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1 Introduction

The literary amongst you will have realised thateontribution takes its title in part from the
Whitbread book of the year for 2003, Mark Haddadrte Curious Incident of the Dog in the Night-
Time. This is the tale of the dog’s murder told frora fferspective of a teenager with Asperger’s
Syndrome, a form of autism. The radical amongstwitlualso know of the Post-Autistic Economics
Movement, one that demands greater realism anddaktey in economics than is offered by the
dominant and domineering “autism” of the mainstrehtip://www.paecon.net/HistoryPAE.htrh
disapprove of the term “autistic economics” sineayiself have a son with special needs, and | see no
point of favourable comparison between him and steé@am economics. More by way of pastiche, my
contribution is in part a tale of the murder of thevelopmental state in those dark days of the
Washington Consensus. But is not the world of dgualent economics now illuminated by the light
shed by the more progressive post Washington Csns@rDoes this not offer the prospect of a revival
of the developmental state? With minor exceptitims answer is in the negative. Whilst this
demonstrates the limited extent of reform in thigkattached to the post Washington Consensus, it is
also appropriate to view the notion of developmiesttate with a degree of circumspection. As | have
emphasised elsewhere, scholarship, ideology ooticeand policy in practice, especially of the Wbrl
Bank, are mutually supportive if inconsistent iffelient and shifting ways, Fine (2001c). Much the
same is true more generally for development in $evfrscholarship, policy and ideology - or advocacy
as it has now become more gently known, Deatoh(2086). So we have to be careful in negotiating
intellectual autism in the dark, and not to be did when emerging into the bright lights of
alternatives.

This, though, is an academic paper primarily comegmwith some aspects of the theory of the
developmental state and inequality. Nonetheleas) Acutely aware of why | have been solicited to
address these topics. It is a result of the reggearhinence of the developmental state in political
discourse in South Africa to which | will turn mytention in the final section. Its sudden and
unexpected appearance means that | will be morertbemally, if selectively, attentive to the histor
of the developmental state and inequality as idessh covered separately in sections 2 and 3,
respectively. As chance would have it, | have ot @fifi been concerned with inequality for more than
thirty years and with both the developmental stat# South African economic policymaking for
twenty. Possibly it is my age, the occasion, orrthasiting of fond and familiar topics that hasluted
me to be more than normally, even acceptably,isdlitgent in reviewing my own contributions.
Immodesty aside, this also has the effect in praaif giving an unattractive air of “l told you st
the proceedings. And it runs the risk of being aecuof flogging dead dogs, murdered or otherwise,
ones that have been discarded and no longer seefeaant. In these respects, | simply beg your
indulgence, as well as exercising my own, as tieefo be paid for shedding some light on why the
developmental state has not been deployed to adth@guality in the past in South Africa, or more
generally, and why it is being used now, and homight best be used.

2 The Developmental State is Dead — Long Live thedlbpmental State

This is the third occasion on which | have soughgxamine the extent to which the
developmental state approach can realise its peoaiisffering solutions to the problems of
development.In the early 1990s, the influence of the developtalestate was at its height for a
number of reasons, and it seemed appropriate W ainhlessons for the South African economy on
which | was working at the time in both academid policy arenas. First and foremost, the
developmental state offered an explanation folBhst Asian Miracle, and the sorts of policies that
made it possible. Second, it was one of the tworpdliars of criticism of the Washington Consensus,
the other being adjustment with a human face. Thtimbmbined contributions from across the social
sciences, economics, politics, sociology and hysifathe latter only to a limited extent.

| returned to the developmental state a decade tater, by which time its influence was
probably at an all time low. Again, there are threasons for this. Following the sudden and gelyeral
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unanticipated Asian crisis of 1997/98, the perspecif miracle was rapidly turned over, and allttha
had been perceived to underpin it was cast asideimterpreted as negative. For Lee (2004, p. 11),
“the 1997 Asian financial crisis triggered suspicly many scholars about the utility of the
developmental state modél'Second, the Washington had given way to the pasthivigton

consensus, and the positive lessons of the develofafrstate had been both absorbed and diluted
down. Third, the academic literature had itselflegd to suggest that the developmental state btough
about its own dissolution. Development itself, lgbuabout by the state, is perceived to undermine
both the conditions and need for the developmextidé.

There is then a curious incidence of the developatetate by virtue of its sharp shift in
influence over time. No doubt, this reflects itsroanalytical strengths and weaknesses as welkas th
changing material conditions that it seeks to askleand within which it is situated. But it also, as
already indicated, is more or less prominent byueiiof its alter ego, the developmental thinking
deriving from the World Bank that has always dis&thitself from this approach. This was, of course,
overt during its commitment to the Washington Caossis which set the analytical, ideological and
policy agenda of market versus the state in whiehdievelopmental state situated itself on the dfgos
to the pro-market side. This conflict came to acheih the East Asian Miracle Report of the World
Bank (1993). It was motivated and funded by Japahleast in light of its dissatisfaction with the
Washington Consensus for the denial of its owrohyséand in seeking to serve its policy needs in
undertaking direct investment in the Asia-PacifimRwWade (1996) and Rigg (2002) for more recent
view.? In substance, though, far from the Report sertongromote the state in general and the
developmental state in particular, it represenieddieath throes and not the death of the Washington
Consensus, drawing the conclusion that the miraglenore exactly, miracles were market-
conforming, when attached to state intervention, mon-replicable. By this is meant that there was
extensive state economic intervention but it wag eaccessful when it did what the market would
have done had it been working perfectly. Even witts own terms of reference of market versus state
this is vacuous in content, unlike the implicatadmawn that this perfection of the market througitest
intervention could not be emulated in other costri

As a result, the developmental state did not emengemphant from the demise of the
Washington Consensus. Instead, it was ignored tflaoked by the post Washington Consensus, not
least through a remarkable rewriting of intellettiiatory although one that is far from rare in the
practices of the World Bank as it partially incorates longstanding ideas in opposition to it and
claims them as due to its own originality. Thusjlsttthe developmental state literature was onnef
major intellectual driving forces behind the rejentof the Washington Consensus, and in prompting
the East Asian Miracle Report that denied the saeof the developmental state, the Report is
perceived to have initiated a turn in the Bankisking. Such is the view of Stiglitz himself. Litdly
in a half-truth (first sentence right, the seconrdng), the creator of the post Washington Consensus
launches it with the following claim of East Asfaheir industrial policy, designed to close the
technological gap between them and the more addacmantries, was actually contrary to the spirit of
the Washington consensus. These observations hetgsis for the World Bank's East Asian Miracle
study (WB 1993), and it stimulated the recent rdtimig of the role of the state in economic
development”. On the contrary, the rethink longcpded WB 1993 and was denied by it. What this
allowed is for the developmental state literatarbé denied its intellectual significance as akitf
the Washington Consensus and for its substance teatered down if not ignored. As | was to write a
few years later, it was a case of “The DevelopnieSie Is Dead - Long Live Social Capital?”, Fine
(1999) although, now in retrospect, this was tageresiate the influence and role of social capital in
commanding the World Bank’s continuing antipathyptdstantial state intervention. This is to point,
however, to how little social capital had to bemoded in order to outflank the developmental state,
buttressed as it was by notions of governance, ampoent and so on — anything other than the
developmental state.

The subsequent rise, and fall, of social capit#hiwithe Bank’s thinking has proven to be a
misconceived and failed attempt by its social dts&to have themselves taken seriously by its
economists, as opposed to them being successhiély oy the economists to legitimise their
appropriation of the “non-economic” intellectualeblogical and policy terrain. | have discussed thi
all at inordinate length elsewhere, most recenitg £2007a and B)But, to return to my two earlier
forays into the developmental state literaturey thiéered both continuities and change in thinking.
The most important continuity is the division oétliterature into two schools, the economic and the
political as | have termed them. They are complagargrand mutually exclusive with remarkably



limited overlap between them. The economic schoali$es on the economic policies that the state
needs to adopt in order to bring about developnasmt,identifies how this has been done in the past,
most notably from Latin American ISI through thaiety of interventions associated with the East
Asian NICs, especially protection, export promotitargeted investment and finance, and so on.
Inevitably, explicitly or otherwise, this involves economic theory that breaches with laissez;faire
drawing for example on the notion of static or dyiaeconomies of scale and scope. The political
school, on the other hand, is more or less frescohomic analysis, and vice-versa for the economic
school, addressing the issue of whether the stes¢he capacity and motivation to adopt
developmental policies without really interrogatinbat these might be. In particular, the focusperu
whether the state has the autonomy in some setisedbadopt policy independent of special interests
and to deploy that independence for developments.a

If the first continuity across the evolving devatogntal state literature is that it has been
divided into two mutually exclusive parts, the set@ontinuity is one of difference in how it hashe
able to accommodate empirical evidence as its spdfespplication has been extended over time and
by time itself. In general, the economic school haissuffered any discomfort in this respect. It is
simply possible for it to interpret any case ofeasgsful development as the consequence of the right
policies having been adopted and failed developro#mrwise. Wherever there is or has been
development, there must have been a developmeata] with Ha-Joon Chang the leading proponent
of this view. The situation with the political safidas been entirely different. For, it seems that
autonomy of the state has to be refined to takewatmf each new case study, both in terms of the
nature of the state and the conditions which altde be so or not. Within the literature, theres eeen
a proliferation of terminology to fill this empiad credibility gap, relative and embedded autonomy,
weak and strong states, the role of culture, uistibs, bureaucracy, and so on. As Howell (2006, p.
275) puts it, “the notion of the developmentalestado, has become vulnerable to semantic overload,
ideological appropriation and empirical amorphowssiielt leads him to adopt the notion of “a
polymorphous state that reveals contradictory featof developmentalism and predation, rivalry and
unity, autonomy and clientelism, efficiency andffiiency, across time and space”, p. 278.

With this portfolio of opposites, anything beconeaglicable. This does not mean the
developmental state literature is without contesdause it focuses upon the role of the state in
development and on particular mechanisms and prditons. As a result, as already indicated,
change is possible within the literature, and se€inible with my second review finding the literat
to be much less upbeat than the first, reflectivegAsian crisis, the intellectual climate of motates-
friendly post Washington Consensus (underminingsadelining the status of developmental state as
opposition), increased concern over the sustaiabihd/or the feasibility of late-comer
developmental state in light of globalisatiband, if only implicitly, an evolving recognitiorf tack of
integration across the two schools. The latter thekform of bringing class back in, an economid an
political category, in suggesting that the EasAsievelopmental states had brought about their own
demise by creating forces more powerful than itsetfapitalist class for example or democratisaition
case autonomy had been seen as a consequencharftatibnism. In retrospect, the developmental
state literature now appeared remarkably and parealty static as a portfolio of economic policies
as a political structure, each separately divingddgether wroughting fundamental economic and
social change, eroding their own conditions of &xise. In addition, the developmental state had now
been round long enough that it can now be usedaligsaand in passing without acknowledging its
theoretical and empirical complexitiéFhis is important and, in a sense, paradoxical, &the
developmental state literature has grown in thézakeand empirical complexity to the point of
overburdening itself with refinement and exceptj@wsit can become its opposite, something emptied
of content, to be flagged in passing, or to meaateder any contributor cares to make of it, seevoel
in case of South Africa.

