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Dani Rodrik, One Economics, Many
Recipes, Princeton University Press,
2007

Declan Trott1

One Economics, Many Recipes is a collection of nine essays by Dani Rodrik that
has something to annoy almost everyone.

He seeks the answer to one of the oldest and most important problems in
economics: how to make poor countries rich? Like most old and important
problems in economics (Does the distribution of incomes re�ect productivity?
Do high wages cause unemployment?), it has proven divisive, unanswerable,
yet endlessly fascinating.

The �rst three essays lay out Rodrik's interpretation of the post-World War
2 growth experience, and the ‘growth diagnostics’ framework that he proposes
in response. Many countries have experienced episodes of accelerated growth
at some time. Most of these accelerations have come after fairly minor, yet diverse,
policy changes, while comprehensive reforms have had generally disappointing
results. Principles like security of property, sound money, incentives for
innovation, and links with the world economy are important everywhere, but
they may be achieved in many di�erent ways. For example, the Chinese
expedient of forcing entrepreneurs into partnership with local government in
township and village enterprises was an unconventional way of preventing
expropriation, but probably more e�ective than trying to introduce full
private-property rights backed by an independent judiciary overnight.

Rodrik argues that development is fundamentally about the introduction of
new products and new methods of production. This may fail to happen because
the returns to such innovation are too low, or because the cost of �nance is too
high. Following one path down his decision tree, the returns to innovation may
be low because of poor infrastructure, lack of human capital, or unfavourable
geography. Or, the returns may be high but not appropriable by the innovator,
due to government or market failure. All of this may seem perfectly obvious;
and perfectly useless. Yet Rodrik argues that each of these potential problems
will produce a di�erent set of symptoms if it is really the binding constraint on
the economy. A shortage of �nance will reveal itself with high interest rates or
current account de�cits, a shortage of human capital with a high skill premium,
and so on. Hopefully, diagnosis will then allow treatment with well-targeted
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reforms. This requires extensive local knowledge, but if it is done right, small
changes can have big payoffs.

The rest of the book suggests how such reforms might be designed and
implemented. Rodrik pays by far the most attention to the ‘market failure’ branch
of the tree, either because he thinks it is the most important, or has received too
little attention elsewhere. It is generally accepted that if innovation is
under-rewarded by the market, it is necessary to offer some extra inducement.
This is the reasoning behind intellectual property and government-funded R&D.
These are not always appropriate instruments for developing countries, however,
since their problem is not so much expanding the frontier of new knowledge,
but getting to that frontier by importing ideas and technology from elsewhere.
This process is vulnerable to many kinds of market failure, so that it is hard for
new industries to be established without some kind of government support.
Industrial policy is not about ‘picking winners’ or comprehensive planning, but
encouraging experiments with new types of economic activity. Many will fail,
but even a few successes can amply repay the costs of failure. Developing
countries still have plenty of room for this type of policy, although relaxing
international rules on export subsidies would be helpful. The exact form of the
intervention is not as important as the process: it is necessary to have a close
enough relationship between government and business to identify promising
opportunities and encourage entrepreneurs to take them up, but at the same
time preserve enough independence to withdraw support from the failures so
they do not become a permanent drain.

This is a self-confessedly modest program. Yet it contradicts everyone
currently making a noise on the subject: assorted protesters such as Joseph
Stiglitz and Ha-Joon Chang (because it does not demonise the IMF, World Bank,
and WTO); heterodox economists such as Erik Reinert (because it asserts the
value of neoclassical theory); neoclassical economists at the IMF, World Bank
and WTO (because it advocates industrial policy and deprecates both the old
Washington Consensus and the new ‘augmented’ version); Jeffery Sachs and
Bono (because it denies the importance of poverty traps and barely mentions
foreign aid); and William Easterly and Greg Clark (because it offers, if not a
one-size-fits-all solution, at least some concrete advice on how to engineer
growth).

