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Political Conflict and Development in East Asia and Latin America



Comparisons of East Asian and Latin American development frequently attribute the success of the former and the failure of the latter to differences in policies and institutions. Political Conflict and Development in East Asia and Latin America takes issue with such a view by subjecting the conventional policy and institutional attributes to vigorous case-to-case comparison across the two regions. The analysis in this book rests upon a chain of reasoning which starts with policy, argues back to the institutions that shape policy, and then to the forces that fashion the institutions. This last link in the chain is conspicuously absent in the literature but is critical to our understanding. The book shows how the range of institutions associated with development in East Asia and Latin America are deeply rooted in particular economic, political and social settings that govern how they work. The book directly challenges the dominant view that development can be reduced to a formula or a set of institutions that can be copied by other countries to guarantee successful development. Its emphasis upon institutional fashioning will be a distinctive contribution to development studies. Richard Boyd is Reader in the Law and Society of Japan at the University of Leiden, the Netherlands. Benno Galjart is Emeritus Professor of Development Sociology at the University of Leiden, the Netherlands. Tak-Wing Ngo is Lecturer in Chinese Politics at the University of Leiden, the Netherlands.



Routledge Studies in Development and Society



1



Searching for Security Women’s responses to economic transformations Edited by Isa Baud and Ines Smyth



2



The Life Region The social and cultural ecology of sustainable development Edited by Per Ra˚berg



3



Dams as Aid Anne Usher



4



Politics of Development Cooperation NGOs, gender and partnership in Kenya Lisa Aubrey



5



Psychology of Aid A motivational perspective Stuart Carr, Eilish McAuliffe and Malcolm MacLachlan



6



Gender, Ethnicity and Place Women and identity in Guyana Linda Peake and D. Alissa Trotz



7



Housing and Finance in Developing Countries Edited by Kavita Datta and Gareth Jones



8



Peasants and Religion A socioeconomic study of Dios Olivorio and the Palma Sola religion in the Dominican Republic Jan Lundius and Mats Lundahl



9



Environment and Development in the Straits of Malacca Mark Cleary and Goh Kim Chuan



10 Technical Knowledge and Development Observing aid projects and processes Thomas Grammig 11 World Bank and Rrban Development From projects to policy Edward Ramsamy 12 Poverty Orientated Agricultural and Rural Development Hartmut Brandt and Uwe Otzen 13 Political Conflict and Development in East Asia and Latin America Edited by Richard Boyd, Benno Galjart and Tak-Wing Ngo



Political Conflict and Development in East Asia and Latin America



Edited by Richard Boyd, Benno Galjart and Tak-Wing Ngo



First published 2006 by Routledge 2 Park Square, Milton Park, Abingdon, Oxon OX14 4RN Simultaneously published in the USA and Canada by Routledge 270 Madison Ave, New York, NY 10016 Routledge is an imprint of the Taylor & Francis Group, an informa business This edition published in the Taylor & Francis e-Library, 2006. “To purchase your own copy of this or any of Taylor & Francis or Routledge’s collection of thousands of eBooks please go to www.eBookstore.tandf.co.uk.”



ß 2006 Selection and editorial matter, Richard Boyd, Benno Galjart, and Tak-Wing Ngo; individual chapters the contributors All rights reserved. No part of this book may be reprinted or reproduced or utilised in any form or by any electronic, mechanical, or other means, now known or hereafter invented, including photocopying and recording, or in any information storage or retrieval system, without permission in writing from the publishers. British Library Cataloguing in Publication Data A catalogue record for this book is available from the British Library Library of Congress Cataloging in Publication Data A catalog record for this book has been requested ISBN 0-203-01355-7 Master e-book ISBN



ISBN10: 0-415-36318-7 (Print Edition) ISBN13: 978-0-415-36318-1



Contents



Contributors Preface 1



Introduction: the long-chain explanation of economic development



vii viii



1



RICHARD BOYD



2



East Asia’s success and Latin America’s failure: agrarian reform, industrial policy and state capacity



21



´ BAL KAY CRISTO



3



The irony of labor strength and income inequality: a comparison of Brazil and South Korea



53



HAGEN KOO



4



Government–business relations and economic performance in South Korea and Chile: a political perspective



74



PATRICIO SILVA



5



Possible and impossible games: institutional order and social conflict in Argentina and Taiwan



118



TAK-WING NGO



6



Modes of rent-seeking and economic outcomes: a comparison of Japan and Mexico RICHARD BOYD



148



vi



Contents



7



The uses of trust: why did the East Asian development path differ from the Latin American one?



213



BENNO GALJART



8



Conclusion: East Asian and Latin American development in retrospect



246



BENNO GALJART



Bibliography Index



266 290



Contributors



Richard Boyd is Reader in the Law and Society of Japan at the University of Leiden, the Netherlands. Benno Galjart is Emeritus Professor of Development Sociology at the University of Leiden, the Netherlands. Cristo´bal Kay is Associate Professor in Development Studies and Rural Development at the Institute of Social Studies in the Hague, the Netherlands. Hagen Koo is Professor of Sociology at the University of Hawaii, United States. Tak-Wing Ngo is Lecturer in Chinese Politics at the University of Leiden, the Netherlands. Patricio Silva is Professor of Modern Latin American History at the University of Leiden, the Netherlands.



Preface



The present volume has its roots in a project initiated by Benno Galjart who assembled a group of area specialists under a broad rubric, the political economy of development in East Asia and Latin America. It began modestly with brown bag lunches in Leiden. The East Asianists compiled basic readings for the Latin Americanists who reciprocated the favor. It quickly proved enormously fruitful and turned into a formal program of research and discussion located in Wassenaar, where the generous support of the Netherlands Institute for Advanced Study enabled us to work intensively on country-to-country comparisons of central tenets in the developmental debates. For many of us it was a rich learning experience, a rare chance in a busy and sometimes narrow academic life to look beyond the area wall and to glimpse life in other regions. Our goal was to scrutinize key issues and institutions in the literature, to revisit and test the axioms comparatively and empirically. The research process threw up a number of surprises. Axioms proved to be contentious. We were sometimes astounded by the great gaps in knowledge of the field. Those of us weaned on industrialization in Japan, Korea and Taiwan expected to read sectoral case studies of Latin America and we were incredulous at the actual dearth of these. Colleagues familiar with a rich Latin American literature on citizenship and social justice were no less startled by the paucity of such studies in an East Asian context. An early discovery provided the theme for this volume. Our initial attempts to compare like with like were quickly overtaken by an awareness that like was very often not like at all; that seemingly similar institutions and seemingly similar policies were often quite different both in nature and in their effects; that it was, accordingly, a very bad idea to read anything much off from the label without first interrogating the realities. From this it was just a short step to the thesis explored in this volume: it is unhelpful to see institutions, not least the so-called developmental institutions, as some kind of given with a single, universal sense and significance. It is much more useful to recognize that these are part and parcel of broader, sometimes current, sometimes antecedent, political struggles which govern what these institutions are, and how they will function, and give them their
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particular meaning. Our thesis has the additional benefit of correcting the view of development as a smooth, even easy, linear historical unfolding (above all in the East Asian context), driven by polished and cohesive agencies timely operating on well-oiled levers, rather than as troubled and political, uneven, discontinuous, and rooted in conflict. Two other sets of questions emerged from our research; these are taken up by us elsewhere. So inextricably linked are they that we can usefully mention them here. An overriding concern is to return power and history to a central position in the study of the political economy of developing nations. Our motivation stems from a sense of dissatisfaction with the overwhelming preoccupation with growth and development, especially in the study of Asia. The growth paradigm has grabbed and held the political science of Asia by the throat for more than 25 years, leaving it little enough breath to do much more than say which nations have succeeded or which nations have failed to develop, and what has been the ‘‘contribution’’ of politics to these. Of course, the importance of growth and development is not to be denied. But there are problems and issues that are not reducible to economic success and failure. In particular, questions of the state, politics and power cannot be captured in measures of efficiency and effectiveness. In short, there is a pressing need to emancipate the study of Asian political economies from the growth paradigm. The volume, Asian States: Beyond the Developmental Perspective (ed. Richard Boyd and Tak-Wing Ngo, London: RoutledgeCurzon, 2005) represents the first crystallization of our attempts to understand Asian states from beyond a developmental perspective. A second set of questions revolves around and takes issue with the projection onto the non-European world of a simplified Weberian conception of the modern state. That conception owes much to an idealized understanding of the European state which is robustly indifferent to the particularity of states in other parts of the world, notably in Asia. Ironically, Weber himself warned against reading off the states of Asia from a Western text. He was sensitive to the difference of Asia and of the need to locate the state in its historical and cultural specificity – a need all the greater where the states in question have known their own autochthonous political development long before the colonial experience. The critical need is therefore to reconnect the state to the history of its own making as the indispensable means to reveal its contemporary form and meaning. This we seek to do in a second volume State Making in Asia (ed. Richard Boyd and Tak-Wing Ngo, London: Routledge, 2006). We see these studies as a first contribution to the repoliticization of the comparative political economy of Asia and Latin America which seeks moreover to ground their Asian political economies upon a basis that acknowledges their autochthonous politics and power relations, their unique histories, and the particularity of how these mesh and clash with Western political modernity. The payoff, as the research progresses and deepens,
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is a comparative exercise that will contribute to a theorization of the state and the politics of economic exchange (market) from a non-Eurocentric perspective and feed back into theorizing about these in the West. Our heartfelt thanks and gratitude go to the friends and colleagues who have helped us in our endeavors. The present volume would not have materialized without the support of the Netherlands Institute for Advanced Study in the Humanities and Social Sciences (NIAS). We owe special thanks to Henk Wesseling, the former Director of NIAS, for his support of the project and to the staff of NIAS for their excellent logistical support. Other fellows of NIAS provided a stimulating environment where we could sound out our ideas. We are grateful to numerous friends and colleagues for their insight, patience, questions and criticism. They include most notably: the late Jean Carrie`re, Arif Dirlik, Leo van Grunsven, Barbara Hogenboom, Rogers Hollingsworth, Kees Koonings, Dirk Kruijt, Henk Thomas, Menno Vellinga, Laurence Whitehead, Richard Whitley and Willem Wolters. An earlier version of Chapter 2 had been published in Third World Quarterly, vol. 23, no. 6 (December 2002): 1073–102. We acknowledge the kind permission to reprint the revised version here. During the preparation of this publication, we gratefully received editorial assistance from Rebecca Chan and Gina Rozario. The debate and research that led to this volume were both enjoyable and rewarding. We have particularly fond memories of the microseminars on development sociology that our daily commute to Wassenaar became. These were always engaging, distracting even, whether it was the debate itself or the sight of Nelson Mandela’s motorcade sweeping down the N206 on a visit to the Netherlands we may never know. That we crashed into the car in front is beyond dispute. Richard Boyd Benno Galjart Tak-Wing Ngo Leiden, 2006
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Introduction: the long-chain explanation of economic development Richard Boyd



We distinguish a short-chain and a long-chain approach to the explanation of development. The short-chain approach focuses upon policy and development institutions. While agreeing that these are important, we argue that the chain must be extended by linking these factors to the broader political, economic and social settings which fashioned them. The long-chain approach is indispensable in the comparison of East Asian and Latin American development since it is only in this way that we can understand why similar policies and institutions led to different developmental outcomes. We will set out the argument in brief before describing more fully how it is developed in the contributions to this volume. Whereas the comparison of Latin America and East Asia is often driven by the conviction that Latin America has much to learn from East Asia’s economic performance, this is not the approach taken here. Certainly, the Asian Economic Miracle (at least up until the Asian Crisis) – that is to say, the brute fact that East Asia has outperformed Latin America economically – has hugely encouraged the ‘‘learn from East Asia’’ approach. The facts of postwar economic performance are aided and abetted by other factors which reinforce the sense that Latin America has something to learn. These include the historical memory that countries such as Argentina had a head start in the race way back in the late nineteenth and early twentieth centuries, that the advantage has been lost, and that Latin America has been comprehensively overtaken by East Asia. There is an uncomfortable sense that some of the problems have been self-inflicted, that chances have been lost, opportunity dissipated and advantages wasted. Policy choices have not always been wise. When strategies of export-oriented industrialization (EOI) are eulogized as the quintessence of the East Asian model and heralded as the right choice and the major factor in East Asian success, so the adoption in Latin America of import-substituting industrialization (ISI) strategies has come to look very much like the wrong choice, a turn down the wrong road. If this were not enough, the experience of East Asia has been condensed, abstracted and formalized as a model to be emulated and legitimized as such by international organizations. It is official. There are lessons to be
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learnt from East Asia; lessons which have the stamp of approval of the World Bank. However, this is not the approach we take in the present volume. There are a number of reasons for this. It is not that there are no lessons to be learnt. Undoubtedly there are. It is emphatically not because we are advocates of a narrowly neoclassical explanation of East Asian growth. Far from it, we subscribe to the view that policy matters, that institutions matter, and that there is a positive role for government in the pursuit by latecomers of economic development subject to the proviso that these factors figure in a complex multifactorial equation. On the other hand, we are not at all confident that the East Asian experience is as well understood as some of the champions of the East Asian model would have us believe. Still less do we agree that it is possible at this point in our knowledge to draft a developmental blueprint from that highly complex and contradictory experience in which purpose, contingency and accident are all important ingredients. In particular, we wish to sound a note of caution in the face of the ever-increasing dominance in the literature of a body of highly stylized facts about the East Asian experience. These, particularly since their sanctification by the World Bank, have come to enjoy the status of simple and self-evident truths. Self-evident they are taken to be and yet they are not always firmly, empirically grounded. The evidence is often thin and shaky. There is a great deal we simply do not know, even of the most basic institutions and processes. Take for example the strong state. This is a hypostatized ‘‘fact’’ of the East Asian political economy. Yet among the regional specialists there are strongly dissenting voices. For instance, Haley has painstakingly argued that the Japanese state is weak in terms of its capacity to coerce or compel compliance.1 And how are we to judge this? The case studies to substantiate the claim do not exist. Is the Latin American state weaker than the East Asian state? Again we face the problem of how we can answer in the absence of comparisons of Latin American and East Asian states. Self-evident or not, the truths of the East Asian model are far from simple. The chain of reasoning that is the backbone of this study starts with policy, and argues back to the institutions that shape policy and then to the forces that fashion the institutions. This last link in the chain is critical and conspicuous by its absence from the literature. The focus upon institutional fashioning is a distinctive contribution of the present study. The chain of reasoning is long. In addition, the links in the chain are rarely simple rings and never all clean curves. Take policy. That policy matters is an unshakeable axiom in the literature. EOI garnishes all the plaudits and ISI most of the brickbats. This is all well and good, but it leaves unanswered critical questions about how these industrialization strategies are delivered; that is to say, it has so far refrained from detailed comment upon the maze of subordinate policies that is to be traversed if an industrialization strategy is to be delivered. Any grand strategy must
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resolve itself into a plethora of subordinate policies that straddle macro, meso and micro levels and urban/rural, distribution/redistribution, production/ consumption divides. In the process, it will encounter daunting problems in the timing, sequence, weight and coordination of its constitutive policies, problems that threaten and bedevil the delivery of the overarching policy at every turn. Then there are questions, also largely unanswered, of how industrialization goals and policies mesh with other issues and other policies. Here we draw attention not only to the complementarity of policies but also to the diversity of goals simultaneously pursued by governments. Do the dictates of economic growth always coincide with those of state maintenance and the social and economic integrity of coalitions of forces that support the state? We can illustrate the point while adding to the list of questions that have to be addressed by those engaged in the analysis of policy as a determinant of developmental outcomes. The addition is the matter of the witting and unwitting consequences of policy and of the real and of the merely ostensible goals of policy. Policies typically rely upon incentives, which can have notoriously perverse effects that vitiate or even negate the best efforts of policy to achieve its goals. But then the goals are not invariably quite as publicized. There are few observers who doubt that a goal of Nakasone’s privatization policies in the 1980s was the weakening of the public sector trade unions that provided opposition parties with much of their support, and no observers who were surprised by the omission of this goal in public accounts of the whys and wherefores of Japanese privatization reforms – these dealt exclusively with issues of efficiency and expenditure. It is one thing to suggest that in this case there was a happy coincidence between the government’s goal to hang on to office and effective growth policy, but quite another to pretend that Japan (or any other East Asian polity?) has patented a magic pill to remedy the chronic ills of policy-making and delivery. And if it has, the formula has yet to be specified in the literature. Indeed, the complexity, fuzziness and incoherence of policy together with its myriad ills tend not to figure in the literature. Yet scholars have been sufficiently aware of the real-world problems that attend the formulation and implementation of policy to pay attention to the kind of institutions that structure the policy process. They are eager to identify the kind of institutions that might best confront and defeat the problems of which we speak and have detailed above. These institutions are known as developmental institutions. They include pilot agencies, advisory councils and so on, and they have come to be seen as an indispensable element in the arsenal of the country that targets development. A central plank in the literature is the thesis that the formulation and implementation of effective development policy is dependent upon the existence of the right institutional frame. Getting the institutions right has come to be seen as important as getting the policy right.
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While there are good grounds for skepticism in face of the claim, more often implicit than explicit, that there is an institutional solution to the pandemic of problems that attend the implementation of development policy, this aspect of the matter is not dealt with here. Rather, we note that for all its prominence in debate, the ‘‘policy plus developmental institutions’’ theme is problematic and incomplete in ways that have gone unnoticed. It is problematic in that it cannot adequately explain how it is that countries with similar policies and institutions do not always enjoy the same economic outcomes. It is incomplete because policy is no less dependent upon two other sets of institutions; one set of institutions that used to figure in the literature but has slipped out of sight in the last 15 years or so, and a second set of institutions which have been all but invisible to the literature. Let us deal first with the problems of the ‘‘policy plus developmental institutions’’ approach. The question is how we are to explain the difference in outcomes when policies are the same and critically the right institutional infrastructure is in place. Why are ‘‘developmental’’ institutions developmental (functional and effective) in one country and not in another? This is the puzzle that the ‘‘policy plus institutions’’ theorem cannot solve other than by resort to tautology: those institutions which fail to effect development are by definition not developmental. The problem arises because accounts of developmental institutions abstract these from the wider complex of sociopolitical relations of which they are integrally a part. So, for example, the Japanese advisory councils are deeply indebted to a certain style and culture of government–business relations, to a particular policy style and understandings of decision-making. The decontextualization of institutions is analytically convenient but obscures the extent to which their meaning and significance is local and particular; that is to say, they are both a product of and inextricably enmeshed in broader sociopolitical processes. It follows that it is quite possible that the institutions of one country, for all that they look like the developmental institutions that feature in the East Asian model, will function in other ways and with other consequences. We have suggested that policy is dependent upon two other sets of institutions. The first and more familiar of these are political institutions, that is to say elections, assemblies, party systems and the like. As we have noted, these did once figure in the literature as a likely determinant of the prospects for success of industrialization policy since they made it more or less likely that coalitions of support might be assembled in favor of different policies and against their distributional consequences. Their disappearance from the literature is to be regretted since this obliges us to deal with a kind of disembodied and depoliticized institutional realm that somehow stands apart from its own society. We can scarcely justify this by appeals to the idea of bureaucratic insulation, not least since the range of developmental institutions extends beyond the bureaucracy, and more
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fundamentally since what is at issue is the basic sociopolitical character of all institutional life. The second institutional set to which we refer are the invisible institutions of the market. We say ‘‘invisible’’ not only because these are informal but also because of how rarely they can be glimpsed in the development literature, in policy papers or in the statute books. Indeed, there was precious little if any acknowledgment that they even existed in the first generation of writing about East Asian growth. Even so their institutional existence is beyond question; they are entrenched, highly articulated, rule-bound and self-replicating for all their lack of formal and legal status. They are highly visible and very important to politicians, businessmen and officials and other players in the developmental game. They have a particular form within one country, a form that reflects and is fashioned by the political and economic circumstances of that country. Accordingly they vary from one political economy to another, and as they vary so do their consequences for developmental outcomes. They are of great scale and importance not only in the more poorly performing Latin American economies but also in the East Asian success stories. We hesitate to call them political institutions or economic institutions since they straddle the conventional divide. They are the rent-seeking institutions. It might be useful to take stock of the argument at this point. It is conventional and appropriate to highlight the importance of policy in the developmental equation. It is no less standard these days to point to institutional ensembles that help to resolve the usual conundrums of policy (coordination, complementarity, divergent goals, timing sequence and so on). Here we extend the chain of reasoning and argue that what these institutions are and how they will work is a function of the political circumstances that gave birth to them and in which they must operate. In other words their actual practice and likely consequences cannot simply be read from their designation as this or that kind of developmental institution. Next we reintroduce political institutions and look to remind ourselves that these will in turn condition the possibilities of policy and refract the workings of developmental institutions. The chain of reasoning does not end here. We argue that a third set of informal institutions, specifically rent-seeking institutions, the ‘‘invisible’’ institutions of the market condition policy, should be placed at the center of analysis. We close out the argument of the volume by introducing a fourth informal layer, that of social capital and trust. The inclusion of trust in the analysis of development is not novel, but our findings are. We will conclude this long chain of reasoning with the important discovery that there are not only differences in the degree of trust, differences critical to the functioning of the whole gamut of institutions, but also differences in kind. The difference in kind between systemic and particularistic trust is fundamental to the functioning of institutions and so a weighty factor in the explanation of development.
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Land reform and economic development To capture the long-chain of the developmental logic, we begin our analysis with the conventional starting point in identifying socioeconomic and policy factors. A quintessential and much remarked feature of the East Asian model of economic development is the success of countries in the region in expanding their agricultural sector.2 The benefits of such expansion are multiple. At its simplest this touches the generation, transfer and use of an agricultural surplus to fuel industrialization, above all in the early stages of development. It is now well known that there are various ways in which surpluses can be transferred from the countryside to urban-based industry, not all of which are equally conducive to the developmental exercise.3 We have referred above to problems of rural employment. This is one factor in the agrarian equation. Countries that have known how to expand their agricultural sector have been able to provide employment of one sort or another for the rural population – a capacity of great importance in the early stages of industrialization when the cities and towns are not yet able to absorb excess labor from the countryside.4 The expansion of the agricultural sector is also critical in respect of the expansion of the food supply so as to avoid a costly diversion of foreign exchange earnings in favor of food imports at the expense of imports of capital and intermediate goods to feed modern industries. Not that the sum of the agrarian equation is exclusively economic. The earliest East Asian industrializer, namely Japan, knew not only the immediate economic benefits of agrarian transformation (the sort to which reference has been made already) but also the more mediated, less tangible but indispensable benefits that accrued from the resolution of the socioeconomic conflicts and tensions generated by the social relations of absentee landlord, tenant farmer and landless peasant. These included the elimination of those points of conflict and dissension likely to be conducive to the emergence of nativist, agrarian, rural-based political parties opposed to urban-centered industrialization. The absence of any distinct social basis for political opposition to state-led industrialization has been one of the most salient features of the postwar sociopolitical landscape in Japan. The benefits that accrued from the transformation of the agricultural sector in Japan include the reinvigoration of community norms of conduct that celebrate cohesion and corporate solidarity and which have transferred to the towns and the modern firm where they sustain and are replicated and re-taught daily in the collective practices of the Japanese management style and a gamut of other contemporary institutions that loom large in the institutional matrix that sustains the modern Japanese economy.5 Any discussion of the institutional matrix that sustains development in Japan might well begin with (and cannot sensibly avoid consideration of) the community norms of conduct that are the legacy of agrarian reform. These are not only the glue that bonds
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a more formal and legalistic institutional life in Japan but more fundamentally an institutional realm in their own right. They are no less the indispensable complement of official regulation in the fashioning of institutional life.6 We have written a long list of the consequences that derive from agrarian transformation in one of East Asia’s early industrializers. Indeed such is the importance of the (economic) expansion of the agricultural sector, so essential is the sociopolitical transformation of agricultural relations in the drive to modernize, and so stubborn and ubiquitous the opposition from politically entrenched and ideologically recalcitrant landed elites that development projects and their champions cannot passively await, nor confidently anticipate, change in the countryside. Accordingly, the vigor, the terms and even the timing with which land reform has been pursued by states that target industrialization has come to be seen in the literature as a significant variable. It is also, on the face of things, a point of contrast between East Asia and Latin America. Whereas in East Asian countries like Taiwan and South Korea comprehensive land reform was effected prior to industrialization (the timing of the land reform – industrialization sequence is critical), and contributed later to a superior economic performance, in Latin America it came later, if not at all (as in Brazil), and in any case was attended by significantly fewer redistributive (and so market enhancing and industrial structure balancing) effects. We have noted that in the case of the first wave of East Asian industrializers the partisan political benefits of agrarian transformation by means of land reform were very considerable. We noted too that a possibly even more important spinoff from land reform (indeed an unanticipated consequence of this) was the wholesale reinvigoration and renewed naturalness and legitimacy of community norms that were to underpin a gamut of developmental institutions in the postwar period. Given the importance of these consequences of early land reform in East Asia it becomes all the more important carefully to consider the consequences for developmental outcomes of both the absence and (if and where it occurred) the lateness and shallowness of state-sponsored agrarian transformation in Latin America.



