credit, and internationd trade, while the four functiond interventions the Bank gpproved
of are:

Ensuring macroeconomic discipline and macroeconomic balances,
Providing physicd and socid infrastructure,

Providing good gover nance more generdly, and

Rasng savings and investment retes.

It isvery important to compare what has actudly happened in East Asawith the
way the World Bank has presented this! Beginning with the importance of
macroeconomic discipline, thereis vary little dipute that mantaining macroeconomic
bal ances has been important in East Asa But what the Bank considersto bethe
acceptable parameters of macroeconomic discipline may be disputed. Onefinds, for
ingtance, that inflation was generdly kept under 20 per cent in the high-performing Asan
economies (HPAES), but it certainly was not dways kept below 10 per centin dl the
economies. In other words, single digit inflation was neither apolicy priority nor dways
ensured in some Eagt Asian countries during their high growth periods2

Similarly, when congdering other macroeconomic baances such asthe fisca
baance and the current account of the balance of payments, one finds that the balances
were not dways grictly maintained in the way the Bretton Woods ingtitutions now seem
to ingst on for much of the developing world. Maaysaand Thaland have had rdatively
high current account deficits throughout the nineties, while other countries with much
lower deficits were not spared the recent currency attacks and massive depreciation.



On physca and socid infragtructure, until the 1980s, the Bank would probably
have gone dong with what the East Asans have done. However, since the 1980s, the
Bank increasingly seems to be recommending private provison of physicd infrastructure,
With the exception of Hong Kong, most physicd infrastructure in East Asiahas been
provided by governments until fairly recently, when there have been the beginnings of
privatization in the provison of physicd infrastructure, which has become the basis for
powerful private monopolies associated with ‘ crony capitaisn’.

Therole of government has been extremely important in providing so-cdled
socid infragtructure and services in East Asa In some of its other documents, the Bank
seemsto acknowledge this, but nonethel ess recommends a more modest role for
government in the provision of socid infrastructure. For ingtance, the Bank recommends
universd and free primary education, but does not recommend the subsdization of
education beyond the primary leve, when the *user/consumer’ (Sudent) should beer the
full costs of education asfar asthe World Bank is concerned. Thiswould have had very
Serious conseguences in terms of human resource development, if one contragts that
recommendation with the actud experience of East Asa To give some sense of how
important government support for education has been beyond the primary levd, in Korea
today, over 40 per cent of young people of universty age attend universities. Thailand has
apercentage of closeto 20 per cent, Indonesia has 10 per cent, and mogt of the firgt-
generation East Adan NIEs have wdl over 25 per cent, generdly over 30 per cent.

The notion of good governance is quite ambiguous, and is often used rather
tautologicdly. When things are going well, there must be good governance, otherwise,
presumably, things would not be going well. So one does not redly have much of an
explandtion of good economic performance by smply invoking good governance,
dthough it iswiddy touted these days, sometimes ad nauseum There have been
important efforts to try to understand the factors contributing to good governance, and the
1997 World Devel opment Report has been important and useful in this regard. It seems
from the East Asian experience that what was caled ‘ srong government’, in Gunnar
Myrdd’ s sense, has been important, though the notion of ‘ strong government’ is often
misunderstood and wrongly assodiated with authoritarian government.®

The discusson of ‘embedded autonomy’ (Evans 1995) has become a useful way
to try to understand some conditions of good governance. Here, embedded-nessrefers to
theindtitutiona capacity and capakiility of the governments concerned to effectively
provide the co-ordination necessary for rgpid accumulation and economic transformetion.
Autonomy is primarily understood to be from ‘vested interests, ‘ specid interest groups,
‘digtribution coditions and ‘rent seekers who, in more favorable or conducive
circumgtances, would be able to influence public palicy to ther own advantage. Thiskind
of autonomy is consdered to have been very crucid in ensuring thet regimesin East Asa
could effectively serve as developmenta Sates.

Therole of the Sate in generating savings and encouraging invesmentsis aso
generdly agreed upon. However, much of the high level of East Asan savings actudly
comprises of corporate or firm savings, rather than just household savings. Household
savingsin East Adaare not spectacularly higher than in the rest of the world, except in
Mdaysaand Singapore. The difference in Mdaysa and Singgpore has been due to the
mandatory or forced savings schemes introduced in the late colonid period and the
reletively high proportion of the working dass or wage-owners as a proportion of the
labor force. The latter is particularly truein the case of Singapore, but is aso not
inggnificant in the case of Mdaysa The sgnificance of coerced savings needs mention



because of the popular view that the high savings and invesment rates in the region exist
because Eagt Asans are culturdly if not congenitaly thrifty.

The large contribution of high corporate savings implies thet firms have often
been able to enjoy very high profit rates due to government interventions, subsidies, tax
bresks and other incentivesfor particular types of investments favored by the
governments, enabling the firms concerned to enjoy higher ‘rents’. But what has been
mogt important is thet conditions (e.g. tax incentives and other inducements), largely
cregted by governments, have induced high rates of reinvestment of these huge profits by
these firms. How have these high rates of re-investment been assured?

In some countries in East Ada, these have been assured by having very drict
contrals on foreign exchange outflows. Capitd flight was made very difficult in some
countriesin East ASa, especidly South Koreaand Taiwan, during their high growth
periods. Also, by structuring laws o thet re investment of profits has been subject to little
or no tax & al, or by offering other incentives to undertake particular types of
investments, high levels of re-investment have been successfully induced.

In pursuing these supposedly functiond interventions, the East ASan governments
were not just market conforming, but instead played important roles which have been
more than Imply market augmenting, as suggested by the World Bank andlyss. On the
more controversd, so-cdled drategic interventions in finance and internationd trade, the
Bank dmost grudgingly concedes that finendid interventions have been important and
successful in East Adg, particularly in Northeast Ada— i.e. in Japan, Koreaand Taiwan.
However, the Bank implies that nobody dse is cgpable of successfully pursuing the types
of policies that the Northeast Asians successfully implemented because steate capabilities
in Northeast Asa have been dmost unique and are non-replicable.

Cresting the conditions for atracting investment, both domedtic private
investment as well as foreign invesment has had much more to do with reforming
incentives and governance more generdly to attract particular types of investmentsto
generate specific sources of economic growth rather than liberdizing financid markets as
such. Southeast Asian governments, notably Singgpore and Mdaysia, have especidly
sought to attract foreign direct invesment into areas where indigenous indudtria
cgpabilities were not expected to become internationaly competitive. Venture capitd
markets, rather than the usuad stock markets, tend to be more supportive of developing
new indudtria and technologicad capabilities

Why did the Bank give a positive evauation of financid interventionsin
Northeast Asa despite their clear violation of market norms? A few might suggest that
the evidence offers no other possible conclusion, but most observers would dispute this,
epecidly given the ongoing problems of the Japanese financia system. Another
explanation is the influence and unorthodox analysis of the last World Bank Chief
Economist, Nobd Laureste Joseph Stiglitz, who is credited with being the principa
author of this part of the Miracle study”.

Since the study had been funded by the Japanese Ministry of Finance (MoF),
some cynica commentators have suggested that it was hardly likely that the World Bank
would bite the hand thet fed it by negatively evauating the Minigtry’ s record. Given the
higoric rivary between the powerful and pregtigious Finance Ministry and the
bureaucratically wesker Minigiry of International Trade and Industry (MITI), recently
renamed the Ministry of Economy, Trade and Industry (METI), some Japanese suggest
thet it is not surprising thet the Bank study did not criticize the role of the Minigtry of
Finance of Jgpan, but was less sympathetic to MITI and internationa trade-rel ated
indugrid palicy.