It is no small achievement to disagree with so many luminaries and still receive
back-cover endorsements from three Nobel laureates. He is very convincing
arguing against the ‘laundry lists’ of comprehensive reforms that have been
advocated by international institutions, whether the first generation of
privatisation and liberalisation, or the more ambitious second generation focused
on institution building. Trying to bring everything at once up to world's best
practice is beyond the capability of even the best governments. But without
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detailed local knowledge, anything short of this can easily miss the most
important problems in an economy, if it does not make things worse. The case
against a generalised poverty trap is equally strong: spurts of growth lasting
several years are relatively common, while sustained growth over decades is
rare.

This very fact, however, points to a weakness, or gap, in the book. If lighting
the fire is relatively easy compared to keeping it going, why spend so much time
focusing on ignition techniques? For the long run, Rodrik's only specific advice
is to actively diversify the industrial base, and build institutions of conflict
management, which he links with democracy. There is a more general
recommendation to use the time bought by growth accelerations to gradually
implement more ambitious institutional reforms, but this is rather vague. Is this
just the standard ‘laundry list’ implemented more slowly? Then what becomes
of the ‘many recipes’? Or is the long run, from a policy point of view, just a
series of short runs — life is one binding constraint after another? In this case,
growth diagnostics offers no way to identify and fix constraints before they start
to bind, which is what he seems to be recommending. How can you avoid
Argentina's long decline, or Japan's stagnation, or the East Asian financial
meltdown, except with hindsight? It is surely too much to expect answers to all
of these questions — indeed, they only become relevant with short-run success
— but they could have been faced more squarely.

Short-run success is, of course, not to be disparaged. It would be nice to have
a reliable method of making poor countries rich, but failing that (which we have
been), significantly raising the number of growth accelerations would be a great
start. With this more limited goal in mind, Rodrik's advice seems sensible,
although I am sceptical of his emphasis on ‘cost discovery’ as a justification for
industry policy. He argues that those entrepreneurs who introduced garment
manufacturing to Bangladesh and soccer balls to Pakistan were revealing new
information about what was profitable in those countries, which could then be
copied by others. This treats manufacturing as some exotic crop that will only
grow under particular conditions of soil and climate, as if it was not equally
likely that Pakistan would have ended up making shirts and Bangladesh balls.
Rodrik's own summary of the evidence concludes that ‘managerial and labour
turnover’ is the key mechanism by which innovations spread, which points to
a ‘learning by doing’ or ‘human capital’ interpretation. He mentions these only
briefly, which is strange, as he has argued elsewhere that the widely accepted
economic case for government involvement in education is similar to the case
for industry policy. I would go further and say that they are practically identical.

This is, however, splitting hairs. Specifying the exact market failure is far
less important than recognising that a particular activity (in this case, innovation)
is likely to be undersupplied by profit-seeking enterprise. First-best intervention
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is usually impractical, if not impossible, so there is no one-to-one mapping from
diagnosis to policy. It is a great strength of the book that it does not offer such
precise, pre-packaged answers, even in a country-specific form but, rather, hints
as to the right questions to ask as part of an open-ended policy-making process.

Supposing that growth diagnostics is widely adopted (the World Bank has
already shown interest), will it prove more successful than previous development
fads? While it requires a great deal of intelligence, knowledge and judgment (or
failing that, luck), expecting to get rich without these is surely a pipe dream.
At least its inherent conservatism, with the emphasis on detailed local knowledge
and targeted intervention, should minimise the potential for damage.
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Judith Ajani, The Forest Wars,
Melbourne University Press, 2007

Steve Harrison1

This book’s painstaking analysis arises from the author’s many years of
involvement in forest policy in government agencies and through her own
doctoral research. The book is crammed with information about the personalities
and policies in the evolution of forestry nationally and in the Australian states.
It pinpoints the many agencies and personalities involved in contentious forestry
issues, particularly since the 1960s. It brings together the relationship between
the many inquiries into logging of native forests: the National Forest Policy
Statement, the Resource Assessment Commission inquiry into the Australian
timber industry, Regional Forest Agreements, and the Productivity Commission
forestry inquiry. And it sheds valuable insights into the role that forest policies
have played in politics, including the downfalls of Paul Keating, Mark Latham,
and West Australia Premier Charles Court.

