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Debate

Rejoinder to “A Response to Fine’s ‘Harvard
Group Shores up Shoddy Governance’”1

Ben Fine
bf@soas.ac.uk

First and foremost, whatever comes next, Hausmann and Andrews, H&A, are
to be congratulated for accepting the opportunity to respond to my critique
of their work, Fine (2008a). This is most welcome, and relatively rare in the
troubled history of debates over economic policy for the post-apartheid
economy. It has long been non-negotiable, let alone subject to debate, from
the side associated with government (and World Bank and IMF before that).
It is apparent that differences of both method and substance are involved,
and it can only be beneficial if these are clarified and acted upon. However,
their response is long, self-admittedly goes over ground that is already
covered in the original reports (which is the easiest thing for them to do),
overlooks much of my criticism (without explicitly accepting it, ditto),2 and
misinterprets almost as much as it overlooks (inexcusable in some instances
and evidence of extreme and incomprehensible carelessness).

In order, possibly, to give the Panel (or team) some credibility and as a
reaction against my own extremely harsh opening, H&A begin by reporting
that, “About one third of the team was South African and over two thirds
hailed from developing countries” (31).3 This may have been unwise on their
part as it opens the tiniest crack in any sort of pretence that this is simply
an academic debate, a theme to which they return in their conclusion as they
represent themselves as Cassandra-like purveyors of some truths that are
being denied by the politically motivated. So it is to some extent about who
is advising whom and how this might have some influence on what is said,
and what is the background credibility with which they say it. Let me prise
this crack wide open. Initially at least, H&A fail to mention that only five of
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the team of twenty-nine are located in developing country universities, three
of these at UCT plus Stephen Gelb as far as the South African input is
concerned, and more than two-thirds hail from the United States. The
presence of blacks and women is marginal if not token (especially in terms
of authorship). Much later, though, H&A somewhat bizarrely claim that this
provides some sort of evidence in favour of giving the highest priority to the
attraction and retention of internationally mobile, highly skilled labour in
South Africa. Thus, “of the 16 members of the IGAP that are affiliated with
universities in the United States, only three were born in that country:
openness to global talent is potentially an important source of growth” (56).

This is truly tricky territory. I am reminded of my review of almost a decade
ago of similar claims emanating from the World Bank – that the marginal
productivity of its researchers was fifteen times its cost, Fine (2002). This
meant that if World Bank staff and remuneration had been doubled over the
next four years (salaries to act as a screening device to improve their quality
even more), and allowing for a bit of endogenous growth, world GDP would
have been tripled by now. In current times of financial crisis, laissez-faire
policies with which most US academic economists have been at least
complicit, those claiming that being affiliated as an economist to a university
in the United States is a source of growth might expect to be in receipt of short
shrift, even if departing from free market ideology.4 In addition, last time I
looked, economics was deeply unpopular in that country, with the number
of doctoral students of domestic origin falling but overall numbers rising,
explaining not only the Americanisation of economics across the world but
also within the United States itself, Fine and Milonakis (2009), of which
Hausmann and colleagues are illustrative. Significantly, I like to claim that
neither Japan nor South Korea had any (mainstream) economists during their
industrialisation. South Korea did not even know it was a developmental
state until it was told so by the west. Is it an accident that the downturn in
their fortunes should coincide with the arrival of ATKEs (American-trained
Korean economists) and their counterparts in Japan? US economics is
marked by its lack of heterogeneity and dissent in theory and methods, its
exclusion of economic history other than having substituted cliometrics,
Milonakis and Fine (2009) and Milonakis and Fine (2009), and its rejection
of a distinctive development economics in an intellectual milieu that boasts
no compensating departments of development studies that are liable to be
more rounded, critical and progressive, Fine (2008e). Last, and by no means
least, as South Africans know to their cost, the unsubtle appeals of
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Americanised economics can be adopted very rapidly even by the most hard-
boiled of anti-apartheid activists, as evidenced by the massive shift in ANC
policy in 1993, following a concerted charm offensive by the Washington
institutions.5 What possible chance is there for young, impressionable and
ambitious graduate students from overseas, what might be termed the
Harvard syndrome?

