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1. CONCEPTUAL FOUNDATIONS OF
THE DEVELOPMENTAL STATE

Definition:
A developmental state is a state whose principal economic objective is
national development and which uses active intervention — including planning,
regulation, and coordination of industrial policy — to achieve that goal.
This approach goes beyond general regulation and views the state as a

leading actor of development.




CORE ELEMENTS OF THE
DEVELOPMENTAL STATE

1. The state is motivated by economic advancement

and proactively intervenes in industrial attairs

2. The concept is grounded in the East Asian experience
(Japan, South Korea) but compared with other regions

3. Development is shaped by political, bureaucratic,
and financial intfluences interacting within society.




DEVELOPMENT

a. Market-Led Development

e Growth primarily guided by market forces anc

e State play is limited to rule-setting (e.g., lega
basic regulation).

b. State-Led Development

MARKET-LED VS STATE-LED

private initiative

framework,

e The state takes on a central role in directing development:

resources, and guiding investment

structuring markets, prioritizing sectors, coordinating

e Developmental states use industrial policy, strategic planning,

and targeted support to shape economic outcomes.




EMBEDDED AUTONOMY
(PETER EVANS)

A developmental state must have a bureaucracy that is both autonomous
and socially embedded: independent from narrow private interests yet
connected with economic actors to guide policy etfectively.

This balance enables strategic coordination without capture by vested
interests.

Institutional Characteristics
1. Meritocratic Bureaucracy: Skilled and protfessional civil servants driving

policy continuity over electoral cycles.
2.Pilot Agencies: Specialized bodies that coordinate sectoral

development and implement strategy.
3.Planning & Coordination: Long-term national plans and cross-sector

coordination to align economic actors with development goals.




2.INDUSTRIAL POLICIES

Developmental states actively use industrial policies to reshape the productive

structure of the economy. Policies are selective and strategic, not neutral.

Instruments:
* Sectoral targeting:
- Priority given to strategic industries (e.g. steel, shipbuilding, electronics).
- Emphasis on industries with high learning potential and spillovers (Amsden; Wade).
* Technology policy:
- State support for technology acquisition, adaptation, and upgrading.
- Learning-by-doing rather than reliance on comparative advantage.
* Subsidies and incentives (SIDs):

- Conditional support tied to performance (exports, productivity).

Goal: accelerate industrial upgrading and catch-up with advanced economies.




COMMERCIAL AND FINANCIAL POLICIES

Commercial Policies
* Protection of infant/nascent industries:
- Temporary taritfs, quotas, and non-taritf barriers.
- Protection is conditional and time-bound, not permanent (Johnson; Wade).
* Export promotion:

- Incentives linked to export performance.

- Exposure to international competition to discipline firms.

Financial Policies
* Public and development banks:
- Provide long-term finance where private markets fail.
* Directed credit:
- Preterential loans to targeted sectors and firms.

- Allocation based on developmental priorities, not short-term profitability.




STATE-ENTERPRISE COORDINATION

e Core mechanism through which developmental states implement economic
strategy.

e The state actively coordinates actors, sectors, and policies, rather than relying
solely on market signals.

e Coordination occurs across public institutions (ministries, planning agencies,
development banks) to ensure policy coherence.

e Close coordination between the state and private firms reduces uncertainty and
supports long-term investment.

e Through embedded autonomy (Evans), bureaucracies remain autonomous from
private interests while being embedded in productive networks.

e Coordination allows the state to govern markets (Wade) without replacing them.

- Etftective coordination enhances learning,

discipline, and policy eftectiveness.




STRUCTURAL TRANSFORMATION

e The ultimate objective of the developmental state.

e |t involves a shift from low-productivity to high-productivity activities.

e Emphasis on moving from primary sectors to manufacturing and
technology-intensive industries.

e Markets alone often tail to generate this shift in late-developing
economies (Amsden; Wade).

e The state reallocates resources through industrial, frade, and tinancial
policies.

e Structural tfransformation requires technological upgrading and

learning.

- |t leads to long-term growth, employment change,

and improved economic resilience




3.EAST ASIAN DEVELOPMENTAL STATE MODEL

GDP per capita, 1950 to 2022 CnData
GDP per capita is a country’s gross domestic product’ divided by its population. This data is adjusted for
inflation and differences in living costs between countries.
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JAPAN

M.L.T.1 1949 Structural transtormation
Export oriented boom +10% GDP growth rate expansion
Japan Development Bank 1968 world's second largest economy
Industries in stages Industrial Giants (Toyota, Sony)

Japan: Growth Rates of Real GDP, 1888-2026

(% per year, centered 5-year moving average)

Postwar Recession "Growth Miracle"

OPEC /End of "Bubble

Shock Economy”

Sources: Maddisson Project Database (https://www.rug.nl/ggdc/historicaldevelopment/maddison/)
-15 and IMF Economic Outlook Database




SOUTH KOREA

Extremely poor country

Developmental state model
President Park Chung Hee's
authoritarian Regime

Economic Planning Board 1961

Miracle on the Han River, 70 Years Later
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4 DEVELOPMENT IN AFRICA:
BAD LUCK OR BAD POLICY?

