chapter seven


international experience


The practice of other countries is relevant to the task of evaluating possible industry policy approaches by governments. While these practices cannot in any sense be ‘copied’ - differing institutional patterns, among other factors, inhibit this - the experience of others can suggest possibilities that are not now considered seriously. Evidence the committee received suggests there are three broad patterns: the developmental country approaches that characterized practice in Japan and East Asia and, to a lesser degree, Southeast Asia; different patterns of collaborative practice in a number of European countries; and the market-focused approaches that have dominated the US and the UK. These are considered in turn. The developmental countries of East Asia are especially singled out since this was specifically designated in the terms of reference.


The Asian Economies


Preceding the financial crisis in 1997, and the continued recession in Japan, the Asian economies had enjoyed economic growth for varying periods at a pace unprecedented in Western experience. Despite the differences in phases of economic development between regional countries and Australia, the practices adopted to sustain collaborative approaches and to guard against rent-seeking are pertinent to any consideration of industry policy approaches for Australia. At the same time, the financial crisis needs to be considered for its implications for economic governance practices. These are the tasks of the following paragraphs.


It is important to bear in mind the fundamental difference between the circumstances of the countries of the Asian region. They can be broadly classified into three groups. Japan, the largest and most technologically advanced economy, constitutes the first category. Japan has provided some other Asian countries with a model for economic governance and has been the primary source of investment funds for other regional countries.


The second group, Singapore, Korea and Taiwan, have been successful in achieving sustained economic growth for the last two to three decades. They are all significant global competitors in the fields of electronics, IT, computing and other technologically based industries. Korea and Taiwan grounded their industry development in the establishment and nourishment of indigenous firms. By contrast, Singapore relied on a strategy of attracting investment from multinational companies (MNCs) and government sought to influence its domestic employment base, technology development, income growth and skills upgrading.


The third group, Malaysia, Indonesia and Thailand, are heavily reliant on foreign direct investment (FDI) as a means of driving industry development. What sets these economies apart from the Australian approach, however, is the level of intervention, both direct and by incentives, which has been pursued by the governments of these countries.


Japan


Japan belongs in a unique category. Her development has been longest, having commenced immediately after the war. More importantly, as a result of this process, she has become the second wealthiest global country. Japan’s GDP accounts for approximately 75 per cent of total regional GDP.


Japan has been described as the “pre-eminent economic power” and Japan’s approach, as providing a “political, bureaucratic and technological model for other states”.� The Japanese economy is mature in comparison with other Asian countries, some of which are still at the developmental stage. Some of the strategies which characterise the Japanese economy and which dominate its approach to industry development, are embedded in its culture and traditional pattern of society, for example its system of business networking. In the post-war era, Japan focused on export-led activities as the strategy to achieve its national objective. That objective has been described as follows:


... the idea of catching-up and surpassing the west (oitsuke, oikose), was generally accepted throughout the population, including by the elite of the ruling party ... It was the pervasive anxiety arising from fuan (insecurity) that helped mobilise the people ... The state adopted the principle of shared growth.�


Recently Japan has been urged to shift policy towards greater reliance on domestic demand. To this end, trade liberalisation and deregulation have been proposed:


There has been enormous pressure from, in particular, the US for Japan to open its economy to imports. In addition, the very success of the trade policies of an earlier generation has obliged Japan to enter into various voluntary restraint agreements, in particular, with the US on textiles and clothing in the 1950s and cars in the 1980s, and the EU on cars in the 1990s. However, ... , emphasis in the Japan US bilateral relationship has shifted towards the stimulation of Japanese imports, as is also the case with Japan/EU relations.�


Industry Development Policies


The system of corporate linkages, or keiretsu, is one of the distinguishing features of the Japanese economy. This system of linkages can act to bar the entry of foreigners to the market and institutionalise collaborative practices in the economy. There are numerous advantages afforded by the networking system such as the provision of a secure environment for companies wanting to invest in innovative activities such as R&D, develop new products or undertake some form of innovative investment.�


The corporate networking takes three forms. The Kigyo-shudan, the horizontal corporate groupings, are linked through cross shareholdings, the exchange of executives and other elements of commerce. Kigyo-shudan results in the exclusion of outsiders from transactions and joint investment activities. The main advantage of the groupings is that they contribute to the stability and efficiency of the economy, allowing companies to make long term decisions in a climate of certainty. Further, this networking facilitates business and government collaborative action. The Seisan-keiretsu, the vertical supplier affiliations, are basically long term sub-contracting relationships between manufacturing assemblers and component suppliers. This arrangement can also enhance efficiency and act to exclude outside suppliers into the field. Ryutsu-keiretsu, a vertical distribution affiliation, is an arrangement frequently established by manufacturers which binds wholesalers and retailers together and again, this linked relationship operates to exclude newcomers wanting to access the market.