This is not to tar the Harvard team with the Washington Consensus
brush, only to offer words of caution on matters of origins, substance and
process. On this basis, there can surely be no dispute about the intellectual
credentials and thrust of the team, whether agreed with or not, as laid out
very clearly in the quotation in my critique taken from Dani Rodrik (whose
country of origin is Turkey).6 Also this is a team that has worked for a South
African government that has now been thoroughly discredited and
effectively dismissed not least in part for its failed policies. And presumably
the team has been handsomely paid which raises the issue of whether and
in what way they have given their money’s worth. By contrast, I am a team
of one (admittedly white, male and originating from the UK and a British
university). I have responded at the request of COSATU at a time of greater
openness over economic, and other, policy than there has been for ten years.
I did so over a couple of days and was unpaid.7

Overlooking Industrial Policy
H&A suggest that their work has in part been overlooked by me, specifically
in the cases of conglomerates and of a government lead for employment
expansion. For the first, and significantly, they see their major contribution
as residing in “the ninety pages written on exactly this subject in discussing
BEE, for example, or the paper dedicated to examining the impact of such
structures on profit margins and growth” (31-32). This is to point exactly to
the narrowness of the analytical framework, and the corresponding historical
context, within which they locate the impact of the South African conglomerate
structure and whether it can, indeed, must a play major role in any sort of
economic transition and, if so, how. We all agree that BEE is unsatisfactory
and that conglomerate unbundling across sectors has resulted in higher
concentration within sectors (although I would add financialisation and
internationalisation as important elements in motivating this). But are these
the major constraints on growth in this area? I do not think so. For both
coordination and direction of conglomerates in levels of investment remains
the key element in any industrial policy as opposed to fiddling with
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competition and BEE, both of which are more symptomatic than fundamental.
Of course, my own work in this area has emphasised the abiding significance
of the specifically South African Minerals-Energy-Complex, MEC.8 But the
historical record more generally points to the significance of how
conglomerates and the state have interacted to give rise both to broader
industrialisation and continuing export performance.

Yet, H&A claim that they fully take into account the role of conglomerates
and for me to overlook this is incomprehensible to them for they also claim
that their approach “to the topic involves a presentation of these
[conglomerate] structures (based on perspectives of authors like Fine
himself)” (52). I think I can resolve this apparent mutual incomprehension
for I also find it hard to recognise my perspectives in their work (and wonder
if others are having the same difficulty). The problem is that H&A deploy an
extraordinarily reduced notion of conglomerate structure and dynamic, one
that is predominantly if not exclusively confined to freedom of entry into
sectors and competition within them. To these are added a few other marginal
factors in practice (although it is an enormous pity and waste that, in
principle, any number of factors could also have been incorporated but they
did not choose to do so in general nor at the level of detailed case studies).
These are market-supporting interventions by the state, not least in the
provision of otherwise absent inputs and incentives for coordination.

This is, then, a relatively narrow improving of the workings of the market
approach, with the main emphasis on price signals and a few other supportive
policies, all underpinned by a self-confessed general framework of
“information externalities and coordination failures” which are the “two
types of market failures that limit structural transformation” (57), and I
thought it was the conglomerates. In this light, there is some attention to
vertical and horizontal integration (economies of scale and scope) which I
consider to be vital but this arises for them more because of concern over
competitiveness. This is not much of an advance, if at all, on the World
Bank’s (1993) take on the East Asian Miracle, with the state having been
deemed to have done what the market would have done had it been working
properly. For H&A, the state has to make the market work properly to the best
of their mutual capacities. And they do not stretch very far in targeting what
needs to be done. Reference is made again and again to competition and
conditions of entry as if this were enough. But what is vital and overlooked
are the levels of investment that are required and why these are not
occurring. Only once, with the exception of BEE, do H&A ever really go much
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beyond this to incorporate wider considerations of the impact of conglomerate
structure but do so by, once more, subsuming them under the problem of
entry. This is worth citing at length, emphasising entry, entry, entry, (52):

