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The National and Regional
Conseguences of Knowledge Capitalism

Equity Issues

Developing country perspective



Three key features of knowledge or
Informational capitalism

 Informational capitalism is not a continuation of
Industrial capitalism by other means

 |nnovativeness as an anticipative economic behaviour
& routinization and commodification of knowledge

 [ntensification of intellectual property rights regime
and consequent non-optimal allocation of resources
(rent-seeking and monopolistic behaviour).



The Rupture of Industrial Capitalism

The undermining of the modernization project
towards the end of the twentieth century

The rise of neo-liberalism and de-centring of the
notion of ‘society’

Space of places (local) versus space of flows (global)

Rupture in the articulation of industrial capitalism
(knowledge as central to postmodern political
economy as labour was In classical political economy)

The Rise of Knowledge-Based Economy



Consequences of the rupture

Unravelling of much of the social contract of
Industrial capitalism (c. 1870 — c. 1970s)

Informational capitalism portends the end of
social democracy, welfare state and social labour

The rupture Is characterized by:

Rise of a new International division of labour

Extreme concentrations of wealt
Extreme Income and wealth 1neo

i

uality



Consequences of the rupture

Valorisation of progress in ICTs, specialization of
scientific knowledge and the intermediation of expertise

Rupture of the hitherto existing social contract negotiated
petween capital and labour

_abour as a social category during industrialism took on
new meaning in knowledge capitalism (‘knowledge
worker’ and ‘contingent’ labour)

Labour-time as a social, place-based and time-bound
entity became spatio-temporally independent that can be
place- and time-shifted through the mediation of
technology (ICTs)




Consequences of the rupture

 New iInternational division of labour
 Qut-sourcing of manufacturing

 Qutsourcing of services (BPO) and possibly any work:
R&D, design, accounting, software development,
medical diagnosis, accounting, network management &
maintenance, etc. etc.



Informational capitalism

Contrary trends in income and wealth distribution

Steep rise in iIncome Inequality and sharp decline in the
demand for less skilled workers

Rise In the demand and wage for skilled workers

Rapid pace of computerization of the workplace and the
diffusion of ICTs (Moore’s law) caused changes in the

production function (Krueger, 1993; Autor, et al, 1998)
High premium for those with ‘right’ cognitive skills



Large employment shift towards non-production
workers: GDP/PEP ratio declined from 2.58 during
1947-76 to 0.93 during 1979-97 (Wolf, 2002)

Declining unionisation & lowering of wages

The coming of the ‘weightless economy’ saw the most
uneven distribution of income in history

Kuznet’s prediction of reverse causal relationship
between growth and inequality validated for most OECD
countries up to the 1970s (Aghion, et al. 1998) and
several developing countries (Ahluwalia, 1976)



Inequality index (Gini coefficient)
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Income per capita (log)

Kuznet’s Hypothesis on Income Inequality



Informational capitalism

* Top one percent wealthy people’s share of
Income increased from 5% in 1970 to 11% In
1998 in the US (Pickety and Saez, 2003)

 Sharp increase In income inequality in the US and
elsewhere 1s portrayed as Kuznet’s U-curve
‘doubling back on 1tself’ (Pickety and Saez,

2003)

* Kuznet’s hypothesis of inverse relationship
between income inequality and GDP per capita Is
valid only till the 1970s



Share of World GDP of Selected Countries and Regions, 1500-

2001 (percent of world total; GDP level of each unit normalized

on 1990 International Geary-Khamis Dollar). Source: Maddison
(2001; 2003)

Year | USA | UK |Western |Japan|India |China |Mexico | Africa
Europe
1500 | 0.3 1.1 17.9 3.1 | 245 25.0 1.3 7.4
1700 | 0.1 2.9 22.5 4.1 | 244 22.3 0.7 6.6
1820 | 1.8 5.2 23.6 3.0 | 16.0 32.9 0.7 4.5
1870 | 8.9 9.1 23.6 2.3 | 12.2 17.2 0.6 3.6
1913 | 19.1 8.3 33.6 2.3 7.6 8.9 1.0 2.7
1950 | 27.3 6.5 26.3 3.0 4.2 4.5 1.3 3.6
1973 | 22.0 4.2 25.7 7.7 3.1 4.6 1.7 3.3
1998 | 21.9 3.3 20.6 7.7 5.0 11.5 1.9 3.1
2001 | 21.4 3.2 20.3 7.1 5.4 12.3 1.9 3.3




GDP Per Capita of Selected Countries and Regions: 1950-2001

(1990 International Geary-Khamis Dollars). Source Maddison

(2001 and 2003)

Year | USA UK |[Japan |India | China | Mexico | Africa | World
1950 | 9561 | 6907 | 1926 | 619 439 | 2365 852 | 2114
1973 | 16689 |12022 | 11439 | 853 839 [4845 (1365 |4104
1990 | 23214 |16410 |18789 1309 |1858 |[6097 |1385 |5154
1998 | 27331 |18714 | 20418 1746 |3117 |(6655 |1368 |5709
2001 | 27948 |20127 | 20683 | 1957 |3583 |7089 |1489 |6049




