
        
            
                
            
        

    
  
    
      Responsible Development
      

      Vulnerable democracies, hunger and inequality


      
        Until the dramatic economic collapse of 1997, East Asia was the symbol of a successful market-led development
        strategy for Western governments, aid agencies and academics, despite underlying concerns about a lack of
        rights and freedoms. The crisis changed Asia and the world; currency depreciations, personal and state
        indebtedness, mass unemployment and rioting brought the paternalistic capitalist phase to an end in Asia. The
        decade following the economic crisis has seen a swift response, with the major restructuring of Asian
        economies, improved corporate governance, recapitalisation of banks, more attention paid to the environment and
        an accumulation of savings and foreign exchange reserves that are altering the shape of the global economy.
      


      
        Dividing the countries that emerged from the crisis into three categories – the Insecure Rich, the New
        Aspirants for Prosperity and the Danger Zone – Noman analyses the complex Asian recovery and future challenges
        within the framework of Responsible Development. This framework contains an agenda for Asia that emphasises the
        simultaneous challenge of building sustainable democracies, a viable environment and an equitable economy.
        Covering the many related issues that pose a threat to Asian economic stability – climate change, religious
        fascism, inequality and hunger – this book will have particular relevance in the areas of development studies,
        economics, international politics and Asian studies.
      


      
        Omar Noman is Head of the United Nations Development Programme Regional Center in Sri Lanka and was
        previously the Deputy Director of the Human Development Report Office (HDRO). Prior to working at the HDRO,
        where some key ideas for this book were developed, he taught at Oxford University, UK. With a mix of analytical
        skills and pragmatic policy experience gained in nearly 100 countries, he has written books on economics,
        political change and the environment.
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    Part I
    

    Prosperity and discontent

  


  
    1
    

    Freedom and responsibility


    
      The global meltdown of 2008 and the 1997 Asian financial crisis: a decade of
      progress and instability


      
        The world’s political and economic system broke down in the first decade of the twenty-first century. The
        equilibrium of the global political system was scuttled in 2003. An illegal
        war1 was launched against a
        country that had not committed an act of aggression.2 Some members of the Security Council had sought endorsement for the invasion
        of Iraq. The Council’s refusal to validate the appeal undermined the war’s legitimacy. The breach of
        international law sent a chilling message to the weak. The fear of arbitrary punitive action made nations
        nervous and resentful. As a consequence, countries entrusted with global leadership lost their moral authority.
        The evidence for war was at best flimsy or, as much of the world believed, concocted as an excuse to attack.
        The absence of the ostensible rationale for the war – weapons of mass destruction – bred cynicism and
        undermined the ethical standards of the international political system.
      


      
        Five years later, trust in the international economic system was scarred in the
        space of a few torrid days. Business cycle fluctuations are part of the architecture of market economies.
        Minimising such volatility has been one of the central objectives of macroeconomic policy for over a century.
        The scale of the 2008 global recession was however qualitatively different from any previous downturn in
        economic activity. The Great Recession of 2008 was the first universal recession. The Great Depression affected
        2 per cent of the world’s population. Nearly 80 per cent of countries were adversely affected by the shock of
        2008. The turbulence destroyed faith in the leading institutions of global capital. Anger at the
        irresponsibility and greed of corporations will subside. The betrayal of trust is a deeper wound to heal.
      


      
        The ultimate irony of the 2008 collapse is that the world forgot the lessons that Asian countries had learnt
        from the 1997 crisis. Asia had been forced to absorb the value of prudence and the necessity of people to have
        faith in the economic institutions that governed their lives.
      


      
        While Asia’s economic recovery from 1997 is a stirring story, the decade since has generated other forms of
        capricious instability. Mercurial volatility has been triggered by a combustible combination
        of social and political forces. Yet the rhetoric is gladiatorial, the achievements stunning and the promise is
        even more exciting. Claims of the twenty-first being Asia’s century, Asia’s immensities3 and how the ancient civilisations of
        Asia are shaping the modern world fill the popular imagination. Such images lubricate Asian ambitions, build
        self-confidence and have revived faith in the region’s intellectual capital. Thus in a surprisingly short
        period, Asia has recovered from the scars of colonialism. Indeed, Asia’s key achievements have been to embrace
        breathtaking advances in knowledge, particularly science and technology, that have shaped modern Europe and
        North America.
      


      
        Asia’s military power is transforming global strategic relations. China spends $125 billion annually on
        defence, which is more than all the western European countries, and the only country on the same radar screen
        as the US, which spends over $450 billion. China has surpassed Russia’s spending immediately after the end of
        the Cold War. India is the other emerging global military player, with a range of nuclear and conventional
        capacities. The two other Asian nuclear powers, Pakistan and North Korea, are amongst the most volatile of
        Asian countries. They provide a sharp reminder of the deep insecurities embedded in nuclear missiles.
      


      
        Being confident about Asia does not contradict a deep concern about a number of issues that plague a diverse
        continent. Some countries are racked by violence, others suffer from institutional disintegration. Many are
        regressing politically and economically – the rhetoric of Asian transformation need not put a veil on its
        misfortunes.
      


      
        The 2001 attacks on two American cities were, as is common knowledge, planned in Afghanistan. Globalised
        non-state actors, led by fighters from the Middle East, were responsible for an unimaginable terrorist action
        on the most powerful country in the world. India and Pakistan exploded nuclear devices in 1998. North Korea
        sent a missile across Japan and continued its nuclear programme quite visibly in 2009. A violent rupture of
        Indonesia created the first new country of the twenty-first century, Timor Leste.
      


      
        Civil wars raged in Sri Lanka, and local conflicts intensified in Thailand, the Philippines and Nepal. Pakistan
        came apart at the seams. In three countries, the military came back to power, replacing elected governments. In
        one country, a military junta refused to move towards a democracy. Further, terrorist militancy devastated
        several countries. The increase in the number of major cyclones, hurricanes, floods and earthquakes seemed to
        suggest evidence of global warming and resultant climatic changes. As far as women’s empowerment is concerned,
        Asia has the lowest rate of political participation in the world,4 except for the ultra-conservative Middle East region.5 This lack of progress is all the more
        remarkable given the lead Asia has given in the election of female heads of states. Further, in the economic
        arena, women have lower rates of land ownership than in Africa.6
      


      
        These instabilities, tensions and conflicts have dominated the coverage of Asia over the past decade. Yet these
        adversities have not detracted from an image of a continent poised to dominate the
        twenty-first century. Why? This book argues that several reasons exist on how, a decade after the 1997 crash,
        Asia is still perceived as the most exuberant region in the world. Perhaps the most significant reason for this
        optimism is the modernisation of the two monumental ancient civilisations. Their contribution to architecture,
        arts, language, ideas, religions and other facets of culture have been a significant feature of human
        evolution.
      


      
        Central actors in history, China and India have been marginal to modern global development. The dynamism
        displayed by these two countries, allied to impressive achievements of nations such as Malaysia, South Korea,
        Indonesia, Japan and Vietnam, reinforce a perception of a new world emerging from the East.
      


      
        Countries that contain approximately 3 billion people are generally displaying vitality and an impressive
        advance in material prosperity. Perhaps even more inspiring than material achievements has been the expansion
        of political freedoms. For the first time in history, the majority of Asian countries have become democratic.
      


      
        This spectacular advance in democracy brought an end to the debate about Asian values justifying authoritarian
        paternalistic rule. Even in the absence of multi-party rule, there has been visible expansion in social
        freedoms. The two major communist states of Asia, China and Vietnam, enjoy some social freedoms that do not
        exist in more politically open societies. In the recent past they were closed societies, and, in certain
        periods, resembled North Korea. Now the freedom to travel, engage with the world and acquire information is
        restructuring these societies. Despite continuing restrictions on political and civil liberties, there has been
        significant progress. The expansion of freedoms has been more cautious than many would have hoped for, yet
        anyone visiting China would barely recognise the country that took pride in aggressive demonstration of a red
        book that promised the inevitable end of capitalism. The absence of democracy is not suffocating all
        expressions of personal freedoms.
      


      
        Indeed, there is a compelling case for the argument that modernisation has become so deeply entrenched that a
        radical liberalisation of the political systems is likely, if not inevitable. Beneath China’s monolithic
        institutions, the strident pace of urbanisation and engagement with the world is creating a social constituency
        for liberalisation to extend beyond the confines of the economy.7
      


      
        The Great Recession of the twenty-first century provides an opportunity to exert mass demands for change. These
        voices may be embedded in economic tragedy but, as the 1997 crisis demonstrated, a shock to expectations of
        prosperity can snowball against one-party government. While China is not part of the Asian domino of democracy,
        the monopoly of power cannot be taken for granted.
      


      
        The majority of Muslims in the world live under democracy. This is due to developments in Asia over the last
        decade. The largest Muslim country, Indonesia, made a transition to democracy after the 1997 crisis.
        Bangladesh, India and Pakistan are the next three in terms of population of Muslims. In 2009
        all three were under multi-party rule, although the quality of democracy differed significantly.
      


      
        Asians are living through a period of transformation, not incremental change. For most Asians the experience is
        similar to that of Europeans living through the massive changes of the nineteenth century. The changes are not
        incremental; the scale is transformational. The reconstruction of Asia is not restricted to the vast boundaries
        of the continent. The collective seismic shift of Asia has begun a process of a major restructuring of the
        global economy and politics. Annual meetings of the African Development Bank are held in Shanghai. Asian
        multinationals are emerging in steel, agriculture, cars and services.
      


      
        There has been no war in Asia for over a quarter of a century. No two Asian nations have been at war against
        each other during this period. This has been a remarkable turnaround for peace after the turbulent decades of
        the 1940s–1960s, during which virtually every Asian nation was involved in an international conflict. Korea,
        India, Cambodia, Pakistan, China, Bangladesh, Japan and Vietnam are amongst those engaged in international
        wars.
      


      
        Vietnam is a spectacular model of stirring recovery of a war-ravaged country. A nation that was carpet-bombed
        and devastated by years of conflict has reunited politically and dramatically raised living standards. Such is
        the depth of confidence within Vietnam that the country has introduced crops such as coffee, which are
        competing with traditional global producers such as Brazil. Vietnam, along with Thailand, is demonstrating the
        viability of prosperity through agriculture. Both countries have invested in science and technology for
        agriculture, raising productivity in a manner achieved by Malaysia. They are emerging as significant
        contributors to global agricultural markets, at a time when many Asian countries have neglected agriculture.
      

    


    
      Five dimensions of post-1997 progress


      
        While some countries were stuck in civil wars, conflict and poverty, Asia was in a buoyant mood when market
        institutions collapsed in the West. Unlike 1997, the causes were outside the region, although the effects on
        employment, poverty and confidence rippled across Asia. While the effects of the 2008 contraction are severe,
        there are indications that most countries will be able to revive the process of expanding incomes and freedoms,
        especially in light of an aggregate injection of nearly $6 trillion to rescue a global economy, in which Asia
        thrives.
      


      
        Forecasts have the potential of ridicule when events go contrary to the direction predicted. Nonetheless,
        reasonable optimism about Asia’s future is based on five commendable features of the decade between the 1997
        crisis and the 2008 Great Recession.
      


      
        First, wealth did not require dictatorship. The notion that incomes can only grow
        rapidly under authoritarian rule was common across Asia. The rapid growth performance of
        military-controlled Pakistan against the slow-growing democracy of India was the kind of comparison used to
        justify authoritarian rule. Allied to such perceptions was the view that ‘Asian values’ militated against
        democratic governance, and were more partial to acceptance of orderly authoritarian rule. During the past
        decade, democratic countries as well as those that made the transition to democratic rule achieved high growth.
        India grew considerably faster in per capita terms than Pakistan. Indonesia managed to recover from the
        economic crisis and sustain growth under democratic rule.
      


      
        Second, Communist countries did not crumble in the manner of the Soviet Union.
        Indeed, the Asian command economies learned from that experience and rapidly restructured their economies.
        Countries such as Vietnam and China liberalised their economies extensively. Market incentives replaced command
        structures. Private property rights and accumulation of personal income created market economies, with the
        state withdrawing from large sectors of the economy. Major economic liberalisation was accompanied by limited
        political reform.
      


      
        Third, Asia retained its embrace of globalisation, rather than retreat after the
        crash of 1997, which had been induced by the external sector. Much of Asia has continued to view accelerating
        globalisation as an opportunity rather than a threat. Asia achieved its highest per capita growth rate in
        history in the decade since the financial crisis. In previous decades growth was concentrated more in smaller
        territories, such as Taiwan, Hong Kong and Singapore.
      


      
        This outward orientation was driven largely by China, India and Vietnam. As mentioned earlier, some countries,
        including Thailand, have become major exporters of agricultural commodities. Many, such as Bangladesh, Cambodia
        and Sri Lanka, attracted foreign investment in textiles. China became a manufacturing powerhouse for the world
        economy. More than half of India’s GDP, however, was generated from services. Indian professionals were
        integrated into the world economy through the provision of a wide range of IT-related services.
      


      
        Part of embracing globalisation has been the quest for science and technology. The successful Asian countries
        have invested sensibly on the skills needed for a fundamental change in human capacities. This emphasis is
        reflected in several outcomes. In systematic time-series surveys on maths and science scores, Asian students
        have been top of the league, ahead of the US and western European nations. The latest results, released in
        2008, confirmed the lead.8
        India’s success in IT is the outcome of decades of domestic investment in higher education, with a heavy slant
        on technology and management, particularly under Nehru’s leadership.9 Malaysia’s investments in palm oil research enabled its success in
        global markets, as did subsequent technology-driven support that enabled the country to move into
        semiconductors and electronic production. Countries such as Korea continue to innovate and move production and
        services up the value chain. Some countries have developed space programmes, invested in
        biotechnology and other areas of fast-evolving applied knowledge in the decade since 1997.
      


      
        Fourth, the environment entered the political agenda. Environmental management
        continued to compete with other pressing demands for policy attention. Nonetheless, it moved up the ladder of
        concerns as the damage became more visible. Acute levels of pollution in the choking mega cities led to popular
        pressure for environmental management. Several cities, such as Bangkok, enacted significant measures to reduce
        pollution. The environmental agenda also acquired greater salience due to international factors. The evidence
        on global warming and climate change became more conclusive. So did the real-isation that while prosperity
        elsewhere had created the problem, the future course would be determined largely by Asia. The arithmetic is
        against Asia, simply because of its share in global population and the material needs of 3 billion people.
        Prosperity cannot be denied but its price has to be lowered. International aid agencies have contributed to
        increased policy attention to the environment, partially through various funding mechanisms to encourage
        investments that would benefit the global environment.
      


      
        Finally, policy pragmatism rather than ideology has been sustained in the period
        since 1997. It is well known that most Asian countries pursued ‘market shaping’ policies.10 The ideology of the ‘dictatorship
        of the market’ was largely avoided and a more nuanced view of capitalist development was pursued. A strong
        faith in markets, trade and technology was accompanied by substantial responsibilities for government. The
        nature of the government’s responsibility changed, from an earlier emphasis on ‘getting prices
        wrong’11 to one,
        post-1997, of improving corporate governance, building foreign exchange reserves and enhancing the regulatory
        framework for efficient market operation. Other measures, such as caution on full capital account
        liberalisation, have provided a modicum of protection against the instabilities of globalisation.
      


      
        The five factors mentioned above are the positive ingredients in Asian development over the past decade. The
        expansion of economic and political freedoms was, however, accompanied by a number of pernicious trends. The
        western extremities of Asia became a sinister threat to the world and to the region. Sri Lanka, the origin of
        suicide bombers in modern warfare, remained embroiled in a civil war that has lasted as long as Afghanistan’s.
        In the eastern extremities of the continent, North Korea remained the only Stalinist regime in the world. Its
        coercive apparatus, married to a volatile and dangerous nuclear weapons programme, has made the country a
        constant source of international and regional concern. The junta in Myanmar refused to accept regime change.
        Many new democracies, such as Thailand and Bangladesh, remained fragile and subject to reversals.
      


      
        Embracing globalisation has fashioned a volatile umbilical cord with the fortunes and sorrows of the world.
        There are no Asian solutions and there are no global remedies without Asia. Developments in the continent
        influence western Europe and North America. Asia is no longer at the periphery of modern
        development. Similarly, the world economy is no longer driven exclusively by a small club of countries. The
        contours of the necessary global partnership between Asia and the world are fleshed out in the final chapter.
      


      
        The next section provides a framework for expanding freedoms and respecting the environment. These objectives
        necessitate myriad international, regional and national actions towards universal goals.
      

    


    
      Beyond human development


      
        As a concept, ‘responsible development’ entails an expansion of human freedom and requires responsibility for
        managing the environment. This dual feature – of freedom and responsibility – is its defining characteristic.
        What constitutes ‘development’ is not an easy question to answer. To a large extent it is determined by moral
        values and ethical judgements. These are then translated into narrower goals.
      


      
        In its modern, post-colonial phase, development was typically associated with economic and social progress. The
        objectives of policy, the measure of development and the allocation of aid resources were targeted at raising
        the socioeconomic living standards of poor people. Hence the focus was primarily on economic growth, improved
        health and education.
      


      
        The expansion of political and civil freedoms was not viewed as a development objective. That was politics, not
        development. There was enough empirical evidence to suggest that the two were not related. Indeed, frequently
        they were inversely correlated, with authoritarian regimes producing strong development results, as was
        famously the case for much of central and eastern Asia. However, the link was not so simple – most dictators
        not only denied civil freedoms but also failed to deliver on economic development.
      


      
        The distinction between development and politics was reflected in the structure of international organisations,
        such as the World Bank, the International Monetary Fund (IMF) and the UN development agencies, which were not
        allowed to deal with politics. In the case of the UN, which was deeply involved in
        the exercise of power, this side of business was taken care of by the UN secretariat in New York, and not by
        the UN Development Programme (UNDP), UN Children’s Fund (UNICEF), the World Health Organization (WHO), the UN
        Population Fund (UNFPA), the International Labour Organization (ILO) and others, all of whom dealt with
        different12 dimensions of
        socioeconomic progress.
      


      
        The dichotomy between politics and economics in the development world was also necessitated by the realities of
        the Cold War. As long as the world was split along the ideological lines of the Cold War, there could be no
        reasonable debate on the type of political system that was considered superior for delivering development or
        the value that was to be placed on civil and political rights. Countries in the Soviet bloc typically argued
        that political and civil freedoms were meaningless without a ‘full stomach’, and what the poor needed was not
        voice but basic needs.13
      


      
        The disintegration of the Soviet Union, and, particularly, the global disillusionment with
        its record on civil liberties, transformed the debate on development. The objectives of development were no
        longer narrowly viewed as exclusively socioeconomic. At this juncture, the work of philosopher– economist and
        Nobel Laureate, Amartya Sen, acquired greater traction. Sen’s work, rooted in capabilities and
        functionings,14 had
        extended development objectives to cover the range of political, civil and economic rights. Economists used to
        development as poverty reduction had to adjust to ‘development as freedom’,15 a major change in ethos and objectives.
      


      
        This shift also enabled international development agencies to expand their work into previously taboo areas,
        under the rubric of governance.16
      


      
        The adjustment in paradigm was given a major boost by a global annual report that captured the broadening of
        the range of development concerns. The UNDP, under the leadership, ironically, of a wealthy
        entrepreneur,17 launched
        the Human Development Report (HDR) in 1990. The initiative was led by a galaxy of left of centre academics,
        ranging from Professors Paul Streeten, Frances Stewart and Keith Griffin, Lord Meghnad Desai and Sir Richard
        Jolly. This group of eminent economists was marshalled by a former finance minister of Pakistan,
        Mahbub-ul-Haq,18 into a
        formidable intellectual force. This group has had an influential impact on development thinking.
      


      
        Until the HDR, it was unimaginable for a development agency to publish global analysis of freedoms, human
        rights, corruption and a host of governance issues, while, at the same time, giving due attention to issues of
        poverty reduction, income and wealth distribution. By merging its interest on equitable socioeconomic
        development with expansion of political and civil liberties, the HDR, in many critical ways, became a pioneer
        and broke the intellectual grip of narrow-minded development.
      


      
        The HDR, however, ran into significant conceptual difficulties. The first related to the development of the
        Human Development Index (HDI). The HDI was an index of development achievements that was wider than income
        growth alone. It also captured expansion in health and education. A major aim of the HDI was to draw attention
        to progress that was wider than income growth. The HDI also proved to be a publicity coup. Dr Haq had pushed
        hard for an index that ranked countries across three socioeconomic dimensions of its citizens – longer lives,
        better education and higher living standards. The HDI was a huge media success – it ranked all the countries of
        the world, drawing much national and media interest, as well as serious discussion on the policies needed for
        more equitable development.
      


      
        The short-term publicity gain for the HDI was, however, damaging to the larger conceptual foundations of the
        report. Movements in the HDI, especially in the short term, are almost entirely determined by the growth rate
        of income. Even though increments in income are less valued at higher levels of income in the computation of
        the HDI, the reliance on income undermined the wider concept of human development. Life expectancy and literacy
        rates change slowly. Indeed, 80 per cent of the variation in rankings over the past decade
        is due to rates of income growth.19
      


      
        Such was the source of discontent with the HDI that when the Arab States bureau undertook its first Arab Human
        Development Report (AHDR) in 2002, it deliberately chose to ignore the HDI, because income played such a key
        role in its calculation. Arguing that some of the most backward countries in the Arab world were leaders in the
        HDI, it noted that large parts of the Middle East are ‘rich but not developed’.20 The 2002 AHDR represented a return to the
        origins of the global HDRs that emphasised the expansion of human freedoms as critical objectives of
        development.
      


      
        In the meantime the global annual report was stuck with the dilemma of annual publicity, although rapidly
        diminishing, for an index that undermined the conceptual foundations for development as freedom.21 Another shortcoming in the human
        development concept, and its application in HDRs, was the neglect of the environment. Its path-breaking focus
        has been the integration of both political and economic goals as constitutive of development. It has, however,
        tended to ignore responsibility for the environment.
      


      
        By and large, the HDRs have been silent on the environment, and for good reason22 – the framework does not place adequate
        attention on the husbandry of natural resources, even as environmental concerns acquire prominence and urgency.
        On the other hand, human responsibility for the environment is a key concern of responsible development, in
        addition to the expansion of freedoms.
      


      
        Responsibility for the environment may or may not lead to an expansion in human development. Yet there is a
        responsibility for societies to collectively manage the national, regional and global environment. Indeed,
        spending on the ‘brown’ environmental issues, such as water and sanitation, is woefully inadequate.23 This form of public spending has a
        direct connection to several aspects of human development, affecting life expectancy, literacy and patterns of
        morbidity. Human well-being is also affected by levels of pollution from different sources – ranging from
        vehicular pollution affecting brain development in children24 to cancer due to ozone depletion.
      


      
        Human responsibility for the environment, however, goes beyond issues that adversely affect human welfare.
        There are reversals to natural resources caused by the pursuit of material human freedoms. The causes of this
        neglect are diverse and include lack of property rights, inability to price environmental services, political
        influence of powerful economic corporations and, until recently, lack of scientific evidence on linkages
        between human activity and climate change.
      


      
        Over the past two decades, the scientific community has played an invaluable role, as it did in the largely
        successful campaign against smoking, in providing the evidence. No one can deny the scale of global warming and
        other environmental implications due to the rapid escalation of economic activity since the Industrial
        Revolution. However, the debate on the scale of the damage due to climate change is still hotly contested.
      


      
        The problem of intergenerational equity is well recognised.25 In their pursuit of individual freedoms,
        societies can restrict opportunities for future generations. There is a wide range of such deprivations,
        ranging from detrimental health effects resulting from ozone depletion and climate change, and the irreversible
        loss of natural resources. Much of this argument on intergenerational equity rests on moral values. If
        environmental resources, and the services they provide, are an increasingly important component of what people
        value, societies must take the collective responsibility for managing the environment.
      


      
        Responsible development thus represents an evolution in development concerns. Initially there was an exclusive
        focus on growth and its socioeconomic benefits. The human development paradigm then integrated political and
        socioeconomic concerns, thereby combining economic rights with civil rights as legitimate objectives of
        development, irrespective of the level of incomes.
      


      
        The intellectual ferment on development goals led to the emergence of sustainable development – a framework
        that was associated closely with a major international conference in Rio de Janeiro in 1992, popularly referred
        to as the Earth Summit.26
        The term ‘sustainable development’ was first used in the World Conservation Strategy (1980), a report that
        dealt mainly with natural resource conservation and preservation.27 However, sustainable development as a development framework was always
        treated with some scepticism by most development theorists and practitioners.
      


      
        This wariness arose from a perception that sustainable development was anti-growth and, if taken too seriously
        by policymakers in developing countries, would cause considerable hardship to the poor in terms of lost
        employment opportunities and worsening of poverty. Sustainable development was not viewed as a development
        framework that gave much attention to civil and political liberties. Far less comprehensive than human
        development, and viewed as a somewhat narrow-minded environmental lobby against development, sustainable
        development as an overarching framework has never had much appeal outside of environmental groups.
      


      
        There are two reasons why the notion of responsible development has an appeal beyond sustainable and human
        development. It is based on the principle that expansion of freedoms and human responsibility over the
        environment are simultaneous objectives of development. By not excluding the legitimacy of either, responsible
        development captures the need to come to terms with a complex set of challenges unparalleled in human history.
        At the national level, governments, the private sector and civil society have to have a collective response,
        even though each component may have divergent priorities and interests.
      


      
        The twenty-first is the first century in human history where rights and responsibilities across such a wide
        range of development needs are recognised. Until the latter part of the twentieth century, governments were not
        concerned with expanding the civil and political rights of the poor. The poor were
        typically servants and workers to elites who controlled the state. Similarly, women were not granted equality
        before the law. Social practice ‘legitimised’ and reinforced their inferior status.
      


      
        Some of the subsequent advance in women’s role in society was due to scientific progress, particularly by the
        introduction of machines that have dramatically reduced the importance of physical force in society. Similarly,
        developments in medical research enabled women to have control over their reproductive health. Allied to social
        and political institutions, the women’s movement is arguably the most significant structural change sweeping
        through the organisation of human society. The expansion of such freedoms, and the choices that they enable,
        are part of the foundations of responsible development.
      


      
        The policy implications of ever-expanding frameworks of development objectives need to be assessed. In many
        cases, there are no trade-offs. For example, advancing freedoms for women do not clash with poverty reduction
        imperatives. Indeed they are complementary. There are however cases, inevitably, where there may be trade-offs.
        What can governments do when faced with a plethora of claims for freedom, prosperity and environmental
        management? Some issues have no financial implications but entail political cost. A brisk extension of civil
        liberties can be resisted by fear of a systemic breakdown in political structures. While finance is not the
        constraint to freedom, many objectives require resources. High levels of savings and investment, and their
        productivity, help determine economic growth. Government spending on infrastructure, education and health can
        both help accelerate growth as well as equity. Government spending can also advance human security through
        safety nets.
      


      
        In general, governments have increased resources available to play this role, by leaving the production of most
        goods and services to the market. Policy-makers are reliant on revenues generated by growth to undertake their
        commitments. However, as the recent global recession has underscored, free and unregulated markets cause havoc
        and ruin lives, remove faith in major institutions, and the private sector subsequently requires massive
        taxpayer dole-outs. This form of market behaviour is both immoral and irresponsible. The efficiency of markets
        has to be allied to responsibility, amongst private actors and governments, to ensure that the economic system
        functions reasonably smoothly. Responsible markets require dynamism and efficiency but also ethical behaviour,
        and incentives for creating wealth within some norms of morality. A parasitic financial sector, which provides
        incomes far in excess of any worth to the economy or society, is dishonest. A more responsible capitalism is
        needed, not one which allows million-dollar bonuses for firms that have failed and are being bailed out by the
        government. Taxpayers’ resources have bailed out major firms, which were frequently derogatory about any
        interference by government in ‘free markets’. Such views justify irresponsible behaviour by markets and create
        moral hazard for companies that fail but seek bailouts in the security that their failure will not lead to the
        type of sanction that is deserved. Global capitalism has to be based on responsible markets
        that create wealth and not capriciously destroy institutions, trust and belief.
      


      
        Public policy and the partnerships with the private sector and civil society determine development outcomes. It
        is in the area of the environment that the coalition is the weakest. On specific ventures, institutional
        alliances may work for the collective good. Yet there are always cases where there is a clash of interest and
        divergence in objectives. As in many other interventions, there is no easy reconciliation. The role of
        responsible development is to expand the frame of obligations. The set of objectives covers a wide canvass.
        Freedoms and prosperity are conceptually well recognised, though imperfect in implementation.
      


      
        The domain that human development conceptually ignores is that of the environment. Within the ambit of
        responsible development, obligations for the environment have equal value. Meeting obligations, however, is
        resource-constrained. Nonetheless, acceptance of the principle for accountability for the environment shifts
        the framework of development discourse. Responsible development captures these multiple dimensions.
      


      
        For some objectives there is no single duty-bearer. Giving a person a job is largely in the hands of the
        private sector, with government support on incentives to hire labour. The right to food is implemented only in
        the case of starvation but not for hunger. Societies and the international community typically intervene
        against starvation, invoking implicitly the right to a bare minimum of food. But hunger can be sustained
        because of government neglect, social indifference or lack of resources.
      


      
        For the environment, it is difficult to establish rights, obligations and duty-bearers. By definition human
        rights and human development do not cover protection of nature. The obligation for the environment may not be
        rights based but it is a responsibility that the state cannot shirk. Neglect will have detrimental consequences
        for the rest of the world and for the country itself. Failure to act is a failure of responsibility over the
        territory that the state commands; the stewardship of natural resources is part of that obligation.
      


      
        Thus the pursuit of responsible development makes explicit the choices countries face and the deficits that are
        most prominent. The priorities and possibilities may differ. In China, which has an exceptional record in
        poverty reduction, a key imbalance is with regard to political freedoms. Such continuing imbalances can have
        severe consequences and have contributed, in the case of the Soviet Union, to a breakdown of the political
        system. Similar challenges lie ahead for Vietnam and Laos. Mongolia was the first Asian planned economy to make
        the political transition to democracy after the fall of the Soviet Union. Cambodia, after a torrid recent
        history of genocide, has also made notable progress towards a more liberal political system.
      


      
        The second appeal of responsible development is its universality. All societies in the world, rich or poor,
        have some imbalance to tackle. Most of the richer societies are less resource-constrained
        for investing in the environment. They are also contributing to collective obligation for the environment by
        transferring financial resources to countries beyond their borders.
      


      
        Responsible development provides a framework for acknowledging and advancing three dimensions of progress. The
        concept recognises simultaneous obligations for building sustainable democracies, a healthy environment and a
        just economy.
      


      
        In sum, much of Asia adjusted remarkably well after the financial crisis. Economic prudence, corporate
        governance reform and continued embrace of globalisation sustained vibrant but cautious economies. Some of
        these achievements were temporarily undermined by the 2008 recession. Recovery from such setbacks concentrates
        focus on immediate issues. At the same time, the exponential rise in global environmental stress imposes
        increased responsibility for natural resource management.
      


      
        The chapters that follow take stock of the progress made during the first decade of the twenty-first century
        and the accumulation of new problems that demand the attention of overstretched governments.
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    The Asian boom on the eve of the Great Recession


    
      Asian prosperity beyond the Tigers


      
        The Tigers are yesterday’s story. Admiration of their miraculous economic achievements has made them ‘models’
        for development policy.1
        However, the total population of the territories that constituted the four Asian Tigers2 was 69 million, less than 1 per cent
        of the continent’s population. The real test was the spread of the periphery of prosperity into the core of
        poverty. Asian countries with large domestic markets, and huge populations, have been the main drivers of
        regional growth. No longer is Asian success confined to little islands of prosperity.
      


      
        Over the past decade, countries containing half of the world’s population have grown by nearly 10 per cent per
        year. In 2007, precisely a decade after the crisis, China grew by 14 per cent and India by 9 per cent. Two of
        the three largest economies of the world are now in Asia. China has a nominal GNP of $3.5 trillion, while the
        size of Japan’s economy is $4.5 trillion.3 The US annual national income is $14 trillion. The per capita difference is
        of course enormous. Chinese per capita income is $5,300, which gives it a rank of 105 in the league of
        nations.4
      


      
        In the decade since 1997, Asian countries have adopted a responsible approach towards globalisation. Struck by
        the storm of 1997 and its domino effect, many governments have built buffers against shocks. One form of
        caution is to keep high foreign exchange reserves, which enabled many countries to withstand the double blow of
        the oil and food price increases of early 2008. Another form, mentioned earlier, was to restrict the free flow
        of capital movements. Many Asian countries have avoided premature liberalisation of the capital account,
        curbing the rapid inflow and outflow of ‘hot’ money.
      


      
        This conservative approach was rewarded in 2009, when relatively protected financial sectors were shielded from
        global volatility. Thus, in general, Asian countries were, unlike 1997, on solid macroeconomic turf. Several
        had balance of payments surpluses, while budget deficits were modest, contributing to low levels of inflation.
      


      
        The reforms in corporate governance and prudential management laid the structural base for
        sustained rapid growth. Asia remained outward oriented but it was stronger internally, when the Great Recession
        paralysed the global economy.
      


      
        While the recession lowered the pace of development, Asia still maintained the highest growth rates in the
        world, with major economies like China still managing a respectable per capita growth rate of 7 per cent.
        Unlike 1997, the recession did not destroy faith in Asian institutions, since the shock was external.
      


      
        Nonetheless, the devastation of global contraction was felt across Asia. In one week alone China lost 20
        million jobs, the size of Sri Lanka’s population. Sri Lanka suffered from the drop in prices of primary
        products, such as rubber and tea. The flow of remittances, on which the Sri Lankan economy is so dependent, was
        also reduced. The Sri Lankan example is illustrative of the multiple strains accompanying the global downturn.
        Sri Lanka, Pakistan and Indonesia turned to the IMF for assistance.
      


      
        To protect the poorest from the effects of the downturn, many countries have expanded social insurance, such as
        employment guarantee schemes in India,5 conditional cash transfers in Indonesia and consumption subsidies in
        Thailand.
      


      
        Despite the gravity of the reversals, the most serious issues confronting Asia are not macro-stability and
        cyclical management of the economy. While some countries are starved of economic growth, most will regain their
        economic momentum.
      


      
        Asia’s tragedies lie elsewhere. The number of hungry people in the continent is almost as large as the whole
        population of Africa.6
        Despite high growth, neither India nor Pakistan has reduced hunger.7 Further, the Asian consensus on relatively egalitarian capitalism has
        broken down. Over the past decade, there has been an inflammatory increase in inequality. If the current pace
        of inequality continues, nascent democracies will be under social stress. Prosperity has its rewards but also
        its headaches. Growth’s most painful effects can be on the environment. The shift from an exploitative and
        extractive approach to a more responsible appreciation of environmental assets is a significant challenge.
      


      
        Each of the three major concerns – hunger, inequality and environment – is dealt with in subsequent chapters.
        These chapters should, however, be seen in the context of Asia’s impressive achievements, which are detailed
        below.
      

    


    
      The 1997–2007 boom


      
        As Figure 2.1 illustrates, south and east Asia were in
        the midst of an economic boom, averaging nearly 10 per cent annually in eastern Asia and approximately 8 per
        cent in southern Asia. The growth rate of the Pacific Island states of Asia was far below the mainland, with an
        average of 4 per cent annually in the three years preceding the crisis. While the global recession has had an
        obvious adverse effect on Asia, the slump in growth is likely  to be short lived. The
        revival will be helped by the first multi-continental stimulus. Led by the countries where the crisis
        originated, Asian countries such as Japan, Thailand, Indonesia, Malaysia, Singapore, India, Vietnam, the
        Philippines and China all engaged in a collective fiscal and monetary stimulus. The scale of the stimulus is
        likely to revive Asian economies within a year or so, an issue explored in the final chapter. Recent memories
        of failed stimulus packages in Asia have helped design the global package.
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          Figure 2.1
          Sub-regional GDP growth rate (% per annum).
          

        


        
          Source: Asian Development Outlook 2007, Asian Development Bank (2007b)
        

      


      
        Japan stagnated for much of the 1990s and successive bouts of easy money and infrastructure spending did little
        for a sustained revival of the economy. Part of the reason was a failure to reform the financial system. Japan,
        a wealthy country surrounded by new dynamic aspirants for prosperity, has suffered a relative decline. The lack
        of vitality due to severe restrictions in import of labour has also contributed to Japan’s prosperous
        stagnation.
      

    


    
      Exogenous shock I


      
        The revival of growth since 1997 is illustrated in Figure 2.1. This
        rising prosperity was undermined by two exogenous shocks. The first was the increase in food and fuel prices at
        the beginning of 2008. The price of crude oil rose by 500 per cent since 2002 (see Figure 2.2). Similarly, the price of food rose dramatically, as illustrated by
        Figure 2.3, which shows the price of a staple, rice,
        more or less doubling since 2003. Ironically, to a large extent, these price increases were problems of
        prosperity rather than of poverty. The global economic boom had pushed up commodity prices. High demand for oil
        and food accelerated the increase in price.
      


      
        The period of the fuel and food shock lasted for a just few months. The effects of the supply-side shocks, such
        as a drought in Australia and political  fears over oil supplies, eased. The price increase
        in food did not threaten food security across Asia. Some rice exporting countries, such as Thailand, Vietnam
        and Pakistan, benefited. But even these countries were rattled by volatility in food markets. The food security
        of the densely populated countries, such as Indonesia, China and India, was not threatened by the global price
        increase either. They had enough food stocks, and were not excessively dependent on imports of grain. Further,
        good yields in the next harvesting season helped the food market, unnerved by the food price shock. ASEAN
        countries considered proposals to build food grain stocks, which would be used to stabilise prices in times of
        unusually high demand, and, more significantly, during sudden supply-side shocks.
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          Figure 2.2 World
          crude oil price.
          

        


        
          Source: World Crude Oil Prices, Energy Information Administration, Government of
          US
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          Figure 2.3 Global
          rice price indices (1998–2000 = 100).
          

        


        
          Source: World Rice Statistics Database, International Rice Research Institute
        

      


      
        It was a measure of sound macroeconomic management that most Asian economies were not threatened by the two
        price shocks. Virtually all Asian countries had single-digit, low inflation. Even after the
        increases in fuel and food prices, inflation remained modest and was contained within single digits (see Figure 2.4).
      


      
        There was, however, a range of inflation rates, with Malaysia having one of the lowest in 2007. The real
        outlier in the region was Sri Lanka, where inflation was 15 per cent. In the case of Sri Lanka, monetary
        financing of the civil-war-induced budget was the primary cause of inflation. Relatively higher rates of
        inflation were concentrated in south Asia, with Bangladesh, Pakistan and Nepal following on Sri Lanka (see
        Figure 2.5). A worrying feature of this trend is that
        some of the poorest countries in Asia have the highest inflation rates in the region.
      


      
        Further, despite the rise in oil and food import bills, there were no serious consequences in the external
        sector. Higher import bills were reflected in modestly worsening current account deficits in south Asia, while
        east Asia and Pacific Island countries sustained a surplus in the current account balance (see Figure 2.6). There were marginal declines in the surplus.
      


      
        The diverse impact on the current account mirrored the case of inflation. The current account deficit was the
        largest in one of the most vulnerable economies of the region, Pakistan (see Figure 2.7). Sri Lanka and India also faced further reversals. At the other extreme
        were countries such as Malaysia, the Philippines and China, which continue to have large current account
        surpluses (see Figure 2.7).
      


      
        Within south-east Asia, Vietnam showed sign of stress. As Figures 2.6
        and 2.7 show, Vietnam had the highest rate of inflation, as well as
        the worst current account deficit in south-east Asia. This was an indicator of potential macroeconomic
        instability in a fast-paced economy. These macroeconomic imbalances threaten the future course of Vietnam’s
        economy.
      


      
        [image: Image]

        
          Figure 2.4
          Sub-regional annual inflation rate.
          

        


        
          Source: Statistical Yearbook for Asia and the Pacific 2008, UNESCAP
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          Figure 2.5 Inflation
          rate in selected countries.
          

        


        
          Source: World Economic Outlook 2009, IMF
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          Figure 2.6 Current
          account balance (as % of GDP).
          

        


        
          Source: World Economic Outlook 2009, IMF
        

      


      
        One of the major lessons from the 1997 crisis was the need to ensure security in the balance of payments. A
        certain volume of reserves was required to protect countries from debt, import or export shocks, which could
        result in a balance of payments crisis.
      


      
        A number of countries turned to the IMF in 1997 due to the paucity of foreign exchange to cope with the crisis.
        As Tables 2.1, 2.2 and 2.3 demonstrate,
        Asian countries responded to the 1997 shock with measures that  ensured better capacity to
        cope with similar shocks in the future, such as the one experienced in 2008.
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          Figure 2.7 Current
          account balance (as % of GDP) in 12 large countries.
          

        


        
          Source: World Economic Outlook 2009, IMF
        

      


      
        
          Table 2.1 Top ten
          reserve holders
        


        
          
            
              	Rank

              	Country

              	Billion USD (end of month)

              	% in global reserves

              	Change in year 2007
            


            
              	
                

              
            

          

          
            
              	1

              	China

              	$ 1809

              	22

              	43%
            


            
              	2

              	Japan

              	$1004

              	14

              	9%
            


            
              	3

              	Russia

              	$597

              	7

              	59%
            


            
              	4

              	India

              	$297

              	4

              	64%
            


            
              	5

              	Taiwan (China)

              	$291

              	4

              	3%
            


            
              	6

              	South Korea

              	$260

              	4

              	10%
            


            
              	7

              	Brazil

              	$204

              	3

              	106%
            


            
              	8

              	Singapore

              	$176

              	2

              	19%
            


            
              	9

              	Hong Kong (China)

              	$160

              	2

              	15%
            


            
              	10

              	Germany

              	$144

              	2

              	20%
            

          
        


        
          
            December 2007 China and 2008 in other countries
          


          
            Source: World Economic Outlook, IMF
          

        

      


      
        Table 2.1 reflects the concerted effort put into building
        international reserves. Seven out of the top ten foreign exchange reserve holders in the world are from Asia. The region now holds approximately 50 per cent of the world’s reserves. Just
        two Asian countries, Japan and China, hold a third of the world’s foreign exchange reserves.
      


      
        The ratio of international reserves to short-term debt is an important indicator of vulnerability to
        international shocks. Extremely low levels of reserves in relation to short-term debt caused havoc in 1997. As
        short-term debt payments escalated, countries did not have the reserves needed to service the loans, leading to
        a financial crash and loss of faith in institutions. As a rule of thumb, countries are reasonably well placed
        if the foreign exchange reserves are equal to short-term debt. As Table
        2.2 indicates, this ratio was 2 or higher in the key Asian countries, suggesting that macroeconomic
        management since 1997 had been cautionary and sound.
      


      
        Another important measure of external sector stability is the number of resources the country has to finance
        its imports. Again in 1997, the reserves available for imports were precariously low in several countries. A
        decade later, as Table 2.3 shows, the ratio of foreign exchange
        reserves to months of imports ranged between 10 and 13. The ratio that is considered safe is three to four
        months. Even the vulnerable Pacific Island countries had a ratio of five months’ imports.
      


      
        Indicators of macro-stability were complemented by measurable data on the more efficient use of resources. As
        Figure 2.8 shows, Asia has led the world in
        productivity increases. Not surprisingly, east Asia achieved the most rapid progress, averaging an annual
        growth in labour productivity of nearly 6 per cent. South and south-east Asia experienced labour productivity
        growth that was twice or three times that of the world average (see Figure
        2.8).
      


      
        
          Table 2.2 Ratio of
          international reserves to short-term debt
        


        
          
            
              	Country

              	2000

              	2006
            


            
              	
                

              
            

          

          
            
              	China

              	8

              	13
            


            
              	Korea

              	2

              	5
            


            
              	India, Indonesia, Malaysia, the Philippines, Singapore, Thailand, Hong Kong

              	2

              	2
            

          
        


        
          Source: World Economic Outlook, IMF
        

      


      
        
          Table 2.3 Ratio of
          international reserves to imports (months)
        


        
          
            
              	

              	1996

              	2001

              	2006
            


            
              	
                

              
            

          

          
            
              	South Asia

              	5

              	9

              	10
            


            
              	East Asia

              	8

              	10

              	13
            


            
              	Pacific

              	5

              	5

              	5
            

          
        


        
          
            Note: Regional averages are GDP weighted
          


          
            Source: World Economic Outlook, IMF
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          Figure 2.8 Annual
          labour productivity growth rate during 1993–2003.
          

        


        
          Source: World Employment Report 2004–2005, ILO
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          Figure 2.9 Energy
          efficiency of production.
          

        


        
          Source: Earth Trend 2007, World Resources Institute
        

      


      
        Another useful indicator of better use of resources is improvements in energy resource use. Here the progress
        is not universal across Asia (see Figure 2.9).
        Nonetheless Vietnam, China, Bangladesh and India were amongst those where there was some improvement in energy
        efficiency.
      


      
        By 2008, the lessons learned from 1997 were reflected in precautionary, safe management of the external
        account. Thus, an economically booming region, with reasonable confidence in its public and
        private institutions, looked to the future with a measure of confidence.
      

    


    
      Exogenous shock II


      
        Just when Asia was recovering from the exogenous shock of fuel and food price increases, a second, more
        profound shock struck in the latter part of 2008. Across a region engaged in such extensive trade, the effects
        of a global shock had a negative multiplier effect as lower incomes and investment reduced growth, which led to
        a reduction in consumption, which further reduced growth. In 2008, the most vulnerable economies were those
        that relied on the US market. The largest share of country exports to the US market was led by Sri Lanka,
        Bangladesh, Nepal, Pakistan and the Philippines (see Figure 2.10). The US was the destination for over a quarter of these countries’
        exports. Two of the top four were in the least developed category (Bangladesh and Nepal) and the other two were
        conflict-ridden (Sri Lanka and Pakistan). These countries were already in a precarious position and the 2008
        crisis hit hard. Trade-related unemployment, plummeting price of commodities such as tea and rubber, and scarce
        foreign exchange reserves spelled serious trouble for these countries. Further, as noted earlier, some of these
        countries were incurring substantial spending on security.
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          Figure 2.10 Asian
          exports to USA.
          

        


        
          Source: Handbook of Statistics 2008, UNCTAD
        

      


      
        In the event, the Zardari Government in Pakistan somewhat reluctantly adopted an IMF programme.8 Its precarious balance of payments
        and fiscal position gave it little room to breathe or negotiate. It needed an IMF programme desperately.
        Equally reluctant to go to the IMF was President Bambang Yudhoyono of Indonesia. The photograph of President
        Suharto bowed in front of the IMF chief was one of the most symbolic of the 1997 crash and
        its resultant political casualties.
      


      
        The significant shift from authoritarian to democratic rule in Indonesia meant that, at least immediately, the
        president did not feel threatened by ouster. Even if he were to lose an election, the transfer of power would
        be a lot smoother than the regime change following Suharto. In the decade since 1997, Indonesia had three
        peaceful elections and transfers of power. This eased the political resistance to the IMF programme.
      


      
        Further, the institutional crisis, or economic downturn, was not as severe as it was in 1997. The oil and food
        shock had led to increased consumer subsidies earlier in the year, although the president had been swift to
        pass on world price rises to the consumer. By the time the financial crisis hit, Indonesia was not in the grip
        of fuel and food shortage. This eased a degree of pressure but not enough to stave offan IMF programme despite
        the tragic memories of 1997.
      


      
        While there were superficial similarities, the situation in Indonesia was radically different from that in
        1997. Not only had democracy absorbed some of the shock, but the institutional framework was not in total
        disarray. In 1997, banks, industries and services were collapsing. Initially, at least, the management of 2008
        was easier.
      


      
        In general, the fact that major companies did not go bankrupt made a major difference to the Asian response in
        2008. Economies contracted but whole systems were not under threat. To the extent that corporate fraud was
        involved, some of its major culprits, such as CEO Raju of Satyam Industries in India, were arrested. Fraud at
        Satyam dealt a blow to the country’s IT sector, since this was the fourth largest Indian IT firm. But even this
        sector was not experiencing a collective crash, as was the automobile industry in the US,9 where all the American carmakers were
        pleading for government rescue and joining the queue of moguls converted into beggars. By and large, sectoral
        corporate bailouts of banks and industrial giants were rare in Asia. Even in the case of Satyam, the Government
        of India was not offering a bailout in the knowledge that other IT companies were keen to buy the depressed
        shares of Satyam.
      

    


    
      Inequality and hunger


      
        The improved picture of macromanagement and corporate governance between 1997 and 2008 made it easier to absorb
        the shock of 2008. Nonetheless, Asia was plagued by lack of progress in many aspects of development. There were
        important areas that had stagnated or faced reversal. The most prominent amongst these were structural – such
        as the lack of progress in reducing hunger. Structural weaknesses were accompanied by some worrying trends,
        both in inequality and environmental degradation.
      


      
        Asia’s record of reasonably egalitarian capitalism is under threat. Figure 2.11 provides a personalised picture of a phenomenon that is affecting  millions. Twenty per cent of the world’s top 10 billionaires are from India, just below the US’s
        share of 30 per cent. The figure does not include the Chinese billionaires, who do not reveal true value of
        assets and income. While Asia hosts over 300 million in extreme poverty, the continent is making deep inroads
        into the higher echelons of the excessively wealthy.
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          Figure 2.11 Top ten
          billionaires in the world.
          

        


        
          Source: Forbes, 2009
        

      


      
        Figure 2.12 presents the troubling picture on
        country-level inequality. A measure of inequality is the Gini coefficient.10 The higher its value, the worse the inequality. A figure
        higher than 0.4 is considered to be very high. As shown in Figure
        2.12, Thailand, the Philippines, Nepal, Malaysia, China and Pakistan already have inequality at or above
        0.4. Others, such as India, Vietnam, India, Laos and Bangladesh, are witnessing a rise in inequality that
        threatens to escalate above the 0.4 zone.
      


      
        The link between social and political instability and growing inequality is complicated. Frequently horizontal
        inequality, amongst religious, ethnic and linguistic groups, can matter most for political disruption.
        Nonetheless, the rising inequality in Asia poses new strains. In previous decades, Asian capitalism had been
        deeply influenced by Japan’s inclusive brand of capitalism, as well as the threat of communism. Both factors
        led to pressures for reasonably equitable capitalism.
      


      
        Even more worrying is the lack of progress in reducing hunger. Famines have been largely eliminated from Asia.
        The recent exception has been North Korea in the 1990s. However, democracy may prevent famines, but it
        tolerates hunger. The Asian record in income poverty reduction falls woefully behind the reduction in
        hunger.11 The most
        unfortunate countries are those where the proportion of hungry people in their population exceeds 20 per cent
        and are, in Figure 2.13, categorised in the high
        hunger index zone.12
        Prominent amongst these are Afghanistan, India, Bangladesh, Pakistan, Nepal, Timor  Leste,
        Lao PDR and Cambodia. Five of the hungriest countries are in south Asia; there are none in east Asia and three
        in south-east Asia.
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          Figure 2.12
          Inequality increased within countries in Asia.
          

        


        
          Source: World Development Indicators, UNU WIDER
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          Figure 2.13 Hunger
          index for Asia-Pacific Region 2007.
          

        


        
          Source: Global Hunger Index 2007, IFPRI
        

      


      
        Even within countries the variation in hunger levels can be disconcerting. In a country as small in size as
        Bangladesh, extremely high levels of hunger, affecting nearly half the population, are
        concentrated in the districts of Rajshahi and Barisal (see Figure 2.14).
      


      
        The epicentre of hunger is central India. This is reflected in Figure 2.15. More than half of the children of states such as Madhya Pradesh, Bihar
        and Jharkhand are underweight, an indicator of malnutrition. In Pakistan, the situation for children is worst
        in Baluchistan and Sindh.13 In eastern Asia, Cambodia has severe concentrations of underweight
        children, exceeding 50 per cent in the eastern tips of Ratanak Kiri and Mondol Kiri.14
      


      
        The first new country of the twenty-first century, Timor Leste, suffers from hunger. This is reflected in the
        alarming fact that the majority of its children under five are underweight (see Figure 2.16). The prospects of eliminating hunger in Timor Leste are good. The
        country has a small population, just over 1 million, with considerable income coming in from the Australian–
        Timor treaty for extracting oil. The Timor Sea Treaty was signed on 20 May 2002 for joint petroleum exploration
        of the Timor Sea by the two countries, with Timor getting 90 per cent and Australia 10 per cent of the revenue
        derived from the area. In principle, Timor Leste has the resources to tackle malnutrition and overcome it
        within the next generation. The countries that face the most daunting challenge are the poverty-stricken belts
        of south Asia.
      


      
        [image: Image]

        
          Figure 2.14
          Underweight children below 5 years of age – Bangladesh (2005).
          

        


        
          Source: Child and Mother Nutrition Survey 2005, Government of Bangladesh
        

      


      
        
      


      
        Part of the reason for worsening or stagnant malnutrition is the neglect of investment in agriculture. This is
        by no means the whole story, but the share of public investment going into agriculture has declined across
        parts of south
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          Figure 2.15
          Underweight children below 3 years of age – India (2005).
          

        


        
          Source: National Family Health Survey 2005/06, Government of India
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          Figure 2.16
          Underweight children below 5 years of age – Timor Leste (2007).
          

        


        
          Source: Survey of Living Standards 2007, Government of Timor Leste
        

      


      
        
      


      
        Asia, where the concentration of the hungry is most intense (see Figure 2.17). A similar trend is evident in parts of south-east and east Asia, with
        Malaysia, Indonesia and China witnessing a decline. However, the consequences for hunger are not so acute in
        these relatively prosperous countries. The densely populated poorest regions of Asia can least afford a decline
        in public investment as well as relative decline in agricultural growth rates, compared with earlier phases of
        development.
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          Figure 2.17
          Allocation of public expenditure to agriculture.
          

        


        
          Source: Agriculture for Development, World Development Report 2008
        

      


      
        The sections above paint a picture of a dynamic region that has managed to learn from the 1997 crisis. These
        reforms enabled the region to weather the 2008 storm relatively better than other regions of the world. Growth
        slowed but remained reasonably high in several key countries. Unemployment increased sharply, especially in
        some trade-dependent coastal areas. The major regional and global stimulus package is likely to ensure that the
        recession is short lived and Asia should resume its fervent pace of growth.
      


      
        Yet if it is to pursue more responsible development, the continent needs to pay greater attention to structural
        features such as hunger, the emergence of new threats such as the environment and gnawing inequalities. While
        these challenges sound daunting, lessons from recent history augur well for the future. Asia’s post-independent
        development has mastered many more daunting problems. The expansion of economic opportunity and political and
        social freedoms is now taken for granted. Over the next decade, Asian capacity to cope with emerging threats
        will be tested severely. Its institutions will have to evolve, its policies will have to be modified and some
        of its priorities altered.
      