Fine claims that we fail to reflect on the impact of South Africa’s
conglomerate structures on the economy, but he apparently missed out
on our explicit discussions about the barriers to entry these structures
create. We discuss, for example, how vertically integrated firms that
enjoy monopoly power over inputs often restrict entry to potential
competitors simply by limiting access to the input. We also discuss how
vertically integrated conglomerates often undermine entry of new
supplier networks by controlling supplier chains. Further, we are
explicit about the way in which conglomerate structures undermine
local production and retail operations in sectors like furniture by
providing hire purchase through integrated retail outlets. We also
discuss the ways in which conglomerates connect through the banking
system (in ‘financial hegemonies’) to control credit access, also
undermining market entry. We state emphatically that these structures
undermine price competitiveness and new entry and must be addressed
to accommodate improved growth.

If only more firms were entering, everything would be ok. But the argument
can be interpreted in another way – that access to inputs, to supplier chains,
to finance, to markets, and other factors such as technology and skills, needs
to be coordinated through the state against the power of conglomerates, to
guarantee necessary levels of investment rather than in a piecemeal and
otherwise uncoordinated fashion through competition, trade and other
policy.

This now explains the differences between us, and why neither side
accepts that the other one sees. For they have such a narrow definition of
industrial policy that they believe they are dealing with it, whereas I have
such a broad one that I consider that they do not. I am immodest enough to
claim that the differences between us are such that I command what they
have to say, as it is narrowly conceived and pitched, whereas the reverse is
not true. This is all brought home when they respond explicitly to my criticism
in part as question (63), emphasis added:

“What are we to do with steel, heavy chemicals, clothing, textiles,
furniture” and noting that, “there is little or no attention to the history,
structure and dynamic of industrialisation within South Africa and, in
particular, the failure of state and/or private capital to have engaged a
strategy of diversification out of core strengths into related sectors.”
Readers should note that these sectors receive specific attention in at
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least four papers—where we look at the impact of trade-related issues,
structures and barriers to entry in specific industries as well as
constraints and opportunities arising because of the location of certain
sectors in the product space.

For me, this does not begin to get to grips with the extensive intervention
by the state that is needed by South Africa if industrial policy is to succeed,
and why industrial policy needs to be defined more widely but also targeted
more specifically.9 This is also why for them, it is incomprehensible that I
claim they do not deal with specifics, because they consider that they do
across their narrow terrain (50), “Fine suggests that we do not pay homage
to the specific details of different trade policies, and that we separate our
trade discussion from industrial policy more generally. We obviously
disagree”. And this is why they consider that, “Readers should note the
direct link between our work on trade policy and that on both competition
policy and BEE” (51). Of course there are direct links but they are confined
to the same narrow confines of making the market work a little better across
very few considerations. Once again, our differences are startlingly brought
home by the following (62-3), emphasis added:

Fine suggests that “It all involves an explicit rejection of state intervention
to target industries with definite policies and, instead, offers an ‘open
architecture’”. Readers should appreciate by now that this statement
is obviously incorrect. We do not suggest that government take a back
seat to some ephemeral process of self discovery in an “open architecture”
approach. But we do suggest that government is at best a facilitator of
future development, and that the developmental role requires providing
opportunity and access.

I see their correction of what they take to be “obviously incorrect” as its
restatement, bearing in mind that self-discovery and open architecture are
preferred terms in the policy and analytical lexicon of Hausmann himself,
Hausmann and Rodrik (2006).

This also explains, although again it is not inevitable other than in
allowing them to avoid the issue of the overall levels of investment coming
out of the conglomerates, why H&A place so much emphasis on small
business, entry, competition and an extraordinary faith in the powers of an
appropriately redesigned BEE to generate growth and employment.10

Interestingly, at least in part, their own account of the role of the conglomerate
structure is non-racial, “New firms and ideas were excluded. Small business
was always undermined in such model, and could only survive and grow
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when connected into conglomerate networks. Connections between larger
firms (accounting for 60 percent of the country’s GDP) and smaller firms
(employing more than half of the workforce) were weak” (45). This reflects
a predilection to see the cure to South Africa’s problems in terms of the
expansion of small firms, in which large firms merely play a role in obstructing
their prosperity. Again, I do not doubt that this is important but the
underlying causes in terms of the structure and dynamic of the conglomerates
are much more extensive and much more important on their own account in
terms of the contribution they could and should make to growth,
industrialisation, employment and, indeed, contribution of small firms whose
prosperity depends upon a vibrant large-scale sector rather than being
obstructed by it.

