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What did Asia do right?
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Presentation Notes
Asian economies such as Hong Kong, Taiwan, South Korea and Singapore all started out this way, by exploiting their low-cost resource base, and their growth rates since the 1960s over a 30-year period have been impressive. This map shows per cent of GDP growth per year for three ten-year periods.  Notice low growth rates for Latin America, the Middle East, and Africa in the 1980s.  Oil wealth was reinvested in overall economic growth in the 1970s in the Middle East, but consumed and squandered in the 1980s.  



Growing share of World GDP
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This IMF chart from 2005 shows All of Asia (with the exception of Japan) growing at increasing rates, while the EU and the US experience a slowdown of growth.



Asia-US GDP Growth
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They now even compete with the Core countries.   While the industrialized countries had growth rates of 2-3 per cent, the “Tigers” achieved growth rates of 8-9 Per cent. Between 1960 and 1985 the GDP per capita of these countries increased more than 4x---while in the major Latin American countries with the exception of Brazil, it increased only 2x.  Hong Kong now has a higher per capita income than France, Germany, or the U.K (1997) 



Decline in poverty rate
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the proportion of people living in absolute poverty, lacking such basic necessities as clean water, food, and shelter, dropped---from 58 percent in 1960 to 17 percent in 1990 in Indonesia, for example, and from 37 percent to less than 5 percent in Malaysia during the same period. Although the recent financial crisis in Asia has flattened the trajectory of growth, the NICs rates of growth between 1960 and 2004remain unique. Overall the region grew at 8.5 percent in 2004 and accounted for a third of the growth in world trade. From 1999 to 2004, the number of East Asians living on less than $2 a day fell from 50 to 34 percent, or by about 250 million people -- at a time when the population grew by 80 million. Furthermore, the East Asian recovery is now proceeding at a fast pace so that the Asian crisis will look soon as a temporary accident   The debt of every Latin American country was rescheduled at least once, while none of East Asian “tigers” had to reschedule. 



Attracting foreign investment, 
accumulating capital
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which, in turn, helped make East Asia the world’s leading recipient of foreign investment.  The regtion attracted more than 40 per cent of private capital invested in developing countries in the 1990s, or $109 billion in 1996. Capital accumulation Moreover the region’s’ high savings rate—more than one third of gross domestic product—is six times foreign investment.  These savings have made possible a high and increasing level of investment, most of which has been put to good use in areas like education and training.China's supply of cheap labor, coupled with what is widely seen as a deliberately undervalued currency, helped some $465 billion in foreign direct investment flow into the country from 1995 to 2004, making it one of the hottest destinations in the world for foreign capital. In the electronics industry, relocations to China have soared. A decade ago, Taiwan controlled the computer components market and relied on domestic manufacturing. Today, companies on Taiwan produce 80 percent of computer motherboards, 72 percent of notebook computers and 68 percent of L.C.D. monitors. And most of the assembly takes place in China. What changed from 1990 to 2005 is that many goods became a lot cheaper as China took on a greater and greater role as the world's basic factory floor. 



The Product cycle?
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BUT…….perhaps this is just the “product cycle” at work.   Even as that shift was taking place, the more prosperous Asian countries retained and even expanded their influence in the global supply chain, designing more sophisticated models, making components, and carrying out marketing and brand management. And so while China has something in the range of a $200 billion trade surplus with the United States, it also has a $137 billion trade deficit with the rest of Asia. This movement of goods, services and money has been uneven. 



Taiwan: A case study
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TAIWAN	A. Facts:Taiwan is one of the fastest developing countries in the world.  Taiwan has maintained a positive current account balance by mid 1987 accumulated over $50 billion in foreign reserves, had a very low level of foreign debt.  Average annual growth rate in GNP per capita of 7.0 per cent.  82% adult literacy rate.  Life expectancy at birth—72 (men) 78 (women) years.  GDP - Per Capita: $ 25,300 (2005)Health CareTaiwan, which moved 10 



Single-payer health care
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Taiwan, which moved 10 years ago from a U.S.-style system to a Canadian-style single-payer system, offers an object lesson in the economic advantages of universal coverage. In 1995 less than 60 percent of Taiwan's residents had health insurance; by 2001 the number was 97 percent. Yet this huge expansion in coverage came virtually free: it led to little if any increase in overall health care spending beyond normal growth due to rising population and incomes.These two charts show public spending on health care and life expectency in Taiwan. 