Dr Ajani makes clear her personal views about the forest industry: ‘My biases
show throughout the book. I personally favour processing over exporting raw
materials. I also privilege the environment, a loser in Australia’s two centuries
of fabulous wealth creation’ (p.5). Elsewhere in the book, Ajani notes her
involvement with key protagonists in the environmental movement, and her
confrontations with government bureaucrats. The view is strongly and repeatedly
advanced that plantations can meet all of Australia’s forest-product needs, and
there is no need for continued logging of native forests for woodchip production.
It is argued convincingly that forest policy in Australia is irrational and fails to
recognise the current realities of the industry. The arguments presented certainly
challenge the reader with a pro-logging stance on native forests to defend their
case.

The focus is on forestry in New South Wales, Victoria and Tasmania — the
states which are still engaged in logging native forests for woodchip export —

and destructive activity. It is noted that there has never been woodchip exporting
from Queensland, and that the Court government put a stop to this activity in
Western Australia.

Following a short introduction, the book is launched with a chapter titled

should be protected, the then Prime Minister Paul Keating declared that

        1         School of Natural and Rural Systems Management, University of Queensland.
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native-forest woodchip exports not covered by a regional forest agreement would
be cut by 20 per cent per year to nil in 2000. After having battled to gain control
of the forestry scene nationally, the federal government extracted itself (to the
extent possible) from involvement in forest regulation, handing control back to
the states through RFAs. Keating saw forestry as facing intractable problems,
and a no-win area for the federal government.

The rest of the book is divided into four sections: softwood plantations;
political alliances; ‘multiple abuse’; and hardwood plantations as the future of
forestry.

In Part 1, the decision in the 1960s to promote government-owned plantations
of exotic softwood (with first plantings were nearly a century earlier) to secure
a future timber supply for construction and woodchip in Australia is examined
in detail.

In Part 2, it is explained why the trade union movement aligned itself with
the forest industry (for job security), and the state forest services (interested in
maintaining their territory). The environmental movement was seen as the
common enemy by each of these stakeholder groups, which did not understand
or accept that softwood and hardwood plantation could serve the industry’s
purpose just as well as native forests.

Part 3 severely criticises the Resource Assessment Commission investigation
into forest management, and the Industry Commission inquiry into value adding.
With reference to the RAC view that plantations would make slow progress in
replacing native forests as a timber source, it asks: ‘How could the Commission
get it so wrong?’ (p.160).

Instead of rolling up its sleeves and engaging in thoughtful
forest-industry policy work, the Industry Commission presented its
trademark ‘off the rack’ economically rational free-market
recommendations … It wanted export controls on unprocessed wood
abolished and public plantations privatized … both recommendations
were made in ignorance of the stockpile reality, which itself was a
symptom of state government irrationalism. (p.172)

Reaching agreement on forecasts for future timber supply and demand has
proved impossible, with ‘inflated projections of future wood consumption’
(p.196) to promote the picture of forthcoming shortage and the need for
accelerated planting, in the face of increasing use of substitutes for wood-based
products. While researchers have noted the difficulty in obtaining information
from timber processors, it is demonstrated that other forestry stakeholders are
equally unwilling to share information. Various research consultancies — for
example, by the ANU, and the forest school at Melbourne University — have
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involved non-disclosure clauses, such that it has not been possible to validate
the conclusions drawn.

In Part 4, it is argues that no other Australian industry has surpassed, over
a three-decade period, the native-forest chip exporters’ financial result.
Apparently, woodchip exporters rarely report their profit result, masking this
information by integrating it with profits of other business activities. The
arguments that woodchipping takes place to make use of sawlog industry waste
is shown to be specious, in that 80 to 90 per cent of the hardwood logging from
native forests is for chiplogs. The National Forest Policy Statement is viewed as
‘a political document riddled with incoherence and contradictions’ (p.230). The
author observes that:

The forest industry … has predicted a global wood shortage for decades,
but the price trends keep denying its arrival … The point of the
smoke-and-mirrors forest industry behaviour is to create expectations
of future wood shortages to keep public resources available for logging
and encourage … planting more trees. (p.251)

The resulting lower log prices increases forest industry competitiveness
against substitute products. Ajani concludes that Australia does not have a wood
shortage but, rather, a shortage of processing investment.