When it comes to trade policy, H&A reiterate their arguments for
simplification (and reduction) and even claim that “we do not (as Fine
suggests) advise a pure approach of trade liberalization”, emphasis added.
What did I say? – “the Panel does appropriately point to the apparently
arbitrary and complex patterns of protection despite some recent simplification.
The tariff structure clearly reflects piecemeal response to economic
imperatives and political expediency. The latter cannot be wished away
although the Panel accepts the case for the limited retention of tariffs for
reasons of infant industries and cushioned adjustment to lower levels” (16).
Their charges against me are the opposite of the case. But I also go much
further than them since they ask, without answer other than to harmonise and
reduce them, “why mangoes are subject to a 35% tariff, Pineapples 15%,
Pears 5 %, Strawberries 15%, Cranberries 0%, and Apples 5%”. Basically,
nobody with any clout in South Africa cares too much about these tariffs,
and that is why they are arbitrarily determined. But are we to believe that
harmonising them will lead to huge increases in efficiency, output and
employment?

Underplaying Finance, Investment, Employment and Growth
Industrial policy apart, there is the second issue overlooked by me on H&A’s
account, “Claims that we ignored the potential role of public expenditures
and employment in the growth equation, or that our calls for counter-cyclical
fiscal policy reflect narrow neo-classical perspectives, simply disregard two
or more papers on the topic that lay out a detailed, fact-based story leading
to recommendations that government should not see spending as a primary
vehicle for growth” (32), emphasis added. I think I might be allowed licence
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to see this as ignoring the potential role, although dismissing might be better
if stronger statement. On this, in addition and to the contrary, there is no
suggestion in my response that they are narrow neo-classical, certainly as
far as macro is concerned, and perhaps they are not even denying it or have
a guilty conscience about it in light of their conclusion which might be
thought to be indistinguishable from standard neo-liberal fare. As is apparent,
neo-classicals of the Rodrik mould do reasonably wish to deny that they are
narrow in order to distinguish themselves from the laissez-faire head bangers
of one model fits all. But they are themselves best seen, again Rodrik makes
this explicit, as what might be termed “one economics of one model does not
fit all”.

More specifically, the account of the nature of the limits on the recent
growth of the South African economy offered by H&A is compelling as far
as it goes. But it does not go very far. Interestingly, the picture they paint
is very similar in some respects to the one that has become familiar to us as
far as the US economy is concerned – unsustainable consumption, with
balance of trade deficit, fuelled by inflow of short-term capital. We all know
now where this leads, and South Africa does not have the dollar that other
countries can take and keep in return for exports. But what is missing in the
story so far is the role of financial services or, more exactly, financialisation,
Fine (2007). H&A never even mention this as such, despite its prominence
in my response. Instead, this mysterious growth bubble is seen to hinge on
unspecified non-tradables. I can do no more than repeat as provocatively as
I did the first time round (to highlight where the real ignoring is going on),
(8):11

One quarter of the real economy is taken to support financial services
which are then added on to the level of real output to make up GDP. Yet,
40% or so of the population derive no direct benefit form financial
services at all and, despite the extraordinarily bloated role of financial
services in the economy, it fails to deliver necessary levels of investment.

Some might think the loss of one-quarter of the economy to financial services
is an obstacle to growth, not the Harvard team, despite the more general
financial crisis that prevails globally.