Labor strength and income distribution Comparisons of economic development in Latin America and East Asia have noted differences in the strength and weakness of organized labor in the two regions and have questioned the significance of such differences for the conduct of development policy, labor market conditions and income distribution. There is an intuitive sense that the relative weakness of organized labor in East Asia has facilitated the enactment of EOI strategies while, conversely, a stronger labor movement in Latin America has
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severely constrained the implementation of ISI policy. In short, the link between labor strength and developmental outcomes is not direct but is rather mediated through policy. We use the expression ‘‘intuitive sense’’ advisedly since we concur with Hagen Koo (Chapter 3) in the view that the thesis so far has not been rigorously investigated. An incontrovertible difference in the patterns of development in the two regions concerns the much greater success of East Asian countries in achieving high growth and relatively equitable income distribution.7 At the risk of stating the obvious, high growth is not of value or interest in itself. Value and interest depend exclusively upon what is done with surpluses generated by growth (presidential palaces or public housing programs, elite access to foreign medical clinics or widespread local health provision). Growth with declining inequality, growth and equity are, without a doubt, good things. Their attractiveness is heightened by the possibility that equitable income distribution can itself contribute to growth and so close a virtuous developmental circle – a point addressed by Kay in Chapter 2. A relatively equitable income distribution increases the size of the domestic market for industrial commodities and helps to balance and to broaden the industrial structure. In the absence of equity the likelihood is that there will develop, as in Latin America, ‘‘a distorted and inefficient industrial structure that was limited to satisfy the particular demand profile of the higher income groups.’’ The knock-on effect (to exacerbate matters) is rural unemployment. Kay puts it well: [i]n Latin America, a large proportion of the surplus rural population which migrated to the urban centers was unable to find industrial employment as Latin America’s industrial structure was inappropriate: it produced commodities largely catering for the highincome groups, which required capital-intensive and foreignexchange-intensive technologies. South Korea’s and Taiwan’s industrial structures were geared to the production of mass consumer goods, where there were greater possibilities for using labor-intensive types of technology. Thus Latin America’s urban surplus population continued to expand, preventing any significant trickle-down effect from economic growth and perpetuating, if not exacerbating, income inequalities.8 The virtuous linkage between equitable income distribution, a balanced industrial structure and enhanced employment prospects for the surplus rural population is an important point of contrast between the two regions. It becomes then imperative to explain how these differences in income distribution came into being, and essential that we examine the place and significance of the strength of organized labor in such an explanation. This important matter is central to Koo’s analysis in Chapter 3.
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The insulated state bureaucracy If there is a rocky outcrop, hard, impenetrable and beyond debate in the debate over the institutions that best sustain developmental policies it is the competent insulated bureaucracy. Certainly this is a central element in models of East Asian development. At its core is the notion of state capacity and the associated sense that some states are harder (more resistant to political pressure, more distant from social entanglements, better able to resist the demands and claims of special interests, less captive to elite groups), smarter (expert and professional, technocratic, manned by career officials who are recruited by examination and promoted on merit), disciplined (because of the threat of war) and effective than others and so are better able to get things done than others. The states of East Asia are said to be hard, smart and effective because of a Japanese colonial legacy, the strictures of a political economy of war and the threat of war, or, in the case of Japan itself, because of an entrenched economic nationalism. The states of Latin America are seen very differently, notwithstanding different exceptions at different times; these are soft, penetrated by private interests, in the gift of political elites, and vulnerable to rent-seeking by business and labor. Surprisingly perhaps, the contrast has rarely, if ever, been put to the test by means of a careful close country to country study of a Latin American state and an East Asian state. There are good single-state studies, interesting comparisons of states and regimes within one region but precious few attempts rigorously to contrast two states, one from each region. The absence of this kind of scrutiny is the more grave because there has always been something worryingly circular in arguments about state capacity. Certain things happen, entrepreneurship flourishes, industries adjust to export markets, there are changes in the land tenure system, and movement in agrarian social relations. Let’s call them ‘‘A.’’ Some or all of these things figure in government papers, ministerial statements, bureaucratic ordinances, circulars and instructions and even legislative action – of course they do since they are the issues of the day and government needs to be seen to be taking responsibility. Let’s call them ‘‘B.’’ It is then but a short step to the conclusion that ‘‘B’’ caused ‘‘A.’’ Government is happy with the conclusion and will promote it. Academics use government texts as if they were divine writ, as authoritative evidence rather than political claims to be interrogated and so serve to buttress and to legitimize the claims. We then say that states have capacity and that their institutions are effective. And yet it remains extremely difficult to specify the sources of state capacity, to resolve it into its constituent elements – other than by virtue of the guesstimate that ‘‘A’’ was caused by ‘‘B.’’9 Efforts to analyze state capacity in terms other than of its putative effects focus upon the quality of the bureaucracy, the existence of steering and coordination mechanisms both within the state itself as in
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‘‘interministerial coordination’’ and at the junction of government and business. The empirical site of these discoveries (that is to say, the constituent elements of the capacity of the East Asian state) was the region’s first industrial mover, Japan. Unfortunately, this kind of specification of state capacity is no less dependent upon the kind of circular reasoning that concerned us in the first place with respect to ‘‘state capacity.’’ How do we know the bureaucracy is high quality? Because things get done and the bureaucracy publicly associates itself with the doing and the association is widely communicated through the national press and television. What is it about the Japanese bureaucracy that makes it (apparently) so successful? Because they are recruited from Japanese universities’ finest? Because they are selected through a demanding examination system and promoted ‘‘on merit’’ and so on? Can we prove the connection between elite recruitment and positive policy outcomes, or at least demonstrate it in a close and sustained way? No. We cannot, or at least we have not. By and large the link is asserted. Both characteristics and consequences are attributed rather than demonstrated.10 How do we know the Japanese state is endowed with exemplary steering and coordination mechanisms? Things seem to get steered and coordinated and there exist agencies and advisory councils that claim to be doing the steering and coordinating. It is plausible at least to suggest that the latter caused the former. Has the link been substantially evidenced and persuasively argued? No, it hasn’t. Here, too, attribution has the leading role and detailed demonstration comes a sorry second. In fact, more than two decades later on these claims seem even less convincing, not least because the positive effects that prompted the search for the effective state are long gone. It is exactly the same highquality bureaucracy said to be the architect of economic growth in the 1950s and 1960s that was responsible for the conduct of public affairs in the stagnation and recession of the 1990s. The Hanshin earthquake cruelly exposed the limitations, the hesitancy, the incoherence and discontinuity of state action. Corruption scandal after corruption scandal has eroded confidence in the technocratic, expert, impartial and professional Japanese official. It was possible in the 1970s for Western academic observers to dismiss the massive flows of cash from business to politics as payment for general, non-specific benefits; that is to say, neither a matter of corruption nor of rent-seeking but rather a financial vote against the Japanese Communist Party and the Socialists in favor of a systemic commitment to ‘‘laissez-faire capitalism.’’ It was no longer possible to argue like this twenty years on when the highly specific (and immensely lucrative) benefits that accrued to construction industry cartels and their political interlocutors in cash for contracts deals were a matter of common report. More recently still, it has proved impossible to claim that these are matters peculiar to the construction industry and to politicians; responsible officials are fully implicated in a rapidly expanding scenario which has implications for
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officialdom in toto and moves systemic rent-seeking to center stage in the political economy of Japan. Nor is this a matter merely of events,11 that is to say of analysis being overtaken by events. The analysis of the state and of statecraft in Japan conducted by interested Japanese has never quite squared with that associated with the developmental state. Prime Minister Koizumi is the latest in a long line of administrative reformers who have targeted the sectional fragmentation of government and the inadequacy of coordination mechanisms as the principal goal of reform attempts – attempts which have hitherto produced little fruit.12 In short, we cannot join the chorus that seeks to persuade Latin America that East Asian states are models of those elements which together constitute state capacity.13 Still less can we afford to take as given propositions regarding cross-regional differences in state strength since these have rarely been tested. At a minimum we need to subject these claims to rigorous, empirical analysis on the basis of a paired country comparison. We do not pretend to have exhausted the possibilities in this volume; indeed ours is but a beginning in what we hope will become a stream of close country comparisons. The vantage point for the paired country comparison is bureaucratic insulation in Chile and South Korea (Chapter 4). The ability of states to resist pressures from business elites and other organized interests has long been celebrated as an indispensable ingredient of the superior economic performance of East Asia. The link to growth is policy. ‘‘Insulation’’ is deemed to allow expert bureaucrats the room for maneuver to formulate and to implement coherent development policies. In other words, insulation speaks to the right institutional matrix within which best to formulate and to deliver the right policies. We concern ourselves not so much with the link between insulation, policy and developmental outcomes but rather with the brute facts of insulation. Kang in his very useful study of the Philippines and South Korea has alerted us to some of the shortcomings of the argument.14 Indeed, a central contention of his is that bureaucrats in these two countries were not autonomous from political interference in setting policy. Silva extends the analysis and the comparison to Chile. This is new and a substantial reinforcement of the East Asia/Latin America comparison. It is particularly pertinent in that, while both South Korea and Chile have been characterized in terms of the strength of their state institutions and the efficiency of their bureaucracies, the developmental strategies deployed within this classic institutional matrix were dramatically different – the one dirigiste, the other neoliberal.



Policy and developmental institutions in their broader political, economic and social settings It is essential that we set policy and its institutions against a broader political, economic context. This is because the extension of the analysis of development to include the identification of the best policies to be pursued
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and the clarification of the kind of institutions best suited to the formulation and implementation of policy led to a puzzle, if not to an out and out paradox. The puzzle emerges from the observation that countries that pursued similar policies with the support of broadly similar institutional ensembles experienced very different economic results. Our focus is the institutional aspect of the problem. It seems that we cannot simply read off the effects of apparently similar institutions from the formal characterization and labeling of institutions. We are obliged, rather, to relearn a lesson we were taught in the 1960s; to wit, we cannot know the behavior, the impact and significance of an institution from its formal, legalistic and historical designation, still less from labels attached by observers – particularly when these appeal to surface similarities (for example, ‘‘pilot agency’’) or refer to great institutional complexes. (Both Japan and Taiwan are said to be developmental states. Be that as it may, much of the institutional furniture of the Japanese political economy has been in place since well before the Pacific War whereas the Taiwanese economic institutions come and go in a blur for much of the postwar period – this is not a trivial difference.)15 In part the answer is more research. We need more close, empirically rich, comparative analyses of seemingly similar institutions. There is a dearth of these.16 However it is not only a question of more research but also one of different research. This is because the way in which institutions work in practice depends upon a variety of contexts which constitute and constrain them. Essentially this is a call for a return to the kind of research done in the early 1990s or thereabouts by Bates and Krueger, by Deyo and by Haggard and Kaufman.17 These authors were concerned to set developmental strategies in a broader historical and above all political context. The focus of their work was development policy; and they demonstrated persuasively that this, in its formulation, application and maintenance over the longer term, was subject quite fundamentally to political constraints. The shift of academic attention away from policy to the institutional frame within policy which is made and delivered has obscured this important line of inquiry to which we return in Chapters 5, 6 and 7 of the volume. Our hypothesis is that the institutions are themselves no less constrained by politics than is policy itself. To this extent we take issue with adequacy of the dominant emphasis in comparative studies of East Asian and Latin American development on the institutional bases of stable growth (insulated technocracy, policy deliberation councils, industry associations, pilot agencies, ‘‘nuts and bolts’’ operational agencies and so forth). The reason for so doing is simply put: doubtless various institutions in specific contexts have proved instrumental for growth and development, but the nature and potential of any particular institution is not a universal given but is a function of the broader setting in which it resides. Accordingly we investigate in the second part of the volume the proposition
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that the nature and potential of reputedly developmental institutions is refracted through political struggle and so must be established through empirical investigation. If we put this in other words, we might say that even if we establish a deep identity between two institutions in two countries as, say, pilot agencies on the basis of a comparative institutional study we cannot read off any set of likely consequences or impute any likely significance to them since these will depend fundamentally upon their broader setting. The point is nicely illustrated in Ngo’s chapter in which he shows how the same policies in similar institutional frames led to dramatically different outcomes in Argentina and Taiwan. The explanation, he argues, is differences in the two political contexts which lead to differences in how superficially similar institutions function in practice. We have yet to specify quite what we mean by ‘‘political context’’ and ‘‘political setting.’’ Our concern is not with the contrast between democratic and authoritarian political regimes and their relative merits in regard to the pursuit of economic growth. The contrast is too stark to do justice to the complexity of the facts. In a comparison of Mexico and Japan, Boyd notes that the powers and resources available to the Mexican executive greatly exceed the limited coercive powers of the Japanese state and yet the economic performance of the latter is generally considered to be significantly better than that of the former. On the other hand, Haggard famously identified a ‘‘crucial irony’’ in the East Asian model, namely the achievement of ‘‘equity without democracy.’’18 If Japan is simultaneously less authoritarian and less democratic and more economically successful than Mexico, then a contrast between authoritarian and democratic regimes is unlikely to help us explain economic performance. A second approach is that which draws attention to the influence upon policy of political institutions, electoral and party systems, particularly through their impact on the organization of coalitions, and their ability to support and sustain policy initiatives.19 This line of inquiry is potentially of quite some interest and it is a pity that not more has been done with it since the early 1990s as far as we are aware. However a caveat is in order. The focus upon political institutions entails exactly the same kind of risks and potential confusion as those we identified above in our discussion of developmental institutions. Matching labels will not always reveal the truth of the matter. The answer, in part, is as noted above: that extreme rarity, close institutional comparisons. But again this will take us only so far. Anderson puts it succinctly: [It] is not self-evident that the parliaments of Morocco and Egypt or the finance ministries of Iraq and Iran operate exactly the way their American counterparts do, nor is it clear what those differences might mean for the study of elections in the abstract or capital markets in general.20
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We can only add that the list could be extended with equal force to the whole gamut of political institutions; and that were we to substitute the countries covered in this study – Taiwan, Japan, South Korea, Chile and Brazil – for Morocco, Egypt, Iraq and Iran we would confront precisely the same set of problems and stack up a fresh line of question marks against the words ‘‘self-evident.’’ This brings us to the core of our approach to the ‘‘broader political setting.’’ We proceed from the assumption that long-run processes of socioeconomic change generate prodigious problems of social conflict and social control. Governments that assume responsibility for the task of industrialization must manage the resultant conflict. Where power and authority has yet to be securely institutionalized, social conflict and social cleavages will be closely associated with bids for power and leadership. The success or failure of efforts to manage conflict, or more precisely the particular modalities by virtue of which governments seek to manage this conflict together with their institutional consequences, is a crucial determinant of development outcomes. In other words, political institutions and ‘‘developmental’’ institutions are fashioned and gain their meaning and significance within these struggles. It is only by locating them in such struggles that we can come to appreciate their nature, their relevance and likely impact. The focus upon the ability of the state to manage the social and political conflicts generated by the pursuit of development has an additional benefit. While the linkage between regime type (authoritarian and democratic) has been hotly debated, if somewhat inconclusively, there has been little or no explicit recognition that political performance understood in the sense given above is a significant variable in the explanation of growth and development. There is only implicit acknowledgment that not all states have a good record of political achievement. The importance of the oversight is of the first order since, while differences in the economic performance of the two regions are universally acknowledged, it is no less the case that there is a marked disparity in the political performance of the two regions. The latter is not acknowledged. We are drawn to the hypothesis that, by and large, East Asia has known greater success than Latin America in the management of developmental conflicts and this has been a significant factor in the region’s greater economic success.



Rent-seeking We have argued that, useful as it is to locate policy in an institutional context if we are fully to understand how these institutions function, we must recognize them as the product of sometimes protracted political conflict. So far we have referred specifically to both developmental institutions (pilot agencies and the rest) and political institutions (elections, party
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systems). The importance of both of these sets of institutions is widely recognized in the literature even if their contextualization in political struggle is less usual. There is a third set of institutions that have received much less attention for all their importance in shaping policy. These are rent-seeking institutions. To repeat, while rent-seeking is the subject of volumes and volumes of studies, rent-seeking institutions have received little attention. The lacuna is readily explicable but not justifiable. Rentseeking is treated as pathology; it is morbid, bad, a disease. The tendency has been to argue that since rent-seeking is harmful to growth then what is to be targeted is ideally its elimination or at least its containment. There is less concern to analyze it than to get rid of it. This has resulted in studies that argue it away. Typically, the argument is developed along the lines that, although there is rent-seeking in country X, it proved compatible with positive growth outcomes because it occurred in oligopolistic circumstances, or because of the balance of power between government and business, or because of something else.21 Since rent-seeking is deemed to be aberrant behavior there has been a reluctance to move from pathology to etiology – that is, to treat it as something to be explained rather than explained away. There is a second reason. When rent-seeking is made the central object of analysis and explanation, it is approached through the lens of the market. Typically, there is said to be a market in rents and rent-seeking. Again this is no surprise. The concept of rent-seeking is neoclassical; accordingly explanations are couched in the language of economists and are predicated upon understandings of the market. This is highly problematic. The market is not the best viewfinder through which to scrutinize nonmarket institutions, particularly when these have a fundamentally political aspect. Rents and rent-seeking have a political aspect. Indeed, rent-seeking is embedded in the politics every bit as much as the economics of the political economy. Accordingly, rent-seeking institutions are as much political as they are economic institutions. Efforts to explain the politics of rent-seeking in terms of the market hinge upon a kind of economistic reductionism that rejects the logic of power and politics and reduces the political to the economic. The result, we have argued elsewhere, is a perspective in which states and other political orders are neither political arenas nor configurations of power but are, at best, more or less accurate facsimiles of the market.22 Intervention, it follows, is not to be explained in terms of capturing, holding and consolidating power but, again, solely in terms of the market in respect of which it can anticipate, conform, correct or substitute for, but outside of which it has no independent existence. The approach obscures the facts of the matter. The practices of rentgiving and rent-seeking have been among the most powerful tools for accommodating the relationship between state and conflicting political and economic interest networks in all of the countries covered in this volume.23
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Moreover, so closely associated is rent-giving and rent-seeking with the pursuit of power and the consolidation of power that they acquire a history, a culture (a set of understandings, values and preferences which govern their usage) and ultimately a strong and entrenched institutional form. Accordingly, we speak of rent-seeking institutions and add these to the list of structures that impinge upon the policy process. It will, furthermore, be apparent from what has been said that rent-seeking institutions, just like development institutions and other political institutions, acquire their meaning and significance in an ongoing history of political struggle and can be understood only within that context. To insist upon an autonomous political explanation of rent-seeking institutions, as we do, is by no means to deny that these have an incidence for the economy and growth. They do. However, if we are to gauge their effects it is not sufficient to measure the rents against the neoclassical yardstick that says less is better and more is worse; that is to say, the view that since all rent-seeking is bad (and if there must be some because of the Manichean intrusions of politics) then it must be restricted as much as possible. Nor for that matter can we resort to talk of ‘‘good rents’’ and ‘‘rents for performance’’ if we seriously wish to emancipate the political aspect of rent-seeking and to set out a political explanation of rentseeking. To speak of good rents and performance rents is to let economistic reductionism back in through the front door. The theoretical point is buttressed by a series of empirical observations taken up later in the chapter on Mexico and Japan. Whereas pervasive rent-seeking has been used to explain the relatively poorer economic performance of Mexico in particular and of Latin America in general, the fact of the matter is that Japan has known rent-seeking on a massive scale in parallel to its postwar economic history of reconstruction, spectacularly high growth, economic maturity, the ‘‘lost decade’’ of the 1990s to the present fragile recovery.24 The question arises: did this occur because of or despite an established system of political and economic rewards for rentseekers? In short, we seek to move from a pathology of rent-seeking to its etiology and in the process to reclaim the autonomous political dimension of rent-seeking. This entails recognition that rent-seeking has an institutional form; that is to say, roles and patterns of structured interaction between roles. In so far as these institutional forms are the product of long-run political struggle, they are likely to differ to the extent that the ways in which the problems of politics, of power and authority differ in the countries in question. This means that not only has rent-seeking an institutional form, it has different institutional forms that are characteristic of and peculiar to different political economies. There is precious little recognition of this in the literature. We need to establish these forms and to investigate their effects before we can answer the question we raise above.
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The social setting: salient values The developmental literature is familiar with and sympathetic to another way of contextualizing policy, its principals, its agents, supporters, the recipients and bearers of policy and its institutional frame – that is by reference to cultural variables, among which is trust. How these players in the developmental game, critical to a man, will perform, the choices they make, depends upon social as well as political variables. All of the players in the developmental game face a range of choices. Principals can commit to developmental projects, the enhancement of welfare and the national good; they can also target large personal fortunes and so choose predatory strategies. Agents have their choices too; if highly articulated bureaucratic structures are in place they can choose a career (a highly attractive option where the career entails status, prestige, a decent salary, present stability and prospects of advancement), in which case they will take up the developmental project as a matter of course. In the absence of such structures the options are different and allegiance to the cause will have to be secured in other ways (ethnic and kin and other ties and loyalties, bundles of cash, dachas etc.), and even then allegiance may prove to be a subterfuge, commitment might prove to be partial, temporary or intermittent. Supporters can commit (for some or all of the reasons mentioned above) and when they do so will charge a price, be it symbolic, ideational, ideological, monetary, favors or in other kind. Even the rank and file, the targets of policy, those more acted upon than acting, have their choices, famously estimated by Hirschman to be exit and voice.25 Doubtless the choices made will reflect and refract a range of factors, interests, loyalties, obligations and so on, but there is a body of opinion that believes that the amount of trust that citizens have in each other, regardless of their role as principal or agent or supporter or bearer of the policy preferences of others, will also have a significant impact upon these choices. In so far as that trust bears upon the institutions in which citizens meet in their different roles and which (some of which) are responsible for the formulation and implementation of policy, it is a significant factor. At its simplest, the argument is that high levels of trust in a society facilitate cooperation and so may well prove conducive to development. Plainly, we would need first to be persuaded that cooperation is invariably associated with the road to heaven, and that high, trust-driven levels of cooperation are for some reason much less likely to speed us down the road to hell; but subject to such reassurance, this way of contextualizing the behavior of individuals and institutions is undoubtedly of importance. Certainly the trust–cooperation–positive developmental outcomes linkage is intuitively attractive. It has become, moreover, something of an axiom in the literature and so merits serious consideration. In that literature, the accent is upon the amount of trust in a society. Here too, as in the
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conventional analysis of rent-seeking, we find a ‘‘more is better, less is worse’’ approach to the sociology of development. In Chapter 7, Galjart (a seasoned observer of the Latin American scene) argues that trust like any other institution is neither single, nor indivisible, nor universal. In short, it is subject to precisely the same kind of caveats that we raised in our discussion of economic and political institutions. Indeed his comparison of the two regions prompts the thesis that there are different kinds of trust, the one particularistic the other systemic, a difference rarely remarked in the literature; and that their potential for development is quite different because they have a different impact upon the decisions of individual actors and lend themselves to different kinds of usage in the fashioning of policies, institutions (both formal and informal) and other relations. Galjart demonstrates how the comparative study of trust and social capital might usefully illuminate a cross-regional institutional analysis of the sources of development.
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East Asia’s success and Latin America’s failure: agrarian reform, industrial policy and state capacity Cristo´bal Kay



