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Abstract: There was a wide ranging debate in the 1950s a4 ¢ the develop-
ing countries about the role of the state in theconomy when these countries
attained independence, with developing their ecdesrand eradicating poverty
and backwardness being seen as their key prioflitythe post-World War Il peri-
od, the all-pervasive ‘laissez-faire’ model of depenent was rejected, because
during the pre-war period such policies had failedresolve the economic crisis.
Therefore, Keynesian interventionist economic ediovere adopted in most of
those countries.

This is a theoretical paper, which is based on dae of published papers in
the field of economic policies, especially abow tlebate on the role of the state
and market. In this study, a wide range of datarses are presented, which in-
cludes statistics generated by a number of orgdioisa that are not agencies of a
particular government. This is useful since data aompiled by a wide range of
organisation such as IMF, World Bank and WTO. Sdaondata would help our
study to answer the research questions. There sé®re greater potential for
examining statistical data produced by various argations that are relatively
independent of the national government.

© Copyright Institute of Economic Research & Polistonomic Society Branch in Tatu
Date of submission: November 16, 2014; date ofgtecee: January 5, 2015

YContact; k.u.siddiqui@hud.ac.uldniversity of Huddersfield, Queensgate HD1 3DG,
United Kingdom



10 Kalim Siddiqui

The study finds that more than two decades of jugsueoliberal policies has
reduced the progressive aspects of the state sedberon-going crisis in terms of
high unemployment, poverty and inequality providasopportunity to critically
reflect on past performance and on the desirabdityeviving the role of the state
sector in a way that will contribute to human deypshent.

Introduction

This paper examines the role of the state and t&ehin the economic
policy in developing countries. Following World WHy the all-pervasive
‘laissez-faire’ model of development was rejectee;ause during the pre-
war period such policies had failed to resolve ¢henomic crisis. There-
fore, Keynesian interventionist economic policiesrevadopted, and North
America and the western European countries witieadeng, uninterrupt-
ed phase of growth, often referred to as the ‘Golderiod’ of capitalism.
State intervention was seen as the only possiliditgvoid the market fail-
ures of the past.

During the 1970s and 1980s, as the economic drégjan to bite hard in
the US and the UK, neoclassical economists gairesd respectability.
They advocated a greater role for the market byaied the state’s role in
the areas such as the labour market, supportingti@ation of state enter-
prises, and the removal of price and interest catdérols (Harcourt, 2014;
Little, 1982).

More than two decades of pursuing these neolilpsiaties has reduced
the progressive aspects of the state sector. Tyoiog crisis in terms of
high unemployment, poverty and inequality provides opportunity to
critically reflect on the past performance and easider the desirability of
reviving the role of the state sector in a way thatild help contribute to
human development.

This study will briefly examine the industrial pdks previously adopt-
ed by developed countries in addition to their m@aeent experiences of
state intervention. This issue merits discussiorabse the role which the
state plays in setting economic policies impactstanlevels of employ-
ment, income, education, the standard of living, andst importantly, na-
tional sovereignty. The major financial crisis @f08 has generated condi-
tions which prompt a reassessment and considerafiafiernatives to the
status quo.

Throughout the years of the Great Depression, atdetontinued be-
tween Keynes and Hayek. During the post-war pesfagconstruction, the
Keynesian model was adopted by western governmeumtsyith the arrival
of the economic crisis in the 1970s, neoclassicahemists gained new
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importance and their recommendations were adoptéldebUS and the UK
governments as an alternative way out of the crisis

Neoclassical or neoliberal economists such as Faed Hayek, Krue-
ger, and Little, strongly opposed state intervemtmn the grounds that the
state was not an impartial agent, but led by miditis and bureaucrats who
faced constant pressure from interest groups. [€diso the introduction of
various forms of regulatory laws, which ultimatelysulted in increased
corruption, red tape, and rent seeking (Little, Z,98lirschman, 1982;
Krueger, 1974).

By focusing on corruption, favouritism and othernis of self-seeking
behaviour, the neoliberal economists highlightedv leogovernment with
‘good intentions’ was, in reality, controlled by esjal interest groups.
Therefore, they advocated a minimal role for tlagestarguing instead that
it should be left to price mechanisms in the comigetmarket to decide
what should be produced and in what quantitiesirTinedel completely
shifted the focus from ‘getting the policies right’ an overriding concern
with ‘getting the price right’. The IMF and the WadBank accepted their
recommendations and imposed ‘Structural Adjustnerdgrammes’ on
developing countries to increase the role of thekataputting pressure on
governments which were seeking loans to adopt theSeies (Siddiqui,
1994a).

In the past, governments intervened in businessrafffrequently cor-
recting market failures, which is now seen by rmmtls as futile and even
wasteful behaviour. Therefore, a critical approsctequired to understand
the role of the state in the economy in th& @dntury, which draws on the
past experiences of both the developed and dewgjamuntries. Lessons
may be learnt from this, which could be of specifenefit to developing
countries, enabling them to build manufacturingamscthat could, in turn,
ultimately help to reduce unemployment and poveayd also address
environmental issues.

This paper is organised as follows: The openindi@egrovides the
background to this topic, outlining the key issteebe addressed and their
importance in the Z1century. This is followed by an overview of the
‘market-centric’ model and an examination of thetpexperiences relating
to industrial policies in the developed countriBlse focus then shifts to the
issue of state intervention and industrial polidieghe developing coun-
tries and the East Asian countries, highlightinghedkey aspects of this
continuing debate. The study concludes by makiegctse for a reconsid-
eration of the role of the state in the economfaief of the developing
countries.
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The methodology to be followed here is derived fribra aims of the
study. This engages an understanding of the isaud® research project.
The research question requires international coisyras of statistics and
provides the main source to answer the researcétique and address the
objectives of this paper. Analysing the secondiata which has already
been presented is the only possible way to get asaonomic data. The
secondary data sets together provide quantifiadfternation and statistics
published by the governments for their country. i@ou based multiple
source data sets are also available from goverrampublication and in-
ternational organisations. These include data sashMVF, World Bank,
OECD and UNCTAD statistical data collected for memé&ountries.