But it all goes much further than this because of capital flight. Despite its
potentially huge and increasing levels, as reported in my response, this does
not warrant a mention in H&A. And, to the best of my knowledge, this has
either not been seriously investigated by SARB or the latter has turned a
blind and increasingly permissive eye, with much the same characteristic of
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legal capital flight as exchange controls have been successively removed
and, I would add, thereby, continually placing the economy on the cusp of
instability. Instead of addressing these issues, for reasons I cannot
understand, H&A do not seem to be able to acknowledge the argument that
legal outflows of long-term capital, let alone illegal flight, especially by
domestic conglomerates, may have been funded by short-term inflows of
capital that can very rapidly be withdrawn. Instead, they offer the explanation
that, “this behavior is best understood as the consequence of the
unprecedented levels of international liquidity and the rise in mineral prices
that increased the capital inflows as the country became more attractive to
foreign investors” (37). In other words, international conditions became
more favourable from a neo-classical perspective, since more liquidity
became available and export prices rose. How were those more favourable
conditions deployed? The answer is to allow financialisation,
internationalisation and (selective) consumer boom – and permissive policies
in these respects. Significantly, if again, H&A scarcely address the central
issue of the overall level of investment in the economy for which a major if
not exclusive approach might be that it is driven by government and
corporate strategy, with levels of (real) saving more as a consequence than
a cause. Rather, they translate the savings-investment gap into a trade gap,
and seek to close the trade gap merely by (facilitating) market mechanisms
to increase exports at the expense of non-tradables.

Otherwise, H&A identify just three “binding constraints” to growth –
volatility of the real exchange rate, self-discovery, and provision and
coordination of factor inputs, especially non-tradables. This just flabbergasts
me. This is so woolly and weak in depth and scope to beggar belief. The real
exchange rate has some purchase but has to be set against the previously
discussed need to change completely the conditions in which macro-policy
is being made (imposing exchange controls to underpin domestic investment
rather than weakening them to allow for capital export). The much bandied
notion of self-discovery is pure speculation and tells us nothing analytically
or empirically about the specificities of particular technological and industrial
trajectories or the conditions which do or do not make them possible. The
idea is best seen as the market imperfections riposte to Hayek in parallel with
the market imperfections response to Becker. We all know that markets do
not work perfectly but we have to do a bit better than this. And, as previously
discussed, reference to non-tradables is inappropriate unless it addresses
financial services and their drag on the economy. Instead, revealingly, H&A
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follow their short account of the binding constraints in the abstract with the
“postulate that these constraints make it more attractive for a South African
entrepreneur (or firm) to build new housing estates than experiment with
export activities” (47).  Oh that we should be so lucky. The entrepreneurs are
more liable to be in finance, BEE, speculating on housing estates or office
blocks, or overseas.

On employment, H&A vigorously defend their idea of subsidising first-
time workers. Note, however, how this conforms to their more general
approach. We do not create jobs more directly, we change the pricing. There
is a strict analogy with easing firm’s entry into sectors only, in this case, the
reward is actually given to the firms. But there is another argument as well,
although it is in part posed in terms of questions. This is that responsibly
acting trade unions and the skilled should take lower wages in order to allow
for higher levels of lesser skilled and/or non-unionised employment. But
there stance could not be clearer (55), emphasis added:

What trade-off is there between having a small, strong labor movement
and a growing pool of unemployed (or underemployed)?

As I have argued elsewhere, I do not consider that either individual labour
markets or the labour markets overall work in this simple way, as is most
obviously evidenced by the debate in the US over the impact of minimum
wages, Fine (1998). In addition, the past thirty years, if not longer, would
suggest no such simple relationship between unionism, wage differentials,
and levels of (un)employment for skilled and unskilled. Second, as already
outlined, the problem does not lie in the labour markets as such but in the
structures and dynamics of the South African economy (and the
corresponding way in which labour markets have been and continue to be
socially reproduced as a result). Third, then, there is no guarantee that a
voluntary narrowing of differentials will increase employment. But, fourth,
what it will do is to transfer wage income to capitalists (for sending abroad?),
and undermine a powerful role for trade unions that could equally be carried
over into the broader policy arena. Last, and by no means least, the moral
overtones embodied in claiming to occupy “a vantage point higher and
broader than just the unions” sits uneasily with the absence of such a
strongly explicit ethic when it comes to conglomerates, finance, and BEE.