Taiwan has ridden the crest of the 
product cycle…..
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An employee in a wafer foundry performs precision work, helping to establish Taiwan's high-tech industry as the pillar of the country's economic growth. What we can say for sure is…….Taiwan has riden the crest of the product cycle.   By the 1980s, automibiles, electronics, and computers were beginning to dominate industry, with former leaders such as textiles declining.  , in the 1990s), Taiwan made components or assembled machines designed elsewhere, and in 1995, was only a marginal player in more lucrative segments of the electronics industry. And now (2005)  it's Taiwanese engineers who provide ever-more-ingenious solutions to manufacturing and design conundrums.  "You look at the engineering costs in the U.S. and compare them to Taiwan's, and we are talking about one third of the cost," says Kai Hsiao, director of global procurement for greater China at HP. Today its companies are increasingly proficient at original design, and they  dominate manufacturing in key categories, even if the final assembly takes place in China. Visit Taiwan-owned factories on the mainland, and you will find that assembly line wages average $120 a month. "In Taiwan, people say the U.S. understanding of outsourcing is backward," says Victor Zue, co-director of the Computer Science & Artificial Intelligence Laboratory at MIT. "It feels more like the Taiwanese are outsourcing marketing and branding to the rest of the world." Sum….. It is a country which has managed to industrialize in a position of trade dependence on the world economy without ruining its agricultural base or open wide the income gap between rich and poor.  It has managed to achieve relative social equality in the process of development, and to move from the manufacture of textiles to electronics to become a locus of R and D, maintaining control of profits while moving final assembly of products to China.�



How did Taiwan do it?

• Colonial legacy
• Japan was a different colonial power than 

Britain, France, and Belgium
• Japan contributed to Taiwan’s economic 

development
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So How did Taiwan do it?It did this through a very strong alliance between a strong state, local capital, and MNcs--the triple alliance, it was a latecomer to industrialization, it had a favorable colonial legacy……. A. The Colonial Legacy.  Dependency theorists argue that underdevelopment is a legacy of colonialism--the extraction of raw materials and unequal trade in commodities.  But in the reading assigned for today, we have seen an argument that this legacy held mainly for the inhospitable areas of the world in Africa, where the colonizers could not live. And Last Day Caroline reminded us that Late-comers usually have a Colonial experience that has defined their social and institutional structure.Japanese colonialism in Asia appears to look different than Western colonialism in Africa and South Asia. At first Japanese colonialism (1895-1945)  in Taiwan looked no different.  The Japanese colonial administration invested in the island to develop its capacity to produce sugar and rice for export to the rest of the empire in exchange for manufactured goods.  Peasants grew sugar on their own land and were bound to sell it to Japanese owned mills.  Japanese conglomerates (zaibatsu), capitalists, and the government itself owned the modern industrial plant, which was centered on sugar refining.. In the 1930s, Japan largely withdrew from the world system and pursued, with its colonies, a self-reliant, go-it-along path to development that generated remarkably high industrial growth rates.   japan is among the very few imperial powers to have located modern heavy industry in its colonies; steel, chemicals, hydorelectric facilities in Korea.   Industrial development in Taiwan came as a response to the needs of the Japanese empire.  As the Pacific War intensified and shipping was interrupted, the authorities were forced to build some factories to increase local self-sufficiency. Japanese colonization differed from the West's imperialism in several fundamental respects: 1) colonization of contiguous territory--close tight integration of the colony to the core--railroads, prots, communications.  2) location of industry and infrastructure in the colonies. 3) emphasized the military and policy forms of control and development under strong state auspices, so that the state substituted for an absent or at most incipient entrepreneurial class--laid the basis for a strong state in both Korea and Taiwan  If we use Wallerstein's terms, Taiwan and Korea had been pushed into semi-peripheral status in the world economy under Japanese colonialism--Korea's developing periphery was Manchuria, where it sent workers, merchants, soldiers, and bureaucrats; as Korean rice was shipped to Japan, millet was imported from manchuria to feed Korean peasants in a classic core-semiperiphery-periphery relationship. We would never want to say that Japan was a benevolent imperialist---In Korea, during WWII, J. military officials treated Koreans as slaves.  They sent all Korean rice to Japan, leaving one bowl a day for the Koreans; they melted the rice bowls down into metal for weapons; they forced the native Koreans to speak Japanese and sing the J. national anthem before they could get food.  From FT Feb. 6, 2006: When Japan's foreign minister suggested recently that Taiwan's high educational standards were a positive legacy of Tokyo's 1895-1945 colonial rule, the reaction from China was fast and furious.Japanese control over the island "made Taiwan people suffer enslavement", thundered a Beijing official as Chinese internet users flooded chatrooms to denounce what they saw as foreign minister Taro Aso's attempt to justify Japan's imperialism. on the mainland, memories remain fresh of the death and destruction caused by Japan’s brutal 1931-45 invasion....But Beijing’s line also aims to paper over a key reason why many Taiwanese feel relatively positive towards Japanese colonial control: their belief that rule by Chinese from the mainland was worse.  What was that rule like? 