    

  


  
    3
    

    Asia’s hunger test


    
      A seven-point agenda1


      
        Food riots in Haiti, Egypt and Senegal and street protests in Bangladesh and several Asian, Latin American and
        African countries – these Malthusian images shocked the world in the first decade of the twenty-first century.
        Material abundance had made the twentieth century distinct from any other in history. Post-industrial services
        societies came to dominate the global economy, signaling the welcome relegation of agriculture’s share in GDP
        and a shift into higher productivity activities that raised living standards.
      


      
        A life of subsistence and drudgery had been the fabric of rural existence through the course of history. Low
        yields in food production generated the fears associated with Reverend Thomas Malthus, whose dire predictions
        of food scarcity and famine were based on a projected imbalance between population growth rates and food
        production. This earned economics, essentially a study of prosperity, the unfortunate title of a dismal
        science.
      


      
        The twentieth century defied many of the numerical myths of doom emanating from the nineteenth century.
        Predictions of a falling rate of profit and worker immiserisation did not materialise, nor did the threat of
        geometric increase of population and an arithmetic progression in food supply. Such rigid ratios were
        undermined by spectacular increase in productivity due to the exponential expansion in the material fruits of
        science and technology.
      


      
        An example was the Green Revolution, which was based on new, high-yielding varieties of wheat and rice that led
        to a quadrupling of yields in the space of a few years in the 1960s. At the global level, food was so ample
        that farmers had to be paid, in some countries, not to grow any more. World food prices showed a secular
        decline partly due to abundant supply and agricultural subsidies. The problem of food shortage seemed solved.
        However, even in the midst of such triumph, distributional issues gnawed at consciences, especially when they
        exploded into visible famines. The extremes of starvation and famine were typically related to conflict,
        violence and discrimination. They were not viewed as disasters emanating in agriculture. There was enough food
        in the world, and countries built enough food stocks and sufficiently supple emergency systems to avert
        famines, in normal political circumstances. Occasionally, dictatorships and closed
        societies could not react to famines but even these, by and large, had successful inoculation against
        starvation. The role of a globalised internationalist media, as well as national information transmitting
        systems in freer societies, acted as effective early warning systems against extreme hunger.
      


      
        Perhaps because of the success in food availability, countries invested their energies towards industry and
        services. These were the new frontiers of prosperity. The complacency over food and reliance of an integrating
        global economy encouraged the view that countries could import food and export higher-value products and thus
        earn the foreign exchange through which they could not only import food, but also have the extra resources to
        make them richer. For some countries, food security was neglected and they became vulnerable to a rise in food
        prices.
      


      
        Hunger is not starvation. This is an important distinction that food complacency overlooked. The world had
        largely created institutions to prevent famines. Yet, globally and nationally, the persistence of hunger has
        been ignored because of the absence of starvation. Hunger can, and does, persist in the absence of starvation.
        Insufficient food has debilitating consequences due to nutritional deficiency. A lack of mental and physical
        development handicaps the sufferer and, frequently, traps their children in a cycle of underdevelopment – a
        tragedy made more acute by the impressive advance in average prosperity.
      


      
        In the Asia-Pacific region, some of the fastest growing economies, such as India’s, have hardly made a dent in
        malnutrition. Results of the recent National Family Health Survey (2005–2006) revealed that 46 per cent of
        India’s children under three years were underweight. Indeed, in some countries, malnutrition has worsened in
        some parts of the country. For example, in Cambodia and India, the number of undernourished people appears to
        have increased between 1995 and 1997, and 2001 and 2003.2
      


      
        Nationalist sensitivity has often interfered with reason, as several policy-makers have simply denied the
        existence of persistent hunger. Furthermore, some have been too embarrassed to admit to this blot on their
        national success, despite overwhelming evidence.
      


      
        Attitudes, however, are changing and governments are far more open to not only acknowledging the problem but
        are outlining policies to tackle the causes of hunger.
      


      
        Neglected issues of hunger and malnutrition have been forced into the policy limelight by the recent food price
        shock. Rice prices have more than trebled since early 2005, wheat prices have risen by nearly 300 per cent, and
        maize prices have risen by approximately 250 per cent.
      


      
        There is a variety of causes underlying these destabilising increases – drought in food-exporting countries
        such as Australia, substitution towards more profitable energy-related crops, food subsidies and low prices in
        rich countries, which led to consumer gains in poor countries but discouraged food production and, thus, made
        these countries too reliant on the imports of very sensitive basic products. The rise in
        energy prices has played a crucial role in increasing prices of transport and chemicals, leading to knock-on
        effects on food prices. These supply-side shocks have been accompanied by pressures on the demand side, with
        rapidly rising incomes in poor countries leading to an obvious expansion in consumption.
      


      
        Governments are scrambling for short-term solutions to avoid major social and political upheaval. Over the
        medium term, focus has returned to the forgotten hungry of the Asia-Pacific.
      


      
        Hunger was widespread before food prices rose and the reasons for persistent malnutrition do not reside in
        price levels.
      


      
        Nonetheless, the rise in food prices will be felt most severely by the urban poor and those in rural areas who
        are net purchasers of food. The joint pressures of a food and energy price increase are already evident in
        higher subsidies and import bills. The strain on the political system, as well as on the fiscal and trade
        balance, is particularly severe on the least developed countries (LDCs) of the region. At a time when
        inequalities, within and amongst countries, are widening, the political and social consequences can be serious.
      


      
        Governments have to cope with two major shocks that are not largely of their own making. Yet, both the oil and
        food shocks need immediate management if turmoil is to be avoided.
      


      
        The rise in food prices, however, is not an unmitigated disaster across the Asia-Pacific. The likely impact can
        be divided into three categories. The first are Asian countries who are likely to benefit, particularly the
        food exporters, such as Thailand and Vietnam. The second category comprises typically very large countries, on
        which the impact might not be too significant. This includes countries such as China, Pakistan and India, which
        do not import large volumes of food. In these countries, the strains are likely to be localised, with specific
        communities under pressure, while at the macro level the imposition on budgets and the import bill might be
        relatively small. Further, for many farmers in the region, a rise in food prices will increase their incomes
        and provide market incentives to grow more food.
      


      
        A third category of countries comprising LDCs, countries in conflict and major importers of food and energy are
        likely to face the brunt of the price shocks. LDCs, conflict and high-importers often overlap, thus
        exacerbating the intensity of existing economic and political tension.
      


      
        A typology of the three categories of countries is illustrated in Figures 3.1, 3.2 and 3.3 with respect to rice. Figure 3.1 illustrates the case of food exporters, who, like energy exporters
        currently, will benefit from rising food prices. Figure 3.2
        illustrates the case of countries that are likely to be affected marginally, while Figure 3.3 is the case of greatest concern. Countries in this category face the
        unfortunate consequence that their inflation levels are also likely to increase much faster than others,
        imposing heavier costs on their poor and making these vulnerable countries even less competitive in export
        markets.
      


      
        Rice is the staple diet for much of the world. It runs a close second to wheat in its importance as a food
        cereal in the human diet.
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          Figure 3.1
          Rice-exporting countries in Asia (net exports as % of production).
          

        


        
          Source: Statistical Database, Food and Agriculture Organization
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          Figure 3.2 Rice
          low-import-dependent countries (net imports as % of production).
          

        


        
          Source: Statistical Database, Food and Agriculture Organization
        

      


      
        World production of rice has risen steadily from about 136 million tons of rice (milled) in 1960 to 423 million
        tons in 2004. In the year 2006–07, the top six producers were China (30 per cent of world production), India
        (22 per cent), Indonesia (8 per cent), Bangladesh (8 per cent), Vietnam (7 per cent), and Thailand (5 per
        cent). The concentration of global rice production in Asia is captured in Figure 3.4.
      


      
        World trade figures are very different from those of production, as only a small part of rice produced is
        traded internationally. For example, whereas China and India are the top two largest producers of rice in the
        world, both countries consume the majority of the rice produced domestically. The global 
        trade in rice is about 30 million tons. The world’s largest rice exporters are Thailand (31 per cent), Vietnam
        (16 per cent), India (14 per cent), Pakistan (11 per cent), United States (9 per cent) and China (5 per cent).
        Global shares of rice exports are captured in Figure
        3.5, confirming the dominance of Asia, and a relatively small surplus in North America and western Europe.
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          Figure 3.3 Rice
          high-import-dependent countries (net imports as % of production).
          

        


        
          Source: Statistical Database, Food and Agriculture Organization
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          Figure 3.4 Share of
          rice production in the world by regions.
          

        


        
          Source: Statistical Database, Food and Agriculture Organization
        

      


      
        A worrying trend is that rice stocks have declined for the seventh consecutive year, to 72 million tons, which
        is nearly 4 million below 2006–07, and the lowest since 1983–84. The global stocks-to-consumption ratio is
        projected at 16.9 per cent, down from 18.1 per cent in 2006–07 and the lowest since 1976–77.
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          Figure 3.5 Share of
          rice exports in the world by regions.
          

        


        
          Source: Statistical Database, Food and Agriculture Organization
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          Figure 3.6 Share of
          wheat exports in the world by regions.
          

        


        
          Source: Statistical Database, Food and Agriculture Organization
        

      


      
        While the story of rice production and consumption is largely Asian, wheat patterns are very different. A
        substantial portion of global wheat production and exports comes from North America and western Europe (see
        Figure 3.6), whose farmers are currently reaping a
        price rise windfall.
      


      
        As Figures 3.7 and 3.8 show, the overwhelming brunt of food price increase will be borne by Africa. Africa
        faces the dual disadvantage of high import dependency for rice and wheat, as well as a 250 per cent increase in
        maize prices in recent years, which is one of the staple food items in the continent.
      


      
        [image: Image]

        
          Figure 3.7 Share of
          rice imports in the world by regions.
          

        


        
          Source: Statistical Database, Food and Agriculture Organization
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          Figure 3.8 Share of
          wheat imports in the world by regions.
          

        


        
          Source: Statistical Database, Food and Agriculture Organization
        

      


      
        Widespread malnutrition persisted across Asia even when food prices were low. Food price shocks provide an
        opportunity to refocus development efforts.
      


      
        Equity, justice and humanity demand urgent attention to hunger in societies that are tasting the first fruits
        of mass prosperity. Virtually all countries are becoming more unequal, as Asia is overtaking Latin America as
        the epicentre of inequity. The elimination of hunger requires a commitment to a flexible set of inter-related
        measures. The seven elements of an agenda for eliminating hunger are based on global experience. It must be
        emphasised that implementation in any country has to be nuanced and to bear in mind characteristics that make
        specific instruments more or less efficacious.
      


      
         1 Focus on targeted
        interventions, such as school feeding programmes


        
          In several countries, targeted school feeding programmes have afforded the dual benefit of providing
          nourishment and encouraging children, particularly girls, to come to school. There is extensive global
          experience that can assist in a sound design of school feeding programmes. Such programmes are being
          successfully implemented in countries such as Vietnam, where the American Red Cross is currently conducting
          school feeding programmes to feed nearly 51,000 schoolchildren. Children are given soymilk and
          vitamin-fortified biscuits and are also given rations to take home to their families. In all, it aids over
          200,000 students and family members.3 There are numerous other successful school feeding programmes across Asia.
        

      


      
        2 Judge development outcomes through hunger
        impact


        
          In recent years, several Asia-Pacific countries have achieved high growth but virtually no reduction in
          hunger. Monitoring and assessing development outcomes through a rigorous monitoring of trends in hunger will
          increase accountability of policy impact. Technical work on how a system for hunger-related monitoring of
          economic growth impacts needs to be undertaken.
        

      


      
        3 Revive public investment in agriculture, at both
        national and international levels


        
          Several Asian countries have decreased the share of public investment in agriculture. On average, public
          expenditure on agriculture has declined by 1.5 per cent in the Asia-Pacific region between 1990 and
          2007.4
        


        
          Reviving public investment is central to increased productivity, through a mix of quality extension services,
          farm to market roads and investment in other forms of physical infrastructure and application of evolving
          scientific knowledge to increase productivity. Similarly, increased investment in agricultural universities
          will potentially reap rewards.5
        


        
          Medium- and long-term increases in food supplies will be generated by investments in research and extension.
          In this respect, two institutes central to the Green Revolution are worth noting. These are the world’s
          leading research institute on rice, the International Rice Research Institute (IRRI) in the Philippines, and
          the International Maize and Wheat Improvement Center (CIMMYT) in Mexico, part of the Consultative Group on
          International Agricultural Research (CGIAR).6 As noted earlier, the path-breaking work of these two institutes has helped
          raise productivity of grain production. Between 1964 and 1968, when semi-dwarf strains containing Norin 10
          genes for dwarfing were introduced in irrigated areas in India, wheat production rose from 10 to 17 million
          tons per year, demonstrating that 4,000 years of progress was achieved in just four years through the Green
          Revolution.7
        


        
          Current research at IRRI is trying to develop plant types utilising water, light and
          nutrients more efficiently. The aim is to get an additional two tons per hectare out of rice land. Currently,
          Chinese irrigated rice fields produce six tons per hectare, while the soils of dry land agriculture in India,
          which are heavily dependent on seasonal rainfall, produce little more than three tons. It is estimated that
          some of the most advanced mega varieties will be in the field in around three to five years, and will be
          grown on millions of hectares.
        

      


      
        4 Utilise a national and global
        coalition


        
          Increased awareness amongst parliamentarians, civil society, media, civil servants, academics and other
          opinion-formers has played a successful role in shaping policy on several issues. Raising the profile of
          hunger as a key challenge requires pressure and accountability on behalf of the hungry. In support of
          national coalitions, international civil society organisations, focusing on hunger, can play a helpful role
          in transmitting practical, global lessons. Further, international development agencies can also support
          policy and resource allocation changes. The work being done by UN agencies such as the International Fund for
          Agricultural Development (IFAD), the International Labour Organization (ILO), the World Health Organization
          (WHO), the United Nations Children’s Fund (UNICEF) and the World Food Programme (WFP) in the Asia-Pacific
          region is vital in achieving these objectives. The Food and Agricultural Organisation (FAO) has helped
          galvanise donor attention to food security since the 2008 food price shock.
        

      


      
        5 Make primary education mandatory


        
          Mandatory primary education is vital for reducing hunger. Countries that have mandatory primary education
          have better records on hunger than those that have a similar level of income but without school education for
          the poorest. This has been the case throughout history.8
        


        
          Primary education can also be supplemented with nutrition programmes targeted at children. The absence of
          mandatory primary education in several Asian countries is a major handicap to several objectives. Countries
          that have invested early in primary education have better records on fertility reduction, reduction in hunger
          and reducing child labour. The empirical evidence is overwhelming. The work undertaken by UNICEF in
          mobilising political will and resources to help countries ensure a ‘first call for children’ and to build
          their capacity to form appropriate policies and deliver services for children has been an important
          contribution in promoting the right to a basic education and related services for children.
        

      


      
         6 Develop mechanisms to provide
        staple foods during price volatility and emergencies


        
          Temporary relief through consumption subsidies for staple foods is necessary at periods of an unusual jump in
          prices, as in early 2008. During such spikes, international organisations increase their food aid to provide
          temporary relief to people who have been affected by the rising food prices. This was done in 2008, with the
          US Government, for example, increasing food aid. Recently, the US Congress approved a request for a $770
          million increase in food aid to help those hardest hit by the global increase in food prices. Other
          countries, including Japan ($100 million), Britain ($59 million) and Canada ($50 million), also increased
          their food aid budgets in response to the growing global food crisis.
        


        
          The work undertaken by the WFP is putting hunger at the top of the international agenda by promoting
          policies, strategies and operations that directly benefit the poor and hungry. The world recognises a right
          to food in certain contexts, such as emergencies, as well as during sharp price rises that put too many poor
          people out of the market. Subsidies and urgent supplies will remain an extreme safety net, both for
          emergencies and price volatility.
        

      


      
        7 Rebuild global food policy


        
          In the long run, global food policy should move towards a regime that better reflects comparative advantage.
          Currently, several OECD countries dominate wheat production, partly due to subsidies. International food
          policy needs to be reviewed to examine the extent to which it is discouraging farmers in poor countries from
          producing food. The primary aim for Asian countries is food security and avoiding excessive reliance on
          staple food imports. The Government of Thailand has proposed a regional initiative for food security for
          ASEAN countries. Suggestions such as these need to be considered if Asia is to provide food security to all
          its citizens while protecting the poorest from extreme hunger.
        


        
          The record of hunger reduction in large parts of Asia is impressive. Many countries have mandatory primary
          education, invested well in agriculture, provided nutritious supplements to children and undertook other
          targeted interventions to successfully reduce malnutrition.
        


        
          In the end reducing hunger is about society’s deep-seated attitudes towards the poorest. As long as there is
          no famine, several elites avoid responsibility for mass hunger. With the spotlight on Asia increasing, the
          darkness of hunger will be exposed. Approximately 300 million people, mainly in south Asia, will gain if
          governments and the international community respond to the challenge of hunger and malnutrition. Analysis of
          the 2008 food price increase in this chapter, and the numerical mapping of hunger in Chapter 2, provide the context for addressing the extreme levels of poverty remaining in
          Asia.
        

      

    

  


  
    4
    

    The loss of egalitarian capitalism1


    
      The dangerous rise in inequality
    


    
      In an increasingly prosperous Asia, the differences between the rich and poor couldn’t be greater than they are
      presently. The largest continent has had an unprecedented growth spurt over the past 50 years, which has, to its
      credit, significantly improved the livelihoods of millions of people, as discussed in Chapter 1. The euphoria of growth, however, has masked significant issues. Asia is still home to
      1 billion poor people and over 500 million hungry. These numbers are expected to rise due to the current global
      recession. In addition, the region is marred by social and political conflict, which has serious consequences for
      regional and global security.
    


    
      Different countries in the region are grappling with the need to express development beyond growth objectives.
      Thailand has flirted with ‘sufficiency economy’, while China has turned towards developing its inland and western
      regions in the ambitious Great Western Development project in an attempt to create a more ‘harmonious
      society’.2 Bhutan is using the
      concept of gross national happiness as a proxy to development. These and other
      examples of development policy suggest a quest away from a sole focus on high aggregate GDP growth.
    


    
      It is noteworthy to point out that recent Asian history is rife with examples of inclusive development
      characterised by broad-based and shared growth.3 By and large Asian growth was achieved without considerable increases in
      inequality. Korea, Taiwan, Singapore and Indonesia were countries marked by relatively stable levels of
      inequality while sustaining growth in excess of 5 per cent over a 30-year period.4 The latter section on policies in this chapter
      discusses three key areas of policy that have been associated with reducing inequality whilst maintaining
      formidable growth.
    


    
      As pointed out earlier, the emergence of the east Asian miracle has significantly changed the development
      paradigm. The lessons from the ‘miracle’ and 1997 reinforced the realisation that well-functioning markets
      require a responsible state. The basic lesson, then and now, is that especially, though not exclusively, in a
      developing country context market failure is more likely and this needs institutional
      support to manage and regulate them.5 This is the lesson Asia learned and that is being recognised by the US and
      European administrations in 2009. Finally, and as a result of the above, Asia, for decades, followed reasonably balanced growth through pursuing an egalitarian form of
      capitalism. The fundamental insight behind egalitarian capitalism is that markets can be efficient, as a
      well as equitable, if assisted properly by the state.
    


    
      During the 1950s–1980s a reasonable level of equity prevailed, partly to ward offthe threat posed by communism.
      The phase of revolutions and revolts by the urban working class and rural poor of Asia is, for the moment, over.
      There are sporadic cases, such as the rise of the Maoist and their inclusion in the political process in Nepal,
      and the remnants of the Naxalite movement in India. For the most part, however, the face-offbetween capitalism
      and communism is over. Although the respective roles of state and market remain contested, the nature of the turf
      battle has evolved. It is no longer fought on the ideological plane characterised in binary opposites: communism
      vs. capitalism, East vs. West and state vs. market. There is a greater sense of mutual trust and cooperation
      between the state and market – between the visible hand of the former and the invisible hand of the latter – but
      the relationship between the two cannot be sacrificed at the altar of irresponsible free markets. Free markets
      can imprison the poor when they fail.
    


    
      The rise of Asia during the second half of the twentieth century is characterised by greater economic
      integration, unprecedented growth and signifi-cant poverty reduction. It is also characterised by a collaborative
      relationship between public and private entities. Industrial policy was driven by bringing in private investment,
      especially in the form of foreign direct investment. This created the conditions for sharp increases in
      productivity and output in the industrial sector, especially manufacturing. Gradual opening up of the economy
      with a focus on promoting exports led to considerable increases in trade. One of the main drivers of growth has
      been the tremendous surge in exports. This dynamism was largely brought about through a marriage between state
      and market, where key interventionist strategies positively facilitated Asia’s entry into the global market.
    


    
      Partly because of the 2008 global recession, Asia has an opportunity to address widening income disparities
      through a collaborative approach. The current economic climate, for all its associated ills, has created a
      regional and global platform for cooperation. Given the integrated financial and economic architecture, no
      country is completely immune to the effects of the recession. In addition to Asia’s financial exposure, there are
      considerable repercussions with regard to trade, especially due to the repressed demand in EU and the US for
      Asian exports. A precedent can be set for regional cooperation through better and meaningful coordination, and in
      this regard the fiscal stimulus packages can have safety net measures that ensure pro-poor outcomes and reduce
      inequality.
    


    
      Status of income inequality in Asia


      
        There are a couple of ways to conceptualise inequality.6 First, inequality can be seen across countries, where the GDP growth over
        time of respective countries is used as a proxy to gauge whether countries are diverging or
        converging in economic terms. Second, one can view inequality within a country as measured by the Gini
        coefficient. Finally, regional inequality provides a measure of inequality between different regions within a
        country. There is standardised data available for the first two measures for most countries in the region.
        However, standardised regional level data is not available for several countries. Where available, issues of
        validity surface more frequently, indicating that the more granular the data, the less accurate. Having said
        this, a number of countries are beginning to make regional data available to the public domain through their
        respective government ministries – usually finance and/or statistics.
      


      
        Across countries there is greater disparity in terms of incomes. Using a gross national income (GNI) index as a
        proxy to income, we have grouped countries according to three income groups – middle to high income, low income
        and economically least developed countries. If the three groups are indexed at 100 in 1980, we note that the
        income growth across the three groupings shows divergence over time. The middle and high income countries have
        sped away, leaving the low income and LEDCs behind. In 2005 the disparity in incomes as a result is significant
        – the gap between the middle and high income group and LEDCs is two-fold. The region is home to 14 LEDCs, which
        have an average per capita GDP of just $500. On the other hand, China and India are among the fastest growing
        economies in the world, while Korea and Singapore are OECD members.
      


      
        [image: Image]

        
          Figure 4.1 Growth
          Trajectory of Asian Countries (By Income Groupings).
          

        


        
          Source: Millennium Indicators Database, United Nations Statistics Division
        

      


      
        In many countries, inequalities have increased sharply. The Gini coefficient has worsened in China, Lao PDR,
        India, Bangladesh, Malaysia, Mongolia, Nepal, Sri Lanka and Vietnam, amongst others.7 There is a systematic pattern of worsening
        inequality in the 1990s and the early part of the twenty-first century. The degree of
        increase in inequality has varied considerably, as shown in Figure 4.2. The evidence for worsening inequality is overwhelming, despite the problems
        of measurement and methodology.
      


      
        Across-the-board inequality as measured by the Gini index has risen, both in terms of percentage change and
        also in terms of levels of the Gini. Figure 4.2 and Table 4.1 highlight this point. Figure 4.2 shows changes in Gini (percentage) over the last decade. It confirms the
        general tendency of income inequality over time. Over the past 10 years, only Thailand is an exception,
        decreasing by 4 percentage points. However, the Gini index in this case came down from a high base and is still
        considerably high at 42.0.
      


      
        If we look at the levels of inequality over approximately8 the same period, we notice that some countries started from a low base and
        shot up quite quickly, for example Nepal, India, Bangladesh and Sri Lanka. China, on the other hand, had a Gini
        of 34.6 during the early 1990s and still experienced a significant rise in the Gini value. Table 4.1 also highlights the high initial and existing levels of Gini in several
        east Asian economies including Malaysia, the Philippines and Thailand. Although the changes in Gini in these
        cases have been marginal, the level of inequality remains alarmingly high. If we take high levels of inequality
        (above a Gini value of 40) and rising inequality (positive change in Gini over time), we notice that all
        countries except for Mongolia fall under this category.
      


      
        There are several countries where the Gini is still under the threshold of 40.0 even though it may have
        increased since the 1990s. These countries have been highlighted in Table 4.1, signifying that rising inequality is at a slower pace than elsewhere in
        the region. Countries in this category include Indonesia, India, Lao PDR, Pakistan, South Korea (ROK) and
        Vietnam.
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          Figure 4.2 Change in
          Gini index, last 10 years.
          

        


        
          Source: IMF 2006, World Bank PovcalNet, WIDER World Income Inequality Database
          2007, OECD (2005)
        

      


      
        
          Table 4.1 Absolute
          Gini index for income distributions 1990s-2000s
        


        
          
            
              	Country

              	1990s1

              	2000s2
            


            
              	
                

              
            

          

          
            
              	Bangladesh

              	28.3

              	31.8
            


            
              	Cambodia

              	38.9

              	41.7
            


            
              	China

              	34.6

              	47.0
            


            
              	Hong Kong (PRC)

              	45.0

              	53.3
            


            
              	Indonesia

              	33.3

              	36.3
            


            
              	India

              	29.7

              	36.3
            


            
              	Lao PDR

              	30.4

              	34.6
            


            
              	Malaysia

              	48.5

              	49.2
            


            
              	Mongolia

              	33.2

              	32.8
            


            
              	Nepal

              	30.1

              	47.3
            


            
              	Pakistan

              	28.5

              	30.6
            


            
              	Philippines

              	44.5

              	46.1
            


            
              	South Korea (ROK)

              	33.6

              	35.1
            


            
              	Sri Lanka

              	31.8

              	40.2
            


            
              	Thailand

              	43.8

              	42.0
            


            
              	Vietnam

              	32.8

              	34.4
            

          
        


        
          
            1 Where data for 1990 was not available, closest year was chosen.
          


          
            2 Indicates the latest year for which data was available.
          


          
            Source: World Income Inequality Database 2007, UNU WIDER
          

        

      


      
        The previous section briefly documented a general increase in income inequality within many Asian economies.
        Subsequently, a natural question arises: what is driving this inequality? While this is a complex question with
        a multitude of theories, one important component of the answer lies in the increasing regional disparity within
        countries. As economies integrate into the world economy, certain regions with better access to international
        trade, better infrastructure, smaller transport costs, under stronger government support, or regions
        specifically targeted for foreign investment by government policy, have benefited more from market reforms and
        industrialisation than other regions. This preferential treatment of certain regions over others has naturally
        led to a wider gap between different regions. For example, the coastal regions in China are now many times more
        well offthan inland regions; the capital region surrounding Manila in the Philippines is much wealthier than
        other regions, and states like Maharashtra and Karnataka in India are much more economically and technically
        advanced than states like Bihar and Orissa. The box below gives a snapshot of regional inequality in India and
        China. The evolving geographical distribution of income reflects the pattern of economic activity and resultant
        growth.
      


      
        Asia’s integration into the global economy has required a fundamental restructuring of its economies. In order
        to gain from trends in the global economy, it has had to focus and devote itself more resolutely to developing
        its manufacturing as well as service sector. These two sectors together have successfully
        developed in a number of Asian economies. East and south Asia are part of the global manufacturing
        architecture. Asian manufacturing products flood the shelves of main streets in Europe and the United States.
      


      
        
          China and India: regional inequality
        


        
          In China, since the inception of market reforms in 1978, which had accelerated in
          the 1990s under the impetus of Deng Xiaoping, the country’s economy has grown at a breathtaking pace of over
          8 per cent over the last two decades. However, urban and coastal China has grown disproportionately faster
          compared with rural and inland China. This unequal growth has led to rapidly increasing income inequality.
          The central government has recognised the urgent need to reduce these regional disparities through large
          government campaigns, such as the Great Western Development project. In particular, there are large
          rural–urban income gaps and also large gaps between the coastal provinces and the inland provinces. Figure 4.3 shows some of the differences in per capita GDP
          across a select group of provinces. As a member of the burgeoning coastal regions, Shanghai is clearly head
          and shoulders above the other regions.
        


        
          Another coastal province, Zhejiang, is also growing faster than the remaining provinces. Shandong province, a
          remnant of the heavily industrial state-owned enterprise dominated region of the pre-reform era, has seen
          less growth and started at a lower level than the two coastal regions. Nonetheless, it is still ahead of the
          inland province of Hunan and the western province of Xinjiang. As suggested by this figure, these inland and
          western provinces have yet to really share in the massive wealth gains of the other regions. The factors that
          have contributed to such large gaps between provinces have been preferential policies that have shifted
          productive resources towards manufacturing, creating special economic zones to encourage foreign investment,
          restrictions on labour and capital mobility, and urban-biased policies (Yang 2002).
        


        
          In India urban areas have also experienced a disproportionately large share of the
          country’s growth, leading to rising income inequality. In 1986, India had a Gini coefficient of 32.22. But by
          1997, its Gini coefficient had grown to 37.83, an increase of 17 per cent over a 12-year period. More
          recently, by 2004 its Gini coefficient had steadied at 36.8. The rural Gini hovered at around 29 and the
          urban Gini has fluctuated around 36 in recent years, indicating that urban areas are more unequal than rural
          areas. This lack of drastic movement of the rural and urban Gini cannot account for the increase in the
          overall Gini. It therefore  seems that the increase in the overall Gini is due to
          increasing disparity between the rural and urban areas.
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            Figure 4.3 China
            and India – regional inequality.
            

          


          
            Source: Statistical Yearbooks, National Bureau of Statistics of China &
            Directorate of Economics & Statistics, India
          

        


        
          India’s regional inequalities have been driven mostly by the inequalities in the agriculture and service
          sectors (Das and Barua 1996). For example, not all states benefited equally from the sharp productivity gains
          of the Green Revolution. Also, only a few states have significantly changed the structure
          of their economy and driven India’s rise to global leadership in the information technology industry.
          Consequently, one observes trends such as the one depicted in Figure
          4.3 where states such as Karnataka and Maharashtra lead other states such as Bihar and UP. However, urban
          centres such as Delhi are even wealthier than the relatively wealthy states of Karnataka and Maharashtra.
        

      

    


    
      Where has growth taken place?


      
        As Asia integrated into the global economy, several benefits followed. Government has been rewarded with high
        and sustained GDP growth and private actors have been rewarded by ever-higher returns. Both the rise in the
        number of billionaires and the rise in GDP for Asia have been unprecedented.9
      


      
        Growth in GDP during the last decade and a half has mainly been driven by growth in industry and services.
        Agricultural growth has been markedly slower. Table
        4.2 depicts the growth rate across sectors over two time periods, 1990–2000 and 2000–2005. The average GDP
        growth of east and south-east Asia has been 8.5 per cent and 8.4 per cent over 1990–2000 and 2000–2005
        respectively. For south Asia, GDP growth has also been formidable and sustained over the same period at 5.6 per
        cent and 6.5 per cent respectively.
      


      
        Agricultural growth has been significantly less than GDP growth for both sub-regions. For most, if not all,
        countries agriculture has grown at a much slower pace than industry, manufacturing and services. The average
        growth for agriculture over this period has been almost five percentage points lower than the average GDP
        growth rate for east and south-east Asia over 1990– 2005. In south Asia, predominantly made up of agrarian
        societies, growth in agriculture has been three percentage points lower than the average GDP over 1990–2005.
        The key message is that for both sub-regions – east Asia and south Asia – GDP growth has been driven primarily
        by sustained annual rises in the industry, manufacturing and services sectors. The role and prominence of
        agriculture has diminished, which, in itself, is not a negative development. But in Asia the decline in
        agriculture has compromised food security in countries that have become excessively reliant on imports of
        staple foods. The relative decline in agriculture has not been accompanied by employment creation, particularly
        in services.
      


      
        The diminishing role of agriculture in economic growth is further confirmed by the decrease in agriculture’s
        value added as a percentage of GDP since 1990. For both sub-regions the decline has been sharp. In east Asia
        and the Pacific, agriculture’s value-added contribution has declined from 28.5 per cent of GDP in 1980 to just
        12 per cent of GDP in 2006. Similarly, for south Asia its share in GDP declined from 34.7 per cent in 1980 to
        just 18.5 per cent in 2006. The reverse is true for the services sector, increasing its value added in GDP from
        26.5 per cent to 41.3 per cent for east Asia over the
      


      
      
        Table 4.2 Sectoral
        growth for countries in Asia 1990-2005
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        same period. For south Asia the increase has been slightly less, though significant over the same period. The curious observation is that the services sector really took
        offin east Asia during the 1980s, increasing by almost 10 per cent. Industry’s value-added contribution as a
        share of GDP has stayed, more or less, even over the period 1980 to 2006 for east Asia. In south Asia’s case,
        industry has shown an increase of almost 5 per cent over the same period.
      


      
        In sum, the share of agriculture’s value-added portion in GDP has decreased significantly since 1980 and the
        industry and services sector’s value-added occupy larger shares in the GDP.
      


      
      
        Table 4.3 Sectoral
        contribution to GDP over time, 1980, 1990, 2000, 2005 and 2006
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          High growth, low employment
        


        
          The agriculture sector employs the most persons amongst all three sectors even though its contribution as
          value added (per cent of GDP) is the least and has grown the most slowly amongst sectors. Figure 4.4 shows agriculture employs more persons than industry and
          services sectors combined. Knowing that the majority of the poor reside in the rural areas strongly suggests
          that they are directly employed in the agricultural sector, in the absence of a substantial off-farm economy.
          Furthermore, as the poor comprise unskilled or semi-skilled labour, their wages are consequently considerably
          lower compared with the average wages in industry and services. The logic is clear: agriculture has come to
          contribute least to the GDP, employs considerably more persons than industry and services and thus also pays
          on average relatively lower wages. On the other hand, industry and services contribute significantly more to
          the GDP than agriculture, generally employ fewer persons that are semi-skilled and skilled labour compared
          with abundant unskilled in agriculture, and consequently on average pay relatively higher wages.
        


        
          Capital and resources have been moved to the more productive  manufacturing and services
          sectors in line with typical development trajectory. However, the concern has been the lag in absorption of
          labour in these more productive sectors. This inability for the growth sectors to generate adequate
          employment has left a large portion of the population in a state of relative depravation.
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            Figure 4.4 The
            number and percentage employed by economic activity in the Asia-Pacific (excluding China), 1996–2005 (in
            millions).
            

          


          
            Source: World Development Indicators 2008 and Human Development Report
            2007/2008
          

        

      

    


    
      The role of trade


      
        Asia has established its position as a major player in global trade both in terms of exports and imports.
        Looking at just the exports, we see Asia’s share has grown at a faster rate than any other region’s (Table 4.4). In fact, with the exception of Commonwealth
        of Independent States, the share in world exports for all other regions fell, indicating Asia’s rise. Asia’s
        share in world exports grew from 19 per cent in 1983 to 28 per cent in 2006. Japan’s share in global exports
        fell from 8 per cent to 5.5 per cent during this period. Most of the growth in Asia’s share in exports took
        place during the 1980s–1990s indicating that other Asian countries have emerged as major trading nations. There
        has been a further increase since 2003 (from 26.2 per cent to 28 per cent), but this seems entirely driven by
        the increases in China and India’s share in world exports. The east Asian miracle economies have widely been
        hailed for their export-led growth and it seems they set the example for other countries in the region to
        follow suit. Given the historical context, this trend of export-focused growth is likely to continue,
        especially among low-income economies in the region that are more recent entrants in the global economy.
        Moreover, one also notices a strong preference among Asian countries, especially east Asian, to form regional
        trade networks characterised by increased trade intensity and greater intra-regional trade.
      


      
        
          Table 4.4 World
          merchandise exports by region and selected economy, 1983, 1993, 2003 and 2006
        


        
          
            
              	(percentage)

              	1983

              	1993

              	2003

              	2006
            


            
              	
                

              
            

          

          
            
              	World

              	100.0

              	100.0

              	100.0

              	100.0
            


            
              	North America

              	16.8

              	18.0

              	15.8

              	14.2
            


            
              	South and Central America

              	4.4

              	3.0

              	3.0

              	3.6
            


            
              	Europe

              	43.5

              	45.4

              	45.9

              	42.1
            


            
              	Commonwealth of Independent States (CIS)*

              	−

              	1.5

              	2.6

              	3.6
            


            
              	Africa

              	4.5

              	2.5

              	2.4

              	3.1
            


            
              	Middle East

              	6.8

              	3.5

              	4.1

              	5.5
            


            
              	Asia

              	19.1

              	26.1

              	26.2

              	28.0
            


            
              	 China

              	1.2

              	2.5

              	5.9

              	8.2
            


            
              	 Japan

              	8.0

              	9.9

              	6.4

              	5.5
            


            
              	 India

              	0.5

              	0.6

              	0.8

              	1.0
            


            
              	 Six east Asian traders

              	5.8

              	9.7

              	9.6

              	9.6
            

          
        


        
          
            * Figures are significantly affected by i) changes in the country composition of
            the region and major adjustment in trade conversion factors between 1983 and 1993; and ii) including the
            mutual trade flows of the Baltic States and the CIS between 1993 and 2003.
          


          
            Source: World Trade Organization 2008
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          Figure 4.5 Trade as a
          percentage of GDP by sub-region.
          

        


        
          Source: World Development Indicators 2008, World Bank
        

      


      
        In east Asia and the Pacific, trade as a percentage of GDP has increased quite rapidly, increasing from
        one-third of GDP in 1980 to close to 90 per cent in 2006. The trend for south Asia is the same, but less
        dramatic, increasing from just over 20 per cent of GDP in 1980 to just about 50 per cent of GDP in 2006 (Figure 4.5).
      


      
        By looking at economies through their three main sectors – agriculture, manufacturing and services – we see
        most economies in the region making the development transition from an agricultural-based to an industrial and
        services-based economy. Each sector’s contribution to GDP over time underscores the point that many of the
        Asian economies are no longer agriculture based. However, what is striking is that the majority of people still
        live in the rural areas and furthermore a significant majority of the poor (over 70 per cent) live and work in
        rural Asia. The dynamics emerging are of great interest as they point to growth being concentrated among a
        minority of the population working in more productive sectors.
      


      
        Trade as a percentage of GDP and growth in trade, as useful as these indicators are, just imply that trade has
        come to play a more important role in the growth process. They do not tell us about the structure of trade and
        the amount each sector in the economy contributes towards trade. To get a sense of what drives growth in trade
        one would need to look at the sectoral contributions. Growth in trade in Asia and the Pacific has been driven
        primarily by expansion in manufacturing exports. However, more recently, trade in services is gaining
        prominence, as Figure 4.6 depicts. Trade in services
        has increased as a proportion of GDP over time in most countries.
      


      
        Manufacturing exports have underpinned east and south-east Asian trade and, somewhat, economic growth. What is
        astonishing is the pace at which the contribution of exports to the GDP has increased; they accounted for only
        about 20 per cent of the GDP back in 1990. In 2006, the share of exports in GDP shot up to 45 per cent, which
        was twice as much as the global average. Furthermore, manufactures accounted for a whopping 86 per cent of east
        Asia’s exports while primary exports accounted for just 13 per cent. In contrast, south Asia has a more even
        balance between primary and manufacturing exports, with the latter taking up 51 per cent of the pie and the
        former taking up 47 per cent.
      


      
        [image: Image]

        
          Figure 4.6 Trade in
          services (% of GDP).
          

        


        
          Source: Handbook of Statistics 2008, UNCTAD 2008
        

      


      
        Within manufactures the general trend has been to move from technologically simple
        labour-intensive goods such as textiles to capital-intensive, technologically sophisticated products such as
        electronics and other machinery. In Asia, this is the path taken initially by Japan and then the newly
        industrialised economies (NIEs)10 followed suit. The initial success of the export-oriented policies by the
        east Asian ‘miracle’ economies was accompanied by restructuring of their economies. The focus shifted to
        industry and manufacturing and later to services as well. However, not all countries have followed the familiar
        transition. At a very low level of per capita income, services contribute more than 50 per cent of GDP.
      


      
        Adam Smith’s infamous example of the pin factory has been taken a step further in east Asia. Not only are
        different stages of production broken down through finer and finer division of labour, they are also
        geographically spread over several countries. An Apple iPod’s production, for example, is spread over a number
        of countries with its ‘parts and components’ being manufactured in different locations. The hard drive is
        manufactured in China; the display module in Japan; the CPU in Taiwan; and the final assembly of the product in
        mainland China. Each country has established a niche in a high-tech part or component. Three things have made
        such fragmentation possible. First, regional trade liberalisation and investment policy reform have greatly
        reduced barriers to trade. Second, communication and transportation costs have come down considerably due to
        technological innovation. Third, capital is mobile while labour remains relatively immobile and wages across
        countries for undertaking similar work differ. Finally, the scale of production is sufficiently large to make
        fragmented production feasible from a profit–loss standpoint.
      


      
        The ‘slicing of the value chain’ (Krugman 1995) has not only changed the geography of trade, but also its
        composition. Within manufactures, exports of machinery and transport equipment have increased substantially in
        recent years. One of the effects of this transformation has meant a move away from traditional labour-intensive
        exports such as textiles, clothing and footwear and towards capital-intensive manufactured products. This shift
        is revealed through a healthy growth in the exports of certain high-value-added categories within the
        manufacturing sector over the period 1996–2004. As Figure
        4.7 shows, NIEs, east Asia and the Pacific and China have grown at a rate much faster than the world
        average. China’s performance is especially impressive given that it has grown its exports across a range of
        categories.
      


      
        The geography of trade in the region, especially east Asia and the Pacific, shows a marked increase in
        intra-regional trade, with an emphasis on the import and export of ‘parts and components’ of hi-tech products.
        This trend is further confirmed by the relatively high level of import content of exports (close to 50 per
        cent) for east Asia and the Pacific.11 The upshot of this is that amongst affluent east Asian countries there has
        been increased interdependence in trade.
      


      
        The key points to observe have been: 1) the specialisation of the production process through greater division
        of labour: a single product is made with ‘parts and components’ from several countries; 2) greater intensity of
        trade  that is increasingly intra-regional in nature, especially in manufactures; and 3) a
        move up the value chain within manufactures. The result has been export-driven economic growth over a couple of
        decades with a move towards capital-intensive and, consequently, labour-saving production.
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          Figure 4.7 Growth in
          manufacturing exports by HS category, 1996–2005.
          

        


        
          Source: Trade and Structural Change in East and Southeast Asia, ADB 2007;
          Statistics Canada, World Trade Analyzer
        

      

    


    
      The role of public policy for reducing inequality


      
        The overview, both on the status of inequality and the nature and pattern of economic growth, presents a
        challenging scenario: given that there has been a significant rise in within-country inequality attributable to
        the pattern of economic growth, what are the policy options available to Asian governments to practise a more
        egalitarian form of capitalism?
      


      
        The principle aim is to consider pragmatic policy possibilities that alter the current pattern of growth. In
        principle, there are three main areas where policy can lead to more equitable outcomes and improve the
        livelihoods of the poor. First, to alter the pattern of growth requires a restructuring of incentives towards
        certain sectors of the economy which would yield more employment for the poor. As noted earlier, there has been
        a recent neglect of agriculture and, more broadly, of the rural sector. A frequently cited example is India,
        which has witnessed a relative decline in investment in agriculture compared with previous
        periods in its economic evolution. This neglect of rural areas was commonly attributed to the fall of the BJP
        Government in 2005, as voters turned away from the rhetoric of ‘India Shining’ at a time when some farmers in
        states such as Andhra Pradesh were, in extreme cases, committing suicide. The contrast between some desperate
        farmers close to cyber Hyderabad captured this sense of putting excessive emphasis on low-employment-generating
        services, no matter how important their contribution to the global economy. This was not an argument against IT
        and other technology, but more a plea of greater balance in development strategy. The post-BJP alliance in
        India has been conscious of trying to correct for these biases, placing more emphasis on
        agriculture.12 Thus the
        first set of instruments available to government is to alter incentive in favour of certain sectors and
        increase public investment in them to ‘crowd in’ private sector investment. This can increase the employment
        elasticity of growth – put more simply, these policies will create more jobs for a given rate of growth.
      


      
        The second area of policy options involve the role of the state in managing redistribution of income, from the
        rich to the poorer sections of society through the fiscal system. After the Second World War and through the
        1970s, redistribution with growth was a central part of the development agenda. With higher levels of
        inequality persisting within and across countries, there was a strong case to be made for creating
        circumstances that allow for redistribution. The most extensive form of redistribution exists in some of the
        richest countries in the world, such as Canada, Sweden, Norway, Finland, the UK, Germany and much of western
        Europe. Relatively egalitarian capitalism was created in these societies after the convulsions of the
        nineteenth and twentieth centuries, when countries such as Finland had a famine and civil war and responded to
        these shocks through the creation of an inclusive, egalitarian capitalism. Up to 50 per cent of national income
        is transferred, through government, in what are referred to commonly as ‘welfare states’.
      


      
        Most Asian countries are not rich enough to create large fiscal redistributive measures, but they can do a lot
        more than they are at present. In most countries, the rich pay a negligible amount of direct income taxes,
        property taxes and so on. While the volume increased by direct taxation will not be large enough to make a
        serious dent in poverty, it is extremely important for a sense of social justice that the elites subscribe to a
        more progressive fiscal mechanism.
      


      
        Finally, the third area of policy options is promoting the role selective targeted programmes can play in
        binding societies together. In the absence of social protection and institutionalised welfare, targeted safety
        net interventions can offer a cost-effective way of providing a basic level of security and social cohesion. A
        minimum standard of living for the poorest citizens has been achieved in a number of countries. There are a
        plethora of global experiences to draw from: for instance, the Latin American model of conditional cash
        transfers and the school feeding programmes that have taken hold in parts of south Asia. A package of
        instruments is available to create enhanced security for the poor; these include
        micro-insurance, employment guarantee schemes, microfinance, conditional cash transfers and incentives for
        education of children, particularly girls, through subsidising meals and school clothing. A combination of
        these, depending on a country’s environment, can create a better sense of security amongst the poorest. The set
        of three policy intervention categories available for a more egalitarian capitalism is explored in more detail
        below.
      


      
        1 Injecting dynamism in rural
        areas


        
          Since independence Asian agriculture has demonstrated remarkable resilience. The spectre of population growth
          outstripping agriculture’s ability to meet human needs has not materialised. However, the dynamism on display
          since the 1960s appears to have petered out. Growth of agricultural output has slowed down, both in east Asia
          and south Asia during the 1990s as compared with the 1980s. This has obvious implications for the rural
          areas, whose share in the total number of poor range from 66 per cent in Indonesia to 94 per cent in Nepal.
        


        
          China’s remarkable success in poverty reduction during the initial years after the systemic land reforms in
          1979 was largely because of a sharp improvement in agriculture’s terms of trade and an increase in public
          expenditure for the rural economy. Rural communes were dismantled, land was parcelled to households on an
          essentially egalitarian basis, farmers were encouraged to abandon the previous ‘grain first’ policy and to
          diversify production, and farm prices rose substantially along with a large increase in chemical fertiliser
          supplies. When China shifted gears in the late 1980s to a development strategy oriented towards exports with
          concentration of economic activity in the coastal region, the process of growth became noticeably less
          pro-poor. Similarly, when India experienced relatively fast agricultural growth, mainly due to the Green
          Revolution in the 1970s and 1980s, poverty declined despite a relatively low rate of economic growth.
          However, the slowdown in agricultural growth in the 1990s, despite high economic growth, has had an adverse
          impact on poverty reduction. Further, the astonishing egalitarian and poverty-alleviating growth in Indonesia
          during the 1970s and 1980s was principally due to a diversion of a high proportion of public investments
          towards the rural areas, and to reforms of the domestic trade and marketing regime, which led to an
          improvement of the agricultural terms of trade.
        


        
          Creating the correct incentives for the poor, who are concentrated in rural areas, should be one of the
          fundamental elements of any rural development strategy. Although there are strong migratory trends towards
          urban areas, the majority of the poor in developing Asia still reside inland and depend on the rural sector
          for their livelihoods. The rural population either finds itself unemployed or underemployed. In addition to
          the Indian and Chinese experiences mentioned above, Malaysia, Thailand and Indonesia during the 1970s and
          1980s directed a larger share of their public investment to rural areas than did other
          low- and middle-income economies. Agricultural productivity increased in spite of the sector’s declining
          contribution to GDP. Income growth in agriculture helped to keep east Asian urban wages close to the supply
          price of labour.13
        


        
          The incentives given to the farmers are subsidies on inputs, such as fertiliser and seeds, in addition to a
          general lowering of tax levied on the agriculture sector. This can take the form of price controls as offered
          by Indonesia. In Korea and Taiwan’s (PRC) case, the state focused on rural electrification. In addition,
          extension services helped build capacity and improve yields.
        


        
          Another aspect of rural development is creating alternatives to existing sources of employment. Historically
          and presently agriculture shoulders the burden of rural employment. One way of balancing rural–urban
          migration while promoting poverty reduction is to promote the rural non-farm sector, enabling the poor to
          diversify their income sources as well as provide them with a back-up in times of shocks to their
          agricultural income (Timmer 2005). The Chinese town and village enterprises (TVEs) offered a good model of
          off-farm employment that helped the rural and small town populations raise incomes. TVEs were market-oriented
          public enterprises under the purview of local governments based in townships and villages. TVEs catered to
          industrial development and initially had a limited role restricted to the production of iron, steel, cement,
          chemical fertiliser, hydroelectric power and farm tools but were flexible in terms of organisational
          structure.
        


        
          Taiwan (PRC) and Korea both focused on rural electrification as part of a rural development strategy.
          Investments in other forms of infrastructure include roads, bridges, telephone lines, increased connectivity
          with other rural areas and urban centres. Social services, such as health care and education, were accessible
          and available to all.
        


        
          Greater investment in backward and remote regions can be considered a subset of a comprehensive rural
          development strategy. A number of countries in the region including China have focused their attention on
          developing remote and backward regions. A major part of China’s income inequality is inter-provincial
          inequality, mirrored by inequality in human development across economic and social indicators. In response,
          China has introduced its western development strategy, ‘Go West’. Its priorities are infrastructure
          development, environmental protection, industrial upgrading, human capital accumulation, science and
          technology research, and the opening up of provinces to foreign direct investment (FDI). The picture is
          somewhat encouraging, as the regional gap in GDP per capita has shown some signs of narrowing.
        

      


      
        2 Fiscal policy


        
          An obvious requirement for meaningful fiscal resources to alleviate poverty and reduce inequality is the
          willingness – and capacity – of the state to mobilise revenue. Higher government taxation and transfer of
          expenditure from non-development to development programmes (as in Thailand, where
          military expenditure was vastly reduced) have a great potential for reducing extreme inequalities. In Chile,
          for example, the gap between the income ratios of the richest and the poorest 20 per cent of the population
          was narrowed from 20:1 to 10:1 (Watkins 2007). Tax collection in Brazil, at about 35 per cent of GDP, is
          close to the average for OECD countries. In many developing countries, there is strong opposition to
          progressive taxation. Therefore, although a number of countries have the progressive taxation policy in
          place, rate of tax collection is very low. Consequently, revenues have been significantly lower than
          intended. This makes it difficult for the government to finance a meaningful equity-enhancing plan.
        


        
          Government revenue is tax dependent and as such long-term development policy must encourage domestic revenue
          and savings. Long-term foreign borrowing and dependency on overseas development aid (ODA) should generally be
          discouraged. The idea is that development expenditure relies more on domestic revenue collection rather than
          borrowing from external sources. Also, the added benefit of focusing on domestic sources of revenue is that
          it is likely to spark behavioural shifts that lead to more effective tax and expenditure policy. The
          reasoning is simple: if public expenditure relies primarily on domestic sources, there is an in-built
          incentive to improve collection and functioning.
        


        
          Taxes as a source of revenue vary depending on development context. High-income countries average 38 per cent
          of GDP, whereas middle- and low-income countries’ collection rates are more modest at 25 per cent and 19 per
          cent respectively. Further, tax policies vary greatly from country to country and require detailed
          assessments at the country level since the level of development, trade openness and other structural factors
          determine the tax base (i.e. the tax potential a government can hope to collect). Data on revenue collection
          efforts for countries in the Asia-Pacific indicates a high degree of variability among countries. Revenue
          collection varies from 11.5 per cent (Cambodia, Laos, India) to a high of 37 per cent in Mongolia.
        


        
          The structure of the tax system also plays a role in determining the progressivity of tax and transfer
          policies. Progressive taxation can foster inclusive growth through redistribution (through income transfers
          and more effectively targeting to improve access of poor and vulnerable groups to public goods). Some
          studies, though, have argued that tax systems in Latin America did not contribute to better distribution
          outcomes due to widespread tax evasion (Alesina 1998). A review of studies on tax incidence in 36 countries
          suggests that the redistributive effects of the taxes are not as large in developing countries as they are in
          industrialised countries (Chu et al. 2000).
        


        
          The adjustment of the tax system to generate higher direct and indirect tax revenue needs to be complemented
          by reforms on the public expenditure side. In this regard two areas emerge as playing crucial roles: 1)
          accountability in the use of public resources; and 2) commitment to certain areas of spending. One of the reasons – or excuses – for not paying higher tax is the perception and reality of
          corruption in use of public resources. Few fiscal reform projects for equity will work without a serious
          effort at controlling corruption. In recent years, countries such as Korea have shown remarkable progress in
          corruption control, and such experience deserves careful study and replication. Its steady response to the
          corrosive effects of elite corruption has created institutions for sustaining more egalitarian capitalism.
        


        
          A key policy message emerging from development experience is that countries ought to increase expenditure on
          social services, especially health and education. This is consistent with the experience of the miracle
          economies, especially Taiwan, Singapore and Korea. This can best be done by protecting expenditures.
        


        
          
            Table 4.5
            Government revenue collection in select countries (2006) (% of GDP)
          


          
            
              
                	Country

                	Government revenue collection (% of GDP)
              


              
                	
                  

                
              

            

            
              
                	Asia
              


              
                	Sri Lanka

                	16.1
              


              
                	India

                	12.9
              


              
                	Bangladesh

                	15.8
              


              
                	Bhutan

                	16.8
              


              
                	Afghanistan

                	5.8
              


              
                	Pakistan

                	13.7
              


              
                	Cambodia

                	11.5
              


              
                	Laos

                	12.5
              


              
                	China

                	17.3
              


              
                	Thailand

                	17
              


              
                	Indonesia

                	15.4
              


              
                	Mongolia

                	36.8
              


              
                	Timor Leste

                	20.8
              


              
                	Pacific
              


              
                	Fiji

                	26.3
              


              
                	PNG

                	35.3
              


              
                	Samoa

                	25.1
              

            
          


          
            Source: ADB, Key Indicators, 2006
          

        


        
          Indonesia recently embarked on a far-reaching system of fiscal decentralisation. Under the new system,
          devolution of powers to local governments was accompanied by transfers of a significant quantum of resources
          to poorer regions through the General Allocation Fund (Dana Alokasi Umum, or DAU). The fiscal transfer system
          has been highly redistributive. For example, the DAU increased by 64 per cent in 2006, with some of the
          poorest provinces, such as Aceh, Papua and Maluku, receiving more than 100 per cent increases in their
          allocation over the previous year (UNESCAP 2007). Therefore new ways of empowering local governments in the
          area of taxation need to be explored. Decentralisation can strengthen accountability and democratic governance by reinforcing the capacity, authority and accountability of sub-national
          governments, especially through direct taxation.
        