For the latter, H&A protest that I suggest that the analysis “does not seem
to be aware of the factors underpinning the current structure and dynamic
of the South African economy”.  What I have in mind is the way in which the
core structures and dynamics of the MEC, over the last decade or more
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dominated by financialisation and unbundling, have set the terms in which
BEE elite enrichment has occurred. As these issues only appear in the
Panel’s work, or at least in H&A’s response, in at most diluted form around
barriers to entry, etc, I would stick by this statement. The paper by Acemoglu
et al on BEE was not available to me until after my critique was drafted. To
be fair, another on BEE by Andrews does offer a socio-economic account of
disadvantage in South Africa that goes far beyond anything else to be found
across the Panel’s work and, as a result, also more fully and explicitly
addresses ownership structures and their impact. And, across both these
papers, we are treated to otherwise absent references to the South African
“elite”, “capitalists” and the like. But we are also forced to suffer abstract
analytical possibilities such as whether BEE secures property rights or
inspires populism (deemed to be negative for the economy), with limited
microeconomic data allowing equally limited and provisional conclusions to
be drawn on the basis of econometrics. But, essentially, the conclusion is
that white capitalists have been buying off influential ANC politicians
whatever else has been going on. This can hardly come as a surprise to
anyone although, once again, it does not get highlighted outside the
background papers themselves. My own preference would be to set a
postmodernist onto the Panel’s BEE work, as it says at least as much about
the nature of contemporary social science as it does about South Africa, with
its use of game theory, equilibrium, social optimality, organization theory,
and so on. Whatever happened to race, class and capital(ism)?12

Closing Remark
In most respects, I have not found engaging with the Harvard Panel to be
an intellectually rewarding exercise. Their analytical, statistical and
comparative methods tend both to preclude consideration of relevant
factors and to discourage their subsequent incorporation. This is not
necessary in principle given the unlimited scope of “freakonomics”, Fine and
Milonakis (2009), but has proven so in practice with their deliberations
concealing or obscuring at least as much as is revealed about the workings
of the South African economy. The corresponding poverty and lack of
ambition in their policy proposals are striking when set against the magnitude
of the tasks, and the dramatically changing global circumstances, that need
to be confronted. Significantly, governments around the world, with the US
and the UK in the lead, are throwing funds at the financial sector in times of
crisis even though such funds could or would not be made available for
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state-led investment and health, education and welfare expenditure when
circumstances were more propitious. South Africa has been doing the same,
tragically in and of itself and as an exemplar to others, over the life of the post-
apartheid economy. I can only agree, “that South Africa can ill afford such
politics and policymaking as it moves ahead in search of answers to its
growth puzzles” (64).

Notes
1. I have no idea from where their title comes. It is not due to me.
2. Some unanswered points, other than those taken up in what follows, include

why so little from so many over so long; why, especially given predilection for
statistical methods, there is no quantification of the impact of their policy
proposals (but H&A express their attachment to what they “believe” no less
than 22 times); the absence of HIV/AIDS; “no mention of agriculture, of
urbanisation, regional development; and the words ‘poverty’, ‘gender’, and
‘race’ for example … throughout the draft for the Final Recommendations” (6),
although they do claim not to deal with everything and these issues might be
thought to be orthogonal to their principal concerns; a failure to engage with
alternative viewpoints in general; and, in particular, despite an Appendix on this
in my critique, why are their analyses and their policy recommendations less
rounded and less progressive than those of the Spence Commission, especially
with regard to labour (see below) but also for the role of public expenditure and
capital controls and the sources of productivity increase.

3. There seems to be a discrepancy in the data as Hausmann and Andrews report
25 members of the panel but Treasury lists 29 people with together with country
of origin and institution (the basis for my figures).