Role of the State

• KMT conviscated Japanese assets after WW II
• No middle class—the state did not emerge 

from within Taiwanese society
• An authoritarian, non-democratic state….
• ….That guided the growth of the economy

– To attract foreign investment
– Only resource was disciplined labor force
– Investment in R&D
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B. The Role of the State		After Japan's surrender, Taiwan was turned over to the Republic of China (ROC) headed by Chaing Kai-Sheck and the Kuomintang (KMT) party.  Losing the Civil war with Communist China, the KMT retreated to Taiwan.  It conviscated Japanese assets, maintained a large standing army against the Communists, and built a one-party state.  The state controlled heavy industry, the disbursal of imported raw materials, and all of the fiscal instruments, thus ensuring that the emerging bourgeoisie would be dependent on it.   The state was highly militarized;  the military was a central part of the state. The state has been the key actor in shaping Taiwan's dependent development;  A Marxist would say that the state is simply there to manage the affairs of the ruling class.  But in Taiwan, the nationalist state cold be reduced to a structure of class domination based on a capitalist economic system. the state substituted for an absent or at most incipient entrepreneurial class--laid the basis for a strong state in both Korea and TaiwanIt did not emerge from within Taiwanese society.  It came to the island full blown with its army, bureaucracy, and technocrats, but no base in Taiwanese society.  It eliminated real or potential enemies (community leaders, intelligensia, landlords) and incorporated other social forces (peasants, workers, capitalists)It exercised martial law, one party dominance, and had a large secret police force.  Taiwanese have a wide scope for economic activity as long as it is not perceived as threatening to the state or social stability.  No political activity. The Taiwanese state used a variety of levers to guide the economy.  Its fiscal powers of taxation, rebates, foreign exchange, and special loans--through control of banking it also influences investment decisions. Throughout the 1950s and 1960s, the state divested itself of many enterprises and directed its efforts at improving the investment climate for local and foreign private business. The state's basic strategy for local accumulation has been to broker Taiwan into a niche in the world capitalist system that would ensure a constant flow of capital, stimulate industrial development, and increase foreign exchange earnings.  this was not easy.  Unlike the LDCs of Latin America, Africa, and Southeast Asia, Taiwan had almost no exploitable natural resources that would lure foreign investors for extractive industry and give the state a handle on the.   Its tea, rice, and sugar were not vital to the survival of the West.  Taiwan's only resource was its abundant, low-cost, literate, trainable, and disciplined labor force.  A lure for MNCs.  The state could provide labor, political and social stability, a responsive bureaucracy, and financial incentives. And the State continues to guide the economy (2005).   At the heart of Taiwan's effort to reinvent itself is the government research institute, ITRI. It's into everything from new wireless networks to nanotubes that provide backlighting for displays. The government-funded Industrial Technology Research Institute is a collection of labs that works closely with local companies.  It has 4,300 engineers striving to match the best that the West, Japan, and Korea can offer in fields such as microelectronics and optoelectronics. The government-backed Institute has alliances with scientists from MIT, the University of California at Berkeley, and Carnegie Mellon University in the U.S. �The result is one of the deepest reserves of high-tech talent in the world.



U.S. Aid and Hegemony

• US need to build up strong capitalist countries 
to counter communism

• USAID allied with the small business elite
• US forced switch from ISI to Export orientation
We should never underestimate
the role of U.S. aid in the 
development of the Asian Tigers 
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U.S. Aid and Hegemony: helping the growth of a domestic bourgeoisie 		The United States poured aid into Taiwan after the Communist takeover of the mainland in 1949.  In the cold war environment, the U.S. needed a model of successful capitalist development as an alternative to Russian-backed Communist China.  The KMT was not originally a developmental elite.  They were resistant.USAID hated the KMT and saw them as a reactionary elite.  The U.S. bureaucracy was heavily into economic development and had its own agenda about this.  It also had a free hand because it had all the money.  So even though the KMT had started out with ISI, the U.S. forced a switch to Export Oriented Industrialization.  The KMT did not have a pro-business developmental culture, but Taiwanese business liked the U.S. and hated the KMT.   So USAID allied with the business elite (One of the conditions for continuing U.S. aid was the growth of the private sector) and made the state go along.  USAID had a policy of seeking out potential entrepreneurs and setting them up in newly created pilot firms.  The private sector--domestic bourgeoisie--grew in textiles and food processing.  And when the strategy began to work, KMT resistance weakened, and the KMT went along.  So USAID was the functional equivalent of the bourg, banks, and state in other developmental settings.   	We should never underestimate the role of U.S. aid in the development of the Asian NICs.  Between 1946-78, South Korea received $6.9 billion in American military and economic aid, and Taiwan $5.6 billion ($600 per capita in Korea, $425 per capita in Taiwan).  Compare this to all of Africa at about $7 billion since WWII and all of L.A. at $14.8 billion.  Soviet economic aid to LDCs, between 1954 and 1978 was $7.6 billion--little more than American aid to Korea alone.  Aid to Korea accounted for 10 per cent of GNP--accounted for virtually all of the gross domestic capital formation in the 1950s. 