Taxation policies are used to further industry development. R&D tax concessions are available, together with a system of tax credits. An additional 7 per cent tax credit is available, for example, to companies that acquire specific assets for, amongst other things, the development of technologies, bio-science and electronics. This operates as an incentive to companies and steers them in Japan’s preferred industrial direction. Japan also utilises export credit schemes and provides capital to facilitate industry development.


The Export-Import Bank of Japan provides export financing and MITI (Ministry of International Trade and Industry) operates insurance schemes to protect exporters against risks not within the terms of private insurance contracts. The Japanese Development Bank is responsible for the Promotion of Industrial Technological Development Scheme, which provides concessional loans for the commercialisation of new industrial technologies. Access to finance in Japan is otherwise substantially a market related matter. This contrasts to the situation in Japan during its rapid industrialisation phase when certain privileged industries could access low interest finance. This was an example of direct Japanese intervention aimed at fostering selected industries.


Knowledge creation and information dissemination has become an increasingly significant element in Japan’s industry policy. This has covered both strategic and operational matters. MITI is responsible for trade matters together with the Economic Planning Agency (EPA) and the Fair Trade Commission (FTC). Policy coordination is facilitated by a number of deliberation councils and informal consultation arrangements, for example: the annual Ministerial Conference for Economic Measures, which includes the Prime Minister and other heads of Ministries and agencies, and the Trade Conference, which is chaired by the Prime Minister


As Japan’s economy has reached the international technological frontier in a number of industrial sectors, the emphasis has shifted towards promotion of fundamental technologies, trade liberalisation and deregulation and away from the development of specific sectors. One of the features of Japan's approach has been the use of what Aoki terms ‘contingent rents’ to ensure private sector participants in programs fulfil their commitments. Expected outcomes are specified and performance is monitored to ensure these are reached.


The Outlook for Japan


There is still no sign of recovery from the 1990 recession. Yet unemployment remains at a remarkably low level by Western standards. There are numerous proposals for change in Japan but political will seems to have faltered. The post war ‘catch-up’ consensus, on which the authority of government agencies rested, has eroded. This, plus economic globalisation, scandal and policy failure, has precipitated a reworking of the roles of the strategic agencies - MITI, the Ministry of Finance etc. Many analysts see the need for much more fundamental change involving a reworking of the fundamental national socio-economic strategy. The speed and scale of Japan’s post-war success is now held to require this.


Change at this level touches almost the entire range of institutional and political arrangements. This is the machinery through which the export-led policy has been contrived, refined and implemented and within which support from the broader community has been elicited. This is a challenge equivalent to the Meiji restoration of 1862, which began Japan's modernisation process, or the post World War 2 settlement, which has underwritten her economic success. The strength of the tradition of social solidarity in Japan means any new settlement is likely to involve a continuing mix of market based and collaborative arrangements, in a pattern unfamiliar to Western countries.


Korea, Taiwan and Singapore


The second group, Korea, Taiwan and Singapore all began their economic development in the early 1960s. Korea, a victim of the financial crisis, will be considered in a later section that evaluates that development. The other two ‘second league’ economies are reviewed here:


Singapore


Singapore was ranked first in the Global Competitiveness Report, 1997. It was also ranked first in the previous year. Certain elements have been identified as contributing to Singapore's success:


first, Singapore's careful use of incentives, such as tax holidays or very low taxes, the provision of grants to cover set up costs, training and R&D, and R&D tax deductions;


second, the delivery of industry policy is centrally coordinated by the Ministry of Trade and Industry and implemented by the semi-autonomous Economic Development Board (EDB);


third, through the EDB, Singapore undertakes highly effective international marketing designed to win foreign investment; and


finally, Singapore is gaining a reputation as a key global industry centre.�


These strategies have combined to give Singapore an average annual real GDP growth of 7.7 per cent for 1985-1995 .�





The most powerful driving force in Singapore’s economy has been its reliance on foreign direct investment. In 1993, for example, 85 per cent of Singapore's manufacturing exports were from foreign owned firms. There are generally no distinctions made between foreign and domestic investment, except for limitations placed upon foreign investment in the areas of telecommunications, financial services and the national airline.


While Singapore’s future growth may be constrained by physical considerations such as size and resources, Singapore continues to woo investment, promote high standards in education and infrastructure and encourage R&D, to ensure that its industries use ‘state of the art’ technologies.