The Miracle volume s eva uation of the record of Jgpan’sMITI and its
counterparts elsewhere in the region is more predictable, arguing that government
interventions have been trade-distortive and, more importantly, generdly unsuccessful in
East Ada, with some minor exceptions. However, contrary to the impression given by the
study, the Japanese, South Korean and Taiwanese governments did pursue import
subdituting indudtridization policies from the fifties, but soon pursued export-orientation
as well to ensure thet their indudtries quickly become internationaly competitive by
requiring argpid trangtion from import subgtitution to export-orientation.

In many cases, infant industries were generdly provided with effective protection
conditiond on export promotion, which had the effect of forcing the firms and industries
concerned to quickly become internationaly competitive. By giving firms protection for
certain periods, depending on the product, and by aso requiring theat they begin exporting
certain shares of output within Smilarly specified periods, gtrict discipline was imposad
on thefirmsin return for the temporary trade protection they enjoyed. In order to become
internationally competitive, such policies forced firms to reduce their unit production
cogts as quickly as possible, eg. by trying to achieve grester economies of scae and
accderating progress up learning curves. Requiring exports has dso meant that producers
have had to achieve internationd quality standards quickly, which imposed pressuresto
progress technologicdly in terms of product design and qudity as well as technologica
processes. With grict discipline impased, but aso some flexibility in enforcement, many
of these firms managed to rapidly achieve international competitiveness.

Eagst Asan Diverdty

It isingructive to condder some of the important differences among the East Agan
economies, particularly to consder whether al of East Asa has been proceeding
inexorably in the same basic direction in asmilar manner. Although the Bank does not
redly tout an East Asan modd as such, the Bank study has often been reed as offering
one, or perhaps two variants. However, more generdly, as suggested earlier, there has
been much talk about East Adain the singular, as condtituting aflock of ‘flying geesg or
even a‘yen bloc’ . Many observers even spegk of generic East Asan modds, approaches
or ways of doing things. In response to the financid criss snce mid-1997, as sentiment
on East Asa has turned sour, there have been smilar broadbrushed sweeping
generdizations about East Asan ‘ crony capitdism’.

While there certainly are many lessons to be drawn from the East Asan
experience, they certainly are far from congtituting a single model. Some of the mgor
differencesin East Asaare themseves very indructive. In the case of therole of foreign
direct investment (FDI), one finds tremendous contrasts, especidly between Southeast
Asaand therest of East Asa In the case of Singapore, FDI has condtituted about a
quarter of gross domestic capita formation. In the case of Maaysia, the proportion has
been about 15 per cent. At the other end of the spectrum, in the case of Jgpan and Koreg,
the percentage has long been below two per cent. Some of the other countries fall
between these two extremes, with very few near the mean for devel oping countries of
around five per cent. Those mogt successful in developing indudtrid capacities and
cgpabilitiesin East Asa— namdy Japan, South Korea and Taiwan — have hardly
depended on FDI, which has only played ardativey smdl role.

Thefar greater importance of FDI in Southeast Asia has been due to avariety of
reasons, which have not been entirdy economic. One of the reasons for the mgor role of
FDI in Singapore and Maaysiais politica. After Singapore seceded from Maaysain
1965, the regime decided that to ensure its own surviva, it would be best to attract



foreign investment in massive quantities to Singgpore, o thet the mgor foreign powers
would quickly develop a steke in the surviva of the Singgpore regime. Subsequently, of
course, this preference has been judtified in terms of improving access to the technology
frontier. In other words, political consderations have been a very important reason for
atracting, even privileging foreign investment in Singapore.

In the case of Mdaysa, the country haslong had ethnic rivaries and an ethnic
affirmative action policy. This has encouraged some policy makersto try to limit ethnic
Chinese control of the economy by encouraging foreign direct investment so thet the
proportion of ethnic Chinese control of the economy would be correspondingly reduced.
Again, onefinds a paliticd mativation for the important role of FDI in Mdaysia
Snggpor e and Mdaysa are, in some sense, exceptions, and these exceptions need to be
explained paliticaly, rather than Smply by economic consderations

Clearly, there is congderable diversty in the role and performance of public
invesments, including state-owned enterprises (SOES), in Eagt Ada, induding within
Southeast Asia In South Koreg, Japan and, of course, Hong Kong, Sate-owned
enterprises are hardly important today, but higtoricaly, sate-owned enterprises were
important in Japan a the end of the last century and early this century, before the Second
World War. Conversaly, however, one finds that state-owned enterprises have been
extremdy important in Singapore and Taiwan more recently. Again, thisis partly
explained by palitica factors, but there are dso economic considerations. And very
importantly, the performance of these state-owned enterprises has dso been quite
impressive.

In the case of Singgpore, for instance, the single largest Singgpore foreign
investor, in other words, the biggest Singgpore firm investing aoroad, has been the GIC,
the Government Investment Corporation. For quite a number of yearsin the 1990s, the
average rate of return for the GIC' sinvestments was higher then for al maor financid
invesment firmsin the City of London aswell ason Wall Street, which isno mean feat.
Such SOE success poses a chdlenge for those who indgt that sate-owned enterprises are
bound to fail because of property rights and principal-agent arguments.

Thereis dso tremendous diveraty in the role of indudtrid and technology palicies
in Eagt AsSa One extreme, of course, is Hong Kong, where there isrddively little
indudtrid policy, athough more than most opponents of indudtrid policy care to admit. It
is far more detailed and sophiticated in Japan and Korea at the other end of the spectrum.
In Korea, indusdtria policy islargely oriented towards large firms, whereasin Taiwan,
much more emphasis is given to medium and reldively smdler enterprises

There have ds0 been different orientations, emphases and insrumentsin
indudtrid policy in the region. For example, the role of trade policy has been very
important in dmog dl economies in the region except Hong Kong and Singgpore, while
financid policy has been important in dl the countries, induding Singapore, but again,
with the exception of Hong Kong. Since Hong Kong's reversion to Chinain mid-1997,
there have been many indications of the likely introduction of industrid policy for the
territory, presumably in line with its new status and Chind s envisaged role for the de-
indudridized financid center. There have dso been very important differencesin the role
of technology palicy in the region.

As noted earlier, the World Bank recommends thet the rest of the developing
world emulate Southeast Asia, not Northeast Asa There are very important differences
between Northeast Asia and Southeast Asia underlying the Bank’ s recommendations.
These differences compe us to recognize the achievement of the firs-tier East Adan
NIEs (induding Singgpore) — rather than the transformation of the second-tier Southeast



Asian NICs— asfar more impressive and superior in terms of economic performance.
Thefirg volume looks a some of the mgor differences.

Despite the much greater resource wedth of Southeast ASa, one finds that growth
performance has been superior in Northeast Asia over the long term. Over the period
dudied by the Bank, i.e. from the sixties until the early nineties, the average growth rate
in theformer was in the region of about eight per cent, compared to about Six per cent for
the latter. A two per cent difference, compounded over a period of aquarter century or
more, adds up to alot. Very importantly, exocegpt in Hong Kong (due to immigration from
Ching) and perhaps Singapore, populaion growth has been much lower in the former
compared to the latter. The immigration into Hong Kong and Singapore involves avery
high proportion of people in the labor force, thus raising the average labor utilization rate.
Palitical factors have dso ensured far more equitable distribution of economic welfare
than would otherwise have been the case in the fird-tier NIES, whereas such
condderations have been less influentia in the second-tier Southeast Asan NICs except
perhaps for Madaysia, owing to its ethnic ‘ socid contact’.

Hence, theimprovementsin per capitaincome and economic welfare have been
much more sgnificant in Northeast Asa, compared to Southeast Asa (with the exception
of Singgpore), despite the rdative resource wedlth of Southeast Asa. In other words,
what Southeast Asa has achieved has been less impressive in some critical ways.
Drawing from this contrast, some people now argue thet resource wedth is not ablessing
but acursein so far asit postpones the imperative to indudridize.