There has been an ongoing debate over the causes of the spectacular economic success achieved by the East Asian newly industrializing countries (NICs) and the lessons that other developing countries can learn from this development experience. While Latin America started to industrialize many decades before the East Asian NICs it was quickly overtaken in the last few decades. This chapter seeks to explore the agrarian and political economy roots that may explain the different development trajectory and performance between the East Asian NICs, particularly South Korea and Taiwan, and Latin America. The analysis focuses mainly on three interconnected factors in seeking to understand why the East Asian NICs outperformed Latin America: (1) state capacity and policy performance or ‘‘statecraft,’’ (2) character of agrarian reform and its impact on equity and growth, and (3) interactions between agriculture and industry in development strategies. The impressive economic success achieved by the East Asian newly industrializing countries (NICs), Taiwan, South Korea, Singapore and Hong Kong, since the 1960s has led scholars and policy-makers to look more closely at this development experience to discover if any useful lessons could be learned by other developing countries, and Latin America in particular.1 While some authors have argued that there are no or few lessons to be learned as this success story cannot be generalized,2 others, in particular the World Bank and neoliberal economists, have argued that the main lesson to be learned from the East Asian NICs is that free markets, free trade and an export-oriented development strategy are the key to economic success.3 Thus countries that had pursued protectionism and import-substitution industrialization (ISI) policies came in for heavy criticisms by the World Bank and advocates of neoliberal economic policies. This has generated many debates and the neoliberal interpretation of the NICs’ economic success has been challenged and shown to be flawed.4



State and agriculture in development It is now generally accepted that the success of the NICs was largely due to the crucial role played by the state which also involved at times selective
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protectionist policies.5 Even the World Bank has come to admit, though reluctantly, that the state was heavily involved in the NICs’ development process.6 Nevertheless, it still argues against a developmentalist state and for a minimalist role of the state in economic affairs. Many developing countries influenced by the experience of the NICs have attempted to emulate their dramatic industrial export performance with varying degrees of success. While more balanced commentators are aware that the inwarddirected development process of those countries that had followed ISI policies in the postwar period was not the disaster story it had been made out to be, and, on the contrary, was in some instances even more successful than the record of some countries that had followed neoliberal policies, they are now more aware of the limitations of ISI and of the development opportunities which a greater integration into world markets can offer. This can be exemplified by the evolution of structuralist development thinkers and institutions like the United Nations Economic Commission for Latin America and the Caribbean (ECLAC) who have shifted to a neostructuralist position by taking on board the merits of certain neoliberal policies and recognizing some of the advantages which greater integration into world markets can provide.7 In the past few decades a second generation of NICs has emerged, particularly in Asia, such as Thailand, Malaysia, Indonesia and China, which were especially keen to promote industrial exports. In Latin America, countries that had already gone through an ISI process were now eager to move into industrial exports, especially Mexico and Brazil. Much of the focus by analysts interested to learn from the NICs’ experience has been on industrial and trade policy and less so on agricultural policy. Most studies refer to a particular country or region and few have a comparative focus across regions. In this chapter I seek to explore the relationship between the agricultural and industrial sectors, and especially agriculture’s contribution to industrialization, by comparing some Asian and Latin American countries. Furthermore, to what extent are differences in agrarian structure, landlord–peasant relations and state policy significant factors in explaining variations in the development performance between the two regions? In particular I am interested to examine to what extent agrarian reforms have made a difference to their economic and social development. For the Asian region I have selected South Korea and Taiwan as they have undertaken extensive agrarian reforms and have been among the most economically successful Asian countries. For Latin America I am drawing on the experience of a greater number of countries, distinguishing between those that had only marginal land reforms and those that undertook radical land reforms. My aim in this comparative exercise is to achieve a greater understanding of the reasons why the Asian NICs succeeded in outperforming so dramatically Latin America, which once was at the forefront of the developing world, and by implication draw some lessons for Latin America from the East Asian NICs but being fully aware of the different historical circumstances.
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Many analysts consider the nature of the intersectoral relationship between agriculture and industry as being of prime importance for explaining differences in the development performance between countries.8 Although the debate on whether agricultural development is a prior requisite for industrialization or whether both can be concurrent processes is still unresolved, few specialists question that the performance of the agricultural sector will have a major bearing on a country’s industrialization. To achieve a successful industrialization a country will have to resolve the problems associated with the generation, transfer and use of an agricultural surplus. This is particularly important in the initial stages of industrial development. There are various ways in which an agricultural surplus can be defined and measured, which does not need to concern us unduly here. A common and simple meaning of agricultural surplus refers to the total value of agricultural production minus what the agricultural sector retains for its own consumption and reproduction. It thus refers to that part of agricultural output that is not retained by the sector itself and which is transferred to other economic sectors through a variety of means. This can be defined as the gross agricultural surplus. The net agricultural surplus is equal to the above less what the agricultural sector purchases from other sectors, such as industrial consumer and investment goods as well as services. Once an industrial sector has established itself it can generate the necessary surplus for investment from within the sector and the need to extract an agricultural surplus becomes less urgent. At later stages of economic development the flow is often in the opposite direction, with an industrial surplus helping to finance agriculture. There are also various ways in which an agricultural surplus can be transferred to other economic sectors such as voluntarily or compulsorily and in a visible or ‘‘on the table’’ and invisible or ‘‘under the table’’ manner. These distinctions between various mechanisms for transferring an agricultural surplus are made not only to illustrate the great variety of resource transfers which exist but also because some mechanisms are considered to be more appropriate or more efficient in achieving certain developmental goals as compared to others. The analysis should not be confined to a discussion of an agricultural surplus and the various transfer mechanisms but should also be viewed within the more general and dynamic context of a development process. In this context analysts and policy-makers should focus on three major issues. First, what is the best way to increase agricultural output by ensuring sufficient incentives for farmers to invest and innovate? Second, which are the most suitable mechanisms to extract an agricultural surplus ensuring that not too much is extracted so as not to kill the goose which lays the golden eggs? Third, what is the best way to use this agricultural surplus for industrial development so as to ensure that the resources are not wasted in financing an inefficient industrialization process? Thus the right balance has to be struck and appropriate linkages have to be developed between agriculture and industry so as to bring
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about a virtuous cycle of economic growth and reinforcing positive interactions between agriculture and industry. A comparative analysis between the East Asian NICs and Latin America within this framework can help us to understand better the reasons for the uneven economic performance of the two regions. In what follows, I first explore to what extent South Korea’s and Taiwan’s comprehensive agrarian reform and abolition of landlordism was a significant factor in its subsequent successful industrialization as compared to Latin America where agrarian reforms were implemented, if at all, only after its industrialization was well on its way. I then discuss South Korea’s and Taiwan’s agrarian transformations as well as the various contributions which agriculture, in particular the peasantry, made to their industrial miracle. Subsequently, I compare South Korea’s and Taiwan’s development strategy and experience with that of Latin America. The comparative analysis focuses on three key issues: state capacity and policies, agrarian structure and class relations, and the significance of certain forms of intersectoral resource flows in development. Finally, I attempt to reach some general conclusions.



Latin America and East Asia in contrast One important difference between the selected Asian countries and Latin America concerns the timing of the agrarian reform. In South Korea and Taiwan, agrarian reform came before any significant industrialization had taken place and was a key ingredient in the subsequent successful industrialization process. Most agrarian reforms in Latin America happened after industrialization was already firmly established and were often seen as a way to revive the flagging industrialization process due to what has been termed the ‘‘exhaustion of the easy phase of import-substitution industrialization.’’ But land reform was not considered as a prerequisite for industrialization in Latin America while in Taiwan and South Korea land reform was a major factor in getting their industrialization started. I will argue in this chapter that a crucial difference for explaining the superior economic performance of Taiwan and South Korea compared to Latin America is that a thoroughgoing agrarian reform took place in these Asian countries before industrialization and not the other way round as in Latin America, with the exception of Mexico. Furthermore, Taiwan’s and South Korea’s agrarian reforms had a far greater redistributive impact than the Latin American agrarian reforms, with the possible exception of Cuba. It is this rural equity factor which was to have a major positive impact on Taiwan’s and South Korea’s industrialization and was the missing ingredient in Latin America’s industrialization. The abovementioned sequencing factor is rarely mentioned, if at all, in the comparative analyses of the East Asian and Latin American development experience. It should be borne in mind though that the main reason
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for the agrarian reforms in both regions were political rather than economic. While in South Korea and Taiwan the landlord class was swept from power at the time of the agrarian reform, in Latin America they managed to hold on to power during the first stages of the industrialization process, managing to block or delay any sort of reform of the land tenure system. Even when the landlord class no longer could prevent an agrarian reform they often managed to curtail its implementation or even reverse the process with agrarian counter-reforms. In Brazil, even today, landlords have been able to forestall any significant agrarian reform process. This political issue will be discussed further later on in this chapter. In Taiwan and South Korea, as well as in Japan which once ruled over these countries, agriculture has been an essential source of accumulation for industry and the state was effectively and ruthlessly central to the whole process. Taiwan and South Korea differ from pre-1945 Japan as in their cases the landlord class was practically absent as most had been expropriated by the time these countries started to industrialize in the 1950s. Instead, the landlords’ place was taken by a repressive but developmentalist state which imposed agricultural modernization from above and appropriated the peasants’ economic surplus to set up, finance and direct the industrialization process. Thus in Taiwan and South Korea agricultural modernization was achieved without the landlords, contrary to Japan where landlords played an important part in raising agricultural productivity, thereby increasing the potential agricultural surplus, but also in facilitating the appropriation and transfer of this surplus from agriculture to industry particularly during the Meiji period. It was, of course, the peasants and tenants who generated the bulk of this surplus. All this was achieved by the developmentalist policies of the powerful and authoritarian Meiji state. Meanwhile in Latin America, with the exception of Mexico, agrarian reform came when ISI had largely outlived its purpose. Thus Latin American governments saw agrarian reform as a means of widening the internal market for domestic industry, giving it a new lease of life due to the expected income distributional effects in favor of peasant beneficiaries. Governments also hoped that food output would rise thereby avoiding increases in food prices and hence pressure for higher wages by industrial workers. Increases in food output would also help to keep agricultural imports in check and thus free scarce foreign exchange earnings for essential imports required by domestic industry. Furthermore, in Latin America, unlike in Taiwan and South Korea, land reform was not seen as a mechanism to squeeze agriculture. On the contrary, it was realized that, at least in its initial phase, land reforms might possibly require more resources from the rest of the economy, particularly from the state, than hitherto. Land reform was also seen as a means of making agriculture more attractive to rural labor, thereby hoping that rural out-migration might decline. This was a desired goal as Latin American industrialization had been unable to provide sufficient employment, so rural out-migration created an unwanted burden
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for the urban sector and the state. Meanwhile in the Asian countries the rural sector’s provision of an abundant and cheap labor force was welcomed by the rapidly expanding industrial sector. By comparison with South Korea and Taiwan, agrarian reform in Latin America came too late and generally was too limited.9 They were too late in the sense that Latin America’s agrarian reform came after industrialization had already made significant progress and a certain industrial structure had already become firmly established after half a century or longer. But this does not necessarily mean that Latin America’s agricultural sector did not make an important contribution to its industrialization. My argument is that an earlier, and above all, more drastic agrarian reform in Latin America would have given a timely and far greater impetus to Latin America’s industrialization as well as creating a different type of industrial structure which would also be geared towards satisfying the demands for industrial products by the lower income groups. A more egalitarian income distribution would have resulted in a more appropriate industrial structure that would be more labor intensive and less demanding of foreign exchange. It might thus have made the industrialization process more sustainable by, for example, avoiding the ‘‘exhaustion’’ or crisis experienced by ISI due to the smallness of the domestic market and the foreign exchange constraint. When the land frontier began to reach its limit in Latin America (in some countries already in the 1930s) the easy phase of agricultural expansion came to an end and competition between the economic sectors for capital became more intense. Continuing agricultural growth required increasingly capital investments, new technologies and changing production patterns to more profitable agricultural products. In the postwar period Latin American agriculture increasingly failed to meet the demands of industrialization, becoming an obstacle to further economic development. Agriculture’s share in the value of total Latin American exports declined from well over half in the 1950s to one-fifth in the 1990s, while the share of agricultural imports within total imports increased.10 In some Latin American countries a previous positive agricultural trade balance even turned negative: agricultural imports began to exceed agricultural exports.11 The increasing failings of agriculture prompted governments into action. They put in place a series of measures from the 1950s to try to encourage modernization of the estates and commercial farms. Among such measures were subsidized credits for the purchase of agricultural machinery and equipment, for improving the quality of livestock, for acquiring fertilizers and improved seed varieties, and for the delivery of technical assistance programs. Consequently large commercial farmers began to shift to crops with higher value-added which were in increasing demand by urban consumers and to capitalize their enterprises through land improvements (for example drainage and irrigation), upgrading infrastructure, mechanization, etc. Thus a shift towards the intensification of Latin American agriculture started to take place but agricultural production was still unable to keep
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pace with the increasing requirements of industry for cheap food and foreign exchange. Furthermore, demands for land reform became increasingly vociferous during the 1950s and 1960s when the failings of the agricultural sector became more evident. Government technocrats were willing to contemplate mild land reforms on the increasing evidence by scholars and international agencies which showed the inefficiencies of the prevailing agrarian system, which in its basic structure had remained the same since the colonial period. Industrialization and urbanization changed also the political landscape as the emerging industrial proletariat supported anti-establishment parties. The peasantry also grew increasingly restless, as it was no longer willing to accept either its poverty or the domination of landlords. Peasant discontent and protest was becoming more widespread and intense. Political parties of the center and the left became more willing to channel the demands of peasants and therefore included the agrarian reform issue in their political programs. While rural unionization, better wages and working conditions had already been part and parcel of some of these programs, the land reform issue added a qualitatively new element as it potentially challenged the economic and political hegemony of the landlord class. In short, both economic and social pressures put the land reform issue on to the political agenda.12 Indeed, agrarian reforms were implemented in most Latin America countries, largely from the 1960s to 1980s. However, they were often restricted in scope and thwarted in their aims by opposition forces or by government mismanagement. In some cases landlords even managed to reverse the peasants’ gains via counter-reforms. Thus today inequality, poverty and social exclusion are still prevalent throughout most of rural Latin America.13



Agrarian transformation and industrialization in Asia In this section I will examine the characteristics of South Korea’s and Taiwan’s agrarian transformations and, in particular, the contribution which agriculture and the agrarian reforms made to their remarkable industrialization process. I will then, in the next section, undertake a comparative study between the Asian cases and Latin America. Agrarian reform and development in South Korea Korea was a Japanese colony from 1910 to 1945 and South Korea gained its independence in 1948. It was largely a rural country with over four-fifths of the population being rural in the mid-1940s. Landed property was concentrated as about half of the farmland was owned by less than 5 percent of farm households. However, most of the land was actually farmed by tenants and some hired laborers. Tenants were mainly sharecroppers living
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at subsistence levels. At the end of the Second World War in 1945, the landlord–tenant system predominated. The South Korean land reform was a typical land to the tiller program as all tenants were entitled to ownership of the land they farmed. As expected, farm ownership greatly increased after the land reform, constituting almost 70 percent of farm households; tenancy declined to 7 percent in 1965, although it increased thereafter to the extent that, by 1986, 30.5 percent of the country’s total farmland was under tenancy. This is a much higher percentage compared with Japan’s 7 percent and Taiwan’s 5 percent.14 Various factors worked in favor of the implementation of a sweeping land reform. Above all there was the overriding need to neutralize communist influence and reduce class conflicts so as to stabilize the newly established republic politically given the conflict with North Korea and the internal turmoil. The war with North Korea eliminated any possible landlord opposition to the land reform and strengthened the claim of tenants to land ownership. For geopolitical reasons the country received major international support, especially from the USA, politically as well as economically. The US administration was strongly in favor of the land reform program. The implementation of the agrarian reform was facilitated by the existence of a relatively competent bureaucracy and of adequate records on land ownership and tenure relations. There were many obstacles to overcome, such as the country’s limited land-base, resulting in many farms being below an optimal size. Despite some difficulties the agrarian reform was a major success. With the reduction in class differences and the transfer of ownership rights to tenants, class conflicts were substantially reduced and political stability was achieved in the countryside. The rural sector released a steady supply of labor to the urban sector that made possible the rapid expansion of the labor-intensive industrialization and underpinned its export success. By the late 1960s the urban population was already half of the country’s total population and the rural population was even declining in absolute terms, alleviating the pressure on land. Last, but not least, the agricultural sector released a major economic surplus in the form of an abundant and cheap supply of food and raw materials to the urban sector. Until the early 1960s the state extracted a surplus from peasant farmers by fixing procurement prices of certain staple foods below the cost of production, and thereafter they continued to be fixed below market prices but allowed for a meager profit. Although foreign aid reduced the need to squeeze the peasantry it did not prevent the squeeze, but ameliorated it. For example, PL 480 food aid turned the terms of trade against agriculture from 1963 to 1971.15 Evidence indicates that the transformation of tenants into owners created a major incentive for the increase in efficiency and production, mainly of rice, achieved by the peasantry.16 The standard of living improved only gradually for the peasantry despite their sustained increases in productivity, thereby explaining the massive exodus of the rural population to the cities
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in search for better conditions. Much of this increased efficiency was creamed off by the state to finance the industrialization process. The state played an active role in promoting this higher efficiency but this was done in an authoritarian manner and without much economic support from the state. Owing to the disappearances of the landlords the state filled the political vacuum and directly controlled the mass of the peasantry. This was achieved by dispatching a large number of government officials into the countryside, by appointing village leaders, through political indoctrination and direct mobilizations of the rural population. The state also made peasants dependent by establishing a monopoly over key agricultural inputs such as fertilizers, credit and irrigation. Peasants were often forced to accept government directive and had to negotiate on an unequal basis with local government officials on the supply of inputs and sale of their output. Much coercion was applied to thrust high-yielding-variety seeds and technological packages on an often reluctant farming population. Through these methods the dirigiste and authoritarian state forced the pace of agricultural modernization to the extent that South Korean farmers achieved exceptionally high yields at a very low financial cost to the state.17 Government authorities had hoped that landlords would provide a major source of finance for industrialization but due to the limited compensation payments this was only partially achieved. Most of the funding for industrialization came from the economic surplus extracted by the state from the peasantry. Another important source was foreign aid and later foreign investment. Food aid in particular played an important role during the 1960s when the country imported large quantities of cheap or free food from the USA. The state played a pivotal role in supplying foreign exchange and investment resources to industry at a highly subsidized rate. The state could accomplish this as it owned many banks, intervened heavily in financial markets and controlled the foreign exchange allocations, besides fixing the interest and foreign exchange rates. For example, the amount of subsidy received by industry in the allocation of foreign exchange amounted to about 10–14 percent of annual gross national product (GNP) during the 1950s and industry received almost half of total domestic bank loans in 1970 while contributing only one-fifth to GDP.18 In short, the state played a key role in the development process of South Korea. The state was strong and had a high degree of autonomy from the domestic classes in deciding what specific forms of capital accumulation to promote. Through the land reform a relatively egalitarian farming system was created but at the same time the state greatly increased its control over the countryside. About half of the total farmland was transferred to the beneficiaries and two-thirds of all farm households received land under the land reform. Practically no landless peasants or agricultural proletariat exists and socioeconomic differentiation is limited. However, the state subordinated the rural sector to the overriding goal of industrialization. Thus rural–urban disparities widened as the fruits of the spectacular economic
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growth were shared only to a limited extent with the peasantry.19 It is thus not surprising to find that the peasantry voted with their feet by emigrating on masse to the urban sector, providing the necessary cheap labor for rapidly growing labor-intensive industries. It could be argued that South Korea’s phenomenal economic success was achieved on the back of the peasantry. Agrarian reform and development in Taiwan The agrarian reform in Taiwan was implemented against the background of a popular uprising in 1946 and the need for the Kuomintang government to gain popular support in the countryside as well as impose its authority on the local Taiwanese elite. The nationalist forces of the Kuomintang, who had to flee from Mainland China after their defeat by the communist forces led by Mao, formed the Taiwanese government. They were of a different ethnic background than the local Taiwanese and were thus keen to gain legitimacy among the local population. The land reform consisted of three stages. First, as from 1949 onwards farm rents were reduced from the common rate of 50 percent of the harvest down to 37.5 percent. This measure benefited about 40 percent of all farm households. At the second stage the government sold all the land which had been in the hands of Japanese nationals, benefiting roughly 20 percent of tenant farmers and covering about a fifth of the country’s farmland. In the third and final stage, the Land-to-the-Tiller Act of 1953 was ordained by which landlords were obliged to sell all tenanted land above 3 hectares of paddy field (or equivalent) to the government which then resold it to tenants. Landlords received a fair price and the payments by tenants for the land did not exceed the 37.5 percent they previously paid as rent. By 1956 the number of tenant farmers constituted only about 16 percent of all farm families while owner–farmers had increased to almost 60 percent of the total, the remainder being largely part owner–farmers having own land as well as a tenancy.20 The government achieved two goals simultaneously by, on the one hand, transforming most tenants into owners and, on the other hand, transforming landlords into new entrepreneurs as they were compensated with shares in publicly owned industrial enterprises or with government bonds which they could invest in business and other new ventures. Among the factors which contributed to Taiwan’s successful agrarian reform are the wide diffusion of improved farming methods due to a well organized system of agricultural extension, major investments in irrigation and drainage, an effective credit system which helped to finance the use of modern inputs, and an expanding market for agricultural produce. Sometimes the state-driven innovation package was too forceful as force was used to compel peasants to adopt the new technologies by using some of the police as extension workers. Innovation in agriculture was
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characterized by increased use of fertilizers and agrochemicals combined with greater use of new crop varieties. Furthermore, the expansion of irrigation facilitated the spread of the green revolution technologies and allowed multiple cropping. What is remarkable is that the shift to more intensive cultivation patterns had already started in the mid-1920s when Taiwan was a Japanese colony. The Japanese made significant efforts to develop agriculture in their colony by reforming the tenancy system and promoting new techniques, new varieties of seeds and inputs, such as chemical fertilizers, through the formation of a variety of farmers’ associations who provided extension services to their members. These nonmechanical innovations were well suited for Taiwan’s small-scale and labor-intensive farming where the average farm size varied during the last century between one and two hectares. Land and labor productivity rose steadily as a consequence of the widespread application of these innovations.21 In the postwar period the agricultural sector made a major contribution to industrialization and the country’s development. There was a major transfer of agriculture’s economic surplus to the rest of the economy. While before the war an important instrument for this transfer was the land tax, after the war the less visible terms of trade mechanism accounted for over half of agriculture’s capital outflow and the remainder was captured by a variety of taxes and levies. Farmers had to pay high prices for fertilizers and other chemical inputs while they received low prices for their produce. For example they had to deliver a certain quota of rice and sugar at low prices to the government procurement agencies. Owners of paddy land were obliged to deliver to the state a quota of rice and to pay a substantial land tax in rice. Furthermore, fertilizer was available to rice farmers only in exchange for rice. These deliveries to the state were valued at a rate below the market rate. For example, in the period 1952–68 this averaged 70 percent of the market price.22 The extraction of various surpluses from agriculture undoubtedly made a major contribution to the initial stage of industrial development. The provision of cheap rice kept industrial wages low, boosted industrial profits and enhanced industrial exports. Taxes on agriculture provided the state with domestic financial resources that could be used for investment in industry. The export of sugar and rice, which was acquired through the monopolistic state procurement system of these agricultural commodities, on the one hand allowed that the terms of trade could be turned against the farmers and, on the other hand, generated valuable foreign exchange earnings which the state could channel toward the import of the necessary machinery, equipment and raw materials for industry. The manipulation of the terms of trade also ensured that agricultural labor was willing to work for lower wages in the industrial sector than would have been the case otherwise as the returns to agricultural labor were lower than they would have been without agriculture’s unfavorable terms of trade.
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Taiwan’s industrialization differs from South Korea’s in that large industrial conglomerates were less common and many industries were located in rural areas. This had the advantage that rural industries could pay even lower wages than urban industries as they could draw more easily on cheap labor which was willing to work at a lower wage rate as some of the subsistence expenses were covered by the farm household where the worker continued to live. It also made it easier to hire and fire workers as well as employ them on a temporary basis as they could always rely on the peasant household for their survival. This is one of the reasons which made it more difficult to organize industrial workers and is also a factor which helps to explain the low level of industrial militancy. Despite this squeeze farmers continued to innovate as well as save their meager surpluses, thereby helping to finance Taiwan’s industrialization. According to Ishikawa and Karshenas, these driven-from-above improvements in agricultural productivity made it possible for agriculture to generate a major economic surplus which the government effectively captured and steered largely toward the industrial sector.23 At a later stage, as farm household incomes gradually improved and voluntary savings increased, it was no longer necessary for the state to use compulsory or hidden mechanisms to achieve the same objective. The state made major efforts to promote voluntary rural savings in the countryside by a variety of incentives and by establishing a series of savings and banking institutions in rural areas, to the extent that by the 1960s rural households were saving one-fifth of their incomes.24 While many authors highlight Taiwan’s success only a few emphasize the less pleasant aspect of this modernization from above. Among these few is Apthorpe who argues that the distributivist land reform was but a fac¸ade behind which an authoritarian regime defended its own existence as well as ensuring a massive transfer of resources out of agriculture.25 The former tenants had to pay new taxes to the state, pay higher prices for inputs and received lower prices for their products than before the land reform. The state had taken the place of landlords in terms of power and surplus extraction. Moreover, the fact that landlords had been expropriated removed the countryside’s most influential force in agricultural policymaking. The land reform was also designed to destroy the base of the emergent middle class, as it was to aid the tenants. It was the middle class that had produced the leaders of revolts against the Japanese and in 1947 against the Kuomintang. From a political point of view the land reform achieved its objective by reducing tenancy conflicts and by transferring power in the countryside from landlords to statal or parastatal authorities. While in the past it was landlords who subjected the peasantry, after the land reform it was the state. This also facilitated control of the state over the Farmers Association. Nevertheless, the Farmers Association played a major role in the success of the agrarian reform and the rapid development of agriculture. Peasant household farmers also found it notoriously difficult
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to organize politically. Thus farmers were in a weak position to resist the state’s squeeze. Nevertheless, the massive squeeze of the peasantry should be put in perspective; in the intersectoral capital flow from agriculture to industry the requisitioning of Japanese assets and the massive US aid was also important, contributing almost a third of total capital formation in the 1950s. But the industrialization-induced squeeze lasted only for decades, as there was a shift from urban to rural bias during the 1970s. During the country’s successful industrialization the labor surplus gradually vanished and real industrial wages began to rise.26 Agricultural labor costs increased too, and agriculture was unable to keep up its dynamism. This prompted the government to abolish the rice–fertilizer barter scheme in the early 1970s.27 Within a few years the official rice purchase price almost doubled. Agriculture became increasingly inefficient relative to world agriculture and required increasing protection against imports. It also became a net recipient of subsidies from the state. The shift from industrial to agricultural bias was made possible also by the fact that industry was now able to generate its own surplus for financing capital accumulation. While peasant farming was an initial advantage at higher levels of development the limitations of small-scale farming were becoming increasingly to the fore. There comes a stage in agriculture’s development process where land has to be consolidated and farm size has to increase so as to be able to take advantage of economies of scale.