Industry development policies


In terms of industry policy, Singapore has reframed its national economic strategy, at least four times since the 1960s. The 1991 review, Towards a Developed Nation, resulted in the introduction of the cluster concept. Since then, Singapore has focused on the development of 14 industrial clusters for investment in strategic projects: including aerospace, precision engineering, electronics, IT, petroleum and petrochemicals, heavy engineering, finance and insurance. A supplementary review, The Second Lap introduced a regional focus including the development of growth triangles to facilitate firms distributing their operations. The clusters are assisted by government agencies which act as catalysts in defining opportunities and to attract firms to develop them. Assistance is provided through tax concessions and R&D for new and existing industries; the provision of loans to help companies upgrade their production activities; and grants to encourage innovation in local companies. Singapore’s industry strategy also attaches high importance to human capital, and has initiated numerous programs to encourage the development of both general and specialised skills and expertise.


The main instruments of intervention are deliberate ‘marketing’ of Singapore to potential investors and the use of tax incentives to encourage the development of industries based on new technologies, or on products with a high value-added component. In particular, the tax system encourages new projects in those fields. R&D assistance is also available, with the Government providing grants for up to 50 per cent of expenditure, double deductions for outlays and an investment allowance of 50 per cent of fixed investment in R&D equipment.


Computer chip manufacture is an example of planned development. Singapore’s goal is to attract 25 new plants over the next decade, bringing total investment of about $30 billion. Chartered Semiconductor Manufacture, a Government firm, has announced plans for a new $700 million plant, its third in Singapore. The Economic Development Board has initiated an array of incentives, including capital subsidies and tax breaks to attract other investors.


In addition, Singapore utilises the finance sector and export credit schemes to support Singapore’s industry strategy. Companies wanting to upgrade facilities can apply for concessional loans. The Government-owned bank provides finance for investment in projects and guarantees machinery and equipment imports. Concessional loans are also available for ‘pioneering’ projects, which provide special benefits for Singapore, such as projects involving aircraft components, software and precision ferrous castings.


Export credit schemes are available from the Monetary Authority of Singapore in the form of a rediscounting scheme at concessional rates for re-export and export bills of exchange. The Trade Development Board helps firms to develop products and market manufacturing licenses overseas. Singapore has also initiated schemes aimed at providing capital to industry-related activities. The Local Enterprise Technical Assistance Scheme, for example, reimburses up to 70 per cent of the cost of retaining consultants for certain assignments.


Critical institutions and structures also play a role in the coordination of Singapore's industry development. The Ministry of Trade and Industry is responsible for the formulation of trade policies, while the Singapore Trade Development Board is responsible for their implementation. The Economic Development Board is at the centre of a group of agencies which share responsibility for national development, including the Monetary Authority, Trade Development Board, National Productivity Board, National Computer Board and the National Science and Technology Board.


The role of the Economic Development Board (EDB) as the central planning and implementation agency is critical. The EDB has been in existence since 1961; it is staffed by about 236 professionals with 186 support staff and is governed by a 12-member board.� It has 15 international offices, six of which are in the US, five in Europe and four in Asia. In the early 1990s, the EDB shifted focus from the narrow objective of creating industry related opportunities within Singapore, to regional development with Singapore as the site for value-added activities.


Singapore's approach to industry policy has been interventionist and strategic. It has identified and planned for shifts in industry policy focus as the need has arisen. The shift towards regional development has demonstrated that the planning process can enable an economy to be flexible in approach, so that it can mature with changing economic circumstances.


Taiwan


Indigenous firms have been the engine of economic growth in Taiwan, with a particularly important role played by small to medium enterprises (SMEs). An export-led development strategy over the last four decades has been pivotal to Taiwan’s economic emergence. This strategy has undergone a number of variations. Taiwan introduced its first export processing zone in 1966, when most other economies were focused on import substitution strategies.


In a quest to upgrade Taiwan's industry in the 1970s, the Taiwanese government turned to capital and technology intensive industries, establishing the Industrial Technology Research Institute and an Industrial Park. Thereafter, the Industrial Development Bureau developed strategic plans to encourage selected industries (for example, through preferential tax treatment) and to promote private R&D. To counter labour shortages in the 1980s, the Government switched policy focus to more high-tech and capital intensive industries. To contribute to this objective, users of automated machinery and equipment were subsidised. Further adjustments were needed to counter the adverse environmental impact of industry development.


Taiwan utilises trade barriers on imports to protect domestic industries. Tariffs have been high. For example, the total impost on cars is as much as 60-100 per cent when tariffs and other taxes are taken into account and the highest taxes apply to cars with engines which are larger than those installed in Taiwan.� Taiwan, however, is seeking to become a member of the World Trade Organization and has been negotiating lower trade barriers. In 1996, as part of its APEC commitments, Taiwan submitted a plan to reduce tariffs on 1100 categories.


In addition to tariffs, Taiwan has operated an extensive system of import licensing with a range of restrictions from total import prohibition to controlled import levels. The number of categories requiring import approval, however, has fallen dramatically since 1994. Other trade barriers which can operate to restrict imports are standards, testing, labeling, certification and local content obligations.