        
          Borrowing for financing development from external and domestic sources should be based on a careful analysis
          of whether investments made are productive and as such likely to be a spur to
          growth. In such cases, borrowing to spend (deficit financing) may be justified. ‘The argument that public
          spending may have a positive effect on an economy’s growth performance hinges on such spending being
          relatively efficient in creating public sector outputs and services that either directly or indirectly have
          high economic returns’ (Seth 2008). External borrowing should be a short-term strategy targeted towards
          investing in areas that are likely to reap high returns, such as education and infrastructure.
        


        
          ODA and other external sources of revenue should be seen as a means towards achieving certain ends, rather
          than an end in itself. In the longer term, countries should rely on domestic revenue for spending and
          reliance on external sources should be phased out.
        

      


      
        3 Social safety nets


        
          Most countries in Asia lack a formal welfare programme that is available to all citizens. In the absence of
          welfare, targeted programmes and interventions become a necessity in providing some form of security. Asia is
          still home to the largest absolute number of poor and hungry. The recent food crisis affected the poor people
          more, as a significant portion of their income (and savings) are used in procuring food. The lack of
          education as revealed through the low literacy rates, especially in south Asia, are not likely to improve in
          the near term. Unemployment, especially in a time of economic crisis, is likely to increase as well. Food,
          education and employment are basic rights and should be the target of social safety nets. They should not
          replace a comprehensive development strategy and poverty package. Instead, they should be one aspect of them.
          They should be focused and targeted from the persons and communities that are often marginalised and
          consequently ‘fall through the cracks’ of an otherwise comprehensive development plan.
        


        
          Direct income transfers may be used as a form of safety net. The experiences of a
          number of countries, especially in Latin America, show that direct income transfer schemes not only reduce
          poverty but also contribute to accumulation of human capital, better nutrition, and thus have a long-term
          impact on the poor acquiring new skills.14 In the absence of direct income transfers, the experience in a number of
          countries has often been overall inefficiency in the proper allocation of funds. The reasons most cited are:
        


        
          	absorptive capacity at the local level


          	institutional and bureaucratic delays


          	corrupt practices as the funds are filtered from central to the district level.

        


        
          The implications are:
        


        
          	inadequate disbursements


          	costly delays in disbursement


          	a significant discrepancy between resources allocated and resources dispersed, respectively.

        


        
          In order to circumvent these constraints and challenges, direct income transfers are often used to good
          effect.
        


        
          ‘Food stamps’ are a form of public subsidy to food consumption whereby the
          government provides a special currency that can be used only for staple food purchases. Food stamps involve
          lower costs than food distribution systems and have a greater likelihood of resulting in increased food
          consumption than straight cash transfers. However, food stamps are difficult to implement without a strong
          supporting government and private sector architecture. Historically, they have been more prevalent in the
          Americas, whereas Asian governments have tended to prefer distribution schemes. Although food stamps are
          associated with developing countries, arguably the most well known and successful food stamps programme is in
          the USA. In general, food stamps have been adopted as a temporary measure to help poor consumers adapt to
          short-term shocks, such as the removal of more generalised subsidies or after currency devaluation. However,
          many such programmes have lasted much longer than expected, largely because they are popular with recipients
          and therefore difficult to unpick.
        


        
          The biggest advantage that food stamps offer over food distribution programmes is one of affordability.
          However, Rogers and Coates (2002) claim that food stamps may encourage a degree of self-selection as non-poor
          individuals may not wish to be stigmatised by receiving the stamps. Targeting by geographical area, as in the
          Philippines example, is cheap and easy to administer, but may result in abuse or leakage. By comparison,
          means-testing households may be more accurate but is expensive, can exclude the illiterate or homeless, and,
          as the Sri Lankan example shows, can be counterproductive unless assessments are accurate. It is also
          critical to ensure that needs are reassessed on a regular basis, as households move in and out of poverty.
          Since food stamps tend to be more targeted than food distribution mechanisms, a premium must be placed on
          identifying the most deserving recipients.
        


        
          ‘Food for work’ schemes are a form of safety net, whereby a segment of unemployed
          or underemployed society is invited to participate as workers in a public works programme, in exchange for a
          ‘payment’ of food rather than (or in addition to) cash. Food for work schemes have proved popular in south
          Asia as well as in other parts of the developing world (notably sub-Saharan Africa), in part because of the
          willingness of international non-governmental organisations (NGOs) to provide food for such programmes.
          However, there have been few formal evaluations of the effectiveness of Asian programmes, especially from a
          food security point of view.
        


        
          Bangladesh has operated a food for work programme since the aftermath of its 1974 famine.
          Programmes are regionally targeted at the poorest communities and seem to have largely reached their target
          audience – the poorest quintile of the population being five times more likely to participate than the
          richest quintile. Moreover, the programme has been particularly successful in times of particular food
          shortage – and is credited with avoiding a famine in 1988. However, Ravallion found there was a significant
          forgone earning effect during the late 1980s, which meant that the net income gain to participants was only
          57 per cent of their gross earnings (Hossain et al. 2005 and Ravallion 1991).
        


        
          More recently in India, the Government has legislated a National Rural Employment Guarantee Act, which
          guarantees 100 days’ work for any rural worker willing to undertake unskilled work for minimum wage, and is
          one of the most ambitious social safety net programmes in the developing world. There have not been any
          comprehensive evaluations of the programme as yet, although preliminary monitoring suggests varied results,
          where the scheme seems to be working well in some states relative to others with high levels of targeting.
        


        
          The pensions system in Kazakhstan is a success story in reform. In the case of Kazakhstan, increases in
          natural resource revenues led to increases in welfare spending. The total government revenue has risen faster
          than GDP, from 17.9 per cent of GDP in 1998 to 23 per cent of GDP in 2003. As a result, pensions and welfare
          schemes became more liberal and the expenditure on social security saw a major increase, both in real terms
          and as a percentage of total government expenditure, from 24 per cent in 1998 to 48 per cent in 2003 (BTI
          2008). Part of the oil fund is used to fund a pension and social protection programme that has helped reduce
          poverty. Legislation on social security was formulated (1992–1996) that included employment, labour
          remuneration and social guarantees for citizens and social protection of the most vulnerable groups of the
          population. A major revision of the pension and other welfare programmes, which began in 2003, led to further
          increases in expenditure. In 2006, in addition to the single payment made on the birth of a child (payable
          since 2003), benefits have been introduced for child care payment for a year, the amount of which varies
          depending on the number of children in the family, and for children up to the age of 18 in low-income
          families whose income is below the cost of the standard food basket. Since January 2008 the rates of benefit
          paid on the birth of a child and for caring for a child have increased by 2 and 1.6 times respectively
          (Government of Kazakhstan 2008).
        


        
          Finally, it would be useful to briefly touch upon food distribution systems, as
          they are critical in terms of delivery of food, especially to low-income households. Asia’s major food
          distribution systems have mostly emerged organically, evolving out of post-war rationing schemes that were
          focused on the provision of scarce food. In both India and China, distribution systems have played an
          important role in supporting farmers by providing a reliable market for grain at a stable price. However, the
          relationship between the government and farmers must be handled carefully. First, it is
          important that the government, whilst taking into account genuine livelihood concerns from farmers, must
          protect the interests of the scheme’s recipients as a primary concern. This means setting a purchase price
          that will be fair for consumers as well as producers and that is fiscally sustainable. It is also important
          that market signals on increasing or decreasing demand are transmitted to farmers, again through
          government-set prices. Efforts by governments to control domestic prices are likely to reap limited rewards
          unless, like China, the government assumes a monopoly position in purchasing – this is likely to be
          unaffordable for most. However, even limited market intervention may help stabilise prices. Finally, as the
          China example shows, the best way to end an expensive food distribution system is to work through parallel
          strategies such as job creation to improve incomes sufficiently that demand for the programme is drastically
          reduced.
        


        
          In sum, the key aspects of a successful safety net programme are:
        


        
          	it needs to be well designed and have a clear idea of its aims and objectives – that is, identification
          of target/vulnerable group (i.e. children in school, elderly, unemployed or underemployed etc.)


          	careful selection (based on existing evidence and experience) of an instrument for reaching the target
          group (i.e. nutrition, cash transfers, public works, etc.)


          	having a clear strategy of financing and efficiency.

        


        
          There is a range of safety net programmes operational, some of which have been scaled up and replicated in
          other countries.
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    Damage control


    
      Can Asia reduce environmental stress?
    


    
      Just three Asian countries – Indonesia, China and India – contain 40 per cent of the world’s population. Vietnam,
      the Philippines, Japan, Bangladesh and Pakistan account for another 10 per cent. Thus during the decade since the
      financial crisis, more than half of the world’s population has experienced an annual economic growth rate of 7
      per cent. There is no historic precedent for such a large scale of economic growth. Indeed, for two centuries
      prior to the Second World War, most of these Asian giants did not experience any growth in incomes.
    


    
      Perhaps not surprisingly Asia now contains 13 out of the 15 most polluted cities in the world. Such a hectic pace
      of continental growth is contributing to climate change. The physical changes related to climate change are
      already evident in glacial melt, increased flooding and windstorms. Low-lying coastal deltas in Vietnam and
      Bangladesh are precariously placed. Islands such as the Maldives face the distant possibility of drowning.
    


    
      Asia is the future of climate change. The scale and pace of climate change will largely be determined by the
      populous countries of the continent. The sheer magnitude of Asia’s impact is, in future, likely to dwarf that of
      other regions. As noted in Chapter 2, rapid growth has delivered huge benefits
      to a wide mass of poor people, with over 100 million people having been taken out of poverty since the 1997
      financial crisis.1 Inevitably
      the environmental footprint of such compressed poverty reduction is significant.
    


    
      The enormity of the challenge is sobering. Policy cannot reverse the notable damage that is going to be inflicted
      on the environment over the foreseeable future. Asia cannot reduce mass poverty while leaving the environment
      unscathed. The strenuous choice is to minimise environmental stress. The complexity of the task is intensified by
      a struggle between political feasibility and environmental stress. Some elements of environmental issues are
      clearly easier, especially those with visible short-term impacts. Getting attention for risks that are longer
      term will for most poor countries be of marginal interest. Reducing such risks will involve international
      support.
    


    
      Recriminations about the past have, on occasion, hindered Asian progress on environmental management. It is
      recognised that global warming and ozone depletion have been caused elsewhere. This can be a useful excuse for
      inaction. Occasionally, rancour over the past led to procrastination. We know that a key
      future determinant to global environmental stress will be Asia. This is inherent in the pattern of rapid economic
      development that the continent is achieving. The dampening of growth due to the recessionary conditions of 2009
      is temporary. By the middle of the twenty-first century global economic production will tilt heavily in favour of
      Asia. The quest for material prosperity will alter the face and the atmosphere of the planet.
    


    
      Reducing potentially serious risks, when confronted with imperatives that increase that risk, is primarily a
      political task. Expanding freedoms, reducing poverty and managing the environment entail radical changes in
      institutions and forms of governance. The pressure on governments to create more open, accountable and
      participatory systems has been a positive outcome of 1997. In an era of responsible development, with multiple
      objectives and demands, it is not possible to govern through paternalistic authoritarianism. More accountable,
      open processes are inevitable for coping with these changes irrespective of whether a regime is a multi-party or
      a single-party state.
    


    
      The neglect and ignorance of environmental impact accompanying material prosperity is being rectified,
      particularly in the prosperous economies. This is true in Asia as elsewhere. Japan, Singapore, South Korea and
      Taiwan have taken the regional lead in environmental management. Middle-income Malaysia has also altered its
      environmental policies in a positive direction. Thailand has made notable progress in urban pollution. While such
      progress is laudable, the real battle is in countries with large swathes of poverty. Recent economic achievements
      are the tip of the iceberg. The explosion in material prosperity is inevitable as are the wounds to the
      environment. Damage control is feasible through a mix of innovative technology, altered incentives and popular
      awareness. The latter is the key, since environmental policy, at its core, is a political issue; without popular
      pressure for change, the matrix of development will not have a significant space for the environment. At present,
      the incentive for mitigating future environmental risks is coming from the US and western Europe.
    


    
      Scientific knowledge about the effects of the human imprint on global warming has accelerated rapidly in recent
      years. Few sceptics still question the relationship between material progress and climate change.2 However, the extent of human adversity
      due to climate remains a matter of debate. The new scepticism has two causes. One is the uncertainty of impact to
      the geography of the world and the views of some scientists that the world has adapted to much more severe tests
      from the natural world.3 A
      second source of scepticism arises from the one-dimensional pessimism on climate change. It seems unreasonable to
      expect that climate change will have only negative consequences. Why should no region benefit? Is there a
      conspiracy of silence on benefits? Have scientists lost the courage to speak the truth or have they developed
      personal research funding stakes in tragedy?
    


    
      Political momentum on the environment has led to a number of initiatives. The Kyoto Protocol
      was a landmark global agreement to cut carbon emissions.4 Leading industrial economies have established carbon reduction targets.
      Countries such as Japan have taken the lead in building green automobiles with fewer CO2
      emissions. Iceland has revived the utility of fuel cell technology. Global funds have been created and there is a
      plethora of projects dealing with ozone depletion, biodiversity, deforestation and so on. Awareness of global
      warming has intensified rapidly in recent years. Nascent voices of dissent are also emerging and in Asia may grow
      markedly if there is not an open debate of the potential beneficial impact of climate in contrast to the damages.
    


    
      Along with this awareness has been a recognition and fear of the impact that Asia’s economic transformation is
      going to have on global warming. The trajectory of a continent as vast as Asia moving towards Western living
      standards has revived serious concerns. These range from the argument about the ‘carrying capacity’ of the
      environment to the ‘limits to growth’ imposed by natural resources. None of these arrangements have any serious
      empirical base. The Club of Rome5 proponent of limits to growth were proven wrong by the subsequent rapid pace of
      global growth. The ‘carrying capacity of the environment’ is also too vague a concept to operationalise.
      Statements by eminent environmentalists such as Sir David Attenborough that the world’s population is excessive
      in relation to environmental sustainability6 drew very sharp criticism.
    


    
      Most of developing Asia has to tread a careful path. It cannot afford discussions about emissions leading to
      reductions in rates of economic growth. The die for economic growth and poverty reduction is cast. At the same
      time, it is not responsible for Asian governments to adopt the attitude that global warming is a problem of
      affluence, not of poverty. Chalking out a development path that is more environmentally sensitive than the one
      pursued by the current industrial economies, symbolically illustrated in Figure 5.1, requires global partnerships – a point emphasised in Chapter 10.
    


    
      [image: Image]

      
        Figure 5.1 Income level
        and index of environmental quality.
        

      


      
        Source: Author
      

    


    
      A view of the relationship between aggregate environment quality and levelof GDP is summarised in Figure 5.1. The figure implies
      that typically the general quality of the environment in a country is better at high per capita income levels
      (line A). The case of a continuously inverse relationship between environmental quality and income levels is
      represented by line B. Such a hypothesis tends to ignore the improvements that are made possible through the
      growth of aggregate incomes.
    


    
      Figure 5.1 reflects the observed pattern of development. Components of
      environmental quality may worsen, but several other aspects of the environment are better at high-income levels.
      During the process of development, however, the quality of the environment has historically worsened before it
      gets better.
    


    
      One of the principal reasons why the inverse relationship between environment and development has attracted so
      much public attention is that the debate is about several features of the environment. Typically there are three
      relationships at work simultaneously. The first are the cases where environment improves and so does the
      development. Second are cases where environment reverses but then improves with development. Finally, there are
      cases where there is decline in the environment as growth accelerates. The first are features of environmental
      change, associated with higher income, which have a positive impact on human well-being. Improved water and
      sanitation has contributed in many countries to increasing life expectancy by 20 years during the course of the
      twentieth century. In England, average life expectancy was 48.25 in 1900. This increased to 78.3 by 2000 (Hicks
      and Allen 1999). While many factors contributed to the astonishing increase in life expectancy, water and
      sanitation was one of them. In many low-income countries, the major mortality and morbidity problems emanate from
      contaminated drinking water, poor sanitation and indoor pollution from burning biomass fuel.
    


    
      The second relationship involves a temporary worsening of a component of the environment as development takes
      off. This worsening is subsequently reversed. Historical examples of this are pollution in the River Thames in
      London and air pollution in Tokyo. The Thames was filled with industrial and human waste, which made the water a
      threat to health.7 The case of
      Tokyo’s worsening, and then improving, air pollution is discussed later in this chapter. The third aspect of the
      relationship between environment and development is the continuous damage inflicted on the environment. A topical
      example is climate change. Rapid economic growth across the world has led to erosion of the ozone layer and
      global warming. The collective impact of industrial pursuit of material prosperity has caused, and is causing,
      negative climate changes. In this third case, development patterns need to be altered to arrest the scale of
      environmental damage.
    


    
      Economic growth typically provides resources to tackle some forms of debilitating pollution. Human welfare is
      enhanced through this complementary role between environment and development. However, the profile of
      environmental priorities changes with development. Production processes and consumption
      habits, rather than natural pollution, degrade the air, water and land. Concerns also emerge regarding the
      adverse human effects of atmospheric degradation. Thus there have been associated losses in human welfare,
      productivity and amenity values.
    


    
      In sum, it is plausible to argue that the aggregate index of environmental quality in countries improves with
      development, although particular problems may worsen. Thus, for example, the quality of the environment for human
      welfare is likely to be better in the US than, say, in India. The hypothesis of a U-shaped curve is illustrated
      further by a number of empirical studies, which have documented the relationship between economic development and
      various components of environmental quality.
    


    
      The first category is that of environmental variables that improve with economic growth. Economies above a
      certain income level provide clean drinking water and sanitation to virtually all citizens. The second category
      is that of environmental variables that initially deteriorate and then improve with economic development. This
      appears to be the case with ambient amounts of particulates and sulphur dioxide. This observed pattern may have
      been due to high levels of air pollution related to the early stages of manufacturing industry. The next
      development led to a change in the structure of the economy towards higher technology industry and services. This
      reduced pollution per dollar ($) of GDP growth. The third relationship is environmental adversities, which
      increase continuously with economic development. These include per capita carbon dioxide emissions and wastes,
      both of which are a reflection of the high consumption associated with increasing levels of income. While the
      expanded resource availability enables improved handling of wastes, there is an obvious connection between the
      increase in aggregate economic activity and adverse national and global environmental effects.
    


    
      In brief, the relationship between economic development and the environment is far more complex than that
      suggested by simplistic assertions of conflict between them. With many features of the environment showing a
      distinct improvement with economic development and technological progress, it is important to emphasise the
      positives while generating the political momentum to address the adversity.
    


    
      Two implications emerge from this discussion. First, the worst possible scenario for the environment is a large
      group of poor countries, with rapid population growth, unable to increase their income at a rate that would be
      necessary to alleviate damaging problems of natural pollution. The social and political consequences of trying to
      arrest the rate of growth of the world economy in the name of the environment is simply not feasible. There is no
      option but to increase research and development for technological changes to methods of production and
      consumption. The long lamented neglect of renewable energies is being partially rectified.8 Similarly, there seems to be a tangible
      shift from rhetoric to action against Europe and America’s dependence on fossil fuels. Further, innovative
      research to cut domestic consumption in energy-scarce Denmark through attempts to reduce electricity consumption of domestic appliances is encouraging. Further research into cleaner industrial
      technology has considerable significance for rapidly indus-trialising economies. Cleaner technology embedded in
      imports will play a potentially significant role in curbing industrial emissions in the developing world. This
      would enable higher income levels but with lower emissions than those borne by the present set of industrial
      countries.
    


    
      Conflict between environmental and economic objectives can be mitigated, if not eliminated. Numerous Asian
      initiatives can be quoted:
    


    
      	fiscal incentives for investments in cleaner technology, such as the South Korean Government’s decision in
      July 2008 to invest in renewable energy, which boosted private sector incentives for solar and wind energy


      	public and private investment in cleaner transport, as in Thailand


      	reforestation schemes in Vietnam, Malaysia, the Philippines, China and so on.

    


    
      In addition to global issues, Asia has to cope with cross-boundary expansion of environmental problems. Air
      pollution in Malaysia is affected by the actions that are taken in Indonesia. In Hong Kong, emissions from the
      mainland contributed to high levels of smog. Water resources have to be shared across sensitive borders such as
      those between India and Pakistan and Nepal and India. The environment is another arena where Asia needs more
      regional collaboration, the absence of which continues to plague several cross-border initiatives.
    


    
      For most Asians, however, climate change is a distant issue and is not part of the political agenda. The most
      significant natural resource concerns tend to be those associated with poverty rather than those of excess
      production. The lack of access to water and sanitation, health effects of indoor biomass cooking fuel and
      lowering of groundwater for agricultural production remain perennial concerns.
    


    
      Many of these ‘brown’ environmental issues are addressed through the growth of incomes, which provides the
      resources for investments in water and sanitation and other areas of concern to the poor. High rates of growth
      facilitate the acquisition of resources to address problems inherited by several generations. The need to grow in
      order to improve parts of the environment, but to pay greater attention to other environmental adversities
      accompanying growth, is the duality of the environmental challenge in Asia.
    


    
      To state the obvious, responsibility for managing this duality cannot be left to governments alone – an alliance
      with the private sector and civil society is necessary since they are both a cause and a necessary part of the
      solution. The multiplicity of environmental problems poses a new challenge of governance to Asian countries. It
      is not surprising that environmental issues are generating new coalitions of civil society groups, whether it is
      to protest against large dams or to improve the quality of the air.
    


    
      Environmental challenge is escalating and will further in its intensity. Reasonable public
      policy responses cannot reverse most of the environmental wear and tear over the next decades of Asian
      transformation. By and large, governments are not in denial. They are typically well informed and many are
      already taking serious action. They are, however, battling with a variety of obstacles and pressures. In some
      cases, such as excessive logging, commercial interests are strong and regulatory efforts are compromised by
      corruption. Public policy is also daunting in an area as wide as the environment. Establishing priorities is
      difficult as special interests frequently draw attention to a particular environmental problem. In such
      circumstances, financially strapped governments frequently undertake actions that donors support. Nonetheless
      governments, particularly those with fiscal space, have taken significant initiatives on their own.
    


    
      Responsible development and the environment – the Asian response


      
        A number of programmes in Asia are grappling for solutions to a multiplicity of environmental problems. Some
        Chinese cities, for example, have substantially increased reliance on solar power. Zero or low emission public
        transport has been introduced in several Japanese cities such as Osaka, Tokyo, Kawasaki, Yokkaichi and
        Kitakyushu. Electronic items, such as air conditioners, fridges and others are more energy efficient.
        Technological changes have thus reduced the emission of CFCs.9
      


      
        Many Asian scientists are involved in research that advances our collective understanding of climate change and
        the measures needed to address it. These include Nobel Laureates such as R.K. Pachauri, Chairman of the
        Intergovernmental Panel on Climate Change,10 and Mohan Munasinghe from Sri Lanka. Copenhagen 2009 initiates a process of
        global agreements on climate change and one in which Asia plays a more central role than in previous accords.
      


      
        Urban air pollution has been reduced due to political coalitions between government and civil society. Bangkok,
        for example, has seen a nearly 50 per cent decrease in the amount of harmful small dust particles since
        1997.11 While Bangkok’s
        air quality is still worse than that of Asia’s cleanest cities, such as Tokyo and Singapore, it is useful to
        recall that Tokyo used to be worse. Thailand is also encouraging vehicles on Bangkok’s gridlocked streets to
        use compressed natural gas, a cheaper, cleaner and odourless alternative to petrol. The number of vehicles
        using natural gas in Bangkok tripled to almost 20,000 during 2007–08 due to incentives from the Land Transport
        Department that cut the cost of engine conversion. Construction sites were also monitored so that dust
        pollution was reduced.
      


      
        There are numerous environmental initiatives across the region. These include the holistic response by South
        Korea on recycling, waste management and pollution control of civil society activities. South Korea has become
        one of the most environmentally progressive countries. Air pollution is a serious concern,
        particularly in major cities, because more than 80 per cent of all South Koreans live in urban areas. Although
        far behind the United States, South Korea’s much smaller population is the ninth largest consumer of
        ozone-depleting CFCs. Water pollution from sewer discharge and industrial effluents, acid rain, drift net
        fishing and wasteful packaging of consumer goods has collectively contributed to disturbingly high levels.
        Galvanised civil society groups effectively used their power in an increasingly democratic Asia. Transboundary
        pollution concerns spurred the creation of a joint commission among South Korea, Japan and China to reduce
        emissions. Most of South Korea’s forests were cleared over many centuries for use as firewood and building
        materials. However, they have rebounded since the 1970s as a result of intensive reforestation efforts. The
        country’s few remaining old-growth forests are protected in nature reserves. South Korea also has 20 national
        parks. One of the world’s most interesting wildlife sanctuaries has developed in the demilitarised zone, having
        been virtually untouched since 1953. The uninhabited zone has become a haven for many kinds of wildlife,
        particularly migrating birds.
      


      
        Japanese automobile manufacturers have taken the global lead on ‘green cars’, producing electric and fuel
        hybrids. Japanese investment in environmental research and development has led the field with fuel-efficient
        and low-emission vehicles. Due to Japan’s dominance of the global car market, this technology is now spreading
        across the world and thus helping to reduce global emissions. The Prius model of Toyota currently leads the
        field in terms of environmentally friendly transport.
      


      
        Japan entered a period of high economic growth around the 1960s. The evolution of Japan is instructive. Among
        manufacturing industries, the heavy chemical industry experienced a particularly rapid expansion. At the same
        time, the use of automobiles was beginning to spread. Due to this situation, severe air pollution occurred in
        industrial areas. The major pollutants in those days were dust and sulphur dioxide (SO2) emitted from factories and carbon monoxide (CO) and lead from automobiles. The degradation of
        air quality caused a rapid increase in respiratory diseases such as chronic bronchitis and asthma. Noting the
        increase of air pollution victims, the health problems of local residents and the degradation of their living
        environment, local governments took the initiative in conducting surveys on air pollution, including measures
        of air quality and emissions and their effects on human health.
      


      
        Today, Japan has succeeded in improving its air quality considerably with respect to SO2, dust, CO and lead by: converting fuels to low-sulphur crude petroleum, kerosene and natural
        gas; desulphurising flue-gas; popularising dust collectors; improving combustion in automobile engines; and
        converting fuels to unleaded gasoline.
      


      
        Japan has used its phenomenal wealth to good effect – using higher incomes to invest in research and
        development for the environment, provide incentives to the private sector and commit substantial public
        resources. Collectively these measures have reversed adverse environmental problems
        encountered during industrialisation. As noted elsewhere, cities such as Tokyo and London had choked with
        pollution but later rectified this with responsible investment.
      


      
        Over 20 countries have developed national environmental plans, often in collaboration with the International
        Union for Conservation and Natural Resources (IUCN).12 These strategies typically reflect awareness of the nature of the
        environmental problems and measures to address priority actions within limited and competing resources.
      


      
        Another positive development is the increase in the forest area in Asia. This expansion is largely due to
        investments in forest plantations in Vietnam and China. In south Asia, Bhutan and India have increased forest
        area in recent years.
      


      
        These welcome aggregate developments in forestry need to be put into context by noting areas of concern,
        specifically in south-east Asia. The sub-region is suffering from a net annual decline in forest area of nearly
        3 per cent. The declines in Indonesia and Myanmar have been well documented. Less dramatic but noticeable
        declines are evident in the Democratic Republic of Korea, the Philippines, Cambodia and Malaysia. It should
        also be mentioned that despite the achievements of India and Bhutan, forest areas in south Asia are also in
        decline.13
      


      
        Many of the forestry patterns in Asia are driven by demand within the region. Fast-growing economies are
        importing timber from poorer countries, such as Burma. Countries where governments and the private sector
        cherish the substantial incomes from the export of forestry products, commercial incentives and related
        corruption undermine pressures for preservation. The regional market for timber is growing through legal and
        illegal trade. Some of the supply is being provided by plantation forests but the other avenue involves cutting
        traditional forest.14
      


      
        Progress with regard to biodiversity protection also provides evidence of more commitment by Asian governments.
        Global agreements on conventions involving species and ecosystem conservation have not only received formal
        support by countries but there has also been reasonable practical action. The increase in the area designated
        for conservation is indicated by the creation of 10 new Ramsar15 sites in Asia. There have been further advances in declaring protected
        areas. Nearly 11 per cent of the areas are under formal protection.16
      


      
        Asia is full of such varied examples of successful environmental interventions. The continent also tends to be
        receptive to technological change; hence many countries are likely to adopt new global technologies for better
        environmental change. None of this optimism should detract from the scale of the environmental threat and the
        inevitability that it will mount sharply.
      


      
        Perhaps the two most important environmental challenges in Asia relate to energy and water. Both are intimately
        connected to the rapid expansion of production. As Asia hurtles forward in its material quest, the pressure on
        water and energy resources will inevitably mount.
      


      
        Energy and water use are inseparably linked to climate change. In some cases, energy needs
        require transborder water collaboration. The south Asian examples of Bhutan, Nepal and Pakistan’s negotiations
        with India demonstrate that water and energy flows emanating from the natural environment require political
        collaboration.
      


      
        Voracious energy needs are also likely to add volatility as well as an upward trend in the price of fossil
        fuels, such as oil. The pace of corporate investments in oil exploration indicates that the market anticipates
        continued and increasing high demand for oil. Due to uncertainty and fluctuations in demand related partly to
        the business cycle, and the absence of an organised universal oil cartel of suppliers, prices are likely to
        fluctuate, as seen in the recent past.
      


      
        Energy consumption has increased tenfold between 1970 and 2010 (see Figure 5.2). In 1970 energy demand was extremely low, reflecting the economic
        stagnation in most of Asia. During the 1960s China and Asia had stagnated economically. They began to register
        serious growth only in the 1980s and 1990s. The subsequent burst of energy is captured in Figure 5.2. All of south and south-east Asia collectively have lower energy consumption
        than China alone. Given future projections of growth responding to Asia’s energy needs will be the key to
        global warming and climate change.
      


      
        Adjustments to water and energy scarcity are determining the impact on the environment. Strains over energy
        supplies between Russia and Ukraine have had political ramifications across western Europe, which imports the
        same source for energy as Ukraine. Trans-boundary energy supply routes linking central Asian resources to the
        rest of Asia currently face insurmountable political obstacles. Water scarcity in Afghanistan, Pakistan and
        parts of northern India could have an adverse impact on poverty and political relations in an already fraught
        region.
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          Figure 5.2 Energy
          consumption.
          

        


        
          Source: World Energy Outlook 2006
        

      


      
        Environmental responsibility in Asia will centre on a dual relationship with economic
        growth. The fast pace of growth can be used to provide environmental benefits, particularly with regard to
        water and sanitation. These environmental benefits from growth have to be balanced against the national and
        global costs. Mitigating the adverse effects on global warming requires deepening ongoing efforts, in vehicular
        and industrial pollution control, reforestation and investments in cleaner energy.
      


      
        Curbing global warming while reducing poverty is a challenge that no region has faced as sharply as Asia does
        at the moment. Some obstructions to human development, because of water and sanitation, are not contentious but
        are resource constrained. However there are a number of political and economic tensions in environmental
        management. They require different forms of governance in Asia, having to address the conflicts collectively.
        Nowhere is the political challenge greater than in climate change.
      


      
        There are two reasons to be reasonably optimistic about the response from many Asian countries. The first is
        that environmental issues are part of the consciousness of citizens and policymakers in a manner that was not
        obviously the case when many countries had embarked on their industrialisation. Asia thus has a latecomer
        advantage. However imperfectly, it is learning from the experiences of others. The second source of optimism
        emerges from the extensive initiatives that are already being undertaken for responsible management of the
        environment. A sense of the response was provided by some of the examples given above.
      


      
        Such optimism needs to be qualified by the realities of a worsening environment as economic growth accelerates.
        There is no avoiding the bitter fact of future depreciation of environmental assets. Responding to the needs
        will build on current initiatives, expanding global alliances and civil society activism on the environment.
      

    


    
      Looking ahead


      
        A purely fiscal approach to addressing environmental issues is a non-starter. Most Asian governments are
        running budget deficits and have to incur major poverty- and security-related spending. The infrastructural
        needs are often daunting, such as roads, electricity, water and sanitation, telecommunications and other needs.
        Expecting major environmental-related expenditure is thus unrealistic for most countries. Thus, fiscal
        expenditure is being complemented with a set of seven measures in countries that are trying to take responsible
        development seriously:
      


      
        	Incentives for private action: stimulating private entrepreneurs to invest in technology that is
        environmentally friendly is already under way, as our earlier reference to South Korea
        illustrated. Similar incentives are being offered in countries such as Vietnam and Sri Lanka. Already solar
        power is being provided by some private companies.
        


        	Employment guarantee schemes or public works could be linked to achieve environmental goals. A number of
        countries are implementing social insurance schemes, such as guaranteeing a certain number of days of labour to
        poor families. India is a leader in employment guarantee schemes; such insurance schemes have been tried out in
        states such as Maharashtra. Now there is a nationwide scheme, parts of which link insurance against extreme
        poverty to environmental improvements. Where appropriate this could be linked to generating environmental
        goods, such as trees and the management of forests. In urban areas, recycling of waste can also be linked to
        the environmental objectives of employment guarantee schemes.


        	Civil society activism has played a major role in environmental consciousness and action across the world.
        The role is not uniform. Some civil society organisations hold governments to account. Others expose private
        sector practices that are illegal and harmful to the environment, especially through neglect of some simple
        procedure. Many nongovernmental organisations (NGOs) are also action oriented, engaged in pollution control
        activities directly. Giving space to a vibrant civil society, as part of the ongoing democratisation process,
        has beneficial effects on environmental management. Malaysia, Indonesia, Sri Lanka, Pakistan, Nepal, India and
        the Philippines are amongst the countries that have dynamic environmental NGOs.


        	Asia’s embrace of technology is potentially a great asset. The use of fuel cell technology and liquid
        petroleum gas to reduce vehicular pollution is already in use. New forms of economically viable wind, solar and
        renewable energy sources are of appeal to many Asian governments. Such research is an invaluable global public
        good generated primarily by institutions in North America, western Europe, Japan, Brazil and South Korea.


        	International agencies have an extremely important collaborative role to play in responsible development.
        The various research components of the CGIAR, including those working on environmentally friendly wheat and
        rice productivity, increasingly need a revival of financial commitment. These research institutes were
        primarily responsible for the productivity transformation of the Green Revolution (GR). There can be no doubt
        about the massive poverty reduction benefits of the GR technology, although several environmental groups have
        expressed concern over the chemical fertiliser and seeds inherent in GR food production.


        	A number of current initiatives in CGIAR research centres appear to hold promise for crop production that
        uses less water and improves soil fertility. The Rice Research Institute in the Philippines is an example of
        pushing boundaries on environmentally friendly staple crops.


        	
          Global funds for supporting Asian environmental management provide significant
          incentives. The Global Environment Facility (GEF) is a global partnership among 178 countries, international
          institutions, NGOs and the private sector to address transborder environmental issues. It provides grants for
          projects related to six focal areas: biodiversity, climate change, international waters, land degradation,
          the ozone layer and persistent organic pollutants. GEF projects in these areas are dispersed across Asia. The
          GEF resources are far more modest than the extremely ambitious $20 billion agenda sought for Agenda 21,
          presented at the 1992 UN summit on the environment. Nonetheless it remains an important window for Asian
          countries. Hopes for a substantial expansion in its resources, after the 2009 December Copenhagen summit on
          climate change, may not be realised immediately in view of the global economic crisis. However, over the
          medium term mechanisms such as GEF will provide useful international support for national and regional
          environmental efforts in Asia.
        

      


      
        These largely macro initiatives need to be accompanied by critical social investments. Across the world, there
        is a marked shift in intergenerational awareness about the environment. This is perhaps the first generation
        that is growing up with curricula and exercises that make children aware of the impact of environmental
        degradation. Several Asian countries, such as South Korea, have made concerted efforts to incorporate the
        environment into teaching at schools and universities. Changing the curriculum and getting children engaged
        from a very early age is complementary investment in environmental consciousness. An Asian country that has
        made significant advances in integrating environment into its constitution and educational system is Bhutan.
        Indeed, the environment is one of the four pillars of the 2008 Constitution, which is part of the change
        associated with expansion of democratic space in Bhutan. Educational curricula in Bhutan reflect the
        seriousness accorded to the environment. Similar initiatives elsewhere have allowed a new generation to come to
        terms with the intergenerational legacy of the environment.
      


      
        The types of action noted above are, to some extent, already part of Asia’s environmental agenda. Scaling up
        these national and international efforts, encouraging government, civil society and private sector to
        contribute where they can is a necessary part of the future ‘coalition’.
      


      
        Allied to these actions, governments need to encourage a more open debate on sensitive issues such as the
        scientific evidence and emotional responses to genetically modified food, within a broader debate on biological
        approaches to agricultural productivity. The use of bio fuels for transportation, the bene-fits and the
        constraints of organic farming, the potential pollution gains associated with nuclear power and the viability
        of dams within and across international boundaries are all sensitive issues but require more democratic
        informed debate on costs and benefits.
      


      
        Several Asian countries, including Japan, use nuclear power for electricity. Cross-border
        water agreements exist between Bhutan and India, as well as between Pakistan and India.17 They affect electricity flows and
        water management in several ecological zones. The techniques of genetically modified technology are being used
        extensively to produce cotton in China. Bio fuels and organic farming are emerging as issues. There is
        extensive international experience on bio fuels and organic farming that can be utilised productively.
      


      
        Despite some of the progress noted above, extremely difficult challenges remain for a continent that contains
        two-thirds of the world’s population. Parts of the continent are growing at rates that are unprecedented in
        world history. Just one Asian country has a population size that exceeds all of North America and western
        Europe. Asia, however, has the latecomer advantage.
      


      
        Any environmental agenda in Asia suggesting that economic growth rates should be slowed down deliberately is
        politically impossible. If the environment is viewed as being in conflict with development, the environment
        will lose. The intense pressure of new job creation and poverty alleviation is the central political reality.
        Yet there are other aspects of reality that are a source of considerable hope.
      


      
        Several initiatives are under way to address the problems associated with polluted cities that suffer from
        numerous respiratory diseases and brain damage to children from leaded fuel. Political pressure is also
        mounting against the excessively conspicuous consumption of the new rich in an increasingly unequal Asia.
        Debates on dams, nuclear power and alternative energy are gaining momentum. No one is immune to the toll that
        ignorant development can take on the environment.
      


      
        The December 2009 Copenhagen Summit was an expensive disaster. Leaving so much of the negotiation to
        technocrats, and such little time for political consensus, led to a frustrating sense of global failure.
        Initially, perhaps for the first time in a global conference, all countries spoke the same language. There were
        differences over policy, science and resource commitments. But the real significance of Copenhagen was that it
        was going to alter the trajectory of development. The environmental movement had come a long way since the days
        of anti growth rhetoric. The importance of growth and development for the poor was recognised. Yet even the
        most strident economists conceded that development without a lower carbon footprint was irresponsible. Thus a
        range of technologies and policies will be employed that will ensure that Asian development will not follow the
        environmental trajectory of early industrialisation. This may not be enough for some. However, the prominence
        being given to the environment marks a significant landmark for development that is responsible not only for
        future generations but also the current generation mired in poverty.
      


      
        Further, there are three major sources of hope. First, the development trajectory has changed radically. India,
        for example, is now moving gradually from agriculture to industry and then to services. The largest contributor
        to Indian GDP is services, which exceeds 50 per cent and therefore contributes more to national income than
        both agriculture and industry put together. In principle this path reduces pollution levels and natural
        resource use more than the conventional structural transformation of the economy. Second, the machines for
        producing industrial goods in several sectors are far less polluting and more energy efficient than was the
        case at the time of the Industrial Revolution. Third, the global awareness, incentives and technological
        innovation are facilitating more environmentally sensitive development. Finally, the vast majority of Asian
        countries are now democratic. Open voices exert pressure for change. They have done so noisily in democracies
        across the world. This cacophony of voices for environmental responsibility is flourishing as Asia becomes a
        democratic continent. The next chapter examines the expansion of democracy in Asia, thus emphasising the link
        between freedom and obligation that define Responsible Development.
      


      
        On the eve of the second decade of the twenty first century, the Copenhagen summit was symbolic of a change in
        attitude towards a circle of consensus. Perhaps for the first time in a global conference, all countries spoke
        the same language. There were differences over policy, science and resource commitments. But the real
        significance of Copenhagen was that it helped alter the trajectory of development. The environmental movement
        has come a long way since the days of anti growth rhetoric. The importance of growth and development for the
        poor was recognised. Yet even the most strident economists conceded that development without a lower carbon
        footprint was irresponsible. Thus a range of technologies and policies will be employed that will ensure that
        Asian development will not follow the environmental trajectory of western development. This may not be enough
        for some but for most of the world the prominence given to the environment is, to pardon a pun, earth
        shattering.
      

    

  


  
    Part II
    

    Expansion of freedoms

  


  
    6
    

    Investing in just democracies


    
      Overview of democracy in Asia


      
        At the beginning of the twentieth century there were no democracies in the world. A primary characteristic of a
        full democracy is universal adult franchise. This basic feature of democracy entails that all adult men and
        women, irrespective of gender, religion, race or ethnicity, are allowed to vote. A more exacting variant is
        that all individuals are not only allowed to vote but also allowed to stand as candidates for public office.
        Countries such as France, the UK and the US had built strong attributes of democracy in their political
        institutions by the nineteenth century. However, they did not allow universal voting rights and participation
        until the middle of the twentieth century. Norway became the first independent country in the world to
        institute universal suffrage. It did so in 1913, on the eve of the First World War.
      


      
        The British Government introduced the right to vote in Sri Lanka in 1931. India, however, became the first
        independent Asian country to introduce universal voting rights. With the Sri Lankan and Indian experience,
        south Asia has been at the forefront of the democratic process on the continent. Perhaps it is not surprising
        that by 2009, all south Asian countries had elected governments. As important as the extension of the right to
        vote across the sub-continent has been the survival of democracy amidst mass poverty. Much to the surprise of
        critics, and against the conventional wisdom that democracy requires literacy and wealth, sustaining open
        government has been an exceptional achievement for one of the poorest regions of the world.1
      


      
        While the 1997 Asia crisis originated in economic failure, it proved to be a decisive victor for the spread of
        democracy. The crisis was an opportunity for a coalition of groups tired of paternalistic authoritarianism. The
        revolt was generational. A new breed of entrepreneurs had appeared in eastern Asia – social activists and
        political reformers. They led the pressure for change against regimes that were shocked by the exposure of
        economic malaise. During the 1990s, a new post-war generation began a struggle for political liberation.
        Prosperous and confident, they had not experienced the wrenching conflicts that leaders such as Mahatir, Lee
        Kwan Yu, Lee Park, Suharto and others had witnessed. The older generation had seen their
        societies torn apart by communism and ethnic and racial conflicts.
      


      
        The new generation of activists had grown up in an environment of peace and rising living standards but within
        political systems wary of their own citizens. In some cases, a history of disintegration when centralised rule
        was weakened added to the insecurity of the elder statesmen of eastern Asia. While nervous of their tinder
        past, all of these post-independence leaders were modernists and had faith in the ability of their countries to
        replicate the economic lead provided by Japan. As the second richest country in the world, Japan’s experience
        had instilled confidence in the east Asian political and technocratic elite. At the political level, countries
        from eastern Asia had seen the vitality that brought Corazon Aquino to power in the Philippines. In addition,
        Japan and South Korea had elected regimes, while the Indian experience had cast a shadow of freedom across the
        continent.
      


      
        With the Maldivian elections of December 2008, all south Asian countries, on the other hand, had elected
        governments. In Nepal, Maoists came to power through the ballot, not the bullet. Electoral triumph was a unique
        first for any Maoist party in the world. Bhutan has made a reasonably orderly transition to elected government.
        A visionary monarch, King Jigme Wangchuk initiated a process of political reform in 2008. The rest of south
        Asia – Bangladesh, India, Pakistan and Sri Lanka – also had elected governments. So did, nominally,
        conflict-torn Afghanistan. Most of these nascent democracies are besieged by growing unemployment, terrorism
        and regional insecurities. Institutions are, to say the least, imperfect and, in some cases, degenerating. The
        task of deepening democracy is daunting yet the popular aspiration to the democratic process has been
        sustained. As Figure 6.1 shows, the advance in
        democracy since 1985 is remarkable. The number of democratic countries has grown exponentially, mirroring a
        symmetrical decline in one-party systems.
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          Figure 6.1
          Advancement of democracy in Asia.
          

        


        
          Source: Human Development Report 2002, UNDP
        

      


      
        Figure 6.2 summarises the transformation of political
        systems in Asia.  In 1980, four out of 17 countries were democratically elected. By 2009,
        the proportions had reversed; 17 countries had elected governments, while only four were single-party states.
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          Figure 6.2
          Transformation of political systems in Asia.
          

        


        
          Source: Human Development Report 2002, UNDP
        

      


      
        The march of democracy has had to confront three challenges. Some of these continue to test the political
        fabric of Asia. Each of these is discussed below.
      

    


    
      Overcoming obstacles to democracy


      
        1 Closed one-party states


        
          The Cold War battle against communism was the primary reason for America’s interest in Asia. China had gone
          communist, India was allied to the Soviet Union and the Communist Party had come close to capturing power in
          the largest Muslim country in the world, Indonesia, during Sukarno’s rule.2 Their role as the vanguard of the Asian economic
          revolution was buttressed by a crucial alliance with the United States.
        


        
          Indeed, even in subsequently clinical Singapore, communist leaders from mainland China had a strong influence
          on politics. This was particularly ominous given the history of Chinese migration to Singapore in the
          nineteenth century. The poverty-stricken region of China where they had migrated from (Fujian) was located
          close to Taiwan, and the province of Fujian played an important role in the battles waged during the Chinese
          revolution.3
        


        
          The US engagement against communism in Asia suffered a series of humiliating military failures. When the US
          military invaded, as in Vietnam, it did not succeed. When the US did not invade, as in China, a communist
          revolution prevailed. In the late 1940s, there was no stomach within the US to get involved in another war
          after the bruises of the Second World War. However, the decision between the USSR and the Allied Powers to
          divide Korea into two countries led eventually to a conflict between North and South
          Korea. General MacArthur, a controversial figure, was at the helm of a defeated Japan and reacted to the
          North Korean invasion with a military assault that he considered as the end of the war. Subsequent Chinese
          military intervention proved decisive and meant another military defeat for the US in Asia. President Truman
          dismissed MacArthur for pleading the case for another war, this time in support of Chiang Kai Shek and the
          nationalists against the Chinese Communist Party. The US was wary of the possibility that this would extend
          the Cold War and involve the Soviet Union on the side of China. Three decades later, the final Asian theatre
          of conflict of the Cold War was Afghanistan, the consequences of which still haunt global and regional
          politics.4
        


        
          To date the Korean War has not officially come to an end, and the peninsula remains divided into two
          countries, with North Korea, along with Afghanistan, the remaining core theatre of conflict. It is also
          ironic that both China and Vietnam were still one-party communist states at the time of the 2008 Great
          Recession. Whereas military intervention failed, Vietnam and China subsequently made significant economic
          gains, through trade with Europe and the US.
        


        
          Thus America’s process of economic engagement to attack communism was highly
          successful. Europe and the US became the principle export market for billions of dollars of labour-intensive
          manufactured goods from south-east and east Asia. This external market was a vital part of the success of the
          Tigers and remained a dynamic incentive for the Asian countries that emulated the performance of the Tigers.
          Ironically, Vietnam and China subsequently became prominent examples of following the outward-looking
          economic model established by other east Asian countries.
        


        
          The technological embrace that the US provided was as important as market access. Asian leaders had witnessed
          the key role of technology in poverty reduction in Japan. The economic strategy against inward-looking
          central planning would not have worked without America’s market and technology, as millions of impoverished
          Asians were taken out of poverty through export-led growth.
        


        
          In the event, the Tigers achieved spectacular economic success and thereby demonstrated an alternative path
          to material progress.5
          However, communism influenced the ‘east Asian model’. It was far more egalitarian than previous periods of
          economic transformation. The Dickensian horrors of the Industrial Revolution in Europe were largely avoided
          by the provision of egalitarian early investment in human development and land reforms. In Europe’s early
          transformation into modern capitalist societies, the process was far more brutal because the state did not
          take responsibility for the education or health of the poor. Thus the non-market provision of goods and
          services, so emphasised by Adam Smith, was often neglected in European and North American capitalist
          revolutions.6
        


        
          The common measure of inequality – the Gini coefficient – remained in a rather low range
          in east and south-east Asia. This was in contrast with the Western experience, when an era of unprotected
          capitalism led to a trend summarised in the Kuznets curve. This U-shaped empirical curve demonstrated how
          inequality grew in the early phase of a nation’s industrial revolution. Inequality improved at later stages
          of development.7
        


        
          East Asia did not follow the European and American pattern captured in the Kuznets curve. Inequality did not
          worsen during the first phase of modernisation. Indeed, in some cases inequality actually narrowed. The
          reduction in inequality was largely due to measures such as land reform and early investment in education and
          health for the poor. Investment in girls’ education had another significant equity-enhancing impact. Many
          Asian societies went through a demographic transition much earlier in relation to their industrialisation
          experience than western Europe and North America. The demographic transition is a key variable in
          development. It simply means a stage in development where women’s fertility rate is reduced from a high
          traditional pattern, such as six to eight births per woman. Thus one of the significant features of
          egalitarian capitalism in Asia was early investment in human development of the poor, a point emphasised in
          Chapter 4.
        


        
          It is therefore not surprising that inequality has risen sharply in Asia after the threat of new revolutions
          has died and the remaining centrally planned economies have taken to the market. However, unlike the Soviet
          Union, Asian communism did not collapse: it adapted radically to the breathless pace of east Asian economic
          success. In a delicate embrace with private international capital, Asian communism used globalisation as an
          engine for growth and poverty reduction. China went into a league of its own and took the Asian financial
          crisis in its stride, largely because it had the wisdom not to liberalise its capital markets, which
          minimised the risk associated with global hot money.
        


        
          In the decade since the 1997 crisis, China’s policymakers faced the unusual dilemma of trying to restrain its
          sprinting economy. Vietnam, poisoned by Agent Orange and pummelled by ceaseless bombing just two decades
          earlier, emerged as the region’s leopard economy – swift, agile and nimble – with an average annual growth
          rate of 8 per cent since 1997.
        


        
          Mongolia and North Korea were two centrally planned Asian economies with the closest links with the Soviet
          Union. Both benefited from substantial energy and consumption subsidies from Moscow. However, the political
          paths of these smaller planned countries could not have diverged more radically. Mongolia emerged as the
          first multiparty democracy amongst the Asian communist countries. Geopolitical circumstances helped
          Mongolia’s move to a democratic country. Strong financial support from Europe and the US helped nudge
          Mongolia to opening the economic and political systems. Mongolia was to cut its links from the Soviet Union,
          but it needed US support to protect it from other regional powers. While several aspects of Mongolia’s
          liberalisation were premature, such as quick trade, the political opening led the way to the end of the
          one-party system. North Korea, however, went in the opposite direction. It remained
          firmly committed to its bizarre Juche cult, under Kim Jong-Il, son of its founder President Kim Il-Sung.
        


        
          While North Korea remains a closed Stalinist regime, Mongolia has opened itself to the world and takes
          considerable pride in its historical role as a globaliser, with memories such as that of Kublai Khan issuing
          paper money. Called Chao, this paper is one of the early examples of fiat money.8 The paper bills made collecting taxes and
          administering the huge empire much easier, while reducing cost of transporting coins and thereby facilitating
          trade.9
        


        
          It still remains the case that no Asian or European communist society has managed gradual orderly transition
          to a multiparty democracy. Perhaps not surprisingly, Mongolia’s economic collapse created a void that was
          filled by democracy. There is a gleam of hope in examples of some miraculous transitions in recent history –
          very few could have predicted that South Africa would become a multiracial democracy. Similarly, a reasonably
          non-violent break-up of the former Soviet Union was a surprise. The circumstances of these extraordinary
          changes naturally differed; repeatedly systematic changes have occurred because of opportunities opened up by
          crisis.
        


        
          It is worth noting that the only revolutionary Marxist party to have voluntarily given up power in a
          multiparty open election were the Sandinistas in Nicaragua. In a remarkable recovery, the Sandinista leader,
          Daniel Ortega, was re-elected as president in 2007, 17 years after relinquishing power voluntarily. In Nepal,
          as mentioned earlier, Maoists and Marxists were elected to power. Given recent experience, it is conceivable
          that communist parties could come to power through open election in other countries.
        


        
          The transition from economically successful but politically restricted societies has yet to occur
          universally. Is an economic crisis a necessary if not sufficient condition for political reform? Or will an
          expansion of political freedom naturally accompany liberalisation of the economy? Recent history in communist
          countries suggests that political rights have been extended in periods of economic gloom. Perhaps the
          remaining major Asian one-party states will move to multiparty democracy during a period of economic turmoil.
          A voluntary relinquishing of political monopoly will require exceptional vision and confidence. Both Vietnam
          and China have had an intense phase of modernisation. This process has been accompanied by notable social
          liberalisation.
        


        
          This recognition and resulting political reform may well ensure the longer-term survival of communist
          parties, under a modified reformist agenda, which many are already pursuing. The pristine Stalinism of North
          Korea survives through blackmail.
        


        
          Thus one of the major political challenges in Asia is the transition from single to multiparty states. Free,
          open economies integrated with the rest of the world and thriving on the pulse of international exchange are
          not compatible with closed societies. To use a Marxist metaphor, the contradictions are just far too deep.
          When the base reverts back to capitalism, the superstructure cannot be controlled by a
          single party. The real question is not if, but when and how the change will occur. The alarmist view that
          China will collapse is not a likely scenario.10 Such inevitability fails to appreciate the success in the winding road
          travelled by countries such as China and Vietnam. The scale and manner of their economic reform has
          mesmerised the world. Even aspects of their political management have been impressive. When Hong Kong was
          reverting back to China, there were fears of violent conflict. So far, China has managed the integration of
          Hong Kong far better than even its supporters expected.
        