Analysing existing secondary data offers the protspef being able to
explore research questions of interest to our stuidlyout having to go
through the process of collecting. It also offdie bpportunity of being
able to employ high quality data sets that are daselarge macroeconom-
ic data.

‘Market-Centric’ Economic Theory

Following the economic crisis in the early 1980sNarth America and
Europe, the ‘market-centric’ paradigm re-emerged sible alternative to
neoclassical economic theory. Let us briefly examits key elements.
Neoclassical economic theory emphasises that thikemes an ahistorical
phenomenon which functions as some sort of uniltgrapplicable mech-
anism for the efficient allocation of resources.ol®erals visualise the
market as socially ‘neutral’, and human beings elfisk (Little, 1982).
They reject any limits to the free market and in#hat voluntary actions in
the market sphere are inevitably harmonic, peaaaidl mutually benefi-
cial to the whole society (Hirschman, 1982; Krueged74). However,
market failures can be witnessed in the areas asakducation, the envi-
ronment and pollution.

State regulation can be widely seen in the settfrigxes and tariffs and
in the regulation of the macroeconomic dynamicshefsystem of finance
and credit. Regarding the role of the state in enoa affairs, Thomas
Friedman argues: “The hidden hand of the markdtneiWer work without
a hidden fist — McDonalds’ cannot flourish withddcDonnell Douglas,
the builder of F15. And the hidden fist that kedps world safe for Silicon
Valley’s technologies is called the US Army, AirrEe, Navy and Marine
Corps” (Friedman, 1999, p. 373).
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The neoliberals insist that the state and publitoss are inefficient and
only markets and the private sector are capablerediting growth, em-
ployment and human welfare. But in reality, for thst three decades, ne-
oliberal policies have resulted in largely bengfgtfinancial capital, mo-
nopolies, and the very rich. Working people andrést of the society wit-
nessed a rise in joblessness, poverty, stagnatiandecline in wages, and
cuts in welfare payments. Austerity has added eontisery of the majority
by shrinking the public services on which peoplpedal.

By focusing exclusively on the market, which isdsti epitomise free-
dom and equality without also concentrating ondbeial relations inside
the production system, renders the effect of theketasystem and the
broader economy invisible. The idea of the markethemy was a set of
policies intended to force people to accept madistipline, meaning they
had to adjust their economic and political lifethe dictates of the market
(Perelman, 2011). Neoliberal ideas have becomeuimsints for explain-
ing, legitimising and controlling workers withinghmarket system.

Neoclassical economists assume that ‘in the begnitiere was the
market’ (Williamson, 2003). The model also assuthes markets are per-
fectly competitive. The market is seen as somethihgch has naturally
existed from the very beginning of human civilisati They argue that the
state, on the other hand, should be seen as mae-maadidea which
emerged as society itself evolved. Contrary tortbeliefs, however, eco-
nomic historians have found there were no marketsé beginning, except
those which operated at a very local level to syt most basic necessi-
ties; markets were not important nor did they @asey role within ancient
communities.

The neoliberal model does not take into accountstieal relations of
production and disregards the well-being of workérss the marriage of
macroeconomics with the individualistic-driven metrkeconomy. The
market is being used to create a fear of losingleynment, reducing wages
to further power the corporations. The emphasisefficiency at micro
level and on market-based explanation is unablexpdain the structural
inefficiency which leads to the enormous waste exfources (Perelman,
2011).

Today’s developed countries pioneered and reliedtate intervention-
ist policies for their industries and trade durithg early stages of their
industrialisation. Moreover, well-designed intertrenist policies in the
developing countries have not only been impressiith regard to their
performance but overall have fared better in re¢aterms with their devel-
oped counterparts at comparable stages in the@lal@went. This is not to
claim that state intervention always works. If vemsider, for example, the
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most recent experiences of the industrial polié@ewed by East Asian
countries, these were based on interventionistiesli except in the case of
Hong Kong, previously a British colony. Dramaticogth rates were for-
mulated and applied with the state actively prongindustrialisation in
the early 1950s (Wade, 2004).

Neoclassical theory rests on the mistaken prerhetentarkets and poli-
tics are always autonomous; they are not autononasuseoliberals claim,
but are linked and mutually dependent. The growitiprosate enterprise
does not take place in a vacuum. It requires gowen support for an
environment conducive to price mechanisms and pipeogriation of sur-
plus and investment to develop.

Bhagwati (1982) argues that, irrespective of thesfiide genuine inten-
tions on the part of the government, interferendth ¥he economic func-
tioning of private enterprises can create incestifge rent-seeking behav-
iour. Even when there are market failures, this wake things worse by
shifting resources from productive to unproductativities. On the ques-
tion of market failure, Chang argues that, “the samarket could be seen
as failing by some while others regard it as nolyn@inctioning, depend-
ing on their respective theories of the marke} Many people think that
one of the biggest ‘failures’ of the market is i&hdency to generate an
unacceptable level of income inequality” (Chand)2(. 544).

lan Little (1982), another neoclassical theorisis largued that a micro-
economic approach, which relies on profit and gromBximisation at firm
level, will be able to outperform and be more edint than state interven-
tion, because the latter will be based on whollpufficient information.
Like other neoclassical economists, Little(19823 httessed there is bound
to be a significant discrepancy between the intérafécial policies and
their implementation due to the self-seeking of bhugeaucracy (Hirsch-
man, 1982).