Asian successes and Latin American failings The spectacular and unexpected success of the Asian miracle countries has left a deep imprint on scholars and policy-makers. It has irked in particular Latin Americans. After all, Latin America had achieved independence a century or century-and-a-half before countries such as South Korea and Taiwan, although the latter had a much briefer colonial experience as compared to Latin America. More significantly, many Latin American countries had, by the time South Korea and Taiwan gained independence after the Second World War, a far higher standard of living and level of industrialization, urbanization, education and health. But in the space of a few decades the picture had changed dramatically. While the Latin American NICs had achieved relatively high rates of economic growth in the postwar period this changed drastically with the debt crisis. By the 1980s, South Korea and Taiwan had overtaken even the more developed countries of Latin America such as Argentina, Uruguay and Chile.28 The success of the Asian countries, while pointing out the possibilities for rapid and sustained growth, also revealed the limitations of the Latin American development model and exacerbated the sense of frustration which was already felt by Latin American scholars and policy-makers well before the Asian success of the NICs.29
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The beginnings of the main divergence in economic performance between Latin America and the East Asian NICs can be dated to the oil crisis of the mid-1970s, but the watershed was marked by the debt crisis of the 1980s. The vast foreign exchange surpluses of the oil-exporting countries due to the tripling of the oil price in 1973 meant that borrowing became cheap and Latin American countries became heavily indebted. However, the fall in raw material prices in the late 1970s and early 1980s, at the same time as interest rates rose sharply, resulted in the debt crisis as countries were unable to repay their debts. This led to the so-called ‘‘lost decade’’ of the 1980s as the Latin American economies failed to grow during this period. Africa was also much affected by the debt crisis. The East Asian NICs, and particularly South Korea and Taiwan, were able to ride the storm as they judiciously had relied on their own savings and foreign exchange resources rather than engaging in Latin America’s ‘‘dance of the millions.’’ Furthermore, Latin America had squandered much of these millions (or rather billions) of dollars it had borrowed as a considerable part of it went to finance imports of consumer goods for the upper-income groups. In short, while the East Asian NICs continued to surge ahead in the 1980s, the Latin American NICs experienced an absolute as well as a relative decline.30 In this section I am seeking to account for the different development trajectories and performances of the selected Asian cases and Latin America, particularly regarding the role of agriculture. I am less concerned with deriving policy conclusions from the comparative analysis as that is fraught with pitfalls, especially in view of the different historical contexts and as there is no single path to development. In many ways South Korea and Taiwan together are a special case and their success cannot be easily replicated, if at all. But this does not mean that lessons cannot be learned and that these might not have policy relevance.31 My aim though is limited to account for some key factors that might enlighten our understanding of this spectacular turn around. There are three main issues that I consider particularly relevant in explaining the differences and which merit further reflection within a comparative perspective: first, the nature and policymaking capability of the state; second, the agrarian land tenure, class configuration and agrarian policy pursued; and third, the particular interactions between the agricultural and industrial sectors in the process of development as well as the state’s industrial strategy. State capacity and public policy In South Korea and Taiwan the governments played a far more pivotal role in transforming agriculture and developing the industrial sector than in Latin America. While in several Latin American countries developmentalist states emerged which promoted industrialization, they had far less control over the industrial bourgeoisie, the financial sector and the economy in general. Furthermore, the states in South Korea and Taiwan had
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a considerably stronger grip over the agricultural sector. This difference is explained by the much greater degree of autonomy from society of the South Korean and Taiwanese states. As Japan had ruled both countries for over half a century the local indigenous population, except the local elite, had little, if any, influence upon the authoritarian colonial state. After the Second World War, when they achieved independence after the defeat of the Japanese by the Allied Forces, the new regime was also autocratic. Only in the last few decades has there been a transition toward democratic forms of governance. The South Korean and Taiwanese states had substantial social, political and even cultural control over their populations and were also able to mobilize their energies for hard work and productive purposes to an extent inconceivable in Latin America. South Korea’s and Taiwan’s bureaucracy was also more disciplined and more committed to the ideology, goals and activities of the state than was the case in Latin America. These factors, which gave South Korea and Taiwan a greater state capacity, facilitated the implementation of the governments’ developmentalist agendas. This relative autonomy of the state was justified by the rulers as being necessary to prevent a communist takeover as well as for reasons of national development. This was not challenged by the US government, which not only accepted the authoritarian governance but also provided major economic and military aid to South Korea and Taiwan in the power politics of the Cold War era. This gave both countries a key geopolitical significance that the rulers cleverly exploited internally as well as in their external relations, such as gaining special access to the markets of rich countries, to foreign aid, and political/military support. Another factor to consider in the success achieved by South Korea and Taiwan is the superior competence of their state bureaucracies as compared to that of many Latin American countries, which are hampered by patronage, clientelism and inertia. Before the world crisis of the 1930s the Latin American state, with few exceptions, was of an oligarchical kind, being controlled by the landed oligarchy which ruled in coalition with merchant and mining interests. It was only after the 1930s when governments shifted from a primary-product and export-oriented economic policy to an inward-directed-industrialization development strategy that power shifted toward the industrial bourgeoisie. This tended to encourage democratic forms of governance as, with the growth of the industrial working class and the middle sectors, the industrial bourgeoisie saw it in their interest to gain the support of these new social actors. But landlords still exercised a major influence on the state and were able to block any attempts of reform in the countryside. While the Latin American state during the ISI period from the 1930s, and in the Central American context from the 1950s, was typically a developmentalist state promoting industrialization several decades before that in South Korea and Taiwan, thus giving it a head start over them, it was also a populist
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and largely democratic state. This limited the room for maneuver of the Latin American governments. They were under the twin pressures from the dominant classes and the lower classes who, although less powerful, formed the majority of the electorate. When in some circumstances enlightened policy-makers and technocrats realized that certain reforms in the countryside and changes in industrial policy were required to further the development process, they were generally thwarted in their efforts until a crisis forced changes in policy. Usually these changes came too late, as the moment for reform had gone, and/or were too little, as the new policy failed to bite due to the obstruction of those whose interests were jeopardized or challenged. It should be clear that I am not arguing that the political systems in South Korea and Taiwan were superior to Latin America’s. Far from it, as there is little to commend a system that fiercely represses any attempt at autonomous organization by the industrial working class and the peasantry. All I am saying is that the Latin American state had to handle a more complex and conflictual situation. The more repressive character of the South Korean and Taiwanese states compared to that of several Latin American countries does not mean that in the former case the state had less legitimacy as compared to the latter. The regimes in South Korea and Taiwan realized that to gain legitimacy they had to share the fruits of growth more widely than hitherto and thus adopted a more welfare-oriented and distributivist policy through investments in education, housing and health, as well as promoting small and medium-sized enterprises. Almost at the birth of the new states, the regimes had gained important legitimacy in the countryside through the land reform program.32 During the ISI era the populist states in Latin America embarked on similar welfare measures but at a reduced scale. Furthermore, they were unable to sustain these populist policies as growth faltered. Many of the social welfare gains were sacrificed with the painful implementation of the structural adjustment programs and the conversion to free-market neoliberal policies during the 1980s and early 1990s. A crucial factor for explaining the different development performance of South Korea and Taiwan is what Chan refers to as ‘‘statecraft’’ or the ability of the state to design and implement strategies and public policies conducive to development.33 Throughout this chapter I have stressed various dimensions of this statecraft and some will be further discussed below. I have put particular emphasis on the state’s ability to transform the land tenure system and the agrarian social relations, as well as on its ability to encourage entrepreneurship and a positive interaction between agriculture and industry which is able to respond in a flexible manner to changing internal and external circumstances. Latin America’s deficient statecraft as compared to South Korea’s and Taiwan’s is partly due to its more polarized and entrenched class structure and, paradoxically, its superior natural resource endowment.
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Since colonial times the natural resource abundance in Latin America had created an exploitative and rentier mentality, at first with the extraction of gold and silver and later with agricultural resources. Such a rentier mentality and behavior also spread later to industry during the ISI period, when industrialists were demanding from the state ever-increasing protectionism and subsidies. Due to their far more limited natural resource base, South Korea and Taiwan had to rely more on their human resources and on their statecraft to create factor endowments and comparative advantages in world markets if they were to develop. Thus these East Asian countries succeeded in graduating from a rent-seeking society during the ISI phase in the 1950s to an efficiency-seeking society during the exportoriented industrialization (EOI) phase thereafter.34 While Latin America remained locked into a natural resource ‘‘vent for surplus,’’ these East Asian economies went first into a labor-based ‘‘vent for surplus’’ by promoting labor-intensive industrial exports but soon shifted to skill-intensive industrial exports and more generally to a value-added development strategy driven by technological progress.35 In agriculture, land was cultivated more intensively (such as with double cropping) and there was a shift to higher value-added crops such as vegetables and fruits. Latin America continued to rely more on land-intensive traditional crops. As for industrial development, more will be said later on. It was superior statecraft that South Korea and Taiwan had to rely on for their development process if they were to overcome their natural resource constraint. Paradoxically in the Latin American case this natural resource abundance can be a disadvantage as it creates wealth which is either appropriated by foreigners or strengthens the power of the dominant class which controls these natural resources. It might also paradoxically lead to the development of a sizable state apparatus financed from taxing the exploitation of the natural resources, but limit its statecraft as the dominant classes use the resources of state for their own rentier interest rather than for the wider developmental interests of the majority of the population. The East Asian state was able to restrict the unproductive use of capital, while in Latin America the rentier mentality thrived on a staples export base and the state was unable to limit the unproductive sources of wealth accumulation. Thus the key developmental issue is not ‘‘getting prices right’’ as argued by the neoliberal policy-makers but to get ‘‘statecraft’’ right.36 Landlords, peasants and agrarian reform policy Although landlords in South Korea and Taiwan were more actively contributing to agriculture’s modernization than in Latin America, they practically vanished after land reform while they retained a significant presence in Latin America. Agriculture’s modernization in South Korea and Taiwan had already started with Japan’s colonial policy, which, with the support of landlords, forcefully promoted new crops and modern technologies
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among the cultivators, thereby achieving considerable increases in yields. Landlords used a significant proportion of their rental incomes for investment purposes and for expanding production. Thus fertilizers and chemical inputs were introduced on a wide scale almost half a century earlier in South Korea and Taiwan than in Latin America. More significantly, landlords in South Korea and Taiwan were not in a position to obstruct the massive land reform process, for reasons mentioned earlier. Meanwhile in Latin America landlords were able to resist land reforms until the 1960s (except in Mexico and Bolivia which had already experienced substantial land reform by then). In some Latin American countries no significant land reforms have been implemented even now, the most glaring case being Brazil. Furthermore, in those countries where land reforms were implemented the landlord class succeeded in limiting its impact and in some cases even managed to reverse the process, as in Guatemala in the 1950s and to some extent in Chile and Nicaragua in the 1970s and 1990s, respectively. While the power of landlords was decisively broken in South Korea and Taiwan, this was not the case in Latin America (with the exception of Cuba). Despite the demise of landlordism in South Korea and Taiwan, landlords were successful, thanks to efforts by the state, in becoming capitalist entrepreneurs. They ceased being landlords and used their compensation payments to make investments in industry, finance and commerce. Landlords were thus successfully integrated into the new development model, thereby blunting their resistance to agrarian reform. Some Latin American governments, notably in Peru and Chile, also tried to limit landlord resistance to agrarian reform by trying to convert them into industrial or other types of entrepreneurs by using the compensation payments for their expropriated land to invest in new ventures. However, compensation funds were limited and lost much of their value due to inflation. Landlords were profoundly distrustful of the governments that had expropriated their estates. They thus remained hostile and continued to fiercely resist any agrarian reform, obstruct its implementation and even seek its reversal. Such hostility and conflict in the Latin American countryside was not conducive to investment and modernization. Conflicts between landlords and peasants were more acute in Latin America than in Korea and Taiwan. Establishment and expansion of the large landed estates in Latin America was based on the usurpation of indigenous lands by force and later by economic means, often of a fraudulent kind and where political intimidation was sometimes also present. There is also a much sharper ethnic divide in Latin America. Landlords invariably were the direct descendants of the Spanish and Portuguese conquerors or of foreign, largely European, immigrants. Meanwhile the peasantry was mainly indigenous. Thus the land conflict often acquired an ethnic dimension, giving a special edge to the class conflict between landlords and peasants in the countryside. While Korea and Taiwan had experienced Japanese colonialism this was more short-lived, half a century compared
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to Latin America’s three centuries of colonialism, and most Japanese landlords returned to Japan after the war. Thus rural society in Korea and Taiwan was more homogenous ethnically and culturally, which greatly facilitated the implementation of land reform and the drive to modernization. The South Korea and Taiwan governments were also far more effective in organizing and mobilizing the peasantry for productive purposes as well as controlling it politically, which facilitated the widespread adoption of innovations and limited disruptions.37 This does not mean that land agitation, strikes and revolts have been absent in South Korea and Taiwan, but it does indicate that these East Asian governments were far more able to deal with the conflicts and demands of the peasantry in a productive manner. While Latin America can point to some agrarian reforms, on the whole the record is poor and much is left unfinished. South Korea’s and Taiwan’s land reforms can be hailed as a success. Proportionally more land was expropriated, benefiting more peasants as compared to Latin America. Land reform’s impact on growth, employment, income distribution, social integration and political stability was also far more positive. One key reason for the success is South Korea’s and Taiwan’s greater state autonomy and capacity. Another reason can be found in the different agrarian structure between the two regions before land reform, which greatly influenced post-land reform structure and performance.38 South Korea’s and Taiwan’s (as also Japan’s) agrarian structure has been characterized as unimodal, compared to Latin America’s bimodal structure based on a dualistic size of farm units. According to Johnston and Kilby, a unimodal pattern of agricultural development is far more advantageous for a country’s development than a bimodal pattern.39 Already before the land reform peasants owned a greater proportion of the country’s agricultural land in South Korea and Taiwan as compared to Latin America, and after land reform became owners of almost all of it as tenants became landowners. In South Korea and Taiwan farming was also in the hands of the peasant households as landlords were not directly involved in cultivation. Tenants were highly integrated into the market due to the high level of commercialization, especially after the transition in the 1920s from extensive to intensive farming. After land reform tenants gained ownership but the operational size of holdings changed little. Thus the distribution of lands by tenure status was transformed but not the distribution of operational holdings. In South Korea and Taiwan peasants were in control of production and had a long experience as agriculturalists, unlike in Latin America where the process of depeasantization was well advanced. By the time of the agrarian reform in Latin America tenancy was limited as landlords, through their administrative staff, managed directly most of an estate’s land employing waged labor. The permanent wage laborers received a money wage as well as access to housing and a small land allotment on the estate as part of their remuneration. But the land
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benefits were increasingly curtailed and the employment of seasonal waged labor, which did not receive any productive fringe benefits, became more common. Thus large-scale farming dominated in Latin America and the rural labor force had a far higher proletarian character than in South Korea and Taiwan. It is striking to note that, despite South Korea’s and Taiwan’s extremely high population density compared to Latin America, landlessness was practically nonexistent. While small-scale and peasant farming dominated before and after agrarian reform in South Korea and Taiwan, large-scale and landlord farming dominated in Latin America. After agrarian reform landlord farming began to loose its dominance in Latin America due to expropriation and as some landlords converted to capitalist farming. But large-scale farming prevailed as the new land reform enterprises were transformed into cooperatives or state farms. It was only after the break-up of the reformed sector with the parcellization process, as part of either counter-reforms or the shift to neoliberal policies, that peasant household farming became more widespread. Nevertheless, capitalist farming, though generally smaller in size than previous estate farming, dominates Latin American agriculture in terms of land, capital, markets and technology. Thus, the old latifundist dominated dualism has become a new capitalist dualism as peasant farming, despite some gains resulting from land reform and parcellization, continues to be marginalized and is loosing ground to capitalist farming in the increasingly competitive and globalized character of agriculture. Today’s Latin American dualist agrarian structure is more complex and heterogeneous than in the pre-land reform period, but peasant farming is under more stress than in the past. Most of Latin America’s shrinking rural population is today of a proletarian or semiproletarian nature.40 In short, the unimodal type of agrarian structure and the highly egalitarian agrarian system after land reform in South Korea and Taiwan greatly facilitated the diffusion of the benefits of land reform and agricultural modernization to most of the farming community.41 Thus their rural economy and society are far more inclusive and egalitarian than Latin America’s and their rural development is broad-based while Latin America’s continues to be exclusionary. While South Korea and Taiwan have largely resolved their agrarian problem this great task is still awaiting Latin America. Development strategy and agriculture–industry relations As mentioned earlier, most development specialists recognize that in the initial stages of industrialization it is necessary to secure the transfer of an agricultural surplus to industry to support the process of industrial capital accumulation. As I will argue below, achieving a successful process of industrialization and economic development is not just a matter of transferring resources from agriculture to industry. A judicious development strategy entails the pursuit of appropriate policies which generate a dynamic
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interaction between the two sectors. According to a major study of 18 countries from Africa, Asia and Latin America, the total income transfer out of agriculture averaged 46 percent of agricultural gross domestic product per year over a period of two and half decades between 1960–85.43 While most authors had previously focused mainly on the more visible direct transfers, Schiff and Valde´s found that indirect transfers were far more important in accounting for the transfer of resources out of agriculture.44 The direct transfers arise from agricultural sectoral policies such as agricultural price controls, export taxes or quotas and import subsidies or taxes. They directly affect the price level of agricultural commodities relative to the price level of the nonagricultural commodities; that is, the domestic terms of trade. Meanwhile the indirect transfers are less visible as they arise from outside agriculture, such as through macroeconomic policies and industrial protectionism. These indirect policies have resulted in a real exchange rate overvaluation, thereby depressing agriculture’s terms of trade. In the view of Valde´s and Schiff, this direct and indirect bias against agriculture constitutes ‘‘the plundering of agriculture.’’45 While this may well be the case, the authors do not consider sufficiently the inflow of resources into agriculture and fail to discuss the impact that this transfer of an agricultural surplus has on industrial growth and thus on a country’s overall economic development. It is this dynamic interaction I will explore in this section. Furthermore, neoliberal authors like Krueger, Valde´s and Schiff fail to remind readers of the landlords’ plundering during the pre-ISI and agricultural-export-oriented period or the generous subsidies they received even during the subsequent ISI period. For example, in Argentina during the 1920s the tax on land contributed only 1 percent of total state’s revenue and export taxes were also insignificant.46 However, after Pero´n took power in 1946 he imposed severe controls on food prices as well as levying higher agricultural export taxes, thereby channeling major resources from agriculture in support of a major ISI drive. His measures were far too drastic and did have a very negative impact on agricultural production, which took almost two decades to recover.47 In Brazil the state relied heavily on taxation of agricultural exports, such as coffee, which helped to finance Sa˜o Paulo’s industrial infrastructure. But agriculture’s income tax contributed only around 1 percent of the state’s total revenue from income tax, while receiving about 10 percent of the total income tax revenue in subsidies for credit and the purchase of fertilizers and agricultural machinery during the 1970s and early 1980s.48 While for Valde´s and Schiff ‘‘plundering of agriculture’’ has a negative effect on economic growth, for Teranishi the key factor in accounting for a country’s superior economic performance has more to do with the net flow of resources into agriculture, especially in support of rural infrastructure such as transport and irrigation as well as extension services.49 According to Teranishi, the data arising from the World Bank study,
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which Schiff and Valde´s have used extensively, do not show any significant difference in the degree of transfer of resources from agriculture across the regions. However, he finds that there are major cross-regional differences in infrastructural investment in agriculture, and that countries that undertake larger investments of this kind have a superior economic performance. In my view, all these analyses are limited as they fail to consider other significant factors such as the land tenure system, class relations and the dynamic interaction between these various factors. In what follows I will analyze some elements of the interaction between agriculture and industry which in my assessment have an important bearing for explaining the superior economic performance of South Korea and Taiwan compared to that of Latin America. In the process of surplus creation, extraction and transfer from agriculture to industry the state played a pivotal role in South Korea and Taiwan. It created both the conditions for productivity growth in agriculture as well as securing the transfer of much of this growth to the industrial sector via such mechanisms as taxation and manipulation of the terms of trade in favor of industry. The state, as by now is well known, played an even more important role in the process of industrialization itself. The state had an absolute grip over the agricultural sector, especially as the landlord class had lost their land and political power. Although peasant farming was extended even further after land reform the state had a key control over the peasantry through a variety of economic, political and institutional mechanisms. The state changed class relations and established the economic and political conditions favorable to rapid industrialization. As landlords no longer had political power the South Korean and Taiwanese governments could afford to ignore the demands of agriculturalists. Urban labor did not fare much better under conditions of political unfreedom which effectively repressed any form of industrial protest although their economic conditions were better than those of the peasantry. Meanwhile in Latin America even in the period of ISI, when governments were most favorably inclined toward industrialization, the state had to make economic concessions to landlords, providing them with generous subsidies and other economic benefits. Thus the Latin American states were unable to extract proportionally such a high surplus from agriculture as compared to South Korea and Taiwan. Furthermore, the populist regimes in Latin America, while mainly favoring the industrialist, were unable to dictate industrial policy to them as in South Korea and Taiwan. They thus gave in to their demands for increasing protectionism and economic benefits. Furthermore, the populist regimes could not ignore the demands of the expanding industrial working class which gained certain rights as well as access to some of the benefits of the welfare state. The increasing inefficiency of the industrial sector and its declining dynamism meant that the situation became increasingly untenable for the Latin America states. The crisis of ISI and the populist state paved the way for neoliberal
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economic policy in Latin America, but by then Latin America had already fallen economically well behind the Asian miracle countries. But so far, barring notable exceptions like Chile, neoliberalism has also failed to deliver in Latin America as the gap with South Korea and Taiwan continues to widen. While in South Korea and Taiwan the land reform allowed the state to extract an even higher economic surplus than before, the opposite was the case for Latin America where land reform became an economic burden. On the one hand, as peasants became better organized in the wake of the land reform they placed greater economic demands by requesting to be included in the provisions of the welfare state, better access to schooling, public health, housing, and so on. On the other hand, the reformed sector failed to deliver the expected economic gains due to problems of mismanagement, lack of labor discipline, divisions among members, and other problems associated with producer cooperatives and state farms. Despite the collectivist character of many Latin American land reforms the governments were unable to control events in the countryside. Meanwhile in South Korea and Taiwan the spread of peasant farming resulting from land reform strengthened state control over agriculture. The Latin American states’ close involvement in the management and economic affairs of the reformed sector in the end weakened it, while South Korea’s and Taiwan’s state involvement via the market mechanism and economic policy yielded far better results. By controlling price and trade policy and by taxation, among other measures, governments are able to extract a large surplus from agriculture and use it to finance industrialization. In many countries agriculture has been an essential source of accumulation for industry. In some countries the state played a key role, while in others this was less so as the transfers were mediated by the market or were voluntary as when, for example, landlords decided to invest the surplus they extracted from the peasantry and rural workers in industry, in some instances becoming industrialist themselves. It is generally acknowledged by most scholars that in the first stages of industrialization agriculture has made an important contribution in those countries that have successfully developed. The situation might differ in countries that have vast mineral wealth, receive major economic aid over a sustained period of time or which are service type economies relying on tourism and off-shore finance to generate their sources for industrialization and/or economic growth. But such cases tend to be rare or are more common in small (often island) economies where agriculture does not offer much of a future. What is remarkable about the South Korean and Taiwanese cases is that the governments managed not only to squeeze agriculture but did so while at the same time ensuring agriculture’s sustained growth and thus the production of a large economic surplus. This allowed industry’s spectacular expansion, which in its initial stages was financed through the
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peasant squeeze. Usually relations between agriculture and industry are viewed as conflictual and in opposition to each other. A common view is that a gain in one sector is achieved at the expense of the other. Nevertheless there are win–win situations as the experience of South Korea and Taiwan testifies. This was generally not the case in Latin America as the squeeze was often less effective and often self-defeating. During the ISI period landlords were able to limit the transfer of surplus out of agriculture at least as far as their interests were concerned, while ensuring that the squeeze was born by the peasantry and rural workers (which due to their poverty could not be squeezed that much). A squeeze, which also affected capitalist farmers, was often counterproductive as this loss of incentive resulted in a fall in agricultural output. Thus too high a squeeze might deny agriculture the resources to create a surplus, and so in the end there is nothing left to squeeze. The South Korean and Taiwanese policy-makers were aware that to resolve the dilemma and achieve a win–win situation it was necessary to ensure sustained increases in efficiency in agriculture as well as in industry. They thus had a dynamic view of the interaction between agriculture and industry in which the institutional setup and technological innovation were central. The governments thus ensured that the conditions were conducive to the adoption of new technologies and stimulated shifts in production patterns to higher-value crops over the whole of the farming community.50 As for industrialization, they tried to ensure that the resources transferred to industry were invested in industries that had great potential for growth and for succeeding in export markets. In contrast to Latin America where protectionism was similar across the board, in South Korea and Taiwan it was highly discriminatory. These Asian governments also encouraged the creation of industries that would allow improvements in agriculture, such as chemical fertilizers and farm machinery and equipment. Furthermore, agriculture-supporting industries received an even higher allocation of foreign aid funds than other types of industry.51 Much of the industrialization in Taiwan was also rural-based, thereby being more attuned to the needs of the agricultural sector. Once a successful industry is established the need to extract a surplus from agriculture diminishes and the flow of resources might even revert, as has been the case in postwar Japan and in recent decades in South Korea and Taiwan, as well as comparative advantages shifted from agriculture to industry.52 The Latin American policy-makers generally failed to create such a win–win situation. I have already referred to the difficulties and constraints they faced when attempting to reform the land tenure system and modernize agriculture. But they also failed to discipline or control industrial capitalists and, instead of ensuring their increased competitiveness, they had to yield to pressures for increased protectionism. The structuralist school of development thinkers who had advocated ISI clearly did not favor
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the deepening of protectionism and the drift toward an increasingly inefficient and wasteful industrial structure. Furthermore, Prebisch, a key structuralist figure, was one of the first and foremost champions of industrial exports for Latin America (and other developing countries) already in the late 1950s.53 But governments that tried to promote industrial exports faced internal difficulties as protectionism was an easier option for industrialists who were uncompetitive in the world market, as well as encountering the protectionism of the rich industrial countries in those branches of industry that were competitive internationally, such as the Brazilian shoe industry. While South Korea and Taiwan had managed to raise the share of manufacturing exports within total exports to about a staggering 75 percent in 1970, the figures for Brazil and Chile were only 10 percent and 4 percent, respectively.54 By failing to break through into industrial export markets Latin America’s economic growth continued to be hampered by the foreign exchange constraint which limited the possibilities to import capital goods and thus raise the country’s investment rate.55 The key obstacle to Latin America’s industrialization was less the lack of capital, more the lack of foreign exchange. Thus the neglect of agricultural exports together with the failure to shift at an earlier stage to an export-oriented industrialization (EOI) strategy are some of the key reasons why Latin America fell behind the East Asian NICs. The fact that policy-makers in South Korea and Taiwan decided early on to become competitive in international markets had the great advantage that it created an industrial structure that took advantage of their cheap labor supply. This was a major factor in their comparative advantage relative to the industrial countries where labor was expensive and at the time in short supply. The transformations in South Korea’s and Taiwan’s agriculture ensured that surplus labor was released to the industrial sector thereby keeping wages low, while at the same time ensuring that agricultural production continued to grow so as to ensure an adequate supply of food to the industrial workers. This adequate supply of food meant that food continued to be cheap and thus an upward pressure on industrial wages was avoided. This in turn allowed industrialists to reap high profits, remain competitive and use these profits to finance industrial investment and thus sustain a high rate of industrial growth. Furthermore, the high rate of labor absorption of South Korea’s and Taiwan’s industrial sector meant that at a certain point the labor surplus was being reduced or even eliminated and thus wages began to rise. Thus, after some time, growth did trickle down thereby further improving equity.56 The foundations for a more equitable income distribution were laid by the agrarian reform. Income inequalities in Taiwan, and to a lesser extent in South Korea, are probably among the lowest in the world, and this has not only had positive effects on social and political stability but provided a solid foundation for their industrialization. This relatively equitable income distribution widened the size of the domestic market for industrial