Land Reform
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D. Land Reform		In the 1950s, the U.S. govt. forced the Taiwanese govt to initiate land reform policies, distributing small parcels of land to the peasants who lived there.   The peasants were then incorporated into a network of state-controlled farmers' associations.  USAID also pushed for and got policies which prevented the less successful farmers from selling land to the more successful and then reconcentrating the wealth in the countryside.  To do this, the state limited the degree to which agriculture could be mechanized, prevented the uncontrolled rural movement of people to the cities, created jobs in the countryside, provided ample credits and pesticides. The money that went into the countryside came largely from American aid.  The land reform was completed in 1953 and agricultural production grew rapidly. 



Export orientation
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E. Export Orientation (not ISI)After 1974, Taiwan started to pursue a strategy of export orientation.  The first phase was vertical integration--adding earlier and later stages of processing to industires established earlier.  This push was symbolized by the Ten Major Construction Projects in both infrastructure (highway and airport construction, railroad expansion, and electrification, nuclear power plants, port modernization) and industry (petrochemicals, steel, and shipbuilding).  The state retained control over the former but sought investment by private local and foreign investors in the latter.  The major objective was to integrate vertically all of Taiwan's leading export industries, then upgrade them, increase value added, and expand into new sectors from this base.



FDI
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. Foreign Participation in the EconomyTo do this, foreign technical participation was needed.  MNCs were eager to sell their knowhow and capture a share of Taiwan't huge indirect export market to third countries in synthetic fibers and plastics.  The state, following the Japanese example, also planned to slough off industries that were becoming uncompetitive internationally, such as low end textiles, electronics, and footwear, and to direct investment into new sectors such as microelectronics and capital equipment.  The first projects took shape in a new high technology industrial park, which was targeted for triple ventures in electronics, biotechnology, and other cutting edge sectors. In sectors where the local bourgeois easily dominated production, such as textiles or food processing, local firms relied on foreign trading companies and buyers for export.   The Tri-Pe:  In the petrochemical and microelectronic sctors, relations were collaborative, often with the state as partner.  MNCs supply capital and technology while the local partner supplies capital and downstream plants to purchase the output. (linkages).  Despite progress in local R&D, due in part to state help, there was still dependence on transferred technology, from Japan in particular. One bargaining chip that local capitalists held was their willingness to share the riskiness of long-term investments in Taiwan.  More importantly, they owned downstream plants making end products, so they were the major purchasers of the output of ventures in intermediate goods. American DFI began mainly in the mid 1960s.  It was encouraged by the U.S. government, which sought to use MNCs to replace AID, thereby ensuring the survival and viability of a non-Communist Chinese model of development.  The  most common motive for MNCs was to recapture U.S. market share in certain goods, such as consumer electronics, which was being lost to cheap Japanese imports.  (But the U.S. may have made a mistake:  to chose to go for investment abroad where labor was cheap, rather than to automate production at home---as we shall see, theis led to a decline in U.S. technological leadership)Some of Taiwan's most important tech companies have also grown by acquiring technology from elsewhere. Chi Mei Optoelectronics Corp. (CMO) licensed LCD technology from Fujitsu Ltd. (FIJSY ) and hired top engineers to come up with the rest of the expertise it needed to become a leading LCD producer.Taiwan has already opened its finance, insurance, transportation, telecommunications, and real estate sectors to foreign investment. At present, with the exception of a small number of ratio restrictions on foreign investment, such as in telecommunications services, foreign investors enjoy the same equal treatment as local investors. Manufacturing is also completely open to foreign investment, except for a small number of items that affect national security, health, and environmental protection. The degree of liberalization has reached 99 percent in the manufacturing sector and 95 percent in the service sector.The top five sectors for foreign investment in 2001 were banking and insurance (28.75 percent), electronic and electrical appliances (20.58 percent), wholesale and retail marketing (15.41 percent), services (12.95 percent), and chemicals (2.65 percent). These five categories together accounted for 80.34 percent of all investment by overseas Chinese and foreign nationals.The industrial distribution of FDI inflows is dominated by the electrical and electronics industry, which accounted for 21% of the total in the last decade. The chemical industry ranked second (15%), followed by services (11%), trade (10%), and banking and insurance (9%). This pattern reveals Taiwan’s locational advantage. The Taiwanese economy has had little low-cost labour since the early 1980s and lacks natural resources and a large market but is equipped with relatively developed electrical- and electronics-production networks and technologies, so Taiwan naturally becomes a good choice for many middle-level, capital- and technology-intensive electrical and electronics investments. The booming FDI inflows in the service sectors are due to the realization of combined advantages in ownership and internalization of foreign firms, which were previously distorted by policy restrictions. �



Investment in High Technology

Presenter
Presentation Notes
Chaoyang University of Technology, perched on a ridge south of Taichung. It overlooks an area of factories and warehouses.  



Labor Repression
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Labor Repression		Labor in Taiwan was cheap because it was repressed.  And this repression of labor was actually a big contributor to development.  Unions were not allowed to form, nor was labor allowed to become a political force.  In Latin America, in contrast, labor had become a key political force keeping ISI in place and pushing for distribution of the surplus rather than the accumulation of capital.   



Results: Weathering the Asian Fiancial
Crisis

Taiwan

U.S.Taiwan
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Weathering the Asian Financial Crisis:I  I will discuss the Asian financial Crisis next week but here I would like to say that during the crisis, $80 billion in investment money fled East Asia.Without capital, businesses failed, trade dried up, and unemployment soared. Seven of East Asia's leading economies — Hong Kong, Indonesia, Japan, Malaysia, Philippines, South Korea, and Thailand — saw their gross domestic products actually shrink. Only China, Singapore, and Taiwan escaped this degree of setback. Taiwan... #1. Indeed, Taiwan was the clearest survivor. Its exports continued to exceed imports, and a 1999 UN report declared it "the only major economy ... to withstand the ... effects" of the crisis. What saved Taiwan?  I believe that it was the model of development I have been describing so far.  Instead of accumulating debt, Taiwan’s state-led export orientation allowed foreign exchange reserves (which include whatever foreign currency a country's central bank holds on tap. Because such currencies (the U.S. dollar, for example) are strong and in big demand, they serve as a sort of "insurance." Say the value of "Country A's" own currency drops slightly. If "A" has big reserves, foreign investors will judge that it can still pay its debts, so they keep doing business there.)In 1997, Taiwan's businesses didn't owe much foreign debt. And its huge reserves calmed investors. By contrast, when Malaysia let its reserves drop by 23 percent, many investors moved their money elsewhere.�   Has Liberalization and Globalization overtaken State-led development in the 21st century? Have strong markets led to Democracy and has Taiwan reached the stage of a mass-consumption society? 



The other “Tigers” have gone through 
a similar process
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The other NICs have gone through a similar process:Here again we see that high tech exports of the countries of Asia have skyrocketed since 1988, led by Singapore and followed by China.  The growth in US exports equals the rate of South Korea. Although the recent financial crisis in Asia has flattened the trajectory of growth, the NICs rates of growth between 1960 and 1990 remain unique.  Furthermore, the East Asian recovery is now proceeding at a fast pace so that the Asian crisis will look soon as a temporary accident  To provide an idea of the magnitude of the phenomenon, I want to remind you of the numbers: South Korea, Singapore have followed the same trajectory as Taiwan



Korea
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KoreaIn the three decades between 1960 and 1990 South Korea averaged a growth rate of 9.3% and it enjoyed an unprecedented development.  According to the World Bank, in fact, GDP growth in Korea was 8.6 per cent from 1960-1970, 9.6 per cent from 1970 to 1980, and 9.7 per cent in the 1980s. In addition, South Korea demonstrated the sixth fastest rate of GDP growth in the world from 1960 to 1985.     Brohman, 1993, p 109.



