“Could China’s Rise Be Africa’s Wake-Up Call?––Exploring the Learning Curves of the Chinese Model of Development”

Introduction

When economic historians write the development record of the last decades of the 20th century, they will have good cause for casting China as the success story of that fin de siècle. From 1979 to 1997 China’s annual GDP grew by an average of 10 percent, an accomplishment matched (and surpassed) only by the former Soviet Union in the 1920s and 1930s. Chinese industrial production in the late 1990s was seven times larger than in 1978, and total trade fourteen times larger. Economic growth in China has resulted in improved living standards: real income per capita more than quadrupled between 1979 and 1997, thereby lifting more than 200 million out of absolute poverty (World Bank, 1997). Chinese steel production increased by 50 percent between 2000 and 2004, evidence of a buoyant industrial sector ready to churn out durable goods for the largest middle class in one country in history and the world economy (Avery, 2005). 


Historians are less likely to be excited about Africa’s economic performance during the same period, and indeed since decolonization in the 1960s. By every imaginable index of socio-economic performance, Africa has been moving backward rather than forward. Sub-Saharan Africa accounts for just 1 percent of world industrial production, down from 4 percent in the 1960s. It experienced virtually no economic growth in the last two decades of the 20th century, in spite of Structural Adjustments Programs (SAPs), which were supposed to set Africa on a path of sustainable development. It continues to be ravaged by HIV/AIDS, which has drastically reduced life expectancy in some countries (e.g., Botswana, where adult life expectancy is now under 40 years). It is home to more than half of the world’s poorest countries.

Naturally, the polarity in economic and social achievement between China, the world’s most populous country, and Africa, its poorest continent, invites scrutiny, as well it should. This article seeks an answer to the following, two-pronged question: What is the key to Chinese economic success, and can Africa borrow it to unlock its own development? The first part of the question entails a detailed examination of the economic reforms launched by Deng Xiaoping in 1979, while the second part explores the limits and possibilities of their adoption in –– or, perhaps more accurately, adaptation to –– the African milieu. 
Methodological Challenges

Any comparative analysis always runs the danger of examining phenomena that are so fundamentally different as to make the enterprise a risky endeavor. A study of economic history and policy in China and Africa must recognize these limiting factors.

Firstly, and most obviously, China is a nation-state while Africa is a continent. This difference is very significant, inasmuch as one government makes authoritative decisions in China, while in Africa 50 do so. Hence, whatever the secrets to Chinese economic success, they may not be so easily unraveled by African governments of differing administrative capacities, ideologies and leaderships. Africa’s political atomization also makes for more restricted movement of goods and people across space, as well as systemic differences in such important determinants of economic performance as natural resource endowment, law, money, security, weights and measures, human capital –– not to mention the less well-understood (and more controversial) influence of culture. 

Secondly, China and Africa do not have the same geography: one is on the western end of the East-West axis while much of the other pivots along the North-South axis. Differences in geographic location have development consequences, not least in terms of the receptivity to technological innovation, the compatibility of eco-systems (which facilitates the transplantation of new crops and animal species) and ease of travel (Diamond, 1997). Geography may not be destiny but it is not a negligible quantity in economic history, or, for that matter, history tout court. It was kind to China, most unkind to Africa, in the late 20th century. China was fortunate to be surrendered by success stories from which it could learn and which were also major investors in its economy. African countries, by contrast, are beset by poverty in their neighborhood. 

Thirdly, it is possible that China’s success may be due to factors that are unique to China, in which case it would be extremely difficult for any aspiring developer to use the Chinese model to its advantage. In some ways China has been the beneficiary of the self-fulfilling prophecy of high achievement, which works approximately as follows. The world expects China to be a great power and the largest market in one country in history. Consequently, foreign investors flock to China in the hope of establishing a presence before it is too late; they are even willing to incur short-term financial losses and put up with institutional shortcomings,
often in return for little more than expectation of fabulous profit taking. In part because of this (irrational?) exuberance, China becomes the success everyone predicted it would be. No such expectation, of course, obtains with Africa, which lacks China’s natural clout (e.g., 22 percent of the world’s population); as a result, investors stay away, the continent is starved for capital, and its development remains mired in the rut. But there is more to China’s success than just who (or what) China is. After all, China has been the world’s most populous country for a long time, and until recently was in rear of the development queue. India was a laggard until the 1990s.   

In spite of the aforementioned differences between China and Africa, meaningful comparative analysis is both possible and useful. For the object of any scientific inquiry is as much to reject as to affirm. Quite simply, we are interested in both the possibilities and limits of the Chinese model in Africa, its learning curves, as it were. Besides, it has long been a tenet in the social sciences that economic development, for good and ill, has “demonstration effects.” Most of the great academic debates since World War II, from modernization theory to dependency theory, from neo-liberalism to post-modernism, have been underwritten by the exportability and desirability of this or that economic model. The Cold War was about the same issue. The architecture of international relations since 1948, with its multilateral institutions strewn throughout the globe, reflects a profound belief in the transmutation of economic development and, on a less flattering note, a hubris in western capacity to bring it to the “rest.” In brief, we would not be the first to attempt the kind of metastasized analysis expounded in this article, although we clearly recognize the constraints.  

The Chinese Way

China’s approach to economic development is based neither on laissez faire nor command principles. The first suggests a political economy in which market forces totally dictate resource allocation, with government relegated to providing basic public goods including security. The second connotes the obliteration of markets and their total replacement by the state, which owns all productive assets and makes production decisions based (ostensibly) on social needs rather than profit making. 



