Article

Cross-sectoral state co-ordination, skill
regimes and economic devel opment: lessons
for South Africa from Finland, Ireland and
Maaysia

Andre Kraak

andrekraak @vodamail.co.za

Abstract

This article focuses on two inter-related prerequisites for ‘developmental states’
relatively ignored in other analyses — attaining high levels of cross-departmental
co-ordination and ramping up human capital formation. Thearticle also arguesthat
most developmental states attain economic success because they move beyond
narrow orthodox macro-economic stabilisation strategies to a more mature basket
of interrelated micro-economic policies (such asindustrial, innovation and skills
policies) which seek to movethe national economy up the val ue chain continuously
towards higher val ue-added manufacturing and business services. Thislatter factor
requires high levels of horizontal co-ordination between complementary policy
elements such as education and training, industrial development, science and
technological innovation, employment and economic growth.

This argument is illustrated via a comparative analysis of the development
trajectories of Finland, Ireland and Malaysia over the past three decades. These
case studies are raised not as exemplars to be slavishly emulated by South Africa,
but as cases which raise interesting comparisons, particularly around the role of
horizontal co-ordination and skill formation. They differ amongst themselveswith
regard to the relative strengths of the manufacturing and financial sectors, the
extent of value addition, export orientation, and human capital formation. The
conclusion briefly touches on the inability of South Africa to learn from these
development trajectories and meet these critical preconditions for success.
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I ntroduction

Thisarticle offersanew take on the ' developmental state’ debate whichis
currently under discussion in South Africa. The article contends that
effective cross-sectoral ‘horizontal’ co-ordination — particularly at the
interface between human resources development (HRD) and other micro-
economic reforms — is central to successful developmental states. The
article shows how cross-sectoral or horizontal co-ordination has been the
central element in the economic success (in very different ways) of three
different countries — Finland, Ireland and Malaysia. These countries were
chosen for a variety of reasons, the most important being their rapid
economic growth sincethe 1980s. Additionally these countrieshavealsoall
focused on the developmental of human capability, showing how such
ramping up of education and training has provided a critical underpinning
to economic success. These are important co-ordination and human capital
lessonsfrom which other devel oping nationscanlearn. Indeed South Africa
provides the perfect contrast — a country with immense developmental
potential but which is currently failing to attain the same level of success.

Theoretical influences: evolutionary economics
Thereisasignificantinternational literaturewhich specifiestherel ationships
between the emerging new global economy, the knowledge and skills it
requires, and the changed rol es expected from education and training. M ost
influential inthisregardistheliterature on new formsof work organisation,
the ‘national system of innovation’ thinking, and the field of evolutionary
economicswhich hasgrown rapidly inthe past two decadesto challengethe
conservative orthodoxies of neo-liberal economics and the *Washington
Consensus’ (Lundvall and Borras 1999, Nelson 2006). Two criticisms of
neo-liberal orthodoxy dominate this new literature. Firstly, the success of
thenewly industrialised ‘ developmental states’ of the Pacific Rim over the
past three decades did not arise because of the policy prescriptions of neo-
classical economics. These economies succeeded because of strong state
interventionintheeconomy, primarily through the establishment of effective
non-market institutions which through appropriate industrial, technology
and human resources devel opmental strategies acted to steer these market
economies along very successful growth trajectories. This growth did not
occur because of unregulated market economics.

Secondly, neo-classical economics postulates an extremely ‘thin’
institutional environment — particularly with regard to state and state-civil
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society institutions. The neoclassicist view isthat if the market mechanism
is allowed to work unrestrained by government, fewer institutional props
will be needed to ensure progress and growth. Nelson maintains that this
overly spareinstitutional picturefailstorecognisethecomplexity of market
relations, in particular, their embedding in ‘ broader social and institutional
structures and the elements of cooperation and trust required if marketsare
to work well’ (Nelson 2006: 6).

It issignificant that the primary focus of evolutionary economicsisthe
study of the firm as a social as well as economic organisation, and in
particular, the role played by learning within the firm in the new global
economy. This is because the greatest value-added in production is
increasingly generated by the dynamic capabilitiesof firmsandtheir ability
to absorb new technol ogies and work organisational techniques, introduce
new processes and product, and operate in newly diversified fields of the
economy. Competitivenessisalsodirectly related tothe need to competeon
the basis of quality and not purely in terms of cost of production inputs
(Lundvall and Borras1999).

An important tendency in the economic innovation process globally is
the shift towards greater knowledge intensity in production — where the
basisfor new economic rentsisnot somuch foundinthematerial production
sphere as it is in value-adding activities such as design, branding and
marketing. Tangible resources such as land, technology and capital have
become increasingly widespread. Because of this, the new competitive
advantage lies with the intangible resources of firms. This impacts across
the globe in ahighly uneven way with intangible activities such as design,
R&D, branding, marketing, logistics and financial services being
concentrated in theindustrially devel oped countriesand tangible activities
—actual production—being contracted out to alarge band of middle-income
developing countries such as China, India, Mexico, South Korea and
Singapore — countries with low wages and highly developed process
manufacturing competencies (Kaplinsky and Morris 2001: 101).

Theoretical influences: defining horizontal co-ordination

Another key theoretical influence hasbeen the public governanceliterature
on horizontal co-ordination whichisvast and will not bereviewed in detail
here. Kraak (2011) hasapplied ahorizontal co-ordination perspectivetothe
South African context and thisarticlewill further devel op these arguments
initsanalysis of Finland, Ireland and Malaysia. Horizontal co-ordination
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is understood to be the management of a set of activities between two or
more organisational units within the state, ‘where the unitsin question do
not have hierarchical control over each other and where the aim is to
generate outcomes that cannot be achieved by units working in isolation’
from each other (Bakvis and Juillet 2004: 8). Horizontal co-ordination in
most instances is required in recent times to achieve multi-sectoral policy
objectives which span across a range of discrete national government
departments, most of which usually function as silos, with none taking
ultimate responsibility for the attainment of the collective (multi-sectoral)
policy objectives under consideration. The literature on horizontal co-
ordination has been influenced by government attempts the world over to
resolve increasingly complex social problems through improved co-
ordination. The new ideas about horizontal co-ordination is largely an
Anglo-Saxon phenomenon, although the key mechanisms have been well-
established in most Scandinavian systems. In the United Kingdom, Blair’s
incoming administrationin 1997 began speaking of theneedfor *joined-up’
government. In Canada, Australia and New Zealand, the chosen term has
been *whole-of-government’ initiatives.

The need to manage these ‘joined-up’ interdependencies across
boundaries poses serious difficulties for the traditional conceptualisation
of government. It needs to move from a ‘pre-occupation with intra-
organisational imperatives to a commitment to the building of inter-
organisational capacity’ (Williams 2002: 105). This requires capabilities
that emphasise relationships, interconnections, interdependencies and
holisticthinking. Williamsmaintainsthat these capabilitiescontrast sharply
withthe‘ prevailing discourseof classical organisationsthat areunderpinned
by notions of rationality, linear thinking, task differentiation and
functionalism’ (Williams2002: 105). Traditional departmentsare based on
hierarchical structures and on accumulated wisdom often resistant to
changefrom outside. Departmentsoften pursueagendasthat arepermissible
intermsof their legal jurisdictionsand which satisfy departmental interests,
but which do not benefit government as a whole, leading to policy gaps,
duplication and contradiction (Kavanagh and Richards 2001: 1).
Administrative silos are the unfortunate and inevitable result of these
characteristics of traditional government.