2001 Share of World Income of Selected Countries and Regions, Real and
Purchasing Power Parity (PPP) Adjusted. Source: World Bank (2003)

Type | USA | UK South |Japan | India | China | Mexico | Africa *
Asia

Real 31.4| 4.6 2.0 14.5 1.5 3.6 1.7 1.0

PPP 21.3| 3.2 6.8 7.5 5.5 11.7 1.9 2.4

*For Sub-Saharan Africa

Ratio of GDP per capita of ten highest to ten lowest countries: 1950-2001.
Source: Sutcliffe (2004) based on Maddison (2003)

Year

1950

1960

1970

1980

1990

2000

2001

Ratio

36.2

33.9

32.7

32.2

34.2

47.0

47.2




Gini Index (in percentage) of Selected Countries: 1950 and after
for various years. Source: WIDER (2000) & World Bank (2003)

Brazil
Year |1960 [ 1970 | 1976 [ 1980 | 1985 (1989 | 1992 |1995 | 1996 | 1998
Gini |53.0 |[57.6 |60.0 |[57.8 |[589 |57.0 |[58.1 |59.9 [60.1 |60.7
China
Year | 1953 [ 1964 | 1970 [ 1975 | 1980 1985 | 1987 | 1990 | 1992 | 1995
Gini |55.8 [30.5 |279 |26.6 [32.0 |31.4 |34.3 |34.6 |[37.8 |45.2
Mexico
Year | 1950 | 1957 | 1963 [ 1968 | 1977 [ 1984 | 1989 1992 | 1994 | 1996
Gini |46.0 [50.0 [49.0 [49.0 |50.0 [50.7 |53.1 |53.4 |56.7 |58.0




Mexico

Year

1950

1957

1963

1968

1977

1984

1989

1992

1994

1996

Gini

46.0

50.0

49.0

49.0

50.0

50.7

53.1

53.4

56.7

58.0

India

Year

1950

1960

1965

1968

1975

1983

1986

1990

1994

1997

Gini

41.0

47.3

42.8

46.3

40.5

31.5

30.5

29.7

34.5

37.8

USA

Year

1950

1960

1965

1970

1975

1980

1985

1990

1994

1997

Gini

37.9

36.4

35.6

35.3

35.7

36.5

38.9

39.6

42.6

45.9




Knowledge Economy: Cost and consequences
of intensification of IPR

 Informational capitalism and welfare loss
 Ratcheting up of intellectual property rights

 Strengthening of IPR regime benefits the firms at the
expense of social welfare

* Rent seeking and monopolistic behaviour

 [nformational feudalism? (Drahos & Braithwaite,
2002)



Knowledge Economy: welfare loss due to IPR

Strength of IP protection




Digitisation of inequality

Notional income and wage for manual work and
knowledge work in historical perspective

Mode of Nature of the Wage for Wage for

Production economy manual/ knowledge/
physical work | symbolic work

Agrarian/Feud | Primary/ extractive 1 100

al Economy

Industrial Secondary/ 1 10

Economy manufacture

Informational | Tertiary/service/ 0 1

Economy

symbol analysis




Innovation Systems

* Innovation studies is generally concerned
about rate of profitability of firms and
economic growth of states

 Challenges to innovation system studies:

How to capture the intricacies of information
capitalism

» Must pay attention to distributional aspects



Innovation systems and the developing
world

e Global meets the local

« Exaggerated claim that ICTs are the best cure for
the i1lls of developing countries.

« Claim that ICTs can help DCs skip the industrial
revolution and move straight on to the information
revolution.



Realities....

Deepening technological chasm (digital divide, S&T
deficit, knowledge gap)

Patents, innovations, new technologies in the North
Cheap labour, land and resources in the South

The rise of regional economies, uneven development
Shrinking manufacturing & agricultural sector GDP
Expanding service sector GDP

Software and IT-enabled services




 Most firms involved In low end innovation, no
branded products

« Export of low-end tradable services, digital
sweatshops



Discussion

Informational capitalism is not a continuation of ....
There Is a fundamental paradigm shift
Contradictions informational capitalism

Contrary to expectations that rising income per capita
would reduce wealth and wage disparities, we notice
highly skewed distribution of income and wealth

Knowledge production is a self-reinforcing cycle that
tends to disproportionately reward some and exclude
many others

Dual economy (primary & industrial on one side and
Information-based on the other; different value chains)



Discussion

For developing countries catch up strategy may be
counterproductive

They are importing the contradictions

Outsourcing, despite the short-term benefits, helps the
developed countries to be more competitive

That doesn’t mean, one should advocate de-linking from
the global economy

Globalization does open up opportunities, but
developing countries should be in a position to influence
the rules of the game...

Create a national innovation system that is dynamic and
autonomous...




Discussion

Integrate traditional and knowledge economy in an
equitable way

ICTs are effective tools for development, but only under
proper social conditions

Use ICTs for productivity increase of all sectors

Creating Institutions or social systems that are
facilitators of innovation; creating learning networks

Not just creation of high-tech sectors, but transformation
of all traditional sectors

Bottom up and demand-driven strategy for diffusion of
ICTs for developing innovative behaviours



THANK YOU!