Chinese attempt at economic development since 1979 belies the aforementioned extremes. Many of China’s reforms run counter to the tenets of neo-liberal dogma, with its emphases on deregulation of capital markets, currency devaluation, privatization of land and state-owned enterprises, free trade and the like (Hsu, 2000). At the same time, China has clearly moved away from a command economy, which historically has had these characteristics: central planning, collectivized agriculture, state control of industrial assets, an egalitarian ethos, etc. Chinese economic policy is completely non-ideological, even though Chinese officials in the Deng era occasionally give and wink and a nod to socialism (always with the qualifier: “with Chinese characteristics”). 



Instead, China has followed in the footsteps of other Asian developmental states, such as Japan and South Korea. In these countries, as well as Malaysia and Singapore, states “intervene actively in the economy in order to guide or promote particular substantive goals (e.g., full employment, export competitiveness, energy self-sufficiency),” but do not own the means of production outright (Chan, 1990a:47). There is more state ownership in China, because of its history of a command economy, but it is moving toward a mixed system, in which the state’s role is akin to that of an orchestra conductor rather than one of its players. 



Chinese economic reforms have proceeded in broad stages, reflecting the inherent caution of incremental policy making and permitting for adjustments. Chinese economic success is due to the directing role the state has played in these key areas: agriculture, finance, industry (i.e., manufacturing) and education. Reforms in these areas were preceded by China’s attempt at controlling population growth through its one child policy, although there are debates as to the efficacy of this policy in slowing population growth and its effect on economic development.
 But there is not much doubt that improvements in agriculture, finance, industry and education are crucial to African development, as they have been for China and previous developers.

Agriculture 

China has pursued land reform based on the so-called household responsibility system, which is “equivalent to the granting of private property rights through a state lease of land…The duration of the lease may be any number of years or, in principle, it may be in perpetuity. Ownership is not relinquished by the state, but the rights to use and to obtain income are exclusively assigned to the lessee. The right to transfer or to sell the leased resource may take the form of subletting. Various dues exacted by the state may be lumped together in the form of a fixed rent, and since this rent is paid to the state it becomes a property tax” (Chan, 1990b:22). 

The household responsibility system (henceforth HRS) infuses incentives in Chinese agriculture, which are important to improving performance, without relinquishing overall state control of the sector. Ultimately, the state retains property rights over land, which, in theory, gives it significant power in the rural economy. It can allocate land use rights based on criteria set by the Chinese government; it can even alienate land from agriculture and toward other purposes (the Three Gorges Dam being, literally, the most gargantuan example). 

At the same time, the requirements embedded in the HRS put the onus on Chinese farmers to prove their “deservedness” while giving them complete control of rural surplus value (after taxes, of course). This frees the state from having to undertake the kind of investments in the rural economy that might have crowding out effects on other priority sectors, but it also gives Chinese farmers enough incentives to increase production. Along with the HRS the state encourages the development of town-village enterprises (TVEs), which are intended to break the historical dichotomy between agriculture and industry, by fostering the integration of these activities. This is reflected in the quintessentially Chinese dictum: “leaving the land but not the countryside, entering the factory but not the city.” The results?



The success of land reform in China has been mixed. In the first five years (1978-1984) grain, cotton and edible oil crops increased by 4.8 percent, 7.7 percent and 13.8 percent, respectively, compared to average rates of increase of 2.4 percent, 1.9 percent and 0.8 percent from 1952 to 1978 (Chen et al, 1999a). In 1950 grain production in China was 90 million tons. It increased more than four-fold in 1984 to 407 million tons, but was only 322 million tons in 2003, after four years of consecutive decreases between 1998 and 2003 (Brown, 2004). 

The reasons for falling grain production, however, seem to have less to do with the limits of the HRS and more with these factors: a rural labor shortage as Chinese peasant farmers seek higher income in the non-farming sector, desertification especially in the areas bordering the Gobi Desert, competition for water between China’s farms and its cities, decision by Chinese farmers to shift to higher income-generating farming activities (fruits and vegetables and animal raising) and, perhaps more importantly, the transformation of farmland into industrial parks, housing units and highways (farmed areas shrank in China from 90 million hectares in 1998 to 76 million in 2003).   

Nevertheless, China has been closer to achieving self-sufficiency in food production than at any time in its history. This is not a minor feat, considering that there are 11 million more people in China every year. Indeed, China has less than 7 percent of the world’s arable land but 22 percent of its population.  Periodic famines had been the bane of the Chinese until the 1970s. Since land reform none has occurred and rural poverty has been cut, even though Chinese economic development, it is true, has been significantly more beneficial to urbanites and coastal residents of southern China. 

But the bigger story here is that economic development in general is not sustainable in the absence of agricultural development in particular. It is one of the irrefutable facts of economic history that there has never been a country or region that became prosperous without a substantial capacity to feed itself, short of pillaging and plundering others so able. Well-fed workers have more energy, hence can work longer and harder; they are healthier, thus lose fewer days to illness; and they live longer, which results in their spending more time in productive activities than those who succumb early to malnutrition and disease.  In the recent past, agriculture has contributed to economic development more directly by providing the “primitive capital” necessary for industrialization. 

The other lesson to be drawn from China is that increasing farming output does not necessarily mean privatizing farmland. Private ownership is but one incentive to economic performance among many.  In Africa, where land ownership patterns are surprisingly similar to China’s –– chiefs are the nominal owners of land in much of West Africa, e.g., Ghana –– the China experience with land reform may be especially relevant, hence the necessity of further analysis (next 2 paragraphs). Furthermore, Africa has a landmass much bigger than China’s with about half of its population. The continent may have an easier time achieving self-sufficiency but not without real efforts of the type that China has undertaken. 

The HRS was introduced in China four times since the revolution, the last one being in 1978. On every occasion it was implemented on a limited basis (e.g., in Guizhou, Anhui and Sichuan provinces), where it was tested before being expanded. This allowed for problems to be caught relatively early, as well as for a variety of experiments with land reform on the same HRS theme throughout China. For example, family size was initially the primary consideration for distributing HRS plots in the latest cycle of reform. It soon became clear that this approach may have fostered equality but not efficiency, as equal distribution often resulted in sub-optimal plots that could not sustain but the most stingy of farming efforts.