As noted earlier, Northeast Asa has generdly had much more sophisticated and
effective indudtrid policy compared to Southeast Asia. This accounts, in no smdl way,
for the very important differencesin industria and technologica capabilities between
Northeast ASa and Southeast Ada Also, Southesst Adan industridization is il
primaxily driven by foreign direct investment, whereas Northeast Asan indudridizaion
is primarily an indigenous phenomenon.

It isnow generdly recognized that Japan and the first-generation NIEs began to
indugtridize in the very spedific economic and political conditions of a particular Cold
War higtorica conjuncture. Northeast Asia grew rapidly in the immediate pos-war period
under a*security umbrella provided by the Americans, especidly after the Cold War
began. Besides subsdizing military expenditure and providing generous ad, the
Americanswere anxious for them to * succeed’ economically in order to be showcased as
atractiv e dternaives to those under communist rule or influence. Hence, the Americans
were quite happy to tolerate trade, finance, investment, intellectud property and other
palidesviolaing laissez faire market or neo-libera economic norms thet they are now
strongly opposed to, especidly with the end of the Cold War.

These favorable conditions are Smply not available to others, and hence, ther
experiences are said to be dmogt impaossible to emulate. To discourage other developing
countries from trying to emul ate the first-generation East Asan NIEs, it is now often
argued that their state cgpabilities have been dmogt unique and it is virtudly impossible
for any other governments to successfully emulate them. The more cultura explanations
suggest that this has something to do with the East Adan Confucian legecy of
meritocracy.

However, it isimportant to remember that the supposedly Confucian Kuomintang
government of Taiwan was the same regime driven out of mainland China by the
communists because of itsincredible incompetence and corruption. One could say the
same of the Rhee regime in Korea in the fifties aswell as the Chun and Roh regimesin
the eighties. Japan has hardly been scanda-free in recent years and most observerswould
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trace recently disclosed abuses to the nature of post-war Japanese palitical economy. The
uperior policy making and implementation cgpabilities of the Northeast ASan decison
maekers was, a least until recently, widdy acknowledged, but this, in itsdf, does not

prove the existence of thoroughly competent and incorruptible policy makers.

Thereisdso the clam that East Asa cannot be emulated owing to its very
different initid conditions. Such differences are red, but often exaggerated. Thereisno
doulbt that Japan as well asthefirg-tier East ASan NIES can now be distinguished by
higher levels of educationd achievement. For example, however, the leve of literacy in
Koreain 1950 was lower than the literacy rate in contemporary Ethiopia, which has one
of the lowest rates in Africatoday. The level of education achieved by contemporary
South Koreans reflects the tremendous investments put into devel oping human resources
in East ASain the post-war period as East Asawas not generdly that far ahead in the
immediate post-war period despite, or perhaps even because of its (ditist) Confucian
legecy. But by the end of the 1960s, literacy rates had gone up tremendoudy for the first
generation East Asan NIEs after tremendous resources had been put into education in the
preceding two decades.

In discussing initid conditions, some fortuitous circumstances must aso be
conddered. Jgpan, South Koreaand Tawan dl had reatively virtuous American-
sponsored land reforms soon after the end of the war (e.g. see Hsa0 1996). 1n Jgpan,
there dso was sgnificant redigtribution of other non-land assets, most notably, of the pre-
war and wartime zaibatsu indugtrid conglomerates. Much of the mativation for such
redigtributive reforms was, of course, anti-communig, i.e. to undermine and minimize
support for the communigts by those desiring asset redigtribution.

The implications of asset redigtribution in Jgpan were tremendous. Ironicdly, the
Americans were not uninfluenced by the left, partly because of the nature of the wartime
anti-Axis dliance and the nature of the mogt influentia scholarship avalable (Tsuru
1993). During the post-war American occupation of Japan, it was widely presumed that
the zaibatsu ‘ military industria complex’ had been responsible for the militarization of
pre-war Japan. So the Americans decided to dismantle the zaibatsu, and forcibly broke
family control of the zaibatsu, sdling off the assats in interesting ways with important
consequences. To ensure popular acceptance of this policy, first prefererce was given to
employees, and then to locd communities, thus deve oping worker and community stakes
in the companies and the basis for what is now called a stakeholder economy.

Thus, the stakeholder economy was crested by ddiberatdy redigtributive policies
that have had many outcomes now consdered to be peculiarly Japanese. Similarly, many
now acknowledge the influence of the ‘*humean relaions schoal of industrid relaions on
the post-war development of guaranteed life-long employment and the seniority wage
system, both of which have effectively developed a strong employee commitment to the
fate of their firm. There are many other ostensibly peculiarly Japanese feetures. Many of
these were not features inherited from the Edo period or even devel oped autochthonoudy
during the Meiji period. Quite afew are actudly reatively recent innovations, with rather
Virtuous consequences.

Southeast Asian Ugly Ducklings?

Before the currency and financid crises of 1997-98, the Southeast ASan second-tier
newly indugtridizing countries (N1Cs) were being celebrated by the World Bank (1993)
and others as the new models for emulation by other developing countries. Inits
influential 1993 publication, The East Asian Miracle, the Bank argued that eight high
performing Asan economies (HPAES) -- Japan, South Korea, Tawan, Hongkong,
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Singapore, Maaysa, Thaland and Indonesia-- had achieved sustained and equitable
export-led high growth and rgpid indudtridization.

The Bank and others have suggested that owing to various exceptiond
characterigtics of thefirst five HPAES, the last three Southeast Asian HPAEs were the
most gopropriate examples for other developing countries to emulate. Implicit in this
recommendation was the clam that the achievements of the Southeast Asan three (MIT)
countries of Maaysia, Indonesaand Thailand were Smilar to and comparable with the
other HPAEs in terms of growth, structurd change and indudtridization. The MIT
economies’ indudtridization records (Jomo et al. 1997; Jomo 2001) have been
sgnificantly different from and inferior to those of the other HPAES, especidly Japan,
South Koreaand Tawan, aswell as Singapore.

Closer examination suggests that the experiences of the MIT economies aswell as
Hong Kong and Singapore more dosdly gpproximeate the export-led growth modd than
those of Jgpan, South Koreaand Taiwan. The latter gppear to have promoted exports
very actively while aso protecting domestic markets, at least temporarily, to develop
domedtic indudtrid and technologica cgpabilitiesin order to compete internationdly.
Thisgtrategy of temporary effective protection conditional upon export promotion
(EPconEP) can hardly be equated with trade liberdization. Recent nec liberd criticisms
(Baer, Miles and Moran 2000) of atempts by an earlier generation (e.g. lan Little, Jagdish
Bhagwati, Anne Krueger) to accommodate the Northeast Asian EPconEP experience
within their fundamentaist free trade advocacy paradigm, have exposed the intellectud
sophidtry of neo-classca trade economigtsin trying to explain avay the Northeast Asan
success in export promation in conjunction with nationd market protection.

The Miracle volume and its supporting Sudies have implied and argued thet
Southeast Asa began to take off after it embarked on trade liberdization in the mid-
eighties. Hence, the mid-eighties have been portrayed by the Bank as a period of
economic liberdization and deregulation leading to economic recovery and rapid growth
and indudtridization. Unfortunately for the Bank, the facts do not support its claims
(Jomo 2001). There certainly was some deregulation during this period, but there dso was
some new private sector -oriented regulation, more gppropriate to the new indudtrid
policy priorities of the governments of Singgpore, Maaysia, Thalland and Indonesa

However, given internationd trends and pressures in recent years, trade
liberdization has become increasingly inevitable. But by pro-actively anticipating the
goparently inevitable, some advantage may be regained by ddliberate sequencing and
timing of trade liberdization. Unfortunately, many trade policy ingruments have been
excluded by recent trends in internationa trade governance and are no longer avallable as
options for governments. For example, loca content requirements were phased out with
the conclusion of the Uruguay Round of negotiations under the General Agreement on
Taiffsand Trade (GATT). However, despite consderable diminution, there dill remains
some scope for trade policy initigtivesin support of indugtria policy.