46



Cristo´bal Kay



commodities, which is particularly important in the initial stages of an industrialization process. Meanwhile in Latin America, the limited extent of agrarian reform, coupled with the fact that it was implemented several decades after industrialization had started, denied the region this potential widening of the internal market. It also created a distorted and inefficient industrial structure which was limited to satisfy the particular demand profile of the higher-income groups. In Latin America, a large proportion of the surplus rural population which migrated to the urban centers were unable to find industrial employment as Latin America’s industrial structure was inappropriate: it produced commodities largely catering for the high-income groups, which required capital-intensive and foreign-exchange-intensive technologies. South Korea’s and Taiwan’s industrial structures were geared to the production of mass consumer goods, where there are greater possibilities for using laborintensive types of technology. Thus Latin America’s urban surplus population continued to expand, preventing any significant trickle-down effect from economic growth and perpetuating, if not exacerbating, income inequalities. Similarly, increases in agricultural productivity in South Korea and Taiwan were achieved with only limited capital requirements, such as greater use of fertilizers and improved seeds. Meanwhile, changes in agricultural productivity in Latin America were more demanding on the scarce capital resources. They often also required more foreign exchange because it was mainly the large-scale commercial farms that invested in technological innovations requiring the importation of tractors, harvestcombines and other machinery. Thus Latin America’s bimodal agrarian structure and the state’s policy bias toward large-scale farming set up a partially inappropriate pattern of technological change in agriculture, one that was not widely spread among farmers as it was largely confined to capitalist farmers. Governments also tended to allocate much of their (rather limited) rural expenditures directly to landlords. By contrast, South Korea and Taiwan disbursed rural expenditure in a far more egalitarian manner conducive to the widespread adoption of new technologies and distribution of the benefits of this expenditure; it was used to finance rural infrastructure, such as irrigation and roads, to which many more people have access.57 Latin America fell behind the East Asian NICs not only because it neglected agriculture but also because it failed to shift in time from an ISI to an EOI development strategy. After the easy or primary phase of ISI based on the consumer-goods industry during the 1960s, some Latin American countries managed to raise their savings rate due to the higher capital accumulation requirements for financing investment in intermediate-goods and capital-goods industrial sectors. A similar process happened in South Korea and Taiwan, with the difference that both those countries were able
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to continue with this shift to a more capital-intensive, labor-skill-intensive, foreign-exchange-intensive and large-scale industrialization process while Latin America was unable to do so. Latin America, instead of using the abundance of petro-dollars available since 1973 in international financial markets for shifting decisively to an EOI strategy (only Brazil and Mexico carried out some half-hearted attempts), engaged in a consumption binge and capital flight and became further entrenched in the ISI model. The chickens came home to roost with the 1980s debt crisis, which has been appropriately named the ‘‘lost decade’’ for development. Meanwhile the East Asian countries were not only able to continue to mobilize domestic savings (and South Korea also began to borrow more capital from abroad), they were also able to overcome the twin problems that had blocked Latin America’s industrialization; i.e. the foreign exchange and market constraints. By moving during the consumer-goods industrial stage into exports, the East Asian countries were able to earn the additional foreign exchange necessary to finance imports of intermediate- and capital-goods required for the next stage in the industrialization process. They also gained valuable experience in international markets; and, by being exposed to a greater extent than the Latin American economies to world competition, they had a powerful incentive to become more efficient and hence competitive. Having shifted also to an EOI strategy they were able to access a much wider market, thereby being able to reap the benefits of economies of scale which are particularly important in the manufacturing of products such as cars, ships, steel, chemicals and electronics. The comprehensive and inclusionary educational systems of South Korea and Taiwan ensured the necessary supply of skilled labor required for some of these industries, whose wages were still relatively low. In my view, even before the 1980s debt crisis, which had such a savage impact on the Latin American economies, Latin America had fallen behind the East Asia NICs. It should not be forgotten that Latin America started to industrialize over half a century before the East Asian NICs. Latin America’s biggest failure was not to have shifted as quickly and swiftly as South Korea and Taiwan from primary ISI, to secondary ISI, to primary EOI and secondary EOI. Most Latin American countries have even today not yet reached the secondary stage that includes higher value-added and skillintensive industries. Latin America should have shifted to an EOI strategy already in the 1950s even before the East Asian NICs. It missed an historic opportunity to do so which South Korea and Taiwan exploited to the full – whether by chance or design is still debatable. However, events unfolded as they did in Latin America and perhaps the historic option was not available to the region owing to the various structural constraints, among them the unresolved agrarian question, that I have discussed in this chapter.
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Conclusion Agrarian and industrial structure, the nature of technological change, the pattern of structural change and intersectoral resource flows are major determinants of a country’s rate of growth. Latin America failed to live up to its potential as within a few decades it lost its historical advantage over the East Asian NICs, having started its industrialization almost half a century earlier. Meanwhile, due to the different policy choices taken by South Korea and Taiwan, they were able to leap forward and overtake Latin America economically. Agriculture can and needs to make a contribution to industrial development, especially in the initial phase. Industrialization, in turn, can stimulate agriculture by providing key productivity enhancing inputs for it as well as a market for its output. But agriculture should not be squeezed to such an extent that farmers no longer have the resources or the incentives to invest, raise yields and expand production. The advantage of peasant farming, as shown in South Korea and Taiwan, is that it has a great capacity for self-exploitation. Peasant farmers require few economic incentives for expanding production while landlords, especially in Latin America, require major and very costly incentives for achieving similar results. Despite the heavy net outflow of resources from agriculture in Taiwan and South Korea, government policy left sufficient economic incentives for peasant farmers to raise agricultural productivity and output significantly. At the same time it is important for the achievement of sustained growth that the resources transferred from agriculture to industry be used effectively in developing an appropriate industrial structure. Industrial productivity needs to be increased to finance capital accumulation and rising wages as the labor surplus provided by agriculture is exhausted. Therefore, the critical factor for securing continuous growth is the achievement of greater productivity in resource use throughout the economy rather than the transfer of resources from one sector to another. This does not mean that such transfers might not be important at certain stages of the development process or that they should always go in one direction. What is vital is that, whatever transfers are made in whatever direction, they should maximize productivity growth throughout the economy. What are the root causes that explain the difference in performance between the Asian NICs and Latin America? In this chapter I have focused my analysis on three key factors although others may be identified as well. First, I stressed South Korea’s and Taiwan’s superior state capacity and policy performance. Second, I highlighted Latin America’s failure to create an agrarian structure more conducive to growth with equity. Third, I emphasized South Korea’s and Taiwan’s greater ability to design an appropriate industrial policy as well as to bring about a more positive interaction between agriculture and industry. While Latin America got off
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to an early start with industrialization it was unable to overcome quickly enough the limitations of ISI and shift to a more export-oriented and competitive industrial structure. While geopolitical factors were more favorable to South Korea and Taiwan, natural resource endowments were more favorable to Latin America. All the three factors I have identified are closely interconnected. South Korea’s and Taiwan’s good fortune was that they managed to develop the positive linkages between them while in Latin America these factors were often in conflict. While the Asian NICs succeeded in creating a virtuous and mutually reinforcing upwardly moving spiral between these factors, the Latin American countries failed to do so. The discussion on the development successes and failures of countries is far from closed and hopefully comparative studies will continue to enrich development theory and policy.
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The irony of labor strength and income inequality: a comparison of Brazil and South Korea Hagen Koo



There is a broad consensus among writers on comparative economic development that East Asia’s export-oriented industrialization (EOI) strategy has been far more successful than Latin America’s import-substitution industrialization (ISI) strategy in producing both faster economic growth and a more equitable distribution of income. Of many theories and empirical studies that try to explain this divergence in the two region’s economic performances, one stresses the role of organized labor. Though not always clearly articulated, the assumption goes that the strength or weakness of organized labor has an effect on development policies and on the labor market condition and income distribution, producing different development outcomes. More specifically, it is assumed that politically weaker organized labor in East Asia played a more cooperative role in EOI, while relatively stronger unions in Latin America had a more constraining role in ISI. It seems ironic that the weaker union movements in East Asia led to a more equitable distribution, while relatively stronger organized labor in Latin America resulted in a less favorable distribution pattern. In a careful comparative analysis of development patterns in East Asia and Latin America, Haggard, for example, concludes: In the aggregate the Asian NICs did better in providing employment, improving absolute income, and reducing poverty than their Latin American counterparts.1 He further notes: The ‘‘successful’’ strategy of the East Asian NICs cannot be separated from labor regimes that systematically reduced labor’s political and shop-floor voice. This crucial irony – equity without democracy – must be faced by both critics and defenders of the East Asian model.2 This chapter probes into this crucial irony. What this irony suggests is a hypothesis that weak, repressed labor leads to a long-term income distribution pattern favorable to workers and to the poor; conversely,
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the presence of strong unions leads to a less equitable income distribution. Interesting as it is, this hypothesis has rarely been systematically examined in the development literature. Admittedly, it is very difficult to test this hypothesis in a systematic and rigorous fashion, because it requires longitudinal data not only on key variables but also on a host of control variables. What is attempted here is also not a rigorous test of the hypothesis. What I try to do here is to critically examine the pertinent literature and secondary data in order to weigh the evidence available at the present time as carefully as possible and also to highlight the complexity of the relationship between labor strength and income distribution in the newly industrializing economies. Although the primary concern of this chapter is with Brazil and South Korea, this comparative analysis necessarily involves a broad comparison of Latin America and East Asia. In what follows, the first section presents a brief history of Brazil’s and Korea’s labor movements. The second section examines the theoretical arguments and empirical evidence supporting the hypothesis in question. The third part expands the simplistic model of explanation linking labor strength to income distribution, and considers other variables that presumably affect income distribution. The final section considers a more dynamic historical process through which labor politics has impinged on income distribution, focusing on the case of South Korea.