Developmental states
The analysis in this article presents a comparative overview of the role
played by cross-departmental co-ordination and skill formation regimesin
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the economic evolution of each of the selected countries. It posits the
argument that national skillsregimesrequireconsiderablecross-departmental
co-ordination to be successful as a key underpinning of developmental
states. The article does not seek to present acomprehensive overview and
comparison of the full socio-economic contexts across the four countries
reviewed — Finland, Ireland, Malaysia and South Africa. Nor does it seek
to select a detailed developmental model which should be emulated by

South Africa(see Hart 1994 for the dangers of such an emulative approach

in the case of Malaysiaand South Africa). Its main purposeisto put cross-

departmental co-ordination and upskilling at centre stage in the debates
about a developmental state.

The analysis presented in this article suggests that five developmental
objectivesarekey prerequisitesfor devel opmental states. Theseincludethe
need for national economies to:

e Go beyond orthodox ‘neo-liberal’ macro-economic stabilisation
strategies, particularly once stabilisation of financial markets has been
achieved;

e Continuously move up the value chain towards higher value-added and
more knowledge-intensive forms of production;

» Defineamedium- tolong-term‘Vision’ or ‘ Developmental Plan’ aimed
at creating a globally competitive economy;

» Develop relations of social inclusion and trust between the key
stakeholdersin ajoint commitment to building a competitive and more
knowl edge-intensive economy;

e Buildstateinstitutionsand structureswhich effectively managetheinter-
relationships between the differing components of the developmental
strategy. This will require strong horizontal co-ordination between
variousdepartmentswithin the state, and between the state and the wider
society.

Attaining these five preconditions has been at the heart of the economic
success achieved by Finland, Ireland and Malaysia over the past two
decades. Furthermore, strategi esaround the devel opment of human resources
have played a particularly important rolein this economic success, but not
asstand alone strategies. Rather they have served asintegral components of
awider basket of micro-economicreformsincludinginnovation, industrial,
scienceand technology, and education and training strategies. | ndeed, akey
feature of industrial policiesin the current period in Finland, Ireland and
Malaysia is their prioritisation of innovation, human capital formation,
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R& D and technological upgrading. In short, industrial strategiestoday are
primarily about HRD, that is, about building innovation and the knowledge
economy.

Moving beyond orthodox macro-economic stabilisation

Finland, Ireland and Malaysia have all been faced by dramatic ‘ shocks’
over the past two decades — both economic and social —which provided the
initial trigger for what have becomefundamental transformationsin each of
these soci etiesand economies. For exampl e, Finland suffered adevastating
recession in 1990 which saw unemployment rocket from 5 to 17 per cent.
I nflation soared and government debt reached 60 per cent of GDP (Dahlman
et al 2006: 2). M atters were made worse by the disintegration of the Soviet
Unionwhich drastically cut Finnish exports. Government tried tointervene
by increasing taxesand cutting discretionary spending during therecession.
This made the recession even worse because it reduced domestic demand
even further. The economy began to shrink — falling output, declining
exports, collapsing asset prices (house pricesdecreased by half) and awave
of damaging bankruptcieswhich caused huge credit lossesto banks(Kiander
2004: 6). Real GDP growth plummeted from 5 per cent in 1989 to —0.3 per
cent in 1990 (Dahlman et al 2006: 3).

Ireland’ sfinancial market crisisin the mid-1980swasvery similar. The
crisiswas brought on by greatly increased government spending just asthe
economy entered arecessionary phase. Other indicators of crisisincluded
large-scale borrowing to finance government debt and unemployment at 17
per cent (O’ Donnell 2008: 74; Hardiman 2002: 7-8). The lrish economy by
the mid-1980s wasin a‘vicious cycle of decline and there appeared to be
no solution’ (House and McGrath 2004: 43).

Malaysia faced major societal ruptures nearly two decades earlier than
those experienced by Finland and Ireland. Itssocial crisiswastriggered by
theethnicriotsof 1969 which arose because of strong feelingsof resentment
amongst indigenous Malays (Bumiputera) towards the relative wealth of
Chinese and Indian Malaysians. A major reform package introduced in
1970 and termed the New Economic Policy (NEP) sought to correct these
injustices. The NEP was very successful, particularly because it was
supported by a highly interventionist state in the 1970s and early 1980s.
However, by the mid-1980s, conditionschanged and M al aysiaexperienced
a severe recession. It too submitted to the wave of market deregulation
which was sweeping theworld. The recession forced government to retreat
and to rethink its overall macro-economic framework.
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Macro-economic stabilisation

M aj or macro-economic stabilisation policieswere pursued by therespective
governments as a consequence of these financial crises. Stabilisation
entailed widespread market deregulation and the privileging of monetary
policies asthe primary lever of state involvement in the economy. In each
case, these measures were very effective in curbing high inflation, large-
scale government debt and recession. In Finland, for example, private
consumption and investment began to grow again from 1994. Exportsgrew
far faster than domestic demand which led to remarkable improvementsin
the current account which went from a deficit of 5 per cent of GDP to a
surplusof 7 per cent by 2000 (Kiander 2004: 19). Thecommitmentsto free
trade led to arapid increase in foreign investment and the participation of
multinational corporations in Finland’s new growth surge. By 2006 the
share of foreign ownership on the Hel sinki stock exchange was 50 per cent,
making it one of the most internationalised globally (Dahlman et al 2006:
29). Unemployment dropped from ahigh of 17 per cent over the 1991-1994
period to seven per cent in 2006 still high by Scandinavian standards.

In Ireland, as part of the national agreements forged with business and
labour in 1987, the state cut back on public expenditure, resulting in what
Kirby describesas* expansionary fiscal contraction’ becausethese cutbacks
led not to recession but to a return to modest growth (Kirby 2008: 18).
Another element of the agreement was to retain Ireland’s relatively low
wage structure, which some commentators have viewed as the single most
important determinant of Ireland’ s competitiveness. These low wage rates
alongsidelow corporatetaxes—ablanket rate of 12.5 per cent on the profits
of all foreign companies — had been instrumental in encouraging a huge
inflow of foreign direct investment after 1987. More than 1500 foreign
firms relocated to Ireland, concentrating on sectors such as electronics,
computer technol ogies, pharmaceutical s, health and medical products, and
chemicals. Theseinvestmentsled to amassiveboominexportsfromIreland
in manufacturing as well as in financial and business services. Growth in
GDP fluctuated between 6-10 per cent between 1994 and 2002 (2008: 18).
In Malaysia, the financial crisis of 1985-87 resulted in a new focus which
emphasised greater private sector involvement intheeconomy in partnership
withthestate, to beencouraged through further deregul ation of theeconomy,
liberalisation of tradeand the privatisation of certain state-owned enterprises.