Thus, the East AsSan miracle was characterized as principaly due to open
economic policies. However, as shown earlier, there is a big difference between open
economic palicies and export-led growth srategies. And as other sudies suggest, while
exports tend to rise with trade liberdization in the short term, imports dso tend to rise
srongly, especidly if the domestic currency appreciatesin red terms. Thus, trade
liberdization tendsto limit or only weekly supplement domestic effective demand.

Hence, whileincreased internationd trade may enhance growth, the added stimulus tends
to be much less than presumed by proponents of trade liberdization. Despite efficiency



gains from trade liberdization, increased exports do not necessarily ensure stronger
domestic economic growth, i.e. export-led growth.

Besdes more modest growth as well asindudtridization, there has aso been much
higher Southeast Asian HPAEs (induding Singaporean) reliance upon foreign direct
investment (FDI) compared to Japan, South Koreaand Tawan. The much greater
Southeast Asian dependence on FDI raises disturbing questions about the actud nature of
industrial and technological capacities and capabiilities in these countries, especidly in
their most dynamic and export-oriented sectors. This, in turn, raises concerns about the
sudtainahility of their growth and indudtridization processes, especidly if they are later
deemed less attractive as sites for further FDI, e.g. as more dtractive dternaive locations
become available.

Southeast Asa’s Ersatz Industrialization

The conditions contributing to and the nature of indudtridization in the four Southeest
Asan economies of Mdaysia, Thailand and Indonesia have been criticaly assessed
(Jomo [ed.] 2001). Theinclusion of these three economies as three of the World Bank’s
(1993) eight high performing Asian economies (HPAES) requires closer comparison with
the record of Jgpan and the four firs-generation or firg-tier East Asan newly
indudrializing economies (NIEs) of South Koreg, Taiwan, Hong Kong and Singgpore.

Southeast Asan — especidly Singgporean -- indudtridization has been far more
dominated by foreign capita, and has, as a consequence, lessindustrid and technologicd
cgpatilities that may be consdered indigenous or to be under nationd control. The
efficacy of indudtria policy has thus emerged as the primary determinant of the ability of
different nationa economies to take advantage of trans-nationd capitd’ s relocation of
productive cgpacitiesin the region. The variety of economies and experiencesin
Southesst ASa offers vauable ingghts into various industria policy instruments, the
circumstances in which these may work as well as the importance of rdeively un-
compromised, competent and effective state capacitiesin ensuring desirable industria
policy outcomes.

The indudtridization experiences of Maayda, Thailand and Indonesia have seen
various wesknesses and abuses of government intervention (Jomo 2001). ‘ Good
indugtrid policy has been crucid for encouraging technologica progress in some
resource-based industries as well as for attracting desired (mainly foreign) investments for
manufacturing exports. Southeast ASd s greeter reliance on foreign direct investment
(FDI) for export-oriented indudtridization hes dso limited indigenous indudtria and
technologica cgpabilities

Contragting initid conditions in Southeast Adawith the firs-tier East Adan
newly indudtridizing economies (NIEs) (Booth 2002), one finds that many conditions
were more favorable for the latter, though they were not very unfavorable for Southeast
Asa Southeast ASan economies are, in anumber of important respects, very different
from Jgpan, South Korea and Taiwan, while Southeast ASa’ s economic progress and
future are more related to its pagt, than to its geographic location. This chalengesthe
view that the region forms part of a successful ‘ East ASan modd’, with common lessons
to offer other parts of the developing world. It is especidly important to acknowledge the
grester commitment and efforts of the first-tier NIES to education and training. This
suggests that insufficient seconcHier Southeast Asan NIC effortsin thisregard are likely
to limit the potentia and pace of technologica progress, labor productivity growth and
indigenous industrid capability development in the region.
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Southeast Adan indudtridization’s much heavier rdliance on foreign capitd to
provide indudtrid and technologica capatiilities has tremendous implicationsfor
sudainable indugtrid progressin the region. The countries potentid for sustaining
industrid devel opment has been congrained by the interests and Strategies of the
transnationd corporations concerned as the latter respond to a charging world economy
offering new opportunities globaly (Chandrasekhar and Ghosh 2001). Southeast ASan
industriaization thus provides evidence of the soread and growth of capitalism on the one
hand as wdl as the dominance of foreign capitd in the region on the other. Thus,
Southeast Asan indusdtridization does not contradict, but rather confirms dlassicd
theories of internationd politica economy.

Despite various wesknesses, the Southeast Asian brand of ersatz capitdisn —
dominated by crony rentierism— has sustained rgpid growth and some indudtridization
in the region for at least three decades (Rasiah 2001). However, Southeast ASan
industrid progress may have become less sustainable as export-oriented indudtridization
in the region has been thr eatened by economic globdization, particularly financid
liberdization. Failure to recognize the true nature of the processes of accumulation and
growth in the region — obscured by ideologicdly tinted perspectives— has prevented
the desgn and implementation of adequate pro-active Srategies of well-sequenced
liberdization in the face of the gpparently inevitable opening of these economiesto
economic globdization.

State interventions of various kinds have been integrd to Mdaysaand Thalland's
ambr ace of foreign investment-led indudtridization. While reaxing restrictions on equity
ownership, both countries have used new incentives and infrastructure to influence the
content of foreign investment and production activity within their borders. These efforts
have intersected with changes in the Srategies of Japanese, East Asan, and US
transnationa corporations (TNCs), many of which have developed integrated regiona
production networks. Y &, diverging policy reformsin Mdaysaand Thaland imply
cantragting politica relaions between ate and private business dites (Felker 2001).

Maaysaand Thaland have performed differently in the face of common
opportunities for FDI-led indudtrid change. Madayda has fosered rapid upgrading in the
technologica content of foreign manufacturing, but Maaysanowned indudtry has
remained margind in most manufacturing indudtries. Thaland hasfailed to aitract higher
technology FDI, but has preserved a modest role for Tha indudtria enterprises. These
different petterns of industridization reflect digtinct politica patterns. Mdaysias
‘internationdis’ strategy has reied on the capabilities of an autonomous, interventionist
date, while stronger business influence in Thailand has bolstered indigenous capahility
building.

How have Southeast ASan corporaions financed their investments and what has
been the role of systems of indudtrid finance and governments in this process? Rudolph
Matthias (2001) suggests that the corporate sectors in industrializing countries finance
ther investmentsin ways remarkably smilar to those in advanced countries. Although
there has been margindly grester use of stock market financing, the patterns that emerge
ae, in many respects, smilar to those of advanced countries. Hence, theseindudtridizing
countries can be consdered as either ‘marketbased’ or * bank-based'. In Southeast Asia,
Thailand relies predominantly on externd financing from bank loans, asisthe casein
Japan and Korea, whereas Mdaysia, like the UK and the US, finances alarge proportion
of itsinvestments from retained profits (corporate savings), which Akyuz and Gore
(1994) have identified as the typicd East Asan financing mode.



With rgpid economic growth since independence in 1957, the Maaysian financiad
system has experienced tremendous change. Since independence, the role of the financid
system has been transformed from primarily financing trade to mobilizing and channding
financid resources more effectively in order to finance new productive ativities,
particularly the manufacturing sector, which has provided the main impetus for economic
growth. Chin Kok Fay (2001) criticaly reviews the Maaysan experiencein indudtria
financing and identifies severd features of banking regulation and priorities thet have
limited its effectivenessin providing long term resources for manufacturing sector growth.

