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I must confess that I found this paper both interesting and frustrating. Interesting, because it is well written and tightly argued. Frustrating, because the logic behind it is not in sync with my own understanding of the way the world operates. The views presented here may well be as questionable as the paper itself, but the point driven home is that a wrong diagnosis can be extremely dangerous as it would warrant wrong prescriptions that may do more harm than good.

The thesis presented in the paper, at the risk of oversimplification, runs as follows. The export promotion drive forces the economies to maintain not only a low wage regime, so as to keep costs low, but also an undervalued exchange rate regime, so as to be competitive.   High import content and obsession with new technology compels these economies to earn more foreign exchange through increased exports. Hence the need to export at whatever cost. All this is viewed as a futile attempt to lift oneself out of poverty. This sounds very much like a vicious circle. It would then follow that the solution is not to depend on exports but look inward instead.

I do not subscribe to the above logic. First of all, the preceding thesis flies in the face of the doctrine of comparative advantage. No country can be absolutely self-sufficient and efficient at the same time.  God Almighty has distributed the resources in such a way that we all have to be interdependent. Even if a country has absolute cost advantage in all productions, its comparative advantage calls for specialization. The fact remains that many goods would cost more, if produced at home than if they were to be imported. God-given resources are best used, if each country were to specialize in products which it can produce more cheaply than others and have them exchanged for other goods which would cost more to produce at home. A country needs to export because it wants to import. A country wants to import because it is more efficient to do so than to produce everything at home.  No country would want to export for the sake of it. It will be wrong to dismiss this as a simple text-book stuff.

Second, labor cost accounts for only a small proportion of the total cost of production. Even in labor-intensive manufacturing, wages represent less than one-third of the total costs. Other costs include transportation cost, telecommunication cost, transaction cost, etc. To be internationally competitive, a country has to reduce unit cost, not just wages.  Besides, low wages do not necessarily mean low labor cost, if productivity is also low. In some countries, wages are high and yet labor cost is low, thanks to high productivity.

Third, the East Asian experience has shown that export orientation can lead to higher wages and better living standards for the workers. There is empirical evidence to suggest that, in East Asia, workers in export industries, on the average, earn more than their counterparts in non-traded activities and that multinational corporations (MNCs) pay higher wages than do their local counterparts. 

Fourth, while it cannot be denied that wages tend to be considerably lower in primary production than in manufacturing, more efficient producers do pay higher wages than do the less efficient ones. Thus, for example, Malaysia took rubber from Brazil, palm oil from Nigeria and cocoa from Ghana and became a leading producer and exporter of these commodities, not by suppressing wages but by investing heavily in R&D and raising productivity. In fact, wages paid to workers in plantations in Malaysia are higher than those paid by the competitors and yet unit costs in Malaysia have been considerably lower. 

Fifth, several studies have shown that countries with high export-GDP ratio tend to have a faster economic growth than countries with low export-GDP ratio, although there are notable exceptions.  However, there is no suggestion that export promotion is the best way to grow. It will be incorrect to make generalizations out of particular cases. Small economies, in particular, need to specialize and look beyond their small domestic markets. The options which large economies have in this respect are not available to the small ones.  To be sure, this line of reasoning does not necessarily lend support to a “policy bias” in favor of exports. What this really calls for is a “neutral” policy that does not discriminate between production for exports and production for the domestic market. It is in this sense that I do share the concerns of the authors that the bias in favor of export production has led to the neglect of the production of wage goods in some countries.

This leads me to the issue of subsidizing the wage goods sector to keep prices of such goods low so as to support the low wage regime, which the authors contend is needed for the export promotion strategy (p. 14).  It is argued that both wages and wage goods are suppressed, with subsidy being the policy tool (P.21). It would appear that, on the one hand, the export bias diverts resources away from the production of wages goods and, on the other, subsidy would encourage the production of such goods. It is clearly a case of one policy distortion neutralizing another.  If it is cheaper to import wage goods than to produce them at home and more profitable to produce goods for the export market than to produce for the domestic market, I see nothing wrong with that, as the country will be better off doing exactly that.

I find it difficult to accept that the recurring famines in Africa had anything to do with their effort at export promotion (p. 7). I would argue that mismanagement; misappropriation and corruption represent far more potent explanatory variables for the economic malaise that plague many African nations.  

Are imported inputs a problem? The paper refers to foreign exchange constraints and the burden that imported inputs impose on limited foreign exchange (p. 8). I find this argument somewhat weird.  Imported inputs are eventually re-exported! Countries that have had stringent domestic content policy have lost out where domestic substitutes cost a lot more than imported inputs. What matters is the size of the value-added. 