Insofar as industry development policy is concerned, Taiwan has reportedly used its approval process and incentive regime, such as the provision of tax holidays, waiver of import duties, accelerated depreciation allowances and low interest loans, to encourage investment in high technology and large scale, capital intensive industries.


Taiwan has utilised the taxation system as a primary tool in its approach to industry development by providing for a number of taxation schemes to benefit selected industries. Companies involved in particular industries in the Export Processing Zone, such as high tech industries, are eligible for tax concessions (including exemption from customs duty on raw materials and capital goods and exemption from business tax) and are eligible for a lower business profits tax or company tax.


New companies in the Hsinchu science based park receive a five year tax holiday and an accelerated depreciation allowance. Existing companies are encouraged to expand and, upon expansion, are eligible for the same range of tax benefits. So too, venture capital enterprises are treated favourably with tax concessions for investment in new innovative enterprises. R&D investors receive tax credits, accelerated depreciation on new or renovated equipment and exemption from tariffs on inputs or capital equipment. One program offers companies up to 50 per cent of the value of their R&D investment but attaches an obligation for the company to start repaying the funds after the product has been marketed for a year. In the case of ‘targeted leading products’, the Government may provide development funds for the other 50 per cent.


The distinguishing feature of Taiwan’s industrial emergence is the emphasis on the role of SMEs. Finance policies have played an important part in fostering the development of these companies. For example, the government has ensured the availability of credit for SMEs via an insurance fund. Venture capital has been encouraged through tax exemptions which favour investment by venture capital enterprises (VCEs); the principal incentives are tax credits for shareholders and exemption from capital gains tax on investments.


Malaysia, Indonesia and Thailand


The third group, Malaysia, Indonesia and Thailand, are production sites for Japanese, Korean, Taiwanese and Western industries. Rising exchange rates, particularly since 1986, led to the transfer of labour intensive phases of production. Compared to Singapore, Korea and Taiwan, these countries remain underdeveloped. It has been estimated that it would take Malaysia 17 years, Thailand 27 years and Indonesia 46 years, to achieve Korea’s 1990 level of income per head.�


Malaysia


Malaysia has pursued a strong growth policy for four decades which has transformed it from a primary producing country to a significant manufacturer. International trade, particularly a commitment to exports, has played a leading role in this process, with exports rising to almost 80 per cent of GDP in 1992. Malaysia’s economic growth in the 1990s has averaged about 8 per cent.


Malaysia’s national objectives are formally set out in plans, comprising part of an elaborate policy setting process. The process is made up of three specific parts: vision; ten year outline plans; and a five year operating plan. Malaysia’s vision is articulated in the policy statement Vision 2020, which sets out the growth targets needed for Malaysia to realise its objective of being a developed nation or society by 2020. For example, the goal for export growth is set at 10 per cent per annum, compared to the lower growth targets for agriculture (2.5 per cent per annum) and mining (1.5 per cent).


The Second Outline Perspective Plan covers the period 1991 to 2000, and sets out the strategic steps needed to move the economy towards the 2020 goal. It identifies the major growth objectives of diversification, a shift towards high-value added production and the strengthening of the links between exports and local industry. The goal for Malaysia is to widen its industry base so that the higher technology elements of production may be undertaken within Malaysia.


The Industrial Master Plan, within the Second Outline Perspective Plan 1991-2000, identified 12 major areas for special development, including food processing, rubber, chemical and petrochemical production, electrical and electronic products and machinery and engineering products. Both tariffs and administrative measures, such as import licenses, government procurement and outsourcing policies, are used to further the national objectives. Local content is encouraged through the use of eligibility criteria for investment allowances. Adjustment assistance is available to firms in some of the twelve selected areas to enable them to reconstruct, reorganise and amalgamate, if appropriate, to meet the growth objectives.


Finally, the five year plan details the macro economic and sectoral targets which also are aligned with the 2020 goal. The chief aims in Malaysia, are to promote high technology industry, to increase the level of capital intensive and value added production, to reduce the imported content of Malaysian production, to intensively network domestic industries and to improve environmental protection.