Mobilization and demobilization of labor in economic development Brazil Organized labor in Brazil, and in Latin America as a whole, emerged earlier than in Korea. The Brazilian labor movement emerged from the last decades of the nineteenth century and became an important part of the populist political mobilization against the oligarchic rule in the early twentieth century. As scholars of the Latin American labor movement agree, labor mobilization during this early period had a determining effect on the labor movement in the subsequent period. As Bergquist argues, ‘‘In most of the countries of the region, the trajectory of national labor movements established by mid-century has held firm in our own times.’’3 Similarly, as Collier and Collier argue, the active labor movements during the early twentieth century provided ‘‘a principal stimulus for the reform periods and the incorporation projects that began to emerge in country after country.’’4 The incorporation projects were carried out by national-populist regimes in the region. In Brazil, the Estado Novo was established by Getu´lio Vargas in 1937. Under this state corporatist system, trade unions were incorporated into the state apparatus. Previously, trade unions had been more or less
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independent organizations protecting the wages and working conditions of their members, but under the Estado Novo they were turned into adjuncts of the state. Subsequently, a comprehensive system of labor legislation, the Consolidac¸a˜o das Leis do Trabalho (CLT), was developed. Ostensibly, the CLT was to ‘‘harmonize the interests of labor and capital,’’ but labor was brought under the tutelage of the state. In exchange for the loss of independence, organized labor received protection, subsidies and welfare benefits.5 While controlled tightly by the corporatist system, organized labor remained an important base of political support in Brazil and elsewhere in Latin America. As Collier and Collier argue, in Latin America there existed a ‘‘dual dilemma’’ in the relationship between political power and organized labor: From the perspective of political leaders who shape state policy, the emergence of the working class raises explosive issues of how to control this powerful new force within society, but also presents the opportunity to mobilize new bases of political support. Both of these options can be compelling.6 This dilemma played out in the political dynamics in Latin America throughout the subsequent period. Thus, while remaining under state control, labor could exercise a considerable amount of political influence on economic policies. What developed in Brazil, however, was not a broad-based independent union movement but was a kind of ‘‘political clientelism,’’7 in which labor leaders exchanged support for more benefits for organized labor. Labor activism however continued to grow under the leadership of left-nationalist leaders during the 1950s. The crucial weakness of the labor movement under the Estado Novo system was the separation of the union leadership from the rank-and-file membership, making it unable to mobilize workers in the face of the military regime’s attack on labor in the 1960s. The military coup in 1964 put an end to the ‘‘populist pact’’ and established a bureaucratic authoritarian regime. The labor movements’ influence within the state was eliminated and strict control on unions was reimposed. Almost all strikes were made illegal, unions were placed under the control of the Ministry of Labor, and many leading unionists were arrested. This was followed by wage cuts, reduced welfare expenditures, and increasing unemployment. From 1964 to the early 1970s, the union role was reduced to ‘‘assistential social-welfare services.’’8 While keeping the union activities under tight control, the authoritarian regimes enlisted unions to play a mediating role in maintaining labor quiescence by distributing social welfare services to union members. This state control mechanism furthered the bureaucratization of the union movement and the alienation of union leadership from the rank-and-file workers.
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Years of labor passivity in Brazil came to an end rather abruptly in the late 1970s. A strike wave that occurred in Sa˜o Bernardo do Campo in 1978 and spread to Sa˜o Paulo showed a decisive break with the union movement in the populist period. The new strikes that occurred in the automobile and metal industries were planned by workers without the help of outside leadership, and workers demanded direct negotiations with management without state intervention. The ‘‘new unionism’’ of 1978–9 grew out of workers’ long years of dissatisfaction with the official union structure and it was possible because of growing structural power of industrial workers, especially among heavy-industry workers concentrated in the ABC region.9 Through this upsurge of new unionism, industrial workers gained significant wage increases and political influence again. With increased power, unions challenged the legal prohibition on interunion organization and formed new national federations. Furthermore, broadening an alliance with other social movements and left-wing intellectuals, the new union leadership was able to form a new labor party, the Partido dos Trabalhadores (PT). South Korea Korea experienced a similar cycle of mobilization, demobilization and remobilization, but in a significantly different economic and political environment. The Korean labor movement first appeared during the Japanese colonial period (1910–45). Japan had made a substantial industrial investment in Korea since the 1920s, bringing about a large number of Korean wage workers. During this period, virtually all large-scale manufacturing and mining enterprises were owned by the Japanese, and the Korean workers suffered extremely poor and discriminatory conditions under the Japanese employers. Consequently, the Korean labor movement during the colonial period took the character of anti-Japanese struggle. The colonial government began to crack down harshly on the Korean labor movement from the 1930s, forcing the labor movement to move underground and become more closely tied to the underground communist movement. The Korean labor movement reemerged from the underground with Korea’s liberation from the colonial rule in 1945. Within three months after liberation, strong leftist unions were created under the umbrella of the National Council of Korean Trade Unions (chonpyong). With the formation of the National Council, a more active labor movement occurred, clashing with the police and the American military occupation forces. Between August 1945 and March 1947, there occurred 2,388 labor conflicts, involving 600,000 participants, of whom 8,000 workers were arrested. This was the most violent period in the history of the Korean labor movement, prior to 1987. But conservative forces, with the backing of the American military occupation forces, succeeded in destroying the leftist labor movement.
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Chonpyong was outlawed in 1947 and hundreds of socialist union leaders were killed or imprisoned. In its place, a weak, rightwing union, the Federation of Korean Trade Unions (FKTU), was established as the sole national union organization. Then came the Korean War (1950–3), destroying any base left for the independent union movement. After the war, the Rhee government laid down new labor laws which, copying the US Wagner Act, stipulated the basic rights of labor, including the rights of association, collective bargaining, and collective action. In retrospect, these first labor laws were quite liberal, allowing workers to form unions and engage in collective bargaining with minimal state interference. The laws even allowed unions to engage in political activities. However, the war-torn economy and the intense Cold War atmosphere provided no base for a strong labor movement. Rhee incorporated the FKTU into the ruling Liberal Party and turned it into his political tool. The leftist tradition of the Korean labor movement had a brief moment of revival during the one-year period of democracy after the fall of Syngman Rhee in 1960, but the military coup in 1961 stole the opportunity. The military junta abolished the existing national union and organized a new one, with the same English name (FKTU), with new labor leaders selected by the newly created Korean Central Intelligence Agency. The new FKTU was organized along industry lines, and unions were given exclusive representation rights. In this sense, the new union system was based on a corporatist principle. But, in practice, industry unions did not function as an effective unit of labor activities; there were few horizontal linkages among local unions within the industry, and virtually all collective bargaining was conducted at the level of individual enterprises. After establishing a firm control over unions, the Park government introduced substantial revisions of the existing labor laws, disallowing unions to participate in political activities and expanding the scope of public-interest enterprises which were forbidden to engage in strikes as well as the scope of state intervention in labor disputes. Thus, the labor control system was well in place prior to launching the export-oriented industrialization in 1963. But it is important to understand that this labor control was established not so much in preparation for moving into the export-oriented industrialization strategy as for a political purpose of the military regime, to wit, to have firm control over civil society and to prevent linkages between labor and opposition forces.10 Korean workers were, therefore, mobilized for export-oriented industrialization with no effective organizations and no ideological support. In the course of rapid industrialization, Korean workers suffered extremely poor working conditions, low wages and inhumane treatment by management. The number of industrial workers grew rapidly and they were concentrated in a few industrial areas. Consequently, labor volatility began to grow. But official unions remained powerless, and the state possessed
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immense power to suppress the grassroots labor movement. While ostensibly maintaining the state corporatist structure, the Park government allowed no role for official unions to represent or service the labor force. Park’s and his followers’ approaches to organized labor did not really involve a stick-and-carrot approach but relied on wielding the stick most of the time. Yet, union leadership had no resources or even strong desire to challenge state oppression. Unlike in most Latin American countries, organized labor in South Korea was never looked at as a major political constituency or as a junior partner in political coalitions. Instead, organized labor was always looked at as an object to exclude and control for the sake of political security in the divided nation. The intense Cold War environment in the Korean peninsula left very little space for an independent labor movement to arise in South Korea until the 1980s.11 However, in a somewhat similar fashion to what happened in Brazil, rapid industrialization under authoritarian rule in South Korea produced a new structural condition and new actors for a strong independent union movement in opposition to the government-controlled official unions. Korea’s ‘‘new unionism’’ also occurred in an abrupt way, in 1987, one decade later than in Brazil, and was also led by semi-skilled workers in heavy industries like the automobile, metal and ship-building industries. The new unionism in both countries developed in a similar fashion, growing out of grassroots movements in close alliance with students and church organizations, gaining organizational strength from the expanding networks of activists, and eventually exploding into a gigantic wave of protests in the heavily concentrated industrial regions. So, interestingly, the two countries’ labor movements, with very different histories and in very different geopolitical environments, converged on a similar pattern of union movement. As Seidman suggests, this may be due to the structural and political dynamics produced by the authoritarian pattern of industrialization in the two countries.12 From close by, however, we can still see the difference in the strength of labor reflected in the roles played by the labor movements in the two countries. In Brazil, the strike wave initiated by metal and auto workers in the ABC areas played a critical role in bringing about the political transition from authoritarian rule, but in South Korea the explosion of labor unrest occurred after a political liberalization was brought about by students and political dissidents. In the wake of democratic transition, Brazilian labor did not stop at organizing independent unions but moved to organize a working-class party. In South Korea, political transition was run by politicians at the exclusion of labor organizations, and only 13 years after the great labor offensive workers were able to form a labor party (Democratic Labor Party), which had to struggle several more years to receive serious attention from the populace. (In the 2004 general election, the DLP achieved a surprising victory and sent 10 members to the National Assembly.)
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Thus, while both Brazilian and Korean labor shared some similarity in terms of having gone through the cycle of mobilization and demobilization and having been controlled by a state corporatist system, the amount of power each country’s labor could exercise was very different. Despite fluctuations, organized labor in Brazil remained a political force not to be ignored by political coalitions and was able to exercise influence on economic policies, especially concerning the welfare of organized labor, while in Korea labor was largely irrelevant and was completely and consistently excluded from politics. As two well-known experts of the South Korean economies note, ‘‘[Labor unions] are so weak that not only do they not provide much opinion input, but their potential reaction is seldom considered as a constraint.’’13



Income distribution The superior performance of the East Asian economies over Latin American economies, or of export-oriented industrialization (EOI) over importsubstitution industrialization (ISI), has been documented in many studies. But perhaps the most comprehensive and authoritative of these studies is a recent study by the World Bank.14 The East Asian Miracle report identifies eight Asian economies which have achieved a remarkable record of high and sustained growth: Japan, the ‘‘Four Tigers’’ (South Korea, Taiwan, Hong Kong and Singapore), China, and three newly industrializing economies of Southeast Asia (Indonesia, Malaysia and Thailand). Since 1960, according to this study, these high-performing Asian economies (HPAEs) have grown almost three times as fast as Latin America and South Asia. It argues that ‘‘The HPAEs are the only economies that have high growth and declining inequality. Moreover, the fastest growing East Asian economies, Japan and the Four Tigers, are the most equal.’’15 The World Bank therefore defines economic growth in the HPAEs as an excellent case of ‘‘growth with equity’’ or ‘‘shared growth.’’ A recent study16 critiques the World Bank’s broad categorization of the so-called HPAEs, and demonstrates that high growth with income equity applies only to the East Asian cases, namely to Japan and the Four Tigers, and not to the Southeast Asian economies. Yet, this study also makes no objection to characterizing the East Asian HPAEs as a case of growth with equity. The broad patterns of income distribution in Latin America and East Asia are shown also in the differences between Brazil and South Korea. Data presented in Table 3.1 demonstrates drastically different levels of income inequality in Brazil and South Korea. In the 1970s, for example, Brazil showed a Gini index of 0.59 in 1972, while South Korea had 0.39 in 1976. In the respective years, the bottom 20 percent of the Brazilian population received only 2.5 percent of national income, while its South Korean counterpart received 5.7 percent. The bottom 40 percent received 7.0 percent in Brazil, while the same received 16.9 percent
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Brazil 1972 1996



Gini index



Lowest 20%



Lowest 40%



Highest 10%



0.59 0.60



2.0 2.5



7.0 8.0



50.6 47.6



5.7 7.7



16.9 21.2



27.5 23.2



South Korea 1976 0.390 1996 0.295



Sources: World Bank, World Development Report 1985; 2000/2001; Republic of Korea, Social Indicators in Korea 1998.



Table 3.2 Income inequality over time in Brazil and South Korea Gini index



1960 1970 1976 1980 1983 1996



Brazil



South Korea



0.53 0.59 0.60 0.56 0.57 0.60



0.448 0.332 0.391 0.389 0.345 (1985) 0.295



Sources: S. Haggard, Pathways from the Periphery, p. 226; Republic of Korea, Social Indicators in Korea, 1984, 1991, 1998.



in South Korea. Roughly speaking, the inequality level in Brazil was twice as high as that in South Korea. More important, as Table 3.2 demonstrates, income inequality in Brazil increased from 1960 to the late 1990s, while the trend reversed in South Korea. Brazil’s income inequality increased during the period of rapid growth in the late 1960s and then slightly declined in the first part of the 1980s before going up again since then. In South Korea, economic inequality sharply declined in the 1960s, the first decade of export-oriented industrialization, and then increased in the first half of the 1970s. Since the mid-1970s, however, South Korea’s income inequality continuously declined despite rapid economic growth. Similarly, the Brazilian and the South Korean economies performed very differently in poverty reduction. In Brazil, a significant poverty reduction occurred during the period of Brazil’s own economic miracle, but throughout the 1980s the poverty rate remained at 40 percent of the population or slightly higher (see Table 3.3). In South Korea, the official poverty rate was 41 percent in 1965 but declined to 12 percent in 1980, and since then the government regarded absolute poverty almost negligible enough not to bother with reporting the statistics; the official document of Social Indicators reports only the rates of relative poverty, which are of little comparative meaning across countries.
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Table 3.3 Poverty rate in Brazil and South Korea Poverty rate



Brazil S. Korea



1965



1970



— 41



49 23



1980 39 12 (1978)



1985



1990



40 —



42 —



Sources: CEPAL elaboration of national household surveys 1997. Cited from K. Koonings, ‘‘Equity, welfare and citizenship: Brazil and Korea,’’ paper presented at the conference ‘‘East Asian and Latin American Developments: A Comparative Exercise in Political Science and Sociology,’’ Netherlands Institute for Advanced Study, Wassenaar, Netherlands, 18–19 June 1999.



Thus, the evidence is crystal clear: South Korea performed much better than Brazil in terms of both economic growth and income distribution. The contrast is particularly remarkable during the 1980s and the 1990s.



Labor and income distribution So far, we have seen that Brazil and South Korea, more broadly Latin America and East Asia, had sufficiently different levels of labor strength and income inequality. Now we need to determine whether there exists a direct relationship, especially of a causal kind, between the two variables: labor strength and income distribution. Many studies tend to assume such a relationship, but few studies have attempted a systematic empirical test of this relationship. In this section, I present a few empirical and theoretical studies that account for the different levels of income inequality between Latin America and East Asia in terms of the ways organized labor influenced the distributive processes in each region. In a rare study that attempted an empirical test of the relationship between labor union strength and income inequality with comparative data, McGuire provides a strong empirical support for the conventional assumption of the relationship between these two variables.17 Using data gleaned from the International Labour Organization (ILO), his study measures the strength of organized labor in terms of four indicators: (1) density of unionization; (2) the proportion of formal-sector workers covered by collective contracts; (3) the dominant level of collective bargaining; and (4) the number of major ILO conventions ratified. Taking union strength as an independent variable, he examines its effect on income inequality and other measures of human development, like the infant survival rate and life expectancy. The results of the statistical analysis are consistent with the hypothesis. McGuire summarizes his findings as follows: Labor strength in the sixteen East Asian and Latin American countries analyzed in this study had a weak positive impact on growth;
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Hagen Koo a weak negative impact on evenness of income distribution, infant mortality level, and life expectancy level; and a strong negative impact on infant mortality reduction and life expectancy expansion. Overall, then, labor strength had a negative effect on human development, particularly on those aspects of human development most immediately associated with the well-being of the poor.18



McGuire’s overall conclusion regarding the regional variation between Latin American and East Asian NICs clearly applies to the difference between Brazil and South Korea. The data shown in Table 3.4, drawn from McGuire’s study, demonstrate starkly different levels of performance by the Brazilian and South Korean economies in the areas of human development and income distribution, matched by significantly different levels of labor strength. The data reveal a huge difference between Brazil and South Korea in terms of the measures of labor union strength. The data also indicate significant differences in the two economies’ performances in life expectancy increase and in infant mortality reduction. Indeed, the South Korean economy looks better in these aspects of human development than in income distribution. It is, of course, difficult to confirm a causal relationship between labor strength and income inequality based on only one empirical study, especially given the fact that international data concerning human development as well as income inequality are not highly reliable. But there exist powerful theoretical reasoning and some indirect evidence of why weak labor in East Asia has most probably contributed to producing a relatively egalitarian pattern of economic growth. Such theoretical explanations are most forcefully presented in the neoclassical analyses of East Asian capitalist development. From the World Bank’s perspective, the East Asian capitalist economies’ superior performances were basically due to their faithful compliance with free market principles, or as is often said, due to ‘‘getting the basics right.’’ Table 3.4 Labor strength, income inequality and human development indicators



Brazil S. Korea



Labor strength



Life expectancy increase (%)



Infant mortality reduction (%)



Income inequality Gini



1995



1960–93



1960–96



1960–90 average



Social insurance program expense 1974–93 total



57.3 34.2



182 32



0.89 0.83



39 56



62 93



Source: J. McGuire, ‘‘Labor union strength and human development in East Asia and Latin America,’’ Studies in Comparative International Development, 1999, vol. 33, pp. 3–34.
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An important part of getting the basics right involves maintaining a flexible labor market and market-determined wage structure. This requires measures for preventing organized labor from interfering with market mechanisms. The World Bank’s East Asian Miracle report argues: HPAE [high performing Asian economies] governments have generally been less vulnerable and less responsive than other developingeconomy governments to organized labor’s demands to legislate a minimum wage. Rather, they have focused their efforts on job generation, effectively boosting the demand for workers. As a result, employment levels have risen first, followed by market- and productivity-driven increases in wage levels.19 It further argues: In East Asia, wages were pulled up by increases in the demand for labor, whereas elsewhere there was a greater tendency for wages to be pushed up artificially.20 This point is widely agreed on even among political economists who stress institutional underpinnings rather than pure market mechanisms in explaining the East Asian economic miracle. As Haggard writes: The incentives to use labor in the East Asian NICs and the flexibility of labor markets increased the demand for labor and led quickly to elimination of the labor surplus and to growth in real wages.21 The flexible labor market was possible, Haggard argues, because the government did not allow labor to interfere with market mechanisms of wage determination. Thus, it seems clear that the key intervening mechanism that explains the relationship between weak organized labor and more favorable income distribution is the creation of jobs. The key to the East Asian capitalist economies’ success in achieving fast growth with relative equity was the fast employment generation, and this was related to the investment structure, which in turn was related to the influence of unions. The presence of strong unions, the logic goes, discourages investment, with a detrimental effect on employment conditions. This is McGuire’s main reasoning in explaining the close association of labor strength and income inequality. As he argues: ‘‘strong unions boost labor costs in the urban formal sector, making employers less likely to hire extra workers or to adopt laborintensive production processes.’’22 Apart from discouraging investment and employment creation, strong unions are assumed to increase income gaps between the protected and



64



Hagen Koo



unprotected workers. As McGuire argues: [S]trong unions (in conjunction with actors representing better-off urban groups) may be able to induce governments to enact urbanbiased and formal sector-biased public policies that contribute to the neglect or even further impoverishment of the rural poor and shantytown dwellers.23 If that is the case with Latin American economies, the situation in East Asia is quite different, where weak unions produced no premium for the unionized workers and no significant income gaps between formal and informal sector workers. For example, several studies indicate that in South Korea the wage differentials between the unionized and nonunionized workers ranged from 1.6 percent to 6.7 percent during the 1976–87 period.24 These differentials increased substantially only after the great labor upheaval in 1987, increasing to 10.2 percent in 1989. In the 1990s, large wage differentials are found in South Korea between unionized workers in large-scale firms and un-unionized workers in smallto-medium scale firms. In the 1980s and the early 1990s, the unionization rate increased fast in large-scale firms, while the rate stagnated or even declined in small-scale enterprises. Consequently, the effects of firm size and unionization status were combined to produce increased wage differences in South Korea in recent years. In Latin America, the existence of the large informal sector is closely related to the high level of poverty and income inequality. As most observers of Latin American economies agree, the existence of the large informal sector represents the inability of the Latin America economies to absorb the labor force into more productive activities. Informal sector jobs provide typically poverty or near-poverty incomes with no other forms of compensation. The size of informal sector workers in Brazil comprised 45–50 percent of the urban labor force in the 1990s. Interestingly, South Korea also had a fairly large informal sector, and the size of this sector (measured usually by the number of the self-employed and the employees at enterprises hiring fewer than five workers) decreased only very slowly despite rapid industrialization. But it is important to recognize that the informal sector in Brazil and South Korea does not exactly represent the same phenomenon. In Latin America, informal sector jobs provide poverty incomes and often represent a form of disguised unemployment. The wage gaps between the formal and informal sectors are typically very large, and sectoral inequity in terms of job protection and other welfare benefits is even larger. However, the same is not true with the informal sector in Korea or Taiwan. Although many informal sector jobs in Korea also provide near-poverty incomes, it is incorrect to regard informal employment in Korea as a form of disguised unemployment. Many Koreans entered the informal sector in search of upward social



Labor strength and income inequality



65



mobility by running their own business, and the rapidly growing urban economy indeed provided many opportunities for upward mobility. The large urban informal sector in Korea thus represents not so much poverty income and shanty-town dwelling as an alternative channel of social mobility to the petite bourgeoisie status. The pattern seems broadly similar in all other East Asian capitalist economies. Taiwan and Hong Kong also have a very active urban informal sector, actually more active than in Korea. In all these East Asian economies, income differences between formal and informal sector workers are much smaller compared to the situations in Latin America. Studies indicate that, in Latin America and South Asia, urban wage earners often have incomes twice that of their counterparts in the informal sector, whereas the gap between the formal and informal sectors in East Asia is only about 20 percent.25 It is very plausible, as the World Bank argues, that in the former economies wages in the urban formal sector were often pushed up by legislated minimum wages and other nonmarket forces, whereas in East Asia formal sector wages represented the ‘‘market-clearing wages.’’ It can thus be assumed that the presence of strong organized labor exerts a negative influence on income distribution by encouraging informal, rather than formal, employment of workers, and by enhancing job privileges of formal sector workers over informal sector workers. However, strong organized labor can exert pressure on the state to develop more welfare programs for workers and for the poor. As Deyo argues, the presence of strong labor or popular sector movements means ‘‘imposing, with greater or lesser efficacy, distributional criteria in developmental strategies.’’26 Different developmental orientations are reflected in the amount of government spending on welfare programs. In this regard, there is a great difference between Brazil and South Korea in terms of welfare policies. Data presented in Table 3.5 indicate that Latin American countries spent a much higher proportion of the government budget on health, social security and welfare than East Asian countries. South Korea’s performance in this regard was about the poorest, even by comparison with other developing countries. In the mid-1980s, only about 8 percent of



Table 3.5 Percentage of total government expenditure on health, social security and welfare Argentina (early 1980s) Brazil (1985) South Korea (1985) Taiwan (1984)



40.1 40.3 8.1 15.2



Source: F. Deyo, ‘‘Economic policy and the popular sector,’’ in G. Gereffi and D. Wyman (eds), Manufacturing Miracles: Paths of Industrialization in Latin America and East Asia, Princeton: Princeton University Press, 1990.
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South Korea’s government expenditure was on health and welfare programs, in contrast to 40 percent of Brazil’s government expenditure in the same area. The linkage of weak organized labor and underdeveloped welfare programs seems clear. In his thoughtful analysis of the changing capital–labor relations in South Korea, You argues: Complementing the weakness of organized labor was the weakness of the social welfare measures. In terms of the share of social expenditure in central government expenditure, Korea ranks among the lowest in the world. There was no minimum-wage regulation until 1988, no unemployment insurance, no universal superannuation. Therefore, workers’ welfare is highly dependent upon their employers.27 However, it seems clear that the relative size of government expenditure on social welfare makes little difference in reducing the nation’s income inequality. Obviously, a larger welfare expenditure in Brazil did not help reduce poverty or income inequality, whereas South Korea achieved a higher level of human development and poverty reduction despite such a stingy welfare expenditure. This finding renders support to the neoclassical understanding that boosting market mechanisms may be better than purposive nonmarket actions by institutional actors in achieving improvement in the poor’s welfare conditions. From a neoclassical point of view, it is not the lack of welfare policies per se that produced a more favorable distributional outcome in East Asia but the prevention of institutional factors from interfering with market mechanisms. Weak union power in East Asia allowed the state to push growth- or profit-oriented policies, which encouraged active investment and job creation in the formal sector, and which reduced sectoral wage gaps that might have been caused by institutional protection of unionized workers.