Stringent monetary policies were unavoidable in the three countries
under review. The corrective measures adopted were effective, usheringin
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anew eraof growthin each of the sel ected countries. However, government
did not rely on monetary policy alone to rescue their respective national
economies from the depths of recession. In all three contexts, a clear shift
ingovernment intervention wasevident inthe post-stabilisation phase, with
the focus moving from an initial concern with financial market stability to
amore mature second phase where these macro-economic concerns were
complemented by arange of micro-economicinterventionswhich sought to
upgrade technological capabilities in pursuit of a globally competitive
knowledgeeconomy. Withinthissupply-sidefocus, issuessuch ascorporate
strategy, technical change, training, enterprise upgrading, the commer-
cialisation of state-owned enterprises, public sector reform, local area
regeneration, welfare reform and active labour market policy, all became
important (O’ Donnell 2008: 83).

Moving up the value chain

The discussion now examines specific components of the basket of micro-
economic reform in the countries selected above, and in particular, to
highlight the role of HRD in this critical second phase of development.

Human capital and innovation policy: the case of Finland

In Finland, the primary micro-economic policy tool has been its consistent
focusoninnovation, and more specifically, thebuilding of astrong National
System of Innovation (NIS). Finland wasthefirst country to deploy such a
concept in education and industrial policy. It entailed building human
capital systemically and comprehensively, across education, technology,
labour market and industrial policies. This shift in industrial policy is
fundamental to understanding other key policy platforms such as science
and technology and education and training. In short, the new policy
platforms are increasingly forming on the content of existing industrial
policy.

Finnish industrial policies are understood here as measures to establish
the enabling conditionsfor businessesto flourishin key sectorsrather than
theold-styleview of subsidisingailingindustriesor ‘ pickingwinners' (Y&
Anttila and Palmberg 2005: 19). As such, industrial policy responses
throughout the 1990s acted to support micro-economic measuresthat would
improvethequality of thebusinessenvironment, including the devel opment
of astrong knowledge infrastructure and a highly educated labour force to
meet the demands of the emerging knowledge economy. Accordingto Y1&-
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Anttilaand Palmberg, the role of government has been to intervene where
market effortswere considered insufficient, such asin R& D and education,
and ‘creating and communicating a common vision of future national
strongholdswithout i ntervening too much inthefunctioning of the markets’
(2005: 19). Thegrowing emphasison R& D and technology isarecognition
of the reality that the factors of production which guarantee competitive
advantage in today’ s economy are not land, labour and capital, but rather,
knowledge-intensive‘intangible’ assets—those advanced productionfactors
that create value such as entrepreneurship, creativity, R&D, new design
capabilities, branding and marketing.

The 1993 National Industrial Strategy White Paper redefined industrial
policy along the lines of industrial clusters. It emphasised the importance
of locational competition and knowledge spillovers. Cluster-based policies
seek to maximise and internalise within a specific geographical boundary
theknowledge spilloversand technological externalitiesthat exist between
firms operating along the same value chain or industry. Industrial clusters
arecomprised of anagglomeration of producers, customers, and competitors
who through co-operation act to increase specialisation, promote efficiency
and enhance competitive advantage. In Finland, the ICT and health care
sectors were identified as having the potential to support leading clusters.
Networks between public and private sector actors were promoted. Nokia
isthe coreof theultimateindustrial cluster. Itistheindustrial engine of the
ICT cluster and benefits many other Finnish firmsboth through knowledge
spillovers and as an important lead customer and promoter of exports
(2005: 12-18; Dahlman et al 2006: 77-78).

Finland has one of the highest participation ratesin higher education —
at 85 per cent of the 18-24 age cohort (Dahlman et al 2006: 102). Finland
also hasalarge researcher cohort with 52 per cent employed by the private
sector (STPCF 2006: 25). The country has been successful in tripling the
number of people acquiring doctoral degrees over the past 15 years. Two
thirds of these PhDs, approximately 10,000 people, work in R&D. The
majority work for the public sector and in particular universities which
employ 60 per cent of the PhDs engaged in research (STPCF 2006: 26).
Stateinvestment in R& D in Finland ishighest amongst European Union and
Organisation for Economic Cooperation and Devel opment members, at 3.5
per cent of GDP in 2006 with targets of 4.1 per cent by 2012.
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Human capital and innovation policy: the case of Ireland

Ireland has evolved a broad socio-economic policy approach that is
remarkably similar to that adopted by Finland. Policy in Ireland is also
explicitly focused oninnovation and becoming more competitive on global
markets. In part, thischaracteristic was shaped by both Ireland and Finland’ s
membership of the EU and their obligationsto meet the goal s of the Lisbon
Strategy —adevel opment planto make Europethe most competitive and the
most dynamic knowledge-based economy intheworld. It was signed by all
member states in Lisbon in March 2000.

Ireland hasbeen very effectivein meeting many of thegoalsof theLisbon
agenda. Thisisdueto itsown internal policy commitmentsto these goals,
as spelt out in two key policy documents: the National Development Plan
2007-2013 (NDP 2007) and the Strategy for Science, Technology and
Innovation, whichwereintroducedin 2006. Thegoal sof thesetwo documents
areto strengthen post-graduate education in Ireland —to doubl e the number
of doctoral graduates and to simultaneously increase R& D activity across
theeconomy and society. A second aimistoincreasethe number of linkages
between university research and industry (DETE 2006: 9).

A Department of Enterprise, Trade and Employment document entitled
Innovationin Ireland reinforcesthisemphasison‘ promoting innovationin
every sphere of business and public service' inlreland (DETE 2008:1). It
outlinesten elements of innovation policy which the Irish government will
pursue. With regard to one of these ten elements — the knowledge transfer
function — DETE supports the establishment of Centres for Science,
Engineering and Technology with the aim of significantly advancing
knowledge and exploiting opportunities for discovery and innovation.
These Centres are intended to involve research partnerships between Irish
universities, |eading multinational companiesand small and micro enterprises
(SMEs). They also support the linking of researchers in academia and
industry within Strategic Research Clustersthat focus on specific aspects of
the ICT and biotechnology sectors (2008:7).

A key underpinning factor inlreland’ sturn-around hasbeenitseducation
and training system. Universal and free secondary education has been
provided for the past thirty years, and participation in post-secondary
education hasrisenimpressively over the past decade. In higher education,
the participation rate for 18-24 year olds rose from 25 per cent in 1986 to
55 per cent in 2006 — an enrol ment rate which more than doubled over two
decades (FAS 2007:16).
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Malaysia: planning for growth over a 30-year horizon

There have been three main phasesin Malaysia' sindustrial policy:

» Firstly, ahighly interventionist phaseof ‘ hard’ industrial policy measures
such as those adopted to build a sound economic infrastructure (for
example, export processing zones) to attract significant foreign direct
investment as well as the support given to building heavy import-
substituting industries in the early 1980s;

» Secondly, a ‘soft’ phase of industrial policy which gave support to
processes of technological upgrading which began in 1986 with the
publication of thefirst Industrial Master Plan and which continues into
the current period; and

e Thirdly, a phase launched in 1994 with the Multimedia Super Corridor
which hasasitsmain goal thecreation of aknowledge economy with ICT
technologies and advanced services sectors as the main engines of
growth.

Theearly successesfrom 1970-1986 had their downsides, however. The
heavy industriesfailed, |abour shortages emerged and urban wagesrose. By
1985, foreign direct investment was beginning to relocate to cheaper
neighbouring countries. All of this was made worse by the recession of
1985-1987. Thefirst Industrial Master Plan of 1986 argued that Malaysia
had no other choice but to move towards higher value-added exportswhich
required asignificant technological upgrade of the production and science
regimes. These components of the economy had been relatively neglected
inthefirst phase of the post-1970 period because the emphasis had been on
enticing foreign investments, export processing zones, and cheap semi-
skilled labour. After 1985, industrial policy shifted to emphasising the
science and technology components required for technological upgrading
— technological acquisition, adaptation and transfer, R&D, university-
industry linkages and human capital formation.