To achieve economies of scale, China allowed the so-called two-land system in Pingdu province, where plots were divided between those devoted to growing food for household consumption (kouliang tian) and those reserved for commercial farming (chenbiao tian). In the first equity was the driving principle for distribution, in the second efficiency was the overriding value. Farmers who had the inclination and ability were allocated larger parcels for commercial farming (which meant contract farming with the government). In Shunyi collective farms (re)emerged in the 1980s. They were facilitated by their location in areas of high rural industrialization, as well near major cities with sound infrastructure where mass-produced agricultural commodities could be taken quickly to market. In Nanhai farmers became land “shareholders.” They could turn land use rights into land shares. In this way, individual plots could be amalgamated into bigger ones cultivated by farming teams. Individual farmers, now “shareholders,” received their benefits in the form of dividends and, in theory, could make their voices heard at shareholders meetings. In this way, too, farmers did not have to give up their land use rights when they seek employment outside of the farming sector. They could straddle between country and city, farm and factory. 

Again, the lessons for Africa could be potentially significant. It may never be possible (or, for that matter, desirable) to have uniform land reform and farming practices in Africa. Southern Africa, with its extensive experience in commercial agriculture on large, mechanized farms and cooler climate would be a natural candidate for growing grains, while the Great Lakes area, with its mountainous topography and population density, may be more suitable for labor intensive farming on family-owned plots. The experience of China suggests that a variety of farming systems can coexist, but their collective success hinges on an overall commitment to food self-sufficiency in the context of an incremental approach to policy making, whereby local specificities dictate production organization.

Finance

The financial system is the lubricant of any modern economy. When it ceases to grease the wheels, the economy grinds to a halt. Every major downturn in economic activity in recent history can be traced to financial shortcomings, including the Asian financial crisis of 1998. The importance of a financial system stems from the fact that a good many investments, whether by privately owned firms or government, require capital that cannot be garnered internally. A good financial system does two things:  mobilize capital (i.e., savings) and direct it unto areas of high return on investment (ROI) and low risk. In reality, because the two conditions pertaining to investment seldom obtain perfectly and proportionately, the managers of a good financial system, in their fiduciary capacity, are expected to make “reasonable” judgments in trading off (and balancing) profit and risk. 

The pathologies of Africa’s financial system are one of the causes of the continent’s underdevelopment. Savings rates throughout Africa are extremely low,
 as a result, banks lack capital to finance large-scale investments. But even moderate-scale investments cannot find financing. The environment in much of Africa is perceived as risky, banks, therefore, levy high interest rates on loans and place cumbersome requirements on borrowers, which force many small firms to seek financing in the informal sector, forego expansion and (or) raise capital internally (through savings).
 Furthermore, bank lending in Africa tends to be of a political, rather than commercial, character:  politically connected “big men” are lent money, “small boys” are kicked to the sidewalk, or otherwise discouraged from even knocking on the door. 

Stock markets are only at the beginning stages, and many probably cannot become viable, because of the limited number of companies on their listing, the absence of clear and enforceable regulations and the lack of an independent judiciary, all of which are likely to scare off investors, both domestic and foreign. Bond markets cannot take off, until there are credible rating companies, such as Moody’s and Standard and Poor’s, and independent accounting of the books of bond-issuing firms and governments can be undertaken. In sum, a capital market will not emerge in Africa in the absence of accurate information and its full disclosure to investors and the public at large, not to mention effective regulatory regimes.  

The Chinese financial system is beset by many of the aforementioned ills: four state-owned banks intermediate 75 percent of the capital in the economy, which means that securities markets are very modest; state-owned enterprises (SOEs), many of which are in the red, absorb a large share of bank loans while private enterprises receive only 27 percent of loan balances; between 25 and 40 percent of bank loans in China are non-performing loans (NPLs) (buliang daikuan), which entails that most will have to be written off (Farrell and Lund, 2006). 

On the positive side, China’s financial system is one of the best in the world at mobilizing resources. The savings rate in China is extremely high: On average Chinese citizens save 25 percent of their disposable income, most of which (86 percent) goes to bank deposits (checking accounts) and savings accounts. This means that Chinese banks are awash in capital. Furthermore, the “spread” –– what banks pay in interest to depositors and what they earn from interest charged to borrowers –– is extremely generous (but this feature is undercut, once again, by NPLs). China finds it itself in the enviable position of having a financial system that lends at nearly twice the rate of the Gross Domestic Product (GDP), but one that still lags behind deposit growth (Taylor, 2006). Simply put, Chinese banks cannot lend as fast as Chinese citizens are depositing. In addition, of course, China has been a magnet for direct foreign investment. 

The “problem” in China, once again, is that the mainly state-owned banks are also pressured into lending to state-owned enterprises (SOEs) for political reasons. Chinese economic growth continues, because investors essentially brush off the weaknesses of the financial system. This apparent nonchalance is based on the expectation that the Chinese state will intervene to prevent a contagion similar to the Asian Financial Crisis, which it has in fact began to do by recapitalizing the problematic state-owned banks and shifting their (NPLs) to asset management companies (AMCs). This has had the effect of making Chinese banks less insolvent than they might otherwise be. China’s enormous foreign currency reserves (819 billion USD) –– made possible by its trade surplus –– provide further confidence in its overall economy and its specific ability to clean up after the banks.

The only way China’s economy can collapse via the financial system is through an old-fashioned bank-run by Chinese nationals equivalent to the one carried out by currency speculators during the Asian financial crisis. Such a scenario, in our view, is unlikely because a bank-run is essentially a psychological phenomenon, stemming from people’s sense of the impeding collapse of a government or an economy. China’s political system is unlikely to experience a fate similar to the former Soviet Union, ironically, because economic performance in the past decades has infused Chinese authoritarianism with a degree of legitimacy that the Soviet system had long lost. Chinese citizens are likely to throw their lot behind a regime that delivers prosperity even if it denies them the vote.