Singapore
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Singaporeits growth rate has been among the fastest in the world.According to one calculation, Singapore demonstrated the fifth highest increase in GDP per capita between 1960 and 1985. According to World Bank data Singapore enjoyed growth rates averaging 8.5% during the 1960s and 1970s, and 6.5% during the 1980s.  the per-capita income in Singapore in 1987 was $7,325 US.  By comparison the equivalent figure in Indonesia was $292 US and in the Phillipines $460.   In similar fashion public health has improved and "the possession of consumer durables is at the level of the developed nations."  Moreover, all of these developments have coincided with the virtual elimination of under- and unemployment and no longer do women over the age of forty find widowhood and poverty forcing them back into the workforce.From Krugman: Between 1966 and1990, the Singaporean economy grew a remarkable 8.5 percent perannum, three times as fast as the United States; per capita incomegrew at a 6.6 percent rate, roughly doubling every decade. Thisachievement seems to be a kind of economic miracle. But the miracleturns out to have been based on perspiration rather than inspiration:Singapore grew through a mobilization of resources thatwould have done Stalin proud. The employed share ofthe populationsurged from 27 to 51 percent. The educational standards of thatwork force were dramatically upgraded: while in 1966 more thanhalf the workers had no formal education at all, by 1990 two-thirdshad completed secondary education. Above all, the country hadmade an awesome investment in physical capital: investment as ashare of output rose from li to more than 40 percent.      Charles Burton, "The role of the NICs in Southeast Asia's Political and Economic Development" International Journal 44:93) Sum 1989, p. 662.       Beng-Huat Chua,  "The Business of Living: Transformation of Everyday Life" in A History of Singapore Oxford University Press, 1991a,  p. 320.   Chua, 1991a, p. 320.



Late Developers as a test of theory

• Development in these countries challenge 
most of our existing theories about 
development, and they demonstrate the 
power of some "parts" of the theories, and 
diminish the power of other "parts" of the 
theories
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Late Developers as a Test of theory: These NICs challenge most of our existing theories about development, and they demonstrate the power of some "parts" of the theories, and diminish the power of other "parts" of the theories. 



…..as a test of dependency theory

• Troublesome because
– Dependent on the world economy (terms of trade 

worked in their favor
– Developed with massive amounts of Cold War aid

• Aid was used wisely
• Military burden carried by American taxpayers
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Do these four countries prove dependency theory wrong?   They have been troublesome for the radical dependency theorists because rather than separate from the world economy as the dependency theorists prescribed, all four have strived to become more closely integrated into the world's economic system and have achieved success by stressing a high volume of exports to the industrialized states.  By 1987, the record of the four Asian tigers was unmistakable.  Never before in history had four nations moved from the third World to the First World in one generation. Dependency theorists also argue that aid increased dependence, deepens the unequal terms of trade, and increases income inequality. Aid is associated with increased political leverage on the part of the core (note Video on food). But East Asian countries received massive amounts of Cold War Aid associated with a lot of U.S. political and economic leverage exercised over them.  S. Korea has received more aid per capita during the 1950s than any other developing country in the world.  It received $2 billion in economic aid alone during the 1950s. What the Asian NICs teach is is that whether aid and leverage contribute to development or not depends a lot on where the aid goes ant to what ends the leverage is used.  In some countries, like Vietnam, aid was used to keep in power traditional elites considered less threatening to U.s. interests than possible successors.  For East Asia, the principal aim of aid was to strengthen the ability of states to confront neighboring Communist regimes.  In South Korea, for example, most of the aid went to the military rather than to economic development, but the burden of maintaining a massive military apparatus was borne primarily by American taxpayers, not South Korea's fledgling economy.  In Taiwan, , aid went to force land reform and force a switch to export-oriented development.  The U.S. was the accumulator and investor of capital for Taiwan!



Why Wallerstein would not like the 
“tigers”

• Their theories are static and the “Tigers” 
developed dynamically

• They developed with very little income 
inequality

• Their colonial legacies helped development

Presenter
Presentation Notes
Wallerstein and Galtung don't like the NICs because their theories are static--you can never move from the periphery to the core, but they did anyway.  They were dependent on trade and aid but they developed rapidly with little economic inequality and dual economy.   Also, contrary to Wallerstein's argument, strong states developed in the East Asian periphery. Wallerstein argued that states would always be weak in the periphery because the dependence on commodity trade required by the industrialized core---whose colonialism and colonial legacies would keep landed and extractive elites in power, keep a repressive labor apparatus in place, which would all provide little surplus for the state to accumulate capital.  This indeed was often the case in Latin America and Africa.  And the fact that Japan had no recent colonial legacy when it developed even helps support dependency claims.  But in Asia, especially in Korea, Japan had been the colonial power.  And Japan might be described as a 'developmental colonial power.'  Japan built settler colonies and industry and trained locals; Japan wanted to incorporate these countries into Japan and so wanted to develop them. But as the discussion above suggests, Wallerstein was right about one thing:  You need to get rid of the landlord class and the elite who controlls extractive industries. Late Development always occurred in East Asia with a weakened Landlord class	By the time the NICs, the late developers, started their development process, the landlord class had been weakened considerably, and there was a degree of separation between the state apparatus and the landlords.  (rural elites, tied to the land and not interested in industrialization are the ones who hold back development, especially if they control the state and make it weak.) 