A significant element of this new emphasis, adopted formally in the
second Industrial Master Plan of 1996, wasthe promotion of clustersin key
sectors which would assist the development of linkages between foreign
firms and local suppliers, most of whom were SMEs. The relationships
forged in these clusterswould become the main conduitsfor the transfer of
technological know-how from multinational corporations to local firms.
The production capabilities of these small firms could be more easily
ratcheted up through inter-firmrelationshipswith their clientsand with the
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assistance of government technology agencies, all of whom would be
located within these clusters. A more dramatic advance camein 1994 when
the Multimedia Super Corridor initiative waslaunched. By 2001, over 400
companies had joined the M SC, including most of the world’ s top players
ininternet and software technology. Government has also invested heavily
in venture capital to support participating local firms (Ritchie 2001: 31).

Education policy in Malaysiasincetheunrest of 1969 hasprimarily been
geared to correcting the wrongs of its colonial past through the redirecting
of resourcesto build more equitable access for Bumiputera citizens. Since
1970, expenditure on education has averaged out at about 5 per cent of
GDP. Insecondary and tertiary education, specific quotaswere putin place
to ensure that Malay enrolments met a certain specified minimum. These
tight measures succeeded: by 1985, 68 per cent of upper secondary and 63
per cent of higher education enrolmentswere Malay, reaching levels close
toand higher thantheir population share of 65 per cent. By 1990, 74 per cent
of higher education students were Malay (Sato 2005: 77).

Malaysiastill has several educational deficits. For example, only 28 per
cent of enrolmentsin undergraduate degrees were in science, engineering
and technology fieldsin 2005, afigurelower than the numbersachieved in
the Asian Tigers. Malaysia's R&D system also performs poorly when
compared with other countriesin East and South-East Asiaand with Finland
and Ireland. The private sector contributes minimally to R&D activity.
Ritchie argues that private sector expenditure on R&D is only about 0.03
per cent of GDP, which does not add significantly to government’s low
figure of 0,4 per cent. Most R& D activity in the private sector, such asitis,
is done by the large parastatals or multinationals.

Defining a medium- to long-term ‘vision’

A defining feature of thegrowth strategiesof Finland, Ireland and Malaysia
has been the formulation of comprehensive medium- to long-term
development plansencompassing thefull basket of micro-economicreforms
discussed earlier. A powerful intermediary body, often chaired by theprime
minister and comprised of leading representatives from all stakeholdersin
society, hasin most cases played aleading role in defining thislong-term
economic vision for the country. For example, in Ireland, the National
Economicand Socia Council (NESC), amultipartite policy advisory body,
produced an analysis of the 1986 crisis and proposed solutionsin areport
entitled A Strategy for Recovery. This report accepted that the reform of

12
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public finances was imperative. It proposed moderation in pay riseswhich
was essential to improve competitiveness. In return government would
commit to tax cuts to defend the living standards of the poor. This was
supported by all players on the Irish political stage. In 1987, the newly
elected Fianna Fail government won support for its programme of action
(based on the NESC report) from the opposition party, Fine Gael, and from
all other social actors: labour, business, and thestill influential [obby group
of Irish farmers. The implementation of this national agreement led to the
dramatic turnaround in Ireland’ s economic fortunesin the early 1990s. All
in all, seven of these three-yearly * state of the nation’ analyses have been
undertaken by the NESC, followed by seven national agreements forged
between all thekey social partners. The seven analytical reviewsand seven
state programmes are summarised in Table 1 below:

Table 1: Seven Irish social partnership agreements and the NESC
strategy reports underpinning them
No | Partnership Programmes Timeperiod NESC strategy reports under-

pinning partnership programmes
1 | Programme for National 1987-1990 A Strategy for Developmental

Recovery
2 | Programme for Economic = 1991-1993 A Strategy for the Nineties:
and Social Progress Economic Sability and Structural
Change
3 | Programme for 1994-1996 A Strategy for Competitiveness,
Competitiveness and Work Growth and Employment
4 | Partnership 2000 1997-2000 Strategy for the 21% Century
5 | Programme for Prosperity = 2001-2002 Opportunities, Challenges and
and Fairness Capacities for Choice
6 | Sustaining Progress 2003-2005 An Investment in Quality: Services,
Inclusion and Enterprise
7 | Towards 2016 2006-2016 People, Productivity and Purpose

(10yr plan)
Source: O’Donnell 2008: 75

In Finland, the Science and Technology Policy Council (STPCF), has
played a similar role. The STPCF is the pre-eminent policy body largely
because of the high priority accorded innovation in Finland. The fact that
the Council is chaired by the prime minister confirms its top-level status,
thereby distinguishing it from many of itsinternational counterpartswhich
are often mere talk-shop bodies. Other members of the cabinet with a
statutory membership include the Ministers of Education and Trade and
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Industry, who arethe vice chairsresponsiblefor implementing science and
technology policy and the Minister of Finance. The council isresponsible
for the strategic developmental and co-ordination of Finnish science and
technology policy and of the national innovation system asawhole(Dahlman
et a 2006: 43, 104). The Council defines national innovation policy
through the publication of three-yearly strategic plans. The 2006 plan was
entitled Science, Technology and Innovation.

Malaysia'seconomic development since 1970 hasal so beenimpressive,
in large part a consequence of high levels of state planning and steering.
There has been a plethora of plans ranging from long-term ten and 20 year
cycles, to medium-term plans of quinquennial cycles. The most important
of these are summarised in Table 2:

Table2: Thesequencingof national plansin M alaysia’ ssocio-economic
developmental, 1970 — 2010

Launch | Plan Duration of

Y ear plan

1970 National Economic Plan (NEP) and its associated 1971-1990
Outline Prospective Plan (OPP1)

1990 National Developmental Plan (NEP) and its 1991-2000
associated Outline Prospective Plan (OPP2)

1992 Vision 2020 1992-2020

2000 National Vision Plan (NEP) and its associated 2000-2010
Outline Prospective Plan (OPP3)

1986 1% Industrial Master Plan Ten years

1996 2" Industrial master plan Ten years

2006 39 Industrial Master Plan Ten years

Source: UNDP 2006: 24

All of these plansarelinked and share common goals, differing primarily
intermsof specific deliverablesin particular time periods. There have been
three consistent themes which have permeated these plans over nearly four
decades: ensuring that Bumiputerainterests participatein and benefit from
economic growth; building ahighly competitive, export-oriented economy;
andfinally, moving fromalargely low-tech, labour intensive manufacturing
strategy based on foreign investment in the low-wage electronics and
mi cro-processor assembling sectors, to the devel opment of more high-tech,
higher value-adding indigenous manufacturing and advanced services.
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Building social inclusion and trust

Social inclusion, trust and reduced level sof inequality arecrucial ingredients
in the long-term economic development plans described in the previous
section. The work of Evans (1997) has been important in explaining the
economic benefits which are derived from high levels of social capital and
trust. He argues that state-society synergy can be a catalyst for economic
development. Evans maintainsthat the normsof co-operation and networks
of civic engagement among ordinary citizens can be promoted by public
agencies and used for developmental ends. Evans has used these concepts
of social capital and state-civil society synergy to explain the successes of
the East Asian Tiger economies. He focuses particularly on the dense
networks of ties that connect state agencies and private capital. Social
consensus and buy-in regarding policy objectives are created in thesejoint
business-government deliberation councils, in the maze of intermediate
organisations, and within more informal policy networks.