Furthermore, the fundamentals of the Chinese economy are sound: growth rates hover around the high single digits (7 – 9 percent), the yuan renminbi is stable (though undervalued, according to the U.S.), foreign currency reserves are aplenty, savings rates are high, energy production is rising (with the Three Gorges Dam soon to be operational) and domestic consumption is booming. Finally, China places strict limits on capital flight, which leaves Chinese depositors with nowhere to put their money (except perhaps under the mattress). In fact, capital controlled by overseas Chinese has been pouring back into China, not leaving. Even if Chinese nationals should decide to spend more instead of saving, this would be good for China and the rest of the world, for it would mean a shift a away from economic performance based on investment growth to one based on consumer spending (à la the U.S.).  

The informal relationship among Chinese banks, state-owned enterprises and government officials is not dissimilar from the somewhat more formal relationship among these same actors elsewhere in Asia, such as exhibited in the chaebol system in South Korea and zaibatsu in Japan. These are conglomerates of banks and industrial enterprises that, in the case of South Area, are family-owned and encouraged by state officials to cooperate. China, therefore, is not doing in practice what has not been done by others before. One of the advantages of this type of cross-sectoral cooperation is that it makes for rapid availability of capital to industrial firms that wish to expand. 

The tremendous success of the Asian countries with export-led growth is in part due to the fact that manufacturing enterprises could count on sister organizations in the financial sector for capital. Western neoliberals have tended to view this behavior negatively in China, perhaps because the enterprises in question are state-owned and their ideology will not allow this post-Cold War heresy. They forget, however, that it has been a strategy employed by other Asian countries to capture foreign market shares. There is evidence to suggest that China is using its SOEs to export capital. In Africa Chinese state-owned enterprises are in construction, oil exploration (CNCP and SONATRACH in Algeria and Sudan) and telecommunications (Jeune Afrique l’Intelligent, 2004). Besides, as long as idle capital has to be absorbed, it might as well be by entities with social commitment (for example, to employment and decent wages), such as state-owned enterprises. 

Industry (Manufacturing)

This is arguably where China’s success has been most often recognized. China has done a number of things to become, as the French like to put it, “the world’s factory,” some not laudable from a normative standpoint, but most should be at least of interest to Africa. China has required foreign firms that wish to sell their goods on the Chinese market to build production facilities (i.e., firstly factory but secondarily warehouses) so that goods sold to China are actually made, or at least assembled, there. China has encouraged direct foreign investment, which has been a boon to those Chinese firms that do not have access to capital or need technology transfer. It has created Special Economic Zones (SEZs), where the normal rules of doing business are relaxed (more on SEZs in the next section). It has maintained tight control over labor –– this is the not-so-laudable part –– by outlawing independent unions, regulating wages (which means keeping them low), requiring workers to work long hours, and, through residency permits, fostering labor triage.
  It has invested massively in building dams, highways, bridges, airports, seaports, civic buildings, and, in Beijing, venues for the 2008 Summer Olympics. In sum, while China has been cutting social spending, it has been increasing fixed capital spending, mitigating somewhat the potentials for civil unrest caused by state abandonment of socialist policies. Investment in infrastructure also underlies China’s success in manufacturing, as shown in the experience with the SEZs. 

The State Council of China – the highest executive body in the PRC – authorized the creation of the first SEZs in 1979 in the provinces of Guangdong and Fujian. The choice was not entirely coincidental. These provinces were located in China’s southeast coast, a geo-strategic area rich in labor resources and a cosmopolitan culture, which shared linguistic and economic ties to overseas Chinese business communities in Hong Kong (then still a British possession), Taiwan, Macao and even Singapore. (Wei, 1999a). The idea was that rising labor costs in Hong Kong and Taiwan made southeast China attractive to investors seeking to relocate without leaving the region altogether. In addition, China could use the experience in the SEZs before deciding whether to extend it to other parts of the country. In other words, the SEZs in Guangdong and Fujian were to serve, in part, as incubators for market reform. Thus, China did not embrace the market wholesale. 

In Guangdong the SEZs were located in Shenzhen, Zhuhai and Shantou and in Fujian Province there was one SEZ in Xiamen. (For those unfamiliar with China, the four zones were located either near Hong Kong, Taiwan or Macao.) The SEZs were not the usual free trade zones thrust upon developing countries by donors in the name of liberalization; they were more than semi-industrial enclaves where multinational corporations received generous tax breaks in exchange for creating a limited number of jobs with few fringe benefits, and with no visible connection between their activities and the rest of the economy. Instead, the goal of the SEZs was “to experiment with the development of an outward-looking, market-oriented economic system, and to serve the country as a ‘window’ and a ‘base’ along these lines…the rest of the domestic economy could be connected to the outside world through the window, without leaving the door wide open” (Wei, 1999b:49). 



In other words, the SEZs were laboratories for experimenting with market reforms, which suggest that Chinese leaders were skeptical of embracing capitalism without conditions and certainly without any demonstration of its merits and demerits on a limited basis before expanding the market system to the entire Chinese landmass. Also, the SEZs had another, less heralded, function; they were to showcase the strengths of the market system, so that the rest of the Chinese economy, which was still under the institution of central planning, could learn new managerial and production techniques that would make the state-owned enterprises efficient. 



Even though industrial activities were privileged in the SEZs, agricultural, financial, tourist and R&D ventures were encouraged as well. More importantly, Chinese state-owned, as well as non-state-owned enterprises, could also set up shop alongside the newly-established, mostly foreign-owned, firms in the SEZs. All were encouraged to establish linkages with firms outside the SEZs, which facilitated technology transfer and the (limited) integration of the SEZs in China’s overall economy. 