But why Gerschenkron would like 
them…….

• They conform most to his theory of state-led 
development and managed markets

• (They also conform to Keynes’ embedded 
liberalism—Gerschenkron didn’t really care 
about income inequality)

• They show that timing and technology are 
everything
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. Gerschenkron is the one who would like them most because they proved his theory was generalizable:  the spread effect of technology and wealth, advantages of backwarness, the requirements for late developers.  If we look at the Aisan NICs in light of his theory, we would see that TIMING AND TECHNOLOGY ARE EVERYTHING.  One thing that explains why a country can take off, that we haven't discussed here is technology.  Why do some countries advance in technology and others don't?  Is technological change a response to growth and investment? (capital accumulation?)  Fast growth requires new equipment that embodies more productive techniques---and if labor gets more expensive, for example, perhaps because of a successful strike, it becomes that much more advantageous to build a machine to take its place. These countries entered the development phase at a stage in which they could leapfrog over old technologies and obtain newer technologies at lower costs. Throughout the developing world, governments are seeking to install modern communications, including cellular-telephone networks, that can quickly leapfrog their primitive existing systems. East Asian countries intend to more than double the capacity of their telephone networks---China quadrupled its number of access lines by the end of the 1990s.  The bill came to $150 million, three times more than All of the NICs spent on telecommunications in the 1980s.   The Pacific nations know that an investment of this magnitude is required if they are to sustain their rapid economic progress and vault themselves into the information age.   Now farmers in S. Korea, Taiwan, Singapore, and even Bangkok can check global prices of their crops.  These countries are adding new technology that make their telephone systems "more modern than the network in New York.   Fiber optic cables are covering most of the developed world, but much of the third world is covered by jungles and other inhospitable terrain that can't easily be covered by cable.  They are likely to employ the next generation of technology:  wireless networks, microwaves, for example.   The port at Singapore now keeps track of thousands of cargo containers wirelessly.   



These countries developed in a 
“dependent” relationship with the “core”

• They showed that foreign investment can 
contribute to development

• Foreign Investment worked because…It was 
not in extractive industries

• It did not come in until the economies were 
strong enough to use their technologies

• Foreign investment was restricted
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Evans and Dependent Development: Evans would like the NICS, because they, more even than Brazil, demonstrate that his theory of dependent development and the tri-pe is somewhat generalizable. The principal disadvantage of trade, in the eyes of the radical dependency theorists, has been that it leaves Third World countries pursuing static comparative advantage in primary products at the expense of developing their industrial potential.  Continued reliance on extraction strengthens the domestic political and economic position of either foreign-owned raw materials transnationals or traditional agrarian elites.But Evans has a more nuanced view of dependency.  All periphery and semi-periphery countries are vulnerable to the effects of economic and political decisions made in the core, but dependence can be bad or good for development, depending on the context. The specific situations of dependence that characterize East Asian NICs are strikingly different from those that characterize the major Latin American NICs.  



What will all of this economic development do 
to repressive governments?

• Can new information technologies lead to 
more freedom?
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What will all of this do to repressive governments?  Won't new information technologies undermine their power to repress?  Singapore bans the unauthorized use of satellite dishes and plans to control access to international data services even as it installs a world-class communications network.  But India believes that wiring its rural poor into the global grid will promote education and progress.  As part of its $7.7 billion modernization, New Delhi dreams of wiring all of the country's 576,000 villages--and plans to do so within three years (Newsweek, June 6, 1994)



But what about liberal theory?

• Undermines generalizations of liberal theory
• These countries had strong, repressive, 

developmental states
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Liberal TheoryThe way the NICs developed undermines the generalizability of liberal theory  because they had strong states; liberals want small states and democratic states.  These were large developmental states and authoritarian. In addition, these countries had strong states.  The United States allowed strong, authoritarian states to develop in order to be a bulwork against communism.



What about the role of culture?  “Asian 
values?”