Thesesynergistic state-civil society relationsaremost evidentin Finland
and Ireland, and less so in Malaysia. Castells and Himanen (2002) argue
that the distinctive feature of Finland’s economic successisthat it has not
been achieved at the expense of social equality —as hasbeen the caseinthe
USA and Singapore, itsmain rivals at the top of the key innovation league
tables. Finland’ s shift to the information society has been combined with a
retention of the main features of the welfare state and low levels of social
injusticeand exclusion. Itisprecisely the solid foundations of social capital
produced by inclusive corporatism that has enabled dramatic industrial
restructuring without disruptive social instability or increasing social
inequality (Kiander 2004: 20-23).

Ireland, inthe period from 1987 right up until the economic shock of the
2008-2012 global recession, traveled a similar ‘inclusive corporatist’
route. Therehasbeen significant debate about an appropriate characterisation
of thelrish stategivenitsdistinctiverolein regenerating theeconomy inthe
1987-2008 period — the era of globalisation and the triumph of free market
regulation. Some have characterised the Irish state as developmental
welfarism because of itsstrong focuson social inclusion. O’ Connell, astate
insider, whowasDirector of Research at theNESC, described thelrish state
in the period 1987-2008 as an example of ‘deliberative corporatism’.
Problems faced by government were more complex and varied, requiring
new processes of problem-solving and deliberation between the social
partners. This agenda of deliberation widened after 1987, covering a vast
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spectrum of social issues including non-discrimination, ethnic minorities,
stressat theworkplace, social exclusion and enterprisetraining. Inthisrole,
Ireland broke dramatically with the British tradition of limited corporatism
and itsideol ogy of free market triumphalism during this1987-2008 period,
and started to evolve towards the continental European model of social
concertation (Hardiman 2002: 1-2).

Malaysia represents a very different case to Finland and Ireland.
Previously colonised by the British, the Bumiputera Malayswerelargely a
very poor rural farming community up until 1970. The New Economic
Policy dramatically changed this iniquitous social structure. It expanded
education facilitiesand programsto the Mal ay population. The government
alsorestructuredindustrial ownershipintwoways. It created largeinvestment
trusts—similar to government-owned enterprises—which wereto represent
Malay interests in business ventures. Second, it required all companiesto
distribute 30 per cent of their assets to Bumiputera interests, and required
a similar proportion of Bumiputera to be appointed to managerial posts.
Malays of course controlled political office and the civil service. These
affirmative action measures achieved dramatic shifts overnight. The
incidence of poverty in Malaysia has been fundamentally eroded since the
1970s (Jomo 2004: 3). Incomedistribution has not changed asdramatically
and inter-class inequalities remain relatively unchanged over the period
1970-2004. The bottom 40 per cent of society continueto receivelessthan
15 per cent of householdincome, even after theimpact of the NEP and other
seemingly pro-poor policies.

Another difference with Finland and Ireland is the illiberal nature of
some of the powersacquired by the Malaysian state. Ritchiearguesthat the
Malaysian stateincorporatesdual tendencies. ontheonehanditisaclassic
liberal state promoting afree market economy and trade liberalisation, yet
on the other, it isan illiberal version of the developmental state, exerting
high levels of centralised control and coercion over society to achieve its
policy goals (Ritchie 2001).

The state in Malaysia has a dual character: the one developmental, the
other coercive. Malaysia' s developmental state is founded on the hard
interventionist industrial policiesthat have already been described above.
In more recent times, overall economic policy has shifted to softer
interventions, such as the push to build a knowledge economy via greater
technological capability and promotion of HRD and ICT. However, even
some of these elements, such as the Multimedia Super Corridor are
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administered out of the PrimeMinister’ sOfficeunder hispersonal command.
Thisisahighly personalised form of horizontal co-ordinationvery different
to that described in the Irish and Finnish case studies, where the office of
Prime Minister was used for more consensual ‘joined up’ co-ordination.

A secondfeatureof the Malaysian devel opmental stateisitsemphasison
coalition politics — as was the case in Ireland and Finland. Malaysia has
been very successful in forming coalitions between the various ethnic
interests to support the economic restructuring efforts of the dominant
party. All of these parties came together in an alliance incorporating the
ruling party, the United Malay National Organisation (UMNO), the
Malaysian Chinese Association (M CA) andthe Malaysian Indian Congress
(MIC). This coalition was very effective from 1970 until recent timesin
bringing together the state with key business elites who agreed to
redistributive policiesto the benefit of the Malaysian poor in exchange for
significant business opportunities and national development.

A thirdfeatureof Malaysian capitalismisitshighlevel of corruptionand
the presence of widespread rentier formsof capital accumulation occurring
amongst the Malay and Chinese business elite (Hart 1994: 53). Thisis of
course an element of capitalist development shared with the earlier
developmental pathsof the Asian Tigersaswell asChinaand India. Rentier
forms of capital accumulation do not feature as prominently in the Finnish
and Irish cases — yet it is emerging as a key feature of South African
capitalism. Corruptionandirregularitiesintheaward of tendersarebecoming
an endemic feature of South African business(CASAS2011: 3, Kinnesand
Newham 2012: 34).

Managing horizontal co-ordination

Thefinal developmental requirement asidentified at the beginning of this
article entail s the need within government to effectively co-ordinate all of
thediverse micro-economic componentsthat together comprisetheNational
Development Plan in each country. For example in Finland, the high
priority accorded the NSI has required the integration of cross-sectoral
policy domains such as education and trai ning, science and technology and
industrial policies. This approach necessitates a high degree of horizontal
co-ordination acrossdifferent partsof government, and between government
and society (Dahlman et al 2006: 14, 40). The Prime Minister and hisoffice
have been the central institutional pillarsin the process of turning Finland
around since the early 1990s. They have consciously sought to build

17



Andre Kraak

stronger forms of horizontal co-ordination as a more effective means of
political steering and as a mechanism for ensuring the implementation of
policy.

The actual form in which horizontal co-ordination is achieved across
Finnish government isthrough the establishment of threeto four intersectoral
programmes, which arethen systematically managed viathe PrimeMinister’s
Office. Thisapproach was adopted for thefirst time asanew co-ordination
tool in 2003. Thethree programmes adopted for the current period include;

* Employment, entrepreneurship and working life;
e Health promotion;
* Thewell-being of children, youth and families.