There were a number of conclusions that | drew ftiese literature surveys. First, it is
inappropriate to seek a simple synthesis acrossihéditeratures. Rather, second, it is necessary t
reintroduce class and economic and political irstesrenore generally at a higher analytical level in
order to examine how these are represented throoiihthe market and through the state (and rather
than starting from a stance of state versus markhtjd, this combination of interests will be attad
to a particular system of accumulation of capitahwlifferences that need to be identified in rauggi
from one country to another and, almost inevitafstym one sector to another within a country.
Fourth, this also applies to what are liable tdahmespecific relationships between industrial and
financial systems, as well as the presence angeinfle of international interests.



In this light, what does my third turn at the deyghental state literature reveal? Most
important is that there has been something of @akuf the developmental state in the literature,
although | have not prepared any hard and faseeciel in support of this assessment. Its renewal
comes in three forms. First is business as usubltive developmental state, and the pre-condifions
it, being recognised wherever any developmentdleentplace. This is most notable for China,
unsurprising in view of its most recent growth netbMore generally, as Boyd and Ngo (2005, p. 1)
put it, with more than a degree of exaggeratiamiferror, “For more than twenty years the theay h
captured and held the imagination of researcherkimgpacross East Asia. It has extended its scholar
empire far and wide to embrace the political ecaesrof Asia, Latin America, and Africa. The theory
has been taken up as much by planners, policy-ma&ed international organizations such as the
World Bank as by academics”. They see it as a auanéintermediary between command and market
economies, a challenge both to neoclassical anendiemcy theory. Indeed, “It has become a stylized
fact: the thing itself, a fixity in real-world pdiEs in a trope that makes it possible to assett ‘State
X is a developmental state™, p. 2. It might have kesine of its “gloss” with the Asian crisis, for
“Recipes for success were now said to be the ingnésiof failure”, p. 4, and sound empirical
foundations have been lost with refined contribngidrom regional experts, p. 2. They appropriately
observe, at least for the economic if not the jalitschool, that the developmental state litehas
adopted a partial Weberianism that emphasisestitieggy, rationality, and instrumentality at the
expense of monopoly, violence, and domination2.gdt is, in short, a state-led theory of economic
growth that lacks a theory of the state other fixémarily as an independent variable promoting
growth, rather than examining the politics of thetes that make it the way that it is. This assessiise
both rare and late in recognising the limited in&ign of economics and politics within the
developmental state literature, and how the coording theory of the state is underdeveloped in
terms of underlying classes and the forms takethém in the state apparatus (as opposed to taking t
state apparatus as developmental bureaucracy @stmifor example§.

These themes of a proper theory of politics, thgestlass interests, the consequences of
change, etc, do, however, recur in milder formhia latest literature, reflecting at least implicit
dissatisfaction with division between economic antitical schools. To a large extent, this is
inevitable as any new literature has to negotia¢echarge of death, and can only do so by clainiiag
after death or despite the crisis, changed globalimstances, and the consequences of development
itself.

Second, then, revival of the developmental stat®iable in the literature that suggests that
reports of its death in its classic locations hbeen exaggerated. It is hardly surprising, under th
assault of crisis, neo-liberalism and globalisatibiat the developmental state should take songethin
of a battering. But the state does remain cryciaiportant, not least in industrial policy, both i
riding and restructuring in the wake of the crisikheit in changed circumstances. In South Korer, f
example, as revealed by Cherry (2005), it has veakBig Deals amongst the chaebol, or large-scale
conglomerates. This has often been against thdividual and collective resistance, especially in
coordinating investments and restructuring capdoigvoid undue duplication but equally in a cohtex
in which foreign MNCs have now made substantiabaas into the industrial base as a result of the
opening up of the economy in the wake of the criBligs is not so different from the policies adapte
by the state in the classic period of the developaiestate, although the creation of the chaebdl an
the absence of, if cooperation with, foreign cdpitas more to the fore. Is this, then, the deatther
continuing evolution of the South Korean developtakstate?

Third, though, the life of the developmental siatao longer confined to the nation-state but
has been extended to the local or sectoral develptahstate. Thus, Ahmed (2006, p. 97) sees
electricity policy in India as a challenge to thean sweep of neo-liberalism imposed by the IFith w
“the changing nature of state-society ... as newitioas$ representing [a] different set of interests
come to occupy positions of power at different poiof time”. Alcafiz (2005) examines how nuclear
professionals proved capable of resisting privétiseof the Argentine nuclear energy sector, adains
the more general dismantling of the welfare-develeptal state. Jacobs (2003, p. 620) suggests that
the developmental state view of Japan has beeroaveralised, neglecting the role of prefectures so
that, “the term ‘centralized’ no longer appropriptdescribes the Japanese developmental state”. Lim
(2003, p. 233) describes how the internet has altbpopular resistance to the media representation o
Indonesia as a “progressive ‘developmental statdjalstering civil society in its resistance to stat
and corporate dominance”. For Thun (2006, p. 4adasiration for the developmental states of East



Asia spread, “China was no exception, and there weny early indications that Chinese
policymakers sought to emulate the example ofdtghbours: from plans for ‘pillar industries’
beginning in the mid-1980s to formal industrialipi@s in the mid-1990s”. He offers three ideal type
for decentralised state-led development - the Idesklopmental state, the laissez-faire local statd
the centrally controlled state-owned enterpriseguimg for the need to focus on the needs attathad
specific sector, the car industry in his own cdge\s to locate it within a specific institutionahd

local context, and highlighting the importanceafdl government and inter-firm relations. Whilst
there are strong first mover advantages to be e@eéifrom the local developmental state, it becomes
necessary to neutralise the vested interests dreéataoving to more competitive but resisted exaérn
relationsélfoor sources of supply for example, #aporary infant industry argument within the nation
as it were.

Further, Howell (2006) provides some account ofdifiering ways in which the Chinese
local developmental state has been broached, and Pi@é@é)(an anthropology of the local Chinese
developmental state in which the state is seermdopsociety and not just as its regulator. Hou, J.
(2004, p. 47), “In its transitional phase, Chinahgnging from a centrally controlled economy to a
market oriented one. The forces of decentralizatioarketization and political legitimization have
transformed China’s local government into locatetawith a strong interest in development ...
China’s local state is a developmental state afita kind”!* Zhu (2005) sees the Chinese local
developmental state in terms of its command of &mdi regulation of emerging land markets. Zhu, Y.
(2004) raises the issue of the Chinese developingata in light of labour migration. But Keeley
(2003) offers a sectoral variant in terms of thén€ke biotech developmental state, emphasising how
first and foremost, there is a need for the statéate an indigenous bio-tech corporation that
negotiates across different agencies from fore@parations through its own ministries to sciestist
etc — with the prospect if not guarantee of prorgmgcomes. Fascinatingly from a comparative
perspective, Wong (2006) offers a study for theesaattor for Taiwan, focusing on how the
developmental state needs to move beyond catchmaipogplay a dual facilitative and coordinating
role, the latter having been eroded — “Gone arel#tys when government policymakers in Taiwan
could play a ‘big’ leadership role in guiding indiial transformation, mobilizing public and private
resources, and know-how around certain targetduhtdogies”, p. 668. Is this the prospect for the
Chinese developmental state too, whether relabivedalities or sectors? The explicit treatment of
innovation itself is an innovation in the developma state literature, its normally having previgus
been presumed to be a consequence of other fgstans as involvement of foreign capital).
Nonetheless, treatment of agriculture has remaina or less absent.

A fourth area in which the developmental stataditere has made some progress in the most
recent period is in paying attention to welfareyisimn. This has been neglected in the past. On the
one hand, the decline of the Latin American devaleptal state is perceived to be a consequence of
the destructive claims made upon it by strengthgthie labour movement in particular and populist
demands in general. On the other hand, the suof#ss East Asian developmental states is explained
in part by a conventional wisdom of low priorityweelfare provision relative to developmental goals
and the subordination of labour and broader demsamte requirements of capital. Kasza (2006, p. 3)
offers ample evidence, for example, that Japarbbes considered to be a “welfare laggard”. Indeed:

The mainstream view is that (1) Japan adopted veeffeograms comparatively late in its
economic development; (2) its policies are lesegaus than those of the major western
European nations, if still more open-handed thasdlof the United States; and (3) company
and family play greater roles in welfare provistban they do in other developed countries,
and the state a lesser role.

Further, “This half-hearted character of Japan’§awe state is one of the few points on which &t
and non-leftist scholars of Japan seem to agrewing to capitalist greed or to developmentaltfdta
priorities”, respectively, p. 4.

Kasza pinpoints this conventional wisdom in ordedebunk it. As he concludes, not only in
Japan, but also in East Asia more generally, amddraand South Korea in particular, the need for a
educated, healthy and highly motivated workforeceatls the priorities of the developmental stat int
health [and other] policy”, p. 124. He demonstrdbés both empirically and by critical referencethe
welfare state literature. As he correctly obsertigst leading figures in welfare scholarship today
accept Esping-Andersen’s basic contention thatrakdestinct types of welfare regime exist”, p. 6.



Esping-Andersen’s approach is one that identifiese different types of welfare regime — the social
democratic, the liberal and the authoritarian (V8tdandinavia, UK and Germany as illustrations)is- th
itself derived from a more general resources-pap@roach to welfare provision, “the different
degrees of control that class-based political paiftiave exercised over governments”, p. 6. So
dominant has this approach been that it has ingdyitzeen extended from a few developed countries to
the world as a whole, including East Asia and dapielg countries. Equally inevitably, such
extrapolation of ideal types has floundered as sasgdies fit more or less uncomfortably within the
hypothetical scheme of three welfare regimes whiethess or within countries across different
programmes of welfare provision.

These anomalies have been more neglected tharvetisaot least because they have been
subordinated to two other concerns. The firstésrtsponse of the Asian developmental states to the
crisis of 1997/98. The presumption is that welfar@vision would come under assault from the
presumed initially low levels of provision. Thisalexplains why, and when, welfare has come within
the orbit of the developmental state literatureed®e, though, is the impact of the globalisation
literature, suggesting much the same conclusiats ineo-liberal, and some radical versions, that
welfare provision through the state is liable taubedermined by the free international movement of
capital and its squeeze upon the nation statei® foo manoeuvre in this respect.