Evauating the role of fiscd incentives as an industria governance mechanismin
Madaysia, Anita Doraisami and Rgjah Rasiah (2001) argue that gererous fiscd incentives
since the late 1960s have atracted subgtantia export-oriented manufacturing investments
that have helped generate employment. The export incentives for foreign firmsremain
very generous, but are generdly not effectively tied to specific policy objectives, such as
increasing va ue-added, enhancing backward and forward linkages or raising export
cgpabilities. They argue that the incentives offer too much carrot and not enough stick,
and doubt if the incentives offered actualy generate more benefits than the revenue
foregone. In fact, many of the incentives seem to be redundant, suggesting that the overal
regime has been poorly conceived and not rationdized. Given the high opportunity costs
involved and the digtortions created, they suggest that some of these incentives should be
withdrawn and replaced by others which are more tightly targeted and more Strictly
performance-basad to ensure more va ue-added manufacturing.

Thalland's long-term economic performance has made it one of the devel opment
success gories snce the 1960s. Conventiona neo-liberd wisdom atributes Thailand's
success to getting the basics right -- successive governments maintained macroeconomic
dability, got prices right, provided public goods (infrastructure, education, public hedth and
family planning), and left growth to the private sector. When policy mekers deviated from
laissez faire asthey did with indudrid policy, the intervention was limited, incoherent and
characterized by rent seeking, according to neoiberds, who then concluded thet it has
been ultimately irrdevant to Thai performance. Ingteed, Tha industria (micro) policy
intervention has been sdective, extensve and effective. Michad Rock (20014) highlights
consgtent selective interventionsin agriculturd markets, including markets for agre
indugtrid exports, successtul industry and firm specific interventions besides industria
palicy to promote non-traditiona manufacturing exports from the 1980s.

Smilaly, the neo-liberd interpretation of the Indonesian state suggests that
indugtrid policy was incoherent, subject to rent-seeking, and irrdlevant to Indonesia s pos-
1966 development success. Rock’s (2001b) andyds of date interventions demongtrates thet
such over-amplification overlooks the dit€' s success in transforming the colonia economic
heritage by usng sate resources and selective intervention to creste a more diversified and
indugtriaized economy. He shows how nec liberds have overlooked important examples of
effective sdlective intervention. Without these, there is reason to doubt whether Indonesia
could have become a second-tier newly industridizing country (NIC).

More than any of its Southeast Asan neighbors, Singapore has achieved very
rapid indudtridization over the last three and a haf decades. Singapore s strong
meanufacturing performance has relied heavily on invesment by multinationd
corporations (MNCs), with foreign-owned manufacturing firms accounting for more than
70 per cent of total manufacturing output since the 1970s. Manufacturing in Singgpore
has a0 witnessed very rgpid technologica development, progressing from relaively
smplelabor-intensive assembly to increasingly capita-intensve and technologicaly
complex indudtries.
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While ill heavily dependent on foreign TNCs, Singgpore has aso deve oped
indigenous manufacturing capabilitiesin certain sectors with policies and programsto
assig locd enterprises. Singapore sindudtrid policy has largely focused on infra-
structura support, human resource devel opment and promoting investmentsin high
va ue-adding manufacturing activities, mainly by foreign firms. Singgpore sindudrid
policy has thus contributed sgnificantly to the development of the country’s
manufacturing capabilities, off ering interesting lessons for other developing countries
condrained by few natura resources and a smdl domestic market.

Singgpore sSate-led growth strategies as wel astherole of state-owned
enterprises (SOEs) have fadilitated various phases of industria restructuring, induding
the trangition to duster-based deved opment as wdll as regiondization (Low 2001).
Singapore sgovernment-linked companies (GL Cs) have displayed arare successin
augmenting rather than draining fiscal resources, and have actudly played alimited, but
nonetheess crucid role in transforming the manufacturing sector. The GLCs have
primarily been active in areas deemed to be of strategic importance to the country, thet
neither foreign investors nor loca entrepreneurs were willing to enter. Together with
transnationd corporaions (TNCs), GL Cs have helped Singapore to develop effective
indugtrid policy and to achieve internationa competitiveness. Sngapore' s date-led,
cluster-based indudtrid devel opment sSrategy and market-augmenting indudtrid policy
have been flexibly developed and changed over time.

Southeast Asian development experiences have been dmogt as diverse as those of
the other four high performing Asian economies (HPAES) identified by the World Bank
(1993). Jamo et al. (1997) argued that the Southeast Asian high-performing economies have
been less successful in developing indigenous indudtria and technologica capabilitiesfor
various reasons. This seemsto be partly due to the greater reliance on foreign direct
invesment (FDI) in the region for political aswell as other reasons. Southesst Asa's
indugtridization isdso lessimpressive in other respects, probably due to its greater natural
resource wealth and consequently weeker imperative to indudtridize.

Industria policy has been less daborate, efficient and effective in the three Southeest
Asan second-tier newly indudtridizing countries of Mdaysa, Thaland and Indonesiaas
compared to Japan and the firg-tier East Adan newly indudridizing economies, except for
Hong Kong, but induding Singgpore. Thisis partly because date intervention in Southeast
Adahas been far more abused, and hence, often serioudy compromised by politicaly
influentid busnessinterests. Y, it would be a mistake to throw out the baby with the beth
water by condemning dl indugtria policy in the region. Despite various abuses and other
wesknesss in implementation, some industria policy has been crucid to Southeest Asa's
rapid economic growth, sructurd change and lateindudridization (Jomo et al. 1997).

Southeast Asian Paper Tigers?

Other aspects of the Southeast Adan devel opment story and its suitability as amodd for
emulation have been criticaly considered. In the aftermath of the 1997-98 regiond
finandial crises, various lessons have been drawn from the financid crises. The origins
and implications of the recent Southeast Asian debacle can be traced to poorly concelved
and sequenced financid liberdization that attracted massive, but easily reversbleceapita
inflows into the region (Jomo 2002a). As esawhere in the region, cgpitd inflows
increased subgtantidly with internationd financid liberdization, especidly just before

the criss began in mid-1997. Cgpitd inflows tended to raise foreign reserves, domestic
credit availability as wel as exchange rates.



The combination of increased capitd inflows, credit expanson and exchange rate
gppreciation raised aggregate demand more rapidly than GDP, further increasing the
current account deficit. While additiond credit availability due to capitd inflows may
well have stimulated total spending due to increased domestic investments, such inflows
aso supported consumption booms (with high import contents) as well as speculaive
asset (stock or property) price bubbles. Such temporary increases in demand could not be
sustained asthe greater externa deficit was not sustainable. Worse lill, capita flight
began as the bubble began to deflate, in a sort of vicious cycle, and was accderated by
panic induced by regiond contagion from the collgpse of the Thai bath from early July
1997. Weskened prudentid regulation encouraged panic, resulting in massive capita
flight, facilitated by the preceding financid liberdization.

Increased private sector demard growth due to trade and finencid liberdization in
the absence of strong contributions from the public sector or from abroad has often
contributed to import-led consumption booms, adversdy affecting domestic privete
savingsrates. Such increased consumption was encouraged by chegper imported goods
due to import liberdization and redl exchange rate gopreciation in the region before the
1997-98 crises. It was adso enhanced by domestic credit expansion due to increased
foreign bank borrowings as wdll asdomedtic financid liberdization.