Malaysia has specific agencies responsible for strategic policy making. Strategic policy making is concentrated in the Economic Planning Unit of the Prime Minister’s Department, assisted by the Institute for Strategic and International Studies (ISIS), ‘a quasi-independent think tank’ which is also the coordinating agency for the peak national business council.� At this level therefore, there are clear linkages into industry. In addition, Malaysia demonstrates leadership consensus in respect of industry policy and while Malaysia, like Taiwan, Korea, Thailand and Japan, has a single dominant political party “... in any case, none of the opposition parties demur from the strategy of economic growth”.�


Malaysia also uses agencies such as the National Consultative Council and the National Development Planning Committee in the tasks of formulating, coordinating, and implementing industry strategy. The Prime Minister retains much of the overall control in these areas. In the bureaucracy, the Ministry of Trade and Industry (MTI) is responsible for industry policy and the Malaysian Industry Development Authority (MIDA) for foreign investment. In relation to sectoral priorities, Malaysia has targeted multimedia for growth (the Multimedia Super Corridor) and the Prime Minister has actively promoted the relevant industries.� Malaysia has formulated incentives to positively influence activity in strategic sectoral areas, including incentives for research and development, automation, training and new ventures.�


FDI, particularly from Japan, Korea and Taiwan, is one of the primary driving forces of industry development in Malaysia. Malaysia’s reliance on foreign direct investment is demonstrated by the fact that since 1987, 60 per cent of manufacturing investment, which is predominantly export oriented, has been foreign based. Despite Malaysia’s high export figures in merchandise, the balance of payments is in deficit because of high levels of services imports and remittances by foreign investors.


Policies have been substantially realigned over the last four decades. In the 1960s, Malaysia pursued import substitution policies but has since changed its focus to exports. Consistent with a reliance on FDI and its export orientation, Malaysia utilises export development policies. Export growth, with foreign investment and imported capital goods, are the critical elements of Malaysia’s export development policies. Much of Malaysia’s export related activity occurs in the free trade zones, principally because exporters wish to avoid the onerous import duties on inputs to production. MATRADE is Malaysia’s External Trade Development Corporation, which has similar functions to Austrade.


Malaysia has utilised tariffs to protect certain industry sectors and the Government’s policy is to maintain high tariffs where local industries are in significant production. This is particularly so in relation to cars. Malaysia imposes tariffs of 35 to 50 per cent for completely knocked down units and 50 to 200 per cent for completely built up units. The import licensing process also has an adverse impact on the business of importing cars. Another facet of Malaysia’s industry strategy is government-owned enterprises, where Government associated agencies, even after privatisation, maintain control.


Malaysia utilises taxation policies to provide incentives to attract investment and to encourage industrial development. Some of the main incentives are: tax concessions for companies with ‘pioneer’ status; discretionary investment allowances and generous tax concessions for R&D; and, for projects of national significance, assistance may be provided on a discretionary basis up to 100 per cent. Malaysian tax concessions include: five year tax exemptions for certain research and technology-based firms; tax exemptions for shareholders in respect of the relevant dividends from research activities; double deductions on relevant expenditures and exemptions from duty for plant and equipment.


The finance policies of Malaysia reflect the Government’s commitment to promoting those industries which it has selected for special development. Malaysia offers concessional finance to those selected industries. There are a range of institutions from which the finance may be sourced, for example, the Malaysian Credit Guarantee Corporation. In addition, Malaysia utilises Export Credit Schemes to further the export orientation of its industries. The Export Credit Refinancing Scheme provides 80 to 100 per cent cover at concessional rates, subject to local content criteria and Malaysia permits double deductions in respect of export credit insurance on certain exports.


Malaysia offers only limited ‘access to finance’ schemes. For example, the Malaysian Ministry of Trade and Industry provides some support services such as financing packages and consultancy services, for certain SMEs involved in supplying components to multinationals. This type of limited scheme complements the general economic pattern in Malaysia whereby much of the capital for industry development is sourced from other countries.


Thailand


Like Malaysia, Thailand has relied heavily on FDI to drive industrial development. Unlike Malaysia, however, Thailand has not sought to influence directly the form of its industrial structure. Thailand has progressed from being a heavily tariff protected economy to a less protected one. This transformation is due, in part, to Thailand's obligations under the ASEAN Free Trade Area and the WTO, and also to economic independence brought about by its high rate of economic growth.


The shape of Thailand's economy has also changed through Thailand’s identification of “infrastructure weaknesses and bottlenecks of skilled labour and other resources”.� In the mid 1970s, Thailand switched its focus from import substitution strategies to export orientation. By 1994, exports were 41 per cent of GDP. This is high in comparison to Australia, where exports constitute only 20 per cent of GDP.


More recently, Thailand has identified the need for a more balanced economic base. In 1993, investment policies were switched from export promotion to regional development. Thailand is using trade liberalisation (especially tariff reduction) and the redirection of incentive measures, to establish a broader based economy. In addition, labour shortages and wage demands have encouraged the trend towards higher value-added technology intensive manufactures.


Thailand does, however, maintain elements of the protectionist regime. The import licensing scheme and the customs valuation procedures, rated as “arbitrary and irregular”, still operate to protect uncompetitive local industry.


Government ownership has also played a major part in Thailand’s overall industry development strategy, with the Government owning major enterprises, such as the three oil refineries. The Army also controls a number of enterprises.