4. This is not just a matter of Chicago and Chicago-inspired economists. Larry
Summers, previously head of Harvard  before disgracing himself over the relative
abilities of male and female scientists, suggested developing countries pursue a
comparative advantage in tradables in the form of taking in developed country
toxic waste, and this when he was Chief Economist at the World Bank. Under
his leadership and otherwise without retribution, Harvard also paid $25 million
dollars compensation to USAID when one of his fellow economists and
privatisation head banger (because government is corrupt), Andrei Shleifer (who
paid $2 million himself), was found (with his wife and friend) to be dealing in
privatisation whilst advising on the programme for USAID. For more details,
see Bayliss and Fine (eds) (2007).

5. See especially Cofino (1995). How cute that this should come out of HCO, see
reference.

6. See Fine (2008e) for location of Rodrik within the newer development economics
and its attachment to a second phase of neo-liberalism (rationalising piecemeal
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intervention against the discredited ideology of non-interventionism). It is
worth comparing Rodrik’s statement in favour of mono-economics, with its
pioneer at the World Bank in research and in promotion of the Washington
Consensus, Krueger (1986, p. 62) from an article in the first issue of the World
Bank Research Observer: Once it is recognised that individuals respond to
incentives, and that ‘market failure’ is the result of inappropriate  incentives
rather than non-responsiveness, the separateness of development economics as
a field largely disappears.

7. Not anticipating an academic outlet, and for a COSATU as opposed to a Harvard
audience, there are no references in the piece for which I give ample compensation
for  my own work in this rejoinder.

8. For overview, with other references, see Fine (2008b), a shorter version to
appear in a later volume of Transformation, Fine (2009). Other recent papers
are Fine (2007 and 2008d and e).

9. I have previously argued that industrial policy should not be defined in abstract
or generally (as is the case with one or other focuses shifting according to current
fashions) but be induced from specific conditions, Fine (1997). This is also the
subject of a paper in preparation, especially in light of the limited reaction of
those such as the Harvard team against the extremes of the Washington
Consensus.

10. Another reason might be the presence of Sabel on the team, if only co-author
of one paper with Hausmann and Rodrik. This is, however, very touchy-feely
as far as industrial policy is concerned, no doubt underpinning self-discovery,
open architecture, and a facilitating state across (small) business – with the
remarkable conclusion that, “The most important lesson from East Asia is that
industrial policy is a mindset”, emphasis added. Much more significant, though,
if no doubt unwittingly, is Sabel’s role as the originator of the flec-spec paradigm,
through which he inspired an intellectual chain than ran through IDS, Sussex, to
ISP South Africa. In this light, at least as far as scholarship is concerned, he is
more responsible than any other person for a lost decade in the debate over
industrial policy in the country. See Fine (1995).

11. Hausmann and Andrews were kind enough to overlook a mistake in the sentence
that immediately follows this which I did not seek to correct as the document
had already gone into the public domain. But the risk premium between SA and
US must take account of differential rates of inflation, although the important
point is the rate of interest was being raised in SA when being lowered in the US.

12. For Acemoglu et al (2007:17) for example:
The evidence so far is definitely that N-BBEE has dominated …We found
56 ANC politicians who were on the boards of directors of these firms
…This evidence certainly seems consistent with the notion that white
firms have been trying to match with politically connected people in order
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to secure their property rights, or influence government policy more
generally. The dominance of politically connected people on boards of
directors suggests that in spite of the rhetoric about B-BBEE, the reality
is that N-BBEE is the norm.

This contribution is an unholy marriage between a universalising
history of economic performance based on the idea of getting the
institutions right (for which Acemoglu is renowned) and a specific
application to South Africa/BEE. It seeks to accommodate the legitimate
demand in principle for equity in ownership with the horrendous elite
enrichment in practice in an ingenious either/or fashion. Institutions as
“property rights” (an implicit proxy for the distribution of wealth
inherited from apartheid) are generally good as long as sufficient
redistribution allows for stability (although this might be to an incorporated
elite or more broadly). “Populism” (an implicit proxy for more progressive
policies) is bad as it is liable to go too far and threaten property rights. An
assessment of Acemoglu will appear in Milonakis and Fine (2011); for its
antecedents, see Fine (2003), Fine and Milonakis (2003) and Milonakis
and Fine (2007).
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