Centrd banks in the region fell short of the new challenges posed (Hamilton-Hart
and Jomo 2002). Nationd leve centra banking faced aradicdly different Stuation with
the new internationd monetary system that emerged after the US abandonment of the
Bretton Woods framework in 1971. Further internationd financid liberdization from the
1980s added to the new problemsto be dedt with by nationd monetary authorities
precisgly when the role of government was coming under more pressures for economic
liberdization. Regulatory reform smply falled to rise to the new chalenges posed by the
new internationa aswell as domestic Stuations.

To emphagze therdle of finencid liberdization in cregting new conditions which
led to the 1997-8 crisesin the region is not to exempt the nationd authorities from
responghility atogether. As Jossph Lim (2002) argues, it would be erroneous to view
countriesin the region as innocent bystanders who bore no respongbility whatsoever for
wheat happened. Criticdly congdering various macroeconomic dimengons of the crigs,
he rgects not only the IMF s orthodoxy, but dso currently popular views emphasizing
liquidity problems or systemic failure. Insteed, the region’s vulnerability to crisswas
due to irresponsible earlier policies with important adverse macroeconomic implications.
After rgecting the IMF view, and, by implication, the dominant view in financid
markets, he assesses the liquidity crisis view as well as the systemic failure perspective
more sympatheticdly. Findly, he proposes areturn to Keynesan andydss, induding
recognition of the role of investor confidence or *anima oirits .

Lim reviews and rgects various myths about the regiond crises such as

the crises could be overcome smply by reducing aggregate demand

financid markets are dways efficient and rationd

the crises were mainly due to too much gtate intervention or lack of transparency

palitical and socid gability areirrdevant to economic criss

the dichotomy between financid and red sectors of the economy insulates the latter
from the former’ s problems

the East Adan growth modd was sustaingble indefinitely

Earlier work (Jomo [ed.] 1998) has focused on the dangers of ill concelved and
poorly sequenced financid liberdization, both a nationd and internationd leves. Itis
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now well known how the currency cris's -- which began in Bangkok in July 1997--
rapidly spread to the rest of the region, with devastating conseguences for financid
sysems and red economies. These externd shocks to financid systems -- made
vulnerable by ingopropriate liberdization -- precipitated domestic recessonsin turn as
internationa conditions became unfavorable on other fronts as well.

These sudden downturns were primarily due to systemic liquidity shocks as earlier
aset price inflations were suddenly reversed or initialy gradud reversdsrapidly
accderated. Thus, regiond contagion from Thailand' s baht deva uation caused regiond
currency and then finarcid system crises. Panicky investors and lenders suddenly
withdrew capitd from aregion that had become reliant on net capitd inflows. The assst
price bubbles had been built on financid houses of cards, that collapsed with devadating
effects for the red economy, not only due to liquidity drying up, but also because of
reverse wealth effects.

Besides examining the origins of the 1997-98 financid crises, the various policy
responses as well as economic recovery records have been criticaly assessed (Jomo
2002b). Economic orthodoxy exacerbated the crises by ingsting on higher interest retesto
defend exchange rates, which worsened contractionary tendencies. Market aswell as IMF
ingstence on balanced budgets dso meade things worse. Economic recovery in 1999 and
2000 has been srongest in Koreaand Mdaysa where governments successfully
embarked on reflationary policies. The mgor chdlenge ahead isfor the region’s battered
economies and authorities to put in place new inditutions and mechanismsto embark on a
new stage of rgpid indudtridization and catching-up more generdly.

Besdes andyzing the regiond financid crises and itsimpact, critical assessment
of the red economy must go beyond earlier critiques of the Southeast Asian economic
miracle. The economic downturn in Southeast Asa during 2001 underscores the
importance of critically consdering the pre-crisis miracle and the problematic prospects
for returning to or sustaining the earlier high growth and rapid indudtridization trgectory.
Criticdly reviewing the MIT economies experiences with export-led indudtridization
before the crisis, Rgah Rasiah (2002) extends earlier critiques of Southeast ASan
indudridization (eg. Jomo et al., 1997). Theissuesraised are not only important for
serious congderation of the suitability of the three as models for emulation, but aso pose
questions which will need to be addressed if the current economic recovery isto be
sudtained for anew episode of rgpid growth and indudtridization.

Various officid effortsto accelerate industria technologica progressin the region
have met with mixed, but generally modest success (Felker 2002). Dometic politica
priorities have often neglected technology policies, while palicy initiatives have aso bem
condrained by the nature of the governments concerned.  All too often, technology
policies have not been sensitive enough to sector or industry specific conditions. The
soope for discretionary policies has aso been increasingly limited by globa regulatory
frameworks with enforcement capacities set and effectively coordinated by internationa
organizations, often in reponse to investor interests and lobbying. Nonetheless, thereis
gl scope for and potentid of informed and gppropriate technology policies in the region.

The changed internationd investment environment in the East Asian region, with
accd erated globdization and economic integration in the last decade, includes fresh
condraints imposed by new internationd regulations and commitments aswell asthe
more sophidticated industries in some of these economies (Felker and Jomo 2002).
Investment policy reform was dreedy occurring before the 1997-98 crises. But in the
aftermath of the crises, induding the conditiondities impased by the IMF on Thailand
and Indonesiafor emergency credit facilities, new congraints have been introduced.
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Attracting new greenfied investments to restore and sustain growth aswell as sructurd
changeisdl the more urgent as so much more recent foreign direct invesment (FDI) in
the region has involved mergers and acquistions, induding ‘fire-sde FDI’, with little
prospect of superior management, but instead, the red possibility of asset<ripping.

Most accounts of the East Asan miracle have emphasized the key contributions of
educationd effortsin raisng the qudity of human resources throughout the region.
Southeast ASan educationd achievements have generdly been greetly inferior to those of
the other HPAES (Booth 2002). Thereislittle evidence that the region’s achievementsin
human resource devel opment have contributed crucidly to the rgpid growth and
indugtridization it has undoubtedly experienced. Ironicdly, the country with the highest
share in tertiary education in the region, the Philippines, has not hed aparticularly
impressive economic growth record, admittedly for a complex variety of reasons.

These findings and comparisons reguire a reconsderation of the widespread
presumption that Southeast Asia has been together with the rest of the East ASan region
in its human resource development achievements. Uneven educationd achievementsin
the region aso chdlenge the facile policy recommendation that governments should
concentrate on enhancing human resources, but only subsidize primary schooling. There
isaso congderable cause for concern that rapid structurd change, indudtridization and
productivity gains may not be achievable in the future owing to the region’s limited and
more modest educationd efforts.

Clearly, South Korea and Taiwan have nat only achieved far more than the MIT
economies in terms of growth, indudtridization and structurd change, but Northeest
Adan inequdity has been sgnificantly lower aswell. The former two's better economic
performances were due to more effective government interventions, epecialy sdective
indugtrid palicy, while the lower inequality was due to Sgnificant asset (especidly land)
redigtribution before the high growth period. Thereis dso evidence that economic
liberdization in recert years may well have exacerbated inegudlities throughout East
Asa

From Flying Geese to Sitting Ducks

Although critica of the Southeast Asian record and potentid, Jomo et al. (1997) did not
anticipate the Southeast Asian debacle of 1997-98, partly because it was not principally
dueto afailure of the red economy despite various recognized economic weeknesses.
Although some of the weeknesses identified did make the region economicaly
vulnerable, neither volume addresses one crucid implication of the grester role of foreign
capitd in Southeest ASa, especidly in light of some globdization trends that became
more pronounced in the 1990s. As previoudy noted (Jomo 1998), dominance by foreign
trans-nationd's subordinated domedtic indudtrid capitd in the region, dlowing finance
capital, both domegtic and foreign, to become more influentid in the region.