A non-competitive market is seen as a failing mabkethe neoclassical
economists, but others, such as Schumpeter, attepthe existence of a
non-competitive market is an inevitable featureaduccessful capitalism
(Goldsmith, 1995). The issue of perfect informati®seen as necessary for
a competitive market to exist and may lead to fffesion of new technol-
ogy, which may, in turn, mean no incentives forepteneurs to innovate
with new technologies. Certain environmental retjoites and minimum
wages have often been criticised as interferendauginess freedom and
adding to business costs but nowadays regulationsecning factory pol-
lution standards and safety in the work place alliz seen as intrusive
policies.
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The outcomes of neoliberal policies in terms ofig@onomic varia-
bles indicate that in the US and the UK the besaiftsuch growth have
disproportionately gone to the top income groups. iRstance, since the
adoption of neoliberal policies, both these coestiave withessed grow-
ing disparities in income and wealth, and this Hae been accompanied by
shifts in wealth from wages to capital, cheaperdrgand the relocation of
some manufacturing industries to cheaper cost oesnssqueezing wages
further and curtailing the power of unions in thedérn countries. Neolib-
eral policies have created wealthy financial cenire big cities such as
New York and London, while the traditional manutaotg areas have
suffered from low investment and high unemployméwtade, 2009;
Stiglitz, 2006).

State, Free Market
and Economic Governance

It is useful here to briefly trace the links betwestate, market and econom-
ic governance in the past. The state’s role iniping guidance and play-
ing a leading role in economic policies in Britaind the US, for example,
was originally very different from how it is currynportrayed. When de-
veloped countries such as Britain and the US waymd the foundations
for the modern manufacturing sector, the statewgag active in promoting
and protecting domestic business interests agdiose of foreign compa-
nies. In fact, in the early phase of their indadisation, most of today’s
developed countries adopted industrial policiesciwhiiere very proactive,
and certainly not ‘open door’ policies of the typew recommended to
developing countries. For example, Britain had gxtonist policies in
place when it was trying to catch up with Hollamehich had more ad-
vanced industries than Britain (Chang, 2007).

For example, the Corn Laws in Britain, which hadtpcted farmers
since the 1% century, were finally repealed in 1846. Over thextntwo
decades, most of the import tariffs were removedai®/i, 1957). There is
also evidence that the British government interdeneestablishing indus-
tries: “During the early phase of Britain’s induatrdevelopment, Robert
Walpole, the British Prime Minister in 1721, lauedhan economic policy
to transform the country from an exporter of rawtenal into an industrial-
ly developed nation. He sponsored legislation ti#@d¢owards protecting
domestic industry from foreign competition and etpcompanies, sup-
ported through export subsidies. Moreover, impariffs were raised on
foreign goods, while import tariffs on raw matesialere removed to make
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imports cheaper for the country’s export industialpole’s policies were
not those of a “free market”. Instead, his goveminprovided heavy pro-
tection and subsidies to infant industries” (Gind&eSiddiqui, 2008, p. 9).
Only after the Industrial Revolution was well edislied did the govern-
ment open up domestic markets to foreign completion

The British Crown granted monopoly status to tlseimpanies and also
made treaties with foreign governments to obtaiciustve trading privi-
leges for them (Polanyi, 1957). At the same tinhe, government put up
import taxes and paid subsidies to domestic matwias: “The [British]
East India Company and other companies charteredh&ymonarchy
opened markets around the world to British good$ie©Ogrants of mo-
nopolies were designed to encourage new indudtdasabroad to start up
in Britain. For instance, the Navigation Acts, oruadling them ‘perhaps,
the wisest of all commercial regulations of Englameicause they promot-
ed national defence’ [...] The net effect of Blitisiercantilism was to nur-
ture companies that, whérhe Wealth of Nationappeared, were strong
enough to exploit new markets and new technologking England the
workshop of the world” (Goldsmith, 1995, p. 645).

Thus, the state initially played a defining roleBritain in the develop-
ment of the market economy, rather than this hawnamrally existed as
assumed by the neoclassical theorists. As Polaasg/aingued, “The road to
the free market was opened and kept open by amemisrincrease in con-
tinuous, centrally organised and controlled intati@ism. To make Adam
Smith’s ‘simple and natural liberty’ compatible tithe needs of a human
society was a most complicated affair. Witnesscttraplexity of the provi-
sions in the innumerable enclosure laws; the amolbureaucratic control
involved in the administration of the New Poor Lawkich for the first
time since Queen Elizabeth I's reign were effedyiveupervised by the
central authority [...] new powers, organs, andrimeents required for the
establishment of laissez-faire (Polanyi, 1957,40)1

In the US, too, state intervention was seen atithe as the best availa-
ble policy tool to establish property rights, f#eifing the provision of in-
frastructure such as the railroads, and even tbeess of early industriali-
sation. Right up until the beginning of World Warthe US had a heavily
protected economy. For example, it had by far tighdst tariff rates
among the Western countries for most of th& d@éntury, when its average
tariffs rates were approximately 40%, while thodeAastria, Belgium,
France and Sweden were no more than 20% duringpiine period.

The first Secretary of the US Treasury, Alexandamiiton (1789-95),
set out a clear strategy concerning how the couwstiould develop an in-
dustrial base in hiReports of the Secretary of the Treasury on thgestb
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of manufacturegChang, 2007). It is well-documented that in tlastphe
state was clearly involved in creating the condsgidor industrial develop-
ment(Girdner and Siddiqui, 2008). It is well knotinat infrastructure plays
a crucial role in economic development and, thesgféhe government
should take a lead in making investments in infeastire. For example, the
US government took the responsibility for investimgavily in infrastruc-
ture such as railroads and telegraph lines, dubeio high costs and long
gestation periods. During the latter half of thé" X@ntury, millions of
acres of land were made available by the governfieerthese tasks. Edu-
cation was another area which was seen as too iamdo be left to pri-
vate initiative alone. For instance, schooling wasde mandatory for the
first time in 1852 by the state of Massachusett®nSother states followed,
because it was considered that businesses oftese dboinvest too little
money in their employees’ skill development; it walso feared that if
workers could leave any time, they would ask fghleir wages to stay (Po-
lanyi, 1957).