The SEZs were not created out of thin air. The Chinese government incurred  significant startup costs to bring them about. The SEZs were to be self-standing entities with their own sewer system, electrical power grid, housing stock, health facilities, schools and of course factories and storage facilities. The aforementioned are what economists call fixed capital, and almost half of it (48 percent, to be exact) in Shenzhen, the largest SEZ, was provided by Beijing in 1979. State appropriations declined significantly as the SEZs became more mature and capable of attracting private funding (from banks, for example) or could raise whatever capital they needed internally.


In addition, the Chinese state issued a set of policies and regulations governing the operations of the SEZs that no doubt facilitated their success. According to one scholar, “The regulations concerned such matters as equity ratios of foreign investors, the length of contract periods, employment and wages, land use, corporate and individual income taxes, business regulation, entry and exit procedures, foreign-exchange transactions, technology transfers, patent rights, and visa applications” (Wei, 1999c:50). 


China did not simply designate parts of its territory as SEZs and blindly invite foreign investors to come in. SEZs and other institutions like them (e.g., often called Free Trade Zones, FTZs), in order to be of benefit to the host country, require transparent and enforceable rules regarding such things as whether foreign investors will be allowed to claim sole ownership of their enterprises or form partnership with local entities, whether exported goods and the inputs necessary to make them will be exempt from customs duties, whether foreign investors will be allowed to repatriate some or all of their profits, and how much taxes they are pay to local, regional and central governments. Bureaucratic procedures were also streamlined, so that the length of time it took for new businesses to be registered and made legal was cut, and foreign investors were put on a “fast track” to obtain the necessary documents (residency permits) to stay in China. Furthermore, China, in a limited way, reformed its property rights and contract laws, making them more transparent and predictable to foreign investors. 

Without a doubt, the SEZs have been a success. They have been the conduits for   capital inflow to China. They have also created jobs and increase China’s foreign trade (World Bank, 1993). In recent years China has given incentives to Chinese émigrés to return home and set up private enterprises. These ‘incubator’ firms, mostly in the high tech sector, are allowed access to government-backed loans by China’s banks. Thus, capital formation in China, although still overwhelmingly of foreign origin, is becoming increasingly Chinese. 

Foreign capital has also poured into China in the last 25 years because of the country’s low wages, which are driven in large part by the fact that China’s huge population creates an “unlimited supply of labor,” especially in the countryside, which has helped to moderate upward pressure on wages, as Sir Arthur Lewis posited sometime ago (1954).
 At first direct foreign investment (DFI), working through the SEZs, went into the traditional, labor-intensive sectors, such as textiles, clothing, footwear and portable consumer electronics (radios, telephones, low-end cameras, etc.). But in the 1990s foreign capital started to pour into the high-end, value-added industries – i.e., computers, automobiles and aircraft spare parts. This was not the ‘invisible hand’ of the market working its magic; instead, it was the result of Chinese central government policy that required multinational firms that wished to sell their goods to China to set up shop in China, either in the SEZs or newly-created industrial parks. In this way, China was able to leapfrog from a producer of low-end consumer goods, which it still churns out and exports (to sub-Saharan Africa among other places), to a producer of high-end manufactured goods. 

The importance of the state to the success of China’s industrialization strategy cannot be overemphasized here. Given China’s sheer size –– one man’s overpopulation is another’s emerging market –– Chinese leaders knew that foreign investors would bear any burden, pay almost any price to establish a foothold in their country, including technology sharing. Besides, for the multinationals producing in China made economic sense: labor costs were low, independent unions non-existent and joint ventures with local companies offered at least partial protection against the chicaneries of corrupt officials.  Thus, Beijing used China’s potentials as leverage to determine the course of foreign investment. By the same token, the state offered concrete incentives to foreign investors through the SEZs.

Education


The Chinese state undertook major education reform in the 1980s to support the Four Modernizations. Political activism and class background were no longer considered relevant criteria for accessing the educational system, as they had been during the Cultural Revolution; instead, the emphasis was on individual aptitude rather than egalitarianism. China implemented the Law on Nine-Year Compulsory Education in 1986, which, as its name suggests, made nine years of education compulsory. This was of major benefit to the rural areas, which before the law had four to six years of compulsory schooling. Since rural China continues to be the source of the country’s labor, it is safe to conjecture that the law raised the human capital stock. China also expanded access by authorizing free education and subsidies for poor students (perhaps the only real remnant of Chinese socialism). 

At the same time, elite schools (called key schools) closed during the Cultural Revolution were reopened. These were preparatory schools with stringent admission standards, whose aim was to prepare students for technical and higher education. They were singled out by the state to receive the better-trained teachers, latest equipment and funds. One may think of the key schools as the educational system’s equivalent of the Special Economic Zones in the industrial sector. They were expected to churn out the greatest number of college eligible entrants. 

Having expanded primary, secondary and vocational school opportunities, China is in the process of overhauling tertiary education, namely, its technical institutes and universities. Meanwhile, it is also sending scores of students to the West for advanced studies. Again, the imprints of incrementalism are clearly discernible. Unlike many African countries, China started with the primary and secondary tiers, and is now beginning to move into the third tier. Also, even though a single agency, the State Education Commission, has overall responsibility for making education policy, implementation is very decentralized, that is to say, carried out by a variety of stakeholders in the so-called autonomous regions, provinces, local governments, special municipalities, state-owned enterprises, mass organizations, cooperatives, SEZ’s, and so forth. One of the results of China’s investment in education is that most Chinese workers in entry-level jobs are literate, and the pool of skilled workers is growing, in order to meet demand in the high tech and service-based sectors.