The empirical evidence, however, suggests otherwith expansiof welfare programmes
in response to the crisis in some East Asian Nih@@sst notably South Korea, although this can be
explained in terms of the greater need for supp@tailing over greater constraints with uncertain
outcomes from one country to another, Haggard (A8 Kwon (2003 and 2005) for example. As a
result of these theoretical and empirical develamsiehe conclusion can be drawn, as emphasised by
Kasza, that divergence in welfare provision hasipneinated over convergence. Thus, in looking at
the literature on welfare policy in comparativeguerctive, divergence has carried the day, andhtss
reinforced the status of the welfare regimes apgr@ad the notion of Japan and east Asia as adlisti
regime (and backward for its level of developmeRor Kasza, however, there is no evidence for an
East Asian welfare model, since welfare policiesrat regionally based there any more than they are
across (western) Europe, p. 133/4. In contrastz&asggests that a more appropriate conclusion is
that the provision of welfare in Japan and moreelyidh East Asia is not exceptional compared to
elsewhere nor homogenous within.

To a large extent, this conforms with my own catitake on the Esping-Andersen and the
welfare regime literature, Fine (2002 and 2005paVieg aside an analytical convergence upon the new
welfare economics, in which the state and indivisigay games with one another in a context of
asymmetric information, my dissatisfaction with tygproach is because of its undue generalisation
across different welfare programmes within and ssuntries. This critique has two elements. First
account must be taken of the differences in tharaaif what is provided — health, education, water,
unemployment benefit, pensions, housing, etc adistinctive in what they constitute and how they
are provided. There can be no presumption thabioother, or mix of three welfare regimes will
address their particularities. Second, by the saken, provision will be both country and programme
speciIizc, reflecting economic, political and idegilcal factors as well as the nature of the service
itself.

As aresult, in lieu of the welfare regimes apphgd have suggested what | have termed a
public service system of provision approach, pstopielfare and social and economic infrastructure
more generally, one that focuses on the materitireuattached to welfare across specific programme
and countries, Fine (2002) and Bayliss and Fing)(&ZD07). In a sense, this is to push againspan o
door since there is a longstanding tradition ofneixéng the health, education, housing and water
systems, etc. To a large extent, though, suchtamysapproach has been squeezed out by the pincer
movement furnished by neo-liberalism (and a oneketagelivery model fits all) and the welfare
regimes approach which is almost as insensitivdiftering programmes of delivery as opposed to the
diverse balance of politics and resources thaippssed to underpin them.

Significantly, then, there is the welcome prospddhe developmental state literature
critically interrogating the welfare regime apprbas it begins to address welfare provision moltg fu
and accurately. China, the latest developmenttd,stéfers a significant case study. Guan (200%), f
example, points to the tensions involved in ChingsHare policy, a previous duality between urban
and rural provision, with state-owned enterprisasiag as a pillar for the former. But state-owned



enterprises are being displaced and Guan concthdgstwo decades of social policy reform can be
summarized as a transition from the traditionalestaterprises model to a ‘societalized’ modelyfar
pure welfare service system to a marketizationisermodel and from a universal welfare to a
selective welfare model”, p. 252. But, in his carsibn, he is forced to qualify these generalisation
since “for political stability social welfare dec# cannot go too far, and needs to be strengthianed
some specific fields ... a slowing down in welfarduetion and even some policy reversal after the
late 1990s”, p. 255. Yet, partly prompted by theRSAcrisis from 2003, the Chinese government is
already proposing a total reform of the healthesystthe leadership potentially choosing to adogt th
UK National Health Service model in the Nationabple's Congress of March, 2007, certainly to
undertake provision based on the ultimate respditgibf the central staté® Similar moves are on the
agenda for education but outcomes are liable ten@pn the nature of each service involved and the
continuing tensions within Chinese developmentaathan to follow from a given model derived and
imposed from study of best international practice.

3 Perspectives on Inequality

Of course, welfare provision is a major factobath the incidence and amelioration of
inequality to which | now turn. Inequality is diggr, ranging over any number of dimensions, andhofte
arising only implicitly, as in poverty for examplas one of its more specific aspects. Inequalisy ha
also experienced an unusual incidence in the fistbeconomic thought. It was of paramount
importance for classical political economy and Matbeit in differing ways both as cause and
consequence in light of the prominence played bycthsses attached to capital, labour and lanch Wit
the marginalist revolution of the 1870s, inequdtiggan to experience its marginalisation from
mainstream economic theory. The reasons for thie @ putative redefinition of economics as the
allocation of scarce resources between competidg by Lionel Robbins in the midst of the Great
Depression of the 1930s, the equally putative aimidetween positive and normative analysis, with
economics to be predominantly confined to the forraed the increasing reliance upon
methodological individualism of a special type Ijtsimaximisation) as the main explanatory factor
within neoclassical economic theory.

Consequently, with Pareto-efficiency to the fonel,aas asserted by Robbins, the impossibility
of making interpersonal comparisons of utility,goality lost favour within economics as the
discipline perfected its technical apparatus assediwith individual optimisation (Hicks-Slutskynd
general equilibrium (Arrow-Debreu). Significantthe macroeconomics of Keynes (and the IS/LM
framework to which it gave rise) has also beenigegt of inequality, or at least distribution, in
contrast to the structuralist perspective on effealemand deriving from Kalecki. Accordingly,
discussion of inequality was allocated to the campgeends of heterodox economics and the newly
emerged discipline of economic history that filtbe void created by the narrow pre-occupations of
traditional micro and macro. These remained stammgponents of economics as a discipline until after
the second world war but have since been discafigdificantly, the old or classical development
economics did focus upon inequality, not leastiéwof its inductive as opposed to deductive
methodology, and not least through the work of Sifdoznets and the search for empirical
regularities in the processes of development, &ivteMilonakis (2007) and Milonakis and Fine (2008)
for extended discussion of material in previousageaphs.

By coincidence, possibly not, inequality begang@appear within economics, surreptitiously
even unwittingly, just as it appeared to have arised. With social choice theory, and his
Impossibility Theorem, Arrow (1951) did explicitgddress the issue of how to decide between
different states of the world on the basis of imlinal preferences over them. The exercise was
motivated by the need to have a social welfaretfanso that policy could decide between alterrativ
outcomes, each presumably Pareto-efficient. Inratloeds, social choice theory obliquely reopened
the question of interpersonal comparisons. Fromgbant on, the baton was taken up by Amartya Sen
and, whilst not the only one in the race, he hagnkst the lead. In his own account of his irgetual
trajectory in his Nobel acceptance lecture, Se®9) points to the importance of social choice theor
as a continuing guiding theme. It induced him eipi to introduce interpersonal comparisons and
ethics into social choice theory itself.

From there, it was a short step to reduce thenatewes available to distributions of income,
thereby transforming social choice into measureroéimtcome inequality. At one extreme, inequality
could take the form of famine for which Sen posddaal entittement approach as against food



availability decline. This, in turn, was broadeniedantitlements more generally. Ultimately, from
entitiements to the capability approach evolved awvelopment as freedom, Fine (2001a and 2008)
for more details on the last two paragraphs andhnthat follows.

My doctoral thesis under Sen was on social chibieery, and curiosity and a wish to exercise
technical skills has induced me to return to itririme to time. This gives me some qualification to
draw out broader implications out of a watchingebadn its evolution, especially for the study of
inequality. First, and foremost, with minor exceps, this literature has from its outset lacked
analytical content in a causal sense, as opposésidgthical content. It is as if it were to accept
there are possible states of the world from whiehcan choose without explaining why and how these
states exist and, equally, that these problemsegparable from that choice.

Second, social choice theory, measurement of algg@and the entittement approach are
purely formal in content. On measuring inequality,example, | have demonstrated that it is
necessary to reconcile interpersonal and intrapafseelfare judgements, and these are equivalent to
one another, Fine (1985). Does my welfare counenooless than yours as opposed to the entirely
different question of how much my own increase @&ifare should count in and of itself. Counting my
own welfare more or counting it more relative taig@are conceptually and formally distinct but each
has the same outcome in measuring inequality. Aigtdights, though, the complete detachment of the
analysis from the real world. It can only be ofrsfizance if we give some consideration to the ratu
of the individuals and how welfare is being enhaheeny own needs to add a private jet as opposed to
adding to my own basic needs; or my private jed@®osed to your private jet or basic needs.

On the other hand, third, the shift to famine antitlements does offer some specificity —
both food and the starving. Although, in other wadkn has shown considerable antipathy to
economic rationality, his work on famine in partauexhibits a tension between the macro and the
micro, or the individual and the social. Faminads a matter of aggregated individual choice; d is
major social phenomena. Yet, the entitlement apgraafundamentally individualistic in its technlica
apparatus, a slight generalisation of that depldyedeneral equilibrium theory. It remains formal a
the analytical if not the empirical level.

Fourth, much the same remains true of the subséghdts, ultimately to development as
freedom. Where is the causal analysis, and thefapiges associated with specific entitlements,
capabilities and freedoms. There is a further isgube heterogeneously generated meanings of these
freedoms to those who do or do not enjoy themahaequally context specific in content and
contestation.

| hope to have demonstrated that these probleena aonsequence of the way in which
inequality was taken out of economics and thert) B&n to the fore, brought back in again. The focus
on the ethical has been at the expense of, eveplwimwvith, the idea that we simply have a set of
feasible (possibly Pareto-efficient) worlds fromialinto choose or to make possible on the more ectiv
or open interpretation of capabilities and freedoBag, more recently, inequality has been brought
back in once more by an entirely different routés heatly captured by the shift between the two
separate definitions of economics, one impliciterdd by Joe Stiglitz.

“Economics is the study of scarcity, how resouresallocated among competing uses”, Stiglitz
(2000, p. 23).

“The older market failures were, for the most paasily identified and limited in scope, requiring
well-defined government interventions. Becauseusily all markets are incomplete and information is
always imperfect ... the market failures [of the rgpe] are pervasive in the economy”, Stiglitz
(1994, p. 42/3).

In light of the second definition, if there are y&sive market imperfections, then inequality may be
greater or lesser in light of the incidence andireabf those imperfections (and correspondingly
evolved institutions), and there is potentially mofor reducing inequality though lessening
imperfections (and, it should be added, vice-velsddllows that the market imperfection approach
economics in general and to development economipaiiticular can address inequality and poverty
through a causal analysis.



With the new emphasis on poverty amongst IFIgjystf inequality in the form of poverty
has mushroomed. Previously, there had been sopwiatt to the inequality-growth nexus through the
need for savings (pro-inequality) or for the needdemand (pro-equality). Now there is a political
economy of poverty suggesting numbers of mechanigmsecting the two, with an ideological swing
towards the idea that pro-poor can be pro-growthwace-versa, Nissanke and Thorbecke (eds) (2007)
for a recent overview in light of “globalisation”.