        
          The sophistication shown augurs well for wider changes. It is no secret that the Chinese leadership is
          actively engaged in the debate on the transition to democracy. Some argue for a gradualist path. Others argue
          for a quicker change, such as those who supported the students of Tiananmen Square, while a third group see
          no reason why the Communist Party should relinquish its monopoly of power.
        


        
          The balance of opinion will shift not merely through intellectual reasoning but by developments on the
          ground, as well as the pressure automatically exerted by expanding intercourse with a world that is freer
          than it ever was. China is expanding its relationship with Latin American countries, India, ASEAN, western
          Europe, the United States and Japan, to name just a few. While the base of this relationship currently is
          technology and economics, it is worth bearing in mind that all the countries and regions mentioned above are
          democratic.
        


        
          China no longer lives in a world where its allies are military dictators or one-party states. In the decade
          after the 1997 crisis, democracy has encircled China. For the first time in history, China is part of a
          region where the vast majority of countries are democratic. Even its ‘province’, Taiwan, is a multi-party
          democracy, while Hong Kong cherishes the civil and political freedom it enjoyed during the latter stages of
          British rule.
        


        
          There is nothing inevitable about the prediction that the Chinese Communist Party will not allow a move
          towards multiparty democracy. If the party becomes the obstacle for too long, it will run the risk of being
          swept aside violently. Already the rising number of riots in China is officially acknowledged. Discontent is
          deep over regional inequalities, corruption, land grabs and lack of civil and political freedoms. This
          discontent has been exacerbated by the 2008 crash. In one week, unemployment rose by the size of the total
          Sri Lankan population of 20 million.
        


        
          The Chinese Revolution was one of the most defining moments of the twentieth century. It helped transform
          Asia and the world. Will the Chinese Communist Party be able to silence the authoritarian voices within and
          create a democratic and open China, and usher in a twenty-first century revolution as profound in its impact
          as the one in 1949?
        


        
          In sum, the threat posed to Asian democracies from closed one-party systems has been, to a large extent,
          overcome. A shift from democratic regimes to one-party communist states is unimaginable.
        

      


      
         2 Military
        rule


        
          In addition to one-party rule, the second major obstacle to Asian democracy is the spectre of military rule.
          In Latin America military rule has been eliminated in the last two decades. A similar trend is evident in
          Africa. Africa is no longer a continent where military dictators capture assets and plunder their countries,
          with the generous assistance of tax havens. Many transformational changes have taken place. In 1980 military
          rule or civilian dictatorship was the norm. In 2009, military rule is virtually extinct.
        


        
          The only region in the world that appears immune to the virus of democracy is the Middle East. In countries
          such as Iraq and Afghanistan, forced conversion to democracy has generated violence and strengthened the
          hands of religious groups opposed to enforced democracy. This is the latest unfortunate twist to a legacy of
          authoritarian rule that the Middle East shared with the rest of the world. While these are specific features,
          such as rent-seeking oligarchies using conservative Islam to retain power, liberalisation in the Arab world
          is likely to be led by non-oil producers, with substantial populations. Oil-rich countries with small
          populations are not fertile grounds for political pressure.
        


        
          However, the real point is not that the Middle East has shared a global heritage of authoritarianism, despite
          its Arab characteristics. The issue of concern is that it is the only region in the world where, for the
          moment at least, democracy is not moving forward. Monarchies remain dominant. The trite explanation that the
          Middle East is not democratic because of Islam must confront the awkward reality that the three largest
          Muslim states in the world are democratic. Largely because of the impact of Indonesia, Bangladesh, Pakistan
          and India, the majority of Muslims in the world live in democracies.
        


        
          Further, reversal to democracy in Asia is not linked to any particular religion. Myanmar, Thailand, Fiji and
          Pakistan demonstrate that the authoritarian gene is multicultural. History and institutional aspects of these
          countries are responsible for military interventions in Asia, rather than any cultural common feature.
        


        
          While Asia has made enormous strides, the threat of military rule still permeates some political systems. As
          noted above, there have been four reversals to democracy during the period of 1997–2009. Right next to
          Bangladesh is Myanmar/Burma, a country that carries a ‘dual’ name, reflecting the duel between democratic
          leaders and military dictators. Burma is the historical name favoured by the imprisoned opposition leader
          Aung San Suu Kyi and pro-democracy reformers as the official change to Myanmar was made by the military
          regime in 1989.
        


        
          Every Asian country currently under military rule has had a taste of democracy. Typically this spells trouble
          for military rulers whose legitimacy is always under question, despite schemes devised to prolong their rule.
          A great deal of political capital is often spent on seeking legitimacy. Since power emanating from a coup is inherently weak, force, not institutions, remains the foundation of
          power.
        


        
          This intrinsic crisis of legitimacy – at least all civilian leaders, good or bad, have a mandate from the
          people – makes military rule insecure. Threatened by political leaders with a mass base, the military needs
          pragmatic alliances to install civilian front men to disguise the real source of power.
        


        
          The simple fact is that armies are now too ashamed to be in power in a democratising Asia. Sooner or later
          their legitimacy is challenged in a way that a civilian leader’s cannot be.
        


        
          So why do some armies persist in coming back to power? Many civilian governments give them an excuse by
          governing badly. However, there are countries, such as Sri Lanka and India, where poor civilian governance
          has never tempted a soldier. While the military leader may believe the army is better equipped to run the
          country, such arguments don’t hold up to much scrutiny. These are largely self-serving justifications. Some
          Asian armies have lost territories, introduced religious fascism, ruined their forest resources and massacred
          their own populations and therefore have little legitimate claim to better governance. In the past, some
          military rulers provided stable economic governance, but recent evidence suggests that sound economic
          governance has been provided by Asian democracies.
        


        
          So why do armies still take over occasionally? The answer lies in a web of internal and external factors. The
          military as a corporate entity can be deeply embedded in the economy. There is a great deal of money to be
          made, and employment provided, while they are in power. Most senior government appointments, several
          ambassadorial posts and so on are dominated by retired personnel under most military regimes. Further, a
          history of coups against civilian governments creates a temptation for repeated interventions. This is
          evident in the cases of Thailand, Bangladesh, Pakistan and Myanmar.
        


        
          The self-image of several military rulers as cleaner than civilian leaders is part of a dangerous
          self-serving myth. It has become fashionable to dismiss all civilian governments on grounds of corruption –
          Prime Ministers Thaksin Shinawatra, Khaleda Zia, Sheikh Hasina, Benazir Bhutto and Nawaz Sharif faced rather
          similar charge sheets.
        


        
          But what do military regimes do to address corruption? Do they strengthen the judiciary? Do they strengthen
          systems of accountability and independent auditing systems? Alas, the typical pattern is that a witch hunt
          follows a coup, shady pragmatic deals are then brokered and the system that allowed corruption passes into
          the trusted hands of military rulers, aided frequently by glamorous and smooth intellectual technocrats.
        


        
          At one level, the argument against military rule in Asia has been won. A few cases remain and they too should
          disappear. Yet this will not be automatic. There are several mechanisms through which the demise of military
          rule in Asia can be facilitated.
        


        
          The first is to expose the universality of corruption and its lack of immunity in the
          military and the bureaucracy. In countries such as Pakistan, military-supported interim regimes, typically
          dominated by bureaucrats and eminent people with strong links to the military, distorted the accountability
          process by excluding the largest institution in the country, the army.
        


        
          An important example has been the interim regimes that have been brought in for varying durations after the
          dismissal of the democratic governments. Many members of the interim regimes were technocrats sincere in
          wanting to curb the disturbingly corrupt activities of politicians. However, on corruption, the ostensible
          cause of the takeover, these regimes made matters worse. They protected the military and the civil service,
          plausibly as deeply corrupt in Pakistan as any civilian political force. They ended up validating the charge
          that corruption lay in the eyes of the beholder and was not a process for judicial constraint.
        


        
          Asian countries that have been serious about corruption control, such as South Korea, have established strong
          institutions to curb corruption in all areas. South Korea, moreover, undertook these remarkable corruption
          control measures under democracy, a process that deepened their citizens’ faith in institutions of
          accountability.
        


        
          Thus one part of the process for reducing the false respect that some militaries command on corruption is to
          expose the truth. International civil society institutions potentially have a strong role to play here in
          monitoring and exposing kickbacks in arms deals and exerting pressure on military families to declare their
          assets at home and abroad. The Soros Foundation, for example, has initiatives, such as Revenue Watch, which
          monitor governance in oil- and gas-rich countries. A similar moral instrument, such as Army Watch, could
          perhaps help the democratic process in Asia and encourage accountability in military procurement.
        


        
          Further, military governments can be ostracised in a manner that is similar to Latin America. Coups have led
          to seizure of membership in regional bodies. Some intergovernmental bodies, such as SAARC, could consider
          similar measures, especially since, at present, all members have elected governments. Other intergovernmental
          bodies, such as the Commonwealth, have exercised the option of temporary expulsion on democratic grounds.
          There are moves within ASEAN to express stronger opprobrium against countries that suffer a reversal in
          democracy. However, the issue of Burma/Myanmar continues to plague the organisation’s stance on democracy,
          with its focus remaining more on issues of economic integration and commerce.
        


        
          The role of the military in Pakistan is not the fault of the army alone. Frequently the army has come to
          power to hold together a fractious polity. Underlying ethnic, sectarian and religious tensions have, on
          occasion, required the calming influence of the army. At different stages, the army’s legacy was to leave
          dysfunctional institutions, accentuate ethnic divisions or a more polarised religious community. In the case
          of Pakistan, military rule has been aided by foreign alliances. The country’s external allies have often
          viewed Pakistan as a strategic military ally. Geopolitics being the primary concern, it
          would be naïve to expect support for democratic process. Stability is critical and if it can be delivered
          though a democratic regime, there will be no international obstacles to political liberation. The current
          institutional disintegration of Pakistan, allied to the growing threat of fascistic fundamentalism coming to
          power, will test the country’s democratic future.
        


        
          While outsiders can play a positive or a negative role, the key responsibility for an Asia free of military
          rule lies with those who exercise democratic power and need to invest in institutions of accountability and
          justice. Building a democratic state, rather than protecting the interests of a particular government, is the
          only way forward for countries that continue to fear coups.
        


        
          The record of democracy since 1997 is, however, a source of optimism. Democracy has spread and deepened in
          many countries. The chronology of Asian democracy is summarised in Table 6.1, which reflects the evolution and formal status of democracy in 23 Asian
          countries.
        


        
          
            Table 6.1
            Advancement of democracy in Asia (1975-2008)11
          


          
            
              
                	Country

                	Brief background and transition to democracy
              


              
                	
                  

                
              

            

            
              
                	

                	An uncivil war
              


              
                	Afghanistan12,13,14

                	The modern history of Afghanistan began in 1919 when King Amanullah moved the country forward after
                a succession of Anglo-Afghan wars. The liberal reforms of Amanullah, which included mandatory primary
                education for girls, were reversed because of opposition from religious forces. After various periods
                of instability, Daoud Khan abolished the monarchy through a coup in 1973 and created a republic.
                Division within Afghanistan continued to escalate and foreign relations took an aggressive nationalist
                posture. Internally Afghanistan was in disarray. Claims on Pakistan territory and the proposed
                abolishment of the ’Durand Line’ was proposed, with greater involvement of the Soviet Union sought
                against the US ally, Pakistan, thereby intensifying the Cold War in south-west Asia. Ideological
                battles between communists, Islamists and nationalists led to the invasion by the Soviet Union. Armed
                religious groups supported extensively with external finance and weaponry, led subsequent resistance.
                Afghanistan and Pakistan became central actors in the endgame of the Cold War. The legacy of the
                radical Islamist forces that were supported in fighting the war continues to haunt global politics,
                playing a leading role in attacks on New York in 2001. Subsequent invasion has not been successful
                militarily. A weak central government, under Hamid Karzai, was unable to prevent the resurgence of the
                Taliban. The Iraq War also diluted external commitment to Afghanistan and created a serious vacuum,
                which was filled by the groups that were the initial cause for the 2002 invasion.
              


              
                	

                	In 2004, Afghanistan held its first national democratic presidential elections - a series of
                elections for the president and provincial council elections. Constitutionally, the presidency is
                independent of legislature but imposed democracy in Afghanistan did not take root and remains largely
                irrelevant to the main theatre of political and ideological conflict. The widely criticised elections
                of 2009 have damaged the democratic system.
              


              
                	

                	A fibre of discontent
              


              
                	Bangladesh15

                	Bangladesh seceded from Pakistan in 1971. Independent Bangladesh has had a chequered history.
                Notable gains have been made in social development and the economy has diversified from areas such as
                jute, whose relevance was reduced by new synthetic fibres.
              


              
                	

                	The political system has been a mess. The 1975 assassination of the leader of the independence
                movement, Sheikh Mujib, set in motion a period of alternating civilian and military rule. Some of the
                country’s political achievements included a constitution that tried to ensure a smooth transfer of
                power through a mandatory neutral interim regime. Another creditable achievement is two female elected
                heads of state. Yet neither of these achievements has prevented a cycle of poor governance, culminating
                in another military-led intervention in 2007. Two years later, Bangladesh returned to elected rule,
                under the Awami League, under the leadership of Sheikh Hasina, daughter of the founder of
                Bangladesh.
              


              
                	

                	The country has had 15 years of military rule and democracy remains fragile and subject to further
                reversals. Sheikh Hasina became Bangladesh’s prime minister for the second time in January 2009. She
                was previously prime minister from 1996 to 2001, while her rival, Khaleda Zia, wife of a previous
                military ruler, was in power between 1991 and 1996 and again from 2001 to October 2006, when she handed
                over power to a caretaker administration ahead of elections.
              


              
                	

                	A happy democracy?
              


              
                	Bhutan

                	Modern Asia has had three monarchies of any consequence -Nepal, Thailand and Bhutan. Partly in
                response to the strains evident in the monarchies of neighbouring Nepal and Thailand, the Bhutanese
                monarchy has initiated a transition to democratic rule. The Government moved from absolute monarchy to
                constitutional monarchy following restricted parliamentary elections in 2003 and the election of a
                National Assembly in 2008.
              


              
                	

                	King Singye Wangchuch, who abdicated his throne in favour of his son, initiated the process of
                reform. The physically stunning country is known for its promotion of the concept of Gross National
                Happiness. The transition to democracy is expected to address parts of the Bhutanese population who are
                not happy, such as the people of Nepalese origin, many of whom remain refugees in Nepal since the
                cultural turbulence in the early 1990s.
              


              
                	

                	Recovering from genocide
              


              
                	Cambodia

                	Cambodia manoeuvred skilfully, under Prince Sihnouk, during the course of the wars in Indo-China,
                particularly in Vietnam. As the war intensified, Cambodia adopted an official policy of neutrality in
                the Cold War. However, in 1970 a coup, with outside support, brought General Prim to power. Five years
                later one of the most horrifying regimes in modern history, the Khmer Rouge, cleansed urban centres and
                sent its residents either to the rural areas or the killing fields. Cambodia, also known as Kampuchea,
                has made a stunning recovery from genocide. Both Cambodia and Vietnam are vivid reminders of the wars
                that plagued Asia and why the absence of war over the past quarter of a century has been a remarkable
                achievement. A formal truth and reconciliation commission, as in other countries recovering from past
                brutalities, has not addressed the history of genocide. However, in 2009 some of the Khmer Rouge
                leaders were brought to justice.
              


              
                	

                	The democratic politics of Cambodia has taken shape within the framework of the 1993 constitution,
                which provides for a constitutional monarchy. The prime minister is the head of government, within a
                multiparty electoral system, while the king is the head of state.
              


              
                	

                	The Chinese revolutions
              


              
                	China, People’s Republic of16, 17

                	The 1949 Chinese Communist Revolution came soon after Indian independence. The two monumental
                events have shaped the evolution of modern Asia. The Chinese Revolution affected the global, regional
                and national politics for several decades. It also exerted pressure on elites in neighbouring countries
                to pursue a reasonably egalitarian capitalism.
              


              
                	

                	The three decades between 1950 and 1980 witnessed a mix of horrendous events, such as the cultural
                revolution, and major gains in basic health, literacy and the role of poor women in society. Reforms in
                the 1980s have transformed the economy of China and have contributed to the most rapid decline in
                poverty in the history of the world. The reforms built on a number of structural transformations in
                society since the revolution, including a very low population growth rate, basic universal literacy,
                high savings rate as well as the entrepreneurial skills of the Chinese diaspora. Socially there has
                been an opening as well, with the days of forced uniformity of dress a distant memory, and internal
                migration patterns have liberated millions of people from local social strictures.
              


              
                	

                	However, the PRC Government still has almost absolute control over politics and it continually
                seeks to address what it perceives as threats to the social, political and economic stability of the
                country.
              


              
                	

                	The first decades of communist China were led by the towering figure of Mao Zhe Tung, with support
                from able nationalist politicians, such the astute Foreign Minister, Chou En Lai. A major wave of
                revolutionary market reform was initiated by the leadership of Deng Zhao Peng and consolidated under
                subsequent regimes.
              


              
                	

                	Jiang Zemin was succeeded by Hu as the president in 2004 and has presided over China’s increased
                global economic, military and political power. While China’s rise as a new ’superpower’ has been
                impressive, it has not been accompanied by much-needed domestic political liberalisation. The
                transition to a more open political system remains a major issue confronting a regime surrounded
                largely by democracies.
              


              
                	

                	Tryst with destiny
              


              
                	India

                	The constitution of India, one of the longest and most exhaustive constitutions of any independent
                nation in the world, came into force on 26 January 1950.
              


              
                	

                	India has set an example to the rest of the world on how to sustain a democracy amidst poverty and
                numerous religious, ethnic and caste divisions. The persistence of the democratic order owes a debt to
                Jawarharlal Nehru, the liberal secular leader of independent India. The Indian army has also resisted
                the temptation of coming to power.
              


              
                	

                	The biggest threat to Indian democracy came from the declaration of a state of emergency in 1979.
                During the 1990s, religious divisions threatened to unravel the liberal democratic framework. In both
                cases, adherence to the secular and democratic nature of the constitution helped ensure that India
                found solutions to cope with the threats.
              


              
                	

                	Pratibha Patil became India’s first female president in July 2007. The process of electoral change
                of government is deeply entrenched in the Indian polity, even as it moved from a long era of
                single-party dominance to coalition governments.
              


              
                	

                	Indian democracy is secure and its economy has acquired a sustained growth momentum. However,
                democratic governance has to grapple with the persistence of mass hunger and the potential social
                instability caused by sharply rising inequities.
              


              
                	

                	Transition to democracy in the largest Muslim
                country
              


              
                	Indonesia19

                	Post-independence Indonesia was led by Suekarno, a leading figure in the non-aligned movement,
                along with Nasser from Egypt, and Nehru. Internal turmoil however was leading to the possibility that
                the largest Muslim country in the world would have a takeover by a popular communist party at the
                height of the Cold War.
              


              
                	

                	General Suharto seized power in 1965, launching a major assault against communists and imposing a
                tough, authoritarian rule with capable technocrats running an economy with considerable success in
                poverty reduction. His regime, however, became a symbol of’crony capitalism’ at the time of the 1997
                financial crisis. Radical corporate governance reform was undertaken subsequently, and the revolt
                against a corrupt repressive elite led to the ushering in of a democratic order. Since then, Indonesia
                has had repeated orderly changes in government, ranging from the election of a female president,
                Sukernopurti, to the coming to democratic power of a former general, Yunandayano.
              


              
                	

                	Although Indonesia entered into an IMF programme during the 2008 Great Recession, the political
                order has not been threatened. In 1997, the memorable image of Suharto bowing down publicly to the IMF
                was the final nail in a coffin of his own making.
              


              
                	

                	Suharto fell from power after riots in 1998 and escaped efforts to bring him to justice for decades
                of dictatorship. Post-Suharto Indonesia has made an impressive transition to democracy. Power has been
                devolved away from the central government and the first direct presidential elections were held in
                2004. Sustained efforts against corruption have been notable in a large country that remains vulnerable
                to various sources of discontent. At a time of growth of fascistic Islamic movements, Indonesia’s
                adherence to democracy has global symbolic significance.
              


              
                	

                	Peace of atom
              


              
                	Japan20,21

                	Japan remains the first and only country that has suffered the devastation of a nuclear attack,
                which brought the Second World War to a brutal end. Subsequently post-war Japan has developed a
                constitution that effectively rules out military conflict. Japan now has one of the longest experiences
                of democracy in Asia. The two longest democracies in Asia are the wealthiest country of the region and
                one of its poorest, India.
              


              
                	

                	The liberal conservative Liberal Democratic Party (LDP) has been in power since 1955, except for a
                short-lived coalition government in 1993. The largest opposition party is the social liberal Democratic
                Party.
              


              
                	

                	Japan is a constitutional monarchy where the power of the emperor is very limited. As a ceremonial
                figurehead, he is defined by the constitution as ’the symbol of the state and of the unity of the
                people’. Power is held chiefly by the prime minister of Japan and other elected members of the
                Diet.
              


              
                	

                	Juche
              


              
                	Korea, North22−23

                	A bizarre mix of a Stalinist state, and the Juche ideology has ruled North Korea, a vision
                formulated by its leader Kim Il-Sung.
              


              
                	

                	The country emerged in 1948 amid the chaos following the end of the Second World War. Its history
                is dominated by its leader, Kim Il-Sung, who shaped political affairs for almost half a century. Power
                was then transferred to his son.
              


              
                	

                	North Korea is a one-party state. Though nominally a socialist republic, it is widely considered to
                be the last totalitarian
              


              
                	

                	Stalinist dictatorship. Its nuclear programme is viewed with alarm by South Korea, from which it
                was separated along the lines of the Cold War, with the Soviet Union taking North Korea into its fold,
                with support from China during the Korean War. The South was strongly supported by the United States.
                Japan and the rest of the world share the nervousness about North Korea’s nuclear ambitions allied to a
                totalitarian regime.
              


              
                	

                	Deepening democracy in Korea
              


              
                	Korea, South24,25

                	South Korea has made major strides in democracy after a long period of military rule. The first
                direct election was held in 1987. South Korea strengthened its democratic system after the 1997 crisis,
                often making political leaders and corporations accountable for their actions. Presidents have emerged
                from a diversity of backgrounds, including trade unions.
              


              
                	

                	With the exception of the short-lived Second Republic of South Korea, the country has always had a
                presidential system with an independent chief executive.
              


              
                	

                	The pathos of Laos
              


              
                	Laos26

                	In 1975, the communist Pathet Lao, backed by the Soviet Union and the North Vietnamese Army,
                overthrew the royalist government, forcing King Savang Vatthana to abdicate. After taking control of
                the country, Pathet Lao’s government renamed the country as the ’Lao People’s Democratic Republic’ and
                signed agreements giving Vietnam the right to station military forces and to appoint advisers to assist
                in overseeing the country.
              


              
                	

                	Laos began opening up to the world in the 1990s. Choummaly Sayasone, the head of the ruling
                communist Lao People’s Revolutionary Party (LPRP), was appointed by the National Assembly to succeed
                Khamtay Siphandon as president in June 2006. He took over the party leadership from the octogenarian
                former president in March. The LPRP is the only legal political party in Laos.
              


              
                	

                	Race to recovery
              


              
                	Malaysia27’28

                	In 1963, Malaya along with the then-British crown colonies of Sabah, Sarawak and Singapore, formed
                Malaysia. Since independence in 1957, Malaysia has been governed by a multiparty coalition known as the
                Barisan Nasional.
              


              
                	

                	In 1969, Malaysia was consumed by an explosion of race rioting. Subsequently, the political system
                has been built around a delicate balancing act. The private assets of the wealthy Chinese community
                were not nationalised, as was the fashion in much of Asia at the time. The traditional local community,
                the Bumiputras, were promoted through positive discrimination in the public sector. This fine balance
                provided the political stability for Malaysia’s meteoric economic rise. Malaysia and Yugoslavia were
                often hailed as examples of harmonious racial accommodation. After the searing break-up of Yugoslavia,
                the symbolic significance of Malaysia as a Muslim majority liberal state has grown.
              


              
                	

                	Until the 1997 Asian crisis, the Malaysian political leadership was in the forefront of the
                argument that ’Asian values’justify an authoritarian dispensation and militate against liberal, secular
                democracy. Subsequent political liberalisation has made Malaysia move decisively towards a
                democracy.
              


              
                	

                	In 2003, Dr Mahathir Mohammad, Malaysia’s longest-serving mercurial prime minister, retired in
                favour of his deputy, Ahmad Badawi. Malaysia is a federal constitutional elective monarchy.
              


              
                	

                	The federal head of state of Malaysia is the Yang di-Pertuan Agong,
                commonly referred to as the King of Malaysia. The highest levels of power are commanded by the prime
                minister.
              


              
                	

                	The 2008 elections displayed a popular reaction against the ruling elite, as well as concerns that
                the fine racial balance of Malaysia needs revisiting in order to ensure its endurance in changing
                circumstances.
              


              
                	

                	Islands of democracy
              


              
                	Maldives29−30

                	The Maldives achieved independence in 1965 after 78 years as a British protectorate, and a 1968
                referendum replaced the centuries-old ad-Din sultanate with a republican system. The Maldives’ first
                president, Amir Ibrahim Nasir, held office for 10 years. He was succeeded by Abdul Gayoom. A former
                political prisoner, Mohamed ’Anni’ Nasheed was elected in the Maldives’ first multiparty presidential
                elections in October 2008, ending President Gayoom’s 30-year autocratic rule.
              


              
                	

                	The new map of the democratic world
              


              
                	Mongolia31

                	Mongolia is the first single-party state in Asia to have made a transition to democracy. Mongolia
                became part of an expanding Soviet empire after the Russian revolution of 1917. A people’s republic was
                proclaimed in 1924, and the Mongolian People’s Revolutionary Party (MPRP) established a one-party
                communist state. Beginning in 1990, however, Mongolia undertook a relatively rapid transition from
                Soviet satellite state to a democratic republic.
              


              
                	

                	Mongolia is a parliamentary republic. The country has a unicameral parliamentary system in which
                the president has a symbolic role and the government, chosen by the legislature, exercises executive
                power. The legislative arm, the State Great Khural, has one chamber with 76 seats. It elects its
                members every four years by general elections.
              


              
                	

                	In recent years, Mongolia has revived suppressed memories of the Mongolian Empire, which ruled both
                parts of Europe and Asia. Subsequently, the land of Chengis and Kublai Khan became marginal to global
                affairs. While not central to international developments, Mongolia has nonetheless made its mark on the
                democratic map of the world.
              


              
                	

                	Resisting change in Burma
              


              
                	Myanmar32

                	The military has ruled since 1962, when the army overthrew an elected government that was
                confronted by an economic crisis and a raft of ethnic insurgencies. During the next 26 years, General
                Ne Win’s military rule has impoverished what had been one of south-east Asia’s wealthiest
                countries.
              


              
                	

                	In 1994, the military junta changed Burma s historic name to Myanmar. This change was similar to
                the change of name of Siam to Thailand by the military leader Phi Bun, who viewed Siam as decadent and
                the name Thailand as a symbol of modernisation.
              


              
                	

                	The military government refused to accept the verdict of the electorate in 1990, and did not
                transfer power to the leader of the National League for Democracy and Nobel Laureate, Aung San Suu
                Kyi.
              


              
                	

                	Senior General Than Shwe is the country’s top military leader and heads the SPDC, the body of 12
                senior generals that runs the country and makes the key decisions.
              


              
                	

                	The power of Mao
              


              
                	Nepal33

                	Following two centuries of palace rule, the left-leaning Nepali Congress (NC) party won Nepal’s
                first elections in 1959. King Mahendra abruptly dissolved Parliament and banned political parties in
                1960, and in 1962 he began ruling through a repressive panchayat (village
                council) system. Many parties went underground until early 1990, when the NC and a coalition of
                communist parties organised pro-democracy rallies that led King Birendra to lift the ban on political
                parties.
              


              
                	

                	Until Nepal became a republic in May 2008, it had been ruled by monarchs or a ruling family for
                most of its modern history. Mr Yadav became the first president of republican Nepal in July 2008,
                nearly two months after the country’s new constituent assembly had voted to abolish the 239-year-old
                monarchy. The coming to power of the Maoists of Nepal is the first instance of a Maoist party being
                elected to office.
              


              
                	

                	The anarchy of chaos
              


              
                	Pakistan34

                	The geography and the reason for Pakistan’s partition from India have made south Asia the centre of
                war and conflict. A geographical split with India, with its western and eastern extremities arbitrarily
                carved into an imaginary Muslim nation, led to military confrontation and the creation of Bangladesh in
                1971, as the erstwhile East Pakistan seceded from West Pakistan. The cause of the division, religion,
                has been the source of continued antagonism rather than the balm on communal relations that some of its
                proponents had suggested. Three wars, cross-border insurgencies and terrorism have brought Pakistan to
                its knees. The religiosity that formed the base of Pakistan’s creation has pushed the country into an
                abyss of despair.
              


              
                	

                	Ironically for a country that has been ruled by the military for most of its history, Pakistan
                suffers from lawlessness. Pakistan has various periods of elected and non-elected civilian rule, but no
                democratically elected government has ever transferred power to another elected government.
              


              
                	

                	Asif Ah Zardari won the parliamentary vote for president in September 2008. His election by
                Pakistan’s legislators came a few weeks after his predecessor General Pervez Musharraf resigned under
                threat of impeachment. President Zardari inherited the political legacy of Benazir Bhutto, who was
                assassinated in December 2007.
              


              
                	

                	Since the Soviet invasion of Afghanistan, Pakistan has been embroiled in a religious war, producing
                highly trained holy warriors that are threatening the foundations of a fragile, divided nation.
              


              
                	

                	Flower power
              


              
                	Philippines35

                	On 4 July 1946 the Republic of the Philippines attained its independence. In 1986, a popular
                non-violent protest movement ended the 14-year dictatorship of President Ferdinand Marcos and replaced
                him with Corazon Aquino, whom the regime had cheated out of an electoral victory weeks earlier.
              


              
                	

                	The Philippines has sustained its democracy along with a vibrant civil society, whose voice and
                noise has helped maintain an open country after decades of repression. Until the emergence of Timor
                Leste, the Philippines were the only Christian majority country in Asia. In common with several other
                Asian democracies, religion-based strains need careful management in the Philippines.
              


              
                	

                	The Philippines has a presidential, unitary form of government where the president functions as
                both head of state and head of government and is commander-in-chief of the armed forces. The president
                is elected by popular vote to a single six-year term, during which time she or he appoints and presides
                over the cabinet.
              


              
                	

                	The smallest tiger
              


              
                	Singapore36

                	The city-state of Singapore is the smallest of the famed quartet of Asian economic Tigers.
                Singapore was established as a British trading centre in 1819 and also faced external rule by Japan
                during the Second World War. It obtained home rule in 1959, entered the Malaysian Federation in 1963
                and gained full independence in 1965. Prime Minister Lee Kuan Yew and the ruling People’s Action Party
                (PAP) transformed Singapore into a regional financial centre and exporter of high-technology goods, but
                restricted individual freedoms and stunted political development.
              


              
                	

                	The elder son of Singapore’s founding father Lee Kuan Yew, Lee Hsien Loong took office in August
                2004, without an election, as part of a planned handover of power and a gradual move towards an open
                democratic society.
              


              
                	

                	The dignity of the vote
              


              
                	Sri Lanka37

                	On 4 February 1948 the country won its independence as the Commonwealth of Ceylon. On 21 July 1960
                Sirimavo Bandaranaike took office as prime minister and became the world’s first female prime minister
                and the first elected female head of government in the world. Sri Lanka is amongst the first nations to
                provide the dignity ot universal suffrage. This was initially granted in 1931.
              


              
                	

                	Despite a devastating and prolonged civil war, Sri Lanka has sustained democratic rule and the
                electoral process in most regions of the country. Perhaps surprisingly, there have been no coups in Sri
                Lanka and the institutional base for democracy remains solid as Sri Lanka moves towards a post civil
                war stage.
              


              
                	

                	President Mahinda Rajapakse came to power in November 2005. After initial attempts at
                reconciliation with the separatist LTTE, an assault was launched with the intent of militarily
                destroying the guerrilla group. To a large extent this was achieved but how the peace is won will
                determine the future of democratic politics in Sri Lanka.
              


              
                	

                	The twin troubles of Siam
              


              
                	Thailand38

                	Thailand has been plagued by a dysfunctional political system and an unstable economic framework.
                The 1997 financial crisis emerged in Bangkok, with the real-estate-related debt accumulation triggering
                a regional meltdown. Its economic recovery since 1997 has been reasonably impressive but its economic
                future remains uncertain due to the intense political battles over economic policy direction. The
                democratic system remains extremely vulnerable and has suffered several major setbacks after the
                post-1997 process of democratisation.
              


              
                	

                	Since the political reform of the absolute monarchy in 1932, Thailand has had 17 constitutions and
                charters. Throughout this time, the form of government has ranged from military dictatorship to
                electoral democracy, but all governments have acknowledged a hereditary monarch as the head of
                state.
              


              
                	

                	The 1997 constitution created a bicameral legislature consisting of a 500-seat House of
                Representatives and a 200-seat Senate. For the first time in Thai history, both houses were directly
                elected. However, the excellence of the democratic constitution is in sharp relief to the actual
                practice of institutions.
              


              
                	

                	Dust to dawn
              


              
                	Timor Leste39’40

                	On 20 May 2002 Timor Leste became the first new country of the twenty-first century. It was also
                the first country after Pakistan (1947) and Israel (1948), whose creation was defined by religion. The
                Catholic Church exercises a strong influence on society.
              


              
                	

                	For a small country, Timor Leste has suffered from a series of misfortunes. Deep and violent
                divisions within society have followed violence or repression during Dutch and Indonesian rule. The
                country has been led by prominent figures such as Nobel Laureates Xanana Gusamao and Ramos Horta. The
                latter survived an assassination attempt in 2008. Frictions between military factions, police and
                paramilitary forces have necessitated the presence of largely Australian forces.
              


              
                	

                	Early years of Timor Leste’s independence were under the effective administration of the United
                Nations. Sergio de Mello, who was killed in his next assignment, Iraq, led the UN there for some
                time.
              


              
                	

                	The economic future of Timor Leste looks reasonably secure because of a treaty between Australia
                and Timor Leste with respect to revenue-sharing on oil and gas resources.
              


              
                	

                	Despite recurring threats, multiparty democracy has survived in Timor.
              


              
                	

                	Seeds from war
              


              
                	Vietnam41

                	Vietnam has made a remarkable recovery from a series of wars. American combat troops were withdrawn
                on 29 March 1973 and Saigon fell on 30 April 1975. South Vietnam briefly became the Republic of South
                Vietnam, under military occupation by North Vietnam, before being officially integrated with the North
                under communist rule as the Socialist Republic of Vietnam on 2 July 1976.
              


              
                	

                	The extraordinary economic and social renaissance of Vietnam has proceeded at a much faster pace
                than political reform. A recently unified country has tended to focus more on the healing of wounds
                than on the expansion of political freedoms.
              


              
                	

                	The Socialist Republic of Vietnam is a single-party state. A new state constitution was approved in
                April 1992, replacing the 1975 version. The prime minister of Vietnam is the head of government.
              

            
          


          
            Source: http://news.bbc.co.uk, http://en.wikipedia.org
          

        


        
          In most cases, Asian democracies
          have overcome the challenges of one-party or military rule. A new threat to democracy has, however, emerged
          in recent years. Modern cultural revivalism is testing the brittle foundations of several democracies.
        

      


      
        3 The new intolerance of traditional
        cultures


        
          Democracy is inevitably undermined if there is a violent divergence in social values. While secular democracy
          is the most tolerant of political dispensations, its boundaries are not infinite. Pushing these boundaries
          beyond their liberal levels of tolerance will demolish democracy. Over the past decades Asia has faced a
          peculiar duality – integration with the world of universal values and, simultaneously, a modern revivalism of
          traditions. Up to now these divergent trends have moved on parallel tracks. But a fierce battle of ideas
          lurks under the surface of many democracies.
        


        
          Uniformity of opinion is very different from a broad consensus over values. The battlefield of democracy is
          shaped by a war of opinions. However, there are political actors who reject the democratic process. The
          military and monarchies are examples of institutions that may do so. By and large these two institutions are
          no longer a threat to democracy in Asia.
        


        
          A surprising risk to the democratic fabric has emerged from the bristling threads of
          political religion. Some of these groups have an explicit aim of dismantling democracy; others want to shape
          society in a particular religious direction through the electoral process. This has pernicious effects on
          minorities and creates a hostile environment of a ‘majoritarian’ democracy.
        


        
          Religious cleavages still provide the fierce foundations for internal conflicts. Timor Leste was formed as a
          country of Christians breaking away from an Indonesia that is a Muslim majority state with visible
          minorities, such as Hindus. Even in the tranquil land of ‘happiness’, Bhutan, the principal fault line is
          amongst Buddhists and Hindus. The latter are referred to as people of ‘Nepalese origin’. A contentious
          component of these Bhutanese citizens remains in refugee camps in Nepal, after they moved across the border
          after 1991. In Sri Lanka, the civil war has divided the Buddhist Singhalese majority and the Hindu Tamil
          minority. In India, relations between Hindus, Muslims, Sikhs and Christians have had their low points during
          recent decades.
        


        
          In the Philippines, Thailand and China, opposition to the central government is coming from minority groups
          who don’t share the same religious belief as the majority of the population. Many of these conflicts are
          reasonably minor and do not undermine democracy. There are, however, ideological trends that pose
          uncomfortable questions. Democracies contain value-based institutions. As noted above, universal human rights
          are the foundations of democratic governance. If these are formally or informally rejected, there is no place
          for a liberal political system.
        


        
          The most extreme case of modern religious revivalism42 is fascistic Islamic groups. Their geography of power differs. Some, such
          as Al-Qaeda, are primarily internationalists. They want to protect and revive the Umma, which is a historic concept of a global nation that shares the Islamic faith. The
          language can be a curious perversion of socialist internationalism. Instead of the call to ‘workers of the
          world unite; you have nothing to lose but your chains,’ there are calls for global Muslim unity. The
          following exhortation by Osama bin Laden is an example: ‘We are seeking to incite the (Islamic) nation to
          rise up to liberate its land and to conduct a holy war for the sake of God.’43
        


        
          These radical internationalist groups are frequently headquartered in the western extremities of Asia, close
          to the Middle East. They view Europe and the US as the ideological enemy spreading secularism or, as part of
          Christian thinking, crusading against the Muslim Umma. Associated with this alien
          threat is a materialism that diverts human energy towards less spiritual matters. Thus, for Al-Qaeda and
          their like, war against Europe and the US takes two forms. One is ideological and the other is material.
          Central to the ideological battle is a violent opposition to secular democracy.
        


        
          Anti-materialism is a trait that the radical internationalists share with the national fascistic groups.
          Parties such as the Taliban have a focus on national power. They have already come to power in Afghanistan
          and districts of Pakistan. Groups such as the Taliban are also active in a number of other Asian countries. Less ferocious forms are evident in Malaysia, India and Indonesia, amongst
          others.
        


        
          Such ideological currents are not exclusive to Islam. India faced a perilous threat through the growth of the
          ideology of Hindutva. While the term itself is open to several interpretations,
          the Indian Supreme Court makes it clear that this does not mean that India does not recognise the validity of
          various religions but that it does not favour any one over the other and tries to ensure that public
          institutions remain secular. The radical interpretations of Hindutva, however,
          threaten Indian democracy. In the 1990s, the new intolerance emerging from an absorptive traditional culture
          excluded millions of non-Hindus in India. It led to government-supported destruction of holy sites. Serious
          charges against politicians in power at the time of such demolitions remain.
        


        
          India was fortunate that the strength of its secular democracy was strong enough to withstand this
          fundamentalist religious assault. Over the past decade, the majority of Indian popular opinion has shirked
          away from this potential assault on its constitution. However, strains of communalised thinking were evident
          in the 2009 general elections, although in the end they were defeated convincingly.
        


        
          While Asian democracies combat the three inherited or recent obstacles to democracy, it is useful to examine
          the moral foundations of democratic institutions. Placing these principles in the actual practice of Asian
          democracy helps explore the future of liberal secular democracy.
        

      

    


    
      Human rights and democracy – closing the gap between aspirations and
      reality


      
        In principle only one form of political regime, democracy, is compatible with respecting all five categories of human rights – economic, social, political, civil and cultural. However,
        it must also be emphasised that democracy is a necessary but not a sufficient condition. Many specific policy
        measures are required to realise rights under democracy, a process outlined in the final section of this
        chapter.
      


      
        Democracy is defined by human rights. A democratic state is not a minimalist
        observer of individual conduct. It frequently has to intervene to protect groups and individuals whose rights
        are being violated. While some rights require mechanisms that ensure protection from the state, other rights
        need the active promotion by government institutions.
      


      
        Four defining features of a democracy are based on human rights:
      


      
        	First, holding free and fair elections contributes to the fulfilment of the right to political
        participation.


        	Second, allowing a free and independent media contributes to the fulfilment of the rights to freedom of
        expression, thought and conscience.


        	Third, the separation of powers between different branches of government helps protect citizens from abuses
        of their civil and political rights.


        	
          Finally, democratic governance encourages an open civil society. This contributes to the
          fulfilment of the right to peaceful assembly and association. An open civil society is an important
          participatory pillar, accompanying the separation of powers in government institutions, for the promotion of
          civil rights.
        

      


      
        An important feature of these rights is that they are mutually reinforcing.
        Progress in one area is frequently connected with advances in other dimensions – an open media, for example, is
        usually correlated with the development of civil society institutions.
      


      
        It is important to note that democracy is not homogeneous. There are several different forms of democracy and
        countries choose different institutional mixes depending on their circumstances and needs. For simplicity, it
        is useful to distinguish between two broad categories of democracy. A majoritarian
        democracy can be described as one in which the government is by the majority of the people and the role
        of minorities can be ignored by the electoral system. The great danger is that many minorities in pluralistic
        societies may be permanently excluded, discriminated against and marginalised since this would not affect the
        electoral prospect of majority-based political parties. In pluralistic societies, insensitive majority rule can
        marginalise many groups and can lead to violence, as has been the case under several democracies.
      


      
        In contrast to majoritarian democracy, the ideal of just
        democracy aspires to the principle that political power is dispersed and shared in a variety of ways in
        order to protect minorities and to ensure participation and free speech to all citizens. Just democracy tries
        to emphasise the quality of representation by striving for inclusion, rather than the brute electoral force of
        the majority. For this, a just democracy appreciates the need for promoting civil society organisations, an
        open media and a separation of power. In other words, just democracy creates mechanisms for the accountability
        of the majority on key political and economic rights.
      


      
        It is when communities of unequal size live together in a democracy and do not have identical or cross-cutting
        interests that conflicts become likely. Horizontal inequalities can and have undermined the stability of
        democratic systems.
      


      
        An example of an inclusive principle was provided by the African National Congress (ANC). After the first
        elections in a free South Africa, President Mandela requested a prominent leader of the opposition, Chief
        Buthelezi, to join his cabinet even though the ANC had a comfortable majority. Similar accommodation of
        threatened, and potentially troublesome, minorities is an important lesson for other democracies. Having an
        opposition is important and coalitions can make governments unwieldy, but often the price of exclusion is
        higher, especially as it can lead to civil war. The section below summarises the key features of democracies,
        followed by the reasons why democracies are vulnerable.
      


      
         Holding free and fair elections
        to ensure participation and non-discrimination


        
          When citizens receive acknowledgement that they are an important part of a system, they tend to take
          increased responsibility for it and make efforts to maintain and improve it.
        


        
          Participation in electoral politics has great symbolic and substantive value in this regard. Voting
          represents the opportunity to play a role in the choice of government. Faith in the process of electing
          representatives confers legitimacy on the institutions of government. This basic right of participation,
          along with other correlated rights, has been extended recently in the erstwhile colonised or satellite
          regimes of Africa, Europe and Asia. In parts of central Asia, initial progress in democratisation was
          particularly impressive in Mongolia and the Kyrgyz Republic, which stood in sharp contrast to the cases of
          Uzbekistan and Turkmenistan.44
        


        
          During 1997–2007, elections were held for choosing a prime minister, president or parliament across Asia. In
          addition there have been numerous elections to local bodies. These elections have embedded democracy into
          various levels of society.
        

      


      
        An independent media for freedom of
        expression


        
          Freedom of persons to openly debate and criticise policies and institutions plays an important role in
          guarding against abuses of human rights. An open media not only advances civil and political liberties but
          also has frequently made important contributions to economic and social rights. The case of famines is well
          known. The role of an independent media in preventing famines has been documented extensively. Many economic
          rights such as the right to food in extreme circumstances have been facilitated by media coverage of such
          horrifying situations. Prickling public conscience, and putting pressure for action, has worked in cases of
          other rights as well.
        


        
          In many cases, the media has raised awareness regarding violation of rights. Child labour involved in making
          carpets and soccer balls, and the violation of labour rights by multinational firms has, for example,
          received extensive coverage. In almost all of these cases, NGOs formed an alliance with the media to mobilise
          the power of shame to protect the rights of the vulnerable.
        


        
          Over the past two decades, journalists have been a key pillar of democracy in Asia. In showing truth to
          power, many have lost their lives. They have helped in making leaders accountable in South Korea, exposed
          businessmen and military arms scandals in India, and in Sri Lanka had the courage to write about death
          squads. This is a very long way from 1970, when 95 per cent of the media in Asia was under state control and
          an instrument for propaganda, rather than one of democratic accountably.
        

      


      
         The separation of powers for
        the rule by law


        
          A government is intrinsic to any discussion of human rights, as culprit as well as protector, as judge, jury
          and defendant. The state has often to be ready to act against itself, as, for example, if extra-judicial
          killing or torture is carried out by one of its arms, such as the police.
        


        
          A democratic state can only fulfil its human rights obligations if it ensures the rule of law. The
          institutions that help allow the state to be held up to scrutiny are: (i) a democratically elected
          legislature; (ii) an independent judiciary; and (iii) an executive that is able to retain a reasonable
          professional independence in implementing laws and policies.
        


        
          These key elements of democratic governance are embodied in the principle of separation of powers. Their
          implementation enhances the accountability of the state.
        


        
          The litmus test of the quality of democracy is the independence and efficacy of the judiciary. Democracies,
          in Asia and elsewhere, have been devastated most by an executive that cannot tolerate an independent
          judiciary. Democracy erodes at its core when members of the legislature assault, rather than respect, the
          judiciary. Chief Justice Iftikhar Chaudhry in Pakistan provided an inspiring lesson of judicial independence.
          In 2007, CJ Chaudhry, along with prominent lawyers, such as Aitzaz, demonstrated the street power and role of
          the judiciary in democracy. Their refusal to accede to the demands of an authoritarian leader helped bring
          about this downfall.
        

      


      
        An open civil society for activist participation in
        accountability


        
          The state is ultimately accountable to its citizens but a neutral public space is needed as an intermediary
          for the citizens to make the state fulfil its obligations. There may be independent audit from citizens’
          groups, such as the People’s Union for Civil Liberties in India, or from international NGOs, such as Amnesty
          International. Both of these avenues presume freedom of press, of speech, of association. A state may have
          signed all human rights treaties, but without an open civil society there may be little pressure to honour
          its commitments.
        


        
          In sum, democratic governance is constitutive of human rights. Further, democracy
          can be instrumentally valuable for the realisation of rights, most notably through allowing a voice in
          political decisions to those whose rights are unrealised. That is the ideal to which societies aspire. There
          are, however, numerous obstacles to the realisation of this objective.
        


        
          There are many cases where democracies fail to protect or promote human rights. The causes of such violations
          under democracy are explored in the next section.
        

      

    


    
       How and why some democracies harm human
      rights


      
        While the global transition towards democratic regimes undoubtedly constitutes progress, problems of human
        rights are not resolved simply because an electoral system has replaced an authoritarian government. The
        transition to a new order involves complex issues with regard to human rights. In extreme cases of illiberal
        majoritarian democracy, the human rights of several groups have worsened. In other cases, the world community
        has been too tolerant of human rights abuses under democracies.
      


      
        In general, countries in transition to democracy face four challenges with respect to the promotion of human
        rights:
      


      
        	A critical challenge is to integrate minorities and address identity-based discrimination, i.e. the inequality between ethnic or religious groups. Perhaps
        the most persistent weakness of majoritarian democracies is the discrimination against minorities and worsening
        of identity discrimination.


        	The second key weakness is the arbitrary exercise of power. Elected governments
        have frequently lost legitimacy and popular support when they have behaved in an authoritarian manner. When
        elite groups act as if they are above the law or when elected representatives remove judges, civil servants and
        others in an arbitrary manner, faith in democratic institutions is undermined.


        	A third weakness relates to the neglect of the economic dimension of human
        rights under democracies. Many democracies have failed to address the economic and social rights of
        significant groups.


        	Finally, inability to deal adequately with the legacy of an authoritarian past
        can lead to the recurrence of violence and the reversal of democratic rule.

      


      
        In all four cases human rights are seriously affected. Minorities are punished, children remain uneducated and
        hungry, journalists are intimidated, judges threatened, political opponents tortured and human rights activists
        eliminated. These violations of rights continue to occur under many elected governments. Improving the quality
        of democracy is a policy issue addressed in the final part of this chapter. The remainder of this section
        provides empirical examples of this quartet of deficiencies, which have unfortunate implications for human
        rights under elected regimes.
      


      
        Exclusion and marginalisation of
        minorities


        
          Exclusion and marginalisation of minorities has been the Achilles’ heel of many democracies. The scale and
          extent of discrimination differs but the experience of numerous countries, such as Sri Lanka, the United
          Kingdom, Nigeria, India, Russia, Spain, the United States, to name a few, shows that members of minorities
          have suffered serious discrimination within a democratic policy.
        


        
          Recent experiences across the globe bring out tensions between majoritarian
          decision-making procedures and individual rights. Rights are protections against the harms that people are
          likely to suffer. Minority rights protect them against threats from majoritarian decision-making procedures.
          These threats typically include:
        


        
          	Exclusion from participation – the manipulation of political rights and the
          media to increase the power of the majority in politics, through gerrymandering of constituencies, for
          example.


          	Bypassing the rule of law – the setting aside of the rule of law in times of
          great social stress has frequently targeted minorities, whose loyalty is questioned by the majority.


          	Oppression – imposition of social practices on minorities has been a
          recurrent theme in many societies. The languages and cultures of minorities have frequently been banned or
          marginalised. At present the rise of religious intolerance in several countries is imposing cultural
          practices on minorities. Conversely, in some societies intolerance towards those wishing to practise religion
          is a denial of the right to freedom of expression.


          	Impoverishment – actions of the majority to further their economic interests
          at the expense of minorities through, for example, forced relocations from resource-rich areas.

        


        
          In assessing the rights of minorities within a democratic society, two questions are relevant. What rights
          for the protection of minorities are included in the constitution? How well does the political system protect
          these rights in practice?
        


        
          Minorities can face growing threats despite constitutional protection. In western Europe, for example,
          immigrant minorities are constantly exposed to violence and racism. Indeed violence against minorities is a
          burning political issue across the world. Christians in India, Muslims in Thailand and Baluchis in Pakistan
          are among the examples of minorities who have felt threatened in recent years. The state may not be
          responsible for such acts, but it has the responsibility for protecting rights of the minorities.
        

      


      
        The failure to integrate minorities – the extreme
        cases of civil wars


        
          An estimated 12 to 15 million people perished in civil wars in the last quarter of the twentieth century. The
          causes of internal civil conflict can have both internal and external dimensions. The breakdown of trust and
          the absence of internal political accommodation are, however, frequently due to identity discrimination and
          the absence of democratic processes for settling disputes.
        


        
          The paradox of Yugoslavia and Sri Lanka – and there are many others – of reasonable progress in human
          development, with simultaneous human rights violations is, at one level, due to a civil war. But that leads
          to the question: why are these societies in a civil war situation? The answer relates to the quality of democracy in these countries, particularly the manner in which minorities have been
          excluded.
        


        
          Yugoslavia was, in the 1980s, a multi-ethnic, multi-religious federation with a large degree of local
          autonomy for minority ethnic groups, as in Kosovo. In Sri Lanka two large communities – Sinhalese and Tamils
          – started as citizens in a liberal democratic framework with guaranteed rights. It was a multi-ethnic
          community in which the Sinhalese had a much larger population than the Tamils. But in 1956 the Sinhala
          majority started imposing a mono-ethnic, single-language national identity.
        


        
          Now it has been recognised by the majority community that some form of recognition of the parity of the two
          communities is a necessary condition of the reconstruction of the Sri Lankan nation. The path to peace,
          however, remains elusive. During 1997–2009, Sri Lanka went through complex twists and turns in its elusive
          quest for peace. One of the most hopeful periods was 2002–06 when a ceasefire held between the Tiger
          separatist group, based in the north-east, and the government. The ceasefire was supported by donors who
          provided financial incentives as well as monitoring mechanisms. By 2007 the ceasefire had shattered and Sri
          Lanka seemed tragically as far away from a lasting peace as ever. However, events in 2009 appear to offer the
          possibility of a military and political resolution of the conflict. Winning the peace, as always, will test
          Sri Lankan democracy. If Sri Lanka takes measures similar to South Africa, a more durable peace may be in the
          offing. President Mandela offered a key post in cabinet, interior minister, to one of his most fierce
          opponents, Chief Buthelezi. Similar significant initiatives could help with the peace in Sri Lanka.
        


        
          Perhaps because of the persistent civil war, the army has not led a coup, preferring to let civilians be in
          control of the political process. For a substantial period after independence, Sri Lanka had a ceremonial
          army, which was subsequently strengthened because of the needs of a civil war. The possibility that this
          emboldened army will intervene in the political process is low, but cannot be ruled out if the political
          situation fails to recover. As it is, rampant corruption has undermined a number of instruments of
          democracy.45 The
        


        
          Sri Lankan army has, like the Indian one, kept away from any engagement in coups. However, a tragic
          disappointment was the failure of the democratic government and the separatist LTTE to negotiate a lasting
          ceasefire within the framework of a united Sri Lanka. 2009 provides a new opportunity for doing so.
        


        
          Thus despite reasonable progress in income, it is the quality of democracy in Sri Lanka and Yugoslavia that
          led to war and violation of human rights. The spirit of democracy has to be inclusive and embrace the
          principle that power has to be dispersed and shared. The multiple layers of identity and loyalty people may
          have – to their ethnic group, their religion, their region and their state – have to be recognised and given
          a fair play in the institutions of democracy. Otherwise, threatened identity loyalties will continue to
          explode into conflict.
        

      


      
         Arbitrary exercise of
        power


        
          The threat to liberties because of ‘illiberal democracies’ has been brought to the surface by some analysts.
          Democracy has suffered explicit reversals in countries such as Pakistan, Ecuador and Sierra Leone, where
          elected regimes have been changed through unconstitutional mechanisms. In other less extreme cases, elected
          leaders have become more authoritarian; Venezuela is an example.
        