The National Banking Act of 1863 was the first Uk regulation to
provide a stable financial system and currencyctviaissisted the business
sector (Polanyi, 1957). The state also took thd Irdnvesting in the edu-
cation sector to improve the general skill levethivi the country. The US
government involvement in agricultural R&D began @onnecticut in
1875, where the government funded research intoichyorn; a further
breakthrough came from a government-funded resdabciratory in 1917
with new seeds producing a higher yield. This wasnsspread to other
states; the government also provided financial ntices to farmers
(Chang, 2007; Polanyi, 1957).

Similar state intervention policies were part o tfficial policies in
19‘h-century Germany, too. In the 1840s, a German ac@&dd-riedrich
List, argued that his country firstly needed toldba successful manufac-
turing sector and only then would it be able tddiwl ‘free trade’ policies.
He concluded that “in order to allow freedom oftdgeto operate naturally,
the less advanced nation [Germany] must first beedaby artificial
measures to that stage of cultivation to whichBneglish nation has been
artificially elevated” (List, 1966, p. 131). Similg, Japan later followed
state intervention policies to strengthen its indaksbase against foreign
competition. As Cowling and Tomlinson’s (2011) stutbncludes: “The
Japanese case also demonstrates that, with a aggresectionism, indus-
trial strategy and state investment can deliveradyic growth for a (signif-
icant) period. However, in the long term, Japard(Rassia) also highlight
that where a corporatist policy is pursued andahnidical governance
structures emerge, then long term development pathdikely to be de-
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termined by the few with the public interest beamgnpromised” (Cowling

and Tomlinson, 2011, p. 843).In short, in almokpetsent day developed
countries state intervention was seen as the Iptistropolicy to establish

the manufacturing sector and it played a key moléheir economic devel-
opment and sectoral transformation.

The Role of State
in the Developed Countries

The passion for the ‘free market’ has emerged fvanmous sources, begin-
ning with Adam Smith’s ideological premise thatrgans of market forc-
es each individual’s free and selfish pursuit ahgaill be transformed as if
by an invisible hand to achieve socially optimasuiés. It is worth re-
visiting Adam Smith’s ideas, since they are soroffaoted by neoclassical
economists to support their laissez-faire policiether economic theorists,
such as Amartya Sen (1999), strongly support tleeafothe state, especial-
ly in the areas of social responsibility includingalth care, education and
other welfare measures, and the maintenance ofuatkedevels of em-
ployment. Sen attempts to combine Adam Smith’'s egoo ideas with
moral philosophy (Smith, 1976), noting, for instanthat Smith acknowl-
edges that the government has an important rgkdatg namely, “the duty
of erecting and maintaining certain public worksl @ertain public institu-
tions” (Smith, 1937, p. 651). These public gooddude provisions to ac-
cumulate and encourage the development of techpnadmg education,
both of which can be expected to contribute podifitowards raising the
productivity and wellbeing of society.

It is argued that the private sector does not hlagenecessary resources
to provide sufficient social capital by itself. Asdam Smith points out,
these tend to be assets “which it can never béhfoiinterest of any indi-
vidual, or small number of individuals, to erecdamaintain; because the
profit could never repay the expense to any indialcor small number of
individuals, though it may frequently do much mtran repay it to a great
society” (Smith, 1937, p. 862). He argues that Laavd Order, property
rights and the re-enforcement of contracts preptreground for market
exchange to take place. He suggests that the goeetrcan act as a refer-
ee in various contract disputes, which could beeoudsites for market-
based resource allocation (Goldsmith, 1995).

The assumption is that the state should serverasamal actor for the
benefit of the society as a whole i.e. in the ie$ts of the common good.
Broadly speaking, the main arguments in favourtafesintervention seem
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to centre on five areas: 1) the re-enforcementropgrty rights, contracts
and procurement of institutions for production axdhange; 2) macroeco-
nomic policies; 3) procurement of infrastructured garovision of public
services, such as health and education, 4) opesahtamntrol over private
companies, and 5) participation in the productibgands and provision of
services.

State intervention in economic policies was adopgdritain, the US
and Germany during the "1entury. Whilst in Britain and the US, the
state remained in the background but continuedlag @ crucial role, in
Germany the state’s role in policy initiatives toild the domestic manu-
facturing sector was very visible and it succe$gflanaged to transform
the economy during that period. Later, in the 19B0Korea and Taiwan,
the state played a crucial role in the issues diotyland distribution, con-
struction of infrastructure, and industrialisatiwhilst during in the 1980s
in China, the ‘revolution from above’ state playadnore active role in
supporting domestic industrialisation (Chang, 20¥&de, 2004; Amsden,
1989).

Rather than prematurely opening their industriefteign competition,
other western European countries followed Britale'ad as soon as their
industries were strong enough to compete. Howelrerneoclassical econ-
omists choose to ignore these historical facts,dery governments a role
in formulating industrial policy in the developiigguntries.

In recent years, there has been growing dissatisfawith the neolib-
eral paradigm (i.e. free-market) that has domin&eahomic policy over
the last few decades. In fact, in the early 198ts so-called ‘Washington
Consensus’ emerged which included the promotiopatities such as the
free-market economy, de-regulation, privatisatiand trade and capital
liberalisation. These were widely backed by intéomal financial institu-
tions, including the World Bank and the IMF, and ®ritish and US gov-
ernments (Williamson, 2003; Siddiqui, 1994a). Suudlicies have in-
creased corporate power and this dominance ofdfporate sector and the
economic crisis that have followed have led manguestion the relevance
of such policies and seek alternative policiestlier 22' century (Narcis &
Stiglitz, 2009; Fineet al.,2003).