Much of this literature suffers from what | terhetXY-syndrome to which the World Bank in
particular is highly susceptible. Growth is extréyreomplex — with Barro-type regressions now
offering of the order of 150 or so variables thaghmh affect outcomes. Poverty is no less complex in
definition, being multi-dimensional, objective arbective, absolute or relative, in its incidenoe a
measurement, and in causation. Miraculously, thppgtiing growth, X, and poverty, Y, together is
presumed to render a doubling and interaction offdexity into simplicity. Irrespective of the
problems with this literature in practice, and tlaeg legion, it is ill-conceived in principle. The
relationship between poverty and growth, or angpthariable for that matter, inevitably requiresngo
combination of micro/macro analysis, sensitivedarary specificity and to particular mechanisms and
incidence. It would be a shame if the developmestttk and inequality were to be brought together
under sufferance of the XY-syndrome.

4 South Africa as Case Study

At this point, across developmental state, indalsolicy, welfare provision, growth and
inequality, a single conclusion is being drawn @ning the need for country and sector specific
analysis. This does, however, need to be locatddnan understanding of an evolving system of
capital accumulation with its attendant configuatof shifting economic and political interests.

These general propositions can be illustratecefgrence to South Africa. It has long attracted
considerable attention for its inequality, vying Bmttom position in international comparisons.
Inequality has even worsened by some measureghettiemise of apartheid as a minority of blacks
have benefited with white privilege otherwise remirag untouched. On the other hand, South Africa
had not attracted much attention from those seakimin the label of developmental state uportit. |
did not really hit the radar of my last previousiesv of the literature even though it has only josén
published. Interestingly, the most recent acadditei@ature has offered some exception to the réile o
neglect of South Africa as developmental statetksitll remains, as yet, limited by search of aeinit
journals aloné? A search by Google offers disproportionately geeagwards, with my downloading
being brought to an end on the two-hundredth emtigo that at last had reached developmental state
as an element in the research of South Africardgislychologists, a syndrome | have previously
encountered in literature searches.

The reason for this pattern in the literaturéhit the developmental state has sprung into
South African discourse from the political areneevior Manuel (2004), for example, cites Sen
extensively and in grasping the developmental stateeven be seen as groping towards the pssop
approach in lecturing senior public sector managartheir responsibilities in delivering through
increased public (welfare) expenditdPeManuel’s text is heavily quoted verbatim in Presit
Mbeki's Budget Speech for 2006. And the developilestate has appeared in speeches from a range
of Ministers over the last couple of yedfurther, in opening its next edition, Southall 80xvii)
reports that?

In the introduction to th&tate of the Nation: South Africa 2004-200% editors noted that
“the African National Congress (ANC) is in the thsoof shifting from the Growth,
Employment and Redistribution (GEAR) strategy tm@re interventionist, developmental
state.

Further, they later reveal how the developmentakshn principle is to be complemented by plans to
launch a massive public sector investment programitle state-owned enterprises to become, citing
Mbeki (2005, p. xix) “drivers of growth and devetopnt”. | cannot resist the temptation to observe
what a remarkable if belated acceptance this iee@MERG (1993) programme, see below, and also to
guote my own commentary of almost ten years age E998a):



Currently, GEAR is generally and rightly, if notedy, admitted to be an empty shell as far
as policymaking and judgement of performance ane@med. The only interesting questions
in this respect are how long can GEAR hold outféisial ideological talisman and what will
replace it in substance and rhetoric. These withjpen to dispute for which clarity on the
nature and dynamic of the South African econonof isrucial importance for progressive
outcomes.

The developmental state seems to be the answiee first question but what of the nature and
dynamic of the South African economy?

For this, we are not liable to find answers frdma politicians. Inevitably, the posture they
adopt is one within the economics school, of therapriate balance and redirection of policy with
little or no critical assessment of own capacityvilingness to deliver, bureaucracy and
administration apart, in light of underlying ecoriorand political interests. Equally inevitably, and
commendably, COSATU and the CPSA have both welcaimeghift in rhetoric but with some
suspicion, given experience of the last decadearemof what will be delivered and how, Makgetla
(2005) for COSATU. Southall (2006, p. xxvii) quotésremy Cronin, Deputy General Secretary of the
SACP, “there is now a growing inter-ANC alliancensensus on the need for a strong, developmental
state” but observes that, the latter's “presentpenity may well be that it can serve as an ideizialg
glue to hold the Alliance together”.

In short, when it comes the developmental staie, long or thick is such a piece of string
and how long does its glue remain sticky. The motioght be abandoned as rapidly as it has been
taken up given that the fluidity between politieald academic (and other) discourses in South Africa
is remarkably extensive and rapid, possibly unigagld troublingly so in so far as politicians may
then set scholarly agendas (and selectively viesayeand intellectual independence and dissent is
heavily squeezed if not circumscribed. There haslaeflush of workshops, conferences and academic
papers on the developmental state and South Aftiear Swilling et al (2004), South Africa even
aspired to be a developmental state from the m@iB4 galthough no evidence is presented for this and
| suspect there is little) but failed to realisestambition. But nor did it degenerate in this agudo
the opposite extreme of a “corporate-led globabsaplus the need to accommodate a new black elite
[that] resulted in neo-liberal economic policieattbonformed to the global ‘Washington Consensus’
about ‘best practice™, p. 17. This view is alscegtionable since no adjustment under the Washington
Consensus let alone the post Washington Consethemsawaiting in the wings, has ever conformed to
the neo-liberal template in its pure form. Ratléscretion and local “ownership” to a greater @skr
degree have always been present in the interventimtated by the IFIs in practice. What is apparen
is that in a few years, the ANC-led Government afibhal Unity had, through GEAR, adopted
policies that were more or less indistinguishabdenfthose being proposed by the IFls and even from
those put forward by the previous apartheid govemtras its New Economic Model.

Swilling et al suggest that the last decade orenmais been marked by an interregnum lying
somewhere between, or adrift of, developmenta¢ statl Washington Consensus for the “priority was
to dismantle the uniquely configuragartheid state systethat was deeply rooted in South Africa’s
economy of racial capitalism”, p. 16. Most impottahey suggest that the foundation has now been
provided for greater integration and coordinatibpalicy in the future, for a developmental staie t
emerge, so that with black empowerment “it reméinise seen whether ... [such] strategies, coupled
to state-funded investment strategies, will martageeak white control of investment decision-
making quickly enough to ensure private sectorstwent levels climb back up over the 15% of GDP
mark”, p. 74. Further, in terms of social expendifithey suggest, “The results have been mixedh, wit
disappointingly low levels of expenditure due mgitd a failure to adequately manage the
institutionalisation of these various strategied approaches. A shortage of funds was never the
problem”, p. 75. In a companion piece, Swilling &réda (2005) assess the record of such
institutionalisation more closely, concluding tlaatlevelopmental state’ (their own inverted commas)
is seen to be in operation over the first ten mstrtheid years, not least in proliferation of ‘tnative
institutional experiments aimed at capturing améating funds into developmental and anti-poverty
programmes ... [but] the most important contributiibat many of these experiments may have made
is to institutional learning about what it takesotdld institutions that can make a lasting
developmental impact on the ground”, p. 88. Thius,ltenefits that might have been gained are ta lear
about institutions, institutionalising trade-offsttveen welfare and development, and institutional
capacity itself, p. 130.



Nit-picking aside, there is much to commend thasalyses other than that they are at least
ten years too late, without explaining why. For mlanger, the power of South African corporations
has been highlighted in the literature. My own takethis, from almost twenty years ago, was to
characterise the South African economy as a mireratgy complex, MEC. Here is an account taken
more or less verbatim from an unpublished papé¢emfears ago, Fine (1998a):

What is meant by the MEC and what is its currémtture and dynamics?

As discussed in detail in Fine and Rustomjee (198& MEC is to be understood as a system of
accumulation specific to South Africa and its higtét the simplest level, it comprises a coreo$et
activities organised in and around energy and ngni@ontrary to majority opinion, these core sectors
continue to carry a, if not the, major determiniade in the economy. Further, they have been attdch
institutionally to a highly concentrated structwkcorporate capital, state-owned enterprises atietio
organisations such as the IDC which have themsebflested underlying structure and balance of
economic and political power.

In the 1930s, there was what has been termedwndiare between the economic power of
mining capitalists and the political power of Afiters. The post-war period has witnessed the aradio
this disjuncture in a particular way. During the3®s, Afrikaner finance capital was built up. In t#60s,
it incorporated ownership of productive capitaltfeast in mining itself. Until this point, industlisation
only proceeded on a piecemeal basis accordingrtived diversification out of the MEC core sectand a
import-substituting industrialisation for consumggods under heavy protection. Notably absent was
vertical integration of and between the two. Tlelacted a lack of commitment on the part of th@ngi
houses, lack of resources on the part of Afrikaxagital, and the political impossibility of the t#a
adopting industrial policy to support large-scakpital along a programme of industrialisation.

In the 1970s, with the creation of large-scaldk&iner capital and its integration with the
corporate sector as a whole, coherent economicptlecame possible for the first time. However, the
decade was marked by oil and gold price increaSesnomic policy became heavily oriented around a
state-sponsored investment programme to exparebtieesectors. At the same time, South Africa’s
conglomerate structure was further consolidategragits from mining were deployed through the
financial system to gain ownership across manysecdBy the 1980s, with the decline both in oil gotti
prices, the apartheid system was in crisis, andstment stagnated, precluding a programme for
industrialisation.

The current structure and dynamic of the MEC hamged again. For it is heavily dependent
upon the globalising strategies of South Africangtomerates® They are little prepared to commit their
financial resources to domestic investment in itrguand they are equally concerned to integratsrth
domestic operations with their international intet® There is no reason why these should coinditie w
the imperatives of generating viable domestic itglugiven the age of capital stock, lack of vettic
integration, lack of intermediate and capital gopasd a general pre-disposition to oppose inteneerigt
policy in case it becomes more radical. By the seoken, there is extreme pressure for the remdval o
exchange controls on domestic corporations in otddye able to engage in capital flight. The ethnic
divisions between white capitalists have been vesbllt would be unfortunate if those with black
capitalists focused primarily on promoting smalklmess and creating a share for a minority of bfack
within big business without unduly affecting thels@and scope of domestic industrialisation.

The macroeconomic policy associated with GEAR fabilising the economy had the effect of
underpinning the capacity for capital flight, exjpgsthe economy to vulnerability however well or
badly it performed since success would prompt piresfor relaxation of controls and failure for
increased austerity on government expenditure ratedviention (often excused by appeal to
responsible management and/or lack of capacityis d¢count was complemented in another paper by
specifying detailed strategic considerations fomfolating industrial policy, Fine (1997), the sunmgna

of which is attached here as an appeftikSouth Africa was to become a developmentakstis
suggested how.