Attracting foreign direct invesment (FDI) should be andyticdly digtinguished
from capitd account liberdization. Chile, which has been very FDI-friendly, hasimposed
fairly onerous obstacles on essy exit, probably limiting capita inflows, especidly of a
short-term nature. Capital account liberdization has come under renewed condderation
after the East Adan financid crigs snce mid-1997, precipitated by an eventudly
successful currency attack on the over-valued Tha baht and greetly exacerbated by herd-
like panicky withdrawals from the entire Southeast Asan region, inducing currency and
stock market collapses (Jomo 1998) °. Since those who control finandia assetsusualy
enjoy digproportionate politica influence in mogt contemporary economies, epecidly in
most developing countries, liberdizing financid markets done, without offering
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aufficient inducements for anet inflow of portfolio invesments may well cause grester
movements out rather than in.

In fact, finance capitd developed a complex symbiatic reationship with
politicaly influentia rentiers, now dubbed ‘ cronies' in the aftermath of 1997-98.
Although threatened by the ful implications of internationd finandid liberdization,
Southeast Asan financid interests were quick to identify and secure new possibilities of
capturing rents from arbitrage as well as other opportunities offered by gradua
internationd financid integration. In these and other ways (e.g. see Gomez and Jomo
1999; Khan and Jomo 2000), transnationa dominance of Southeast Adan
indugtridization facilitated the ascendance and consolidation of financid interests and
paoliticaly influentia rentiers.

Thisincreasingly powerful dliance was primarily respongble for promating
financid liberdization in the region, both externdly and internally. However, in o far as
the interests of domestic financid capitd did not entirdly coincide with internationd
finance capitd, the process of internationd financid liberdization was necessily partid.
The processes were necessarily dso uneven, consdering the variety of different interests
involved and thelr varying strengths in various parts of the regon.

Higtory too was not unimportant. For example, the banking crissin Mdaysain
the late 1980s served to ensure a prudentia regulatory framework which checked the
process from becoming more like Thalland's, where caution was thrown to the wind as
early externd liberaization measures succeeded in securing capitd inflows.

Y e, in both countries, such flows were desired to finance current account deficits,
principally due to service account deficits (mainly for imported financid services aswell
as investment income payments abroad) and growing imports for consumption and output
of non-tradables, mainly in the property (redl estate) sector. Thereislittle evidence that
such capita inflows contributed significantly to accderating the pace of ecanomic
growth, especidly of the tradable sectors of the economy. Ingteed, it is likely that they
contributed greetly to the asset price bubbles, whose inevitable deflation was accd erated
by the advent of crisis with such devastating consequences.

There are important lessons to be drawn from East Ada, but dearly, thereisno
modd as such, and most certainly, not one that cannot distinguish the different
experiences of Southeast Asa For anumber of other reasons aswell, it does not make
much sense for anybody or any other country to think in terms of trying to emulate any
particular economy in the region or East Asamore generdly. There are dso reasons why
most other developing countries will find it impossble to emulatie East ASaeven if they
want to. Neverthd ess, some important lessons can be drawn from the Southeast Asan
experiences. Such lessons are best drawn from careful andlysis rather than more cavdier
broad-brushed generdizations about a rather diverse region.

New Challenges for Industrial Policy
Mgor developments since the 1980s have fundamentaly changed the environment and
conditions for sdlective indugtrid policy. Maost importantly, economic liberdizetion -- at
both nationd and internationd levels -- has serioudy congrained the scope for
government policy interventions, especidly selective indugtrid promotion efforts. Thisis
especidly gpparent in internationa economic reletions, but is aso true of the domestic
policy environment, where IMF palicy conditiondities and WTO membership obligations
have radicaly transformed the scope for nationd economic policy initiatives

There has been a widespread, sweegping and rapid opening up of trade, investmernt,
finance and other flows. Very often, such liberdization has been externdly impased by
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the Bretton Woods ingtitutions 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
the financid crises since the mid-1990s. Various imposed policy packages for (price)
gabilization in the short term or for structura adjustment in the medium term have
involved such conditiondities The new intellectua and policy environment which
emerged during the 1980s— under Reagan and Thatcher — culmineated in the so-cdled
‘Washington Consensus, which has promoted such policy reform.

Invarigbly, the circumstances of such policy changes aswell asthe limited policy
cgpabilities of the governments concerned have meant thet little preparation in termsof a
pro-active srategy or trangtiond policies to anticipate and cope with the implications of
Sudden exposure to new internationa competition. Few tools of the indudtria policy
ingruments of the pagt are viable or feasble options today, incuding many that were used
successtully in different circumstances in post-war East Asa Many, if not most of the
main indugtrid policy tools Hill avalable are dready intensvely used by most advanced
indudtrid economies, incdluding those that publicly reject selective indudtria promotion.
Mogt advanced economies have a plethora of policies and indtitutionsinvolved in
research and development (R& D), skills training, investment promotion and infragtructure
provison, eg. for the new information and communication technologies (ICT).

Such policies are probably necessary, but certainly not sufficient for simulating
and sugtaning economic growth and structurd change for developing countriesto try to
‘catch-up’. Additiond policies are urgently needed to prevent such economies— dready
a ahigorica disadvantage in various respects — from falling further behind, if not to
begin to dose the ggp with the indugtridly more devel oped economies of the North as
well asthe newly indudtria economies that have emerged in recent decades, i.e. during
the last third of the twentieth century.

Globalization
More than ever before, recent globaization in the last two decades has primarily served
the oligopalidtic interests of trans-nationd corporations (TNCs). TNCs are now bdieved
to account for about two-thirds of internationd trade. About 40 per cent of such trade
takes place within -- rather than between -- companies. Sncethe 1980s, internationdly
integrated production systems (I1PS) — often described by other terms such as
‘manufacturing value chains -- have grown fagter than other contributions to
internationd trade expangon. Thus, new, often changing specidization or divisons of
labour have emerged internationally based on differences in wages, skills, technology and
logigtics.

With the growth and spread of TNCs, ‘greenfidd’ foreign direct invesment
(FDI) has been rising rapidly, faster than overal production and trade, as well as domestic
investment. During the 1990s, mergers and acquistions (M& As) have come to account
for mogt FDI. While M&As do not add anything to productive capecity in and of
themsdves, they have contributed to the growing internationa integration of production.

Domestic economic and technologica capabilities have increasingly become
impartant determinants for attracting FDI. Such capabilities may be reflected in the form
of internationaly competitive indudrid firmsor clugters. As Sanjaya Ldl hasput it,
effective globdization relies on efficient locdization. In order for investmert, growth
and gructurd change to be sustained, it is necessary for the locd investment environment
to be attractive, requiring significant coordinated pro-active efforts by the loca
authorities. There is strong evidence of heavy concentration of FDI, particularly inthe
more sophigticated activities involving greater vaue addition and worker incomes.
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Technical Change
Given the pervasive and ragpid nature of technica change, coordinated pro-active efforts
are needed as private agents are unable to respond adequately to the new situations and
chdlenges, and cartainly not in the coordinated fashion needed to address the diverse
needs of sdective promation efforts in the new circumstances. Some of the new
circumstances to be congidered, according to Lal, indude the following:
. ‘Compresson of space’ with lower and dedining communication and trangport
cogts, aswell asfaster services.
Greater information availability: more information on a greater range of isUes is
more eedly avalable and thisislikely to grow, rather than recede.
As markets become much more integrated, new threats posed by greeter and
sudden competition tend to outweigh the new export opportunities offered by
greater accessto larger markets, unless the economy has been adequately prepared
through gppropriate pro-active measures.
Economic activities have become more technology-intensive, offering potentia
new bendfits (eg. in terms of technologicd learning, productivity gains,
technology spill-over benefits, management flexibility) for those adequately
prepared, but placing others at greeter disadvantage. The new technologies require
new skills, management, inditutions as well as infrastructure. Using the new
technologies effectively and efficiently dso requires greater domestic
technological capatiilities aswell as new forms of gpecidization and organization.