According to Mohanty and Miraglia (2012), althouggoliberalism “in-
evitably places capitalist interests above the sieadl hopes of the people,
it is the people’s movements (anti-colonial/antpemal, peasant, ecologi-
cal, labour...) that have exposed the faults-liheemliberal capitalism and
placed questions of democracy, equity and justitheacentre of the strug-
gle for emancipation” (quoted in Harcourt, 20141808).
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There is an on-going debate concerning the roteettate in economic
policy measures between those who favour statevartéon in designing
economic policy and the neoliberals, who will nountenance any eco-
nomic intervention by the state. Some of theseessaovolve the design
and implementation of public policies aimed at ioying the economic
well-being of citizens by fostering economic deyient and preventing
crises. The interventionist argument has its osigmthe early period of
capitalism in Britain, when some defended protexsiopolicies and mo-
nopoly concessions granted by the government inéliend 17 century.
Later, however, in the i“8century, the continuation of such policies was
opposed by Adam Smith who favoured free trade ais$éz-faire capital-
ism. However, in the Icentury, with the exception of the UK, all the
major European countries and the US followed ptumeist policies, em-
ploying active state intervention to protect thdmestic industries against
foreign competition (Chang, 2002).

Any comparative analysis of economic performancgires an analysis
of a longer period of data. For example, betweetbl#hd 1980, the west-
ern European economies recorded higher growth tiaéesthe US. A clos-
er examination of the state role in the US econainge the mid-1990s
provides some interesting facts. During that peridespite assigning a
major market role to the crucial sectors of thenecoy, the state continued
to play a leading role in both the decimation anel development of re-
search and innovation, often through state-comtolliefence industries
(Kitson, 2005). Cowling and Tomlinson (2011, p. B4@nclude that “wid-
er public interests are likely to be better sertledugh an inclusive ap-
proach where governance structures are relativiéflysd and allow oppor-
tunities for all stakeholders to participate in tevelopment process”.

In the developed economies state ownership camadte or instance, in
the much celebrated free enterprise of Singapbedand is fully owned by
the state and also about 85% of the housing isigiedvby the state. Also
more than 20% of the Gross National Product (GNProduced by the
state owned enterprises in Singapore (SiddiquipBf)Iwhilst in the UK,
the public sector National Health Service is st largest employer. The
state plays an important role in most countrieptoywiding backing for the
monetary and credit system. Certain public good$ @as street lighting
should be provided from public expenditure. Thecprement of infra-
structure and the provision of public services laased on the notion that
these are the necessary preconditions for econgraigth and social pro-
gress. The private sector would be unable to pmdug itself. For the
proper functioning of contemporary economies, ividely acknowledged
that areas such as mediation, contract and regnlesin assist the market.
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Role of the State
in the Developing Countries

The neoclassical model of economic developmentestgghe primacy of
the market as a means of improving the standalviaofy and income in
the developing countries (Little, 1982). Top ecoimeaxperts and financial
officials from all the Latin American countries,@pt Brazil, were trained
in the neoclassical tradition in the US in the 198Bd were assigned to
oversee the implementation of the IMF’s prescripgi@after the debt crisis.
These countries mostly focused on macroeconomibilisttion pro-
grammes including privatisation of state entergriseade liberalisation and
restricting the role of the state in the economigdigui, 1994b). These
governments had no inclination to learn from thetEesian experiences of
the recent past. They saw the state as the sotirak ‘distortions’ and
associated this with the failure of their own poes ‘import substitution’
policy (Amsden, 2009a).

Neoliberal economists say that the invisible haofd$e market are the
best allocating forces to bring about rapid grovi@bonomic developments
are regarded as best driven by private enterpvighslittle or no state in-
tervention (World Bank, 1993; Little, 1982). Latkmerica’s ‘import sub-
stitution’ policies were blamed for producing ineknt, rent-seeking be-
haviour, slow growth and macroeconomic imbalanéegther proponent
of neoliberalism, Deepak Lal (1983), is highly sibegd about the role of
the state in the government of developing countrfescording to him,
“many developing countries are closer in theirafi workings to the ra-
pacious and inefficient nation-state of"17%r 18"-century Europe, gov-
erned as much for the personal aggrandizementeaf thlers as for the
welfare of the rule” (quoted in Wade, 2004, p. 10).

Latin American governments began to embark on \iat&ionist poli-
cies in the 1930s, their aim being to encouragelaythe foundations for
domestic industrial development. By encouraginglicy of ‘import sub-
stitution’, domestic producers would develop thpamity to produce goods
that would otherwise be imported. High tariff radiscouraged imports,
while subsidies and local demands encouraged damastducers. This
policy was rooted in populist movements led by vwidlials such as Peron
in Argentina, Cardenas in Mexico, and Vargas inzBrd his strategy was
initially successful in developing an industrialsbain countries such as
Argentina, Mexico and Brazil, but in the 1970s,spolicies began to ex-
perience crisis (Shapiro & Moreno-Brid, 2014).
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Moreover, these countries generally relied on irtgpof new machinery
and technology and also capital investment by matibnal companies
(MNCs). In Brazil, NMCs accounted for 44% of allrdestic sales in 1965,
while domestic private and public companies togeteeounted for the
remaining 56%. By 1972, MNCs controlled more thadf lof the total
manufacturing investment in both Brazil and Mexi&y. the mid-1970s,
this model had entered deep crisis with publicaectanagement and the
growth of vast bureaucracies encouraging corruptidnthe late 1970s,
these countries faced chronic financial difficudtiparticularly with balance
of payments deficits.

Since Latin America’s exports consist of naturdlsed products, these
sectors have limited potential for productivity gtb and technological
upgrading. In 2012, just ten commodities and minpraducts including
coffee, soya beans, sugar, fruit, iron ore, copgas,and oil, accounted for
more than 40% of Latin America’s total exports: Ntexico, Latin Ameri-
ca’'s alleged success story in reorienting domgstoziuction to foreign
markets, high-tech manufactured goods do represeng¢ than 80% total
exports. However, a vast number of these expoe®ssentially produced
in maquiladoras that locally assemble imported fispuith scant use of
domestic intermediate products or raw material$ ip. reality, they are
high-tech exports produced through rather simpkembly process that
neither rely on local R&D capacities nor have digant backward or for-
ward linkages with domestic suppliers” (Shapiro &méno-Brid, 2014, p.
193).