Further, in the field of welfare, | was responsifidr the social and economic infrastructure
section of the MERG Report (1993), covering hedithysing, electrification and schooling as pssops
(although the full term was not yet in use th€nhilst Swilling et al make no reference to this



Report, it fully anticipates their conclusions arguthat the greatest constraint on welfare prowvisi
would be institutional capacity to deliver. Thisuisless, as has indeed occurred by a more circurhspe
interpretation of the evidence of a decade oftustinal learning, other constraints were unneadgsa
imposed such as the imposition of user chargesiearlet- and finance-led imperatives in provision
more generally. Once again, these perspectivesiingraarlier work are reproduced as an appendix
from an unpublished contribution of more than tearg standing.

As has been recognised within South Africa, whditlvé made of the developmental state
remains open and to be contested but that thembéis arisen at all reflects both progress and
potential although, in returning to the theme & tdomplex and shifting reactions between ideology,
scholarship and policy, these have to be negotateldare not guaranteed. With a sense of déja vu, |
am reminded of the rise of the notions of globalisaand of social capital, Fine (2004d). The flras
been won away from neo-liberal dogma, that theessatvithering away under market forces and this is
to be welcomed. The rise of the developmental staBouth Africa is in part testimony to this vicgo
Social capital, heavily promoted by the World Bamd highly influential within South Africa, if not
so much for Africa more generally, is much less matée to broader, progressive capttirldeed, it
has now been abandoned by the World Bank soci@itiafs, accepting the criticisms made in
retrospect but justifying themselves in havingtelifthe social content of the Bank’s economic
agenda. Whether the developmental state in Soutbafiurns out more like globalisation or more like
social capital remains to be seen and negotiatechipwwn personal inclination and perspective is on
in which scholarly integrity should not be sacwficfor political opportunism with South Africans
particularly susceptible to swings in thinking imnéormity to political and economic imperativesyrr
Freedom Charter, through RDP and GEAR to the devedmtal state.

| fear | have cast myself into a Cassandra-liger, a dog that did bark in the night but was
only murdered in the sense of not being heard.h@rother hand, in South Africa, the creation of a
developmental state and the assault on inequatyt@ coin a far from subtle reference to Sherlock
Holmes, a dog that did not bark in the night. Tilence in the past offers an admirable clue to a
deeper understanding of the country’s predicamedtiae failure to address it. It remains to be seen
whether the shift in rhetoric to the developmestate in South Africa will shed bright light where
there was night and offer a more dogged attematitivess inequality.

But | want to close on an empirically humbling eéar all concerned in the developmental
state debate. Three features stand out from theriexge of the successful east Asian NICs, although
they are rarely observed. First, they had no ecatenSecond, they had no notion that they were
developmental states until they were told so bytevressocial scientists. And, third, the east Asian
melt-down hit at the point when returning Ameridasined economists reached critical numbers and
influence. | leave you to draw your own conclusadtihough replicability does not seem to be on the
agenda in these three respects.



Appendix 1

Industrial Policy and South Africa: A Strategicev®

Ben Fine

Presentation of Main Points

Introduction

For almost two decades, debate over industriatp&r developing countries has been
dominated by the agenda set by the World Bank la@dMF. This has pitched the state against the
market, with the Washington consensus heavily famguhe latter and breaking with an earlier
traditional dependence upon industrialisation letieavily influenced by the state sector. More
recently, longstanding theoretical and empiric@tlaism of the Washington consensus has begun to
have an effect, particularly in the light of thepexience of the East Asian NICs, for which state
economic intervention has been shown to have be#mrecessary and highly effective.

To a limited extent, South African current indiatpolicy has incorporated this shift in
emphasis towards more reliance upon the state.tNeless, policy remains marked by the market-led
approach. This is particularly inappropriate asSbeth African example demonstrates that the state
versus market approach is itself misleading asthie must in part work through and with the market
not only in the provision of basic needs and scaa economic infrastructure but also in industrial
policy. Moreover, due account must be taken ofettenomic and political interests that are influainti
upon the state as well as the capacity to formuiatelement and monitor policy. Such issues tend to
be set aside when relying upon the more nebulopscity of the market to deliver what is required.

It would be unfortunate if South Africa continutedbe unduly influenced by a market
ideology when this is itself being steadily erodgthew initiatives and thinking in development and
industrial policy. Indeed, South Africa could itstlke a lead in the formulation of a new agenda fo
industrial policy, to its own as well as to the adiage of other developing countries, especiatige¢h
in Africa which have been least affected in practiy the new currents in development policy.

Whilst South African industrial policy has rejegdtexclusive reliance upon the traditional
supply-side measure of simply getting the pricghtriit has not developed supply-side policies far
enough in depth and scope by way of alternativdciee acknowledgement of the spill-over effects
of industrial clusters and the benefits of socra aconomic infrastructure does not in principle
provide sufficiently for policy formulation whicheeds to be worked out in detail for individual sest
and their vertical integration, against the backgrbof a systemic strategy for South African indast
reconstruction.

In particular, there is a need, first, for expgtio be developed in industrial policymaking in
which due account is taken of full social cost bitramalysis in the light of the strategic objeetsvof
the RDP. The main goal must be the secure proviidrasic needs for the vast majority, whether
through growth, employment or redistribution. Thiay be associated with a number of intermediate
goals, as in macroeconomic policy to generate legsigonfidence and economic stability, the funding
of various mega-projects to generate foreign exgbamd knock-on employment, and reform of trade
policy to induce competitiveness.

Second, however, it is only a first step to asHesse factors in principle, it is also necessary
to ensure that the benefits do indeed accrue ittipea Thus, mega-projects for example, designed to
generate foreign exchange do not necessarily tomérito more fundamental goals if the earnings are
freely invested abroad.

Third, the formulation, implementation and moniitgrof policy needs to take account of the
vested interests that can influence the policy @se@nd to be assured that strategic goals arg bein
met by including them within contracts where appiate. Apart from the normal requirements around
price, quality and delivery times, These might it wages and working conditions as well as
employment levels, export targets, technology fiearend provision of training and adult basic
education, etc.



The limited progress made with social plans fergbld mines is indicative of extreme
weakness of industrial and other policymaking aut® Africa. No serious calculation seems to have
been made of the relative merits of mine closuregoavnsizing, of maintaining the mines for the
benefits they bring in employment, multiplier etieand foreign exchange earnings, or of retraining
and redeploying a skilled and organised workfooreother employment. What is true in this instance,
where the leading issues involved are transpaoeatdegree, is even more disturbing in other cakes
industrial policymaking where neither the capaeijsts nor is the attempt made to come to decisions
grounded in an overall strategy incorporating iimpact analyses, taking account of sequencing,
dynamic economies of scale and scope as well andine direct and observable effects.

In the first instance, three separate issuesnamhvied in rectifying this situation. The first,
readily overlooked and treated as secondary, iarosqg the systematic collection of adequate data
for the policy process. Without such data, it igher possible to formulate policy adequately roor t
monitor its effects. Second, government departmentst have the skills and motivation to carry out
the necessary policy work. Third, there must bedtermination to overcome, or incorporate, the
interests of the powerful conglomerates in formintatimplementing and monitoring policy. These
three aspects must be carried forward together, fathexample, data collection responding to the
impact analysis of policy work, and policy resparglto and informing the strategies and activities o
the conglomerates.

The discussion indicates that industrial policgdtd not be narrowly conceived, as trade or
competition policy for example, as has previouslgwred in South Africa as elsewhere from time to
time. Rather, as a range of factors and policigsrige upon industrial performance, these need to be
taken into account in the specific context withihieh they are being assessed. How industrial policy
is defined, quite apart from how it is formulat@dplemented and monitored, will reflect competing
economic and political interests. It is imperatikat working people bring their perspectives torbea
upon the policy process, otherwise it is liablééopartial in content and place important decisions
outside the scope of government and public scrutiny

The Economic Background

South African industrial development has beenrangains seriously deficient. A major
weakness of South African industry is the relatibsence of productive capacity in intermediate and
capital goods. This has a negative impact on tbaa@uy in a number of different ways:

(a) Economic expansion leads to growing importthese goods and so creates balance of
payments pressures.

(b) Up- and down-stream integration of economtivdy is poorly coordinated, in terms of
the provision of mutually reinforcing access taafice, markets and technology.

(c) Employment generation, broadening of the dldie, and the opportunities to diversify
into new sectors of industry are severely const@in

Further, South African industry has suffered fretagnation in investment since the early
1980s, whilst South African corporations have eegaig:

(a) capital flight, much of it illegal (estimatéal be as much as 7% of GDP),

(b) speculative purchase of existing industrigkds as disinvestment was prompted by
international sanctions, and

(c) heavy lobbying for policies to promote theitarests, whether materialising in the past
under the previous apartheid regime or currentijeuthe newly elected democratic
government. This is most notable, for examplehapursuit of state-subsidised mega-
projects and the pressure for privatisation, irt fmundermine the state's influence over the
economy as well as to obtain productive assetspthea

Some key aspects, then, of the South African etgrere:



1) A lack of capacity in intermediate and capiabds.
2) An aged capital stock, reflecting limited intragnt in the past.

3) Declining shares in critical world markets foanufactured exports, especially those in
which other successful developing countries haes prominent.

4) A lack of integration across sectors.

5) Limited skills and employment opportunities the workforce, complemented by poorly
trained and inadequate management.

6) A highly concentrated pattern of corporate oshig which straddles the economy as a
whole and not just industry.

7) An institutional structure and governance ttattinues to reflect the economic and
industrial imperatives of the past.

8) There is a highly skewed distribution of ecofmand industrial activity both within South
Africa and across the southern African region ahale.

It is crucial to recognise that these generalattaristics of the South African economy differ
in weight from one sector to another and withint@es; and that these factors are integrated with on
another in different ways depending upon the semiacerned. Clothing and telecommunications, for
example, have obviously evolved along quite sepgraths and pose different policy challenges
despite their common origins within the South Adriceconomy. In addition, it is important to
recognise that the South African economy enjoytaateadvantages - such as large-scale public and
private sector corporations, an extensive if ungvdalivered infrastructure, and, especially impoit
the capacity and prospect of delivering such saaidl economic infrastructure to a varying degree.

Industrial Strategy

COSATU should consider that the following be gitee highest priority in the direct and
indirect formulation of industrial policy:

(a) Meeting of basic needs.

(b) Generation of employment.

(c) Education and training.

(d) Sectoral policy.

(e) Infrastructural provision and measures to emsgonomic and social spin-offs.
(H Reform of the financial system to secure fioaufor industry.

(g9) Monitoring and control of foreign investmetuvis, particularly those outward
investments by the conglomerates of South Africagim

(h) Minimum labour standards and the narrowingvafe differentials.
(i) Macroeconomic policy.
()) Regional integration within South Africa andrass the Southern African region.

(k) Restructuring of state assets.