Structural factors influencing income distribution Both the empirical and the theoretical literatures we have examined so far are supportive of the hypothesis that the weakness of organized labor in Korea and in East Asia in general has been conducive to producing a relatively equitable income distribution, while strong organized labor in Brazil and in Latin America has led to greater income inequality. The same literature, however, suggests other important variables that are assumed to have influenced the income distribution and produced different levels of economic inequality in the two regions. It is thus important to consider these variables before making a causal inference about the effect of labor union strength on income distribution. The comparative development literature stresses two variables that are believed to have played a critical role in producing relative equity in the
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East Asian economies. The most important factor is the relatively egalitarian distribution of land ownership. In Japan, Korea and Taiwan, where income distribution has been most equitable, a highly egalitarian land ownership was achieved by a radical land reform during the immediate post-World War II era. In Korea, the effect of the postliberation land reform was further consolidated by the social and economic disruptions caused by the Korean War. These crucial changes occurred not because of the necessity of laying the ground for economic development but because of geopolitical circumstances in East Asia. The political logic, rather than economic logic, dictated the social reform and the effective demobilization of labor during the postwar period. There is little disagreement among the students of East Asian development that the egalitarian distribution of land ownership is probably the most important variable in explaining the East Asian economies’ growth pattern accompanied by relative equity. As Haggard argues,28 ‘‘Viewed comparatively, the initial distribution of assets seems more important than industrial strategy in determining income distribution.’’ He also observes: Strikingly, Korean income distribution was comparatively equitable prior to the transition to export-led growth. Land reform is the most plausible explanation, though no doubt the destruction of the Korean War also had a powerful leveling effect.29 The World Bank’s East Asian Miracle report also notes, ‘‘Theory and empirical evidence suggest that widespread ownership of land not only improves equity but also improves land productivity.’’30 Another excellent study on East Asian income distribution31 also argues that ‘‘the land reform and the rapid expansion of employment in the modern sector seem to offer the most powerful explanations of the low inequality in the super three [Japan, South Korea and Taiwan].’’ The second important factor affecting income distribution is education. Again, the literature on East Asian development stresses this factor as more important than political variables like the labor movement. As the World Bank study acknowledges: Education is arguably the most important of these wealth-sharing, opportunity-creating mechanisms. The provision of universal primary education and wide access to secondary and higher education contributed substantially to opportunities for upward mobility.32 Haggard also argues: Studies that have disaggregated the sources of income distribution in Brazil and Mexico consistently find education to be among the more important factors accounting for income inequalities among workers.33
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Table 3.6 Educational expenditure and educational achievement Public expenditure on education (% of GNP)



Net enrollment ratio % of relevant age group Primary



1980 Brazil S. Korea



3.6 3.7



1996 5.5 3.7



Secondary



1980



1996



1980



1996



80 104



90 92



14 70



20 97



Source: World Bank, World Development Report 1999/2000: Entering the 21st Century, New York: Oxford University Press, 1999/2000.



Concerning the cases of our immediate concern, Brazil and South Korea are markedly different in their educational levels, as shown in Table 3.6. The most important difference between the two countries is found in the attainment of secondary school education. In the 1980s, 70 percent of the Korean population (in the relevant age group) attended secondary school, while only 14 percent of the Brazilian counterpart attended secondary school. In 1996, virtually all Korean youngsters entered secondary school, while only 20 percent did in Brazil. The wide spread of secondary-level education among the Korean population must have contributed significantly to enhancing the job market position of the underprivileged and to reducing income gaps based on educational differentials. In Brazil, the scarcity of secondary education must have conferred much greater job market advantages to the holders of higher educational credentials, thus contributing to greater economic inequality at the national level. The data shown in Table 3.6, however, indicate that the educational difference between Brazil and South Korea was not because the Korean government spent more money on public education. In fact, the Brazilian government spent a larger proportion of government expenditure for education than the South Korean government did. In Korea, a high level of educational achievement was achieved largely by greater educational investment by individual families rather than by generous public funds. And it was possible due to a relatively fluid stratification system and the absence of ethnic or other forms of entrenched inequality, a situation quite different from that of Brazil.



Comprehending the irony in a historical context In sum, our review of the relevant literature on income distribution in East Asia and Latin America led to a conclusion that the East Asian economies’ better performances in income distribution, compared to those of Latin American economies, were partly due to the way labor was harnessed to economic development, and partly (and perhaps more importantly)
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due to other historical and institutional factors. This finding cautions against a simplistic understanding of the relationship between the labor movement and income distribution. The effect of the strength and weakness of the labor movement may be not as strong as might be assumed among economists, and is most likely to be contingent upon other structural and historical factors. It seems therefore important to conceptualize labor strength as a complex and contingent variable rather than as a static and unitary variable. Labor’s relevance to the distributive process may be determined not simply by the strength or the weakness of organized labor but at what stage of economic development and in what form is labor actively mobilized, and for what purpose. This recognition means that a careful historical analysis is required in order to comprehend the role of organized labor in economic development and income distribution more adequately. Such an analysis is beyond the scope of this chapter, but in the remaining pages I would like to consider a few historical aspects of the relationship between the Korean labor movement and the structure of economic inequality. First, it is important to understand how Korea came to have such a favorable structural condition for economic development and income inequality. The most critical factor is the land reform conducted in the immediate postwar period. This land reform was possible largely due to a high level of peasant protests and leftist labor movement that demanded a radical economic and social reform in the postliberation period. Careful historical analyses of this period demonstrate that these protest movements were more likely to occur in the areas where labor and peasants had been actively mobilized during the colonial period. It is widely agreed among scholars that, given the conservative Syngman Rhee regime at that time, the kind of land reform that occurred in South Korea would not have been possible without the active labor and peasant movements during the colonial and the immediate postliberation periods.34 Similarly, Korea’s high educational level is not unrelated to active mobilization of the popular sectors during the 1940s and 1950s. Providing educational opportunities to the populace was regarded by the state elite as a means of enhancing political support in the face of the competitive socialist regime in the north that had completed radical social reforms earlier. In this way, the early mobilization of the Korean labor, along with the peasants, contributed greatly to bringing about the structural base for the subsequent economic development and the relatively equitable income distribution. Second, it is true that tight labor control established right after the military coup in 1961 paved the way for a smooth transition to export-oriented industrialization and to the growth- and profit-oriented development strategy. Labor volatility, however, began to occur in the early 1970s, caused in part by the economic downturn at the end of the 1960s. Income inequality in South Korea decreased in the 1960s but began to increase in the first half of the 1970s.35 The substantial reduction in economic inequality
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in the 1960s was mainly due to the absorption of surplus labor into rapidly growing export industries, but by the early 1970s this favorable job market effect had been exhausted. Had the state maintained the same urbanfocused imbalanced development strategy, South Korea’s income inequality could have increased in the latter half of the 1970s and afterwards. But rising labor unrest and peasant discontent made the Park government pay more attention to economic inequality issues and adopt a series of policies to arrest the aggravating income inequality. The most important of them was the New Village (saemaul) movement, aimed at improving the rural infrastructure and the terms of trade between farm and nonfarm products.36 This policy helped to arrest the growing gaps of income between rural and urban sectors. The New Village movement was brought to the industrial sector as well. Although its aim was largely ideological, encouraging labor cooperation with management, piecemeal policies were adopted to improve working conditions and wage levels in small-scale industries. It is possible that without growing labor volatility such ameliorative measures would not have been taken, and income inequality which began to worsen in the first half of the 1970s might have continued. Third, a major turning point in the South Korean labor movement occurred in 1987 with the political transition to democracy. Industrial labor became suddenly empowered and caused a significant change in the labor relations and in the labor market. Manufacturing workers received 15–20 percent wage increases between 1987 and 1990 and deprived employers of much of the labor market flexibility they used to enjoy during the authoritarian period. How did it affect the income distribution pattern in the following period? On the one hand, it increased the income difference between large-scale and small-scale firms, and especially between conglomerate chaebol firms and non-chaebol firms. Employees of chaebol firms improved their economic status significantly, not only through wage hikes but also through many new welfare benefits provided by their firms.37 For the first time in South Korea’s industrialization history, there emerged what might be called Korea’s ‘‘labor aristocracy,’’ represented by skilled workers in some ten top chaebol firms. Labor empowerment and decreased managerial flexibility also led management to reduce regular employment in favor of temporary or short-term contract workers. This strategy was clearly a response to increasing competition in the world market, but enhanced union strength undoubtedly contributed to this trend. Consequently, the previously homogeneous Korean working class became increasingly differentiated internally, accompanied by increasing income inequality across firms.38 On the other hand, the active labor movement in the post-1987 period contributed to reducing other forms of income inequality – inequality between manual and nonmanual workers, between male and female workers, and between educational groups. South Korea’s gender inequality in wage rates had been one of the world’s highest until the late 1980s.
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In 1980, female workers received only 44 percent of male workers’ average wage. This income inequity has continuously declined since the late 1980s. This was primarily due to the demands made by labor unions. Also, the wage gaps between manual and nonmanual, and between collegeeducated and less educated workers, decreased significantly, again due to the demand made by the blue-collar unions.39 Thus, in total, the overall union effect on income distribution in the post1987 period seems to have been not adverse, if not positive (for a similar study in Malaysia, see Standing 1992).40 The Korean experience suggests that labor’s impact on income distribution depends on when, or at what stage of economic development, and in what form the strong union movement emerges. ‘‘New unionism’’ appeared in South Korea in the late 1980s when its economy could absorb labor demand better and could use it for achieving dynamic efficiency in the economy. Also important is that Korean unions at this stage put more emphasis on improving the situation of the previously unprotected workforce rather than protecting or strengthening the status of the privileged groups of the workforce. Union effect on income distribution is determined not simply by the strength or weakness of unions but by the concrete strategy that the union movement takes at a given historical trajectory. In Brazil, too, union effect on income distribution must have occurred in a complex manner. Its relatively high level of inequality is not simply attributable to the presence of strong organized labor. In fact, Brazil’s organized labor is not particularly strong by the Latin American standard. Interestingly, Argentina had a very strong labor movement, but maintained a lower level of income inequality than that of Brazil. Brazil’s labor movement was not strong enough to be a major part of the dominant political coalition, yet strong enough to influence the distribution process in favor of organized labor. While maintaining tight control over labor under state corporatism, the Brazilian state nonetheless had to appeal to organized labor for political reasons. Organized labor thus enjoyed a certain degree of policy impact, although without its own long-term strategy to improve the condition of the entire workforce. In conclusion, it is not simply the strength or weakness of organized labor that by itself determines income distribution. The historical pattern of the labor politics as well as its interaction with other structural and institutional factors must be considered together in order to assess the true effect of labor strength on income distribution.



Notes 1 S. Haggard, Pathways from the Periphery: The Politics of Growth in the Newly Industrializing Countries, Ithaca: Cornell University Press, 1990, p. 253. 2 Haggard, Pathways from the Periphery, p. 253: see note 1.



72



Hagen Koo



3 C. Bergquist, Labor in Latin America: Comparative Essays on Chile, Argentina, Venezuela, and Colombia, Stanford: Stanford University Press, 1986, p. 8. 4 R. B. Collier and D. Collier, Shaping the Political Arena, Princeton: Princeton University Press, 1991, p. 769. 5 J. Humphrey, Capitalist Control and Workers’ Struggle in the Brazilian Auto Industry, Princeton: Princeton University Press, 1982; K. Koonings, D. Kruijt, and F. Wils, ‘‘A very long march of history,’’ in H. Thomas (ed.) Globalization and Third World Trade Unions: The Challenge of Rapid Economic Change, London: Zed Books, 1995, pp. 99–129; Collier and Collier, Shaping the Political Arena: see note 4. 6 Collier and Collier, Shaping the Political Arena, p. 7: see note 4. 7 F. Hagopian, Traditional Politics and Regime Change in Brazil, Cambridge: Cambridge University Press, 1996. 8 Humphrey, Capitalist Control and Workers’ Struggle in the Brazilian Auto Industry: see note 5; G. Seidman, Manufacturing Militance: Workers’ Movements in Brazil and South Africa, 1970–1985, Berkeley, CA: University of California Press, 1994. 9 M. Keck, ‘‘The new unionism in the Brazilian transition,’’ in A. Stepan (ed.) Democratizing Brazil, London: Oxford University Press, 1989, pp. 252–96; Collier and Collier, Shaping the Political Arena: see note 4; Seidman, Manufacturing Militance: see note 8. 10 J. J. Choi, Labor and the Authoritarian State: Labor Unions in South Korean Manufacturing Industries, 1961–1980, Seoul: Korea University Press, 1989; H. Koo, S. Haggard, and F. Deyo, ‘‘Labor and development strategy in the East Asian NICs,’’ Items (Bulletin of the Social Science Research Council), 1986, vol. 40. 11 Choi, Labor and the Authoritarian State: see note 10; H. Koo, Korean Workers: The Culture and Politics of Class Formation, Ithaca: Cornell University Press, 2001. 12 Seidman, Manufacturing Militance, p. 272: see note 8. 13 L. Jones and I. Sakong, Government, Business, and Entrepreneurship in Economic Development: The Korean Case, Cambridge: Harvard University Press, 1980, p. 66. 14 World Bank, The East Asian Miracle: Economic Growth and Public Policy, New York: Oxford University Press, 1993. 15 World Bank, The East Asian Miracle, pp. 3–4: see note 14. 16 J. I. You, ‘‘Income distribution and growth in East Asia,’’ Journal of Development Studies, 1998, vol. 34, pp. 37–65. 17 J. McGuire, ‘‘Labor union strength and human development in East Asia and Latin America,’’ Studies in Comparative International Development, 1999, vol. 33, pp. 3–34. 18 McGuire, ‘‘Labor union strength and human development,’’ p. 22: see note 17. 19 World Bank, The East Asian Miracle, p. 19: see note 14. 20 World Bank, The East Asian Miracle, p. 266: see note 14. 21 Haggard, Pathways from the Periphery, p. 253: see note 1. 22 McGuire, ‘‘Labor union strength and human development,’’ p. 25: see note 17. 23 McGuire, ‘‘Labor union strength and human development,’’ p. 25: see note 17. 24 H. K. Song, Open Market, Closed Politics: Democratization and Labor System in South Korea [in Korean], Seoul: Nanam Publisher, 1994, p. 303. 25 World Bank, The East Asian Miracle, p. 19: see note 14. 26 F. Deyo, ‘‘Economic policy and the popular sector,’’ in G. Gereffi and D. L. Wyman (eds) Manufacturing Miracles: Paths of Industrialization in Latin America and East Asia, Princeton: Princeton University Press, 1990, p. 180.



Labor strength and income inequality



73



27 J. I. You, ‘‘Changing capital-labour relations in South Korea,’’ in J. Schor and J. I. You (eds) Capital, the State and Labour: A Global Perspective, Aldershot: Elgar, 1995, p. 120. 28 Haggard, Pathways from the Periphery, p. 232: see note 1. 29 Haggard, Pathways from the Periphery, p. 225: see note 1. 30 World Bank, The East Asian Miracle, p. 160: see note 14. 31 You, ‘‘Income distribution and growth in East Asia,’’ p. 45: see note 16. 32 World Bank, The East Asian Miracle, p. 160: see note 14. 33 Haggard, Pathways from the Periphery, p. 240: see note 1. 34 B. Cumings, The Origins of the Korean War: Liberation and the Emergence of Separate Regimes, Princeton: Princeton University Press, 1981; G. W. Shin, Peasant Protest and Social Change in Colonial Korea, Seattle: University of Washington Press, 1996. 35 H. Koo, ‘‘The political economy of income distribution in South Korea: the impact of the state’s industrialization policies,’’ World Development, 1984, vol. 12, pp. 1029–37. 36 B. N. Song, The Rise of the Korean Economy, Hong Kong: Oxford University Press, 1990. 37 W. D. Lee and K. S. Choi, Labor Market and Industrial Relations in Korea: Retrospect on the Past Decade and Policy Directions for the 21st Century, Seoul: Korea Labor Institute, 1998. 38 Koo, Korean Workers, pp. 205, 209: see note 11. 39 Lee and Choi, Labor Market and Industrial Relations in Korea: see note 37. 40 G. Standing, ‘‘Do unions impede or accelerate structural adjustment? Industrial versus company unions in an industrialising labour market,’’ Cambridge Journal of Economics, 1992, vol. 16, pp. 327–54.



4



Government–business relations and economic performance in South Korea and Chile: a political perspective Patricio Silva



Since the late 1980s a major debate has emerged on the economic, political and institutional factors that have been responsible for the ‘‘economic miracle’’ in the East Asian newly industrializing countries (NICs). Time and again, the specific nature of government–business relations has been singled out as a crucial factor in explaining the spectacular economic performance experienced by these countries. In this respect, both the strong institutional capacity of the East Asian states and the conscious governmental decision to insulate the economic technocracy from pressures coming from business elites have been regarded as essential for the achievement of economic success.1 In order to achieve the insulation of economic policy-making from direct business pressures, substantial room for maneuver has been conferred on economic technocrats for the formulation and application of highly coherent developmental policies. Technocratic state agencies have formulated the economic policies, while the local business groups had to find a way to accommodate themselves to the new rules of the game. In other words, in most of the East Asian NICs, government–business relations have been clearly dominated by the state. Notwithstanding the top-down nature of government–business relations, in most of the East Asian NICs workable channels of communication and information exchange between policy-makers and business interests were established. In countries like South Korea and Taiwan this facilitated the formation of relatively stable and durable developmental coalitions between the military, economic technocrats and business. Since the mid-1980s, however, the pressures for political liberalization and the eventual restoration of democratic rule in some East Asian countries have placed considerable strains on the ability of governments to keep economic decision-making insulated and to enforce coherent economic policies. In this chapter I analyze from a political perspective the nature of government–business relations in South Korea and Chile under authoritarian regimes as well as during processes of democratic transition. Particular attention will be given to the role played by state technocrats in both countries in teaching and enforcing the rules of the economic game.
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Thus I will explore the existing interconnection between state structures, government–business relations and economic performance. The South Korean case has been repeatedly mentioned as representing a key example of a strong developmental state that during the last decades has shown an extraordinary economic performance.2 The South Korean state has indeed long possessed a striking ability to maintain a substantial degree of autonomy vis-a`-vis business elites in the formulation and application of developmental policies. Since the early 1990s, an increasing number of comparative studies of the East Asian and the Latin American developmental experiences following the Second World War have been carried out.3 Most of these studies stress the enormous differences existing between both regions in the nature of government–business relations. In general these studies show the higher degree of state strength, technocratic insulation of policy-making, quality and effectiveness of state bureaucracy, and embeddedness of East Asian states in comparison to most Latin American states. In this study I compare the South Korean case with the Chilean experience, as this South American country seems to constitute one of the few Latin American exceptions to this rule. Indeed, since the mid-1970s Chile has been able to achieve an exceptional economic performance based on neoliberal recipes. Furthermore, since the late 1980s the country has experienced a relatively successful process of democratic transition, while both the market-oriented economic policies as well as high economic performance have been maintained. This has given some scholars reason to give Chile the appellation of being the first Latin American jaguar, in allusion to the Asian ‘‘Tigers’’ success.4 The achievement of high economic performance depends on a series of historical, institutional, economic, social, political and cultural factors. This implies that the configuration of workable pro-growth government– business relations can be critical for achieving this goal, but certainly it cannot explain, on its own, the final economic outcomes. On the other hand, it is important to stress the fact that the ways in which the military governments in both countries articulated their relations with business representatives were not solely determined by their goals to achieve high levels of economic growth. My contention here is that the top-down nature of government–business relations in South Korea and Chile during the authoritarian regimes were mainly directed at achieving a series of politicoideological objectives. Among these goals we find the depoliticization of the bureaucratic body and of society at large; the structural weakening of sectorial pressures on the state; the maintenance and strengthening of the institutional autonomy of the army vis-a`-vis the political realm, and so forth. My second purpose is to show how the specific institutional requirements of processes of democratic transition – in which questions related to socioeconomic and political stability are critical – can paradoxically lead to a further technocratization of economic decision-making.
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State capacity, technocratic insulation and embeddedness The relative strength of the state seems to be a critical factor in the establishment of pro-growth government–business relations in which the former is able to formulate and implement coherent economic policies to be followed and supported by the latter in a relatively consensual way. Instrumental in enlarging the relative strength of the state vis-a`-vis business elites in the East Asian high performing economies has been the insulation of technocratic decision-makers within key economic government agencies. In The East Asian Miracle, the World Bank provided an extensive assessment of the role played by public policy in the impressive economic performance achieved by the East Asian NICs.5 According to the Bank, state capacity, insulation of technocratic policy-making and the embeddedness of the state vis-a`-vis the business community were the most important institutional traits that provided both political legitimacy and economic growth in the countries under consideration. Since the publication of the volume Bringing the State Back In edited by Evans, Rueschemeyer and Skocpol, state capacity and performance have gained a prominent place in comparative studies of social change, politics and policy-making.6 That study points at the strategic role states have played in late industrializing countries in promoting capital accumulation, economic growth and income distribution. Rueschemeyer and Evans, for instance, argue that the state can undertake effective intervention only if it possesses a bureaucratic apparatus with sufficient corporate coherence. In addition, they stress the need for state autonomy. As they put it: [A] certain degree of autonomy from the dominant interest in a capitalist society is necessary not only to make coherent state action in pursuit of any consistent policy conception possible, but also because some of the competing interests in economy and society . . . will have to be sacrificed in order to achieve systematically required ‘‘collective goods’’ that cannot be provided by partial interests.7 From a similar perspective, Grindle defines state capacity as its ability to set the terms for economic and political interactions and to carry out the functions assigned to them. She subdivides state capacity into four major functional areas. So in order to be effective in managing tasks of economic and political development, states have to have the ability to establish and maintain effective institutional, technical, administrative and political functions. The institutional capacity of the state implies its ability to set and enforce the broad sets of rules that govern economic and political interactions. The technical capacity of the state can be defined as the state’s ability to manage macroeconomic policy and analyze economic policy options more generally. Under the administrative capacity of the state
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she understands the state’s ability to deliver goods and services (public health and education), provide physical infrastructure, and carry out the normal administrative functions of government, such as tax collection, necessary economic regulation, and information management. Finally, the political capacity refers to the state’s capacity to respond to social demands, allow channels to represent societal interest, and incorporate societal participation in decision-making and conflict resolution.8 In my opinion, state technocracy can in certain cases play a crucial role in enhancing the institutional, technical and administrative capacity of the state as defined above. However, the strengthening of state technocracy can also hinder the enhancement of the political capacity of the state as technocrats normally oppose the idea of societal participation in decision-making. But how do the passing of time and changes in state–civil society relations affect state capacity? This question is certainly pertinent for the purposes of this chapter as later on I will pay attention to the impact that the democratic transition in South Korea and Chile has had on technocratic policy-making. Shafer, for instance, stresses the fact that state capacity is both absolute and relative. Absolute capacity refers to the extent the state has the authority and means to extract and deploy resources. Relative capacity is the balance of state resources and institutional capacity, and the resources and capacity for collective action of the actors it confronts. As he concludes, ‘‘over time, its relative capacity varies as a function of changes in its absolute capacity in relation to changes in the abilities of its opponents and allies.’’9 In this respect, I think that technocratic insulation has to be seen as a mechanism used by the government to shield itself from the collective actions initiated by important actors in society, in an effort to formulate and implement coherent economic policies. The need to isolate economic decision-making from societal pressures in order to achieve economic growth has been repeatedly stressed in most studies on the East Asian tigers. The East Asian Miracle report defines technocratic insulation as ‘‘the ability of economic technocrats to formulate and implement policies in keeping with politically formulated national goals with a minimum of lobbying for special favors from politicians and interest groups.’’ One of the conclusions of that report is that, without technocratic insulation, ‘‘technocrats in the high-performing Asian economies would have been unable to introduce and sustain rational economic policies, and some vital wealth-sharing mechanisms would have been neutralized soon after their inception.’’10 During the 1980s, both the profound economic and financial crisis and the external pressures to implement structural adjustment programs placed the technical capacity of Third World states under severe constraint. In Latin America, for instance, the adoption of orthodox adjustment programs was accompanied by the appointment of technocratic-oriented neoliberal economists in strategic governmental positions (ministries of economic affairs and finance, central banks, planning agencies, etc.), who became responsible for the formulation and application of these new
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economic guidelines. The extreme visibility that many governments have consciously given to the economic teams is connected with their efforts to send the right signals to both the domestic and international business communities.11 As most applications of structural adjustment programs have coincided with democratization processes, governments have often decided to insulate the technocratic team conducting macroeconomic policies in order to elude or minimize direct pressures on policy-making from the business community, labor, political parties and other influential societal sectors. The strengthening of technocratic decision-making has thus frequently negatively affected the state’s political capacity (in Grindle’s sense), particularly its responsiveness to societal demands and participation. The recent process of both economic and political liberalization taking place in many regions of the world has generated a fruitful debate.12 Haggard and Kaufman, for instance, stress the fact that in South Korea and Chile the corporate insulation of the military from the political establishment was decisive for procuring and maintaining the insulation of the technocratic bureaucracy.13 In addition, in both countries technocratic insulation received strong executive support from the presidents themselves. As they point out, in the cases of South Korea and Chile: [C]oncentrated executive authority and dependable support from the military establishment allowed the government to provide unambiguous backing to coherent and powerful teams of economic technocrats . . . In Chile, Pinochet’s support for the ‘‘Chicago boys’’ is well known . . . In Korea Chun Doo Hwan gave unwavering support to his reform team. The two regimes’ support for technocratic elites continued through the end of their rule.14 Technocratic insulation per se is of course neither a sufficient condition nor a guarantee for the state for attaining its socioeconomic objectives. A too insulated technocracy can lead to the formulation of unrealistic goals and increase the incentives for business elites to defect. As Haggard and Kaufman observe for the Brazilian and Argentine cases: [B]usiness elites began to evaluate the costs and benefits of the technocratic decision-making style that characterized authoritarian rule. Business groups had complained periodically about their lack of access to the remote technocrats who conducted macroeconomic policy.15 The problem is thus how state technocracies can maintain a reasonable degree of relative autonomy vis-a`-vis societal interests while, at the same time, avoiding the serious risk of becoming alienated from social forces. On the other hand, how can state technocracies establish workable
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communication links with business without resulting in capture and corruption? Evans has provided some useful insights on this point. Referring to the East Asian NICs, Evans stresses the critical role that the existence of a meritocratic and efficient bureaucracy has played in enhancing the state’s capacity to foster economic growth. He shares the Weberian view that the corporate coherence of state bureaucracies requires that individual incumbents are to some degree insulated from the claims of the surrounding society: Insulation, in turn, is enhanced by conferring a distinctive and rewarding status on bureaucrats. The concentration of expertise in the bureaucracy through meritocratic recruitment and the provision of opportunities for long-term career rewards was also central to the bureaucracy’s effectiveness.16 Nevertheless, he challenges the tendency to equate state capacity with technocratic insulation. He instead suggests that in order to enhance the transformative capacity of the state it has to exhibit what he calls ‘‘embedded autonomy,’’ consisting of a combination of internal coherence and external connectedness with, and immersion in, the surrounding social structure. Evans’ contention is that neither state autonomy nor embeddedness in itself provided the required structural basis for successful state involvement in economic transformation. As he concludes: A state that was only autonomous would lack both sources of intelligence and the ability to rely on decentralized private implementation. Dense connecting networks without a robust internal structure would leave the state incapable of resolving ‘‘collective action’’ problems, of transcending the individual interests of its private counterparts. Only when embeddedness and autonomy are joined together can a state be called developmental.17 As the following section shows, in both the South Korean and Chilean cases the achievement of some degree of embedded autonomy by the state did not constitute an explicit starting goal, but it has been rather the result of a long learning process by the state after its fruitless attempt to almost entirely isolate economic decision-making from business pressures.