It seems that the governments in Latin America tgliaxport promo-
tion with trade liberalisation and deregulationd aheir industrial policies
were abandoned and their fiscal policies to pronwmpetitiveness of
selected industries were dropped. The liberalisatiod open-market poli-
cies which they adopted in the 1990s were supptuselign domestic pric-
es with international prices. This was completdig bpposite of what
Amsden found in her earlier study of industrial ipplin South Korea
(Amsden, 1989) where, in the early phase of indhlistation, the prime
issue was not to ‘get the price right’, but to Hefiately ‘get the price
wrong’ (Amsden, 2009b).

In recent years, Latin America has improved iteeof trade and expe-
rienced a commaodity export boom, which has beeocésted with rising
imports from China but it is difficult to predicotv long this will continue.

When President Lula came to power in the 1990sziBealopted a
long-term developmental policy to promote specifidustries. With the
help of its development bank (BNDES), the governim@ovided a mas-
sive amount of finance to promote a few selectedstries in the country.
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As a result, a number of Brazilian companies engeigghe 2000s as in-
ternationally competitive. For example, Petrobraered as a leading
company within the oil and petrochemical sectot,amdy in Brazil but also
internationally, an achievement which was made iplesslue to massive
state support. In contrast to this, Mexico’s goveent decided to scale
down the role of the development bank in assisdimgj financially support-
ing other key domestic industries. For example,inkestment potential of
Pemex was severely affected due to this governmeaision; similarly
government policy measures were taken to withdreastpport previously
extended to Nafinsa and Bancomex (Shapiro & Morrnd; 2014).

The economic crisis in the developing countrieths 1980s and 1990s
provided an opportunity for international financiaktitutions to impose
‘Structural Adjustment Programmes’ in the name idf avhich has since
proved disastrous(Siddiqui, 2013). To cite but emample, Stiglitz found
that the market liberalisation process led to fypmeinvestors increasing
their control over African resources rather thasisimg them towards
long-term independent development. Moreover, tipedieies brought fur-
ther cuts in public spending in the health and etlan sectors(Siddiqui,
2014b), leading to further deterioration in the iEality of these vital
services which has impacted most negatively orptiee in the developing
countries (Stiglitz, 2006).

The question arises, then, as to why the statexée again playing a
leading role in South Africa’s power sector, andyahsimilar situation can
be found in some Latin American countries. The egpee of South Afri-
ca’'s power sector represents an interesting casehioh the ‘standard
model’ of competition and privatisation was serlgusonsidered due to
pressure from the World Bank but was soon rejected.

Eskom, the South African electricity supply compangmains state
owned: “Eskom has led an impressive national efeettion drive. The
proportion of households with access to electritiag risen from below
49% in 1993 to nearly 70% in 2003. In the years4t2902, 3.8 million
new households received electricity [...] Eskom w&ad continues to be a
relatively well functioning public utility. Unlikemany other developing
countries, which suffer from serious operation&fficiencies, Eskom de-
livers reasonably reliable and quality power at faiges and it is financial-
ly viable” (Eberhard, 2005, pp. 5309-5310).

The electrification programme in South Africa reygets a remarkable
achievement perhaps without any international mlece with access to
electricity doubling from 33% to 66% of the popidatin the short period
of time from the end of the 1990s to the early 20(acing this challenge
was necessary in order to overcome the legacyeointbqualities of apart-
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heid. The South African experience demonstratetitigpossible to make
substantial progress in widening access to elé@gtservices for the poorer
sections of society who historically have been umdéleged. Although
this was achieved by a state-owned enterpriseast made possible due to
technically competent and financially sound and tafsall, the state’s
willingness to support it throughout.

This is particularly important in the countries weandustrialisation
historically began much later than in West Europeamtries. When there
is a need to undo historical legacies and backvemsirthe state’s role can
be quite important. The experience of neoliberfdrms in Russia in the
early 1990s highlights the dangers of ignoringiiseie of governance and
of giving greater powers to foreign investors.dtuseful to quote Wade
here: “Low private saving, dependence on primandpct exports, declin-
ing prices of exports in relation to imports, smaternal markets, limited
skills, few entrepreneurs adept at large-scale risgtion, and pervasive
under employment — required an even bigger rolgHerstate then in the
more developed countries” (Wade, 2004, p. 8). kt,fthere has been a
long history of state intervention to promote inateon and disseminate
new technologies, primarily to negate market falwhen a lack of incen-
tives for generating new technologies may lead etarkto underinvest and
they prove incapable of taking the lead in the Ré&fechnologies.

In the Indian context, it is relevant to cite hehe earlier debate be-
tween Amartya Sen and Jagdish Bhagwati (Ruparetial. 2011). Sen
(1999) argues in favour of state intervention ie #reas such as education
and health, claiming that government measures dhoeila starting point
for tackling mass poverty and the other ills thasdt India. Bhagwati,
however, prefers rapid growth, and assumes thatvé@dth generated will
presumably be utilised later to solve deprivatibvarious kinds including
poverty (Bhagwati, 1982). Sen emphasises the irapoet of both state and
market forces as agents of development, and ad®eatong intervention
by means of social welfare schemes (Sen, 1999)béfieves that food,
employment, health and education should be providesligh government
schemes entailing active state involvement, wheBkreggwati prefers di-
rect cash transfer to the poor who can choosetpriapublic providers for
the services they require. The important issubas ¢f ecological sustaina-
bility. Sen often acknowledges the need to bringrenmental regulation
into the equation, while Bhagwati largely ignored~or neoclassical econ-
omists, growth is the first priority and they a@ noncerned about increas-
ing inequality.
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For example, the past two decades of higher grawthdia were char-
acterised by a net decline in employment in mostose. Some 93% of
India’s labour force continues to work in the inf@ economy without a
living wage or any of the benefits or security ofmhal employment. While
the Indian labour force has increased by 100-12Bomi employment in
the formal economy has grown from a meagre 26.[fomiin 1991 to a still
meagre 29 million in 2001 (Siddiqui, 2014a).