The final chapter summarises the implications for future forest policy. Logging
of native forests will be consigned to history and — as Ajani persuasively
advocates — government, industry and the union movement will have to update
their thinking to embrace the new reality. It is concluded that commodity wood
production should be shifted to plantations, and that further processing of
plantation resources should take place in Australia.

What The Forest Wars does well is to sound an alarm at the high rate of
logging of native forests for woodchip, with very large profits to the timber
companies, little sharing of the resource rents to the wider community,
unnecessary market competition for plantation hardwoods, and loss of large
areas of native forest in New South Wales, Victoria and Tasmania. Certainly, the
large volumes of hardwood plantation timber now becoming available from
managed investment schemes (viewed as tax-minimisation schemes) can make
possible ‘virtually the end of native forest logging’. (p.309)

What the book does less well is to argue that sustainable logging of native
forests is not possible, except perhaps for minor speciality logging (surely a form
of high-grading!), in part due to competitive pressures to increase the logging
rate. This argument fails to recognise the role of state forest agencies in tree
marking for sawlogs from State Forests, which has been increasingly based on
good science. It is implied that wisdom lies with the environmental movement,
but not with government agencies. Carbon sequestration benefits are advanced
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as an argument for not logging native forests, without acknowledging that
protected native forests make little if any net contribution to carbon
sequestration. In the battle for hearts and minds, the political power of residents
in large cities to impose conservation decisions over native forests will
progressively gain ascendancy over the lobbying power of politicians in marginal
rural electorates to maintain logging of native forests.

The argument for further wood-processing in Australia must also be viewed
with caution, in that it fails to recognise the nature of comparative advantage
and the benefits of trade. In that the hourly wage rate in Australia approximates
the weekly wage rate in China, and Australia is not a leader in wood-processing
technology, there are limits to the extent to which taxpayer support for domestic
value-adding is justified.

This book provides a wealth of information about the history and evolution
of forest policy in Australia, by a writer who has a long history of interest and
involvement in forest policy. While forestry may be about growing trees, this
book brings out to a remarkable degree that forestry is also very much about
people. There is room for disagreement over some issues, but the book must
surely be essential reading for anyone with an interest in forest policy in Australia
— in the timber industry, government agencies, research institutions, and the
trade union movement.
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Frank Stilwell and Kirrily Jordan, Who
Gets What? Analysing Economic
Inequality in Australia, Cambridge
University Press, 2007

Declan Trott1

It is likely that anyone who writes a whole book about inequality will think it
a problem, and want to do something about it. Complaining about this would
be foolish, as long as the data and arguments are presented competently and
honestly.

Competence and honesty are not a problem here. Stillwell and Jordan present
an exhaustive description of Australian incomes and wealth, the rich, the poor,
and geography and gender inequalities. There are no big surprises, but a
comprehensive and up-to-date summary of the available data, its strengths, and
its weaknesses (such as the tendency of the BRW rich list to miss old family
fortunes). I must admit that I do not see the trend to increasing inequality in
this data as clearly as they do. Equivalised household incomes have been
bouncing around in a fairly narrow range for the last decade, as has the wages
share of income since the winding back of the Whitlam and Fraser wage
breakouts. While the pro�ts share has been rising more consistently and is now
at a record high, this has eaten into rent and interest as much as wages.

Their recommendations are equally unsurprising: more progressive taxation
and regulated wage setting. Of course right-wing ‘think’ tanks are in ‘denial’
about inequality, and women's lower earnings are a result of ‘patriarchal ideology.
Inequality is also linked to Clive Hamilton's ‘a�uenza’ — the failure of economic
growth to bring happiness — since materialistic aspirations will be greater in a
more unequal society. Strangely, the index has entries for the Labor party and
government, but not the Liberals.

This book falls �rmly into the ‘worthy but dull’ category. If you want a
handbook on inequality in Austalia, Who Gets What? is �ne, if a little long and
burdened with editorials. If you want your beliefs challenged, look elsewhere.

        1        The School of Economics, Australian National University.

107