A key factor in the success of Ireland’s post-1987 recovery has been the
effectiveness of the state in its implementation of the seven multipartite
national agreements. This success hasin part been dueto the effectiveness
of several institutions, someexisting prior to 1987, othersestablished since
then. Central to all of thishasbeen the Irish state’ semphasison * whole-of -
government’ or ‘joined-up’ policy implementation. Hardiman pointsto the
application of ‘whole-of-government’ solutionsto multi-agency problems
(2006: 364). House and McGrath (2004: 43-45) argue that the most
distinctive feature of the new forms of governance in Ireland has been its
integrated, systemic and comprehensive nature. Therole of the NESC has
been crucial. Its three-yearly planning reviews of Irish society and the
economy consi stently adopted awide-ranging and ambitiouslensto examine
socio-economic problems. The NESC always took a broad view, insisting
that economic and social problems must be dealt with in an interdependent
and integrated manner. Initially the focus was on macro-economic issues
only, but asthefiscal and monetary position of the country stabilised inthe
early 1990s, so did the policy lens, which shifted to focus on awider array
of issuessuchassocial exclusion,incomeinequality and regional disparities.

Thekey agency of the M al aysian devel opmental stateisundoubtedly the
PrimeMinister’ sOffice. With power highly centralised, particularly through
the Economic Planning Unit, many of the major economic and industrial
policy reforms have emanated, and have been implemented, from this
office. Theseinclude: the push for new import-substituting industriesinthe
early 1980s and the construction of key economic infrastructure such asthe
13.5 km Penang Bridge linking peninsula Malaysia with the north-eastern
island state of Penang; and the new administrative capital at Putrajaya
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outside congested KualaL umpur. M ost importantly, the Multimedia Super
Corridor anditsSilicon Valley stylecity centre, Cyberjaya, wasalso driven
by the Prime Minister”s office (Kheng 2002: 193). A clear expression of
this office’s policy formulation and implementation clout isthe allocation
of five additional ministers to the Cabinet (20 per cent of the cabinet with
the Prime Minister), all housed in the Office of the Prime Minister.

After the 2008 financial shock

Thereis no doubt that the achievements of each of these three states have
been affected —in differing ways — by the financial crisis which started in
the USA sub-prime mortgages market in September 2008. Triggered by the
collapse of Lehman Brothers, thefourth-largest USA investment bank, this
crisisquickly spread acrossthe globe, affecting financial markets, banking
systems and real estate sectors in many countries, including the three
examined in thisarticle. The crisis continuesto damage several economies
four years later, especially the poorer southern European economies of
Greece, Portugal, Spain and Italy but also Ireland. Finland and Malaysia
havebeenlessaffected and haverecovered morequickly. Space constraints
disallow adetailed examination of the different trajectories of each of these
countriesthroughthe present crisis. Becausethecrisishasnot asyet settled,
it would be premature to make definitive conclusions. What follows here
are some preliminary insights.

Ireland has been the country most severely affected by the crisis of the
three cases studied in this article. It led to the collapse of the social
partnership model forged between government, business and labour which
had underpinned the economic revival of Ireland sincethelate 1980s. Even
though the NESC had prepared areport onthecrisisentitled Ireland’ sFive-
Part Crisis. an integrated national response, government ignored its
findingsin 2009/10 and unilaterally declared severe pay cutsin the public
sector, tax increases and changesto thewelfare system (Doherty 2011: 18).
Relations between employers and unions have become more adversarial
with many employers articulating a public antipathy towards unions and
national wage agreements.

Finland’s financial system was not as exposed as Ireland was to the
global financial crisis because of its prudently managed financial sector,
but it was severely affected in terms of trade and export levels. Real GDP
level sdeclined 9 per cent from mid-2008 to mid-2009 | ed by an extraordinary
33 per cent collapse in trade volumes (OECD 2010: 3). Even ICT giant
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Nokia was affected, having to lay off over 1,700 people in Finland. Other
sectors affected were construction, forestry and paper. However, the social
impact of the crisiswasbetter managed in Finland by the social partnership
system, especially theretirement system which allowed ol der workersto be
retired early at 58 yearsof age, thereby avoidinglarger level sof retrenchment
of younger workers.

Malaysian banks had negligible exposure to the global financial crisis
but thecountry wasseverely affected by adropinexports, output, investment
flows and employment. Malaysia’'s economy is one of the most open
economiesin the world, highly dependent on international trade. With the
collapse of demand for Malaysian goodsin 2008/9, exports|evelsdropped
by 28 per cent, especially in the electronics sector (Khoon and Mah-hui
2010: 5). Exports of palm products as well as crude oil also dropped. Asa
consequence of this, industrial output fell and unemployment grew, but not
as alarmingly as in other countries. The unemployment rate increased by
less than one per cent from 3.1 to four per cent in 2008 (Khoon and M ah-
hui 2010: 5).

Perhaps Malaysia' s biggest problem has been the persistent decline of
foreign direct investment into Malaysia and its migration to some of its
lower cost neighbours. In part, this problem reflects deeper structural
problemsin Malaysia, primarily itsinability to move up the technological
ladder to more value-added production (Khoon and Mah-hui 2010: 33).
Other factors contributing to this disinvestment are bureaucratic red tape,
high levels of corruption, the lack of meritocracy in the public service,
declinesin the standard of education (especially the rapid growth of poor
quality private provision), and shortages of skilled labour. As Khoon and
Mah-hui argue, Malaysia is ‘stuck in a middle income trap, losing its
competitive edge as a low-cost producer to neighbours like Vietnam,
Indonesia and Thailand’ (Khoon and Mah-hui 2010: 33). Moving up the
value chainis Malaysia's fundamental challenge, and the global financial
crisis has made this task all the more difficult.

The developmental lessons highlighted in this article have not been
negated by the impact of 2008-2012 global recession. The most important
lessonstill stands—that highlevel sof horizontal co-ordination arenecessary
to achieve a virtuous circle of policy complementarities between human
resources development, industrial development, science and technol ogical
innovation, employment and economic growth. That this virtuous circle
does not function as smoothly during a severe financial crisis does not
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negatethevalue of itsearlier trajectory or the possibility of itsresurrection
in amodified form in the future.

Secondly, the particular trajectories followed in each country created
huge human capital assets which were absorbed by growing economies
which in turn enabled increased employment and social inclusivity. These
human capital assets are not |ost because of the financial crisisand will be
available to these societies as they recover.

South Africa as a developmental state

Thelocal literature on developmental states highlights anumber of factors
which limit the potential of the South African government to attain this
status. Most of thesefactorsaffect theability of the South African government
in meeting the five pre-conditions for developmental states highlighted in
this article. Constraining factors include: dysfunctional state institutions;
fiscal austerity and weak industrial policy; poor cross-departmental co-
ordination; low trust; and the failure to ramp up education and training.
Each of these will be briefly examined.

Dysfunctional institutions

Critical articleshighlight the dysfunction of many key stateinstitutions, and
their inability to implement policy and deliver socio-economic services
(Gumede 2009: 24, Edigheji 2010: 5-7, Marais 2011: 346-52). Von Holdt,
in an in-depth case study of the public health system, provides a detailed
description of the failure of the South African bureaucracy. He examines
organisational culture and ‘ processes of meaning-formation, the informal
codes which shape officials' priorities, choices and interactions with
others' (2010: 10). In doing so, he highlights the contradictory tension
between, ontheonehand, building anew state resting on modern bureaucratic
skills, and onthe other, promoting the nationalist project which hasentailed
rooting out whiteoppression and replacing it with asystemwhich ‘ enshrines
the sovereignty and dignity of Africans’ (2010: 9). The latter process has
been corrupted as the strata of new public officials join the privileged
classes and continually seek their own promotion, ‘“facing upwards’
towards the next job prospect, rather than “facing downwards’, that is,
focusing on improving the functioning of the domain that the official is
responsiblefor’ (2010: 11). Thisprocessof rapid upward mobility and elite
formation is extended through the culture of extreme deference towards
those in authority both in the civil service and in political leadership. This
draws attention away from the purpose of theinstitution. It actsto prevent
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people from addressing real problems in public delivery. In addition, the
post-apartheid bureaucracy remains extremely hierarchical. Provincial
officialstend to adopt an autocratic attitude towards senior managersinthe
hospitals (the skilled clinical experts, many of whom continueto be white)
and treat them as junior employees. The assertion of hierarchy becomes a
mechanism to conceal problems and avoid challenges.