        
          While economic crises have contributed to the unpopularity of elected regimes, a deeper sense of
          disillusionment is due to the arbitrary exercise of power. In many countries suffering reversals, civilian
          governments behaved in a manner similar to their military predecessors.
        


        
          Many of these civilian governments were elected to power in the context of an institutional collapse. A
          primary characteristic of this was the lack of separation of power – the judiciary, legislature and the civil
          service were effectively merged into instruments of arbitrary power. Power was concentrated in the office of
          the chief executive. There were no effective checks on the exercise of power, which was a legacy of long
          periods of authoritarian rule. Instead of undertaking major institutional reforms, which would have
          introduced checks and balances and thereby protected rights, successive civilian governments continued to
          exercise arbitrary power. Rights to participation, as well as many other rights, have suffered in fragile
          democracies. Bangladesh provides a recent example where the competing political parties were accused of
          systematic abuse of power, leading to a military intervention. A few years later, the same two political
          parties came back to government and opposition.
        

      


      
        Growing inequality and gnawing
        poverty


        
          India is the largest democracy in the world but despite half a century of elected governments, it has failed
          to provide universal primary education. Indeed, the right to primary education is not legally binding. There
          was no provision for mandatory primary education in the constitution, which can be implemented as a right of
          the citizens of India. Resources are not an explanatory feature. Countries with the same level of resources
          as India, such as China, have legal guarantees for this economic right.
        


        
          Mass poverty, particularly when allied to growing vertical or horizontal inequality, frequently leads to
          social instability. The resultant law and order problems undermine civil and political rights. Such dynamic
          interaction between economic and political variables reinforces the earlier analysis of the complementarity
          between some economic and political rights. The fact that progress in human rights is unlikely to be
          sustainable unless there is balanced development of the economic and political dimension of rights is an
          important challenge to democracies.
        


        
          One of the most troubling features of the democratic transition in Asia is that it is
          accompanied by sharply rising inequalities. This is not a characteristic of democracies only. The same is
          true of one-party states during 1997– 2007. But democracies will also face severe strains to the social
          order, and disenchantments with the political process, if growth stalls and inequalities increase.
        


        
          Further, a recent democracy comes under political strain, especially when these inequalities acquire a
          regional dimension and reinforce identity-based discrimination. These new democracies will need to promote
          more equitable development. Such redistributive policies can be difficult to implement in democracies where
          states are powerful and can resist attempts by the centre for re-allocation of resources.
        

      


      
        The troubled legacy of an authoritarian
        regime


        
          Dealing with human rights abuses of the past, as a balm for the victims as well as representation of a moral
          democratic order, is a raw nerve for many societies. The protection given to the Japanese royal family at the
          end of the Second World War still rankles in neighbouring countries, such as North Korea and China.
        


        
          In more recent decades, Nigeria, Cambodia, Chile, Indonesia, South Africa, Guatemala and Russia – to name a
          few – share the characteristic of having to build democracies on the ashes of a brutal past. Healing deep
          wounds, taming repressive institutions, changing violent attitudes born of conflict, and creating a culture
          of consensus are a vital part of the process of democratisation that the above set of countries, and others
          in their position, have to go through.
        


        
          Converting militaristic states into democracies has been achieved in different ways. There have been three
          types of responses. First, there are externally imposed democratic institutions, which have been accepted by
          a country due to a mix of military defeat and the promise of major financial assistance on the precondition
          that these countries establish democratic institutions. This was the case in both Germany and Japan after the
          Second World War when, ironically, outsiders ‘imposed’ democratic institutions, which have prevailed,
          nonetheless, for the past five decades.
        


        
          A second pattern of dealing with a torrid past applies to countries in which there is an internal consensus
          on democracy as the system for the future, frequently supported by incentives from regional institutions. The
          process of transition has been supported by features of the past, which provided a symbol of unity during a
          process of radical institutional change. Countries such as Spain chose not to rake up a difficult past with
          regard to human rights, partly because of the consensus across the political spectrum on democracy and the
          lack of any serious threat of reversal to another militaristic, authoritarian government. As part of this
          consensus, all political parties agreed to the symbolic role of the monarchy, similar to the role played by
          the Thai monarchy, initially, in consolidating the transition to democratic governance.
        


        
          Third, mechanisms such as truth and reconciliation commissions have been used to heal
          deep wounds. Many countries have felt the need to openly discuss and share human rights abuses, not only to
          recognise suffering but also to put the perpetrators of such abuses on the defensive.
        


        
          Formal truth and reconciliation commissions (TRCs) were first established in South America in the 1980s.
          Subsequently they have proved, in some countries, to be an ingenious device for balancing the divergent needs
          for healing and justice. At the same time, several TRCs have been superficial exercises in futility.
        


        
          In 1983, the newly elected president of Argentina appointed a National Commission on Disappearance of
          Persons. In 1984 it produced an important report called Nunca Mas (‘Never
          Again’), which contained graphic details of the machinery of death created by the military dictatorship.
          Immediately thereafter, the Argentine courts heard the historic case against the members of the three
          successive military juntas that had governed the country between 1976 and 1982. The process resulted in the
          sentencing of powerful figures, which had been omnipotent only a few years before. Restlessness in the armed
          forces over continued prosecutions led to subsequent presidential pardons for the convicted officers but the
          process helped the victims and the country to exorcise past spirits.
        


        
          TRCs gained ground in Africa, another continent mired in dictatorial regimes until recently. The deep
          physical and psychological wounds of Apartheid were aired openly through an intensely emotional participatory
          process undergone by South Africa. Perpetrators mingled with victims, recollection of inhumane acts combined
          with the generosity of forgiveness for unforgivable crimes.
        


        
          Advancing the human rights agenda during transition does not necessarily require a TRC. By and large, Asia
          has avoided TRCs. Some traumatised Asian countries, such as Cambodia, have preferred to bury genocide and
          move on. However, trials of leaders associated with Khmer Rouge started in 2007 and are currently under way.
          However, TRCs may be an instrument some countries may consider. In principle, TRCs may be relevant in
          Myanmar, Sri Lanka, Pakistan, Nepal, Korea, and so on.
        


        
          Apologies for past abuses of human rights have taken a different form in the southern perimeter of Asia. In
          2007, the majority community of Australia apologised to the Aborigines in an important symbolic recognition
          of sustained humiliations. Similarly the majority group in New Zealand have openly acknowledged the shame
          over abuses of minorities, especially the Maoris.
        


        
          In sum, democracies can be deepened by the past as well as the current. Recognising past abuses is a process
          of inclusive governance, increasing the stake that marginalised communities have in a democracy. Clearly,
          such acts are easier to undertake when the perpetrators are no longer alive, but the succeeding generations
          have not shirked the responsibility of history.
        


        
          Some Asian countries have protected their armies by avoiding an open discussion of their
          human rights abuses. The lack of exposure sustains an artificial construct wherein the military is protected
          and much less grievous errors of civilian politicians are exposed. Such uneven accountability has, on
          occasion, led to a return of military rule, welcomed by an electorate disappointed by civilians and looking
          back, again, to a failed alternative.
        


        
          Lessons learned from the experiences of TRCs seem to suggest that, ironically, the key to the success of any
          truth commission is that it must be forward-looking. A key insight is not to see truth commissions as
          alternatives to justice, but as part and parcel of a policy on accountability. Truth commissions succeed if
          society sees them as an effort not only to know what happened, but also to give due respect and
          acknowledgement to the plight of the victims.
        

      

    


    
      Just democracies – protecting the secular and liberal framework of
      power


      
        The easy alternative to the dilemmas of democracy is a return to authoritarian government. This puts a lid on
        tensions that have surfaced and are not being resolved quickly by nascent democracies. Impatience with corrupt,
        petty civilian rulers generates an insecure environment and calls for public order to be restored. Such
        short-term expediency has led to recurring failure of military rule. South Asian countries, such as Bangladesh
        and Pakistan, are classic examples of military interventions that could not gain long-term legitimacy, even if
        an intervention was met initially with relief. In both cases, politicians charged with mega corruption were
        voted back to power by 2009. Their return was partially an indicator of the failure of military regimes to
        prosecute successfully the charges of corruption, and thereby sullying the ‘accountability’ process. These
        episodes only go to prove that the central role in the accountability of executive power has to be played by a
        judiciary, a particularly bitter lesson for President Musharaf’s ‘civilian’ regime.
      


      
        Investing in democracy is a critical, ongoing process, in order to overcome the deficiencies in its
        functionings. Embedding just democracies requires struggles in four spheres of institutional development.
      


      
        1 Protecting rights of minorities and addressing
        identity discrimination


        
          As emphasised earlier, majoritarian democracies have frequently been undermined by fears or repression of a
          minority. In 1947, the south Asian sub-continent split into two nations partly because the Muslims of India
          felt that Westminster-style majoritarian democracy would mean rule by the overwhelming Hindu majority. These
          fears echoed the experience of Catholics in Northern Ireland who lived under a Protestant-elected government
          from 1921 to 1972. Both situations involving fears of minorities led to large-scale violence.
        


        
          The above should not be misinterpreted to mean that minorities are better offunder
          authoritarian governments. Most recent ‘ethnic cleansings’ have not occurred under a democracy. Some of the
          worst abuses of minorities have been part of the logic of many dictatorships. It is, however, the case that
          the transition to democracy will improve matters only if there is public policy intervention in favour of
          minority protection, rather than an assumption that the ballot box is an automatic protector.
        


        
          A number of countries have recognised the need for additional measures to incorporate groups who may be left
          out from a narrowly defined majoritarian democracy. The cases of Switzerland and Belgium are instructive.
          Their example illustrates the policy and institutional measures taken to incorporate various groups within
          representative institutions. Similar efforts have been undertaken by several countries, including Germany,
          which has, inter alia, built organs of cross-party representation within
          parliament. Many parliamentary committees are chaired by the opposition. Further, when the second chamber of
          parliament blocks legislation, there is provision for ‘conciliation committees’ to work out an acceptable
          compromise. Such case studies are illustrative of the type of measures required to give a voice to
          under-represented groups. Which group needs to be brought in would naturally differ according to the pattern
          of heterogeneity and power relations in any society. A just democracy requires that special mechanisms be
          created to widen the system of representation.
        


        
          Two large new democracies which face major challenges with regard to minorities are Nigeria and Indonesia.
          They may have something to learn from the Malaysian experience on addressing identity discrimination.
        


        
          Malaysia’s policies on identity discrimination in the 1970s, while inevitably contentious, have been admired
          by many. Race riots in 1969 shook the nation, leading to several predictions of the break-up of Malaysia. In
          response to identity discrimination underlying the racial violence, Malaysia embarked on an ambitious
          programme to address them. Malaysia refrained from the nationalisation of the assets of the rich Chinese
          community, unlike many other countries at that time. This restraint not only ensured adherence to a
          market-led, efficient economic framework, but also reassured the vulnerable Chinese minority. Political power
          rested in the hands of the majority community, the bumiputras. Their legitimate
          grievances were largely addressed through extensive intervention through the public sector, including
          programmes for positive discrimination in areas of education, technology and employment.
        


        
          It is worth noting that around the time of the race riots, the per capita income of the Chinese was twice as
          high as the Malays’. Two decades later both communities were substantially richer. Malay per capita incomes
          more than doubled in real terms. Chinese per capita incomes also rose substantially during the same period.
          While the average income of both communities rose, the gap between them narrowed – the Malay income was 0.5
          of Chinese in 1970, and the gap narrowed to 0.61 by 1987. Such a redistributive outcome was possible within
          the context of an enabling economic environment that generated rapid growth. The growth
          in resources was accompanied by a better sharing of the pie.
        


        
          Critics of the Malaysian system point to an extensive network and mechanism of authoritarian controls on the
          press, political parties and the judiciary. They point to vulnerabilities and political eruptions ahead for
          Malaysia. Others point to the practical good sense displayed by Malaysia in many areas – including the
          unfashionable one of imposing temporary capital controls in the midst of the east Asian financial crisis.
          This pragmatic ethos, it is claimed, will lead to a deepening of democracy in Malaysia, along with a robust
          and dynamic economy. The 2008 elections have clearly expanded the space for political liberties and the hope
          that the transition to a full democracy will sustain the delicate balance between the communities.
        


        
          Other countries’ experiences of majorities being promoted through the state have not been so benevolent, as
          the case of Sri Lanka illustrated earlier. But the issue of how to institute positive discrimination is
          unavoidable in any country where inherited identity discrimination currently favours a minority group and the
          majority group acquires power. This dilemma is being faced by countries such as Zimbabwe and South Africa. In
          such situations, public policy has to tackle inequities while maintaining the dynamism of markets
          historically dominated by the minority community. While South Africa has managed the transition reasonably
          well despite recent criticism, Zimbabwe has imploded.
        


        
          Greater freedom of expression, promoting economic growth and curbing inequalities through a leading role for
          markets supplemented by an important role for the state has worked reasonably well in Asia since 1997. This
          has provided the framework for the political economy of reform. In many countries several decades of
          authoritarian rule and public sector dominated economies aggravated identity discrimination, especially since
          the majority group tended to capture both economic and political resources through such an arrangement.
          Lessons learned from practical experience suggest that the time is ripe for a combination of political and
          economic reform that reduces regional and identity inequalities and moves countries towards a just democracy.
        


        
          Addressing identity or horizontal inequalities is key to nation-building and preventing conflict. Countries
          have to consider a mix of what should and should not be done. With regard to the latter, governments should
          avoid nationalising the economic assets of minorities. Conversely, assets and incomes of impoverished
          minorities should be stimulated by targeted measures such as small business promotion and measures to remove
          discrimination in the labour market. Job quotas in the public sector are only likely to work in the context
          of a rapidly growing economy. Economic stagnation and an overmanned public sector is a poor environment for
          positive discrimination in the labour market. Even in growing economies, such as India, these measures cause
          discontent. Positive discrimination policies under democratic governments can be an important instrument to
          address grievances. However, the scale and design of positive discrimination measures
          needs careful attention. They are inherently controversial and the groups that lose out can be a source of
          social conflict.
        

      


      
        2 Widening participation and
        expression


        
          Participation is not about elections alone, although it is important not to violate the right to elect
          representatives. A precondition for building a just democracy is the non-violation of the right to elect
          representatives. Tampering with the ballot has been a frequent source for undermining legitimacy of elected
          governments. In Bangladesh, doubts about the independence of the election commission led to an agreement
          amongst political parties that a new election would always be held under a temporary interim regime. This was
          supposed to prevent the military’s involvement in electoral politics, while ensuring that at least the
          results of elections are considered legitimate, an important advance in a new democracy such as Bangladesh.
          Periodically, the independence of the interim regime has been questioned and demands for impartiality have
          been expanded but the constitutional principle has been maintained.
        


        
          Such mechanisms are necessary in situations of mistrust and lack of autonomous institutions. An independent
          election commission and international monitors of elections provide other tools for protecting the sanctity
          of the ballot. The importance of this provision is underlined when the ruling parties tamper with the
          institutions that were established to create legitimacy of the transmission.
        


        
          A key element for deepening the quality of a just democracy is ensuring that the right to participation and
          free expression is protected by the legal framework. Encouraging civil society organisations and an open
          media are vital components of the accountability necessary for monitoring violations of rights. People’s
          participation in local institutions is an important extension of the democratic principle, starting from
          parliamentary elections to accountability at the local level.
        


        
          An important element of the participatory principle is the need for internal democracy
          within political parties. All too frequently, the organisational structure of parties engaged in
          democratic politics is anything but participatory. Parties that are not internally transparent and open are
          unlikely to be democratic in their policy commitments. Creating a culture of democracy within political
          parties is of vital importance. At the very least, this should involve open, competitive elections for the
          party leadership. In the absence of internal democracy, parties become individual or family fiefdoms and
          exhibit characteristics more suited to feudalism than modern democracy. This is a challenge faced by numerous
          Asian political parties, where party leaders often feel that loyalty is more important than an institutional
          process of internal elections.
        


        
          In Panama the military was abolished as part of wide-ranging structural political reform. The democratic features of the reform involved, in 1995, an electoral code
          that required that political parties should internally and democratically elect their presidential
          candidates. Panama and neighbouring Costa Rica are
          countries without armies and with an admirable commitment to advance human development and democratic
          governance.
        


        
          A policy institute, the IDEA, has proposed a code of conduct for political parties that enhances their
          internal democracy and expands participation.
        


        
          Measures to extend participation should also involve special measures to incorporate groups who are
          underrepresented due to a history of prejudice and discrimination. All over the world, social and structural
          barriers impede women from participating in politics: where women are perceived lacking the requisite skills
          to participate in decision-making processes, or where political parties, electoral systems and legislative
          assemblies have not mainstreamed measures to enhance women’s involvement in electoral politics.
        


        
          In many countries women have been using various strategies to enhance their participation in politics through
          gender sensitivity and awareness, by raising women’s electoral participation through party and parliamentary
          quotas, and by providing support services to elected women legislators. Strategies for gender-balanced
          elections at the local level often represent the first step and entail further political participation at all
          levels. Some examples from across the world are noted below.
        


        
          There is a strong case to be made for selective positive discrimination to build just democracies. One of the
          most effective instruments for addressing gender discrimination in policies is a quota in parliaments as well
          as at lower levels of power. Scandinavian countries have led the way successfully, with Sweden, Norway and
          Finland showing that the process has not only produced female prime ministers but also a high percentage of
          women in parliament and local government.
        


        
          Asia has led the way in electing female heads of states – six out of the first 10 female prime ministers have
          been Asian. However, representation in parliament lags far behind. Quotas for women in parliament, as well as
          at different levels of power, will help deepen democracies in Asia.
        


        
          Sweden is a country with the highest number of women elected to parliament in the
          world. This achievement cannot be attributed to one single factor, although the quota system used by the
          majority party, the Social Democratic Party (since 1993), the Green Party (since 1983) and the Left Party
          (since 1990) has undoubtedly contributed to this situation.
        


        
          In South Africa women’s political participation in parliament was expanded due to
          the adoption of a quota policy by the African National Congress after the end of Apartheid. According to the
          Inter Parliamentary Union, the country now ranks eighth in the world in terms of the number of women in
          parliament, with 120 women in the 400-member National Assembly.
        


        
          In India, the reservation of a number of seats for women in local institutions,
          known as panchayats, is part of a process of challenging the old and traditional
          structures of policymaking. In April 1993 the Federal Government passed the Panchayat
          Raj Act, reserving 33 per cent of the three-tiered panchayats for women. The panchayat elections showed that
          the women’s reservation policy worked in most states: women won 33–40 per cent of the positions in the
          village councils.
        


        
          In the Philippines, improving the quality of participation of women legislators
          in the policymaking process is as important as increasing the number of elected women. The Center for
          Legislative Development (CLD) provides elected women, particularly at the local level, with technical skills
          needed with their job. It provides support services to elected women such as training on legislative
          agenda-setting and on the development of legislative proposals and deliberations. The CLD also facilitates
          linkages between elected women and women’s groups in order to sustain advocacy initiatives.
        

      


      
        3 Protecting the separation of
        powers


        
          As noted earlier, one of the biggest internal threats to democratic governance is arbitrary power. When elected leaders behave like military rulers, they mock their
          constituency. The arbitrary exercise of power violates the principle of checks and balances that are at the
          heart of democratic government. An elected leader must have institutional curbs placed on him or her, which
          restrict the room for arbitrary actions. All countries making the transition from authoritarian to democratic
          government face this challenge. Human rights are most vulnerable when the exercise of power is not rule
          based.
        


        
          There is a tension inherent in the process of restricting arbitrary power. A newly elected leader typically
          inherits an environment where arbitrary power was generic to the process of authoritarian rule. The elected
          leader and party are subsequently entrusted with the task of building institutions that place checks and
          balances on their power. Visionary leadership in such situations is rare. Civilians carry on behaving in much
          the same manner as their authoritarian predecessors. Accordingly, a coalition of forces is required to create
          a culture of accountability for civilian rule. This coalition should consist of an independent press,
          opposition parties, national civil society institutions and international human rights organisations.
        


        
          Such a coalition needs to build around opposition to arbitrary power. It has to exert pressure for
          implementing an institutionalised separation of power. Countries in which you cannot settle disputes in
          court, where corruption undermines the legal process and where the elite is above the law are not in a
          position to fulfil the rights of their citizens.
        


        
          Establishing a sound and supportive macro institutional framework is essential for any serious implementation
          of rights. Many rights can only be protected or advanced if there is an effective separation of powers.
        


        
          The most important institution for just democracy is, not surprisingly, the judiciary. Access to justice is
          the most difficult and yet the key part of deepening democracy. The quality of the judiciary is the litmus
          test of a well-functioning democracy. Perhaps no other branch of government is as
          important as an effective judiciary, without which the foundation of democracy will be undermined.
        


        
          In addition to independent judiciaries, democracies need a civil service that is protected from arbitrary
          instructions from the political leadership. But the actions of civil servants too have to be under public
          scrutiny. Several institutional mechanisms can curb arbitrary bureaucratic arrogance. An increasingly popular
          mechanism is the office of the ombudsman, typically created to examine abuses of authority by public
          officials. The protection of civil servants against arbitrary interventions from the elected representatives,
          on the other hand, lies in genuinely independent civil service commissions responsible for recruitment,
          promotion and discipline. This needs to be supplemented by open procedures whereby bureaucrats can take
          elected representatives to court if they are being asked to do anything illegal.
        


        
          These open procedures will require an independent judiciary, which reinforces the point that an effective
          separation of powers requires rule-based dynamic interaction between institutions. This is the opposite of
          arbitrary power emanating from the office of the chief executive and permeating through the whole
          institutional structure, which remains the case under many elected governments.
        


        
          Within the civil service, the role of the police is of particular importance in relation to human rights. In
          many countries, the police remain an institution that violates the rights of citizens, rather than one which
          protects them. The brutal treatment of prisoners, including rape and torture, is frequently exposed by the
          media and agencies devoted to monitoring abuses. In recognition of the importance of police reform for
          advancing human rights, several countries have taken important initial steps.
        


        
          In sum, implementation of the separation of powers helps create institutions that embody the checks and
          balances on arbitrary power that are necessary for advancing rights. These measures also have a critical role
          for combating and curbing corruption, which flourishes under arbitrary secretive procedures.
        

      


      
        4 Incorporating justice into economic
        policy


        
          No economic system relies exclusively on markets. Markets have an important role but societies are crucially
          shaped by the provision of goods and services that markets often ignore. Concerns of social justice were
          prominent in the work of founders of modern economics and political economy, such as Adam Smith, David
          Ricardo and Karl Marx. Further, the neglect of social justice under capitalism attracted the attention of
          major twentieth-century economists, such as John Maynard Keynes, Walter Pigou and Paul Krugman. All of these
          economists shared a common belief that governments have a vital role to play for ensuring social justice in
          market economies. Without consciously following the teachings of any of these economic philosophers, several
          Asian countries have pursued a judicious mix of markets and the state.
        


        
          Incorporating human rights into economic policymaking has two dimensions – process and outcomes. As far as process is concerned, economic
          policy should honour the rights of participation and freedom of expression. These rights imply that the
          economic policy formation mechanism must be open and transparent. It must allow debate on the policy options,
          while conferring authority on elected representatives to take the final decision.
        


        
          Economic policies have large effects on the rights of people. Those adversely affected by decisions have the
          right to know as well as participate in debate and discussions. This does not mean that they have veto power,
          since many economic policies can hurt a few people consciously. This may be justifiable on grounds of both
          efficiency of resource allocation, reduction of horizontal inequity or indeed by improvements in human
          development. But the voice of those adversely affected must be heard and, if necessary, compensation given.
        


        
          The importance of process for sustaining ownership of structural economic policy
          change is illustrated by the case of structural adjustment in India. This country example illustrates how an
          open debate helps embed the decision-making process within a national discourse. Opposition still remains and
          is desirable but the manner in which India debated the options was far more open than most countries
          undergoing similar reforms.
        


        
          In contrast to India’s example, the typical process of international policy-based lending frequently violates
          democratic rights of participation and expression. It is therefore ironic, but not surprising, that one of
          the constant refrains in the international community is ‘lack of ownership’ of the agreed policy programme.
          This lack of national ownership is inherent in the flawed, secretive processes through which these deals are
          struck.
        


        
          This was one of the weaknesses of adjustment policies in the 1980s, when international financial agencies and
          national ministries of finance often agreed to policies in secret and behind closed doors.
        


        
          It should also be noted that participatory processes can increase efficiency and economic sustainability.
          This is particularly true of projects requiring community involvement. Numerous evaluations have confirmed
          the increased efficiency and viability of project investments in water and sanitation, as well as in
          education and health, because of the attention given to participation in project design. Thus not only can
          due process meet important participatory rights, it can also in some cases improve efficiency and
          sustainability.
        


        
          Apart from process, the other dimension to incorporating rights relates to outcome. Individuals have economic
          and social rights, not all of which can be immediately realised because of resource and institutional
          constraints. The first step in a rights-oriented approach to economic policy, however, is recognition of
          these rights. This implies that citizens have a claim to have these rights realised and may have certain
          duties to perform in order to have these fulfilled. Many human rights are subject to progressive realisation
          and are not binary variables. The outcomes aspect of economic rights would force a national debate on choices
          and the priorities given to fulfilling some rights before it is feasible to meet others.
          For example, the citizens of a poor country may find that the government is able to meet its obligations on
          the right to basic education more easily than the right of each individual to housing.
        


        
          Difficult choices are inherent in the nature of economic decision-making, involving difficult trade-offs due
          to scarcity of resources. Incorporating human rights into economic policymaking does not make these
          constraints vanish. But such an approach honours certain rights inherent in due process.
        


        
          Implementing the above set of institutional reforms will go a long way towards creating a rights-based, just
          democracy. Implementing this interconnected set of reforms is not, however, a technocratic exercise. Such an
          agenda will face strong internal opposition. There are groups whose power, values and interests are
          threatened by such change. Conflict against such groups is inherent in this agenda of reforms. Implementation
          requires a committed coalition of the media, people’s movements, civil society organisations, including
          professional bodies – of lawyers and human rights advocates. Such reforms are not possible without the active
          involvement of democratic political parties. Other reforms accompanying these four, such as decentralisation,
          would deepen democracy by extending participation. Decentralisation on its own may not further rights but
          when it is allied to these four pillars of reform, it can strengthen democratic governance.
        


        
          The four dimensions of the democratic struggle are summarised below to outline the agenda for securing a
          liberal, secular democratic order:
        


        
          	It is self-evident that an independent judiciary is the key pillar in introducing checks and balances
          against arbitrary power. Judicial appointments, training and the court system have to curb executive
          authority, not succumb to it. Direct recourse of people’s organisations to the judicial system, through
          public interest litigation, helps protect rights. There are two dimensions to police reform. The police have
          to be protected from arbitrary orders from other aspects of the political system. At the same time, the
          people have to be protected from the rights abuses engaged in by the police. This requires creating
          monitoring mechanisms on police actions and through other measures that promote human rights norms within the
          police.


          	Non-discrimination against women in politics requires measures such as quotas, not only at the level of
          the national parliament but also at other levels of representation, particularly local government.


          	The participation of minorities in decision-making structures can be promoted through mechanisms that
          give special weight to minorities in the various procedures of the legislature. Measures such as having
          opposition and minority figures chair parliamentary committees have reduced alienation in examples across the
          world.


          	Reducing horizontal inequalities requires economic measures. This contains a mix of measures of what not
          to do and what should be done. Private economic assets of minorities should not be nationalised, while
            targeted economic measures should be taken that favour asset accumulation and income
            opportunities for minorities.
          


          	The sanctity of the vote must be guarded by autonomous election commissions, international monitors and
          establishment of interim regimes, if necessary, for the sole purpose of transferring power from one elected
          regime to another.


          	Political parties must exhibit internally democratic norms. Leaders should be elected and changed through
          open competitive processes. Political parties should adopt codes of conduct for internal democracy.


          	Countries that have already suffered returns to military government or fear the resurgence of
          authoritarian forces may well consider the utility of TRCs as an instrument that helps create an environment
          conducive to democracy and human rights of the people.


          	Governments should create the political space and encourage partnerships for the monitoring and promotion
          of human rights. Ultimately governments and the people benefit when an open media and civil society
          institutions are free. This contributes to a multi-actor partnership for creating norms and accountability
          for human rights.


          	Considerations of justice in economic policies are an overlooked aspect of democratic cohesion. A
          reasonable distribution of the increased resources from economic growth is important for stability.
          Unfortunately several Asian democracies are denying economic justice. Extravagant inequalities are violating
          decades of a social contract built around reasonable levels of equity.


          	Keeping fundamentalism at bay is a key challenge to many Asian democracies. When such movements are
          restricted to a tiny band of warriors they are easy to control. Problems arise for democracies when such
          groups have a substantial regional base or where national parties mobilise on an agenda of intolerance.
          Difficult as the challenge is, some measures must be preserved constitutionally such as foreclosing any
          option to change a secular constitution into a theocratic one. Enforcing tougher laws on hate speech is a
          useful instrument to reinforce key values of democracy. Religiously inclined parties have and will come to
          power but the protection of a liberal democratic secular system lies in creating institutions of state that
          cannot be altered fundamentally by a government.

        


        
          Democracy, as emphasised earlier, is not homogeneous. Within a framework of moral values and principles,
          there are many different forms. Some countries have a simple majoritarian ‘Westminster’ style democracy,
          which was historically inappropriate for countries such as Switzerland. Developing the framework of
          institutions appropriate for a particular country’s structure and circumstances requires measures that
          celebrate diversity. Nations no longer face the choice between authoritarianism and democracy. The challenge
          for the twenty-first century is to deepen and enrich liberal, secular democracies. The case of South East
          Asia is examined in the next chapter, followed by comparisons between South Asian and East Asian development.
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    The end of ‘Asian’ values and the spread of democracy in south-east and north
    Asia1


    
      Introduction


      
        Democracy has made a more hesitant start in eastern Asia compared with the western side of the continent. The
        countries that were either part of, or closely linked to, the Soviet Union have not had a uniform political
        evolution. As mentioned earlier, some of the early democratisers were Mongolia and the Kyrgyz Republic. In both
        cases, democratic attributes from their own history were evoked to nationalise the enterprise of political
        change.
      


      
        Similar to the Mongolian case, the Kyrgyz evoked traditional democratic practice as they became early
        post-Soviet democratisers. Such attempts are not confined to Asia. When Nelson Mandela came to power he evoked
        democratic tradition in his tribal upbringing as a connection to modern democratic institutions. These attempts
        to locate freedom genes reflected an awareness of the authoritarianism that had flown through the veins of
        successive regimes. Overcoming martial traditions has been part of the expansion of democracy.
      


      
        Democratisation in Asia poses challenges to assumptions about the role of economic development, culture,
        religion and values in either promoting or protecting democracy or as an obstacle to it. The 1997 financial
        crisis triggered political crises throughout the region and ultimately a process of political liberalisation
        took hold in Indonesia, South Korea and Thailand.2 In the aftermath of the crisis Malaysia too flirted with the possibility of
        signifi-cant political reform, but meaningful opening of the system occurred some years later. This chapter
        looks at the status of democracy in these four countries. It examines the consolidation of democracy in
        Indonesia and South Korea, the acute vulnerability in Thailand and the gradual progress made in Malaysia. The
        chapter considers domestic factors such as the manner in which political institutions have evolved, as well as
        the incentives that exist for elites to operate under democratic conditions. The chapter also considers broader
        international elements that impact domestic politics in the new democracies.
      


      
        The nature of democracy in these four countries is assessed. Much of the conventional political science
        literature on democratisation argued that in order for democracy to take hold, it needed
        to be preceded by high levels of economic development, and that a process of modernisation, often interpreted
        as Westernisation, had to take place so that people would acquire ‘democratic values’ necessary to sustain
        liberal political institutions. The Asian experience, however, shows that these are not the critical
        preconditions for democratisation. Economic growth and reduction of poverty can clearly occur under democratic
        conditions, not just under authoritarian ones.
      


      
        Democracy has taken root in societies where economic growth has not been spectacular and in places where
        traditional values are still strong. By comparing levels of democracy across four countries, it is useful to
        assess why democracy is evolving at different trajectories. Successful democratisation is based on a set of
        internal and external political variables. It is critically important that elites need to create and maintain
        democratic institutions of power and that there need to be positive incentives for them to do so. Such
        incentives can come from within the domestic political economy, or from outside of it. In 1997 the economic
        crisis and related external pressure provided powerful incentives for reform-minded elites to be able to come
        to power.3 A similar mix of
        conditions existed in South Korea, Indonesia and Thailand in 1997 and it is perhaps not surprising that there
        were similar steps towards democratisation in these three places.
      


      
        The conventional wisdom about the relationship between culture and democracy, the assumption that strong states
        are better at ensuring high levels of economic growth and the myth that Islam is not compatible with democracy
        are assumptions confronted by empirical developments in Asia. Reasons for optimism or pessimism about the
        evolution of democracy in Asia are also explored.
      

    


    
      Evaluating democracy


      
        Some analysts define democracy along minimal lines; democracy exists if there are free and relatively fair
        elections to choose political leaders.4 Others impose more demanding criteria, stipulating various institutional
        arrangements for distributing and checking power, mechanisms for popular input into politics and ways of
        overseeing what government does.5 In this context, it is useful to examine democracy within the context of
        three broad elements: the nature of electoral politics, the role of civil society organisations in expanding
        accountability of power-holders and the protection of rights and liberties.
      


      
        A meaningful democracy cannot exist without multiparty elections in which all adult citizens can vote. While
        this may be a necessary ingredient of democracy, it is far from sufficient in creating a liberal democratic
        order. It has been argued that at the end of the twentieth century there has been a significant increase in
        ‘illiberal democracies’,6 as
        noted in the previous chapters. There are many places where regular elections are held, where there may even be
        multiple candidates contesting the election, but where additional measures of democratic
        accountability and protection of rights are missing. The idea of an ‘illiberal democracy’ is especially
        important to understand when studying Asia. Since the 1970s, most countries in Asia have held elections and
        most have even allowed multiple candidates to compete for seats. However, until the end of the twentieth
        century, only a few states could be called just democracies in the sense that elements other than elections
        existed to allow for the protection of rights and the assertion of interests. The first decade of the
        twenty-first century witnessed the consolidation of a number of these democracies.
      


      
        One of the more prominent debates about limiting the power of the state addresses the degree of autonomy that
        civil society has:7 the term
        civil society is used politically to describe the ability or tone of the debate or opposition that exists in
        society. That is, do groups use violence to oppose the regime, or do they play by the rules and engage in
        ‘civil’ behaviour to articulate their interests? The term describes the role and position of associational
        groups within society and to assess whether they are working to channel ideas, interests or preferences to the
        state. The degree to which groups in society are free to operate and to channel interests or challenge the
        state is one indication of how democratic a regime is. It is a fair assumption that in order for civil society
        to have an impact on democratisation or on policymaking, it must be reasonably free from state
        domination.8
      


      
        Modernisation theory’s basic argument is that democracy happened from below when citizens grouped themselves
        together with other like-minded citizens to assert their interests on the state. Democracy, in other words, was
        the product of the actions of civil society. Schmitter and Diamond9 theorise the role of groups or associations in society as articulating
        the demands and interests of various sectors of the population. In such a position civil society is poised to
        play a significant role in encouraging greater accountability and democratisation. Ten democratic functions of
        civil society are often seen as part of deepening democracy.10
      


      
        When scholars first envisioned transitions from authoritarian rule, they looked at the processes that Europe
        and the United States went through over 200 years ago. What many argued was that economic development would
        lead to the creation of a middle class. This middle class would be more likely to form associations and groups
        to protect and promote their interests. Eventually, these groups would play a larger role in demanding
        accountability, protection of private economic interests and responsiveness from the government. These demands
        would evolve into greater political openness and ultimately democracy. In democratic states, interest
        articulation comes from a variety of sources, but the preferences that are best able to be heard are those
        coming from well-organised, well-funded and well-connected groups; civil society organisations rather than just
        mass mobilisation or participation.11
      


      
        Quite a few Asian countries have vibrant and active civil society organisations, for example South Korea,
        Japan, Taiwan, the Philippines, Indonesia, Thailand, Bangladesh and India.
      


      
        In addition to elections and organised demands, the third aspect is the question of how
        well people’s rights are protected. Is the press free to act as a watchdog, keeping government accountable to
        the people? Are people free to live, learn, worship and express themselves freely? These are critical issues in
        several Asian countries since societies are not homogeneous and where religious minorities are often persecuted
        or discriminated against. The question of how well people’s rights and freedoms are protected is one of the
        most difficult to assess. Even in countries where there are many elements of democracy in place, there may not
        be enough political will or popular consensus that all people should be treated and protected equally under the
        law. Across Asia, minorities have often suffered violence and discrimination from majority communities, often
        using instruments of law and order, such as the police or the army. Similarly, media outlets are not always
        free to act as a check on official power.
      


      
        These three elements of democracy – open elections, articulation of political interests and accountability –
        are evaluated in more depth in the context of the quartet of the south-east Asian countries.
      

    


    
      Indonesia’s path to democracy


      
        The political changes that have taken place in Indonesia over the last 10 years are nothing short of
        astounding. If anyone who was writing about Indonesian politics in 1996 would have predicted that mass
        demonstrations would help push Suharto out of office and that, instead of being replaced by another autocratic
        leader, a genuine democracy would evolve, they would have been viewed as irrationally optimistic. By almost
        anyone’s measure, Indonesia’s political system today is an open democratic system. There are free and fair
        elections that are contested by multiple parties and there has been a decentralisation of power away from
        Jakarta, which has resulted in local elections to choose local leaders. There is universal suffrage and
        consistently high rates of voter turnout at the polls. The press is free to criticise politicians and does so
        in loud and noisy ways. People are free to form advocacy groups and countless numbers of civil society
        organisations have come into existence since Suharto left office in the spring of 1998. After a slow recovery
        from the 1997–98 economic crises, Indonesia’s economy recovered reasonably until the 2008 crisis. Economic
        growth in 2007 climbed noticeably, improving by 6.3 per cent compared with 5 per cent in early 2006. Rates of
        poverty dropped in 2007 to 16.6 per cent from 18.8 per cent in 2006.
      


      
        Viewed in relation to the eight Millennium Development Goals (MDGs), poverty alleviation, as measured by the
        percentage of the population living on $1 a day, is one of Indonesia’s successes. Other MDG successes include:
        enrolment in primary schools; child mortality; and access to improved water facilities. Other indicators are
        less positive, but overall the majority of Indonesia’s indicators are on track to achieve the MDGs.12
      


      
        Despite these enormously positive changes, Indonesia still faces significant political
        hurdles. Corruption continues to be a problem, the court system needs work and minority rights could use
        shoring up. Both the positive changes and the problems that still exist are discussed more fully later in this
        chapter.
      


      
        On 8 July 1997, Indonesia faced a currency crisis that badly devalued the rupiah. Throughout the summer
        Indonesia tried to cope with the falling rupiah on its own. Suharto and his closest allies were unable to
        decide if they wanted to accept the terms offered by the IMF for assistance in stopping the economy’s free
        fall. Finally, in November 1997, in an effort to calm domestic and international fears of inaction, Suharto’s
        government closed 16 insolvent banks and announced additional austerity measures. Instead of increasing
        confidence in those financial institutions that were sound, financial panic occurred and mass demonstrations
        erupted across the archipelago. Although it was announced that $33 billion in loans would be made available to
        Indonesia, Suharto was still unable to agree to terms of a bailout from the IMF. Finally, in January 1998,
        Suharto agreed to a large rescue package and a set of economic prescriptions from the IMF. Some of the
        requirements included curbs on official favouritism for companies controlled by his children and his closet
        allies, and reductions in subsidies. This was the beginning of Suharto’s loss of support from his loyalists. In
        January 1998 Suharto announced that he would seek re-election later that year. It would be his seventh term as
        president of Indonesia. He also hinted that he would choose B.J. Habibie as his next vice president.13 Suharto’s actions only served to
        further weaken investor confidence about reforms in Indonesia’s economy and public disapproval over how he was
        handling the economic crisis was growing alarmingly.
      


      
        Mass demonstrations increased throughout Indonesia in early 1998 and on 14 February they turned violent.
        Rioters in Jakarta, Medan and other cities burned and looted shops. Churches were vandalised and burnt.
        Protests continued in major cities during February, although police sometimes tried to break them up; at times
        police and military units stood by while protestors destroyed private property and even attacked other people,
        mostly ethnic Chinese. On 10 March 1998, Suharto was re-elected by the legislature and was given significant
        new power to confront the economic crisis. His re-election triggered some of the largest and most fiery
        anti-government demonstrations in 30 years. Adding to massive criticism, he appointed several controversial
        figures to his new cabinet, including his eldest daughter and Bob Hasan.14 It seemed that Suharto was more interested in surrounding
        himself with allies than in selecting the best people for higher offices. Protests continued into the spring.
      


      
        Some very notable and high-profile individuals began calling for Suharto to step down. Muslim leader
        Abdurrahman Wahid (also known as Gus Dur) called for Suharto’s resignation and he pleaded with the nation to
        end the hostility towards the Chinese community. Wahid’s outspokenness against the Government encouraged the
        students to continue their protests and to take them outside the campus gates to the streets.15 On 13 May 1998, troops opened fire on thousands of student protestors at Trisakti University. Six were killed and
        dozens wounded. The next day protests turned horrifically violent. Hundreds of stores, vehicles, offices and
        homes were burned and looted. Most of the anger and damage was directed at Indonesia’s ethnic Chinese minority
        because of their perceived business ties with Suharto.16
      


      
        On 21 May 1998, after more than 30 years in office, Suharto resigned as president of Indonesia. B.J. Habibie
        became president and announced that he would stay in office only a year while the country planned for new
        elections. The most free and open elections since the 1950s were held on 7 June 1999. Forty-eight parties
        competed for seats in parliament. The president was chosen by an electoral college mechanism in October 1999.
        Despite her party winning the most seats in the legislature, Megawati (daughter of Indonesia’s first president,
        Sukarno) refused to network and build up a base of support among others in power. When Habibie withdrew from
        contention at the last minute, Wahid was chosen by the People’s Consultative Assembly to serve as
        president.17 Although in
        office for only 19 months before being impeached because of his inability to address continuing corruption at
        the highest levels, economic disorder and separatist movements, Wahid’s presidency was seen as a period of
        significant political reform. New laws were passed to restructure political institutions and improve civil
        rights and liberties, and a greater climate of openness took hold.
      


      
        There were four interrelated factors that contributed to pushing Suharto out of office in May 1998: the
        economic crisis, the protests and riots, the miscalculations of the IMF, and the internal pressures from other
        political elites. There is no question that the demonstrations – sparked by the economic crisis and the
        perception that the IMF’s conditions were implemented in a way so as to protect Suharto’s allies while the rest
        of the country was suffering – contributed to Suharto’s abandonment by his closest advisers and ultimately by
        the military. It was not simply that democratisation evolved because of demands from below. Only when Suharto
        lost internal elite support did he agree to step down, paving the way for elections to be held a year later.
      


      
        Despite all of the positive changes in Indonesia since 1998, there are a number of lingering (and difficult)
        problems that will make further consolidation of democracy more challenging. Although he assumed office with
        high praise from the international community, Gus Dur quickly became viewed as a messy, ineffective leader. He
        fired cabinet ministers without consultation and refused to account for his actions.18 Accused of corruption and incompetence, Wahid
        was removed from office in July 2001. Megawati Sukanoputri took over and ruled until she lost the September
        2004 election. Increased separatist tensions and conflict over how to react to militant Islamic groups made
        Megawati look weak and unable to balance diverse and sometimes conflicting interests.19 In parliamentary and then presidential elections
        held in 2004, Megawati’s PDI-P lost seats in the legislature, and she lost the presidency to former general
        Susilo Bambang Yudhoyono, a newcomer to electoral politics. Through peaceful transfer of
        power, Indonesia has made enormous strides in implementing and consolidating democracy.
      


      
        The institutions and mechanisms are now mostly in place for Indonesian citizens to truly have a say in local
        and national government and policymaking. Indonesia faces pressures from militant or radical groups, some
        seeking independence from Indonesia, some seeking to implement an Islamic state. In part because of these
        pressures, the Indonesian military and police still have a great deal of power. In a number of places, such as
        Papua, Aceh and Ambon, atrocities have been committed both by state forces and by militant groups. On occasion,
        the Government has not acted forcefully enough to protect some communities, for example the safety and security
        of Ahmadiyahs, Christians and the Chinese. Better protection is needed for building a more inclusive democracy
        in a country that has made major progress in democratisation.
      

    


    
      Thailand


      
        For much of the twentieth century Thai politics has vacillated between periods of democracy and periods of
        military rule. In 1997 the Thai Government adopted a new reform constitution that attempted to liberalise the
        political system. Some of the things that the 1997 constitution did were to create oversight institutions like
        the National Counter Corruption Commission, and a commission to monitor elections, as well as a Constitutional
        Court to check the power of the executive and legislative branches. Despite positive elements of the 1997
        constitution, Thai democracy was weakened during Prime Minster Thaksin Shinawatra’s time in office. The media’s
        independence was curtailed, civil rights and liberties were called into question during police efforts to stamp
        out illegal drug use and military campaigns in the south against Muslim separatists collectively added to
        political discontent. In September 2006 the military carried out a peaceful coup. The 1997 constitution was
        abrogated. Thaksin’s removal set in motion a chain of events where military-backed rule has alternated with
        elected government. Civil society activities, including protests that closed down Bangkok’s airport, led to the
        removal of another civilian government in 2008.
      


      
        It is too soon to predict if democracy will deepen in Thailand or what form it might take. Thailand’s economy,
        like the rest of the region, has rebounded from the 1997 crisis, which was significant since Bangkok triggered
        the collapse. Under Thaksin the economy grew robustly. The economy seemed to perform as well as under military
        rule and the transition to democracy did not lower the growth rate.20
      


      
        Thailand has the dubious distinction of being the first domino to be hit by the financial crisis. The currency
        crisis hit in July 1997 and called into question years of economic growth and increasing prosperity. It
        triggered large demonstrations and protests against Prime Minister Chavalit’s government for being unable to
        cope with the problems and for seeming incapable of making any decision to stop the free
        fall of the economy. People rallied around proposed changes for a new constitution, and, ultimately, opposition
        politicians – some within the dominant coalition in power – plus key factions within the military and even the
        king threw their weight behind the charter. Finally, Chavalit and entrenched politicians were forced to adopt
        the new constitution that aimed at reforming the political system and at making corruption and vote-buying less
        prevalent. Then, in late 1997, Chavalit resigned, paving the way for the opposition to come to power and to
        leave the field more open for elections in the following year. While the economic turmoil was a prime catalyst
        for political change, it was not as simple as saying that public outcry over the economic crisis forced
        conservative parliamentarians into voting to accept the proposed constitution. While public outcry did matter,
        what is vitally important is that elite political leaders – the heads of the major parties, ministers and
        military generals – were renegotiating their alliances and ties, both with one another and with various groups
        in society that were pushing for change. Elite resignation to political pressure and policy shifts among the
        top leaders is what ultimately allowed for the passage of the constitution and for Prime Minister Chavalit’s
        departure. The 1997 constitution was hailed by reformers and analysts for attempting to bring significant
        political reforms to a system that was partially democratic but had been corrupted by vote-buying, money
        politics and well-entrenched political elites who seemed less than responsive to people’s needs.
      


      
        Consolidation of democracy was within reach in 1997 and in the aftermath of the economic crisis, but under
        Thaksin democracy slipped further from Thai citizens’ grasp and for a period disappeared completely. The
        explanation for both the successful reforms of the political system in 1997 and the backsliding away from
        democratisation is largely the same. When conditions or variables change and when elite priorities or
        preferences shift, we can see the results in Thai politics. When both internal and external pressures prod
        democracy along, reforms take place. When pressures push in different directions, democratic reforms become
        threatened. The year 1997 may have been a unique moment: segments of the military, groups in civil society,
        some elites in power, a number of business leaders, as well as the IMF and international investors, all shared
        common concerns about the Thai political system and saw the passage of the new constitution as beneficial. It
        is difficult to envision a repeat of this kind of broad consensus about politics or about the need for reform.
      


      
        As a consequence of Thaksin’s actions – such as appointing allies to oversight bodies to weaken them,
        undermining freedom of the press and weakening civil liberties – Thai society became increasingly polarised
        between those who continued to support him (people in rural areas) and his critics (urban middle class and
        intellectuals). Mass protests erupted in January 2006 when Thaksin’s family sold Shin Corp. to a Singaporean
        state firm for millions in tax-free profits. To shore up his standing, Thaksin decided to call for a snap
        election. Three opposition parties boycotted the election and, although Thai Rak Thai won,
        the Supreme Court annulled the vote. Thaksin stayed in power as caretaker prime minister and installed allies
        into key positions of power. Finally, on 19 September 2006, the military decided it had had enough and while
        Thaksin was out of the country they carried out a peaceful coup.21 Since the 2006 coup, Thailand’s political system has still not reached
        equilibrium. Elected governments are toppled and replaced by interim regimes of vague length. Thaksin continues
        to cast a long shadow over the political system and different segments of the Thai elite still do not have a
        consensus over how democracy should be respected.
      

    


    
      South Korea


      
        Democratisation began in South Korea in the late 1980s. The 1987 election is viewed by many as the first step
        in South Korea’s road to democracy. Both Roh Tae Woo, the winner of that election, and his successor Kim Young
        Sam can be seen as initiating changes in the Korean political system that opened the process up to fairer
        elections, a more open media environment and greater protection of individual rights. Roh agreed to direct
        presidential elections, allowed multiple candidates from different parties to contest elections, liberalisation
        of the media and new protections for civil rights. However, through the 1990s, corruption and cosy ties between
        economic elites and political elites continued. It was not until the 1997 financial crisis and the election at
        the end of that year that an opposition party candidate, Kim Dae Jung, was able to win the presidency and that
        South Korea took additional steps to rein in the powerful influence of the chaebols. South Korea shows evidence that these political changes have had an impact. The
        legislature’s power has increased and it clearly serves as a greater check on executive power; the media
        reports freely on political misdoings; there is a broad array of civil society organisations that assert
        different interests; the power of big business has been checked through a series of anti-corruption and
        oversight measures passed by the legislature; and no one party dominates the political process. Corruption,
        however, is still an enormous problem. Although stronger laws exist to address it, big-government–big-business
        collusion has not disappeared from the political scene.22
      


      
        The 2007 presidential election was again a three-way race. The lead candidate was Lee Myung-bak of the
        conservative Grand National Party (GNP). Lee Hoi-chang was both the 1997 and the 2002 candidate from the GNP
        but ran as an independent. Lee Hoi-chang offered voters a more conservative choice than did his GNP rival.
        Nonetheless, groups on the left were divided as well and their success depended on their ability to unite
        behind one leader.23 The
        elections were won convincingly by Lee Myung-bak.
      


      
        On the economic front, South Korea has seen slow but steady economic growth since the 1997 meltdown. The
        economy has sustained an annual growth rate of about 5 per cent during the last decade,24 but like the rest of the world
        faces a more uncertain future.
      


      
        In the fall of 1997 South Korea was in the midst of a hotly contested presidential
        election. The then president Kim Young Sam was prevented by term limits from running again; hence, the race was
        essentially between long-time political dissident Kim Dae Jung and the GNP (Grand National Party) candidate Lee
        Hoi Chang. Kim Dae Jung’s victory in December was heralded as the first true democratic transfer of power in
        South Korea and the economic crisis was credited for giving people incentive to vote out the incumbent party.
        As the Asian financial crisis hit one south-east Asian nation after another, South Korea seemed as if it would
        be immune to similar ills. Various accounts described how the students in South Korea were less and less likely
        to mount large protests.25
        There were fewer and fewer students joining political organisations on campus and the number of radical student
        activists had fallen significantly. By 1997 political apathy seemed more the norm than political
        engagement.26 There did
        not seem to be a larger public discussion about weaknesses in the economy and threats to economic stability.
        Activism came largely from workers of Kia Motors, who went on strike repeatedly in October to protest the
        Government’s decision to turn the company into a state-controlled company through receivership.27 The banking sector had already
        been severely stressed by continued lending to struggling firms, when in late October Hong Kong was beset by
        problems. As pressure was put on the Hong Kong dollar, financial authorities were forced to push up interest
        rates to defend the peg to the US dollar. This resulted in a severe sell-offin the Hong Kong stock market.
        South Korea could not avoid the effects due to Hong Kong’s problems. Korean companies and banks faced liquidity
        problems and foreign banks refused to rollover short-term foreign credits to Korean financial institutions; on
        21 November 1997, Korea was forced to give up supporting the won. On 3 December South Korea agreed to a huge
        IMF programme of $57 billion, with additional resources from the World Bank, the Asian Development Bank and
        other countries in the region. The package proved insufficient and at the end of December a new programme was
        announced with additional resources and new conditions and terms with foreign banks to restructure short-term
        debt.28
      


      
        On 13 December 1997, South Korean students and workers held a rally to protest against the IMF agreement. They
        carried signs and chanted slogans such as ‘Arrest Kim Young Sam for ruining the economy’ and ‘Because the
        government and rich chaebol owners ruined the economy, workers will suffer the
        pain.’
      


      
        After Kim Dae Jung won the election a few days later, commentators and the media generally credited the
        economic crisis for his victory. While there is no doubt that the financial turmoil and uncertainty impacted
        the election results, it is too simplistic to say that the opposition party won the presidency only because the
        crisis caused people to vote the incumbent party out of office. There were many reasons for South Korean voters
        to be displeased with Kim Young Sam and Lee Hoi Chang’s party. Resentment towards Kim Young Sam dated back to
        1987. Roh Tae Woo, the handpicked successor to authoritarian leader Chun Doo Hwan, won
        that election largely because the opposition was divided. When Kim Young Sam won the elections in 1992, some
        Koreans viewed him as a sell-out. In the run-up to that election Kim had joined forces close to previous
        undemocratic governments. Those who had worked or hoped for democracy in South Korea saw this party switch as a
        legitimising of an old order they wished to see changed. Kim took office in 1992–93 promising political and
        economic reforms. To this end he did initiate several high-profile anti-corruption campaigns and both former
        presidents Chun and Roh were brought to trial and convicted for corruption; their sentences were later
        commuted. However, throughout his administration, new scandals arose about personal connections and
        favouritism.
      