The Thai economy is problematic when evaluated against some of the usual economic criteria. For example, statistics indicate that 60 per cent of employment and 11 per cent of GDP is embedded in agriculture. This affects the distribution of income. In addition, it has been pointed out that Thailand’s industries should be making the transition to more sophisticated output and labour should be switching to the production of capital-intensive products and high-tech processes. Thailand is not, however, making that transition and there is now considerable competitive pressure from China. The situation has been described in this way:


However, Thailand does not appear to have planned properly for the transition [upgrading its manufacturing capacity.]. Total (public and private) spending on education at 4 per cent is the lowest in the region and, as a result, Thailand has a desperate shortage of technicians, scientists and engineers.�


Thailand utilises taxation policies to further its industry development strategy. Rebates are available in respect of taxes and import duties on products intended for re-export and on inputs into exported products. In addition, tax concessions are available to exporters to allow deductions against taxable income of 5 per cent of the increment in export earnings over the previous year, for ten years. Thailand offers exemptions from corporate tax as an investment incentive in areas such as basic transport, public utilities, environmental protection and restoration, technological development and basic industries. In these areas, an eight year tax holiday can apply. A further three year tax exemption can apply for companies investing in R&D.


In addition to taxation policies, Thailand makes limited use of export credit schemes and access to finance schemes to further its national objectives. Thailand does not appear to assist industry by the provision of capital.


Some General Observations on Industry Development in Asian Economies


In all of the Asian economies examined by the Committee there was heavy intervention to encourage the development of, not simply industry generally, but specific and selected industries. This view is confirmed by a World Bank report which stated that:


Policy interventions took many forms: targeting and subsidising credit to selected industries, keeping deposit rates low and maintaining ceilings on borrowing rates to increase profits and retained earnings, protecting domestic import substitutes, subsidising declining industries, establishing and financially supporting government banks, making public investments in applied research, establishing firm-and industry-specific export targets, developing export marketing institutions, and sharing information widely between public and private sectors. Some industries were promoted, while others were not.�


All of these Asian economies felt the need to drive the export component of industry. Each economy formulated policies designed to either guide industry to that end, or to encourage industry by incentives to develop in that direction. The export push in the Asian economies typically appears to have followed a period using policies aimed at import substitution. An exception to this is Hong Kong where the former British administration established a policy environment which allowed the private sector to grow independently, rather than relying on government intervention in investment and development.


Obvious distinctions can be drawn between the economies of the high growth Asian economies and those of OECD countries. For example, the former provide only limited social programs and the latter can be described as more open economies. Consistent with the need to establish industrial capabilities, the Asian economies have adopted protectionist policies which made foreign access to their markets difficult. The controls imposed by Japan in the two decades following the 50s are a prime example of this approach. Some of that protection still remains as a legacy from the past. It is still difficult to penetrate Asian markets.


In East Asian economies in particular, competition has been suppressed or promoted depending on the development stage of an economy's industries. In simple terms, this contrived approach involved the suppression of competition while local industries were in the developmental stage, the encouragement of competition when industries were mature and the suppression of competition once again when industries were in decline.


Another important feature of the East Asian industry policies involves the choice of those industries to be promoted. Generally, successful Asian exporters have been able to enter dynamic markets. Industries have been picked in which world demand is likely to grow more quickly than the rest of industry on average. Studies by the United Nations Conference on Trade and Development show that the East Asian economies of Japan, Taiwan and Korea have been able to pick markets which, at the time, were growing faster than the world average.� The markets picked were those where the countries had, or were willing to develop, certain advantages in costs and/or quality. In addition the markets were characterised by high income elasticities of demand, because they tended to be goods whose demand grew rapidly with rising incomes.�


The Financial Crisis


The financial crisis of 1997, directly affected four countries - Thailand, Indonesia, the Philippines and Korea - and indirectly affects all regional countries. The first point to note is that factors other than government failure might be introduced to explain this crisis. An obvious market failure occurred at the level of the international financial system. Total short term fund flows by commercial banks to East and Southeast Asia, escalated from $24 billion in 1994 to $53 billion in 1996. In 1997, the flow was reversed to an amount of $74 billion.


Withdrawal on such a scale - over 10 per cent of regional GDP - produced catastrophic consequences for the affected economies. Regional stockmarkets have seen values decline on a scale equivalent to that experienced by the USA in the 1930s depression. The reaction of lenders seems more akin to a panic than to informed choices by professionals, particularly since, save for Thailand, trade and government deficits were very low (2-3 per cent) and in ranges that have not hitherto been deemed to threaten international confidence.