Neoliberalism promotes a market model of develogmareducation it
has already brought about state withdrawal fromvitke ranging responsi-
bilities (Siddiqui, 2014b). To follow a liberalisah policy in the agricul-
tural sector in a country with a large populatitee lindia could prove cata-
strophic. For instance, it could lead to land-ulsitss from cultivation of
grain for domestic consumption to a preferenceefqrort crops. As a re-
sult, such development could undermine domestid fexurity (Siddiqui,
1999). Sharp fluctuations such as a rise in promdd hurt consumers,
while a sharp fall would undermine farmers’ incees to invest in the land
and thereby contribute further to slowing down ae¥leeconomic develop-
ment (Siddiqui, 2014a).

In fact, neoliberal reforms in developing countriegecent years have
weakened the state regulation of the economy asw @kated the condi-
tions to promote and expand the role of privateegmises and markets
(Siddiqui, 2012b). At present, with the increasedcpss of globalisation
and integration into global markets, the governméntdeveloping coun-
tries are seen reducing taxes and government spersklling off public
companies and minimising the role of the stateconemic affairs to foster
more individual initiative and business opportwes{iSiddiqui, 2012b).

The international financial capital of the®2dentury seems to be differ-
ent in a number of such ways from the past. Firstetermines the possi-
bility of Keynesian demand management, which reglstate intervention
to boost levels of domestic economic activity. Timsans using state inter-
vention to build a productive economic base couldve controversial.
Second, under capital liberalisation, the develgmiauntries need to raise
interest rates to attract capital and also foreigpital confidence becomes
very important. This could lead to higher costsdorrowing, which could
discourage investment and reduce aggregate dentdigth®r interest rates
will also increase costs for small businesses, ingaa further contraction
in economic activity. On the other hand, the steiteface more fiscal cri-
ses due to the increased cost of debt servicingzhwtannot be met by
raising taxes on the rich and corporate sectoralme the open economy
will be under pressure to maintain lower tax rategattract investors and
higher taxes would prove to be a disincentive. Muoeg, import duties
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have to be reduced as a part of liberalised ecanpolicy measures. All
these further accentuate the fiscal crisis of tatesand as a result the gov-
ernment may have to cut social spending on devedopexpenditure. The-
se could further contract the domestic economy.

State Intervention
in the East Asian Economies

The arguments in favour of extensive state intdiganhave been based
around the experiences of historically backwardntoes, their underde-
veloped institutions including markets, and theealsg of a strong entre-
preneurial class. Malaysia’s industrial policy hetrecent past offers im-
portant lessons for other developing countries. ifly@ementation of its
New Economic Policy (NEP) and its successful ouesmequire the state
to be actively involved in the economy. For exampeking more closely
at Malaysia’s industrialisation, it is well establed that state intervention
in the last quarter of the 2@entury did help it to diversify and the country
was able to build a manufacturing sector. Poveligviation and income
redistribution was also achieved successfully byamseof active state in-
volvement as well as market coordination in an ietily sensitive country
like Malaysia (Siddiqui, 2012a).

Furthermore, Rasiah and Shari (2001) point outfiteat 1970 to 1990
the NEP was applied by providing strong incentivesboth ‘import-
substitution’ and ‘export-oriented’ policies to @dep the manufacturing
sector. The adoption of NEP during the period of@2990 heralded an
era of rapid economic growth, job creation andsa i incomes throughout
the country. Poverty and inequality have declined the government has
been able to address the historical legacy of thai@ divide between
communities which arose largely from the colonialigies of the past.
Unemployment was reduced from 8% in 1970 to 2.694 %96 (Siddiqui,
2012a; Rasiah & Shari, 2001).

There seems to be no doubt that Malaysia’s growthimdustrialisation
strategy throughout the NEP period relied on statrvention, with a co-
ordinated role for both the state and the marketatt, the poverty reduc-
tion measures were launched under the close sgmmrwf the state and
the outcome was remarkable. The poverty level veasedsed from 49.3%
of households in 1970 to 16.7% in 1990 (SiddiqQil2a).

Rasiah and Shari’s (2001) study on the issue o stéervention con-
cludes: “The experience of Malaysia demonstratesnibed to formulate
effective industrial policies, taking cognisanceltd market and the institu-
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tions necessary to ensure effective coordinatidgwdxen firms, factor mar-
kets and product markets. Through preferentiakpsd| the state expanded
Bumiputeraemployment in public services and stimulated thgizater
participation in manufacturing, thereby succeedings efforts to restruc-
ture the occupational identification of ethnicityhich was complemented
by land schemes and the distribution of shares gnmmor Bumiputera
households” (Rasiah & Shari, 2001, p. 75).

China’s changes in policies in the 1978 began énafyricultural sector
by giving more production (Siddiqui, 2009) and satesponsibilities to
households rather than village communes, whicimaliely increased the
output and local participation at village levelgripaps also allowing some
wider participation in decision making. The Chingssernment played the
key role in all these initiatives, by changing #monomic direction of the
country in 1978. Later, a more active role in tembgical upgrading and
innovation enhanced the competitiveness of Chinmedastries (Siddiqui
2009).

Regarding the question of the export success of &sian countries,
Amsden (2009a) claims it is irrelevant to argueigahe ‘import substitu-
tion’ and ‘export promotion’ policies. In her study the East Asian coun-
tries, she finds that both policies complementecheather. She further
argues that “only one simple story tends to refealf: behind the rise of
every export was an earlier import substitutionestment policy” (Ams-
den, 2009a). It was argued that free-market arsddaifaire policies ena-
bled East Asian countries to achieve spectacules iaf export growth as a
result of the competitiveness enforced by theirosxpe to the international
market (World Bank, 1993). However, contrary totsataims, it is now
known that these economies were highly protectipmisigiste regimes
(Chang, 2002; Amsden, 1989).