      
        So, at the outset of the 1997 election people were disenchanted with Kim Young Sam’s success. Party politics in
        South Korea are largely based on the personality and power of the party’s leader, as well as his regional
        affiliation.29 With Kim
        Young Sam’s reputation diminished even before the economic crisis of October 1997, it was going to be a tight
        race in the presidential contest. In addition to Kim’s tarnished image, Lee Hoi Chang faced his own scandals.
        Amongst these were accusations that his son had avoided military service. As the election neared, all
        candidates promised to uphold the agreement with the IMF. This was a somewhat surprising move on Kim Dae Jung’s
        part. Kim’s core support had always come from the left, from labour unions and from his home region of Cholla.
        Initially, Kim had criticised the IMF agreement and his remarks implied that if he won the election he would
        renegotiate the deal. This statement caused dismay in the financial community both within South Korea and
        internationally. Kim was forced to moderate his remarks and then he chose to agree with the other candidates in
        a rare show of public agreement among the contenders.30 One other signifi-cant move that Kim made as the elections neared was that
        he announced a coalition with the conservative United Liberal Democrats (ULD). This pulled some conservative
        voters away from the GNP. This political alliance and the competition from several challengers may have decided
        the outcome: Kim’s margin of victory was miniscule (40.3 per cent vs. 38.7 per cent). Subsequent legislative
        elections in 2000 resulted in the ruling party failing to secure a majority; it won only 35.9 per cent of the
        votes.31 Politics became a
        struggle between the ruling and opposition parties without progress on institutionalising political processes.
        Kim faced accusations of corruption and influence-peddling. In the run-up to the 2002 presidential election,
        Kim resigned as party president so as not to tarnish its contender.
      


      
        After the elections, Roh emerged as the victor and representative of a new generation of leaders. He came from
        a family of modest means and was outside the main political establishment. The process by which Roh was
        selected to contest the election was more open to popular input than ever before. With two strong candidates,
        the hope was that the presidential election would be decided based on policy differences. While this may have
        been truer than earlier in South Korea, there is no doubt that regional allegiances still
        matter and mud-slinging and shady deals were still present.32 In both the 2004 and the 2007 election, corruption was and is a huge issue
        and it is clear that the power of the chaebol is weaker but not gone from the
        political process. Nonetheless, democracy has been consolidated, to a large extent, in South Korea. As in any
        other democracy, flaws remain, but the South Korean example is particularly striking as a contrast to the last
        remaining stalinist state in North Korea.
      

    


    
      Malaysia


      
        Malaysia is often described as a soft authoritarian state.33 There are regular elections for national and local level officials and
        these elections are contested by multiple parties. However, the electoral system, the way districts are drawn,
        limited press freedom and constraints on organising people made elections less competitive and less free than
        one would find in a more democratic society. Likewise, state dominance over groups in society and the continued
        use of Internal Security Acts to threaten or detain opposition voices made it hard to describe Malaysia as a
        genuine democracy. NGOs are greatly constrained in what they can do in checking the power of the state. There
        are social or political organisations that are independent of the state and have some effect on public policy.
        Yet, there is a tendency for many organisations to be co-opted by the state to such an extent that the
        distinction between society and government is frequently not expressed in the dynamics of
        policy-making.34 An array
        of restrictive laws curtailed freedom of expression, association and assembly. This made it difficult for NGOs
        or civil society organisations to try and publicise their activities and gain broader support for particular
        causes.35 Despite these
        constraints on NGO activity, civil and human rights organisations do exist and they try to exert influence on
        specific, narrowly focused issues. The elections in 2008, however, were a water-shed in the Malaysian
        democratic process, unleashing a process of change from a single party dominated system.
      


      
        Economic growth, like elsewhere in the region, has been solid since the 1997 rebound. Malaysia over the
        1998–2008 decade grew at nearly 6 per cent per annum.36 Economic statistics for the last few years across these four countries
        doesn’t lend support to the idea that authoritarian regimes are better at producing high levels of economic
        growth. This fact has been critical in the legitimacy of the democratic transition.
      


      
        Like Indonesia and South Korea, Malaysia faced an economic crisis in 1997. However, instead of turning to the
        IMF for help, Malaysia decided to address its financial difficulties without international assistance.
        Mahathir’s regime in Malaysia, like Kim Young Sam’s, Chavalit’s and Suharto’s, faced large protest movements
        and internal dissent among political elites. Mahathir alone of these four leaders was able to hang on to power
        and in the fall of 1999 his party’s coalition again won a large majority in parliament. He left office
        voluntarily in the fall of 2003, turning power over to Abdullah Badawi. How might we
        explain the lack of significant political change in Malaysia when so many of the independent variables there
        were similar to the conditions in Indonesia, Thailand and South Korea? Part of the explanation is that the
        prime minister was able to outmanoeuvre more reform-minded leaders, both in the economic and political senses,
        within the government.
      


      
        He was able to do this in part because Malaysia’s independent response to the 1997 crisis did not force changes
        to its political economy. Thus, there was no external incentive or backing for possible challengers to the
        prime minister’s power, and the UMNO leadership was able to protect economic elites with close ties to the
        party. Like neighbouring countries, Malaysia too faced currency devaluations during the summer of 1997. The
        ringgit fell precipitously and the central bank tried to prop it up. Whereas Thailand, Indonesia and South
        Korea opted for a bailout package from the IMF, Mahathir blamed currency traders and foreign financial forces
        for Malaysia’s economic ills. While the prime minister denounced the likes of George Soros and other fund
        managers, his deputy prime minister, Anwar Ibrahim, was the one who quietly reassured investors that Malaysia
        would not invoke some of the proposed restrictions on currency trading. In October 1997 the prime minister
        returned from a trip to Latin America and at a press conference the following exchange occurred:
      


      
        Mahathir: ‘The press is asking questions. I’m answering and tomorrow the currency
        traders will try and push down the ringgit just because Dr Mahathir opened his mouth.’ Anwar’s laughing reply: ‘Then I will clarify and they will say we’re quarrelling.’37
      


      
        In December 1997 Anwar seemed to be in full control of economic policy, at Mahathir’s request. On 5 December
        the deputy prime minister announced a series of austerity measures. This was viewed by many as a rebuke of, or
        at least an end to, the aggressive spending that Mahathir had led for over 10 years. Over the next few months
        the prime minister became more assertive about saving large, high-profile companies such as Malaysia Airlines.
      


      
        On 24 June 1998, Daim Zainuddin was appointed special functions minister and given the task of overseeing
        economic policy. Daim had been minister of finance from 1984 to 1991 and was seen as an ally of Prime Minister
        Mahathir. Most political analysts believed that Daim would also serve as a check on Anwar’s power. On 1
        September 1998, Mahathir announced that the country was imposing capital controls and the currency was fixed at
        3.80 ringgit to the US dollar. The next day Anwar was fired from his posts as deputy prime minister and
        minister of finance. Later he was expelled from UMNO and arrested on charges of corruption and sodomy. His
        ouster triggered demonstrations and calls for political reform.
      


      
        Protests continued throughout the fall of 1998 when Anwar’s trial began. The police used water canons and tear
        gas to break up the demonstrations. Although there seemed to be a huge outpouring of support for Anwar, and
        young people claimed to be politicised as never before, Mahathir’s power never really
        seemed threatened. Even the creation of a new political party, the National Justice Party, led by Anwar’s wife
        Wan Azizah Wan Ismail, did not pose a significant challenge to the ruling apparatus. Mahathir called for
        elections in November 1999 and, although the Islamic opposition party (PAS) did increase its number of seats at
        the state and national levels, the ruling coalition was again able to maintain its hold over 60 per cent of the
        seats in parliament.38 The
        manner in which the country handled the 1997 crisis meant that Malaysia did not have to implement structural
        reforms to its economy and cosy relations were maintained between the coalition elites and business leaders.
        Also, more liberal – economically speaking – forces in the government were left without external support to
        make changes in the political economy.
      


      
        Wan Azizah’s National Justice Party and the longstanding opposition party, the Democratic Action Party (DAP),
        were unable to capitalise on the new mood of discontent in Malaysia for several reasons. Perhaps the most
        significant was Chinese support for the ruling coalition. The ruling coalition has embodied a delicate racial
        political contract. The political consequences of a racial rupture could have been serious. Chinese, who equal
        somewhat less than 30 per cent of the population, became more firmly supportive of the government. In light of
        the violence in Indonesia, Chinese Malaysians seemed to feel that stability would be best maintained by the
        current regime. Additionally, many Chinese are among the economic elite. For them it was essential to nurture
        ties to politically powerful Malays, hence their support for the ruling coalition.
      


      
        Ultimately, Mahathir was able to promote those who supported his policy preferences and to push aside the most
        legitimate threats to his position. Popular protests did not translate into political change because the
        opposition parties were highly diverse in their constituent appeals and inconsistent in their messages and
        because Malaysian political institutions make it significantly cumbersome to unseat the current elites.
        Likewise, Mahathir was able to avoid going to the IMF and so Malaysia was not forced to restructure the close
        ties between business and political elites. Finally, Malaysian Chinese supported the ruling coalition in
        unprecedented numbers.
      


      
        For a brief period it seemed that opposition politics might take offin Malaysia. However, by the end of 2001,
        the prime minister had consolidated power and reclaimed lost constituencies. Anti-Islamic feelings helped the
        ruling coalition win by-elections and infighting among opposition parties, along with hostile government action
        against Keadilan leaders who were members of PAS, contributed to the withering of a forceful opposition to the
        ruling coalition.39 With
        the levels of support high, Mahathir announced he would retire at the end of October 2003. His successor,
        Abdullah Ahmad Badawi, took over as prime minister. Subsequently, the Malaysian polity opened up to the
        democratic process, unleashed by the elections and related demands for expansion of civil liberties. The next
        general election loosened the hold of the ruling coalition. Gradually, but firmly,
        Malaysia has moved towards a more open political system since the 1997 crisis.
      

    


    
      Lessons from the democratisation experience


      
        The first lesson is that democracy evolved in Asia because of a combination of internal politics and external
        pressure. The case studies highlight the importance of elite relations at the highest levels of power. Those
        leaders who were able to link support from some key element of society to the country’s economic predicament
        were best able to win or hold power. Hence, Kim Dae Jung endorsed the IMF’s plan and made an alliance with the
        more conservative Kim Jong Pil. In this manner he did not alienate too large a section of the middle and
        business classes. Because of historical ties to labour activists and support for more left-wing causes, he
        appealed to a wide variety of voters. Since the elections were already scheduled and since South Korea already
        had fairly open and free elections, it was easier for a political opponent such as Kim Dae Jung to challenge
        the incumbent government. Thailand too already had the infrastructure for greater democratisation to happen
        peacefully. An institutional mechanism existed to adopt a new charter and to hold new elections when the prime
        minister finally stepped down.
      


      
        This was unlike the situation in Malaysia and Indonesia, where opposition parties were either too narrow in
        their appeal (Malaysia) or emasculated (Indonesia under Suharto). Protestors in South Korea were able to look
        to Kim as a credible alternative to the ruling party, and in Thailand there were also political alternatives to
        the ruling party. In 1998 in Indonesia there was no opposition leader that protestors could look to for
        advocacy or power. Thus, toppling the regime was, in part, the only option. As for Malaysia, as popular a
        figure as Anwar was in 1999, he was in jail and his wife was unable to coordinate a large enough effort to
        challenge the system. The ruling coalition was able to keep support of all racial groups and therefore maintain
        the stability that Malaysia has craved since race riots three decades prior to 1997. Structural adjustment
        policies limited the manoeuvrability of Suharto, Chavalit and Kim Young Sam and opposition forces were able to
        capitalise on this weakness. The economic programmes empowered more ‘liberal’ leaders in Indonesia, thus
        increasing the number of top leaders who gradually withdrew their support from Suharto. Without external
        involvement in Malaysia, Mahathir was able to discredit and push Anwar aside. Popular protests seemed effective
        in Indonesia, Thailand and South Korea, but not in Malaysia. This is due in part to the size and intensity of
        the protests, particularly in Indonesia, but also because of who the protestors were and who supported them. In
        Indonesia the army was ultimately unwilling to ensure order. In South Korea students and labour groups were
        well organised and had already established links to Kim Dae Jung. Neither of these elements was true in
        Malaysia.
      


      
        In the window of time from 1999 to 2009, how well has political liberalisation taken hold?
        Democracy seems robust in Indonesia, consolidated in South Korea, dismantled in Thailand and progressing in
        Malaysia. External pressure focused on the economy and made demands on the political system for greater
        transparency and accountability. These requirements were conducive to both encouraging international investors
        to return to the region and in empowering reform-minded opposition forces. The current concern of external
        forces, especially the United States, is security. The United States is putting pressure on Indonesia, Malaysia
        and Thailand to crack down on militant Islamic groups and would like South Korea’s help in confronting the
        nuclear threat from North Korea. South Korea has shown that there are multiple ways to deal with a significant
        security threat. In the last three presidential races ‘dovish’ candidates have won out over ‘hawkish’ ones.
        These candidates have also been the ones campaigning for greater political reform and openness.
      


      
        The second lesson from Asia’s democratisation experience is that culture is not an impediment to democracy.
        Clearly, experiences throughout Asia after the economic crisis of 1997 showed that citizens value democratic
        institutions and support the idea of holding their elected officials accountable, irrespective of culture.
        Popular protests in 1997 and beyond, as well as the proliferation of civil society organisations, show that
        people wanted their voices to be heard and that the military regimes of 20 years ago would be difficult to
        recreate.40 Lee Kwan Yew,
        in an interview with Fareed Zakaria in Foreign Affairs in 1994, stated that Asian
        cultural differences with the West meant that democracy was not applicable to east Asia.41 After 11 September 2001, similar
        arguments were often made about the incompatibility of Islam with democracy. Recent history and empirical
        evidence should make us wary of this sort of blanket argument. Not only has Indonesia – the most populous
        Muslim state – made a successful transition to democracy, but Muslim activists and Muslim civil society
        organisations were both at the forefront of opposition to Suharto’s authoritarian rule and are active in
        creating and sustaining popular support for pluralism and respect for democratic processes.42 In both Malaysia and Indonesia
        there is a variety of Islamic organisations working towards further consolidation of democratic changes and
        promoting civil rights and civic education. Saiful Mujani and Bill Liddle go so far as to say that large
        grassroots Islamic organisations in Indonesia are the keys to preserving democracy.43 While Malaysia is not yet fully democratic, it
        is hard to argue that it is cultural or religious values that are standing in the way of democracy. Instead,
        the obstacles are better described as institutional and a lack of willingness on the part of political leaders
        to allow greater liberalisation to move forward. Public opinion polls from throughout Asia show consistent
        public support for democracy.44
      


      
        A third lesson from the last 10 years in Asia has to do with the relationship between political and economic
        development. The conventional wisdom used to be that economic development had to come
        before political development and that democratic regimes might be too unstable to preside over decent levels of
        economic growth and improvements in human welfare. The Asian experience should illustrate that this is not
        necessarily the case.
      


      
        It would be hard to argue from these figures (Table
        7.1) that economic growth correlates with regime type. To understand the variation in levels of growth,
        both within countries and across them, one would have to examine a significant amount of information having to
        do both with government policy and sector analysis as well as larger global market conditions.
      


      
        One can also look at the human development index to see if there is a connection between regime type and human
        well-being.45
      


      
        All countries saw improvements in their population’s well-being from 1995 to 2004 and this was true regardless
        of regime type or level of political liberalisation. It certainly seems from this small sample, over a short
        period of time, that democratic political systems are well able to address citizens’ needs and improve their
        well-being. Conversely, economic recessions are common in democracies. Indeed the 2008 global crisis emerged
        from the world’s oldest democracy.
      


      
      
        Table 7.1 Rates of
        economic growth in 1997-2006 (as measured by % growth in GDP)
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          Table 7.2 Human
          development index and ranking 1995-2004
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              	South Korea (26)

              	.860
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              	.912
            


            
              	Indonesia (108)

              	.665

              	.682
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              	Thailand (74)
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            Numbers in () represent the country’s rankings out of 177 countries in 2004. The HDI numbers represent
            measurement on a scale of 0-1, with 1 being the highest level of human well-being according to this
            measure.
          


          


          
            Source: Human Development Reports 1995-2004, UNDP
          

        

      

    


    
       Explanation for democracy


      
        How can we explain democratisation and its failings? While South Korea and Thailand had previously initiated
        democratic reforms, significant political reforms began in earnest throughout the region in the wake of the
        1997 economic crisis. In Indonesia the economic crisis hit in the summer of 1997 and there were demonstrations
        and acts of violence throughout the rest of 1997 and in 1998. Yet, it was not until May 1998 that Suharto
        finally stepped down and opened the path to democracy. In South Korea economic turmoil began in the late fall
        of 1997, just as the presidential campaign got under way. In years past, student and worker activism in South
        Korea was quite common. Yet, the economic crisis neither brought on extraordinary protests nor did the
        presidential candidates attempt to effectively use the crisis to their advantage. Opposition candidate Kim Dae
        Jung won the election in part because people were disappointed with President Kim Yong Sam and his party due to
        corruption and because of his decision in 1992 to join the Democratic Justice Party (DJP), a party that was
        associated with the previous authoritarian order. President Kim could not run for re-election as the
        constitution barred him from doing so. This transfer of power was an indicator of a maturing democracy. In
        Thailand a revised constitutional charter that aimed to weaken money politics, directly elect senators and
        local officials, and create oversight bodies to monitor corruption during elections seemed dead in the water in
        the period just before the economic crisis. When the crisis hit, a groundswell of popular support for the new
        constitution and opposition to the old political order, and the changing dynamics among political elites,
        combined to effect change.
      


      
        In Malaysia it was less the economic crisis that brought people into the streets to demonstrate against the
        prime minister than the sense of injustice about the way he drove out and allowed judicial proceedings to be
        taken against the former finance minister, Anwar Ibrahim. By the time the prime minister called for
        parliamentary elections at the end of 1999, the economy had rebounded somewhat and the ruling coalition
        returned to power, albeit losing a number of seats in parliament and an additional state government. By itself,
        mass mobilisation as a result of economic turmoil was critical but there were other elements involved in the
        transition. Certain political elites were able to take advantage of this activity by citizens and use the
        economic crisis to position them to either retain their leadership, like Mahathir, or outmanoeuvre entrenched
        leaders and help bring about political change.
      


      
        As Keohane and Milner have explained, one can no longer understand domestic politics without understanding the
        world economy and the links between the two. Internationalisation affects the opportunities and constraints
        facing social, political and economic actors. For Keohane and Milner the dependent variables were policy
        preferences of key actors and the national policies and policy institutions themselves.46 This argument expanded on the
        ‘second image reversed’ literature of Gourevitch and Katzenstein.47 Writing before the economic crisis hit Asia,
        Keohane and Milner seem to have almost predicted the region’s events. They found that increased international
        trade and capital movement made a larger proportion of each country’s economy vulnerable to world market
        pressures. In other words, domestic economies were becoming more sensitive to international price trends and
        shocks. Economic shocks from abroad can thus trigger political crises that can reshape domestic
        politics.48 Domestic
        politics changed not only because of mobilisation from below but also because of realignments and shifting
        political coalitions among elite players.
      


      
        Bienen and Gersovitz have also pointed to the centrality of elite coalitions in understanding political
        stability. Their work directly addressed the impact of coming under an IMF programme for domestic politics.
        Economic and political concerns work in opposite directions. Politics calls for bargaining and incremental
        change. Economics often argues for rapid adjustments.49
      


      
        A regime that has lost legitimacy for other reasons becomes especially vulnerable to its opponents during
        negotiations with international agencies and during the implementation of structural adjustment
        packages.50 Since
        political elites might be divided on the question about whether to accept IMF conditions or how to implement
        necessary changes, it is logical that political instability, derived from a lack of elite unity, may result
        from a rapid adjustment programme. In 1997 it was this instability that provided the opportunity for a process
        of democratisation to begin.
      


      
        Consolidation of democracy is generally taken to mean a system that is unlikely to break down, that is, we can
        expect it ‘to last well into the future’.51 This seems simple, but it poses significant problems of operationalisation
        and measurement.52 In
        order to describe and even to try and predict consolidation, analysts look at the institutional or structural
        underpinnings of the regime and the attitudes and behaviour of key actors. In simple terms, do leaders play by
        the rules of the game and not see themselves as above the law; are they willing to lose elections and abide by
        the results? Typically, a democratic regime is consolidated when leaders behave democratically according to the
        law and when major political actors acquire democratic attitudes.53
      


      
        Linz and Stepan use as a working definition of a consolidated democracy the following criteria: behaviourally,
        a democratic regime in a territory is consolidated when no significant national, social, economic, political or
        institutional actors spend significant resources attempting to achieve their objectives by creating a
        non-democratic regime or turning to violence or foreign intervention to secede from the state. Countries such
        as Indonesia and South Korea clearly meet this definition.54
      

    


    
      Summary


      
        Democracy has been consolidated in South Korea and seems to be on a solid footing in Indonesia. Malaysia seems
        to be progressing reasonably well, while democracy has suffered a significant setback in
        Thailand. In all four countries there are reasons for optimism, but different challenges to political stability
        are evident. To begin with the negative: all four countries have high levels of corruption.55 Corruption is a problem for
        several reasons: first it erodes people’s faith in political institutions, which over time could undermine
        public support for democratic processes. Second, it has high economic, social and welfare costs to society.
        Ordinary people often need to pay extra fees or bribes for government services that should be provided at a
        lower cost.56
      


      
        Third, corruption can overinflate the power of wealthy interests in the political process.
      


      
        Also detrimental to democratic political processes are mass actions that occur due to an inability of the
        regular political system to channel interests in more institutional and predictable ways. For example, in
        Thailand, mass protests seem to occur because people feel that their interests are not represented through
        normal political processes. Protests, marches and demonstrations are an important outlet for expression in any
        democratic regime. However, when citizens feel that their voices are not heard through other political
        mechanisms, the stakes of the demonstrations tend to be much higher and police or military forces tend to react
        to them in more severe ways.
      


      
        The third area of pessimism comes from the existence of anti-democratic or radical elements in society.
        Indonesia, Thailand and Malaysia all have significant numbers of people who participate in, or are supportive
        of, radical movements that do not accept the legitimacy of the state. While most Muslims support more moderate
        political ideologies, some are defensive about perceived slights or insults to co-religionists. This dynamic
        has resulted in the Malaysian, Indonesian and, to a lesser extent, Thai governments to tread lightly on
        curtailing the actions of radical Islamic groups. Some of the more militant of these groups, like Jemaah
        Islamiyah or the Islamic Defender’s Front (FPI) in Indonesia, are willing to use violence and intimidation to
        achieve their goal of creating an Islamic state and remove democratic institutions.
      


      
        The radical groups themselves may not be the key problem, but rather timidity of the government to protect
        unpopular groups because of the influence that very conservative, radical Islamic groups have in channelling
        the debate about religion and politics.
      


      
        Despite these significant hurdles, developments since 1997 enable one to be optimistic about the state of
        democracy in south-east and east Asia. There is enormous public support for democracy in the countries examined
        here and, perhaps more significantly, there is elite support for democracy. In Indonesia and South Korea,
        political leaders of the major political parties have made it clear that they support democratic political
        processes and are willing to play by the rules of the game. In Malaysia as well, there are signs within UMNO
        that many leaders favour greater political openness. It is possible to envision a scenario where more
        reform-minded leaders come to power in the future and consolidate a process of liberalisation without the fear
        of reigniting racial divisions. Events in 2008 have helped liberalise the Malaysian
        political system. UNMO’s share of the popular vote dropped sharply. The coup leaders in Thailand held elections
        in 2007 but the country has not recovered from the ouster and exile of Thaksin. Attempts to discredit him and
        his political allies have hampered the move to a functionary democracy.57 Although the military-backed constitution was approved in
        August 2007, and gives more power to unelected bodies and appointed figures, it seems probable that democracy
        will not be demolished systematically.58
      


      
        Lastly, economic growth and the human development index have improved steadily over the years, which should
        give people confidence to continue to support democracy. There is no reliable way to predict in which countries
        democracy will stick and where it could be overthrown, but for now Asia’s future seems promising. The global
        recession will be a severe test for the deepening of democracy. If political systems can remain democratic
        while coping with severe social and economic strains, Asian democracy will have passed its most severe test.
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    Conflict and arrested development


    
      Pakistan’s divergence from eastern Asia
    


    
      Pakistan’s descent into anarchy


      
        Pakistan’s slide into anarchy began on 27 December 1979. The Soviet Union took control of Kabul, setting in
        train a process that effectively merged Pakistan and Afghanistan into a single borderline state. The common
        bond in the merger has been violence, sustained by a menacing import of sophisticated weapons into the violent
        hands of civilian groups. The instruments of war were primarily non-state actors, chiselled into organised
        fighting machines. Thirty years later, this band of holy warriors continues to shape the first decade of the
        twenty-first century.
      


      
        Most significantly, these pious soldiers are not mercenaries. Largely non-materialist, they cannot be bought by
        temptations of possessions or greed of money. Ideologically driven by a vulgar religiosity, their mental
        landscape and symbols are medieval. They have been, and are, fighting ‘infidels’ and are motivated by repulsive
        ideas. A society of imprisoned women, deprived of any music and most forms of civilised conduct, does not
        require economic growth. Its needs are simple and it is that simplicity which is the most potently powerful
        force. On their side, such groups know no boundaries and nowhere else are they as transnational as on the
        Afghanistan–Pakistan historically contested border.
      


      
        The Pakistan–Afghanistan border, known as the ‘Durand Line’, has been contentious as a plausible cause of war
        between the two neighbours. The Soviet invasion altered the possibility of a war between Afghanistan and
        Pakistan into an alliance between the two countries within a major global conflict. Afghanistan may not be
        described as a world war, but it has involved large parts of the world.
      


      
        While they had strong support from powerful states and major national armies in the region, the Afghan warriors
        were the first non-state actors to have received such a flood of weapons and high-quality training. The utility
        of these heroes changed. Initially they were the celebrated front line for the breakdown of the Soviet Union’s
        eastern frontier; later, they were an instrument of the Pakistani army’s desire to build strategic depth and as
        a potential weapon against India, especially on Kashmir-related assaults.
      


      
        The sudden abandonment after the objective of Soviet disintegration was achieved led to
        some of these groups turning their well-honed skills against the West, biting ferociously the hand that had fed
        them. The movement for a puritanical totalitarianism from rural areas filled the vacuum of bloody civil war.
        The Taliban came to power and provided a conducive environment for those non-state actors, such as Al-Qaeda, to
        target the West and Arab monarchies allied to Western powers.
      


      
        By this stage Pakistan and Afghanistan had effectively merged and the Durand Line had disappeared. Over 3
        million Afghan refugees moved to Pakistan, Karachi became the largest Pashtun city and the Pakistan army
        secured a military foothold in Afghanistan, perhaps more than any foreign army in Afghanistan’s bloody history.
        Such a close linkage between the two neighbours was not forged in friendship. An alliance of war, the radical
        Islam preached by the Taliban in Afghanistan, has taken a grip in Pakistan. The rise of the Taliban and
        affiliated groups in Pakistan has brought the country to its knees. Ironically this occurred largely during the
        period where General Musharaf’s regime was a supposed close ally in the war on terror.
      

    


    
      Return to democracy during anarchy – Pakistan 2008–09


      
        The attempted murder of the Sri Lankan cricket team in March 2009 was perhaps the most evocative reminder that
        the unimaginable had become the daily currency of Pakistan. The assault was a devastating blow to Pakistan’s
        already scary image in the world. It followed the assassination of Benazir Bhutto and the arson attack that
        destroyed the Marriot Hotel in Islamabad. The Taliban had cemented their cross-border links and were now making
        a bid to take over Pakistan. They had captured the valley of Swat and several surrounding areas, forcing the
        government to seek a peace deal that accepted laws creating an Islamic totalitarian region within a
        constitution that respected civil institutions based on modern legal systems.
      


      
        In 2009, the idea that Pakistan was once considered as a possible east Asian Tiger seemed to belong to the
        realm of fantasy. Perhaps it was. But such thoughts were not uncommon, especially amongst Pakistan’s
        policymakers and its strong Western allies. This chapter looks back in incredulity. Pakistan’s march towards
        tragedy is, to pardon the pun, one hell of a story.
      


      
        President Obama indicated the high priority his administration would place on Pakistan. During his election
        campaign, and soon after assumption of office, the president stressed that Iraq was a self-created phantom war,
        from which the US had to extricate itself, but that the real threat to global stability came from Afghanistan
        and Pakistan. By 2009 the Taliban was resurgent in Afghanistan despite an extended phase of military
        intervention.
      


      
        At first sight, the emphasis on Pakistan seemed odd. Pakistan had become a leading ally of the West after 9/11,
        just as it had been in the fight against the Soviet invasion of Afghanistan. Obama’s concern demonstrated a
        common view that Pakistan under the Musharraf regime had been a complicated ally. While
        parts of the government worked closely with Western allies, other components appeared to be undermining this
        alliance. The military government appeared to be encouraging non-state actors for its continued support of the
        insurgency in Kashmir.
      


      
        Further, the Government was unable or unwilling to control militant groups on the Afghanistan–Pakistan border.
        As a result the Taliban was being provided sustenance in Afghanistan and was growing as a force in Pakistan.
        The growing ‘Talibanisation’ of Pakistan was concentrated in the Frontier and Baluchiastan provinces but the
        other regions were not entirely immune to the spread of religious fundamentalism. Indeed the Lashkar-e-Tayeba,
        the group behind the 2008 terrorist attacks on Mumbai, had their headquarters near the capital city of Punjab,
        Lahore. Pakistan was immersed in a web of terrorism, accused of giving succour to groups that launched
        terrorist attacks outside its soil. Some of these groups had turned their guns against Pakistani targets, by
        demolishing the Marriot Hotel in Islamabad and by murdering former Prime Minister Benazir Bhutto.
      


      
        Benazir’s assassination led to a sad association between three political dynasties whose family tragedies
        reflect the contentious role they have played in their societies. The Bhuttos, Gandhis and Kennedys have each
        suffered two assassinations of family members in high political office.
      


      
        John F. Kennedy and Indira Gandhi were born in the year of the Russian Revolution, 1917. Benazir was 10 at the
        time of Kennedy’s killing. She was three years younger than him when she came to power.1 Benazir Bhutto had met Indira Gandhi
        when she visited Simla as her father, Zulfiqar Ali Bhutto, negotiated with Indira, after the humiliating
        surrender of Pakistan’s army in East Pakistan. Twenty-three years later the first female leaders of both India
        and Pakistan had been assassinated.
      


      
        After the assassination of Rajiv Gandhi, none of Indira’s sons were alive. Similarly both sons and daughters of
        Bhutto have been killed. While Benazir’s murder was viewed by billions, there is no visual image of the silent
        death of her father. Zulfiqar Ali Bhutto was hanged in the middle of the night, just a short distance from the
        site of his daughter’s assassination.
      


      
        By the time the global financial crisis hit Pakistan, Benazir’s husband, Asif Ali Zardari, was in power. He had
        inherited an economic mess and the Pakistan economy was amongst the most vulnerable in Asia. A fiscal deficit
        of 10 per cent of GDP and a precarious balance of payments position forced a reluctant government into an IMF
        package. The Government had publicly vowed not to turn to the lMF, but with foreign exchange reserves
        plummeting to four weeks of imports, the Government had little choice. Indonesia and Pakistan were the two
        large Asian countries that requested an IMF programme. For Indonesia this was an even more bitter pill to
        swallow, given the symbolism of the IMF package at the end of the Suharto era in 1997. However, while the 1997
        Asian crisis tarnished the image of the IMF, the response to the 2008 Great Recession revived its role. The IMF
        was given centrality amongst the global public financial institutions in the response to
        the crisis. This global role was supplemented by the revival of its programmes in countries such as Pakistan
        and Sri Lanka.
      

    


    
      Saved by disaster – how 9/11 saved the Pakistan economy


      
        Ten years before the 2008 global recession, Pakistan’s volatile and weak economy could not withstand the
        consequences of a nuclear explosion. In 1998 Pakistan had reacted to an Indian nuclear test with its own and
        faced sanctions, a process that led to another IMF programme. Pakistan’s economy was in deep trouble and was,
        ironically, saved by a disaster. The terrorist attacks on the US on 11 September 2001 brought Pakistan back
        onto the global map. Its geopolitical significance had reduced dramatically after the fall of the Soviet Union.
        The US and other major powers were primarily engaged with the countries emerging from the Soviet bloc. The
        spotlight on countries such as Afghanistan and Pakistan had gone.
      


      
        The 9/11 attacks provided international support for the isolated General Musharaffjust as Soviet invasion had
        brought international support for the previous military isolated ruler, General Zia. Because of 9/11, Pakistan
        received major financial assistance, which enabled a depressed economy to begin a recovery.
      


      
        During the latter part of the tenure of President Musharraf (1999–2008), Pakistan had achieved annual growth in
        the region of 6 per cent. To a large extent this growth was fuelled by external factors, with a major revival
        of aid after 9/11, a substantial increase in remittances and a booming global economy. However, a significant
        opportunity for major structural reform was missed and an irresponsible consumption boom was built on cheap
        credit. Very little was done to invest in energy and the infrastructure needed to sustain growth. Thus, when
        the 2008 recession hit Pakistan, the economy faced continuous power failures, a loss of confidence in the
        industrial sector and declines in export revenue.
      


      
        Pakistan’s short-term vulnerability was shared by many countries across the world. However, its lack of
        progress in various dimensions of human development is in stark contrast with the east Asian economies, with
        which it shared several characteristics in the 1950s. Another south Asian country, Sri Lanka, was even more
        favourably positioned vis-à-vis east Asia during the 1950s. In the case of Sri
        Lanka, an ethnic-based civil war led to its relative decline, although the country made major progress in
        demographic, education and health indicators. Pakistan’s case was even more unfortunate, with the economic
        possibilities of the early decades of its creation squandered by a political economy of conflict, uncertainty,
        policy inconsistency and insecurity. Further, its human development base was much lower than Sri Lanka’s, which
        has meant a population explosion and much lower status of women.
      

    


    
       Similarities and divergence – Pakistan and east
      Asia


      
        Soon after independence, there were many similarities between eastern Asia and Pakistan as far as development
        strategy was concerned. A modernising elite2 was in command, with a technocratic bureaucracy that was as competent, if not
        more so, than those existing in eastern Asia at the time. The state was intervening extensively in markets and
        resource allocation, but within the parameters of a private-sector-led strategy. Another similarity was the
        initial pursuit of import-substituting industrialisation, with policy-induced high rates of return to
        industrial capital; the rates of return were as high as 100 per cent for some sectors.3 This helped convert merchant traders into
        industrialists. The stance of sociocultural policy was mildly progressive, with the introduction of legal
        provisions that improved women’s rights and the launch of a family planning programme. Many features of this
        strategy have yielded positive results. Entrepreneurial skills were encouraged and have subsequently played a
        vibrant role in industry, trade and agriculture. Many state institutions operated with admirable efficiency,
        not only dealing with a huge refugee settlement programme but also ensuring sound macroeconomic management and
        disciplined intervention in markets. Corruption levels were no different than in eastern Asia.4 The outcomes have, however, diverged
        substantially and it is currently difficult to imagine any similarity between the successful east Asia and the
        imploding Pakistan.
      


      
        Three factors in particular account for the difference between the evolution of capitalism in eastern Asia and
        in Pakistan.5 The first was
        the pursuit of ‘functional inequality’ as a policy goal in Pakistan. None of the eastern Asian countries took
        the view that it was necessary to increase inequalities to raise savings and that the resulting higher levels
        of accumulation would generate growth, which would then trickle down. Functional inequality had serious
        implications for all manner of policies. Asset redistribution, such as land reform, was not pursued. This was
        particularly ironic because the severe dislocation that led to the creation of Pakistan created conditions
        which were similar to those that aided land reform in eastern Asia. Dislocation after war or civil wars helped
        asset redistribution programmes in Korea, Taiwan and Japan. While war and internal conflict offer opportunities
        for restructuring power, it does not follow that the change will be in an equitable direction. While country
        specifics differ, in general, eastern Asia was faced with intense ‘pressures from below’, culminating in
        communist revolutions in some cases. The strength of these regional forces helped shape the direction of change
        in moments of a post-war political vacuum.
      


      
        This point is well illustrated by the case of Pakistan, whose two post-war social dislocations did not force
        change towards an equitable direction. Arguments for land reform were voiced within the Muslim League and other
        political forces soon after Pakistan’s creation. But there was strong resistance from the landed groups and the
        proponents of land reform were neither sufficiently organised nor powerful enough to seize this opportunity.
        The resulting elitist development strategy not only avoided asset distribution but also
        ignored public expenditures that were vital for inclusive capitalism, such as primary education and primary
        health. The paucity of public spending on these areas has played an important role in the debilitating
        population crisis; Pakistan has found out the hard way that while the scale of population does not necessarily
        affect economic development, its growth rate does. Conversely, early primary education and health investments
        in eastern Asia led to the control of quantity, thereby enabling higher per capita expenditures, which have
        subsequently enhanced the quality of human capital.
      


      
        The second factor that accounts for the divergence is the breakdown in consensus in Pakistan with regard to the
        leading role of the private sector. A mix of ethnic and class tensions led to the nationalisation of industrial
        and financial assets in the early 1970s. Nationalisation was not confined to large units, spreading as it did
        to affect even medium and small-scale enterprises. ‘Left under the landlords’ was a curious political
        coalition. The former were responding to growing inequities, emerging from the pursuit of ‘functional
        inequality’. They saw in it a betrayal of the equity and opportunity principle that was implicit in the
        Pakistan movement, i.e. a minority was creating a new nation-state in which the mass of the population would
        have better opportunities. The left was also wary and suspicious of the private sector.
      


      
        In Punjab, nationalisations hampered the emerging bourgeoisie, as well as the smaller entrepreneurs. The latter
        were particularly hard hit by the 1976 nationalisation of small and medium agro-processing units. The private
        sector viewed these actions as capricious and unreliable, especially after assurances had been given that no
        nationalisation would be undertaken after 1974. Not surprisingly, private capital ceased to invest.
      


      
        In Sindh province the Government, dominated by the landed rural elite, was seen to be using the left to settle
        ethnic scores, since rural Sindhis had been marginalised by the industrialisation drive in their province.
        Industrial assets moved from private to public hands under a state machinery that came increasingly to be
        dominated by the rural elite. Nationalisation was one of the factors that fuelled Muhajir antagonism in the
        1970s, culminating in the subsequent rise of Muhajir ‘ethnic’ identity and contributing to sustained ethnic
        conflict in the province during the next two decades. In Punjab and the NWFP, there was no ethnic implication
        to nationalisation but the cost to the development of the private sector was severe. The province of
        Balochistan was largely unaffected by these economic reforms, consumed as it was by a civil war in the 1970s.
      


      
        Thus, as opposed to the left, the landlords had mixed motives for economic reform; ethnicity was clearly a
        factor. Most of the financial–industrial capital created in the industrial heartland of Karachi was by Muhajirs
        (refugees from India). It was perhaps no accident that the landlords pressing for nationalisation belonged to
        the ethnic group that had not benefited from the industrialisation process. It was also telling that while
        nationalisation of industrial assets went ahead, land reforms were not implemented. Despite much rhetoric, land
        reforms were subverted. Again, the loss of the 1971 war had created uncertainty and turmoil, with the potential
        for altering the power structure to reduce the dominance of the rural elite. The power structure was changed,
        but not in an equitable direction. Indeed, this opportunity for rural asset redistribution was squandered and
        the landed elite emerged stronger than before.
      


      
        During this period, none of the comparable countries in east or south-east Asia lost the consensus on
        private-sector-led development. For example, racial tensions in Malaysia, which erupted with such ferocity at
        the same time as ethnic difficulties were mounting in Pakistan, did not lead to the nationalisation of Chinese
        industrial assets. The Malays were promoted through state intervention, which used positive discrimination
        extensively, but private-sector-led development has remained central. Such a consensus enabled a more confident
        private sector, with many capacities enhanced through targeted state support. This provided the confidence for
        the shift from an inward-looking ISI to a greater export orientation. Pakistan’s industrial and financial
        sector, on the other hand, faced enormous insecurities in the 1970s; private accumulation dried up and export
        performance, relative to eastern Asia, fell way behind.
      


      
        The third factor accounting for the divergence was the sociocultural ideological currents that emerged in the
        1980s. During this decade, Pakistan took many steps to revert to the private sector ethos of the earlier
        period. While it succeeded in this sphere, the country was rocked by a reversal in the direction of
        sociocultural policy.
      


      
        A country in the midst of a population explosion and with poor literacy needed strong corrective measures in
        order to rectify past errors. Instead, the Pakistani state was gripped by a menacing ideological puritanism.
        Instead of progressive reform, in one of the more conservative societies of Asia, this puritanism contained an
        ideological assault on women. The ethos of ‘chaddar and char
        diwari’ reinforced social and private subjugation of women. This puritanism was hardly conducive to the
        required social policy changes. The contrast with eastern Asia could not be greater – in virtually all of these
        societies, women made major gains. They were having far fewer children, were much better educated, were living
        longer and healthier lives and increasing their financial independence. By contrast, the 1980s witnessed major
        reversals for women in Pakistan.
      


      
        In sum, Pakistan’s development path diverged because of the inability to accommodate the ethnic, class and
        religious tensions that determined socioeconomic policy. These factors had a strong bearing on the economic
        variables affecting equitable growth levels of accumulation, efficiency of resource allocation and the quality
        of human capital.
      


      
        As Pakistan finds itself in the midst of terror, it is perhaps worth reflecting on how there were periods of
        hope that Pakistan would recover from fundamentalist military rule to a reasonably liberal democracy. The 1990s
        witnessed a number of positive developments. The puritanical onslaught did not have strong
        state support, embodied partly by the two electoral victories of a female prime minister. The efficacy of her
        regime was limited and it is also arguable that little was achieved to alter the lives of ordinary women.
        Nonetheless it is an achievement in itself that the state was no longer promoting reprehensible measures
        against women. The domestic debate on the neglect and reversals suffered by women was more open, particularly
        through the media and NGOs, such as the Human Rights Commission of Pakistan. While small, such a constituency
        for progressive change represented a substantial improvement from a period when there was official support for
        reactionary social measures.
      


      
        Within Pakistan, a consensus has also been reached on the private sector, with only slight differences in
        emphasis amongst the different political groups. Unfortunately, no democratically elected regime was allowed to
        complete its term of elected office and Pakistan sank back into military rule.
      

    


    
      Pakistan’s return to military-led elitist development6


      
        Pakistan has been fortunate to have had four modernisers: Jinnah, Ayub, Bhutto7 and Musharaff. These men came from very different
        backgrounds – institutionally, culturally and regionally. The first, M.A. Jinnah, leader of the Pakistan
        movement, was a Bombay lawyer married to a Zoroastrian woman.
      


      
        The other civilian in this quartet was also a lawyer with strong links to Bombay. Z.A. Bhutto was from a major
        landowning family of Sindh, with a Hindu mother. He sent his daughter for an education in the UK and the US –
        somewhat rare for feudal families.
      


      
        Ayub and Musharaffare military men, but the former was a Pathan from the north who led an army deeply steeped
        in the colonial inheritance of the British army. President Musharaffis a Muhajjir8 from the southern city of Karachi, in command of an
        army that has gone through radical changes since independence.
      


      
        Perhaps not surprisingly, Jinnah, Bhutto and Musharaffall have links to Karachi, Pakistan’s most cosmopolitan
        city. These four modernisers shared a key characteristic – they are opposed to Pakistan being a theocracy. They
        were firmly wedded to the idea that Pakistan should be a reasonably liberal Muslim country, which is outward
        looking and comes to terms with the demands of a rapidly changing world.
      


      
        In contrast, there have been leaders in Pakistan who transformed institutions in support of a theocracy. None
        was more successful in this endeavour than General Zia-ul-Haq, who made critical changes in the constitution,
        judiciary and the education system in support of an Islamic system.
      


      
        In addition to a religious leader like Zia, the modernisers have been opposed by movements and parties
        committed to a theocratic vision of Pakistan. Z.A. Bhutto, for example, faced a mass movement that galvanised
        support around the term ‘Nizam-e-Mustafa’, which called for the introduction of
        Islamic laws in Pakistan.
      


      
        Jinnah and Ayub became leaders at the same time as Gandhi and Nehru in India. Whereas
        Gandhi immersed himself in mass politics, Jinnah was much more aloof. His natural environment was that of
        middle-class professionals – lawyers, bankers and economists. When he moved to Karachi at partition, this
        remained his milieu. Jinnah had strong views on the value of modern education and it is part of his legacy that
        Pakistan was amongst the first developing countries in the world to establish an MBA programme and create a
        group of professional bankers and managers in the 1950s.
      


      
        Ayub had similar views on education; after he took over in 1958, Pakistan continued to strengthen policy
        centres, such as the Pakistan Institute of Development Economics and the Institute of Business Administration,
        which established a global reputation. By 1970 Pakistan had created some excellent tertiary education
        institutions, in which the language of instruction was English. Further, the institutions inherited from the
        British continued to produce elite students of high quality.
      


      
        There was however a darker side to the colonial inheritance and Pakistan had done little to rectify this major
        shortcoming. The inherited education policy had three serious deficiencies. The first was the total neglect and
        abdication of responsibility for any education for the poor. When Britain left the region that is currently
        Pakistan, the literacy rate was barely 5 per cent after 100 years of rule. The second shortcoming was the
        neglect of national culture and customs.
      


      
        The third feature of the inherited education system was its bias towards humanities and the neglect of science.
        This education system was primarily designed to produce civil servants, not scientific thinkers and explorers,
        engineers or mathematicians.
      


      
        Each of these three elements of the inheritance has haunted education policy since the 1970s. Bhutto was the
        first ‘mass moderniser’ in the sense of coming to power with the expectation that his party would deliver
        benefits to the poor, who had benefited very little from growth.
      


      
        Indeed, as mentioned earlier, Pakistan in the 1950s and 1960s had followed a strategy of development of
        ‘conscious trickle down’. The implementation of this logic produced widespread resentment against elitist
        development. This resentment was the primary cause for Bhutto’s electoral success.
      


      
        The education response under the Bhutto regime tried to address all three of the shortcomings. In the science
        and technology area, however, the emphasis was related to Pakistan’s acquisition of nuclear technology. Under
        Bhutto, Pakistan successfully acquired nuclear technology, along with the technical manpower and institutional
        capacity to sustain a group of scientists.
      


      
        As far as addressing the equity issue was concerned, the Bhutto regime made a major mistake. It nationalised
        all private institutions. This was supposed to be accompanied by the introduction of mandatory primary
        education. The nationalisation was a disaster – it ruined most of these institutions without creating viable
        alternatives. As far as mandatory primary education was concerned, an economy in crisis
        and the reluctance of external donors to fund this programme led to its abandonment.9
      


      
        With regard to the content of education, there was some attempt to change textbooks to better reflect the
        historical and cultural reality of the students. These efforts were, however, swamped by the wider
        institutional failures of nationalisation and lack of public funds.
      


      
        The Zia Government that followed Bhutto adopted a peculiar education policy. It did not denationalise many
        educational institutions. This was not because there was a commitment to nationalised public education. This
        was due more to ideological considerations – there was a radical revision of texts that Islamicised the content
        of education. The Zia Government was also much more favourably disposed to Urdu-medium education. However,
        Urdu-medium schools were also the ones that suffered most from the ideological indoctrination of texts.
      


      
        Simultaneously, the Government opened education to the private sector, particularly in urban areas. There was
        an explosion of privately provided education. Chains of schools, such as Beacon House and City Schools,
        appeared. Prestigious private tertiary institutions, such as the Lahore University of Management Sciences, were
        established. These schools, colleges and universities were privately owned and provided education in English.
      


      
        Through this process, the elite in Pakistan completely divorced its children from public education. From
        kindergarten to university, their children went to private English-medium institutions. Many of these were
        excellent for those who could afford it – and increasing numbers could. Education abroad was also an appealing
        alternative.
      


      
        Mass education became a cesspool. ‘Urdu medium’ became synonymous with inferior. Unlike other Asian countries,
        such as China and Japan, who had shown respect for their own language and culture while making sure that
        science was not detached from their own language, Pakistan created an underclass of students.
      


      
        Those who were educated in local languages not only got inferior education in modern subjects but might also
        become part of the Islamicisation movement. At the extreme end of this spectrum was a particularly sinister
        breed – madrasahs. While many were harmless seminaries imparting classical religious education, a small but
        significant proportion became allied to political organisations, including both the military and political
        parties.
      


      
        The further distortion of this disturbing trend was financing from overseas and the arming of students. Some
        madrasahs were indistinguishable from military schools – except that they were not part of an organised formal
        military. They were later to play a critical role in the menacing growth of militant non-state actors.
      


      
        In Afghanistan and Kashmir, these madrasahs were woven into a complex public–private partnership. The
        Government could look the other way when it needed to. The madrasahs, and the political forces that ran them,
        rode triumphantly across Pakistan, frequently terrorising liberal and secular groups and
        creating a suffocating cultural environment.
      


      
        As it is, the rest of Asia is leaving Pakistan far behind. One of Pakistan’s oldest allies is China. An average
        Chinese lives 10 years longer than a Pakistani. China’s literacy rate is 86 per cent compared with Pakistan’s
        44 per cent.10 China’s
        combined primary, secondary and tertiary enrolment rate is more than twice that of Pakistan. Pakistan could do
        worse than learn just a little from this trusted ally at a time when its other ally, the US, is willing to
        provide the financial resources.
      


      
        The rest of this chapter develops a framework that tries to explain the success of eastern Asia and the
        divergence from Pakistan. This is done in two stages – the first examines the wider political economy
        influences, while the second concentrates on the details of economic policies that led to the divergence.
      

    


    
      The political economy of eastern Asia: the combined impact of the Meiji
      restoration and communism


      
        Much of the debate about eastern Asia has revolved around the question of the role of the state and the extent
        to which it intervened effectively in markets. However, the question of the importance of particular
        instruments in leading and directing the market, important as it is, has to be preceded by an examination of
        why the state was able to play its role so effectively in east Asia, whereas similar interventions have failed
        miserably in other countries. The core features shaping eastern Asia can be divided into two categories: (i)
        the wider political economy influences; (ii) the instrumental role of specific policy interventions.
      


      
        The political economy of the Asian ‘miracle’ has been conditioned by two major events: the nineteenth-century
        Meiji restoration in Japan and the Chinese revolution. Certain key elements of the Meiji restoration created
        the base for the inclusive capitalism witnessed in much of eastern Asia. The critical features were the
        abolition of feudalism, the establishment of a mass education system providing universal primary schooling, a
        strong science and vocational orientation for higher education, gradual integration with the world economy and
        considerable emphasis on the application of modern technology in agriculture and industry.
      


      
        Particularly important in creating capacities and the opportunity to share in the growth process was the role
        of the education system. As early as 1872, the spirit of the state’s intervention in social investments was
        evident in government circulars: ‘Henceforth throughout the land, without distinctions of class and sex, in no
        village shall there be a house without learning, in no house an ignorant individual. Every guardian, acting in
        accordance with this, shall never fail in having them attend school.’ The Japanese model, consisting of state
        support to the private sector and extensive intervention in markets for social services, has exercised
        considerable influence on the countries of eastern Asia. Indeed, the Japanese ‘model’ was
        evident in much of the pattern of equitable development in the first group of countries to have succeeded – the
        so-called ‘Tigers’. The significance of Korea, which more or less replicated Japan, was particularly important
        in view of its large size and, therefore, the potential for emulation by other countries.
      


      
        While Japan provided a model of inclusive capitalism, the pressure for structural reform on many societies came
        from another major political event that has shaped Asia’s development. The Chinese revolution in particular and
        the threat of communism in general exerted forceful pressure on elites to create an economic environment in
        which large sections of the society participated. A serious threat of a communist takeover was faced by most of
        the eastern Asian countries. In this environment, divisive development strategies, such as the functional
        inequality pursued in Pakistan, could have run into immediate political constraints in eastern Asia, possibly
        invigorating armed struggle for a communist revolution. A central component of the strategy to counter this
        threat was structural changes, such as land reform and universal primary education, which paved the path for
        equitable development. Even when countries did not undertake major asset redistributions, policy measures
        ensured that there were curbs on excessive consumption by elite groups.
      


      
        The most well-known cases of extensive land reform are Korea, Japan and Taiwan (China). It is, however,
        important to note that in all cases land reforms occurred in a framework that was committed to
        private-sector-led development. Thus the landed elite were compensated frequently in terms of equity shares in
        industrial enterprises. Similarly, technology policy, both in terms of the strong technology orientation of the
        education system and the openness to joint ventures with foreign firms, was critical to the shaping of growth
        and sharing from its benefits.
      


      
        Much of the policy debates and controversies regarding the role of particular policy instruments and
        institutions in eastern Asian development have to be viewed in this wider context of economic and political
        imperatives. The consequent framework for development facilitated the creation of a technocratic and competent
        public service, which used state institutions to intervene in a disciplined manner. This aspect is recognised
        as critically important for an effective role of the state. As discussed in the next chapter, this intervention
        was selective and subject to criteria that ensured discipline. Selectivity was achieved by concentrating public
        expenditures in a few areas, such as education and physical infrastructure, while much of the discipline was
        provided by the adherence to the imperatives of markets.
      


      
        The pressure of communism on elites was evident across eastern Asia. The Taiwanese leadership had fled from the
        Chinese mainland after the communist revolution. Korea was split into two, with the south pursuing a
        private-sector-led strategy and communism entrenched across the border. Growing inequities in Thailand led to
        student uprisings against the military, fuelled partially by the sustained expansion of the Communist Party of
        Thailand through the 1970s. Shortly after independence, Malaysia was involved in emergency
        measures against the Communist Party of Malaya. Even in Singapore, Chinese cultural nationalism was mixed with
        support for communism. Indeed, the most popular political figure in Singapore, Tan Kan Kee, became an official
        of the Communist Party in mainland China after his expulsion from Singapore.
      


      
        Repression was only part of the response. Elites and state managers responded by pursuing inclusive capitalism.
        This involved extensive intervention by the state, in support of a private-sector-led development strategy.
        Widespread access to basic education and health, as well as restraints on conspicuous consumption in favour of
        accumulation, occurred under these pressures. Progressive social policy, redistribution of assets and economic
        management under a disciplined technocracy were part of the modernising response. The building of technological
        and managerial capacities at the top, along with broad-based skill-oriented education, was reminiscent of
        Japanese evolution since the Meiji restoration. As noted earlier, Korea in particular followed a similar mix of
        market and state but other countries exhibited a broadly analogous pattern as well.
      


      
        The economic success of eastern Asia has raised important questions about public policy. What constitutes the
        essential elements of their development strategy? Indeed, is there a distinct strategy? Inevitably, there are
        many national differences, but can certain core elements be discerned? Can these policies be replicated by
        other countries? The sections below attempt to address the issue of causality, focusing on development strategy
        as a whole and the instruments used in support of this framework.
      


      
        There are two outcomes that need to be explained. The first is why these countries achieved an unprecedented
        rapid increase in incomes and living standards. The second is the remarkable improvement in human development
        indicators that has occurred across the region.
      