According to Lal’s survey of the deveoping world for UNIDO, East Asia currently leads
in terms of economic performance, with fastest growth, greater exports aswell as
technology intensity. He aso notes the greet divergence between those East Asian
countries with and without selective indutrid policy, and finds the latter (mainly in
Southeast ASa) far more vulnerable.

In contrast, while some more indudtridized Lain American countries have
developed strong industrid cgpabilities and skillsaswell as ICT infrastructure,
technology structures aswell as R& D remain week. FDI has been high in Latin America
in recent years, but much has been in the form of M&As. Even greenfidd FDI has not
been as dynamic in transforming technologica structures and capabilities, asin Singagpore
or China In Ldl’sview, indudtrid prospects for Latin Americaare generaly quite poor
(except perhgps in Mexico) because of inadequate and inappropriate pro-activeindudtrid
policies due to the influence of the neo-liberd Washington Consensus.

Clearly, indudtrid development in the new circumstances requires internationa
competitiveness, and such competitivenessis increesingly definedin many regardsin
manufacturing and related services and inditutions, and not Smply in terms of wage costs
or exchange rate competitiveness, asimportant as these may be. Inahility to compete
effectively implies being by-passed, and ultimately, Sagnation at the lower end of the
technologicd and income ladder.

For Lall then, dobdization and liberdization have led to growing industrid and
technologica divergences reflecting differences in industrid competitiveness Indudtria
rationdization a the globd levd -- with growing globdization and liberdization -- is
likely to lead to a concentration of afew mgor production locations, particularly for
successtul first movers with strong technologica capabilities and industria
agglomeraions. Market forces strengthened by economic liberdization cannot be relied



upon to check -- let alone reverse-- such differencesin internationa competitiveness. For
the few countries that successfully participate in such globaized production, sustaining
growth will increasingly depend on upgrading indudtrid kills and indigenous

technologica capatiilities, which cannot be assured by previous achievements done.

New Role For The Sate

The implications of the mgor transformations of the recent period are very sgnificant.
While economic liberdization a international and nationd |levels undoubtedly congrain
and limit indugtrid policy options, the new circumstances pose new chalenges that can
only be adequatdly and successfully met and overcome with gppropriate pro-active
indudtrid policy measures. The new circumstances dso imply that indudtria policy
drategies will have to be quite different from previous indudtria policy in order to be able
to address the new challenges.

The compression of gpace and time -- often associated with the contemporary
‘post-modern’ era-- has profound economic implications that have inadequately
influenced economic policy making. New information, communication and trangportation
technologies and lower associated costs have reduced and transformed the significance of
geographica distances and rdaed time consderationsin production and digribution.
Meanwhile, rapid technica change and the changing significance of technologica
advantages — reflected, for example, by strengthened (monopolistic) intellectud property
rights — have heightened the significance of technologica capabilities, and hence,
education, training, research, design and development. Greater internationa integration of
production processes has aso dramaticaly transformed policy options for governments
desiring not to be left behind.

Pro-active sdective industria promotion measures are therefore especidly needed
to enhance competitiveness in the face of pervasve market as well as inditutiond
fallures, as well as growing recognition thet while market mechanisms may be
dlocationdly efficient in gatic terms, the main chalenge for development remains the
trandformation of country’s comparative and competitive advantages in a dynamic sense.

While economic liberdization is often associated with deregulation a the nationd
levd, it has actudly involved gregier reguletion & the internationd level through avariety
of inter-governmentd (IMF, WTO, etc.) aswell as private organizations (Bark of
Internationd Settlements; standards setting bodies). Meanwhile, market forces have
become very red in the sense that seemingly impersona market mechanisms®, often
dominated by mgjor market players (powerful TNCs), have been increasingly able to
require other market players (including governments) to conform through subtle means
such astheimplied threat of exclusion or ‘ downgrading'.

Economic liberdization, freer markets and more mobile economic resources do
not render ‘indudtria policy’ obsolete, but rather require new feasible and viable
indudtrid policy optionsin the face of the new chalenges and congraints. The
deveopment of better as wel as more suitable indigenous technologica cgpabilities can
only be -- irrespongbly -- left to markets, which are not capable of being pro-active for
development purposes. The main focus of new indudrid palicy must be on building
technological capatiilities -- in existing activities as well asin more sophisticated new
activities characterized by high growth and grester technological and other spill-over
benefits.

All thisis not to suggest thet there is one industrid policy formulafor dl
economies over time. Ingtead, precisaly the contrary istrue, i.e. context isdl important.
For example, the degree of rdiance on FDI must necessarily vary with domestic
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condderdions, i.e. exiging resources and strengths, as well as percaived inadequacies and
the likelihood of such weaknesses being addressed by the presence of FDI. But even the
policy outcome of such an assessment must be subject to continuous review, with policy
changing with experience as well as changing circumstances.

There is no room for dogma, but strategic pragmeatism should preval ingtead. In
any case, asLdl reminds us, gppropriate indudtrid policy will require sdlective
interventions as well as effective co-ordination among firms, cugters and factor markets,
which should presumably be consstent with aclear and coherent ‘vison' of the future as
well asthe ‘road-map’ towards palicy gods. For this purpose, there are till many useful
lessons to be drawn from the varied experiences of the more successful East Asian NIES
and China, aswell as the more modest and flawed achievements of the Southeast Asan
NICs.

Notes

* This paper has been commissioned by the Ingtitute of Developing Economies (Tokyo) and the
United Nations Economic Commission for Latin America and the Caribbean (CEPAL/ECLAC)
with the Inter- American Development Bank (IDB) to be presented at conferences in Santiago
(Chile) on 29-30 April 2002 and in Rio de Janeiro (Brazil) on 2-3 May 2002. Various versions of
different parts of the paper have been presented on different occasions. | am grateful for the
comments, suggestions and criticiams | have received, but implicate no one ese for remaining
inadequacies.

1. AsFenando Henrique Cardoso, now President of Brazil, showed in his article on what he
caled the ‘consumption’ of Dependency Theory, avery crude and mechanica version
became influentid in North America, which had very important intelectud and other
implications. Similarly, recognizing the indtitutiona differences of East Asia can be obscured
by the influence of a particularly dominant or influentid perspective, such asthe Bank’s
version of the East Asan dfference.

2. For example, in South Korea and Taiwan, inflation rates were often in their teens, and this
was conducive to rather than disruptive of investments, particularly in productive assets, and
growth.

3. Authoritarian or repressive government may actudly be an indication of weak government in
the Myrdaian sense. The inability to secure legitimacy from among the population requires
authoritarian regimes to resort to repressive measures.

4.  Themore positive evauation of the role of the gate in the 1997 World Development Report
(WDR), the first since he took over as Chief Economist at the Bank, has strengthened this
interpretation. However, some Bank ingiders point out that the theme of the 1997 WDR had
been decided before Joseph Stiglitz joined the Bank after the untimely deeth of his
predecessor.

5. After the Mexican crigis, with its socdled ‘tequila effect’, even the IMF seemed to back off
temporarily from its previous, amost fundamentalist advocacy of financiad market
liberdization.

6. Inthissense, the new system of domination and control approximates Gramscian hegemony.

Anather implication of the distinct higtorical evolution of such mechanisms of coordination
and disciplineis its gpparent ‘lack of centre’, quite unlike the old empires, though many
observers would argue that this has changed radically since the end of the Cold War, and
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especidly after September 11, 2001. While the hand of the market may il be invisible, the
rules of the game internationdly are increasingly specified and selectively enforced in ways
which reflect relative politica influence. And while information flows grow in speed and
volume, the unequa control of such media tends to reinforce political and market pressures
for conformity as well as reform in ways favouring pwerful TNCs.
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