() The reform of the institutions for making irgttial policy so that the allocation and
coordination of responsibilities across governnuagartments is rationalised and coherent.

Some of these are already high on the governmesgeisda but others are not. Even where they are
high on the agenda, this is not always with suffitidetailed attention to their impact on industria
policy, as is the case for macroeconomic stratfegyexample.

In relative terms, again without commenting inadedn the policies adopted, too great an
emphasis has been placed on the following:

(a) Promoting a spurious business confidence,wt@mains elusive, constrains consideration
of more effective and more certain policymaking;@ads priority to a minority of opinion
makers and business interest, and does not guaramt@culable and positive return.

(b) Promoting small business which is imperatiué ghould not be at the expense of
distracting attention from policymaking for largeate business on whose fortunes small
business will probably depend more than any otimgfies factor.

(c) Promoting privatisation, especially as a sewtrevenue, since this merely transfers
ownership, at a cost, without otherwise formulatogstructive policy.

(d) Competition policy in the absence of a broasteategy for industrial and corporate
restructuring, since this merely limits the scopepmeration of big business without
addressing the role of economies of scale and scope

(e) The promotion of mega-projects at the expefigasuring their overall economic and
commercial viability since these may generate fpre&ixchange and downstream processing
but the net benefits to the economy have to be staowl made to accrue.

In short, COSATU should see its role as first éiftthe industrial policy agenda to give top piiptb
those issues of most importance to working peoptk then, to ensure efficient, effective and
equitable policies are adopted within that agenda.

Implementation and Monitoring

One form in which the implementation and monitgraf policy can be effectively pushed
forward is through contract compliance. As a majgstomer of industry, government can impose a
number of conditions on its suppliers over and ahibe traditional concerns of price, quality and
delivery time. Contracts may usefully incorporaquirements on the development of education and
skills, security of employment, and the developramt sharing of technology, quite apart from trade
union recognition, affirmative action, and obsew@nf general government policy and specific
sectoral policy, such as export targeting. A cartcampliance strategy with three separate arms is
required: one concerned with compliance in theavasense of meeting contracts effectively in the
absence of corruption and profiteering; one corexmith the employment and other impacts of
businesses such as export and training levelsthenist to promote the role and interests of
consumers.

More generally than through the government's omacyrement, there is a tripartheid
institutional structure for the implementation andnitoring of industrial policy, including indusafi
corporations themselves, financial institutions godernment. Together these comprise a financial
system, broadly conceived. International evidenmgssts that the nature of a financial system is
crucial in determining the levels, composition afigctivity of investment. Despite some positive
aspects, in the capacity of conglomerates to gemérance for investment internally, the South
African financial system has functioned in praclike a market based as opposed to a banking system
a feature which is generally acknowledged to bé&eft promoting appropriate industrial investment
and policy, especially in a developing economyramsition.

Despite the discrediting of the de Kock reformshaf South African financial systems in
practice and in principle, together with a complgtange in domestic and external circumstances and
in economic objectives, no serious consideratianbdeen given to relations between finance and



industry, and the capacity of government departmtntoordinate and innovate in the formulation of
policy. This is despite:

1) Inadequate provision of finance for industry.

2) Inadequate coordination of investment acros®sec

3) Inadequate formulation, implementation and naitiy of sectoral strategies.

4) Inadequate coordination across government depats and other agencies.

5) Corporate strategies that are inconsistent thighpolicies required for industrial reconstruction

6) Macroeconomic policy that is unduly influenceddhort-term financial rather than longer-term and
other economic imperatives.

Consequently, it is recommended that an investiganto industrial policy be undertaken
with a particular but not exclusive emphasis ugenrble played by finance for industrial investment
The inquiry should address:

1) A review of past, present and prospective saioédinance for investment together with the desig
of an appropriate system of data collection soplatity can be soundly formulated.

2) A review of past, present and prospective instinal arrangements governing the relations batwee
finance and industry, covering both macroeconomit microeconomic issues, distinguishing between
different sectors and enterprise scale and tymasvokrship.

3) A review of past, present and prospective mettafdand personnel capacity for, the monitoring of
investment in both the public and the private sees well as how the two interact. Particularraite
needs to be paid to the coordination of policy ssrgovernment departments.

4) A review of past, present and prospective legélsapital flight, legal or illegal, and the regtdry
and fiscal initiatives which might stem damagingflow of capital.

5) Consideration of formalising financial monitagiof industry through policies such as directed
credit for successful promotion of exports and o#imtegic objectives.

6) Institutional initiatives to strengthen the roleTask Forces in sectors such as automobiles and
clothing/textiles and to introduce them into otkectors.

7) How new sources of finance can be used to saibstantial additional capital for the developmknta
financial institutions, such as the IDC and DBSétlsat they expand their operations where social
exceed private returns.

This review should also explicitly address the gkeyed by direct foreign investment, drawing upon
best practice in assessing the net impact of sudstment according to a full social cost-benefit
analysis. There can be no presumption that theatiiempact will be significant relative to what rose

to be provided from domestic resources, and investsnneed to be carefully assessed on a piecemeal
basis in the light of sectorally specific circunmstas and outcomes. The undue courting of direct
foreign investment will be damaging to policymakimgre generally, and will engender support for
policies that could even weaken investment from elgtio resources as pressure builds for deflationary
policies to allow for the lifting of exchange caris on capital movements.

Trade policy in South Africa has in general putstrade liberalisation beyond the level even
required by the developments arising out of theguay Round. This is despite the potential for
negative impact on the industries concerned anéathee to formulate and put adequate supply-side
policies in place prior to liberalisation. The jisation for, and impact of, trade liberalisatibas
rested to a large extent on the calculation ofoiffe rates of protection, EPRs. These are, howdirer
founded conceptually, in practice in how they hagen calculated, and as a guide to policy in their
imputed effects. In particular, they take no ac¢afrdynamic and static economies of scale andescop



excess capacity, capital-labour intensity, markeicsure, presence of multinationals, skill
requirements of the labour force and managememnglolements in world markets, product
differentiation and quality, commercial risk, agausture of capital stock, the differential impact
non-tradeables, and the substitution between dapithlabour in production in response to changing
input prices. In this light, it is inconceivablea&PRs can justifiably be used as the basis fardtréhl
policymaking of which trade policy is an integrarp Doubts must be equally strong over its
usefulness for measuring macroeconomic impactsrgrigg/ment, inflation and growth.

Rather than assessing trade independently of fridiu®r supply-side) policy, the two must
be integrated with neither logical nor sequenti@nity attached to trade policy. Exactly the opip®s
is occurring in South Africa in practice. The pres®f dismantling protection has preceded the
election of the ANC government. It is gathering nemtum. That it does so appears to reflect a lack of
conglomerate commitment to the restructuring of ynadustrial sectors, with a preference for a
strategy of global reorganisation of productiveeistment. Accordingly, it is essential that appiater
sectoralindustrial strategies are put in place, insistipgn cooperation from large business if
necessary, prior to any further trade liberalisatio
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CIEE WORKSHOP FOR SOUTH AFRICAN POLICY MAKERS - BIE, 1996*

Some Perspectives on the Provision of Social ammh&mic Infrastructure

Ben Fine

Just three years ago, before the elections thatrgie to the Government of National Unity,
what has become known as the MERG policy documestheing prepared. It was published a few
months later in December 1993. | had responsilfititythe chapter on social and economic
infrastructure. In preparing it, | wrote a geneénatoduction which, in the event, did not find itayy
into the document. What follows is the text of thrtoduction. It has only been amended marginally,
and not at all in substance, in order to make sessestand-alone document. It is indeed remarkable
how little it has needed amendment despite the atiarohanges that have occurred in South Africa.
To some extent it is dated, especially with respethe need to reform the duplicated and fragntente
administration that was characteristic of the dpd era. This is being addressed. In addition, the
apartheid government was still in place at the tiheriting and this might make the text read
strangely in places, given the formation of the Gahd what now appears in retrospect to have
become a secure political transformation.

What is surprising is the extent to which the gsialremains relevant today. This is because it
remains firmly rooted in the longstanding materéillities of South African society, whilst adoptiag
critical stance to the conservative market-basedlayy of many of those proffering advice to the
newly emerging South African policy makers. Furthieis no secret that the achievements in social
and economic infrastructure over the past two yehdemocratic government have been
disappointing. The reasons for this cannot be as$eéithere. Yet, without degenerating into a bout of
"l told you so", the MERG document did emphasisg the major constraint on infrastructural
provision would prove to be the institutional caipato deliver and not financial constraints. Tedt
provision as if finance were the major problem vaboihly serve to worsen delivery. These insights do
appear to have been borne out. And South African@uy policy has been and seems set to continue
to be dominated by financial and fiscal consermatigithout sufficient attention to the problems of
how infrastructural provision is to be guaranteed.

Perhaps | can make three further points beforsgptéeng the introductory text. First, one of
the conclusions in the introduction is that, whilath distinct area of infrastructural provisioede
policy to be developed specifically for it, inegte provision across infrastructure as a wholdgea
be mutually reinforcing to the advantage of thod®are already best placed. In part, this is becaus
the better-off are already better able to bengditnfprovision - as in higher education for example.
Equally important, they are also better placeduispe their interests through economic and politica
mechanisms. Accordingly, the commitment to redtigquality in infrastructural provision needs to be
particularly powerful, coherent and persistents th so even in advanced capitalist countrigs, it
especially important in the South African contefkéertreme historical backlogs in provision.

Second, now as at the time of the MERG Report,liMank, IMF and much business
ideology, especially that represented in the Sédititan press, is heavily committed to keepingestat
expenditure to a minimum, to impose user chargesrevhossible, and to rely on the market for
provision to the maximum extent. This ideologidalnee, itself incapable of addressing the
institutional capacity to deliver which is takerré¢o be the key factor, is less fanatically pudsine
the case of infrastructural provision since thieften perceived to incorporate classic examples of
market imperfections - externalities, economiesaaile and distributional considerations. A further
point can be added here against the pro-markeldggoThis is by way of a response to the noticat th
the market is an effective mechanism for commumgahformation, allowing people to get what they
want through measuring and responding to theiitgld pay. But, in infrastructural provision ingh
South African context, this is not the problem. ®ieady know what people want - it is health,
housing, schooling and other basic needs. The fowist be on delivery.

Finally, whilst this introduction is more or lefsse standing, its significance can only be fully
appreciated if it is read as a foreword to thetimeat of the specific areas of infrastructural psmn
which are to be found in the MERG document. Theseare necessarily dated in some respects, but



they still offer considerable analytical, empirieald policy insights. Hopefully, the reader will be
encouraged to consult one or more of these "casiest, whether for housing, schooling, health
provision, or electrification.