In Korea’s case, a fortuitous conjunction of immediate developments seems to have been responsible. The eagerness of international commercial banks to lend coincided with a partial liberalisation (ie. weakened official controls and monitoring) of Korea’s financial markets, which occurred as a condition of entry to the OECD in 1995. International lending entered a ‘liberalised’ domestic system and coincided with Chaebol ambitions to attain global scale.


Underlying domestic conditions in Korea also contributed. The level of economic concentration in the Korean economy had earlier been criticised. Perhaps the single most important factor was the relaxation of firm government leadership as part of the democratisation that occurred progressively after 1988, and particularly in the mid-1990s. Regional experts have assessed Korea’s prospects pessimistically. For example, unemployment of the order of 12 per cent has been anticipated and this would place considerable stress on the political system. There is some expectation of the emergence of a reworked government framework that is more attuned to Korea’s expanded international economic role and her domestic democratic consolidation. The degree to which the democratising political system is ‘embedded’ in Korea is also in doubt.


The situation in the affected Southeast Asian states is no less volatile. Indonesia’s political and economic future remains in the balance. The concerns about the Thai economy noted earlier will affect her recovery. In general the financial crisis has had a fundamental impact on the region’s prospects. Conditions in the region contributed but the panic reaction by international lenders seems to have caused a cheapening of assets in other currency terms, and domestic political upheaval, on a scale far beyond that which domestic conditions warranted.


Meantime, earlier East Asian approaches illustrate the contribution that collaboration and selective intervention can make to export growth and economic development. The financial crisis illustrates the need for levels of transparency, accountability and prudential monitoring in the financial sector, particularly where Foreign Direct Investment is a primary engine for domestic economic development.


US-UK Approaches


At the national policy level, UK and US Government intervention in industry was largely suspended during the 1980s. As one commentator has pointed out:


[w]ith the advent of Mrs. Thatcher’s government in the UK and President Reagan’s administration in the USA, the idea of a centrally organised and government orchestrated industrial policy suffered an almost total rejection in the search for market orientated responses to the decline of economies.�





During the Reagan and Thatcher years concerns arose about the de-industrialisation of the US and UK economies; characterised by a decline in manufacturing jobs, loss of international competitiveness and problems with the current account of the balance of payments. In both countries, cuts were made in the corporate tax rates as a partial response to the industry policy debates there. The US 1986 Tax Reform Act reduced rates from 46 to the current rate of 34 per cent, but this was offset to some extent by a reduction in the generosity of tax incentives for investment and a tightening of the minimum tax requirements. The American moves followed similar moves in the UK. There, the company tax rate was reduced from 50 to 35 per cent between 1984 and 1987 (now 31 per cent), but again, a number of investment allowances were reduced or eliminated. Particularly in the US, these measures and similar ones on personal tax arrangements, were presented as part of the ‘supply-side’ agenda.


The legacy of the Reagan years remains - even the corporate tax rate is the same. Of course, the US Government in the Reagan years did not have a formal industry policy and declared its enthusiasm for measures which ran counter to government involvement in industry. However, there remained an implicit industry policy, partly through the remaining tax incentives but also through the Defence Department's budget, along with NASA and, to a lesser extent, other government agencies.


While there is little evidence of industry policy at the national level, “industry policy is alive and relatively well in the US [but] it is at the State or local level that this robustness is located.”� Every State provides incentives to try to attract business in three different ways. First, usually involving small and medium businesses, there are subsidies via lower taxes, interest rates or funding for employee training. The second type of incentive involves fairly specific infrastructure, such as the provision of factory buildings or providing training and expertise in business skills. Delivery mechanisms include grants, concessional loans, co-operative equity structures and other innovative instruments. The third type of venture involves setting up structures associated with universities and designed to foster high-technology firms. The prominent example is ‘Silicon Valley’ based on Stanford University.


The State approaches in the US “cast the relevant authorities in a new semi-entrepreneurial role, rather than as simply providers of subsidies or a better commercial environment.”� Arguably, the local, decentralised approach to industry policy allows for flexibility in which initiatives can be developed which best meet local needs and circumstances. However, there are two types of risk. First, specific ventures can fail, as has happened in the US. In addition, there is the risk that States get into a bidding war against each other, so that the States with the highest subsidies get the investment. The problem is that on aggregate there may be no additional investment in return for the quite heavy subsidies that may be involved [It might be recalled in this context that BHP was a recent beneficiary of subsidies to establish ‘mini’ steel mills in the US.].