China Lessons

The experience of China and other southeast Asian countries, and before them western countries, clearly point to what makes the wealth of nations: an ability to produce food so as to have a healthy population, a viable financial system that can mobilize savings so it can be lent to investors, a manufacturing sector that makes things people want to buy and, concomitantly, a skilled workforce. Countries need not be equally successful in all four areas, but they cannot have any one of them severely underdeveloped. China’s financial system, for example, contains flaws, but its industrial sector is vibrant enough to pick up the slack, and it has made strides in correcting those flaws (e.g., by recapitalizing insolvent Banks). Openness to the outside world helps, as it can provide capital, know-how and new markets, but mere participation in the world economy does not guarantee success. What is even more important is whether countries are able to effect the terms upon which they participate, or are completely at the mercy of outside forces they do not obviously control. In this connection, bigger countries, like China, or smaller ones acting in concert, like those of the European Union, have a decided advantage over those who act alone.

Another lesson provided by China, and all other previous developers, is that states matter as much for the development of countries as their underdevelopment. There are not too many areas of economic reforms in China in which the state has not been involved. The state (re)launched the Four Modernizations in 1978, which have been the guiding principles of China’s rebirth.
 It reformed agriculture, chose currency stability over devaluation, pursued an industrialization strategy of export-promotion over import-substitution, created the SEZs to attract foreign technology, reined in labor and traded the “iron bowl” of rice (social welfare) for fixed capital spending and invested in basic eduaction. It has boosted military spending in recent years. One may not agree with all of these policies, but there is little doubt of their origin and effectiveness. 

The lessons for Africa naturally flow from the aforementioned observations. However, what is important here is not the uncritical and wholesale adoption of specific Chinese policies but broad principles that have proven their utility to development time and again. Africa must aggressively pursue a policy of food self-sufficiency, instead of using foreign exchange earnings from cash crops to import food, or constantly passing out the collection plate under the guise of food aid to fight famine. Even in the 21st century there are only a handful of African countries that can feed themselves, and they are vulnerable to the whims of nature, since agriculture in the whole of Africa is essentially rain-fed. Too much rainfall here, not enough there, an invasion of locusts can make the difference between a bumper crop or near-famine conditions. 



The tragedy of food insufficiency in Africa is that it is neither inevitable nor all that difficult to correct. Africa has plenty of land and, in spite of impression to the contrary, is not overpopulated. Except for southern Africa, especially South Africa, a strategy to improve African agriculture will not be dogged by the kind of thorny political issues that have bedeviled similar efforts elsewhere. Most Africans have user rights over land, and China has shown that, properly calibrated, these, rather than outright private ownership rights, can be effective in improving farming performance. 



What Africa needs are state elites who are conscious of the historical role of agriculture in economic development and courageous enough to make the tough policy choices, which would include: an intensification of the use of chemical and natural inputs (e.g., fertilizers) –– the soil in many parts of Africa, e.g., the Sahel, is too degraded to support strictly organic farming –– increased investment in agricultural research and speedy dissemination of its results through more effective extension services, shifting from rain-fed to irrigation-based agriculture (which would entail expanded construction of water catchments and canals), better storage facilities, road improvement so goods can make their way to market, rural industrialization, whereby Africa’s abundant raw materials are transformed into finished products on the spot and, yes, selective protection for African farmers against unfair foreign competition. Until the United States and European Union stop subsidizing their farmers, there is no reason for Africa to demur from helping its. 



Africa has a bewildering array of non-convertible currencies that impede financial transactions: Central African CFA Francs in Cameroon, Niara in Nigeria, West African CFA Francs in Benin and Togo, Cedis in Ghana –– countries that could potentially share the same currency, banking institutions and securities market. It is probably unrealistic to expect Africa to have one medium of exchange, but regional currencies, such as Rand for southern Africa, Shilling for East Africa and Naira for West Africa, with some fixed exchange rates and full convertibility among all three, as well as regional central banks, are very possible.

The culture of commercial banking in Africa must change. Banks must expand their mission beyond managing deposits, making politically motivated loans and exchanging currency. They must make capital available to worthy entrepreneurs big and small, as well as profitable state-owned enterprises. Effective investment banking would go a long way toward moving many sound business plans to reality. For this to happen, however, banks would need accurate information about the credit history of potential borrowers, thus reputable credit rating agencies would need to be established throughout Africa; property rights laws would have to be clearly defined, so underwriters do not recommend loans that are backed by questionable collaterals;
 a viable insurance industry would need to be developed, so insurance companies would share the risks, as well as the rewards, of lending with banks; and corporate governance would have to be more transparent, with assets and liabilities evaluated by independent accounting firms. In China these issues are yet to be settled and banks are saddled with NPLs, but China has nearly 1 trillion dollars in its current account, Africa does not. It cannot afford to have a wanting financial system.

Nearly 40 percent of China’s export comes from foreign-owned firms (Melka, 2006). Hence direct foreign investment can have salutary effects on host economies, at least some of the time. Africa should be more welcoming of direct foreign investment (DFI), for it needs capital to add value to its abundant natural resources, yet Africans with significant capital are few in number (or otherwise not eager to step forward). The examples attesting to the dearth of  (industrial) capital in Africa are legion. Nigeria is sub-Saharan Africa’s largest producer of oil, but it must import gasoline because of lack of refining capacity. Coltan (short for columbite-tantalite), which is used in cellular phones and computers, can be found mostly in Congo, but that country has not one factory churning out either product, or parts thereof. Timber is an important industry in Cameroon, Gabon and Congo-Brazzaville, yet none makes paper (hence even toilet paper is imported) or plywood. None is an exporter of home furniture. Africa essentially participates in the world economy as a producer of raw materials, which sooner or later will be exhausted with little to show. The continent’s contribution to global industrial output is laughable. Its resources are simply dug out of the ground or extracted offshore, shipped abroad for value-added processing and resold to African consumers as finished goods. 

