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wages have very little to do with the efficiency of labour in the services performed. A data
analyst or a doctor in India or Malaysia is not necessarily less skilful or productive than their
counterparts in Europe, but he or she earns a lot less because the overall productivity of the
economy is much lower. And for most countries, there is no other way of raising overall

productivity than industrial development.

To avert potential difficulties in world markets for labour-intensive manufactures, larger
developing economies, such as China and India, will need to find ways of utilizing domestic
sources of growth more fully. It is true that growth of manufacturing and industrialization in the
first-tier NIEs depended heavily on expansion of exports, particularly at the early stages of their
development. However, these countries were poor in natural resources, and this necessitated a
rapid move into labour-intensive manufacturing to earn the foreign exchange needed for imports
essential for development. Moreover, they were small in size; collectively their population is
smaller than that of Guangdong Province in China. Thus, their industries needed to seek markets
abroad in order to achieve the necessary economies of scale in production. Indeed, historical
evidence demonstrates, in general, an inverse relationship between trade orientation and
economic size; among countries with similar levels of per capita income, the ratio of trade to
income tends to be lower in countries with larger populations. Therefore, countries such as China
and India can rely less on foreign markets for their industrialization than did the first-tier NIEs.
Indeed, the most dynamic markets for labour intensive manufactures can be established in these
countries themselves provided that policies emphasize broad-based growth as opposed to growth

driven by enclave export sectors.

A strengthening of regional economic ties among developing countries could also help
avoid many difficulties developing countries are facing at the global level. Conventional
economic thinking tends to dismiss regional arrangements as a second-best solution for meeting
development goals, and a potential stumbling-block on the road to a fully open and integrated
multilateral system. However, this conclusion is based on a somewhat utopian view of the global

economy. Where domestic firms still have weak technological and productive capacities, and the
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global economic context is characterised by biases and asymmetries, regional arrangements may
well provide a more supportive environment in which to pursue national development strategies.
In particular, for manufacturing sectors which are traditionally oriented towards domestic
markets, the regional context is useful for learning to adapt to the pressures of international

competition, and can provide a first step towards close integration into the world economy.

In East Asia the regional pattern of industrialization, sometimes described as a “flying
geese development paradigm”, has involved a progressively deeper regional division of labour
where trade and investment flows link countries at different levels of development, and industries
are relocated from one country to another in response to shifts in productive capabilities and
competitiveness (UNCTAD 1996, Part Two, chap. I). While this process is driven primarily by
markets, policy has also an important role to play in facilitating integration and ensuring its
stability and sustainability. In the current conditions of sharply increased global financial
instability, greater regional economic integration should also include increased monetary
cooperation designed to ensure stability of the regional pattern of exchange rates.? In this respect
useful lessons can be drawn from the experience of Europe after the collapse of the Bretton
Woods arrangements, which allowed the region to move successfully from various mechanisms
designed for intra-regional exchange rate stability to the EMU and the introduction of the euro in
1999. The arrangements should go beyond establishing a regional Fund with contributions from
reserves to help countries facing speculative attacks on their currencies, as proposed during the
1997 East Asian crisis. They should also aim at reducing the likelihood of financial crisis and
fluctuations among the bilateral exchange rates, and helping expand intra-regional trade and
prevent intra-regional exchange rate conflicts of the kind observed in Mercosur during the
devaluation of the Brazilian real in 1999 (Fernadndez-Arias, Panizza and Stein 2002; Eichengreen
2002). Consideration should thus be given to effective intra-regional surveillance over financial
markets, macroeconomic policy coordination, and mechanisms to sustain stable intra-regional

exchange rates.

22 For a discussion of the issues involved see Akyiiz and Flassbeck (2002).
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