SOCIAL AND ECONOMIC INFRASTRUCTURE

Draft Introduction

Whatever the position that different commentatage taken on the post-apartheid economy,
there has been universal agreement that thereusgent need for extensive infrastructural
development. This is so whether the policy emphaassbeen to provide for basic needs, to promote
the private or the public sector, to forge a fumadil relationship between distribution and growthto
restructure the levels and composition of stateerdjiure. All recognise that significant resoureg$
need to be devoted to the provision of the diffemamstituent components of what make up social and
economic infrastructure.

Such unanimity is hardly surprising in light okthxtreme inequalities that have prevailed
under the apartheid system in access to housamgsgprtation, water and sanitation, to health and
health services, to education and to the other dimgmhat are often, but not always, associatet wi
public subsidy if not provision. To the extent tegual participation in society extends beyond the
ballot box, it is incontrovertible that developmeifitsocial and economic infrastructure should be a
first call upon the resources of the post-apartikemhomy. These, as much as the franchise, have bee
denied to the majority of South African's citizeNat surprisingly, at the centre of post-apartheid
reconstruction must be placed a substantial progmof infrastructural provision.

The chapter on social and economic infrastrudimtge found in the MERG document
focuses in particular on the macroeconomic impépravision. It is not, however, possible to be
comprehensive. One section deals with educationdstl exclusively with schooling), another with
some aspects of health, the third with housing,thadourth with electrification. By the orthodox
standards of what constitutes macroeconomics (ardistinction from microeconomics), each of these
sections wanders much too far from the traditi@maicerns of fiscal and other aggregate balances in
embracing the detail of infrastructural provisidinis reflects our rejection of there in fact being
sharp division between macroeconomic and microemémooncerns. It is necessary to assess,
particularly in the context of a developing econgmiether macroeconomic effects will indeed be
realised in view of the wide variety of constraintgler which socioeconomic activity is undertakan.
other words, it is not simply a macroeconomic goesbf how much to spend and how it is to be
financed, but also a series of "microeconomic" tjaas about the capacity to deliver.

Each of the separate components of infrastructises a number of different analytical and
policy issues. But we begin by drawing out soméheffactors which they share in common. The first
has already been highlighted - the dramatic inetigskhat characterise the inherited provision of
infrastructure. But these inequalities, often te éxtent of complete absences of some services for
much of the population, are not simply associatid macial divisions, important though these aree T
incidence of inequality is to be found across o@mioeconomic characteristics - by gender, by
rural/urban divisions, within rural and urban ardstween the employed and unemployed, by age and
between different administrative authorities, anas; and the provision of infrastructure withinuBo
Africa has, and will continue to have, a profoungbact upon the southern African region.

This means that proposals to deliver infrastruectuitl not be distributionally neutral. They
will favour some constituencies more than othens, @ften in ways that are not entirely predictable
even where they are not overlooked. We have in pfigrdexample, the work and conditions of women
whose unpaid labour within the unenumerated economst be carefully considered. This is so for
reasons of equity. Provision of infrastructure cansiderably ease the burden on women whose lives
are often dominated by the responsibility for wéue perceived to be the menial tasks of collecting
wood and drawing water - although women can beetkailivelihood as a result of more systematic,
public provision, and the jobs created, the infdrezmnomic opportunities and the broader benefis a
frequently appropriated by men. Further, the suze@sl goals of policies can be thwarted if due
account is not taken of their dependence on thensdcioeconomic circumstances in which they are
implemented, such as the demands and stressetraind placed upon the family, community and
institutional structures.



A particularly important example is provided byl @lge pensions. These comprise the major
part of the welfare system for blacks. As a reshéty serve a much more important role than simply
supporting the elderly. For they provide the ragierfor a payments system, often in areas otherwise
deprived of such facilities. But, more importahigy constitute a general form of household income
support underpinning payment for school fees, kamaple, as well as household expenditure as a
whole. Consequently, pensions policy is more thamatter of how much, it also concerns how
payments are administered and how they are inedjiato economic and social life. They are
especially important as a secure source of incaiffeaying credit to be advanced and accounts to be
settled. Whilst pensions constitute a specificessuwhich we will not return in the context of
infrastructure, these considerations are of gedatance, even if in different ways, to the
policymaking for the other components of infrastaue.

A second feature of infrastructural provision wug Africa is its extreme fragmentation. As
a consequence of the heritage of apartheid, the wawyhich the public sector operates is dependent
upon a dozen or more replicated administrativeaittbs. Each of these has a potentially different
relationship to central government, and each lsasvitn internally differentiated characteristics -
whether these be demographic, political or econo@imsequently, both the ways in which
infrastructure is delivered and the levels of dativare uneven in most instances, reflecting the
different degrees of autonomy that has been allaeele independent homelands, for example, and
how it has been employed.

But, thirdly, such autonomy should not be exaggetaand central government has continued
to hold both the economic purse strings and thitigadl upper hand. This has given rise to a
compensating exercise of centralised control dveftagmented administration at lower levels. Far
from signifying coordination and direction of ardesftively decentralised system at lower levels,
central government has reacted in a piecemealdasbithe growing strains that have been endemic
within South African infrastructural provision overe past decade. In short, in terms of administnat
of such services, the apartheid state has managgeld a combination of the worst forms of
overcentralisation and fragmented decentralisation.

The World Bank has reported that:

the currently extreme fragmentation of respongipikithin metropolitan areas into a variety of lbca
councils, boards, managements committees, andn@gad provincial authorities, all
operating in the context of a transitional periodvhich credible national policies on local
government and housing are still to be developeda Aesult, current investment in any given
metropolitan area appears to be ad hoc, uncoosetiratd frequently inefficient, and for the
most part formulated on a project by project basiside of any broader, more programmatic
assessment of needs, priorities and strategies.

For the IDRC, the Canadian aid agency:

The Mission found ... extreme institutional fragr@ion amongst actors within South Africa ... very
significant fragmentation of authorities in prowaisiof urban services. Not only do the
different service areas and boundaries run cotateny principles of effective planning, but
the separation of transportation from land usemptancompounds the inefficiencies and
inequities with respect both to access to, andigpiav of, key services and infrastructure.

The National Housing Forum's first newsletter otesr

The Government hdsurteen separate housing departments ... and at leastywserdifferent ways in
which funds flow to the end user - people who neaasing. Very little comes out of these
structures, which are filled with thousands of lawerats and technocrats. They have
hundreds of hidden agendas which, with changedrath they are all running hard to protect.

One commentator describes, "how South Africa canfete seventeen departments of welfare,
arranged in four clusters, coordinated by threerdepartments and one secretariat". Such



fragmentation and replication was supplemented 'likied significant feature of the 1980s ... the
establishment of structures for coordination anutrcd”.

Another reports for water that:

The institutional framework within which water suppnd sanitation services are provided reflects th
current fragmentation of government in South Afridgéh no single agency at national level
charged with ensuring that all households are aatetiuserved. In this, the situation is
different from that of electricity where ESKOM haglear mandate to promote and plan
electricity supply to most of South Africa, alb#titough the agency of regional distributors in
some of the homelands.

For infrastructural provision to a housing progragntie National Housing Forum finds that, "the
institutional framework within which the providen§ services have to operate reflects the current
fragmentation of government as there is no singay charged with ensuring that all households
have access to basic services".

Thus, as can be repetitively demonstrated in bppagrammatic terms as well as in the
demands of detailed implementation, the currenitin®nal environment is totally incapable of
accommodating the tasks that it has been and e/iidh, irrespective of the specific design anderunt
of policy.

Fourth, this is one, but not the only source efficiency in infrastructural provision.
Segregated housing, for example, has required tosts in terms of transport from townships to
places of work. The lack of stability in househadhds led to high repetition rates and disruption in
schooling. Failure to provide secure energy sounessbeen associated with long hours of work,
usually female, devoted to the collection of woodlfand at the expense of the environment. And so
the list could run on.

Fifth, quite apart from the inefficient use of #eoinfrastructural resources that have been
mobilised, there is frequently to be found excegsacity alongside desperate need as a consequience o0
segregated facilities. This is true of schoolind aealth, of construction and electricity capaciltiis
is not a matter of insufficient effective demandaiKeynesian sense but of denial of basic
infrastructure as a systematic consequence oftapdrimperatives.

Sixth, providing lessons for the future as welf@asunderstanding the past and the present,
there are very strong interactions between themifft components of infrastructure as well as with
other socioeconomic factors. These are often faaree mutually reinforcing whether negatively or
positively, as in the relation between nutritiom dealth, between health and education, and between
each of these and fertility, labour market access.

Seventh, whilst the previous six factors mightbasidered to be structural characteristics of
infrastructural provision, they have been subjeatiiange due to economic and political developments
and the pressures upon, and responses of, govetrnhhenlatter has been squeezed between the
economic conditions of stagnation and limited bafngy and, in the political decision not to tax the
privileged, the attempt to hold onto power as dmad crumbles. As we now know, policies of
oppression and violence, whilst by no means diszhridave been superseded by a political process
and, to some limited extent, an economic procestsofiantling the overt pillars of apartheid.
Discriminatory legislation has been repealed, amntegnment expenditure is being shifted towards
provision for the disadvantaged.

But the process is absurdly and painfully slowpitesthe extent of the backlog to be
remedied. Indeed, there has to be a question beegdvernment's commitment to greater parity in
infrastructural provision despite proclamationgalicy documents to the contrary. For it appeals to
the use of non-discriminatory policies but withadequately confronting how much (and often how
such) inequality has been engendered in the ph&t.ig particularly so in the government's ideotad)i
preference for reliance upon market forces andagigation, even if this does, in practice, cloak
substantial continuing state economic interventhot surprisingly, this has often continued to favo
those who already possess advantage in income @althwin schooling and health, for example, the
effect, through different mechanisms, has beeretmlde facilities to those who have always enjoyed



preferential access even if, or with the added aidgge of, now passing responsibility for partshefit
continuing costs to privileged users.

Eighth, current government policy has often embdahe principle of equality of provision at
most in name alone. In particular, the failureddr@ss the legacies of apartheid leads to a pdrgpec
upon equality of provision which, paradoxicallypreduces and even intensifies the practices of
separate (and unequal) development. Specificadlgklog in provision to blacks is generally percéive
to be a problem - too much demand in conflict with few resources - whilst provision to whites is
seen as adequate and not a problem. We considgrétative that the separate components of
infrastructure be treated as a whole, with existind prospective provision being addressed
simultaneously across the population as a wholerdasons of efficiency, as well as of equity, the
previously racially separate provision of infrastture must be dismantled.