Several structural and institutional factors have

impeded East-Asian style development:
e Weak bureaucracies and governance

e Dependency on commodities

e Limited tax base

e Poor state-business coordination

e Small domestic markets and infrastructure gaps



THE CPI USES A SCALE | ,
FROM 0 TO 100 Sub-Saharan Africa has the world's lowest average

score on Transparency International’s Corruption
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Limited Tax Base: the formal economic base in many African countries is small, constraining

government revenues. Tax collection is typically low - averaging only about 15-16% of GDP in Africa,

significantly below Asia, Latin America or OECD levels .

Tax-to-GDP Ratios Vary Significantly across African Countries
Tax-to-GDP Ratios, 2018

0% 5% 10% 15% 20% 25% 30% 35% 40%
QECD Average I 34.3%
Seychelles I 32.4%
Tunisia I 32.1%
South Africa I 25.1%
Morocco I 27 .8%
LAC Average I 23.1%
Cabo Verde I 21.2%
Mauritius I 20.4%
Lesotho I 20.2%
Namibia I 19.4%
Togo I 19.4%
Malawi I 158.3%
Kenya I 17.4%
Eswatini I 17.2%
Rwanda nE 17.1%
Burkina Faso I 16.8%
Egypt I 16.7%
Africa Average I 16.5%
SENEEEIR T R
Mauritania I 15.0%
Camerocon I 14.5%
Mali I 14.1%
Ghana I 14.1%
Céte d'lvoire I 12.1%
Botswana G 12.1%
Uganda p 11.8%
Madagascar I 11.4%
Niger NG 11.1%
Congo I 5.5%
Democratic Republic of the Congo mmm 7.5%
Chad I 7.1%
Equatorial Guinea I 6.3%
Nigeria NG 6.3%

MNote: The tax-to-GDP ratio for South Africa includes payments made by South Africa to the Southern African Customs Union (SACU) poaol.
Source: OECD/AUC/ATAF, Revenue Statistics in Africa 2020: 1990-2018 (OECD Publishing: Paris, 2020), https://doi.org/10.1787/14eledbl-en-fr.

Arokoyo, tax consultant:
“Many people and

businesses that are supposed to be

in the tax
base are not there. The reason is
that we don’t

have data on the businesses.”

Wainaina, Nairobi University's School of

Business:
“People, wherever they live,
including Africa, want to pay
taxes.”




PAST STRATEGIES AND WHY THEY FAILED

Import Substitution Industrialization
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Government Subsidization
of Vital Industries

Protectionism Mationalization Increased Taxation
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PUBLIC EXPENDITURE

Countries in Africa spending more public resources
on net interest than on education, investment or
health (2019-2021)

Public
expenditure Countries
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Source: UN Global Crisis Response Group

calculations, based on IMF World Economic Outlook
(April 2023), IMF Investment and capital stock
database and World Bank World Development
Indicators database.



RWANDA: SUCCESSFUL CASE

. Atter 1994 genocide, Paul

N Kagame's government
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Ethiopian Airlines leads in Africa

Passenger numbers (mn)

ETHIOPIA

e Ambitious experiment 2000-2010
e Government invested heavily in

Ethiopian Airlines
EgyptAir

Safair

Royal Air Maroc
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Passengers on scheduled flights for routes originating in Africa for both directions (January to November

MAURITIUS

Source: Cirium
e Over the decades Mauritius steadily diversified pillars of its economy into

©FT

tourism, tinancial services, ICT, and high-value agriculture. This was achieved
through consistent policies, strong institutions (a meritocratic civil service,
independent judiciary), and social investments in education.

e The result is a remarkably stable democracy with low poverty and
unemployment. 2023-> Full democracy, top 21 countries in the world.



5.THE POLITICAL DILEMMA:
DEMOCRACY VS DEVELOPMENT

Authoritarism

Asian Nations by Democracy Index(2023)

e COirigins of developmental states:
centralized power, aggressive
agendas
. Emergency justifications
e Quick decisions, fewer veto players
e Risks of authoritarism: repression
and lack of feedback, corruption,

No accountability
. “Get things done”
Note :- Autheoritarian Regime = 0.00 - 3.99 LTS
Hybrid Regime = 4.00 - 5.99

Flawed Democracy = 6.00 - 7.99 @dmnshmédc — D O u b | e — e d 9 e d SWO rd

Full Democracy = 8.00 - 10.00
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5.THE POLITICAL DILEMMA:
DEMOCRACY VS DEVELOPMENT
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Democracy
Accountability at a slower
pace
Multiple stakeholders
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Log GNI per capita PPP (avg 2010-2013)
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