• Did Asian “culture” make a difference?
• Does Asian culture undermine the Western 

laissez-faire approach to economic policy
• Willingness to sacrifice?
• Commitment to community instead of the 

individual
• Authoritarian culture?
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What is the Role of Culture?Is development a natural thing?  And what really explains it? What about the human factor?  Some economists have argued that culture makes a difference.  This isn't really politically correct to argue, but look at the spectacular rise of the Japanese economy to industrial pre-eminence, especially in some of the most advanced branches of manufacture.  No one would have dared predict this in the aftermath of World War II.  The Japanese economy was in ruins, the loss of the empire left it with no raw materials.   Lots of questions:  Is there such a thing as “Asian culture?”  Krugman says no.  Is Asian culture Authoritarian?  Does Authoritarian cultere belong to the success of late development? Is Asian development really a model to follow?   krugman says no….it is not really efficiency growth, but simply the result of massive labor and capital inputs into the economy at a certain point in time.  Krugman: Finally, the realities of East Asian growth suggest that we mayhave to unlearn some popular lessons. It has become common toassert that East Asian economic success demonstrates the fallacy ofour traditional laissez-faire approach to economic policy and that thegrowth of these economies shows the effectiveness of sophisticatedindustrial policies and selective protectionism. Authors such asJames Fallows have asserted that the nations of that region haveevolved a common "Asian system," whose lessons we ignore at ourperil. The extremely diverse institutions and policies of the variousnewly industrialized Asian countries, let alone Japan, cannot reallybe called a common system. But in any case, if Asian success reflectsthe benefits of strategic trade and industrial policies, those benefitsshould surely be manifested in an unusual and impressive rate ofgrowth in the efficiency ofthe economy. And there is no sign of suchexceptional efficiency growth.The newly industrializing countries of the Pacific Rim havereceived a reward for their extraordinary mobilization of resourcesthat is no more than what the most boringly conventional economictheory would lead us to expect. If there is a secret to Asian growth, itis simply deferred gratification, the willingness to sacrifice current satisfactionfor future gain.Lee Kuan Yew, the former prime minister of Singapore and a great champion of the idea of " Asian values," has defended authoritarian arrangements on the ground of their alleged effectiveness in promoting economic success. Does authoritarianism really work so well? It is certainly true that some relatively authoritarian states (such as South Korea, Lee's Singapore, and post-reform China) have had faster rates of economic growth than many less authoritarian ones ( Costa Rica or Jamaica).The foreign minister of Singapore warned that "universal recognition of the ideal of human rights can be harmful if universalism is used to deny or mask the reality of diversity." The Chinese The Chinese foreign minister even put on record the proposition, apparently applicable in China and elsewhere, that "Individuals must put the states' rights before their own." Are Asian values less supportive of freedom than western values, more concerned with order and discipline, and these values have contributed to “late development?”  In fact, if countries develop late, must they use an authoritarian state? Is the high economic growth of China or South Korea in Asia "proof positive" that authoritarianism does better in promoting economic growth in late developers than democracy? Are the suppression of political and civil rights really beneficial in encouraging economic development? And is Asia really authoritarian and undemocratic?  Is this just a stereotype? Images of democracy and dictatorship were central to this first stereotyping of Asia. In The Persians, first performed in 472 B.C. within a flourishing and self-confident Athenian democracy, the playwright Aeschylus contrasted the opulent tyranny of the Persians with the personal freedom of his fellow Greeks. 2 In retrospect, this imputation of authoritarianism to Asia may be taken as the first recorded salvo in a "debate" that has been intermittently underway for almost 2,500 years. What is true is……While different empirical studies have varied in emphasis, there is by now a fairly agreed-upon list of "helpful policies," and they include openness to competition, the use of international markets, a high level of literacy and education, successful land reforms, and public provision of incentives for investment, exporting, and industrialization. There is nothing whatsoever to indicate that any of these policies is inconsistent with greater democracy, that any one of them had to be sustained by the elements of authoritarianism that happened to be present in South Korea or Singapore or China. The recent Indian experience also shows that what is needed for generating faster economic growth is a friendlier economic climate rather than a harsher political system. 



What is true is…….
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What is true is……While different empirical studies have varied in emphasis, there is by now a fairly agreed-upon list of "helpful policies," and they include openness to competition, the use of international markets, a high level of literacy and education, successful land reforms, and public provision of incentives for investment, exporting, and industrialization. There is nothing whatsoever to indicate that any of these policies is inconsistent with greater democracy, that any one of them had to be sustained by the elements of authoritarianism that happened to be present in South Korea or Singapore or China. The recent Indian experience also shows that what is needed for generating faster economic growth is a friendlier economic climate rather than a harsher political system. 
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