      
        The substantial increase in output has been accompanied by a marked shift from low to high productivity
        activities. The economies of the region have, typically, diversified from simple agricultural production or
        mining to sophisticated industrial structures. More complex activities have included the move into
        internationally competitive services, in areas such as shipping and finance. The increases in output and
        diversification of activities have required that economies exhibit three capacities: (i) the capacity to absorb
        technology and build a domestic technological capacity; (ii) the capacity to accumulate physical capital at a
        rapid rate; and (iii) the capacity to allocate resources efficiently.
      


      
        These intermediate variables are self-evident. Economies cannot grow and diversify so rapidly without
        accumulating physical and human capital and using these resources efficiently. The key issue is how development
        strategy stimulated these intermediate variables. A comparison of eastern Asia suggests that success was based
        on policy-induced incentives within an agreed structural framework. The latter meant certain ‘rules of the
        game’ regarding the market and the state.
      


      
        By and large, the state did not compete with the private sector in production and trade.
        Instead, it intervened extensively to build private sector capacities in these activities. Further, state
        intervention was not restricted to modifications of market signals that influenced resource allocation.
        Governments played an active role in investments that built physical and human capital and did not leave this
        aspect of resource allocation to market forces. A mix of market failures, co-ordination problems and initial
        lack of private sector capacities shaped the rationale for this role for the state. At the same time, the
        state’s socioeconomic policy interventions were structured within the lead role assigned to the private sector.
        This ensured market discipline and efficiency.
      


      
        Eastern Asia provides ample evidence of effective state intervention in support of industrial development. But
        this efficacy was dependent on a number of conditions – a disciplined institutional capacity within government,
        with policy targeted at harnessing the domestic private sector, not competing with it.
      


      
        Industrial policies in eastern Asia have differed in the scale of intervention in markets and in the use of
        particular policy instruments. Korean state support created large enterprises, which had the size and capacity
        to lead the export drive when Korea shifted from import substitution. Industrial policy also directed credit by
        size of enterprise, assisting the growth of small and medium enterprises in countries such as Japan, where they
        have played a vital role in employment. Malaysia’s industrial policy assisted the shift from a primary producer
        of basic agricultural commodities to a sophisticated, industrial nation in a short span of time. In short,
        industrial policy has helped alter dynamic comparative advantage.
      


      
        Also, in the agricultural sector, price and marketing policy did not impose a severe squeeze and ensured a
        reasonable rate of return on investment. Exchange rate policy did not typically involve an indirect tax on the
        sector. Grossly overvalued exchange rates have hampered agricultural exports in many parts of the developing
        world. But countries such as Thailand and Malaysia experienced a substantial diversification of the sector’s
        output composition, which contributed to a robust growth in agricultural exports. In addition to ensuring that
        incentives were right, government policy aided diversification through technology acquisition and assistance
        with export marketing. Countries such as Thailand moved from the production of traditional crops to the growing
        of sophisticated crops exclusively for the export market. Asparagus, for example, was not eaten domestically at
        all but Thailand diversified into it, only for exports, on the basis of its comparative advantage for growing
        the crop. In general, agricultural policies supported productivity improvements and limited the transfer out of
        agriculture.
      


      
        In addition to price incentives, export marketing assistance and technology acquisition, agricultural sector
        policy also affected asset ownership and equity. As mentioned earlier, countries such as Japan, Taiwan (China)
        and Korea underwent major land reforms. Rural wealth has also been advanced by social
        policy, with basic education and health programmes, in particular, responsible for improvements in human
        development and productivity.
      


      
        Fifth, the financial sector was aided by policies that encouraged the mobilisation of household and corporate
        savings. Institutions such as post offices and rural savings associations played an important role in several
        countries. Effective regulation of the banking system built up faith in financial institutions. Interest rates
        were suppressed in most countries, but by and large remained positive in real terms. In many countries, saving
        was encouraged by high consumption taxes and fiscal incentives for corporate savings. Luxury consumption was
        taxed heavily and credit denied for consumer items at different points in time by both Korea and Japan.
        Singapore and Malaysia instituted mandatory provident fund contributions, which was a form of ‘forced’ private
        savings. Savings were also stimulated by pension schemes and public sector surpluses in some cases. Sound
        fiscal management ensured that private savings were not frittered away in public consumption. Public sector
        savings were positive in countries such as Singapore and Taiwan (China).
      


      
        Another feature of the Taiwanese experience was how directed and subsidised credit was used extensively to
        promote specific sectors. Further, countries such as Korea, Thailand, Japan and Malaysia, amongst others,
        stimulated investments through limited financial repression, i.e. interest rates were kept at below market
        clearing levels. These interventions in financial markets effectively subsidised private firms. Financial
        discipline, good management and control of patrimonial influences prevented the ruin of financial institutions.
        However, with passage of time, such incestuous links led to the 1997 financial crisis.
      


      
        Finally, trade policy played a crucial role in the diversification of economic structures. The initial phase of
        industrialisation almost universally involved tariffand non-tariffbarriers for the protection of emerging
        domestic firms. This import substitution industrialisation (ISI) phase was gradually replaced by subsidies,
        credit and tax incentives for export as the dominant aspect of trade policy. Some sectors continued to be
        protected and a number of export-oriented sub-sectors were also provided protection. But, in general, the shift
        from ISI to an export-oriented trade policy was vital. The focus of policy became the earning of foreign
        exchange, rather than measures to limit foreign exchange expenditures. The export drive unleashed dynamic
        productivity gains through rapid technology acquisition. Competitive pressures and the shift into higher
        productivity activities sent positive demand signals to the labour market. More skilled and better trained
        people were needed. This involved investments by the public and private sector in the deepening of human
        capital.
      


      
        The dynamic links between the policy areas created positive externalities. For example, basic social policy at
        the time of import substitution had assisted in the reduction in the rate of growth of the labour force. At the
        same time, most of the population had become literate. The positive dynamics of change
        unleashed by the export drive reinforced the need for better quality of manpower. These trade policy-induced
        demand signals led to appropriate investments in education and training. In countries such as Taiwan (China),
        Korea and Japan, government protection of the domestic market coexisted with export incentives; the latter
        included duty-free input imports, export credit and targets, and a range of tax incentives for exporters, which
        raised the returns to capital invested in the desired sectors. South-east Asian countries also used export
        credits and fiscal incentives to raise returns to investment in exports. However, direct foreign investment
        has, typically, played a larger role in their export drives than was the case in east Asia. As relative
        latecomers, the south-east Asians gained, as has China, from the availability of foreign direct investment.
      

    


    
      The institutional framework


      
        An important aspect of these policies was the institutional framework within which they were implemented. Many
        policy instruments referred to above have failed to have the desired impact in a number of countries in other
        regions. The efficacy of particular policy instruments is frequently related to the wider development strategy
        of which they are a part.
      


      
        There were three aspects to the impact of the state on private sector development. First, most of eastern Asia
        invested in the managerial and technical capacities of public agencies. Public sector employment policy was
        important in this regard. The state was not used as an ‘employer of last resort’. Patrimonial influences were
        curbed. Relatively high public sector salaries, particularly for managerial levels, attracted and retained
        quality manpower. These technocratic groups were typically insulated from narrow political pressures. This
        ensured a certain consistency and clarity in decision-making, which built market confidence.
      


      
        The second institutional aspect of importance for economic development was the relationship with the private
        sector. As mentioned earlier, the ethos of state intervention was within a framework of supporting and building
        the private sector and not competing with it. Private sector capacities were built through several mechanisms.
        In countries such as Korea, Japan, Thailand and Malaysia, formal deliberation councils were established.
        Through these, the public sector reduced the information and transaction costs of private agents. These
        mechanisms reinforced confidence in policy direction and enabled correction of shortcomings through regular
        consultations. The state also supported the private sector through direct investments in physical and human
        capital. These investments were crucial for the launching and sustaining of the export drive. Efficient
        transport, good ports and regular electricity stimulated private investment and attracted foreign direct
        investment. Similarly, a literate and increasingly skilled labour force was required for the move into higher
        productivity activities.
      


      
        Finally, a third indirect role of the state was important in the functioning of domestic
        markets, as well as attracting foreign private capital. A reasonable law and order environment meant that,
        inter alia, regulations were enforced where required. This was important, for
        example, in the development of the financial sector. Prudential regulation and supervision played an important
        role in increasing faith in financial institutions and thereby stimulating savings. In addition, stability
        provided the security environment that was conducive to foreign direct investment. However, as pointed out in
        the next chapter, the authoritarianism of east Asia had severe costs in terms of many cherished human freedoms.
      


      
        In general non-governmental organisations were not central to the development strategy in eastern Asia, nor did
        they play a significant role in poverty alleviation. In some countries, they were engaged in useful poverty
        relief and social welfare activities. These institutions worked usually at local levels and with communities
        that were being left out of the mainstream and not benefiting from growth. Similarly, in some countries NGOs
        were playing a useful advocacy role. But across the region as a whole, poverty alleviation was addressed by
        direct government intervention in social policy combined with employment generation by the private sector. The
        role of NGOs was somewhat peripheral, partly because of the strength of public institutions.
      


      
        As far as the institutional environment is concerned, the comparison between eastern Asia and Pakistan shows
        some initial similarities, followed by a sudden rupture. As mentioned earlier, the consensus regarding the
        respective roles of the private and public sectors broke down, with the latter competing with, or supplanting,
        the private sector.
      


      
        Politicisation and the gradual increase in patrimonial influences affected the public sector’s efficiency in
        Pakistan. As a result, the country exhibits many of the characteristics of the ‘soft state’ feared in Myrdal’s
        Asian Drama. But in Pakistan, an overmanned, poorly paid and politicised civil service has led to a general
        deterioration in public institutions. One of the major negative consequences has been the lack of a regulatory
        framework to enforce contracts in the financial sector. A number of financial scams have gone unpunished,
        creating uncertainty about the security of savings. In such an institutional environment, savings mobilisation
        suffered. Instead of developing well-regulated postal savings schemes, a weak institutional framework has
        hampered accumulation.
      


      
        The law and order conditions have also affected development. To some extent, these were exogenous, due to the
        inflow of arms after the Afghan conflict. However, internal tensions have also taken their toll. One of the
        principal economic costs in the 1990s has been to the drive to expand exports and attract foreign direct
        investment. The violence in Karachi, the principal port and commercial city, has underlined the importance of a
        stable law and order framework for certain economic activities ‘involving private capital’. One of the reasons
        why authoritarian governments in eastern Asia did well on economic accumulation was effective control over law
        and order, which created a conductive environment for private investment.
      


      
        This chapter has provided an analytical summary of the policy and institutional framework responsible for east
        Asian development and its divergence from Pakistan.
      


      
        The next chapter compares the difference of east Asia with another south Asian country, India. A major
        difference in the comparison is the fact that India has pursued and sustained a democracy since independence.
        India pursued a state led economy for several decades. Currently we are witnessing a fertile flow of ideas
        within Asia. Virtually all east Asian countries are adopting the political system that India has followed for
        decades. As they move towards democracy, India’s economic policies increasingly resemble those of eastern Asia.
        This convergence of economic and political systems is a key feature of the twenty-first century.
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    Democratic India and authoritarian east Asia


    
      Are economic and political systems converging?1
    


    
      Chapter 8 emphasised that the development experience of east Asia since 1945
      has few rivals in the Asia-Pacific region. The statistics tell the story. The four original newly industrialised
      countries (NICs) of the north-east grew on average at an aggregate annual rate of 8 per cent between the 1960s
      and 1990s. As noted earlier, societies also managed to secure various social improvements, such as lower infant
      mortality, greater life expectancy and higher educational achievement, while achieving rapid
      industrialisation.2 The
      second-generation south-east Asian economies also achieved high economic growth – averaging 6 per cent per annum
      over the same period – while diversifying their economies through export-led productivity.3 The effectiveness of these economies in
      terms of growth, industrial diversification and poverty reduction (in terms of both income measures and social
      development) is a striking accomplishment in recent world history.
    


    
      Unsurprisingly, the comparative success of east Asia invites much policy-oriented analysis and scholarly debate.
      Many of these enquiries diverge in their premises, methods and conclusions. Nonetheless, most seek to answer the
      following general questions: What explains the east Asian ‘miracle’? How should we assess the miracle in terms of
      the ability of other countries to replicate this experience, the desirability of its model of transformation and its necessity for
      achieving sustainable human development? Finally, what lessons emerge for the future? While Chapter 8 examined the divergence of Pakistan from East Asia, this chapter compares another
      south Asian experience with the eastern part of Asia.
    


    
      It provides a macro-level analytical map of the politics, economy and society of these sub-regions. In
      particular, it focuses on the notion of the ‘developmental state’ to explain their divergent trajectories of
      development. The previous chapter analysed the growing gulf between Pakistan and eastern Asia despite some
      initial similarities. In the case of India, there seems to be a pattern of convergence with eastern Asia. For
      four decades India pursued a development path that was diametrically opposed to the east Asian model. Indian
      economic development was embedded in socialism, with Indian characteristics. The state controlled the commanding
      heights of the economy and resources were largely allocated through a five-year planning process. While the education system invested heavily in sophisticated human capital, India, in sharp contrast to
      eastern Asia, did not make primary education mandatory. Politically, India sustained a democracy despite grinding
      poverty and multiplicity of religions, ethnicities and other cleavages. Eastern Asia was not democratic. However,
      since the 1990s, and particularly since the 1997 financial crisis, there is a convergence in economic and
      political systems. As documented earlier, democracy has spread and deepened in several parts of eastern Asia,
      while India’s economy has been transformed, with a private-sector-led growth model replacing the old system of
      state-led development.
    


    
      This chapter focuses on the role, importance and limits of politics in understanding
      the vicissitudes of development in these countries. In other words, it analyses how the struggle for and exercise
      of power between competing social interests, in domestic, regional and international arenas, is crucial to
      understanding the relative success or failure of particular social and economic policies and institutional
      arrangements related with developmental states. In doing so, it analytically distinguishes the role of policies,
      institutions and politics in determining important development outcomes, yet simultaneously demonstrates the
      nexus between these factors.
    


    
      The argument proceeds in the following manner. Part 1 surveys the debate
      between orthodox liberal explanations of the miracle and more revisionist accounts. It demonstrates the
      superiority of the latter and explains in detail the policies, institutions and politics that characterised the
      developmental states of east Asia, particularly the north-east. Part 2
      compares India’s attempt to establish a developmental state and analyses the reasons for relative failure.
      Part 3 appraises various critiques regarding the reliability, desirability
      and necessity of the developmental state experience in east Asia. In particular, it addresses the impact of Cold
      War politics, repressive authoritarian regimes and extensive state intervention for understanding the comparable
      policy effectiveness of various developmental states in east Asia. Part 4 reconsiders the Indian experience over
      the last two decades, illustrating the importance of sub-national variation within any developmental state; the
      possibility of reconciling democracy with rapid economic growth, indus-trialisation and poverty reduction; and
      how state–society relations may change over time. The chapter concludes by recapitulating the lessons of
      developmental state experience in the Asia-Pacific region and examines the implications of this experience for
      future development strategy in an era where the three dimensions of responsible development need to be addressed
      simultaneously.
    


    
      1 Explanations of the east Asian ‘miracle’


      
        1.1 The conventional view: a
        summary


        
          Conventional accounts of the east Asian miracle seek to explain its achievements through the prism of
          standard economic policy instruments of neoclassical economics. According to most standard explanations,
          liberal economic policies account for the ability of these countries to achieve unprecedented rates of
          industrialisation and poverty reduction in the post-Second World War period. Three broad issue-areas receive
          particular notice. First, the decision of many countries in east Asia to shift from a model of import
          substitution industrialisation (ISI) to export-oriented industrialisation (EOI) compelled these economies to
          submit to the discipline of international trade and to court foreign investment, leading to a virtuous cycle
          of growth, industrialisation and poverty reduction.4 Openness to trade and the rationalisation of exchange rates spurred a more
          efficient allocation of scarce resources, maximised the comparative advantage in labour-intensive activities
          and facilitated movement up the product cycle. Second, a commitment to prudent macroeconomic policies –
          maintaining low inflation, curtailing the fiscal deficit and maintaining a competitive exchange rate –
          created incentives for business and industry to invest in economic activities with relative certainty. Third,
          massive public investment in education and training, basic health and physical infrastructure, and successful
          land reform in the countryside established the conditions for well-functioning markets to operate. The
          expansion of basic primary education provided the foundation for increasing labour productivity, a more
          flexible workforce and enhanced human capital. Specialised vocational training in the fields of engineering,
          industry and science created a highly skilled workforce in economic sectors that were critical for rapid
          industrial transformation. Improvements in basic health care enhanced the longevity and quality of life and
          increased the productivity of the workforce. High levels of public investment in critical physical
          infrastructure – the development of roads, ports, rail, telecommunications and power – facilitated the
          integration, expansion and functioning of markets in a trade-oriented economy. And land reform in the
          countryside, in conjunction with a commitment to private property rights, promoted a dynamic form of
          smallholder peasant agriculture. It expanded agricultural commodity production, increased the supply of raw
          materials and wage goods necessary for industrialisation and spurred the process of capital accumulation and
          market expansion.5 In
          short, a market-based strategy of industrialisation explained the east Asian miracle.
        


        
          Perhaps somewhat ironically, commentators sympathetic to the neoclassical view also stress the importance of
          particular social factors – specifically the role of culture. Many highlight the importance of Confucianism
          in instilling an ethic of hard work, respect for education and collective discipline.6 They tend to attribute the
          ‘efficient, independent and accountable’ bureaucratic administrative structures of these countries either to
          their collectivist ethic as well, or to the minimal capitalist state and deregulated market economy that
          ostensibly characterise them.7 Indeed, the preceding arguments often lead to the more general claim that
          the miracle was ‘almost entirely due to good policies … the ability of the people … and strong, stable
          government’.8 The view
          that liberal economic policies unleashed the natural propensities of these societies to
          achieve rapid economic growth, industrialisation and poverty reduction have strongly influenced development
          thought.
        

      


      
        1.2 The conventional view: a
        critique


        
          The actual development experience of north-east and south-east Asia, however, compels us to reconsider
          aspects of the conventional view. Indeed, in many instances the realities of the miracle undermine many
          claims. This is evident in examining the economic policies of the east Asian NICs. First, the willingness of
          many of these countries to take advantage of international trade opportunities and foreign technology played
          a critical role in their development. However, contrary to orthodox economic advice, which champions a static
          notion of comparative economic advantage that focuses on allocating scarce resources according to market
          price signals, many of these states achieved a form of dynamic comparative
          advantage by ‘getting prices wrong’.9 Notwithstanding the city-state of Hong Kong, most of these countries
          pursued an industrial policy in which the state directed the economic decision-making of private firms and
          granted various subsidies to help nas-cent enterprises compete in the international arena. Moreover, the
          importance of foreign direct investment as a source of growth was primarily limited to the city-state of
          Singapore.10 In most
          cases, the switch to a strategy of EOI occurred after a period of ISI, which granted sufficient time to
          emerging industrial sectors to become competitive.11 Indeed, as the following section illustrates, the decision to intervene
          in economic decision-making was not limited to the external sector. These various interventions amounted to a
          strategy of ‘governing the market’.12 Second, macroeconomic stability was important. Yet fiscal prudence,
          backed by the capacity of the state to collect tax revenue, co-existed with levels of inflation that averaged
          between 10 per cent and 20 per cent – relatively high by global standards.13 Third, high public investment in education,
          health and infrastructure were certainly important factors in reducing the level of poverty and expanding the
          possibilities of industrialisation. Yet conventional accounts fail to explain how
          these measures were achieved – a crucial omission given the difficulty of mobilising adequate savings in many
          developing economies. Similarly, given the dif-ficulty of restructuring social relations in the countryside,
          such accounts fail to explain the factors that enabled land reform initiatives to succeed. Characterising
          egalitarian asset distribution as a favourable ‘initial condition’, as mainstream accounts often do, ignores
          the processes that caused such an outcome to occur.14 In short, orthodox economic accounts of the miracle either neglect or
          misconstrue the role of the state in spurring trade-oriented dynamism and fail to explain how the state
          overcame the classic difficulties associated with generating national savings, investing in essential public
          goods and redistributing economic assets.
        


        
          Conventional explanations that highlight the contribution of peculiar sociological
          characteristics of north-east and south-east Asia also encounter numerous difficulties. Values, ethics and
          ideology quite often influence particular development trajectories. The appeal to Confucian social values
          lends itself too easily, however, to essentialist, historical or Orientalist interpretations that obscure the
          role of other potential variables. Taken by itself, it also fails to explain why previous scholars viewed
          Confucianism as inimical to entrepreneurship, risk-taking and innovation,15 hence the need to treat these considerations
          with greater care.
        


        
          Finally, the concept of governance, administration and the state that informs the standard view suffers from
          two major shortcomings in trying to explain the miracle.16 First, the presumption that a relatively efficient, independent and
          accountable public service requires a minimal regulatory state jars with the actual experience of the region,
          particularly in north-east Asia. The economic bureaucracies of these states, noted for their relative
          competence, experience and influence in directing complex development strategies, went far beyond the minimal
          regulatory functions ascribed to ‘good government’. Second, most of these bureaucratic structures were
          embedded within authoritarian political regimes; their accountability was partial to certain elite groups.
          Finally, purely administrative notions of good government fail to address the structure, capacity and
          purposes of the state, its relations to major social actors and the politics that sustains these relations.
          Resolving these fundamentally political challenges is a prerequisite to establishing these desired
          administrative structures. Yet many advocates of good government fall prey to the technocratic fallacy of
          separating the issue of administration from deeper political questions regarding the structure of
          state–society relations in particular countries. In short, the notion of governance prescribed by standard
          accounts represents a deeply apolitical and idealised self-image of the West, projects a singular concept of
          governance that distorts the reality of the ‘miracle’ and limits our understanding of how different forms of
          governance might prove effective in developmental terms.17
        


        
          Understanding the complexities of the miracle, in other words, requires us to transcend the limitations of
          the conventional view.
        

      


      
        1.3 The revisionist view: policies, institutions and
        politics of the ‘developmental state’


        
          The inadequacy of neoclassical theoretical models to adequately explain the trajectory of development in much
          of north-east and south-east Asia led to several revisionist accounts in the 1980s and 1990s. Most of these
          accounts comprise individual country studies that noted their differences vis-à-vis other particular cases. To put it simply, no single model fully captures the
          diversity of experience in east Asia.18 Nevertheless, the relative similarity of the
          policies, institutions and politics of their experiences, particularly in north-east Asia, and major
          underlying principles of intervention shared by these countries as a whole, suggest an alternative conceptual
          paradigm, which many have christened the ‘developmental state’. In brief, these
          revision-ist analyses demonstrate how the presence, capacity and effectiveness of a developmental state
          apparatus catalysed large-scale industrial transformation and poverty reduction associated with the miracle.
          To some extent, the developmental state thesis recalls earlier diagnoses of greater state involvement in
          European trajectories of ‘late development’. Nevertheless, the theory of the developmental state amounts to a
          new Staatswissenschaft, or ‘state science’ of ‘late-late development’.19
        


        
          Most revisionist accounts of the miracle focus on the heterodox economic policies of north-east Asia. In
          general, their policy frameworks exemplify many of the tenets of ‘new institutional economics’: the ways in
          which effective state intervention can improve market coordination, reduce transaction costs, stimulate
          increasing returns to investment, promote dynamic efficiency and generate endogenous growth.20 Three areas attract particular
          attention. The first concerns trade policy, foreign investment and capital movements. Trade was a motor for
          development. It expanded the potential market, compelled these economies to become competitive in the
          international arena and provided scarce foreign exchange to buy capital imports necessary for
          indus-trialisation. However, the export strategy pursued by these states departed in significant ways from
          conventional policies. Government support of various kinds was critical to its success. Most of these states
          provided targeted, phased and strategic subsidies to private economic actors in exchange for export
          performance targets negotiated on an annual basis.21 These subsidies took different forms in various countries: tax
          exemptions, special depreciation allowances and export permits, to name a few. Moreover, all of these states
          protected nascent business enterprises at an early critical stage of labour-intensive industrialisation,
          lowered trade barriers in a gradual manner and screened the acquisition of technology to maximise spillover
          effects and domestic learning. The maintenance of dual exchange rates helped these interventions by making
          exports more competitive and reducing the cost of necessary capital imports. Lastly, most of the north-east
          Asian NICs imposed severe restrictions on the outflow of capital.22 Thus, in contrast to the classical paradigm, they pursued an open
          but strategic approach in the realm of trade and technology, set the terms for foreign direct investment in a
          selective manner and maintained firm restrictions on capital movements.23
        


        
          The second principal realm of intervention of these developmental states concerned financial, competition and
          fiscal policy – the key domain for many observers. Most nationalised their banking sectors to maintain firm
          control over interest rates and allocate credit to strategic sectors and firms at concessional rates. They
          also regulated investment decisions – managing inter-firm competition, encouraging mergers and cartels, and
          restricting entry in particular sectors to specific firms – to avoid coordination failures and align private
          investment decisions with high social returns.24 These interventions boosted corporate profits, allowed particular actors
          to corner market share and led to ‘learning by doing’.25 These increased profits were often reinvested to
          boost industrial competitiveness. This was partly because of the powerful disciplinary effect of providing
          government subsidies in exchange for good economic performance. But it was also due to direct government
          restrictions on the consumption, import and production of luxury goods, and indirectly through high taxation
          and limited consumer credit that influenced patterns of expenditure.26 Hence the emergence of comprehensive business conglomerates
          – such as the chaebol in South Korea – which diversified economic risk, entered
          low-end foreign markets and supplanted the need for multinationals.
        


        
          The third major realm of developmental state intervention concerned human capital formation, physical
          infrastructure and the agricultural sector. These developmental states expanded primary education through
          massive government investment to create a literate, skilled and mobile workforce. National training
          programmes in higher technical subjects increased the capacity for innovation and imitation that late-late
          development requires.27
          They also devoted considerable public resources to physical infrastructure – the extension of road, port,
          rail, power and telecommunication systems – to expand markets and spur rapid industrialisation. Finally,
          these states frequently carried out serious land reform.28 The most dramatic initiatives of large-scale redistribution occurred in
          South Korea under the Rhee administration and in Taiwan under the Kuomintang. The effects of such
          interventions were far-reaching. The redistribution of land to the tiller improved asset ownership in the
          countryside. The shift in landholding patterns, combined with government support for the use of high-yielding
          seeds, fertilisers and irrigation, and the stabilisation of tenancy arrangements, promoted a more dynamic
          form of smallholder peasant agriculture. The resolution of the ‘agrarian question’ boosted the capital
          accumulation process integral to industrialisation.
        


        
          Significantly, as the preceding discussion shows, the linkages between these economic policy realms were as
          important as the particular interventions themselves. Indeed, the heterodox policy frameworks of these
          developmental states created positive synergies and spillover effects. To give a few examples: a selective
          industrial policy was vital to spur trade competitiveness; massive public investment in education, health and
          infrastructure was a precondition for business innovation, industrial linkages and economic competitiveness;
          extensive land reform laid the foundation for greater social equality and stimulated capital accumulation
          processes necessary for industrialisation. Hence the claim that a composite development approach was an
          integral part of the east Asian miracle.
        


        
          However, the success of these heterodox policy decisions relied on the existence of effective institutional structures, a crucial pillar of all developmental states. Three deserve
          attention in particular. First, a coherent, skilled and well-developed economic bureaucracy with the
          authority to formulate, execute and implement economic policy decisions characterised these states. Several
          factors contributed to the high institutional capital of these bureaucracies:
          recruitment by merit, good salaries, strong internal norms and sanctions against misconduct and corruption,
          and rewarding career paths.29 Furthermore, the relative autonomy given to high economic policymaking
          shielded these bureaucracies from the immediate pressures of everyday politics, while the continuity of
          personnel led to knowledge accumulation.30 It enabled the elite mandarins of the state to promote a long-term
          development strategy. Second, most of these states established a nodal agency to coordinate the workings
          between different bureaucratic segments, and with private economic actors. A coherent bureaucracy is a
          necessary but insufficient factor to spur late-late industrialisation. The latter also requires a higher
          bureaucratic rationality to ensure an integrated strategy of investment, production and consumption for the
          whole economy.31
          Paradigmatic examples include the Ministry of International Trade and Industry (MITI) in Japan, Economic
          Planning Board (EPB) in South Korea and Economic Development Board (EDB) in Singapore. Lastly, the
          establishment of formal organisational links and informal personal networks between government and business,
          such as deliberation councils and policy study groups, ‘embedded’ the state within society.32 Strong government–business links
          exerted a powerful disciplining effect. The provision of subsidies in exchange for good economic performance,
          supplied by a relatively well-paid and coherent bureaucratic apparatus, ensured that businesses would follow
          government imperatives. It simultaneously prevented the sub-optimal rent-seeking outcomes predicted by
          neoclassical economics and increased business profits, which were reinvested to boost industrial
          competitiveness. These public–private partnerships also enabled private economic actors to relay critical
          information to the state regarding the design, coordination and implementation of economic goals, policies
          and strategies. The result was a form of ‘alliance capitalism’ between the business-industrial complex and
          the state.33
        


        
          Finally, both the heterodox policy framework and robust institutional apparatus that mark developmental
          states rested on several political characteristics that defined these states and
          their relations with society.34 First, most were either de jure or
          de facto one-party states. The former included the establishment of the ‘New
          Order’ by Suharto in Indonesia in 1966, the military regime in Thailand in 1932, the Kuomintang in Taiwan and
          the counter-vailing Maoist regime in China in 1949, and the respective political regimes of Rhee and Park in
          South Korea in 1953 and 1960. Amongst the latter were the People’s Action Party (PAP), which dominated the
          politics, economy and society of Singapore even before its independence in 1965, and the United Malays
          National Organisation (UNMO), which comprised an alliance of ethnically distinct parties reflecting the
          highly plural society of Malaysia in order to contain inter-group conflict. These effectively single-party
          regimes bestowed a degree of relative political stability to formulate long-term plans. The presence of a
          powerful ruling elite, composed of military, political and bureaucratic elements with dense interpersonal
          ties, helped to steer the state. Second, nationalism, a sense of threat vis-à-vis
          perceived respective enemies, the ideology of development-as-industrialisation and a
          strong desire to catch up with the West instilled a unity of purpose amongst these elites. Fear of communism
          in China and North Korea, and of the dominance of the West, spurred the construction of capitalist
          developmental states in South Korea and Taiwan and furnished a justification for the demanding popular
          sacrifices imposed by these regimes upon their societies.35 The separation of Singapore from Malaysia created a similar competitive
          dynamic for survival in both countries.36 Third, war, conquest and revolution provided relative political autonomy
          to these developmental elites. Events of massive social dislocation helped to consolidate their rule
          vis-à-vis traditional landed interests, the national bourgeoisie and foreign
          capital.37 In some
          cases, such upheavals displaced configurations of power amongst traditional interest groups, creating an
          opening for state ascendancy. The manner in which the South Korean elite inherited the colonial state
          apparatus following the collapse of the Japanese empire illustrates this well.38 In others, the relative prior weakness of
          these social classes merely intensified. The experience of Taiwan, where the Kuomintang dominated a small and
          weak domestic capitalist class, simultaneously limited and tainted by Japanese rule, is a striking
          example.39 Fourth, the
          relative dominance of the state allowed its ruling elites to create the meritocratic, skilled and insulated
          economic bureaucracies that spearheaded rapid development. Lastly, the autonomy, unity and power of these
          political, bureaucratic and military elites, the desire for rapid industrialisation on political, economic
          and security grounds, and their authoritarian tendencies led to the establishment of a repressive state
          apparatus. These developmental states frequently confronted weak civil societies overwhelmed by massive
          social change. But they also sought to control the workings of labour, political opposition groups and other
          independent forces by penetrating, manipulating and reorganising their institutions. In short, the miracle
          owed much to the emergence of developmental states, particularly in north-east Asia. The heterodox policy
          frameworks, robust institutional capacities and underlying power relations enabled these states to reorder
          their respective societies towards rapid economic growth, industrialisation and poverty reduction.
        

      

    


    
      2 The Indian experience in comparison: 1950–1980


      
        A comparison of India’s developmental record from 1950 to 1980 illuminates the impact of the policies,
        institutions and politics of developmental states in north-east and, to a lesser extent, south-east Asia. India
        enjoyed considerable natural resources, a well-developed political and bureaucratic leadership and a nascent
        industrial class at independence.40 Moreover, the ideology of development was integral to the post-colonial
        Indian state. Indeed, the Congress Party, which brought the country to self-rule under the leadership of
        Jawaharlal Nehru in 1947, sought to construct a developmental state apparatus. It established a planning
        commission to direct the commanding heights of the economy. Its second and third Five-Year Plans (1952–57 and
        1961–66) sought to reduce mass poverty through a strategy of rapid indus-trialisation. And
        the belief that late-late development required comprehensive state intervention in the economy – in the form of
        subsidising nascent industries, altering patterns of landownership in the countryside and steering the market –
        was central to the Nehruvian vision. Hence it was not without reason that many leading figures in the emerging
        discipline of development economics saw India as a favourable test case for planned late-late development.
      


      
        However, a number of policy, institutional and political factors undermined efforts to construct an effective
        developmental state in India. Policy-wise, the post-colonial Indian state made a strong commitment to planned
        industrial development. First, government subsidies to, and protection of, various economic sectors generated a
        diversified industrial base with reasonable rates of growth until the 1960s. Like its north-east Asian
        neighbours, India also restricted movement on the capital account, established high barriers to foreign direct
        investment and controlled economic decision-making through a comprehensive ‘licence-permit-quota raj’. However, fuelled by a widespread belief that openness to trade would merely recreate a
        neo-colonial version of the British raj, it embraced a policy of ISI. Import
        substitution policies enabled nascent industries to develop behind high tariffwalls. But they also ensured a
        protected market for large business houses that felt little pressure to become more efficient, produce
        high-quality goods for the international market or reinvest their profits to boost industrial competitiveness.
        In other words, India’s leading business houses enjoyed the benefit of subsidies without the threat of
        discipline. The policy of ISI made their opposition to discipline by the Planning Commission rational;
        individual business houses benefited from their selective engagements with the state.41 Third, the failure to channel adequate public
        funds in physical infrastructure, primary education and basic health care, combined with inadequate land reform
        and agricultural investment, stalled the emergence of a literate, skilled and productive labour force, a
        vibrant agricultural sector and an integrated national market – factors in themselves necessary for poverty
        reduction as well as the capital accumulation process integral to industrialisation.
      


      
        Significantly, many of these sub-optimal policies stemmed from institutional failures. First, the orientation
        and composition of the apex of the bureaucracy – the ‘steel frame’ provided by the Indian Administrative
        Service (IAS) – lacked the coherence of its counterparts, particularly in north-east Asia.42 In the 1950s and 1960s principles
        of meritocracy and seniority, within a high-caste-dominated pool of candidates, determined its strategies of
        recruitment and mobility. From the 1960s onwards, however, the politicisation of the high bureaucratic
        apparatus undermined its autonomy, morale and professionalism. In any event, its ranks were always more
        generalist than specialised; moreover, imperatives of law and order, rather than development, shaped its
        orientation. And the disjuncture between the high modernist ideology of development that governed its apex and
        the more vernacular understandings of social justice that informed its lower ranks led to incoherence,
      


      
        corruption and resistance from the start.43 Second, a tripartite coalition of public bureaucrats, landed elites
        and big business undercut the autonomy of the Planning Commission, weakening its capacity to coordinate the
        project of development from above.44 Despite being ‘outside’ the domain of politics, its technocratic experts
        could not insulate themselves from the rent-seeking pressures of these proprietary classes, which escalated
        over successive decades.45
        The relative power of these groups within the Congress – principally agricultural and industrial capital –
        enabled them to receive fiscal largesse without submitting to disciplinary measures.46 It also constrained the limited capacity of the
        Indian state to raise the level of savings through direct taxes. In short, the relative power of these
        proprietary classes to dictate government–business relations in India undermined the institutional channels
        designed to spur rapid development and led to a sub-optimal allocation of resources, which privileged immediate
        consumption over capital investment and gradually strained the fiscal capacity of the state.
      


      
        Yet it is impossible to understand these policy choices and institutional weaknesses without grasping the
        underlying politics of the post-colonial Indian state. First, the Congress sought to pursue rapid development
        and consolidate a constitutional federal democracy in a continental-sized polity
        based on universal adult franchise. Development was a crucial ideological justification of state power. Yet
        disagreements within the Congress over the strategy of development retarded its pursuit.47 In contrast to the pro-capitalist
        orientation of the east Asian regimes, the Nehruvian elite were far more circumspect about the virtues of
        private economic actors. Its suspicion of international capital, a legacy of its experience under the British
        raj, extended to domestic capitalists as well. Furthermore, the imperatives of rule
        following the violence of partition went beyond a single-minded pursuit of development. The need to maintain
        national unity by democratic means in a poor diverse society led to the balancing of an array of interests – of
        caste, class and religion – through negotiation, compromise and accommodation. The difficult geopolitical
        situation created by partition, where an independent India faced a US-backed Pakistan and in which the two
        neighbouring countries struggled for position over Kashmir, also exerted a different form of pressure, instead
        of communism, which was the principal threat in north-east and south-east Asia. The following statement by the
        All-India Congress Committee partly captures the delicate balancing act facing its ruling elites at
        independence:
      


      
        Our aim should be to evolve a political system which will combine the efficiency of administration with
        individual liberty and an economic structure which will yield maximum production without the concentration of
        private monopolies and the concentration of wealth and which will create the proper balance between urban and
        rural economies. Such a social structure can provide an alternative to the acquisitive economy of private
        capitalism and regimentation of a totalitarian state.48
      


      
        Second, although the Congress was the dominant political force at the centre and in the states in the 1950s and
        1960s – the so-called ‘Congress system’ – and despite the fact that significant constitutional powers rested
        with the centre under its command, it had to contest for power in regular competitive elections. Many
        opposition parties began to alternate in office with the Congress in the regions by the late 1960s. Thus,
        despite the capacity of the Congress to encompass many contending interests within its ranks, it never
        possessed the level of control of the single-party regimes of the east. Indeed, its power to retain the loyalty
        of newly mobilised groups diminished over time.
      


      
        Third, from the start the Congress’s electoral prospects were beholden to local proprietary notables – also
        known as dominant castes – that mobilised ‘vote banks’ of historically subordinate groups in the peripheries in
        exchange for patronage, offices and jobs.49 In addition, their control over the state-level units of the party,
        combined with the fact that many critical subjects – such as agriculture, education, health – were
        constitutionally delegated to the states in India’s federal system, led to a meagre or skewed allocation of
        resources in these realms. The consequences were twofold. The limited capacity of the state to raise the level
        of savings and collect taxes became particularly acute in the countryside. And the Congress’s need to
        accommodate these landowning groups enabled them to block land reform in most states. The outcome was a
        ‘passive revolution’: an attempt by the Congress to transform agrarian relations through bureaucratic power and
        institutional change rather than massive agricultural investment and land reform.50
      


      
        As a result, India’s ‘fragmented multi-class state’, which confronted the far more difficult task of developing
        a tremendously diverse society in a continental political economy, engendered a ‘Hindu rate of growth’ of
        approximately 3.5 per cent per annum that limited its efforts to achieve rapid industrialisation and poverty
        reduction until the 1980s.51
      

    


    
      3 Assessing the developmental state thesis


      
        The dramatic transformations engendered by the developmental states of north-east and, to a lesser extent,
        south-east Asia elicit a variety of reactions. In particular, three questions arise. Is it possible for other countries to emulate their strategy of industrialisation? Is it desirable on normative grounds? And is the development state model generally associated with
        east Asia compatible with demands of responsible development? The following section analyses these concerns.
      


      
        3.1 The difficulty of replication


        
          The first major question is the issue of replication. Most commentators focus on the distinctive cultural
          attributes – in particular a collectivist ethic – that ostensibly distinguish these states and make them
          difficult to emulate. As noted earlier, such essentialist arguments run into serious difficulties, however, and require more rigorous analysis of how certain social values interact with other
          factors in specific historical periods.52 Others point to the difficulty of pursuing a strategic industrial policy
          without the robust bureaucratic capacity of these states. Yet such claims make the presumption that it was an
          ‘initial condition’. In doing so, they ignore that many initial conditions are the outcome of purposive
          social agency, a fact that obviously applies to these bureaucracies as well. Put simply, these bureaucracies
          were concert-edly built. Whether or not longer-term historical factors played a role in their emergence –
          which remains in serious dispute – is an important but different issue.53
        


        
          Nevertheless, particular historical circumstances were critical in facilitating
          the emergence of these developmental states and enabling their interventions to succeed.54 The first significant factor was
          Japan. The establishment of powerful bureaucratic, police and military institutions in South Korea and
          Taiwan, which enhanced the overall capacity of the state to centralise political authority, reorganise social
          relations and steer the economy, owed much to the Japanese colonial experience of these two
          countries.55 Japan
          provided a successful role model of state-induced late industrialisation. Its imperial policies also helped
          to forge the developmental state apparatus in these countries. In particular, the Japanese colonial state
          helped to form state-dominated production-oriented relations between government and dominant social classes,
          altered landholding patterns in the countryside by co-opting landlords into the ruling political alliance
          that simultaneously undermined their economic power56 and created powerful bureaucratic apparatuses in its own image. And Japan
          became both a significant investor of, and a key market for, the burgeoning export sectors of these
          economies. The process of regional integration began with Japan investing in industry and infrastructure in
          South Korea and Taiwan (facilitated by war reparations agreements), facilitating their entry into lower-end
          markets as the former moved up the product cycle from light manufacturing into heavy industry, and
          relinquished its export sales markets in the US in exchange for supplying capital goods and excess savings to
          its former colonies.57
          Japan later played a similar dual role – investing in industry and infrastructure and importing raw materials
          – in south-east Asia as well. Eventually the lower-end NICs of south-east Asia entered into activities and
          sectors vacated by the more developed economies of the north-east, constructing regional production chains,
          reducing demand-side constraints and forming a flock of ‘flying geese’ led by Japan.58 Indeed, the significance of these
          interventions led one recent commentator to conclude: ‘No Japan, no developmental state.’59
        


        
          The second crucial influence from outside was the United States. American support during the Cold War to
          authoritarian regimes and military dictatorships was a massive external bulwark to the various anti-communist
          regimes of east Asia.60
          From the 1950s onwards the US provided massive foreign aid, often as grants, to these countries to underwrite
          their capitalist aspirations.61
        


        
          Some commentators argue that such funds, which initially could not be used to buy
          capital goods for export purposes, were a disincentive for exports until the 1960s.62 Others lament that US foreign policy saddled
          these countries with a heavy military burden.63 Nevertheless, these funds, whose magnitude was hard to ignore, were put
          to various uses; and the subsequent provision of financial loans was equally critical. The most obvious case
          was South Korea. In aggregate terms, American foreign assistance to the latter in the 1950s amounted to
          approximately 15 per cent of GDP, accounted for more than 70 per cent of its imports and gross public
          investment and represented nearly 80 per cent of its foreign exchange.64 Moreover, the US earmarked considerable funds for expanding
          primary education. It sponsored extensive land reforms and stabilised tenancy arrangements in South Korea to
          ward offthe allure of communism. And it kept its market relatively open to their exports. US support to
          Taiwan was similarly critical. Apart from sponsoring land reform, American foreign assistance to the latter
          equalled $1.5 billion between 1950 and 1964, a figure that excludes an additional $2.5 billion in military
          equipment.65
        


        
          Indeed, US influence stretched across the region. The anti-communist ‘domino theory’ emerged specifically
          with regard to south-east Asia.66 Furthermore, the US acquiesced to Japanese influence in the region and
          the flouting of liberal economic principles in order to contain the threat of communism, making north-east
          and south-east Asia the site of cooperation by the two most powerful capitalist economies for close to 40
          years.67 The result was
          a tripartite regional economy consisting of the US as the core, Japan as the semi-core and the north-east and
          south-east Asian states in the periphery.68 In other words, the US integrated these ‘semi-sovereign’ developmental
          states into its sphere of influence through the twin dependencies of security and prosperity.69
        


        
          The question of whether these developmental states could have arisen without the role of Japan and the US is
          difficult to assess. Counterfactuals of history are impossible to resolve conclusively. Nonetheless, it is
          impossible to underestimate the significance of Japanese colonial rule in constructing the foundations of the
          developmental state and its effectiveness. Moreover, American imperial backing enabled the pro-capitalist
          authoritarian regimes of east Asia to emerge, and certainly thrive. The implication is relatively clear:
          developmental states require a conducive international environment in which to succeed.
        

      


      
        3.2 Repression, corruption and partial human
        development


        
          The second question regarding the east Asia experience concerns its desirability. Two concerns warrant
          particular attention. First, as noted previously, the developmental states of north-east and south-east Asia
          at their zenith were authoritarian or single-party regimes run by tightly interwoven elites that repressed
          labour, left-wing political opposition and other popular groups. The impact of these regimes on labour in
          north-east Asia was twofold. On the one hand, the dynamic industrial transformations set
          in motion by land reform and labour-intensive production led to rising real wages and relative income
          equality in these countries: productivity gains consistently outstripped rising wage costs. The result was
          diminishing income poverty and relative social equality in these states vis-à-vis
          others in the Asia-Pacific region. Rapid material gains bestowed considerable political legitimacy to the
          regime.70 However,
          society suffered from terrible political repression. The subjugation of labour in South Korea, Taiwan and
          Hong Kong was brutal under the Japanese colonial regime. The succeeding post-colonial regimes in these states
          continued similar policies: criminalising strikes, protests and collective wage bargaining; maintaining
          government control of the leadership and activities of trade union organisations; and ensuring a low rate of
          unionisation amongst workers.71 Similar conditions existed in the south-east Asian NICs. Indeed, it was
          the desire for democracy that led to the mobilisation of labour, student and opposition movements in South
          Korea in the 1980s and Taiwan in the 1990s. Hence some observers refuse to characterise these states as
          developmental – labelling them ‘cohesive-capitalist states’ instead – since real
          human development implies an expansive conception of social well-being that includes freedom of expression,
          the right to vote and other civil freedoms.72 The condition of genuine democratic freedom partly constitutes
          responsible development. It is inconceivable that in the current global and regional environment a return to
          authoritarian development is possible. The expansion of political freedoms, poverty reduction and civil
          society activities on the environment call for a far more open political structure than the one that
          prevailed under the authoritarian developmentalist phase. The demands of responsible development require
          democratic institutions, policies that address equity and measures to address environmental threats.
        


        
          Second, some commentators also criticise the nature of government–business relations in these states. The
          closely knit relations between capital and the state generated ‘profound structural corruption’.73 The targeting of subsidised
          credit, industrial licences and new technologies to favoured business houses boosted corporate profits, led
          to greater market share and socialised economic risks. However, the oligopolistic position and ‘family
          exclusivity’ of many chaebols, which resembled ‘quasi-state organisations’ or
          ‘company towns’, created moral hazards. The increasingly lenient posture of governments towards business in
          the provision of subsidies-for-performance in the 1980s saw many of these states support inflationary
          refinancing or cancel non-performing loans. Hence many critics of the developmental state model blamed its
          ‘crony capitalism’ as responsible for the Asian financial crisis in 1997–98.74
        


        
          The causes of the Asian financial crisis continue to attract debate. The charge that excessive state
          intervention was the sole cause of the debacle fails to withstand critical scrutiny, however.75 On the one hand, it was the
          more open economies of south-east Asia that suffered greatest during the crisis.
          Moreover, countries that experienced financial contagion, such as South Korea, had
          shifted to a more liberal market economy in the 1980s and 1990s, partly due to the success of its state-led
          industrialisation strategy.76 On the other, various international factors played a decisive role in
          instigating and exacerbating the crisis. In particular, premature capital market liberalisation in the
          region, growing instability of international capital markets and lack of international financial architecture
          to regulate financial volatility allowed a panic of short-term capital flight to cause a larger financial
          meltdown.77 Furthermore,
          the decision of the IMF to impose deflationary policies and maintain exchange rates intensified the crisis,
          according to critics. The fact that those economies – such as South Korea and Malaysia – that pursued
          reflationary policies recovered from the crisis most rapidly supports this view.78 In short, the lack of proper state
          intervention and international regulation as well as misguided orthodox policies were equally significant
          contributing factors to the crisis.
        

      


      
        3.3 The issue of necessity


        
          Finally, the presumed salutary effects of state intervention in the economy drew criticism from various
          quarters. First, many orthodox commentators maintain that industrial growth in north-east Asia was
          ‘market-conforming’. Government export subsidies created a ‘virtual free trade’ regime – the real cause of
          efficiency, dynamism and growth.79 Second, some argue that those economic sectors promoted by state
          intervention failed to exhibit higher productivity. Indeed, they even assert that factor accumulation
          alone, rather than technological innovation or productivity growth, accounts for
          the miracle.80 Such a
          pattern of growth is therefore unsustainable. Third, others contend that the developmental state paradigm has
          little general relevance.81 This is partly because of the peculiar historical circumstances that
          endowed these states with relatively high bureaucratic capacity, autonomy and power. It is also due to the
          fact that other factors – such as a prudent macroeconomic policy, high saving and investment ratios and the
          creation of a skilled labour force – contributed to the rapid economic growth witnessed in the region. But
          the primary argument against the relevance of the north-east Asian model is the claim that its south-east
          Asian neighbours – Indonesia, Malaysia and Thailand – industrialised rapidly through an ostensibly more
          deregulated policy environment, with greater reliance on FDI and a less robust industrial policy. Thus, given
          the difficulty of copying the north-east Asian experience, the south-east Asian economies provide a better
          model for other developing countries.
        


        
          All of the preceding criticisms invite strong counterarguments, however. The first overstates its case. The
          trade orientation of the north-east Asian states combined strategic industry
          protection with relatively open trade in necessary capital inputs and targeted export subsidies. The
          principle of ‘effective protection conditional on export promotion’ captures their underlying policy
          approach.82 Indeed, the
          financial, technological and marketing difficulties of late-late industrialisation convinced domestic capital
          in these states of the need for concerted state involvement.83 A strategic industrial policy was integral to trading success in the
          circumstances of late-late development. The second critique encounters problems as well. These include the
          fact that early growth is typically factor-intensive; that countervailing evidence that shows real
          productivity gains in protected sectors and in these economies in general; and that factor-driven growth can
          help secure subsequent productivity gains.84 The focus on intensive factor accumulation also shifts attention from the
          wider institutional context, and its underlying political relations, which account for such accumulation in
          the first place.85
        


        
          Yet it is the third claim, regarding the equally impressive performance of south-east Asia, that requires the
          most scrutiny. On the one hand, inter-regional differences certainly exist. The greater abundance of natural
          resources in south-east Asia encouraged these economies to pursue a more agro-based strategy of development
          from the start. Moreover, the gradual exhaustion of ISI led all three to open their economies to greater
          foreign investment. Yet only Malaysia was particularly reliant on FDI in comparative terms.86 Moreover, rapid export growth of
          natural resources caused serious environmental damage in Malaysia, Indonesia and Thailand.87 On the other hand, however, the
          similarities between the two sub-regions need to be recognised as well. Both groupings displayed high rates
          of investment: between 20 per cent and 40 per cent of GDP per annum from the early 1960s to the
          mid-1990s.88 The states
          of south-east Asia also intervened in various economic realms, making heavy public investments in
          agricultural infrastructure, services and research; subsidising bank credit to favoured business firms; and
          providing export-promotion incentives to boost agricultural growth and the location and content of foreign
          direct investment. The forms of intervention varied in different countries. In general terms, Thailand and
          Indonesia provided domestic capital with tax exemptions, tariffprotection and subsidised credit, which
          spearheaded industrialisation. The Malaysian policy dispensation was more complex, using selective industrial
          targeting and a generous fiscal policy to bolster public sector enterprises, large private firms and small
          and medium enterprises in various domains.89 Yet all three countries pursued a selective industrial policy to some
          extent. Lastly, it is necessary to qualify the parity drawn between the performances of these sub-regions.
          The overall performance of Indonesia, Thailand and Malaysia was less impressive than their more
          interventionist neighbours to the north: their aggregate rate of growth was approximately 2 per cent lower
          per annum. The difference over time is striking:
        


        
          In 1961, [South] Korea’s per capita income (in current dollars) was somewhat lower than that of Thailand; it
          is now three and a half times higher. Even more striking, Malaysia’s per capital income was almost three
          times that of [South] Korea and almost twice that of Taiwan in 1961 (Malaysia then included Singapore, so
          purely ‘Malaysian’ income would have been somewhat lower), remained higher than that of [South] Korea until
          1981, but in 1993 was less than half of [South] Korea, and about a third that of Taiwan.90
        


        
          In addition, compared with their north-eastern counterparts, the industrial sectors and technological
          capabilities of the south-east Asian economies were smaller and less diverse; their levels of investment in
          education and training were far less impressive;91 and improvements in growth of per capita income and social equality
          measures were slower as well.92 Hence the greater industrial diversification and higher aggregate growth
          in north-east Asia owed much to deeper state intervention in the latter. It also rests on greater indigenous
          capacity and therefore represents a more sustainable model.93 In short, the general policy dispensation of the south-east Asian
          NICs bears a closer family resemblance to the north-eastern cousins in comparison with other states in the
          region, while their less impressive performance can be attributed to their departure from the developmental
          state paradigm.
        

      

    


    
      4 Reconsidering the recent Indian record: 1980–2009


      
        The preceding discussion illustrates the role developmental states had in directing rapid industrialisation and
        poverty reduction in north-east and, to a lesser extent, south-east Asia since 1945. It demonstrates the
        difficulty of replicating this experience in other regions of the Asia-Pacific due to a constellation of
        historically particular factors that enabled the emergence of these states and their critical economic
        interventions. Crucially, it also highlights the imperial underpinnings and tremendous social costs inherent in
        this model. The brutal repression of labour organisations, opposition groups and left-oriented parties by
        single-party regimes and military dictatorships led to the denial of basic civil, political and economic
        liberties necessary for the expansion of real human development. Hence, even if it were possible to copy the
        east Asian experience, its lack of desirability on normative grounds cannot be ignored.
      


      
        Interestingly, a consideration of the Indian record at the national and state level over the last 25 years
        suggests alternative ways of reconciling to some extent the presumed structural contradictions between
        competitive democratic politics, strong industrial growth and effective poverty reduction.94 The first domain concerns
        macro-level transformations in the national political economy.95 In contrast to its first three post-independent decades, which saw the
        country secure aggregate economic growth of 3.5 per cent per annum, India has recently witnessed a step-change
        in overall economic performance as well as improvements in industrial growth and poverty reduction. Indeed, its
        economy grew on average by approximately 6 per cent annually between 1980 and 2004, spurred by an increase in
        the pace of investment and productivity.96 Industry grew at a similar pace. Finally, despite methodological
        disagreements, most observers contend that the headcount ratio, which measures the proportion of persons below
        the income poverty line, declined from approximately 47 per cent to less than 26 per cent over the same
        period.97
      


      
        Most recent scholarship attributes these changes to the liberalisation of the Indian economy, which began in
        the early 1980s and accelerated in the 1990s. Liberal economic reforms certainly reduced some of the
        constraints on and disincentives to growth inherent in the previous development strategy. But these accounts
        downplay the fact that neither economic or industrial growth, nor levels of employment and income-related
        poverty, witnessed significantly higher rates of improvement following the onset of major economic reforms in
        1991 than in the previous decade. Moreover, such explanations mischaracterise the transformation in
        government–business relations in this period. In particular, they overlook the pro-business approach of the state at the national level.
      