GEAR and the weakening of industrial policy

A second important difference with Finland, Ireland and Malaysiais that
South Africahas not madethe shift from fiscal austerity to the more mature
second phase of development which the three model countries undertook,
emphasising technological upgrading and the building of a knowledge
economy through the promotion of an inter-dependent basket of education,
innovation and industrial policies. South Africa, in contrast, has continued
to be locked into conservative monetary policies, even through a mini-
boom period from 2001 to 2008. Thisis all due to the prominence of the
Growth, Employment and Redistribution Strategy (GEAR) which was
launched in 1996. Its primary goal was to attain macro-economic stability
through abattery of orthodox stabilisation policies, with fiscal austerity and
monetary constraint being the main levers to reduce demand and hence
reduce the balance of payments deficit. The initial impact of GEAR was
harsh; cutbacks were experienced in many critical areas of social policy
such as education, health and social welfare. High interest rates were
maintained in an attempt to bring control over soaringinflationary conditions.
Labour market conditions were tight, with few new jobs being created and
significant job losses occurring in vulnerable sectors. The rise of GEAR
represented the triumph of fiscal conservatism and the dominance of the
Treasury, with minimal institutional attention given to the big issues of
unemployment, poverty and inequality (Adelzadeh 1996: 67, Nattrass and
Seekings 1998, Marais 2011: 112-20).

In the period after 2001 South Africa witnessed a small shift beyond
fiscal austerity towardsamore expansivestate. By 2001, GEAR’ sausterity
measures had paid off. Economic growth rates had improved significantly.
Animportant consequence of this growing confidence in the economy was
the gradual expansion of state expenditure on social and economic
infrastructure. These increases were funded in part from declining debt
service costs as well as from improved tax revenue collections. These
developmentsrepresented animportant shiftin economic policy away from
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areliance solely on the austerity measures of monetary policy towards a
more expansive micro-economic policy outlook. The latter was seen as
providing the necessary stimulus for growth, particularly through the
lowering of input costsin production and throughimproved servicedelivery
includingroad, rail, air transportation, water, energy and telecommuni cation
services (Kraak and Press 2008).

However, thisturnaround hasbeen modest, withindustrial andinnovation
policies still subordinated to GEAR’s strict fiscal discipline. Industrial
policy implementation has remained weak (Adelzadeh 1996: 83-84). The
policy formulation phase — on the surface — appears impressive. For
example, the 2007 launch of the National Industrial Policy Framework
(NIPF) (DTI 2007) mapsout animpressiveagendatofacilitatediversification
of the economy away from itstraditional reliance on minerals and mineral
processing towards increased value formation. Although this may sound
commendable, actual implementation has been limited.

Hausmann, Rodrik and Sabel (2008), influential Harvard University
professors and economic advisors to Trevor Manuel, then Minister of
Finance, arecritical of theNIPFbecauseits' customized sector programmes’
do not engage and dial ogue with employerssufficiently to overcome severe
informational failuresinkey sectorsof the economy (2008: 16). They argue
for a new industrial policy ‘in the small’ based on the practice of ‘self-
discovery’. Itrequiresfirms, intermediary agenciesand government officials
to co-operate to identify blockages and market distortions which inhibit
economic growth in specific sectors. Also, new areas of global growth
frequently emerge and need to be identified. Countries and firms that are
able to identify these trends early on have afirst-mover advantage in new
markets.

Theability toidentify and act upon these opportunitiesrequirescomplex
processes of ‘self-discovery’ which match new potential areas of global
growth with existing or potential capabilities in order to overcome the
fundamental information market failures involved (Rodrik 2004).
Collaboration amongst firms, and between government and key sector
associationsiscritical —‘good industrial policy “inthe small”’ consists of
‘those institutional arrangements and practices that organize this
collaboration effectively’ (Hausmann et al 2008: 4).

Hausmann et al maintain that South African government officialsdothis
‘self-discovery’ very badly, primarily because of poor dial oguewith business
|eadersin each customised sectoral programme, and because of inadequate
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follow-through by state official safter such dial ogicinteractions(2008: 16).
In sharp contrast, these acts of ‘self-discovery’ have been executed very
effectively by government and business collaborating in key sectorsin both
Finland and Ireland.

Aninfluential OECD review of South Africa’ sinnovation systemin 2007
noted thealmost total neglect (in official industrial and innovation policies)
of therolethat largefirmsplay ininnovation and growth. The OECD review
makes the powerful point that historically most private sector R&D has
emanated from large firms based in the resource-intensive sectors and
related upstream and downstream activities (OECD, 2007: 82). Thereview
notesthat largefirmsin South Africaappear to have played and continueto
play the samerole large firms elsewhere in the globe play, that being to:

.. act as leading accumulators of knowledge resources, diffusing
significant fractions of those resources more widely into the economy,
especially to smaller firms, and contributing to thelong term evolution
of the structure of the economy. (OECD 2007: 90)

The OECD argues that because of the linkages between the minerals
industrial complex with other sectorsof the SA economy, thereareamyriad
of valuechainsin avariety of sectorswhich have benefited in the past from
thedynamism of theselarge companiesintermsof both R& D and non-R& D
activity (2007: 92). The benefits to smaller supplier firmsin these supply
chains are potentially enormous.

A similar policy vacuum exists in relation to large, multinational
corporations (MNCs) operating or wishing to operate in South Africa.
Thereisno pro-activeencouragement of MNCstoinvestin South Africaon
terms beneficial to the South African value chains that would emerge
around such MNCs. Policy focuses only on influencing the behaviour of
domestic firms. The OECD review notes that it was ‘not possible to find
many examples of such initiativesin South Africaand the impression was
gained that such activitieswould not be supported by government or by the
national development bank, thendustrial Development Corporation’ (2007:
106).

Thereis at least one exception to this OECD argument, and that is the
Motor Industry Development Programme, which provides substantial
support to MNCsinthe South African automotiveindustry. Barnes(2009),
however, remains skeptical of progress made so far, arguing that only an
upper tier of South African automobile component suppliers operate at
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levelsthat are close to the global frontier. In other parts of the auto sector,
performanceisnot asimpressive. For example, inthe components supplier
domain, South African firms have surrendered key supply chain functions
to foreign-owned firms with connections to the original equipment
manufacturers (2009: 26-27).