Ninth, then, these eight, previously listed, fastoave influenced the separate components of
infrastructure unevenly. And they have interactéith wne another quite differently across the défer
aspects of infrastructure. Moreover, this has fumelatally reflected the balance of conflict acrdses t
separate arenas involved as the struggle to owsvthpartheid, to survive within it and to reconstru
the future have all been pursued. Whilst it is camrto refer to a crisis of apartheid and eachof it
constituent parts (including infrastructural proeig, South Africa has experienced acute critical
phases of change alongside a chronic impasse iy araas of economic and social life, and violence
has been a major source and consequence of tagigit. And the results, as expressed in the pace,
nature and extent of change, have been very diffénehealth, education and electrification, etc in
accordance with the different economic and politiofe that each has occupied. Local government
legitimacy has apparently been more important unshiy, electrification and education, for example,
than it has been in the provision of health seszice

But the nature of infrastructural provision is atiy differentiated in societies other than
South Africa. Each country has its own housingrgyneeducation, transport and welfare systems. We
refer to these as "systems of provision”, a teran tould be equally applied to goods and servicast t
are not usually designated as infrastructure nalsd food system, for example. Our analyticaltstgr
point is that each system of provision constitatesntegral structure, with a logic and dynamidt®f
own. It is structured by the different activitiémt take place from production through to final, &
incorporating finance, delivery, work organisatiets. There is a different mix of public and privat
enterprise, and a different interaction with thet @& the economy (as in input-output linkages, for
example) and with the society more broadly (afiengolitical and social significance of the prooisi
concerned).

Both in assessing the current prospects for itrfrakire and in formulating policies, it is
essential to consider each of the aspects of ttersy of provision involved and how they interact
with one another. Otherwise, unforeseen bottlenatist arise, insufficient finance be available,
inappropriate technology employed, affordabilitpye elusive, or even redistributional objectives
prove frustrated as compensating effects are disdlalong the system of provision. Again, the
incidence of such impacts cannot be specified atrabt but will be contingent upon the particular
systems of provision to which they are attached.

These themes will be taken up in the followingtiess for different components of
infrastructural provision. In principle, policy shld be developed in considerable detail to cover th
different aspects of the economic and social agtsdncerned. But our main concern is with the
macroeconomic implications of infrastructural deyghent. Although, given our approach, the divide
between where macroeconomics ends and microecosdragins is somewhat arbitrary, we will seek
to address those aspects of provision which diredtect the functioning of the economy as a whole
and those which are liable to prove major problé@mst targeted by policy.

Despite our emphasis on the differences in thettre and functioning of the various
systems of infrastructural provision, it is possitd identify certain common policy objectives jast
some common features of provision have been idedtifnder the apartheid system. Inequality in
access has to be tackled. Administrative reorgtais# imperative, both in overcoming
fragmentation and overcentralisation. There mughbereation of democratic accountability in the
formulation, implementation and monitoring of preiein. Internal reorganisation and expansion of
provision will require training and mobility of theorkforce. And it is essential to acknowledge that



infrastructural provision has had and will contirtaéhave major repercussions for southern African
integration - not only in transport and energy &lsb in housing (given the continuing extent of
migrant labour) and the training and dispositiothaf workforce more generally.

These considerations are not the ones that harefgreminent in previous macroeconomic
discussion of infrastructural provision, althougky have been addressed in studies of the individua
areas involved. Rather, focus has been upon whelt ¢ provision is to be made, whether it is
affordable and how it might be financed. In patacyrelatively conservative analyses have been
concerned with how expensive it would prove to dptime standards of all to the level enjoyed by
whites. This is an inappropriate approach for temsons. First, it takes as standard, and as thimgta
point, what are the systems of provision associaidtapartheid. But these have undesirable
characteristics over and above those associatbdnetuity - as in the dominance of curative
medicine in the health system, for example.

Second, cost and financing are not necessarilyggoi be the binding constraints on
infrastructural provision, and focusing attentiggon them may have the unfortunate effect of leading
to neglect of the ability to deliver the intendeghdces, even when finance is available. Furthner, t
attempt to address infrastructural provision prifgan terms of financial constraints leads to amue
and often simplistic emphasis on the role of ubarges and access to credit and funding. It is
preferable, however, to give first priority to gaateeing provision of the service and to ensurethea
way in which this is financed or priced is not empediment. This is not to suggest that all
infrastructure must be provided free of chargehauit reference to ability to pay or to recovery of
costs. But these issues must be specifically situat relation both to the system of provision tuick
they are attached and to the alternative sourcesvehue and finance available within the economy.

Thus, it does not make sense to attempt to re@apmtal costs in user charges if this leads to
under-use once facilities are in place, and mayegmefacilities from being put in place as
unaffordable. Such is clearly the case currentipWbusing, and it would also impinge upon schaplin
and health care provision.

In addition, the principle of free universal praiain of basic services is an important one, even
if the option of charging those who are wealthgnsattractive source of finance and equity. For,
without such a commitment, the economic and palitsecurity of provision for the disadvantaged is
always open to erosion and, in any case, the weatth often well-placed to retrieve compensatian fo
the charges that they incur for infrastructure ethler through negotiation of cost of living increa®r
fringe benefits in employment, for example, quibarid from what is often a greater voice in
government itself.

Almost without exception, the conventionally me&slsocial rates of return to infrastructural
provision are higher than private rates of retiilmere must be doubts about the methods and accuracy
of such calculations, but they constitute a powerdse for funding provision. But, however well épn
the imputed benefits of provision inevitably depemadn projecting the positive achievements of the
past onto the future. From a policy perspective |&sson to be learnt is that measures must ba take
ensure that delivery and use of infrastructurdfexcéve. This will be a major concern of our pglic
analysis.

Finally, as mentioned previously, what follows do®t provide a comprehensive policy
package for infrastructural provision, even witthie four particular programmes which are only
partially covered. Accordingly, the costings theg provided need to be set against the overalilfisc
balance of income and expenditure as well as aghiagpriorities to be determined by policymakers
both across programmes and over time.

NOTE

The discussion of social and economic infrastrectsito be found in Chapter 4 of:

Making Democracy Work: A Framework for Macroeconorblicy in South AfricaA Report from
the Macroeconomic Research Group (MERG), publishe@entre for Development Studies,
University of the Western Cape, 1993, distributgddxford University Press, Cape Town.




Footnotes

! See Fine (1992) and Fine and Rustomjee (199 firédioccasion, and Fine (2004c and 2006) for the
second. Here | seek predominantly to cover thealitee not discussed in these earlier contributions

2 Zhu (2002) also sees the end of the Cold Waraatirig to the erosion of threat as a galvanising
factor in promoting the unity underpinning develantal states.

3 Crucially, Japan had also become a leading smfrail and so had some muscle in determining how
its role should be perceived. But see also Hir2@®2) for the idea that the death of the developaten
state in Japan has also opened up growing influehbk&sOs on Japanese policymaking.

* See also Bebbington (2004), Bebbington et al (20@#2006), and Fine (2003).

® Note that Doner et al (2005) seek to roll back fiolymorphism by reducing presence of
developmental state to the presence of systemiwvaibility, itself induced by the constraint of
building internal coalitions, scarce resources @xtérnal threat. Their casual claims to the cogfrar
Africa would appear to be replete with counterexksip

® For Painter (2005, p. 336), if unduly homogenisimgt in the context of the Hong Kong neo-
administrative state:

The combination of a powerful bureaucracy, incorgptiemocratic institutions, limited
political freedoms, and a dynamic capitalist econaypifies the so-called East Asian
developmental state ... A common challenge ... is appaithese institutions and roles to the
changing nature of the global economy.
" As for two studies for Singapore as city developtakstate, the term only effectively appearing in
Ooi’'s (2005) title and similarly for Hee and OoD@3) and Jha (2004).
8 There has been almost no work on the transition@mies of eastern Europe as developmental
states, not surprising in view of their perceivailufe. An exception is provided in a comparative
study of Hungary and Romania by Negoita (2006) wteraphasis is upon the absence of a capitalist
class that, accordingly, needs to be created. Figal sample Lockwood (2005), Sindzingre (2006),
Shaw (2006), Matlosa (2005), Edigheji (2005), Ms&ld2005) and Nabudere (2006). See also “The
Democratic Developmental State in Africa: Conceptuial Methodological Workshop”, Centre for
Policy Studies, Johannesburg , July 24-25 , 2886;//www.pidegypt.org/africa/jnb.html
° See also Jessop (2005) and Pirie (2006 and 2007).
19 For an alternative view, dedicated to Samuel Ftifgton, see Pei (2006) who argues that the
Chinese authoritarian but decentralised developahstate will inevitably degenerate into a non-
performing predatory state.
" see also Edin (2005).
12 A third element concerns the context-specific tmmsion of the meaning of welfare itself both to
those who provide and to those who are provided.
13«we will phase in a basic health care system t¢baers both urban and rural areas”, Report on the
Implementation of the 2006 Plan for National Ecormand Social Development and on the 2007
Draft Plan for National Economic and Social Devetgnt, Fifth Session of the Tenth National
People's Congress March 5, 2007.
4 See also Luiz (2002) and Lemon (2005) and Tsh@@le2), the latter deploying the concept
casually.
15 See also Bobby Soobrayan, “Reflections on SA'sfastive on Capacity Development for the
Developmental State”, Director General, South Afnidlanagement Development Institute,
Presentation to the CAPAM High Level SeminarPursuit of Excellence: Developing & Maintaining
a High-Quality Public Servigénttp://www.capam.org/pdfs/Soobrayan SAMDI.pdf
'8 For example, for educatiohttp://www.chet.org.za/issues/PandorAcademicFre&fodug for
science and technologdlyttp://www.dst.gov.za/media/speeches.php?id=208&pti for public
service and administratiohttp://www.info.gov.za/speeches/2004/04052714151861 and for the
Presidencyhttp://www.progressive-
governance.net/uploadedFiles/Events/Events/Pahasi8620h.pdf
17 But note that the developmental state hardly appatzall in the rest of the volume.
18 See especially Gelb (2006), Freund (2006) andihta@005) the latter only pegging gender and
welfare to the developmental state. See also Akoaiel McGrath (2005) in context of education and
training.
19 Note that between 1994 and 1999, South Afric&gd]l) outflow of foreign direct investment was
R77 billion compared with an inflow of R55 billiopJacing the GEAR focus on attracting FDI into
perspective. Further, of the inflow, two-thirds wasacquisition as opposed to new investments, one




third alone for the purchase of privatised enenyy telecom facilities, Heese (1999). Further, e
poor record has been based upon the unusual aaiwribomade by Malaysia which came second in
volume behind the United States but ahead of theediKingdom! This is due to political and
economic motives that are not liable to be susthiRadayachee and Valodia (1999).

2 See also Fine (1998b) for a case study of thé isigastry.

2L find it amusing to point out that this Reportifished in the same year, also took the sameatitle
Putnam’s (1993) study of Italy that launched hiseaas leading social capitalist.

22 See other references to social capital and Fid@1(2 and 2004a and b).

% Taken from Fine (1997).

24 |n the event, | do not recall this workshop matising.
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