China’s experience with Special Economic Zones could be a model for attracting investment capital and managerial skills to the continent, thereby launching it on the path of industrialization. Again, SEZs bring together fixed capital provided by the state, investment capital and know-how by foreign firms and local labor, while streamlining procedures for starting and operating business in the host country. But more importantly, SEZs are linked to the local economy in a variety of ways, from joint ventures to input purchase requirements. Town-village enterprises (TVEs) could be set up throughout rural Africa to process, say, cocoa beans into chocolate and its derivatives, cotton into textiles and clothing, timber into paper, furniture, etc. In this way, Africa would take full advantage of its natural resources. Rural industrialization would have the added benefit of slowing down internal migration, thus decongestioning African cities. Meanwhile, there would have to be significant investment in fixed capital (i.e., roads, railways and seaports), so raw materials cum industrial goods may be shipped quickly to market (domestic, regional and international). 

Naturally, richer African countries with good infrastructure and working states (e.g., South Africa) would be better poised to create SEZs and attract direct foreign investment than their poorer, more unstable, counterparts. But even such countries are not entirely without leverage; they simply have not chosen to use it. There is no reason why a minimally working government in Congo could not insist that mobile phone makers establish warehouses in the country, if not factories, if they wish its coltan. China has had great success leveraging its market size to attract investment capital, Africa can use its natural resources to do the same. In addition, Africa should streamline procedures for starting new business, develop transparent investment codes, reign in corruption and allow for the independence of the judiciary. To be sure, not even China has undertaken all of these reforms, but Africa is not China. It may not have the luxury of unorthodoxy.



Africa must invest in Africans. It should use the Millennium Development Goals to make a major push toward achieving 100 percent literacy among school-age children of both sexes, as well as substantially reducing adult illiteracy. Luckily, there may be a window of opportunity for doing this. The “donor” community is much less opposed to state investment in education than it was 20 years ago, when sentiment was against the “bloated” African state. Furthermore, some commodity prices are on the rise (in part, because of demand from China). Oil-producing countries, such as Nigeria, are awash in revenues. They could use the proceeds to improve the human capital stock; African countries not as well endowed could use foregone interest payments from debt relief to do the same.



Perhaps the biggest lesson China provides to Africa is a political one. There is no sound policy without sound politics. Economic development is nationalism by other means. China can act with decisiveness in economic and other matters, because its leaders are united over the question of China’s national interest, which they define as economic prosperity, military strength and territorial unity between the Chinese mainland and its islands (including Taiwan). Economic development in China has never been about economic development only; it a means to a larger end of preventing a repeat of the humiliation of the Chinese people by stronger powers, and with that ensuring their survival through the state. 



African leaders need to redefine economic development in no lesser terms; politically, they need to think beyond the Lilliputian countries bequeathed by colonialism. But how many African leaders, since Kwame Nkrumah, have made political union the strategic centerpiece of African economic development (Nkrumah, 1998)? Merely raising this question, even in an academic journal, will undoubtedly seem to many readers quaint, passé, idealistic, utterly radical, worse, Utopian. Yet it is not any of these. In 1978 the world spoke of China as the sleeping giant of Asia and of much smaller neighboring countries (Taiwan, South Korea, Singapore, etc.) as tigers. No one refers to China’s somnolence now, as the world’s fourth largest economy. 



But what if the Chinese leadership saw the reawakening of China as utopian? Specifically, what if Mao Zedong and his fellow companions in the Long March had accepted what must have seemed at the time to be China’s fate in the world: a large, but weak and divided country misruled by warlords and puppet emperors? In sum, from China Africa can learn the importance of visionary leadership, a strong state and national unity to development. Africa needs to get its political act together; politics and economic development are not unconnected. China has made this point abundantly clear. 



African development is inconceivable without some type of political union,
 which would create a number of conditions favorable to economic development. It would allow Africa to take advantage of the economies of scale that accrue with larger markets. It would make for more rational use of Africa’s resources, as countries would no longer have to produce goods in which they do not have a comparative advantage and whose prices have to be set high because of the (small) size of domestic markets (Green and Seidman, 1967). 

Political union would also give Africa greater clout in the world economic order, as the continent would be able to speak in one voice rather than many (Mandaza, 2002). By acting together African producers might, at long last, be able to have some influence on the prices of such agricultural commodities, as cotton, cocoa, coffee, tea and timber and minerals like copper, iron ore and bauxite. Because of the relative price and demand inelasticity of these goods, especially agricultural commodities, an Africa-centered form of collective action may not be as effective as, say, OPEC, but it could not perform worse than what exists at the moment (which is essentially nothing). African development will be the economic expression of political Pan-Africanism, or it will not be.



However, it would be a mistake for Africa to import the Chinese model wholesale. After all, Africa is not China (obviously). There are significant cultural differences that are likely to impinge upon policy. It is difficult to imagine, for example, any African government legally countenancing a one-child policy, much less enforcing it as stringently as China has on its citizens, although the principle behind the policy should not be dismissed (that is, rapid population growth is a threat to development in the context of slow economic growth). Furthermore, Chinese success has not come without costs, which are perhaps avoidable. Finally, much of Africa is ahead of China in at least one regard –– (i.e., democratization), and that should not be sacrificed on the altar of economic development. Whatever lessons China may provide to Africa, they should not be adopted at the expense of African particularities and achievements. So what are the pitfalls of Chinese success that Africans should strive to avoid?
Toward a China Critique

Chinese economic development has been greatly uneven. Much of the progress China has made in the last 25 years has been limited to southern and coastal China. The Chinese hinterland and the vast steppes of the West have very much remained unchanged. The average Chinese peasant, though better off now than at any time in Chinese history, is still subject to the chicaneries of corrupt local officials. Since the start of the drive toward reform, not even the so-called iron bowl of rice is guaranteed in China anymore. Hundred of thousands of Chinese farmers have been forced off their land by high rent and taxes. It is not an exaggeration to assert that China’s economic development has been an urban phenomenon, achieved essentially on the back of the peasantry (Yardley and Khan, 2005). 