The East Asian economies experienced higher rétgsowth for more
than four decades until 1997 and became develominentcess stories
thanks to state intervention policies. These ceemtised government poli-
cy to guide the markets.

There has been an acceleration of growth ratesag Asian countries
such as South Korea, Singapore, Taiwan and Malagsthe 1970s and
1980s, namely in countries who hardly followed itzyial prescriptions
(Siddiqui, 2010b).These countries have achieveth hides of economic
growth via strong state direction in economic pplicatters (Wade, 2004).
Moreover, the successful emerging economy alsosheetle independent,
dealing with their domestic classes whilst alsotialing non-state agents.
The state also uses power and resources to implémerventionist poli-
cies, which runs contrary to the prescription ¢éinational financial agen-
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cies. Unsuccessful emerging economies pursue erigonist policies but
end up failing because they are pressurised byamkamestic and interna-
tional interest groups, and obviously lack relativdonomy. For example,
the state played a key role in the developmentp@nbrmance of the Japa-
nese and Korean steel industries and also in gildther modern indus-
tries such as Korean shipbuilding, cars and elgittsp Indian agriculture in
the 1960s (Siddiqui, 1999), and its IT sector ia 1990s; Argentina’s fi-
nance sector; South Africa’s mining and power gsc{8iddiqui, 2014a).
All these were successfully achieved with statdstesce (Fineet al.,
2013; Amsden, 1989).

For more than two decades, economic policies,qudatily those in Lat-
in American and African countries, have been doteithiaby market-
oriented policies. The imposition of neoliberalipigs across the develop-
ing countries and in the economics profession uidtitateral institutions
such as the World Bank, the IMF and the WTO togettith the Western
governments could be clearly seen(Siddiqui, 199%bjact, both the debt
crisis in the 1980s and the East Asian financiaisin 1997 served to
strengthen the grip of neoliberalism, with policiesing revisited rather
than dropped. But the IMF’s credibility as an ingion weakened in de-
veloping countries (Siddiqui, 2014b; Stiglitz, 2006

Conclusions

This study has argued that economic governanceuat for develop-
ment, since it is associated with the ability ofoas to participate in deci-
sion-making processes, which have an impact onagomngrowth, job
creation, income, investment and the environmettiwia country. With
the adoption of neoliberal policies, the corporae financial sector and
bureaucrats have acquired increased power in dawngl@ountries. It also
means that national sovereignty itself is beingdtened in the name of so-
called growth and market efficiency. Neoliberalorefis in developing
countries have led to a reduction in the role efgtate whilst market forces
have been assigned a correspondingly greaterNel@iberalism also pro-
moted the interests of the corporate-financial tehmn the grounds that
what is good for them is good for the nation. Samhji they failed to predict
and analyse the 2008 financial crisis, and alswigeal very little theoreti-
cal justification for the interventionist policy m&ures which were applied
at the beginning of the crisis.
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More than three decades of experience have shoatrfah from pro-
moting economic growth, neoliberalism has not seded in reducing the
levels of poverty, particularly in Africa and Latidmerica, where such
policies were launched more than two decades agoeXample, the aver-
age annual rise in per capita income in the deuappountries has slowed
down from 3% during the interventionist period @60-1980 to 1.5%
during the following two decades 1980—2000. Moreptiee most disturb-
ing fact is that in the poorest developing coust(iee. those with per capita
GDP of US$ 375-1121), this declined from 1.9% ia finst period to just
0.5% during the second period of the neoliberammas(Chang, 2002).

We should perhaps then make a concerted efforispebthe myth that
market competition is overwhelmingly a source afawation and competi-
tive advantage. The truth is that the governmeaygkl huge role as the
ultimate risk taker, financier and social coordamaboth between firms and
workers, and between firms and the state. The stateld engage more in
economic developmental and policy matters and drmatadjustment is re-
quired, shifting away from high levels of relianoa the financial sector
and market forces towards more sustainable progueictivities (Wade,
2009). Industrial policy could broadly include sua$pects as support for
‘infant industries’, trade policies, and policiefgeating foreign capital and
investment. This means establishing guidelines rogehe operation of
the market and setting the boundaries between sttmatld be governed by
the market and what should not (Wade, 2009; N&siglitz, 2009).

In the past the state had a good record of stitnglahnovation-led
growth, not only by mitigating private sector ridkst also taking risks that
the private sector would not take. For example,dbeelopment of avia-
tion, nuclear energy, computers, biotechnology, swoldr energy were all
successfully achieved by means of state supporteldping countries
require an industrial policy in which the governméakes a clear role in
leading innovation in renewable energy technigpeblic transport, health
and education.

The question of the distribution of surplus andigsele of social justice
are not recognised in neoliberal analysis as ecan@®sues requiring im-
portant consideration.

For neoclassical economists it appears that cdpitalation as an effi-
cient allocation of resources is not viewed asuxial factor of develop-
ment. Once instructional arrangements are in ptacgenerate efficient
allocation of resources then investment can take ahitself. Their models
totally ignore the historical legacies of underdepeent, pretending that
the past was free from difficulties and trying larbe the current problems
on the developing countries themselves.



30 Kalim Siddiqui

There are a number of reasons why the neoliberdkiis not sustaina-
ble. In most of the developing countries, the ineadistribution was very
unequal; therefore, the domestic markets remaiigddyhunequal and were
unable to absorb the manufactured goods producedig8i, 2010a).

The crisis which the developing countries have grpeed for more
than two decades shows how futile it is to assumae this could be re-
solved once the primacy of the market had beeromegt and that the
economy will naturally develop as long as the sthtes not interfere with
its functioning. These claims are false with liffl@ny support from histor-
ical precedents. The state should act in the iste@ the majority in order
to promote overall human development.
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