      
        Several factors account for this general post-1980 transformation. Ideologically, New Delhi prioritised rapid
        economic growth as its leitmotif, downgrading its commitment to social redistribution and poverty alleviation,
        following a decade of growing political, economic and social crises and the realisation that India had fared
        poorly economically in comparison with the east Asian NICs.98 This became evident with the new policy orientation of the Congress
        government in 1980 and succeeding governing dispensations in the 1990s. Institutionally, the centre adopted a
        more pro-business tilt, which increased the level of cooperation between state and capital against labour,
        leading to concomitant policy changes that supported business activities.99 The central government eased licensing restrictions in the
        manufacturing sectors regarding the entry of firms, decisions concerning the level, location and process of
        production, and the expansion of private sector firms; liberalised credit for and provided tax concessions to
        favoured big businesses; and implemented legislation to discourage labour strikes, protests and walkouts. It
        also promoted business cooperation, increased public investment in infrastructure and continued to protect the
        domestic sector from international competition. The introduction of economic reforms in 1991 led to more
        sweeping deregulation in the domestic sphere and a gradual controlled opening of the economy in the realms of
        trade, investment and finance. Nevertheless, the level of openness is extremely low in comparative perspective.
        Tariffs are high by world standards; foreign trade as a share of GDP is low; and foreign investment in relation
        to the size of the economy remains limited.100
      


      
        Perhaps most importantly, however, it is impossible to explain the preceding institutional and policy shifts
        without recognising their relation to a series of important political changes that began in the 1980s as well.
        These changes represented an ‘elite revolt’ and heralded a new political economy in India.101 First, the relative failure of
        the Congress’s redistributive economic strategy through the 1970s and its waning
        organisational capacities to accommodate rival interests led the party to shift its position increasingly to
        the right in the national political arena. It labelled various opposition parties in the regions as
        ‘anti-national’, justifying a more coercive posture against such movements, and stoked the fears of various
        minority communities by introducing a majoritarian political discourse. These factors also led the Congress
        into courting big business with the hope of reinvigorating industrial growth. Second, the emergence in the
        1980s of Hindu nationalist forces, which advocated national economic self-reliance through greater industrial
        strength (swadeshi) and a desire to achieve great power status in the international
        arena, advanced this general rightward shift and pro-business tilt in the national politics. Third, the growing
        fragmentation of national electoral competition in India in the 1990s, combined with further economic
        liberalisation, consolidated the importance of government–business ties across the political spectrum. The
        result was a more business-oriented developmental model that has promoted economic growth and industrial
        production, and enhanced the concentration of big business in the private sector.
      


      
        The developmental capacities of India’s new political economy at the national level remain limited, however, by
        failing to incorporate some of the more desirable features of the north-east Asian model. First, poor revenue
        generation – caused by underperforming public enterprises and low state capacity to collect direct taxes – and
        high current expenditures – driven by military expenditure, rising public subsidies and interest payments on
        public debt – continue to generate large fiscal deficits that threaten macroeconomic stability and constrain
        public investment. Second, declining public expenditure in the 1990s on agriculture, basic health care and
        physical infrastructure continues to limit the security, opportunities and human development prospects of the
        most disadvantaged sections of society.102 Despite the abundance of labour, a strategy of capital-intensive
        industrialisation by big business has led to slow employment growth in the manufacturing sector and limited
        export competitiveness, aggravating the struggle to reduce mass poverty and exposing poor workers to various
        depredations in the informal sector. Both infant mortality rate and agricultural wage increases have
        decelerated considerably since the onset of liberalisation; agricultural growth also remained
        moribund.103 Finally,
        declining capital expenditure from the centre, combined with the partiality of private domestic capital towards
        relatively well-developed states, has created growing social inequality between regions, amongst social classes
        and across the urban–rural divide. Hence the relatively high level of social equality that distinguished
        north-east Asia remains elusive in India.
      


      
        The second change in India over the last quarter century that deserves notice, however, is the emergence of
        distinct political economies at the regional level. As is well known, aggregate
        trends in economic growth, indus-trialisation and poverty reduction often conceal important intra-national
        disparities. This is particularly the case in constitutional federal systems that govern large territories and
        socially diverse populations. In such countries, state-level variations in economic structures, social forces
        and political regimes may significantly alter the life chances of the most disadvantaged. India’s recent
        experience attests to such differences. Indeed, its state-level variations suggest alternative subnational developmental regimes, which modify the preceding all-India account in
        significant ways. Nonetheless, crucial political factors – relating to the ideology, bases and organisation of
        parties – continue to shape the prospects of rapid industrialisation and poverty reduction in different
        regions.104
      


      
        Three patterns emerge. First, regions that possess good infrastructural capacities, strong government–business
        relations and strict labour regimes have achieved the greatest rate of economic growth and industrial
        development. In many cases, these regions had also engaged historically in a politics of bargaining and
        cooperation vis-à-vis New Delhi, which enabled them to receive a disproportionate
        share of resources from the centre.105 The paradigmatic case is the western state of Gujarat, where
        elite-dominated parties have controlled the electoral arena; established sectoral agencies to coordinate
        relations, communicate economic information and implement policy decisions in conjunction with big business and
        industry; and supported a pro-investment policy framework.106 However, despite being a high-income state with rising per capita income,
        the distribution of benefits has remained heavily skewed due to the political dominance of higher
        castes/classes.
      


      
        Second, states governed by left-of-centre parties – either by dominating the electoral scene or alternating in
        office – exhibited greatest progress in the reduction of poverty in terms of income/consumption measures. The
        paradigmatic cases are the states of West Bengal and Kerala, respectively, where the Communist Party of
        India-Marxist (CPI-M) has governed Left Front coalitions with other social democratic parties.107 The coherent political
        leadership, pro-poor ideology and strong organisational structures of these parties allow them to rework both
        the balance of power between social classes and secure positive developmental outcomes in their respective
        states. The CPI-M has mobilised lower class/caste communities against dominant landed interests and struck
        pragmatic bargains with middle class groups in order to implement land reform, raise agricultural wages and
        target public spending towards social expenditures. In doing so, it has raised agricultural productivity,
        lowered income poverty and expanded the provision of primary education, basic health care and subsidised food
        staples to the poor. These Left Front governments have also achieved the best decentralisation record in
        India.108 The latter is
        due to a political strategy that involves the mobilisation of historically subordinate groups; devolution of
        authority and resources to reinvigorated local village councils that represent and implement policies
        reflecting popular demands; and the calculation that such reforms will enhance the popularity of the coalition
        and its prospects of re-election. Strikingly, these Left Front regimes have also brokered strategic alliances
        with domestic and foreign capital since the 1980s, enabling their respective states to rank amongst the best
        performing regions in the country.109 In short, the emergence of these developmental democratic state-level
        regimes in West Bengal and Kerala have facilitated policies, institutions and outcomes that served the
        interests of the poor without alienating big business and foreign capital.
      


      
        Finally, regions governed by competitive populist regimes have also shown the possibility of improving the pace
        of poverty reduction, albeit to a lesser extent. The key to success in these states has been intense electoral
        rivalry between well-institutionalised parties or blocs in which one of the main protagonists has challenged
        the Congress’s traditional structures of dominance in their respective state. Competitive populism in Tamil
        Nadu and (to a lesser extent) Andhra Pradesh – respectively between the Dravida Munnetra Kazagham (DMK) and
        Telugu Desam Party (TDP), which represent the interests of middle and lower caste/class groups vis-à-vis the more privileged votaries of the Congress party – has led to improvements in
        targeted social expenditure and a lowering of the headcount ratio regarding income poverty in both states.
        Compared to the Left Front regimes in West Bengal and Kerala, neither Andhra Pradesh nor Tamil Nadu
        accomplished significant land reform, which threatened the interests of the ruling middle castes of the DMK and
        TDP. Moreover, the fiscal strains imposed by competitive populism have forced both states to reconsider their
        strategies of accumulation. Nevertheless, the experience of Tamil Nadu and Andhra Pradesh also demonstrates how
        competitive institutionalised populism may reduce poverty levels to a greater extent than traditional
        clientelistic regimes, which continue to dominate politics in many other Indian states. Indeed, despite better
        initial conditions, greater economic resources and higher agricultural investment, the latter display less
        progress in diminishing poverty levels due to persistent upper caste/class dominance in the political realm,
        which skews economic growth and social opportunities towards more privileged groups.
      

    


    
      5 Implications and lessons


      
        Several lessons emerge from the preceding analysis of the vicissitudes of developmental states in the
        Asia-Pacific region. First, the comparative historical experience of north-east and south-east Asia and India
        demonstrates that the prospects of economic growth, industrial diversification and poverty reduction require a
        heterodox policy framework. The countries of these sub-regions employed a variety
        of instruments and interventions to achieve their ends. Development is a highly non-linear process: the
        context, priorities and phases of development matter immensely and vary across regions and over time. No single
        development model accounts for their diverse trajectories. However, several common factors distinguished the
        most successful political economies in the Asia-Pacific region: strategic, phased and targeted economic
        interventions by the state; an emphasis on improving human capital, social opportunities and market functioning
        through concerted public investments that expand primary education, basic health care,
        labour-intensive employment, agricultural productivity and physical infrastructure, and through productive
        asset distribution; and a selective industrial policy that transforms comparative advantage through managerial
        learning, technological upgrading, diversification in manufacturing and export competitiveness.
      


      
        Second, the ability of countries to pursue a heterodox policy framework depends to a great extent on their
        institutional capacities. Effective bureaucratic structures, characterised by
        strong internal norms, highly trained personnel and sufficient insulation from everyday political demands, are
        necessary to formulate, execute and implement sound policies. Good working relations between government
        officials and private economic actors are also necessary to overcome various market failures that arise from
        asymmetric, imperfect or incomplete information. Formal organisational links and informal consultative bodies
        can help design better policies, coordinate economic action and solve potential conflicts.110 In short, effective development
        interventions require greater state capacity, which militates against the minimal regulatory state lauded by
        some economists.
      


      
        Third, the ability of states to pursue heterodox development strategies and expand their institutional
        capacities depends on their underlying political relations with various social
        actors. Official development rhetoric tends to proffer a technocratic approach to governance. In doing so, it
        either distorts or evades inherently political questions regarding the modalities, distribution and exercise of
        power. Politics is not a ‘variable’ of development; rather, it represents the fundamental underlying process
        through which all development interventions succeed or fail. Consequently, more than ‘getting prices right’ or
        ‘getting institutions right’, successful late-late development requires ‘getting politics right’.111
      


      
        Fortunately, as the preceding comparison of north-east and south-east Asia and India illustrates, there is no
        single conception of politics that is ‘right’. A variety of political regimes, state institutions and social
        alliances – at the domestic, regional and international level – underlie successful development strategies. Put
        differently, various developmental state regimes exist. Trade-offs are inevitable. Yet it is worth remembering:
        the tigers of east Asia may have been dictatorships, but dictatorships are not necessarily tigers.112 Given the value we attribute to
        political freedom in enabling human beings to expand their capabilities and pursue lives they wish to lead,
        moreover, a democratic developmental state is a prerequisite for full responsible
        development. Democracies frequently generate many passions, interests and conflicts that pose difficulties for
        far-reaching social change. Yet democratic political regimes, which vary tremendously, do not in themselves
        pose obstacles to promoting responsible development. Rather, the autonomy, capacity and effectiveness of the
        state turn on the purposes, leadership and organisation of parties and their pacts, agreements and relations
        with various social actors.113 Hence building a democratic developmental state requires a
        transformational politics. Responsible development cannot, in the long run, be pursued
        through a closed political system. The imperatives of reform are inherent in the objective. These reforms
        include much greater attention to the environmental issues that have emerged.
      


      
        The final issue concerns the relevance of the developmental state paradigm in an era of
        globalisation.114 Many
        contend that global economic liberalisation and trade increasingly rely on international production chains.
        Mergers and acquisitions, despite their failure to substantially increase productive capacity, increasingly
        account for most FDI. Moreover, the new international architecture of rules imposed by the World Trade
        Organization makes it far more difficult for its members to employ traditional industrial strategy. Provisions
        regarding trade-related subsidies, intellectual property rights and foreign investment conditionalities
        prohibit many strategies of the first-generation and second-generation developmental states.115 Undoubtedly, the international
        environment today reduces the options available to the global south.
      


      
        Nonetheless, opportunities still exist for many developing economies.116 There is greater market access today for certain developing
        economies. Governments still possess room to protect nascent industries if their tariff levels are below agreed
        ceilings. The restrictions imposed on export subsidies remain incomplete: complainants must first demonstrate
        harm to their sectors; subsidies for basic agricultural research, and research and development, more generally
        remains non-actionable; and the provision of information to export sector remains permissible. And room exists
        for manoeuvre with respect to exchange rate policy, incentives to boost savings and investment, and
        differential tax policies regarding production and consumption – all of which can promote technological
        upgrading.
      


      
        Indeed, if anything, the circumstances of the new global economy increase the need for proactive, coordinated
        efforts by state authorities to spur private investment, technology upgrading and infrastructure development,
        help private economic actors respond to new opportunities and ward offthreats.
      


      
        Unlike traditional fiscal and monetary policies, industrial policy demonstrates no clear relationship between
        objectives and the means of attaining them. Its conception, content and forms differ, reflecting the stage of
        development of an economy, its natural and historical circumstances, international conditions, and political
        and economic situation, resulting in considerable differences from nation to nation and era to era.117
      


      
        In short, a robust developmental state will become more important, not less, to
        transform the comparative advantage of nations in the Asian region in an era of globalisation. But the
        developmental state has to be embedded in the manner that is appropriate to this stage of Asian development,
        involving an expansion of freedoms and responsibilities.
      


      
        Temporary shocks, such as the terrorism unleashed in 2008 on India’s principal commercial city, Mumbai, will
        not disrupt the general thrust of the country’s dynamics. Neither will regionally confined
        conflicts such as those in Assam, Kashmir and elsewhere act as a brake on growth. The Great Recession of 2008
        has led to lower growth, but India remains one of the faster growing countries in the world. Addressing hunger,
        lack of primary education and regional inequality poses a more sustained development challenge. In recent
        years, most of the Asian countries are moving towards the political system that India has cherished since
        independence. At the same time, India’s economic policymakers have tried to emulate the success of eastern
        Asia. Several prominent Asian countries are going through a stuttering process of economic and political
        convergence. The Indian elections of 2009 demonstrated, yet again, that Indian society has a broad consensus on
        economic directions and is able to sustain it through various coalitions of power. India and much of south-east
        and north Asia share, for the first time, a broad consensus on political systems and economic policies.
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    Responsible development in a vulnerable world


    
      Asia’s economic transformation is due to the West. Without Western markets the Asian miracle would not have
      happened. Neither would China have emerged as the manufacturing hub of the global economy. Without access to rich
      markets, the continent’s transformation would have been much slower. It is ironic that, after centuries of
      exploitative colonialism, the West has been the engine of Asian growth. The Asian embrace of globalisation has
      restructured the world. Rapid economic expansion has provided the base for altering international power
      relations. India, South Korea, Malaysia, Indonesia, Singapore, Japan, and China are, to varying degrees, powerful
      global actors. Sustaining Asian prosperity will, however, require deepening of technological and economic
      relations with the West. Technological collaboration will be critical across many areas, including a lower carbon
      accompanying the pace of rapid Asian development.
    


    
      The new phase of the relationship will require a stable adjustment to a new architecture of global politics. The
      bipolar division of the Cold War was followed by a few decades of a single dominant nation. Recent trends suggest
      that gradually, after 500 years, the shift of power towards the East is partially responsible for a circle of
      consensus replacing dominant authoritarianism at the international level.
    


    
      Most of the world is now democratic, the environment is the first truly global movement and economics
      increasingly glues people together. These new realities are forcing countries to cooperate. As noted earlier,
      Iraq was a watershed for the loss of authoritarian global-decision making. With the emerging new world order, and
      issues such as the environment, the possibilities of consensual decision-making have increased.
    


    
      Politically shaken by Iraq and its aftermath, and its economic equilibrium broken by the Great Recession, the
      world is nervous.
    


    
      A surreal combination of a freezing Europe and a warming planet marked the start of the second decade. Forty
      million people were unemployed in Western countries. China surpassed Germany as the largest exporter. Many Asian
      economies were booming again. While a civil war ended in Sri Lanka, those in Pakistan and Afghanistan
      intensified. Maoists in Nepal threatened to bring the country to its knees. The Naxalite belt became a symbol of
      India’s inequalities and its fragilities.
    


    
      Cooperative global governance is necessary to advance the four dimensions of the current
      development challenge in Asia:
    


    
      	integration of responsible markets


      	alliances for freedom and security


      	partnerships for reducing hunger and illiteracy


      	collective responsibility for environmental management.

    


    
      These imperatives emerged from the scale of poverty, illiteracy, environmental stress and insecurity. Asia’s
      breathtaking dynamism is a source of optimism for addressing these strains. The enterprising vigour, however,
      cannot hide uglier realities. Parts of Asia threaten global and regional security. Uncivil society has weapons of
      limited but sustained destruction. Further, religious divisions and sharply rising inequalities threaten the
      social fabric of many societies. Major political upheavals are plausible, especially in societies where freedoms
      are still denied, where religion is politically ascendant, hunger prevails and children are not in school.
    


    
      To cope with these threats, responsible development in Asia requires a strong global alliance with Europe and the
      US. Deepening political and economic relationships have been constrained over the past decade. The Bush
      Administration’s invasion of Iraq and its subsequent behaviour made it difficult, if not impossible, for most
      Asian countries to cement political bonds with the US. Those that came closer over the last decade included India
      – and that, too, largely on account of a nuclear deal between the two countries. The nuclear embrace was
      particularly marked during a period when the US was increasingly concerned about the nuclear programmes in Iran,
      Pakistan and North Korea. Hence the nuclear alliance with India, while divisive within India, helped create a
      generally positive impression of the Bush Administration amongst several nationalist groups. By and large, Asian
      governments were wary of being associated too closely with the United States under an administration mistrusted
      by most of the world.
    


    
      Such negative perceptions played into the hands of anti-Western militant groups, which saw an opportunity to
      malign governments viewed as favourable to the policies of an aggressive America, which had lost the universal
      sympathy it held in the immediate aftermath of 9/11. The end of the Bush Administration provides Asia with a
      welcome opportunity to revive a relationship that is valuable for Asia’s embrace of globalisation. Asia’s
      experience of 1997 has much to teach the countries of Europe and America. This will help create better economic
      coordination through an exchange of experience gained in Asia. Markets need to be accompanied by cautious
      institutions that dampen the cycles of boom and bust. In post-1997 Asia, the bullishness of irrational enthusiasm
      has been accompanied by responsible state intervention. Similarly, the psychology of pessimism in a downturn has
      needed the stimulatory anti-depressant of fiscal and monetary policies.
    


    
      At the political level, a closer relationship between Asia and Europe and the US will help
      cement the universality of values that underpin democracy. A framework of common human rights, rather than the
      view that democracy emerges from European-style evolution, is an important advance in the ideology of democracy.
      The more it entrenches democracy, the more powerful is Asia’s voice amongst the democratic nations of the world.
      The alliance with Europe and the US can also be an important instrument against those militant groups that seek
      to break the links with the ‘ex-colonial’ world, and exploit past grievances for current political gain – hence
      the closer the links between various regions of the world, the smaller the space for radical groups to get
      traction for the mobilisation of hate.
    


    
      Engagement with the rest of the world, especially with countries such as Australia and New Zealand, is important
      for the Asian region. There has been a history of Australia and New Zealand having sporting links with south
      Asia. The economic links of New Zealand and Australia are stronger with east Asia and the Pacific. Deepening
      economic and political bonds with the two southern democracies are important for Asia. In addition to development
      gains, there are common security concerns that require closer collaboration between mainland Asia and New Zealand
      and Australia. Emerging economies such as Russia, Brazil and South Africa are important, as are ties with central
      Asia and the Middle East. However, the core of Asia’s external alliance needs to be with Europe and the US. This
      alliance is crucial for progress in each of the key challenges – security, freedom, poverty and environment.
    


    
      As the 2008 economic recession illustrated, the engine of trade and commerce remains vital for poverty reduction.
      In addition, remittances from migrants play a significant role for raising living standards of poor families.
      Worsening economic conditions in the rich countries have devastating impacts because Asia is deeply interwoven
      into the fabric of the global economy.
    


    
      To the extent possible, Asian countries joined the fiscal stimuli process to revive the world economy after the
      Great Recession. The Asian example of economic management since 1997 also has important lessons for the rest of
      the world. Financial systems have proven to be more resilient and many countries have hoarded reserves for bad
      times. Cheap credit to finance consumption has been, by and large, frowned upon, and excesses of liberalisation
      have been curbed. Indeed, in sharp contrast to the consumption-led booms in the US and the UK, several Asian
      countries accumulated large savings of up to 40 per cent of national income.
    


    
      On the security front, Asia needs to marginalise the extreme fringes of destruction that want to wage war against
      the ‘West’. A productive way of doing so is for governments to collectively deepen their alliance with Europe and
      the US. The end of the Cold War has made this feasible. Only two countries – North Korea and Myanmar – have an
      openly hostile relationship with Europe and the US. Further, a significant feature of the decade since 1997 is
      the emergence of a much closer relationship between the world’s oldest and largest
      democracy. Historical strains between India and the US have largely evaporated and been replaced by a friendship
      cemented by nuclear power and economic bonds.
    


    
      Asian national borders are increasingly insignificant and, no doubt, will be redrawn and merged along the
      patterns of the EU. That process will be consolidated by future generations. The current one needs to lay the
      base for peaceful relations amongst Asian countries. Great political security can be aided by regional alliances.
    


    
      These will better regulate conduct amongst countries within the fold and create frameworks for interaction with
      other regional blocs.1 In a
      world where a number of such regional bodies are in an embryonic form or in an advanced stage, Asian countries
      will need to accelerate economic and security collaboration. The absence of war amongst countries of the region
      bodes well for such groupings. Despite frictions, terrorism and tension, the probability of regional alliances
      deepening in Asia is perhaps greater than at any time in history.
    


    
      The remainder of this chapter explores the role that international collaboration can play in responding to the
      challenges in the four dimensions of responsible development.
    


    
      1 Integration of responsible markets


      
        The invisible web of free markets


        
          The 2008 shock to capitalism was not generated by Marxists or socialists. The wound was self-inflicted.
          Irresponsible free markets caused the first truly global recession. An estimated 150 million people have been
          hit by unemployment. This is larger than the whole US population at the time of the Great
          Depression.2 The
          invisible web of free markets has spread misfortune across the world. This interconnected network of failed
          market institutions required global public action. Free market failures needed massive fiscal
          stimuli,3 bailout of
          manufacturing and service sector firms,4 injection of public funds to wipe out toxic debt5 and the construction of a rigorous architecture
          for regulating irresponsible private behaviour.6
        


        
          Prior to this global rescue package, public institutions had been forced to abandon free markets. Paralysed
          by ideological fear of the harm that tampering will exact, rational social arrangements had been replaced by
          greed-based incentives at the heart of the global economic system. Large segments of the formal financial
          sector engaged in gambling and had evolved tragically into parasites feeding on avarice, while providing no
          real value to the economy.
        


        
          The debate after the crash was not about the efficacy of markets per se. Even
          North Korea, partially and grudgingly, has accepted the power of the market mechanism, not least because the
          prosperity of its communist neighbour has been market led. Centrally planned economies have been abandoned in
          Asia. Several communist regimes have survived but the economic transformation has been
          created by markets. However, recognising the limits of liberalisation and adjusting public institutions,
          rather than abandoning them, has been an important lesson from recent turbulence.
        


        
          The central public policy challenge revolves around responsible markets. Human lives are inevitably enmeshed
          with fluctuations in markets. In western Europe, welfare states emerged out of the necessity to provide
          social protection, especially during recessions. Many Asian countries, on the other hand, still have informal
          family-based social protection mechanisms, in which women bear the burden of social adjustment. The shock of
          2008 intensified the need to create institutional mechanisms to provide insurance for the poor. Adversity
          from fluctuations in national economies has been accentuated by the integration of their countries to
          vacillating global markets.
        


        
          Ironically, the largest insurance company in the world symbolised the worst excesses of unfathomable greed.
          In 2009, AIG announced a generous bonus for senior executives while it was effectively in receivership and
          reliant on government to sustain its operations.7 Public anger about parasitic financial institutions was manifested in
          demands to cap incomes, reflecting a widespread concern that extremely high earnings were
          unjustified.8
        


        
          Despite global market anarchy, isolation, autarky and protectionism have no future. There may be episodes
          during periods of crisis when nations will look inwards to protect their own. But the spread of technology,
          information, travel and commerce have already shaped a global interdependence. One of the greatest regional
          achievements of the modern world has been the creation of a peaceful European Union after centuries of brutal
          internecine conflict, culminating in two world wars. The EU may bicker about budgets and subsidiarity, but
          centuries of war have been followed by a historic embrace.
        


        
          Similar historical tensions exist in Asia. Sub-regional conflicts in east, south-east and south Asia have a
          familiar thread of land and power contests amongst various neighbours. However, the intensity of conflict
          differs at the current historical juncture. Earlier periods of the twentieth century were hostage to ruthless
          wars amongst south-east and east Asian countries. At present, south Asia is a hub of intra-national and
          international conflicts. Yet even in south Asia, the conflicts are not as damaging and lethal as they were in
          previous decades. Indeed, as mentioned earlier, no two Asian countries have gone to war in the past quarter
          of a century. Regional groupings have emerged, imperfect and flawed, but it is a start nonetheless.
          Relationships with the rest of the world have improved. The bitterness of colonialism is largely over. Links
          with economically developed countries are close.
        


        
          This is true for the major economies of Asia, as well as for the least economically developed countries
          (LEDCs). Asian LEDCs, such as Cambodia, Laos, Bangladesh, Nepal and the Maldives, are all engaged in
          partnerships with advanced economies. The foreigner is no longer a threat – she is an opportunity for getting
          access to technology, resources and institutions.
        


        
          A force of great stability for Asia will be a strong alliance between China and India. The 1962 war,
          territorial disputes and ideological divisions have kept two populations, of over 1
          billion each, in hostility. Now the territorial disputes are over, there is greater convergence in economic
          policies and little reason for sustained hostility. The economic benefits of expanded trade between the two
          large markets are considerable. More significant could be the regional political stability that a close
          relationship between China and India will generate. The future of sub-regional groupings, such as ASEAN and
          SAARC, is also inevitably linked with Sino–Indian relations.
        


        
          Thus, political stability of the region will be enhanced by a relationship that will bring the eastern and
          western frontiers of the continent together. This seismic shift will be conducive to jointly addressing
          cross-border terrorism and other common political threats. China’s closer engagement with democracies in the
          region can have a positive effect on political liberalisation in one of the few remaining one-party systems
          in Asia.
        


        
          Cultural, educational, scientific and technological contact across Asia, however, remains remarkably low.
          Asia’s intellectual manpower has grown enormously over the past three decades but links between Asian
          institutions remain sporadic. Few Chinese children interact with those from India; few Vietnamese with Sri
          Lankans.
        


        
          Close ties between China and India will have a major influence towards the integration of responsible
          markets. Both countries maintain a reasonably healthy mix of market and the state. While the value of some
          public sector interventions is open to question on grounds of efficiency, and reform is inevitable, the broad
          consensus over a mixed economy is beneficial. South Korea, Malaysia, Japan, Singapore and Taiwan are other
          examples of reasonably well-managed public sectors in support of private markets. In sum, there is enough
          collective experience in Asia, especially arising from the 1997 fiasco, of creating responsible markets. This
          broad policy convergence about an efficient public sector role in support of markets will create stability
          within Asia. These pragmatic lessons should influence global policy on the institutional architecture for
          responsible markets, rather than messianic promotion of free market rhetoric.
        

      

    


    
      2 Alliances for freedom and security


      
        Recovering from the loss of morality and
        trust


        
          Eradicating hunger and illiteracy is a tangible goal and, with a mix of pressure as well as commitment, can
          be achieved at a time when Asia’s resources are increasing at an exhilarating pace. To a large extent,
          programmes against hunger and literacy reflect attitudes to equity in society rather than a scarcity of
          resources.
        


        
          Furthering the agenda on freedom is far less tangible, but as, if not more, significant. As earlier chapters
          have documented, the 1997 crisis had an unexpected political bonus. Many myths and institutions were
          shattered – amongst the most significant was the view that distinct Asian values
          provided a philosophical foundation for sustained authoritarian rule. India has led the world by
          demonstrating its commitment to democracy in a multi-ethnic, multilingual, multi-religious and poor country.
          You name the fault line and India has it. India’s democracy has deepened further since 1997, having absorbed
          potential threats to the secular nature of the polity and the inclusion of Muslims, Hindus, Christians and
          Sikhs within the democratic system. This is not to ignore the more recent threats to Indian secularism due to
          communal tensions and tragic memories of the destruction of the Babri Mosque.
        


        
          None of the countries where democracy has faced reversals – such as Pakistan, Bangladesh and Thailand – have
          found a legitimate alternative. By 2007, General Mussharraf’s civilian facade faced a deep crisis, while the
          coups of Thailand and Bangladesh continued to flounder in their quest for legitimate government. The three
          rediscovered that no country that has any experience of multi-party democracy can go back to authoritarian
          rule indefinitely. Freedoms and rights cannot be reversed for too long and no matter what the deficiencies of
          democracy may be, countries have no option but to tackle them as part of the nation-building process.
          Bangladesh and Pakistan were, by 2009, back to elected civilian rule.
        


        
          Consolidating and deepening democracy is inherently a national political enterprise but regional initiatives
          can help. In this context reviving faith in the leading democracies in Europe and America is vital. Some of
          these, particularly the United States under the Bush Administration, undermined the moral case for the spread
          of democracies. Its confrontation with terrorist groups involved repeated violation of fundamental human
          rights. Such infringements not only gave comfort to those opposed to democratic freedoms but also worsened
          the global security environment. The most damaging feature of the shocks to the global political system was a
          breakdown in morality and trust. The morality of post world war instruments for behaviour during conflict, as
          well as the responsibility to avoid unnecessary conflict, was undermined. The language of terror entered the
          lexicon of governments. The coinage of sadist phrases entered official discourse. Torture was sanctified by
          terms such as ‘extraordinary rendition’, ‘ghost prisoners’, ‘unlawful combatant’.9 Under the rubric of a war on terror, major
          countries lied, fabricated evidence, ignored humanitarian law and engaged in torture. The evidence eroded the
          moral authority of those engaged in the fight against violent religious fundamentalists. Well-armed and
          strategically savvy non-state actors had reduced their opponents to unethical conduct and thus were seen
          ironically as having won a moral victory.
        


        
          Economically and politically, 2008 will go down as one of the most signifi-cant years of the twenty-first
          century. The economic meltdown was followed by a remarkable election that brought to power a coalition of
          forces determined to regain the lost international prestige of the United States. The new administration also
          symbolised a change in attitude towards irresponsible free markets, particularly since
          it came to power at a time that markets had wreaked havoc in the national and global economy. The new
          administration also began a process to restore the humanitarian loss to the moral armour of American
          democracy.
        


        
          At the political level, President Obama moved swiftly to dismantle the network of democratic terror that had
          been established to counter the terrorism perpetuated by non-state actors. The prison at Guantanamo Bay, a
          naked symbol of torture and humiliation, is likely to be closed. The costly ethical and military mistake of
          declaring war against a country that had not attacked the US was recognised and a phased withdrawal
          announced. The iconic role of the world’s leading democracy was revived by a discourse that was articulated
          in terms of moral responsibility. While military success against the coalition of terror groups in
          Afghanistan and Pakistan could hardly be guaranteed, the logic of the intervention was justifiable on grounds
          of national and global security.
        


        
          The restoration of principles and honour in US foreign policy bode well for democracies across the world. The
          democratic process had yielded a self-correcting mechanism to move the country from cynical abuse to a
          reinstatement of integrity in public policy. This change contributed to the mood for democratic
          accountability in America’s closest ally in the war on terror. The British police were requested, by the
          Attorney General, to investigate the UK’s intelligence agency, MI5, for allegations of torturing British
          citizens accused of involvement in terrorist activities.10 The revival of the moral authority of leading democratic nations is
          fortuitous for Asia’s international alliance on freedom and security.
        


        
          A return to a healthier global environment is not only highly conducive but may also facilitate an
          improvement in Asia’s security environment. China still has a long way to go on political reforms. While the
          pace of such reform will be determined by pressures from different constituencies, and the willingness of the
          Communist Party to accommodate such demands, the evolution of Asian political systems in large countries,
          from India to Indonesia, suggests that greater devolution of power and political freedoms strengthen modern
          nation-states. Historical fears of territorial disintegration in the absence of strong centralised control
          should not be exaggerated. Central governments can muster massive military force in the case of extreme
          situations that threaten the breakdown of a federation – at the same time, political decentralisation and
          freedoms contribute to an environment that typically mitigates strong separatist movements.
        


        
          The largest single source of FDI into the People’s Republic of China is Taiwan, a territory that China does
          not officially recognise as a country. Despite frequent sabre-rattling, China and Taiwan have maintained a
          delicate balance. An important ingredient to this fine balance has been an implicit agreement not to force
          the issue of independent nationhood. In return Taiwan’s businessmen have voted with their feet and invested
          heavily in the mainland. The two economies are now deeply integrated.
        


        
          The complex ambiguities of the Taiwan–China relationship offer hope to Pakistan and
          India. If the territorial claims over Kashmir are held hostage to progress, the current state of hostility
          will prevail. The terror unleashed on Bombay in 2008 brought Indo-Pakistan relations back to the low levels
          reached after the Pakistani intrusion into Kargil in 1999.
        


        
          In both cases, the role of the US has been positive. After Kargil, the US counselled the Pakistani Government
          to avoid further escalation, fearing that India’s retaliation would lead to a war. The US role in 2008 has
          been more significant. Attacks on Bombay accelerated America’s redefinition of its security interests in
          south Asia. Against the backdrop of closer relations with India, and the rise and revival of the Taliban in
          Pakistan and Afghanistan, the US adjusted policy. Pakistan’s intelligence agency, the ISI, was viewed as a
          central protagonist in the worsening security situation of both India and Afghanistan. The elected civilian
          government in Pakistan appeared to have no control over the army, which, in turn, was internally divided
          between anti-Western extremists and more pragmatic leaders. Afghanistan, India, the US and its NATO allies
          concurred on one strategic threat. Pakistan was both a victim and an agent of terror. US involvement on
          security in south Asia is needed if Afghanistan, Pakistan and India are to avoid collectively sinking into a
          quicksand of terror and related conflicts.
        


        
          Thus international intervention has forced a choice on Pakistan – either sustain religion-based armed groups
          that are damaging to its economy and politics or join in the prosperity of India and help build a secure
          south Asia. Laying unrealistic claim to Kashmiri territory may please some extreme nationalists but may be
          deeply against Pakistan’s enlightened self-interest. India and Pakistan may have much to learn from the
          benefits of ambiguity that, so far, define the delicate Chinese–Taiwan balance.11 Collaboration with Europe and America in
          south Asia and elsewhere, can facilitate the easing of security related tensions.
        

      

    


    
      3 Partnerships for reducing hunger and illiteracy


      
        Markets are already integrating Asia. The majority of Asia’s trade is now within the region. FDI from within
        the region has also grown exponentially.
      


      
        Markets and technology have also increased the skill premium on jobs. More educated people get jobs that are
        more productive and yield higher earnings. The heyday of labour-intensive manufacturing exports from Asia has,
        at least partially, been eclipsed by more service sector jobs for the middle class and higher skill intensity
        of the jobs being created in the manufacturing sector.
      


      
        Markets will not address some problems, either because of market failures or the inability of the poor to pay.
        Targeted public action can accelerate progress; it can also cause major reductions in fertility, illiteracy and
        hunger. Prime examples of this are evident from European history. Germany introduced mandatory primary
        education 84 years before England did!12 Even within the UK, Scotland led England on a range
        of social reforms through humane public actions. Thus government intervention in markets for social goods led
        to major gains.
      


      
        It is self-evident that mandatory primary education, with the incentive of school meals, provides a double
        incentive to poor families. They reduce the opportunity cost of sending children to school and, at the same
        time, provide the basic literacy that is increasingly important for carving a way out of poverty.
      


      
        Some Asian governments and civil society have collectively implemented programmes that eliminated hunger and
        illiteracy from their countries. Given its current stage of transformative development, these two key
        poverty-alleviating investments can be implemented in Asian countries that have previously neglected such
        social investment.
      


      
        Fifteen Asian countries have already implemented mandatory primary education. Japan did so in the nineteenth
        century. Large countries such as China, Vietnam and Indonesia have mandatory primary education. Sri Lanka
        introduced mandatory primary education in the 1950s and was amongst the first poor Asian countries to have gone
        through a demographic transition as a result of such investments. Sri Lanka has one of the lowest population
        growth rates in Asia, 1.4 per cent, which is a reflection on returns to primary education.
      


      
        Sri Lanka has dramatically reduced its fertility rate to 2.1, having implemented and maintained mandatory
        primary education through the course of a civil war. Its political tragedy has tended to obscure the country’s
        example for poor countries in areas such as mandatory primary education. For the larger countries of south Asia
        in particular, Sri Lanka provides a simple, uncomplicated illustration of what can be achieved with modest
        resource availability.
      


      
        Asian countries that do not have mandatory primary education can, with modest resources, implement programmes
        that provide access to a school for all their children.14 Such a collective endeavour will ensure that all of Asia’s next generation
        is literate. An Asia-wide, peer pressure campaign on mandatory primary education can help facilitate the
        process, drawing on the considerable lessons learned in Asian and elsewhere. This basic human right does not
        cost much. At 1 per cent of their GDP, most Asian governments will be able to make a transformative investment
        in their societies.
      


      
        For most of Asia it is, however, higher levels of education that are crucial for future economic success.
        Creating intelligent economies, with a skilled, flexible labour force, is now a reasonably well-trodden path.
        The larger or richer countries have shown the way, with Singapore, Malaysia, China, Japan, India, Thailand and
        others having invested in a wide variety of science and technology institutions, which provide the human
        capital base for the diversification of their economies. These higher levels of investment in a region where
        the returns to skills are rising can be managed by individual countries, as well as by
        creating some regional institutions of excellence in different areas of science and technology.
      


      
        However, from the point of view of poverty eradication, the key regional priority is to ensure that every Asian
        child is in school. This investment in literacy should be supplemented by programmes that eliminate hunger.
        Asia may no longer have famines but it remains home to the largest concentration of hungry people in the world.
        This silent, frequently invisible, violation of human dignity imposes immeasurable costs on the poorest.
      


      
        Asia has, perhaps for the first time, the resources to ensure that all its children have enough access to food
        to prevent the debilitating effects of hunger. Meticulous research has documented details of the obvious
        intuitive reaction we all have to hunger – it retards brain development, as well as impairs the physical
        evolution of poor children. Nothing traps the poor into intergenerational poverty more than the evil
        combination of illiteracy and hunger. Thus, along with a mandatory primary education campaign, the next decade
        provides Asia’s governments, civil society and citizens with the tantal-ising prospect of major reduction in
        hunger. A range of instruments is already being used, including targeted school feeding programmes.
      


      
        Scaling these interventions and targeting them to regions and countries in greatest need in Asia can help
        eradicate extreme poverty in one generation. Aid agencies can be a vehicle through which Asian countries get
        international support for reducing hunger and illiteracy.
      


      
        The expected peace dividend at the end of the Cold War – in the form of increased aid instead of military
        spending – was supposed to target aid to economically needy recipients. The dividend did not materialise,
        largely because the political motivation for giving aid disintegrated. Nonetheless, while the role of aid in
        Asia is shrinking, international support can nudge relevant countries in the right direction.
      


      
        In Asia, the growth in the importance of FDI, especially in relation to aid, is evident in Table 10.1. For countries such as China, aid is
        dwarfed by FDI. While FDI represents nearly 4 per cent of GDP, aid is barely 0.1 per cent. Even in India, where
        FDI is low, it is still twice as large as aid and, in future, as FDI is expected to grow substantially in
        volume, aid will become largely irrelevant. For Asia-Pacific countries as a whole, out of the 23 countries for
        which there is data, FDI is already greater than aid in nine countries. In other words, in 40 per cent of the
        countries aid is smaller than FDI. This is in sharp contrast with sub-Saharan countries, where – barring South
        Africa, Lesotho15 and
        Angola – no country has larger FDI than aid.
      


      
        In earlier phases, aid has contributed to poverty reduction in Asia. One of the early successes of aid was
        based on science and technology. The Green Revolution technology, based on publicly funded agricultural
        research, had a transformative effect on food availability, distribution and hunger. The large mass of the
        Asian population has not faced the threat of famine in independent Asia, partly because of the huge success of
        the seed–water–fertiliser package that formed the base for the Green Revolution.
      


      
        
          Table 10.1 Aid
          and FDI comparison in Asia and the Pacific
        


        
          
            
              	Country

              	Aid as % of GDP

              	FDI as % of GDP
            


            
              	
                

              
            

          

          
            
              	Bangladesh

              	1.9

              	0.1
            


            
              	Bhutan

              	12.4

              	0.1
            


            
              	Cambodia

              	12.2

              	1.3
            


            
              	China

              	0.1

              	3.9
            


            
              	Fiji

              	1.8

              	4.1
            


            
              	Korea, Republic of

              	−

              	0.4
            


            
              	India

              	0.3

              	0.6
            


            
              	Indonesia

              	0.8

              	−0.9
            


            
              	Lao, People’s Democratic

              	16.6

              	1.5
            


            
              	Malaysia

              	0.1

              	3.4
            


            
              	Maldives

              	4.4

              	1.9
            


            
              	Mongolia

              	18.6

              	7.0
            


            
              	Nepal

              	6.6

              	0.2
            


            
              	Pakistan

              	3.6

              	1.4
            


            
              	Papua New Guinea

              	7.2

              	1.8
            


            
              	Philippines

              	0.7

              	1.4
            


            
              	Singapore

              	0.0

              	7.0
            


            
              	Solomon Islands

              	11.0

              	−2.5
            


            
              	Sri Lanka

              	2.1

              	1.5
            


            
              	Timor Leste

              	56.6

              	−
            


            
              	Thailand

              	0.2

              	0.7
            


            
              	Vanuatu

              	11.7

              	6.4
            


            
              	Vietnam

              	3.6

              	4.0
            

          
        


        
          Source: UNDP - Human Development Report 2004, New York
        

      


      
        The Green Revolution had a profound effect on hunger. Aid also played an effective role in the early stages of
        the transformation of east Asian countries, such as Korea, Taiwan and China. The east Asian development model
        had a combination of features – a competent civil service, a single political party
        with a development ethos, equity-enhancing reforms, high levels of savings and investment, investments in human
        capital, science and technology, and openness to the world in a private-sector-led development
        strategy.15
      


      
        Aid played an important supportive role within this model, assisting in institution and capacity building,
        raising investments and supporting education and technology acquisition. Many of the policies involved a strong
        role for the public sector in shaping markets and altering dynamic comparative advantage. Several aspects of
        the east Asian model are now part of the consensus on what is needed.16
      


      
        Aid to Asia will come to an end shortly. Most countries do not need aid and the total volume is too
        insignificant for the continent’s needs. Nevertheless, aid agencies can play an extremely effective role if
        they concentrate on policies and measures to target illiteracy and hunger. They have enough knowledge and experience to share with governments on application of mandatory primary education
        and measures to reduce hunger.
      


      
        Asia can provide a floor for the poor across the whole continent, similar to that which exists in regions such
        as Europe, where public policy during the nineteenth and twentieth century helped transform ruthless, uncaring
        societies into ones that provide a modicum of decency to all citizens. Particularly in the current environment
        of growing inequalities, such social investments can act as the glue that binds different groups together. The
        absence of such equity- and rights-enhancing programmes has historically caused considerable social
        convulsions.
      


      
        Reducing hunger and illiteracy across Asia has several dimensions; the principal policy elements were noted in
        Chapter 3. International aid agencies can supplement national efforts through
        resources and policy advice.
      

    


    
      4 Collective responsibility for environmental management


      
        Dust clouds across national boundaries, tensions over cross-border water scarcities, local environmental
        effects of energy, particularly coal mining, and global environmental effects of Asia’s economic
        transformation, all point to the need for regional management of common environmental issues. Asia is not about
        to sacrifice its rapid economic transformation. But over the last decade or so, a number of initiatives have
        been taken to pay greater attention to the environment. Sustaining this awareness and action is particularly
        critical in light of Asia’s increased contribution to global development. Over the past decade, various Asian
        governments have undertaken a variety of measures to control CFC emissions, vehicular pollution, better
        forestry management and so on,17 which were documented in Chapter 5.
      


      
        Global Environment Facility (GEF) resources help address global environmental challenges and new mechanisms,
        such as the global carbon facility, can help better environmental management.18 Asian governments and civil society groups
        have started paying much greater attention to the heavy environmental costs being imposed by the structural
        transformation of Asia. The 1997 crisis assisted in examination of the wider dimensions of development. Since
        the Earth Summit at Rio in 1992, virtually all the major Asian countries prepared national environmental plans.
        While these plans were ambitious and the financial resources they required for implementation were far beyond
        the carrying capacity of governments, they helped raise a new consciousness about the environmental
        consequences of rapid growth. Practical concerns about the scarcity of water resources, management of forests,
        the pollution effects of coal mining and Asia’s contribution to global climatic change have led to a change in
        government and citizen attitudes to environmental management. In addition to the emerging environmental issues,
        poverty takes a deep toll on the lives of those who do not have water and sanitation and are condemned to the
        slow death of cooking with biomass. Environmental challenges of poverty mix with those associated with prosperity. The next decade will require increased global collaborative efforts as Asia’s
        natural resources need to be mined with due care.
      


      
        The policy challenges for climate change and other environmental concerns were outlined in Chapter 5. Many of these, by their transboundary nature, require an alliance with Europe and
        America in particular. Such global alliances are crucial to develop demand for the technological innovation
        that European and American research can produce for better environmental management. Access to global funds can
        also be matched with national incentives for greater use of renewable energy, management of forest resources
        and efficient use of water resources. The Copenhagen summit in 2009 was symbolic of the collective
        collaboration needed.
      


      
        The elimination of mass poverty, the consolidation of peace, the expansion of freedoms and better management of
        the environment are the four achievements needed to cement Asia’s prosperity. Responsible Development can
        accelerate the pleasures of progress and cushion the ugliness of greed.
      

    

  


  
    Notes


    1 Freedom and responsibility


    
      1 On 15 September 2004 the United Nations
      Secretary-General KofiAnnan declared explicitly for the first time that the US-led war on Iraq was illegal. Mr
      Annan said that the invasion was not sanctioned by the UN Security Council nor was it in accordance with the UN’s
      founding charter. In an interview with the BBC World Service, he was asked outright if the war was illegal. He
      replied: ‘Yes, if you wish.’ He then added unequivocally: ‘I have indicated it was not in conformity with the UN
      charter. From our point of view and from the charter point of view it was illegal.’
    


    
      2 Iraq under Saddam Hussein had committed several acts of
      aggression but was not involved in the attack on cities on 11 September 2001, which gave the right of
      self-defence for an attack on Afghanistan but not on Iraq.
    


    
      3 Title given by Amartya Sen at his acceptance speech of
      lifetime achievement award conferred by UNESCAP. March 2007, Bangkok.
    


    
      4 For details see the Asian Human Development Report:
      Unequal Voices (UNDP, Regional Centre in Colombo, 2009).
    


    
      5 For details of the status of women in the Middle East,
      see the Arab Human Development Report on Gender (UNDP, New York, 2004).
    


    
      6 Asia’s Human Development Report: op cit.
    


    
      7 Inglehart, R. and Welzel, C. ‘What we know about
      modernization’, summarises their research on modernisation and democracy in Foreign
      Affairs, March/April 2009.
    


    
      8 The Trends in International Mathematics and Science
      Study (TIMSS) provides reliable and timely data on the mathematics and science achievement of US 4thand 8th-grade
      students compared with that of students in other countries. TIMSS data have been collected in 1995, 1999, 2003
      and 2007. TIMSS 2007 results were released on 9 December 2008.
    


    
      9 It is of course true that this investment in higher
      education in India was partially at the cost of primary education. For this neglect, see Noman and Weiner (1984).
    


    
      10 For an articulation of the market-shaping nature of
      east Asian development, see Wade (1990).
    


    
      11 A memorable phrase used by Alice Amsden in her book
      Asia’s Next Giant: South Korea and late industrialisation (1989).
    


    
      12 Alas many of these responsibilities are overlapping,
      leading to a jungle of responsibilities, which are currently being rationalised under the process of UN reform.
    


    
      13 This is a crude caricature of the arguments. For a
      more sophisticated treatment on the debate over civil and economic, see UNDP (2000b).
    


    
      14 For details, see Sen (1992b).
    


    
      15 Sen (1999).
    


    
      16 International agencies were typically too intimidated
      by governments to even mention corruption – an informal ‘ban’ that was only seriously removed in the 1990s.
    


    
      17 As Undersecretary of the US Army, General Draper was
      responsible for economic reconstruction of Germany and Japan under the Marshall Plan. His son, William H. Draper
      III, has a long history in the venture capital business. In 1981 he was appointed Chairman of the US
      Export–Import Bank. In 1985, he was selected to be Administrator of the United Nations Development Programme
      (UNDP).
    


    
      18 At its inception, the HDR was managed in UNDP by Inge
      Kaul.
    


    
      19 Internal review by HDRO, which has not been released
      to the public. This was done in 2002.
    


    
      20 UNDP (2002).
    


    
      21 This point was made to me frequently by Russian,
      Ukrainian and Spanish parliamentarians, as well as academics at the launch of Human Development Reports in these
      countries.
    


    
      22 Sixteen years after it started, HDR began giving some
      serious attention to the environment. This was treated as an important issue but not adequately integrated into
      the original human development framework. HDR 2008 dealt with climate change. The 2006 report dealt with water,
      sanitation and related environmental problems.
    


    
      23 This issue has been documented extensively by
      agencies such as the World Bank and UNICEF. See, for example, ‘Environment and Development’ in World Bank (1992).
    


    
      24 UNICEF’s excellent publications on water, sanitation
      and hygiene have covered these issues. See, for example, UNICEF and WHO (2008). This is the latest publication by
      the WHO/UNICEF Joint Monitoring Programme for Water Supply and Sanitation. The report details global progress
      towards the Millennium Development Goals (MDG) target for drinking water and sanitation, and what these trends
      suggest for the remainder of the Water for Life Decade 2005–2015. In recognition of the large sanitation deficit,
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    10 Responsible development in a vulnerable world


    
      1 In Asia, the experience of SAARC suggests that
      regional blocks do not reduce tensions. Nonetheless, neither India nor Pakistan have withdrawn from SAARC and
      have maintained one channel of official communication through a regional institution.
    


    
      2 The total population of the United States in 1930
      was, according to the 1931 census, 122 million.
    


    
      3 Global fiscal stimuli is
      approximately equal to 5 per cent of world income, the largest peacetime collective expenditure in history.
    


    
      4 The bailout of the US automobile industry had no
      economic logic but was the product of political necessity at a time of growing unemployment.
    


    
      5 The package of measures announced by US Secretary of
      State William Geitner in March 2009 was an example of major write-offs of toxic debt. Some economists, such as
      Paul Krugman (2009), doubted the wisdom of the specifics of the plan but there was a consensus that the fiscal
      stimulus could not work without restructuring of the financial system.
    


    
      6 Refer to G20 and European measures announced in April
      2009.
    


    
      7 American International Group (AIG) is an insurance
      corporation. It was one of the worst hit companies in the 2008 financial crisis. AIG’s share prices had fallen
      over 95 per cent to just $1.25 by 16 September 2008, from a 52-week high of $70.13. The company reported over
      $13.2 billion in losses in the first six months of the year. On 16 September 2008 the US Government, with the
      support of the Treasury Department, authorised the Federal Reserve Bank of New York to lend up to $85 billion to
      AIG.
    


    
      8 There has been widespread public discontent about the
      handing out of lucrative bonuses by financial institutions to their employees. For example, in March 2009, AIG
      announced that they were paying out $165 million in executive bonuses.
    


    
      9 Thompson and Paglen (2006); Human Rights Watch
      (2007); Dörmann (2003).
    


    
      10 The most prominent of these cases was that of
      Binyam Mohammad, a ‘ghost prisoner’ who was allegedly tortured by various government agencies across the world. A
      British Foreign Office Minister, Chris Mullin, in an interview with the BBC’s Panorama programme in 2005, expressed the worry that the ‘franchising out of torture’ could have
      allowed rendition of suspects such as Binyam. In 2009 Binyam came back to the UK and a serious investigation of
      MI5 involvement in his torture was announced by Britain’s attorney general.
    


    
      11 One of China’s fears is that nationalist forces in
      Taiwanese politics will force the issue and seek solid definitions of sovereignty, which may force China to react
      militarily. Retaining the delicate balance has also involved the US. Successive US administrations have, thus
      far, supported caution on the Taiwanese side, although some fear that the changing dynamic between the US and
      China may affect Taiwan adversely. In 2007, such fears were ignited by Taiwanese nationalist forces angered by
      Latin American governments cutting offformal recognition of Taiwan and switching that allegiance to China.
    


    
      12 For details, see Noman and Weinor (1991).
    


    
      13 There may be some exceptions, such as war-torn Afghanistan, where conflict conditions and a continuing
      low-intensity civil war may not permit mandatory primary education to be implemented.
    


    
      14 The Lesotho figure is due to the
      one-offinvestments in the massive Lesotho Highlands Water project, which supplies water to Johannesburg, South
      Africa. The Angola figure is determined by investments in mines, not manufacturing. The latter is the primary
      sector for FDI in Asia.
    


    
      15 These points were emphasised in Chapters 8 and 9.
    


    
      16 Issues such as the importance of the state in
      providing public goods and supporting the private sector have been, and remain, contentious. What is clear is
      that the Asian example was built around an effective state in support of private–sector-led development, with the
      precise mix of policies differing from country to country.
    


    
      17 Many of these initiatives were referred to in
      Chapter 5 dealing with environmental management.
    


    
      18 For details see Noman (1996b).
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