It is true that, historically, economic transformation has never been achieved without severe social dislocations, but the latter must never be accepted as the inevitable price of progress. Economic development in Africa will have to grapple with the issue of equity, that is to say, instead of making some people rich first in the hope that their wealth will eventually trickle down to others, Africa will have to insure that the fruits of progress are enjoyed by everyone, perhaps not equally but certainly equitably. For a country that calls itself socialist, China tolerates a degree of socio-economic inequality that Africans should find unacceptable and strive to avoid. In sum, there is a case, still, for development in Africa with a socialist ethos, if not socialist economic institutions. 



China is facing an ecological and health crisis, because of the pollution wrought by rapid and unregulated industrialization. Given the fragility of Africa’s eco-system, with one third of its landmass already claimed by the Sahara desert, and the ravages of HIV/AIDS, the continent can ill afford another ecological and health crisis as the price to pay for industrialization. Whatever economic development occurs in Africa in the future has got to be environment-friendly; the natural abode is already too degraded in much of the continent to permit additional ravages by industry. China may also be facing a demographic crisis, because of the one-child policy. Simply put, the number of workers in China may, in the near future, not be large enough to support the population of retirees, who can be expected to live longer as China becomes more prosperous (French, 2006).



Lest it be forgotten: China is a developmental state, but an authoritarian one. Chinese citizens do not have a chance to vote for any party except the Chinese Communist Party, cannot join independent labor unions, and do not have access to a free press. China even tries to control access to the Internet. To be fair, all of the developmental Asian states before China were, either de facto or de jure, authoritarian one-party states. The notion that liberal democracy facilitates economic development is not supported by evidence either from southeast Asia or earlier developers. Historically, democracy has been a very gradual process, preceded, generally, by economic development, even in countries where democratic commitment was enshrined in legal statutes (e.g., the U.S.). China is merely following a well-established trend. 

But it is equally fallacious to suggest that where democratization is already underway, it ought to be reversed to make way for economic development. Much of Africa has been democratizing since at least 1990. Even the most retrograde of leaders in Africa now anchor their rule in popular legitimacy. In spite of its inherent limits and operational flaws, liberal democracy is undoubtedly better than illiberal democracy and non-democracy. Most rational people would rather decide who leads them than forego the opportunity, by having the choice made for them by those who claim to know better. Furthermore, they would rather enjoy certain basic freedoms (for example, of movement, speech and, especially for Africans, arguably the most spiritual people on earth, worship) than be denied them. To the extent that liberal democracy secures these gains, surely, their reversal cannot be regarded as progress. If Africa is to develop in the future, it will have to do so in the context of democratizing polities, given the road already traveled. In this regard, China, which has yet to democratize, does not provide a good example for Africa. 

Conclusion

The enabling conditions for economic development are fairly well understood by now; they include an ability to produce food, which makes for a healthy population and “primitive” capital accumulation; a working financial system, to mobilize savings and channel it to productive use; an industrial sector that transform raw materials into finished products; and investment in human (education) and fixed capital. These events are the products of human agency, of which the modern state is the most common politico-organizational form. Simply put: no state, no economic development. China is but the latest country to have uncovered this verity. Given how quickly China has transitioned from “sleeping giant” to “economic superpower,” and given the urgency of development in Africa, perhaps it is time for the continent to look carefully toward the Orient for inspiration, without losing its own identity or sacrificing the political gains made since 1990.  
 




1China has yet to fully and unambiguously recognize property rights, eliminate bureaucratic barriers to entrepreneurship and consistently enforce private contracts. It still has a sizable state-owned sector (25 percent of GDP) and maintains stringent rules against capital flights. None of this has deterred foreign investors, nor Chinese economic performance. 





2To speak of a "one-child policy" in China is somewhat of a misnomer. One child per family is probably the policy preference of Chinese officials, but in reality there are variations in implementation. While the one-child policy has been rigidly enforced among Han Chinese and urban residents, non-Han, ethnic minorities and rural dwellers have been accorded more leeway. In the rural areas, for example, families are allowed to have two children, if the first child is female. Even in urban China, non-Han Chinese couples may have two children, although they may still be subject to a “social maintenance fee,” in effect, a head tax.  


	


3There are multiple causes for low savings rates in Africa, among them these: high rates of unemployment, low wages, inflation and social obligations. On the other hand, real savings rates in Africa may not be as low as official figures indicate; informal savings associations (e.g., tontines in Cameroon) absorb a good portion of the savings by Africans, who also keep much of their money in cash.





4The writer speaks from experience, as a partner in a firm in the service industry 	in a West African country. When the firm sought a small loan (20,000 USD) from the local branch of a well-known multinational bank in 2004, the partners went through all manner of delay and frustration. In the end, the loan was granted but only after three months from the date of application. 





	�China recently proposed capping the workweek at 40 hours with double pay for 	overtime. BBC News, June 19, 2006





	� Sir Lewis, was not entirely original here. His “unlimited supplies of labour” 	theory was preceded by many years by Marx’s “reserved army of the 	unemployed.”





7The Four Modernizations were agriculture, industry, science and technology and the military.


	


8A frequent problem in Africa is that real estate assets that are collectively owned are put up by individuals as collaterals. When these borrowers default on their loans, banks have great difficulty selling the assets to recover their losses, since there are multiple claimants. This is basically a problem of information. In many ways, African society is opaque to many institutions, whose efficacy requires transparency, including the state. 


	


9We are not suggesting that political union in Africa would be easy. The 	experience of past efforts in this direction makes this abundantly clearly. We are saying, however, that some type of political union in Africa is not only possible but necessary for African economic development, and perhaps even survival. 
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