I agree with the authors that export orientation carries with it enormous risks, especially in terms of exposure to external volatility.  Prices of commodities are highly unstable. Even manufactures are not free from instability, as in the case of electrical and electronic products. However, it is incorrect to attribute the current problems faced by Indonesia and Malaysia entirely to such cyclical fluctuations (p. 12), as the current problems of these countries are largely structural in nature. It is easier to handle cyclical changes than structural ones, as the experience of these countries have shown.

I also agree with the authors that devaluation to make exports competitive is a wrong policy  (p. 17). Countries that rely on undervalued currencies for marketing their export items are doing themselves a great disservice. Such a policy can only provide short-term benefits. It can lead to competitive devaluation among competing countries. Besides, undervalued currency would make imports more expensive and raise production costs, given the high import content. But, then, not any or every devaluation is bad. If a currency is overvalued, a correction is needed. If not, the advantages gained through innovation and productivity will be lost, as the country will be pricing itself out of the market by stubbornly holding on to an unrealistic exchange rate.

The paper is critical of the dependence on imported machinery and yet it classifies countries with falling imports of machinery as “poor performers” and countries with growing imports of machinery as “good performers” (p. 18). Imports of machinery are a function of investment activities in a country, both foreign and local. It may or may not have anything to do with the market orientation.

I find Section 3 very puzzling. As a Muslim I understand the Islamic injunctions on wastage. But I am not so sure if this principle can be stretched in such a way as to enable us to hang on to old technology so long as it works and to turn away from a new one while the old one is still working. The authors are critical of the Muslim world’s “subservience to the costly technology” (p.30).  But, they stop short of defining the term “costly” technology.  What makes a given technology “costly” is not the price tag, but its ineptness in application. Seen in this sense, an inappropriate technology, even though cheap, can be costly in terms of opportunities forgone. Arguably, the most appropriate technology is one that can ensure lowest unit cost. 

If continuing to work with an old machine is more costly than working with a new one, in terms of competitiveness, then it is only logical that we choose the latter option, even though it would mean laying the old machine idle. One may invoke here the principle of preference for the lesser of two evils. By hanging on to old technology simply because we must avoid wastage, we would inadvertently allow others to be way ahead of us.

I cannot agree more with the authors that “power” comes with “a lead in science and technology” (p.32), but I find it difficult to reconcile this with the concern for obsolescence and waste. Yes, Muslims must strive to become strong nations and economic power is the most important element of strength as stressed in the paper (p.33),  but then the authors are preoccupied with how to make economically obsolete technology work again (p.35).

I fully support the authors’ call for closer cooperation among Muslim countries, but not the rationale behind it, i.e. to increase the demand level so that economically obsolete technology can be put to use again. There is a presumption that insufficient demand makes a given technology economically obsolete and that economic obsolescence will disappear once demand is sufficiently increased. This is questionable. Demand is a function of price and income. Technology that reduces price and raises income is clearly superior to technology that keeps cost high and income low. 

The proposed common market strategy, to avoid economic obsolescence of readily available technology, will only make Muslim nations backward and weak, both economically and technologically. It will create a technology divide between the Muslim world and the West. Muslim countries will have to compete not only with the rest of the world but also among themselves on the basis of price and quality. Both quality and price depend on technology. Efficiency is also an Islamic virtue. We should learn to use God-given resources most efficiently, and technological upgrading and innovations are therefore necessary. 

Economic cooperation should be aimed at breaking trade and investment barriers among the Muslim countries so that resources can flow freely. This will lead to a more efficient allocation of resources in the Islamic world. Efforts should be directed not at making economically obsolete technology work, but at technological innovation, if not revolution, through cooperation in R&D activities by pooling and sharing the resources. This underscores the need for Muslim countries to “leapfrog” to regain technological supremacy. Muslim countries can make a strong impact by working together than by going it alone in such endeavors and only then will they be able to steal the thunder away from the West.  Put differently, it will be more meaningful if economic cooperation among Muslim countries is aimed at making new technologies economically viable, instead of simply keeping the old ones alive.

Finally, in any case, economic cooperation will call for more exports and imports, even if these are conducted largely among member countries rather than with third countries. The principle of comparative and competitive advantage is still relevant. We cannot run away from the need to export and import, a point frowned upon at the start. Besides, globalization that is currently underway will leave us with very little options.

I must hasten to add, before I conclude, that the thesis presented by the writers is internally consistent and logical. My own comments have admittedly been influenced by my own biases. Perhaps, all this arises simply because we come from regions with very different experiences and perspectives. The jury may well be out on this. 
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