In so far as the US is concerned, we should not forget another set of policy elements that have an important influence on American industry. The US has been preaching free trade as the over-riding goal of external economic relations but in practice has been able to apply its political and economic power to reach advantageous positions in the global economy. We can identify three strands of US global policies which have a substantial impact on trade and industry policy�:


the US has been able to break open what it has seen as unfair practices on the part of its competitors. These include tariffs and other traditional forms of protectionism, but also the aggressive protection of intellectual property and opening barriers to trade in services such as banking and finance. By comparison, Australia and other countries are forced to take the rest of the world pretty much as they see it.


a large part of the market is reserved for American firms under voluntary restraint arrangements with competitors. Traditionally this has applied to Japanese textiles and cars, though Korea and other countries have been involved in recent years. Strategic trade theory is often invoked to justify this form of protectionism. By ‘strategic trade theory’ we refer to a body of thought which has been developed to explore whether traditional economists’ notions of free trade hold in a world characterised by such things as economies of scale� and ‘learning by doing’.� These imply that in order for a country to ‘win’ in an industry it is useful to attempt to block competitors, at least in the home market.


protection for local innovation is important in encouraging new high-tech industries, where keeping the technology ahead of the competitors can be an important ingredient in market success. Traditionally Americans have regarded it as important to be at the outer envelope of technology in as many fields as possible. A good deal of civilian development of innovative products and leading edge technology has been the direct result of military and NASA activities, especially in areas such as aerospace.


The UK also offers incentives to attract investment but at the national level. The Invest in Britain Bureau describes its role as, in part, demonstrating “... the benefits your company can gain from the UK as a location for your European and international business.”�


In the recent past the UK has given one-off subsidies and/or grants for large projects and, in one case, a grant to retain a Ford factory. For example, there is a Regional Selective Assistance scheme “... aimed at attracting investment and creating/safeguarding jobs in the Assisted Areas.”� This scheme provides grants of 15 per cent of the eligible costs of a project, covering such things as plant and machinery, site preparation and buildings. A small business loan guarantee scheme provides loan guarantees for firms which would otherwise be unable to obtain commercial finance.


Recent reports on Industry Development from a UK Parliamentary Committee conclude that both Conservative and Labor policies are broadly based around six themes. Each Party differs on how to address them - but each sees those themes as being the important action areas:


strengthening vocational education and training;


eliminating unnecessary regulation of the business environment and encouraging foreign investment;


encouraging innovation through grants, university-business links, and private finance initiatives;


assistance to small business through business ‘angels’ schemes, encouraging business networks, links and the like;


strengthened regional development through business-local collaboration; and


stable macroeconomic environments and attention to the taxation of business.�


Reynolds and Coates claim to have detected in recent debate the emergence of a ‘third way’ in the US and UK. The ‘third way’ is described as “one in which policy is directed towards the achievement of competitive strength in key industrial sectors, through government intervention within a ‘partnership’ with corporate business. In this third package, the state’s responsibility lies primarily with the provision of training, technology, R&D and capital modernisation …”.� PM Tony Blair has seized on the thinking behind the ‘third way’ in his appeal to the political middle ground.


The ‘third way’ recognises some traditional responsibilities of the modern government in education and training, which also involve social policy in the sense of improving the life chances and ability to gain work of the workforce. It also recognises traditional government responsibility for science and technology infrastructure, as well as the promotion of high standards in industry. In addition the ‘third way’ recognises the necessity for ensuring that the government’s responsibilities are planned and coordinated so as to fit in with industry’s needs, both current and emerging. Through that partnership with industry, entirely new avenues for industry development can be opened up.


Given the recent history of industry policy in Australia, the UK and US we might usefully look at the recent performance of the three. The following table gives productivity increases for each country over the last decade.





Productivity changes in Australia, UK and US.


�
�
�
�
�
Year�
Australia �
UK�
US �
�
�
�
�
�
�
1987�
 2.3�
 2.7�
  0.4�
�
1988�
 0.1�
 1.4�
  0.9�
�
1989�
-0.5�
-0.7�
  0.7�
�
1990�
-0.2�
 0.0�
-0.6�
�
1991�
 0.8�
 0.8�
-0.4�
�
1992�
 3.3�
 2.1�
 2.7�
�
1993�
 3.5�
 3.4�
 0.8�
�
1994�
 2.2�
 3.3�
 0.7�
�
1995�
-0.2�
�
-0.1�
�
1996�
 2.1�
�
 1.0�
�
�
�
�
�
�
Average �
 1.3�
1.6�
 0.6�
�



Sources: OECD Economic Surveys, United Kingdom, 1996; Australia, 1998; United States, 1997.





Conclusion


This survey of international experience confirms the efficacy of a variety of collaborative approaches, affecting particularly the development of strategic perspectives, the emergence of new industrial and service sectors, the development of exports and employment and exit from mature sectors. It also illustrates the roles governments have adopted in encouraging technology development and its commercialisation.


At the same time the survey shows how ‘embedded’ such practices are in the particular institutional and political environment of the country concerned. It also illustrates steps that have been specifically taken to obviate rent seeking and government failure. This is held to be an especial hazard where collaboration and focused intervention are practiced.
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