Poor cross-departmental co-ordination

Cross-departmental co-ordination in South Africais weak (Kraak 2011).
The 1998 Presidential Review Commission into the public service chaired
by Vincent Maphai, noted ‘ seriousweaknessesin the current structuresand
mechanisms for co-ordination both within departments and provinces and
between different spheresof government’ (asquoted in Gumede 2009: 28).
The Mbeki government from 1999 to 2008 attempted to improve horizontal
co-ordination through a number of structures linked to the Presidency. He
established a cluster system to manage medium- to long-term planning
frameworks. Cognate departmentsin key areas such associal and economic
policy were grouped together at the level of Ministers and Directors-
General, who werethen required to plantogether to achievethe core micro-
economic objectives. These plans were interrogated, adapted and finally
approved by the President and Cabinet at half-yearly L ekgotlas. However,
according to Gumede, these structures do not resol ve the problems of both
horizontal and vertical co-ordination. He argues that in the absence of
central capacity todriveprioritiesand ensurequality control, thesestructures
arestill largely limited to monitoring the separate, sometimescontradictory,
policy agendas adopted by individual departments (2009: 23).

The Fifteen Year Review produced by the Policy Co-ordination and
Advisory Services unit in the Presidency admits that co-ordination and
planning are ongoing challenges, with ‘factors militating against effective
integrationingovernment moredeeply rooted and moredifficult to overcome
than initially recognised’. One of the factors acknowledged are the
statutory provisions which make public officials accountable in the first
instance to their line-function responsibilities — and not to the collective
requirements of the cluster. The Fifteen Year Review argues that a system
of co-ordination based on voluntary co-operation has insufficient
countervailing force to overcome such factors. Director-general and
Ministerial cluster meetings ‘lack the powers which genuine oversight
would require: to take corrective or integrative action when required’
(PCAS2008: 110). TheZumagovernment in 2009 established the National
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Planning Commission to resolve some of these co-ordination problems.
Although it has published an impressive National Development Plan:
visionfor 2030 (RSA 2011) for publiccomment in2011-2012, itistoo early
to determine whether this framework will improve cross-departmental
cooperation and co-ordination in the medium to long-term.

Low levels of trust

Fourthly, levelsof trust and social inclusion are at an all-time low in South
Africasince1994. Low trust resultsin the absence of astrong pact between
government and industry aimed at growing the economy jointly and
inclusively as was established, for example, by the NESC in Ireland since
1987. Therehasnever been an explicitly pro-capitalist pact forged between
industry and government in South Africa as has been the case in the other
countriesunder consideration. Asindicated earlier, rather thanforging ties
withlargefirms—bothlocal andinternational —the South African government
remainsdistant and distrustful . Thisstance deprivesthe country of achieving
the devel opment pactswhich underpinned the economic success of Finland,
Ireland and Malaysia.

Therehasbeen no effectivedevel opment pact signed between government
andthe unionssincethe Growth and Devel opment Summit of 2003 and even
this pact does not compare with the social compacts signed between unions
and the state in Ireland and Finland. Relations have indeed become more
adversarial inthe last few years, particularly after the advent of the global
recession of 2008. Union demands are now much more narrow and self-
interested, largely about wage hikes.

Failure to ramp up education and training

Perhaps the greatest shortcoming in South Africa’s attempts to become a
developmental state hasbeenitsfailuretoincrease substantially the number
of people entering and graduating from post-school institutions with
employableskills. The education crisis has been well-documented and this
section will briefly outline some of the data (see Kraak and Press 2008).
Participation rates in key institutions in the 18-24 age group are low. For
example, Kraak (2011b) reportsthat absolute headcount enrolmentsin the
further education and training college sector have not been able to grow
beyond the upper benchmark of 420,000 over the past decade. Thissuggests
little institutional capacity to ramp up to reach the official of one million
learners by 2014.
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Secondly, although higher education has changed dramatically since
1994 with African enrolments having more than doubled from 27 per cent
proportionately in 1986 to 62 per cent in 2004, participation rates are still
low —only 16 per cent of those between the ages of 18 and 24. Thisratio has
remained relatively unchanged over the past decade. It is far lower than
Ireland’s participation level of 55 per cent or Finland's 85 per cent
achievement.

The flat structure of enrolment over the past decade in these two sub-
sectors suggests an inability to expand substantially enrolments in the
system. Educational outputs are equally bad, rendering the actual number
of graduates from each sub-system extremely low. For example, in 2007
Scott, Y eld and Henry presented thefirst set of higher education throughput
datamade publicly available. This datawas based on the 2000 cohort who
entered higher education for the first time. The results are sobering. Only
30 per cent managed to graduate in five years. Worse still, 56 per cent | eft
higher educationwithout graduating, and 14 per cent werestill inthe system
in 2006 trying to ‘ catch up’ and graduate (Scott et al 2007: 12). With these
restrictiveeducational conditions, South Africawill struggleto adapt tothe
high skill demands of the global knowledge economy.

Conclusion

A number of observations can be madein relation to the countries studied.
Firstly, their development trajectories have been shaped by very different
historical contexts. Theilliberal and coercive regime of Malaysiastandsin
sharp contrast to the more social democratic transitions in Finland and
Ireland. Secondly, as cautioned in the introduction, these case studies are
not highlighted for the purposes of crude policy emulation in the South
African context. Features from other countries cannot be automatically
imported into the South African context.

They differ also with regard to the primary industrial policy instruments
adoptedineach context. Ireland enticed foreign investment through | ow tax
rates, particularly in the financial services sector. Malaysia prioritised the
development of intermediate manufactured goods and now aspiresto move
up the value chain towards the knowledge economy but its weak human
resource base has been its main limitation in thisregard asis the case with
South Africa. Finland is perhaps the most successful of the three stories,
having prioritised the | CT and el ectronics sector asthe main vehiclefor the
dramatic diversification of its economy alongside a very effective use of
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scienceand technol ogy to raise productivity andinnovationlevel sthroughout
industry.

Conditionsarevery differentineach context. Y et, they sharesimilarities.
For example,itisclear that awidevariety of well-managed stateinstitutions
has proven critical in attaining the horizontal co-ordination functionin all
three countries — institutions such as the National Economic Councils
locatedinthePrimeMinister’ sOfficeandthemyriad of industrial, innovation
and education agencies described in each of the case studies. This ‘thick’
institutional environmentiscontrary tothedictatesof neo-liberal orthodoxy,
which rejects regulation of economic activity. Yet in each case, state
institutions have differentially intervened in the economy to steer socio-
economic development.

Additionally, each of the three countries achieved very high levels of
cross-departmental co-ordination acrossanumber of policy domainsinthe
past two to three decades— alongside impressiveimprovementsin relevant
education and training. In particular, education and training policies have
been very skilfully joined together with industrial and innovation policies
to create the critical knowledge underpinnings and learning capabilities
required by these developmental statesto move up the value chain towards
amore knowledge intensive economy.

The comparative analysis put forward in this article has shown that
progressin moving up thevaluechainishighly differentiated, with Finland
by far theglobal leader, Ireland making significant progressto catch up, but
withMalaysiastrugglingto overcomemany of itshuman capital weaknesses.
South Africa is positioned significantly further back on this value chain
spectrum with little progress to increase value through becoming a more
export-oriented economy less reliant on minerals and mineral processing.
In addition, South Africa’s education system is rated one of the poorest
performing systemsin the world and the capacity of the state to manageits
key institutionsisvery weak. Takentogether, these constraintsimposevery
seriouslimitationson South Africareachingitsgoal of becomingasuccessful
development state anytime soon.
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