Technocratic insulation in South Korea and Chile In this section I will focus on the specific ways in which the South Korean and Chilean military governments enhanced state capacity by establishing a competent state bureaucracy and by insulating leading technocrats, those who were at the heart of economic decision-making, from business
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pressures. I will try to show that these factors have been decisive in establishing the dominant role of the executive in the government–business relations. In addition, and notwithstanding the importance of insulating the economic technocracy for the goal of achieving economic growth, its political significance must definitely not be underestimated. The relationship between civil society and technocracy has generally been approached from a negative perspective, by stressing the ways in which public opinion can constitute an obstacle to the expansion of technocrats’ influence.18 Less attention has been paid to situations in which public opinion can facilitate the adoption of technocratic solutions. Although the latter situation is less common, in my opinion it was a decisive factor in the emergence of technocratic politics under both the Park and Pinochet regimes. So I believe the political scenarios which preceded the military coups of 1961 in South Korea and 1973 in Chile – characterized by political corruption that threatened the unity of the state in the former19 and overpoliticization in the latter – engendered a pro-technocratization mood in both countries. The technocratic way of decision-making by the new authoritarian regimes was supported, openly or tacitly, by important sectors of the population. Rightly or wrongly, the ascendancy of technocrats in the Park and Pinochet governments was experienced by many as a suitable way of recruiting noncorruptible and apolitical policy-makers as well as to force the business community to actively contribute to the national reconstruction.20 Another factor I want to stress here is the ‘‘elected affinity’’ that seems to exist between military men and civilian technocrats. They usually share a meritocratic-oriented weltanschauung, they dislike party politics and politicians, they distrust democracy and people’s participation, and believe that what society requires is not politics but a good administration. The military–technocratic alliance which characterized authoritarian rule in both South Korea and Chile was in my opinion primarily directed towards the objective of eliminating the influence of the old political class on state affairs. It also aimed to reduce the politicians’ chances of becoming possible power contenders in the near future. Technocratic insulation and the achievement of economic growth were not seen by the military leaders as objectives on their own, but rather as necessary instruments to achieve legitimacy among the population. Lacking the legitimacy provided by democratic rule, Park and Pinochet attempted to obtain legitimacy by providing a good state administration, economic growth and higher living standards for the population. The achievement of socioeconomic development was also seen as the best way of eradicating the communist threat in their countries. The continual preoccupation of both General Park and General Pinochet with maintaining the high degree of insulation of their economic teams from business influences was certainly not motivated only by the goal of achieving economic growth. Given the very close collaboration and interaction between these military leaders
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and their economic teams, technocratic insulation was particularly functional to their purpose of increasing their personal power and strengthening their position within the government and the armed forces. The South Korean and the Chilean cases show that the power of technocrats is directly dependent on the degree of power the military leader is willing to give them. New economic, political and strategic considerations, however, can suddenly lead to the withdrawal of the president’s support of his economic team and to its subsequent replacement, as eventually occurred under the Park as well as the Pinochet regime. South Korea The South Korean experience of state-led development has traditionally been studied from the perspective of the so-called developmental state that according to many observers characterizes the particular nature of state structures in countries such as Japan, South Korea and Taiwan. In this way, the impressive economic performance of these countries is often attributed to the choice of efficient, coherent and flexible economic policies and their effective implementation. As Moon and Prasad summarize it: Central to the developmental state paradigm are a state structure characterized by executive dominance, bureaucratic unity and technical competence of bureaucrats; a large pool of policy instruments, selective and strategic use of resources and instruments; and the political capacity to insulate economic decision-making and implementation from contending political and social interests.21 There exists indeed a general consensus that in the case of South Korea the strong ‘‘visible hand’’ of government intervention has been crucial in fostering the country’s remarkable economic performance since the mid-1960s. But how did the South Korean government manage to increase the technical competence of the bureaucracy and generate the technocratic insulation of the economic decision-making? In this respect, it is necessary to stress the ancient tradition of merit-based state bureaucracy existing in that country, dating back to the eighth century. Through a competitive system of entrance examination, state institutions were traditionally able to attract talented and well-qualified individuals. In addition to this, the Japanese occupation (1910–45) helped to strengthen bureaucratic institutions and enhanced their relative autonomy vis-a`-vis civil society.22 After the Second World War American economic experts and technocrats provided support to restructure the finances but also to modernize the South Korean public services.23 However, during the government of Syngman Rhee (1948–60) increasing collusion between state and business interests (especially chaebols) occurred, resulting in mounting corruption
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among the bureaucracy and rent-seeking behavior among entrepreneurial groups. As Haggard and Moon point out: [D]espite Syngman Rhee’s autocratic political style, the state was ‘‘weak’’ during the 1950s. Business interests established close rent-seeking relations with political elites and technocratic forces within the bureaucracy were marginalized.24 So despite the existence in the late 1950s of some technically oriented ‘‘developmental enclaves’’ within the state bureaucracy, their functioning was limited by the political interference of the top leadership, which made public jobs a major instrument of patronage.25 Following the military coup of 1961, the new regime under General Park Chung Hee initiated a series of profound economic, financial and institutional reforms aimed at enlarging the state’s capacity to foster development. He was personally involved in the effort to eradicate corruption from the public services and to build up a strong economic technocracy for the formulation and implementation of his government’s developmental plans. For this purpose, and inspired by the successful experience of the Japanese Ministry of International Trade and Industry (MITI), he established in July 1961, only two months after the coup, the Economic Planning Board (EPB). The EPB was created by combining the Bureau of the Budget of the Ministry of Finance, the Bureau of Statistics of the Ministry of Home Affairs, and the Planning functions of the Ministry of Reconstruction.26 This appears to have been a transcendental decision for achieving cohesiveness in South Korea’s policy-making. As Haggard and Moon point out, it has been generally believed that policy has been coherent in the East Asian NICs ‘‘because of the centralization of decision-making in the executive or in a key bureau that has the power to reduce intrabureaucratic logrolling and conflict.’’27 Fields wrote that General Park capitalized on public disgust with the corrupt ties between government and private capital under the Rhee administration, assembling ‘‘both a popular mandate and the institutional means to assure an autonomous state capable of guiding economic development.’’28 This key state agency became a sort of ‘‘superministry,’’ playing a central role in the formulation and implementation of various economic five-year plans South Korea would formulate in the years ahead. In order to enhance the power and prestige of the EPB its head obtained the status of Deputy Prime Minister and was also the chairman of the Economic Ministers’ Council. The EPB obtained the strong support of General Park Chung-Hee himself and managed to control and coordinate the decisions of various economic ministries and agencies through its control of the national budget.29 In addition, the EPB possessed a very broad authority to coordinate fiscal, monetary, trade and industrial policies.30 Park also created the Presidential
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Secretariat within the presidential mansion (Blue House) from which he personally monitored the advancements on the economic front. Discussing the role of the Presidential Secretariat, Haggard and Moon conclude that ‘‘this extremely insulated policymaking unit concentrated decision-making authority closely around Park Chung-Hee.’’31 Park reinforced the meritocratic orientation of the civil service by purging corrupt individuals and by demanding higher requirements in the entrance examinations. The public career obtained an extra push following the adoption in 1963 of the National Civil Service Law, which served as the legal base for professionalizing the entire national bureaucracy. Competition for taking this entrance examination has been intense. Between 1963 and 1985 some 157,000 candidates took it, and only around 2,600 (1.7 percent of the total) succeeded in passing.32 The goal of economic development was not only related to geostrategic considerations (the threat from North Korea), but Park’s strong commitment to economic development was also related to his perception that good economic performance would provide the expected legitimacy for his regime. Indeed, after his narrow election victory in 1963, Park succeeded in increasing his support levels, primarily because of the successful implementation of the government’s economic plans.33 On the other hand, opposition to and criticism of Park’s regime and its economic policies were not tolerated. The Korean Central Intelligence Agency (KCIA) was placed under the direct supervision of General Park who utilized this repressive instrument to identify any major root of dissidence in civil society and within the army. It was the isolated economic technocracy concentrated at the EPB and other key state institutions who in the early 1960s persuaded General Park to abandon his initial preferences for inward-oriented self-reliance, and to give ‘‘the Big Push’’ for the initiation of a vigorous process of export-oriented industrialization. As McIntyre argues: The ability of the state elite to formulate economic policy without becoming captive to rent-seeking societal groups is widely regarded as having been crucial in the shift away from import substitution towards a more outward-looking stance. Specially, the state is seen as having been relatively independent of distributional pressures from business.34 For most of his regime, General Park counted on having the backing of a relatively cohesive army and the loyal support of the economic technocracy that provided a solid economic policy and successfully managed to implement it. South Korea’s economy experienced during the 1960s and most of the 1970s increasing levels of economic growth.35 Despite its success, the South Korean economy has not been free of tensions
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and problems. In the late 1970s, for instance, the economy began to face some difficulties that intensely concerned the authorities. The growth rates of the economy as well as of the exports began to decrease, while both inflation and the current-account deficit increased. This failing economic situation combined with the assassination of President Park in 1979 created a situation of great political uncertainty. Within the economic bureaucracy a growing consensus arose about the causes of the country’s economic problems. From the mid-1970s the emphasis on the production of labor-intensive manufactures was replaced by the objective to expand the heavy and chemical industries. This change in industrial strategy was decided at the highest level of the political and military hierarchy. President Park had linked development of the heavy industry to South Korea’s national security, but this decision bypassed the position of the EPB that had some serious reserves about this plan. Because of the alleged strategic nature of this plan, internal bureaucratic criticism was strongly restricted. Eventually, President Park was forced to adjust his economic and industrial policies and approved the application of market-oriented reforms. For this purpose, in December 1978 he replaced EPB’s entire leadership, by appointing a new group of young, foreign-trained economists who outlined a new economic strategy that represented a fundamental break with the earlier style of economic management. The new policies emphasized (1) comparative advantages rather than industrial targeting and import substitution; (2) a growing role in the economy for the private sector and the market and a subsequent general reduction of state intervention; (3) more attention for social development; and (4) a resolute pursuit of macroeconomic stabilization.36 This experience shows how captive technocrats were of General Park’s desires. As Haggard et al. argue: In general, . . . Park . . . chose to forge close working relations with top technocrats, giving the economic bureaucracy the political space to operate relatively free from political constraints. In the absence of institutionalized checks on executive power, however, the technocrats enjoyed little independence from the president. When the chief executive chose a certain course of action, such as Park’s launching of the Heavy and Chemical Industry Plan, the technocrats’ ability to resist was marginal, and influence could be wielded only when economic changes exposed the disadvantages of the chosen path.37 Notwithstanding the direct presidential restrictions on the technocrats’ activities, it is noteworthy to stress here that, although Park decided to change personnel and the general orientation of his economic policies, this did not affect his traditional stand of maintaining the economic bureaucracy isolated from direct societal pressures.
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Chile Since the late 1970s Chile has emerged as the nation with the fastest growing economy in Latin America, following one of the most extensive economic reform programs ever undertaken in a developing country. In this section I will concentrate on the strength of the Chilean state and its ability to insulate the economic technocracy, particularly during the government of General Pinochet (1973–89), stressing its political rationale. Since its independence in the early nineteenth century, Chile has been characterized by strong and stable state institutions that have proved able to extract and deploy economic and human resources for national targets.38 Also, during the twentieth century the Chilean state showed itself to be very resourceful in formulating and implementing a series of socioeconomic and political reforms. As Valenzuela indicates, ‘‘in the twentieth century Chile evolved into a complex and politically fascinating multiparty democracy with a strong state capable of implementing a broadly based strategy of import substitution industrialization.’’39 Chile also exhibits a very early example of the existence of a technocracy in Latin America. Its rise during the late 1920s has been directly related to the profound transformation experienced by the political system during those years when the old oligarchic regime came to an end and a mesocratic rule became firmly established.40 During the government of Colonel Carlos Iba´n˜ez del Campo (1927–31) a series of revolutionary administrative reforms were initiated. His authoritarian government was from its very beginning characterized by a continuous effort to establish what Iba´n˜ez called a strong and efficient state. For this purpose, he attempted to fully isolate the public administration from political activities, in order to avoid its subordination to parliamentary debates and party interests. In short, Iba´n˜ez attempted to ban ‘‘politics’’ from the functioning of the state apparatus, by giving all state activities a merely administrative character. Iba´n˜ez invited a new generation of technicians and professionals to conduct these reforms, who committed themselves to the building of an efficient public administration.41 In addition, an increasing number of state institutions gradually achieved a sort of ‘‘relative autonomy,’’ through which managers, technicians and professionals in general acquired considerable room for maneuver in the formulation and application of developmental policies. In this way the public technocracy was able to exercise an increasing influence on the decision-making process in ministries, state enterprises, and throughout the public administration. Under the Popular Front’s government of Pedro Aguirre Cerda (1938–42) the industrialization process received a systematic and decisive impulse from the state. The idea about the need to industrialize the country was unanimous among the center and left-wing forces that supported the government coalition.42 This also meant the consolidation of the public technocracy which would play a strategic role not only in managing the state apparatus, but also in balancing conflicting socioeconomic demands
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on the state coming from civil society. The same group of ingenieros who Iba´n˜ez introduced in the late 1920s to the highest echelons of the public administration would now also play a strategic role in the formulation and implementation of the state industrial policies.43 CORFO represents in fact an earlier version of the South Korean EBP. From its creation in 1939 until the military coup in 1973, CORFO was to be the organizing pivot of the industrialization process, and the main planning agency for the country’s economic development, being the first of its kind in Latin America. From its creation and until the late 1950s the Chilean governments attempted to keep CORFO de-politicized, by providing a large margin of autonomy to its experts in their decision-making.44 This statebased technostructure, however, came under severe attack during the liberal government of Jorge Alessandri (1958–64). He saw this as the personification of state capitalism that he aimed to replace by a more market-oriented system under the leadership of private entrepreneurs. In the end, Alessandri succeeded in removing the leading figures of the technostructure from ministries, state enterprises and the public administration. They were replaced by industrial managers, technicians and professionals, associated with the private sector. Although the liberal technocratic experiment of Alessandri failed in the end, it represented the first attempt to elevate the private entrepreneurial sector to the position of key actor of development in the country, something which, a decade later under military rule, was realized. During the government of Eduardo Frei (1964–70) the state apparatus became increasingly colonized by young Christian Democratic professionals who became responsible for several new state institutions and the implementation of agrarian reform, the ‘‘chileanization’’ of the large copper industry and other state activities. With this, Chilean public services and semiautonomous state institutions began rapidly to lose their relative independence and became main instruments of the specific political and economic objectives of the government. Under the Unidad Popular (UP) government (1970–73) led by Salvador Allende the state agencies lost their last trace of autonomy as jobs in the public service, state agencies and state-controlled enterprises became major spoils of office for militants of left-wing parties. Following the military coup of September 1973, the authoritarian regime led by General Pinochet consciously attempted to insulate the economic teams from direct pressures coming from society. As a result, technocrats have obtained since the mid-1970s a significant degree of ‘‘relative autonomy’’ vis-a`-vis entrepreneurs, unions, political parties and the like, which expanded their room for maneuver in decision-making. The insulation of the economic team was motivated by Pinochet’s aim to reduce the direct interference of right-wing polı´ticos, entrepreneurial groups and civilians in general, in an attempt to minimize the degree of politicization among the armed forces. In addition, the military government purged the civil service
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from former supporters of the Unidad Popular. Moreover, the number of public servants was also reduced for financial reasons, in an effort to alleviate the fiscal crisis of the state. The technocratization of decision-making was presented by the military government as the only guarantee of ‘‘rational and coherent’’ policies. In stressing the need to ‘‘technify’’ the whole of society, Pinochet intended to convince the population of the uselessness of ‘‘politics’’ (and, hence, of democracy) for solving the problems of the country. For this purpose, Pinochet placed a group of young economists (the so-called Chicago boys)45 in charge of the formulation and application of his economic policy and the entire reformulation of the role of the state in the Chilean economy and society.46 The Chicago boys’ emphasis on the application of a ‘‘neutral’’ economic model, based not on political but on ‘‘technical and rational’’ grounds, was attuned to Pinochet’s own objectives. The idea of applying a single economic policy to all economic sectors without exception was also in keeping with his desire of adopting a ‘‘Bonapartist’’ position vis-a`-vis society, and of eliminating rent-seeking behavior among interest groups.47 Like General Park Chung Hee in South Korea, Pinochet would provide a resolute and long-standing backing to the economic technocracy, something very unusual for South American military regimes.48 Initially, the Chicago boys obtained only secondary positions as advisers in several ministries and state agencies. However, after a period of time they were able to acquire the direction of the State Planning Agency (ODEPLAN), which became their operational base within the government. ODEPLAN was later used as a springboard to obtain control of the rest of the state apparatus. The new neoliberal economic team presented the technocratization of decision-making as a guarantee that a rational economic model would be applied. From that moment on, government decisions were to be inspired by ‘‘technical and scientific’’ principles and not by political and ideological postulates as in the past. The Chicago boys presented themselves as the bearers of an absolute knowledge of modern economic science, thereby dismissing the existence of economic alternatives. All criticism of the economic model coming from outside the government was rejected by portraying it as the product of ignorance or as a sneaky defense of particular interests. The dismissal of criticism coming from individuals who were not qualified in economic science, together with the repression exercised by the military against traditional polı´ticos and their organizations, left for many years little room for opposition against the Pinochet government and its economic policy. What is important to stress here is that, as in the case of South Korea, Pinochet’s technocrats also counted on the existence of a quite efficient bureaucracy. The authoritarian nature of the Pinochet regime cannot be the sole reason for Chile’s successful implementation of dramatic economic reforms. As Arriagada and Graham point out, most of the economic, financial
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and institutional reforms made by the Chicago boys ‘‘would not have been possible without the pre-existing and relatively efficient public sector, a phenomenon rare in Latin America. Chile’s public sector provided a sound basis for reform.’’49 Although the Chilean bureaucracy does not possess an examination system as in South Korea, it is well-known for its noncorruptive nature, while in the top echelons of the Chilean bureaucracy well-prepared professionals, often holders of academic degrees obtained in industrialized countries, are recruited.50 The supremacy of the Chicago boys reached its highest point at the time of the adoption of the 1980 Constitution, and almost nobody could imagine then that within a year the economic neoliberal model would be confronted with a severe crisis. At the end of 1981 the gross national product had declined by 14 percent. The confidence of the population in the government and its economic policies began rapidly to dissolve and in April 1982 Pinochet reshuffled his cabinet. The leader of the Chicago boys, Sergio de Castro, lost his post as Minister of Finance, and the Ministry of Economic Affairs was placed under the command of an army general. Pinochet decided to expel the remaining Chicago boys from leading positions within the government. They were replaced by a more heterodox economic team able to implement more pragmatic policies to face the economic crisis. This led to a new cabinet reshuffle in April 1984 in which Pinochet appointed two moderate right-wing economists as ministers of finance and economic affairs. After the adoption of a series of unorthodox measures, the economy began to show clear signs of recovery. At that point, the military government estimated that the economic situation was sufficiently safe to stiffen the neoliberal recipes. Accordingly, Pinochet appointed in February 1985 Herna´n Bu¨chi as minister of finance, who had collaborated with the Chicago boys since 1975 and fulfilled several minor functions within the neoliberal economic team. Bu¨chi continued to implement the neoliberal reforms and in a relatively short time he was able to restore the confidence of international financial agencies in the Chilean economy. By the end of 1985 the last signs of the economic crisis had disappeared and the country’s overall economic performance began to achieve very satisfactory levels. The prestige obtained by Bu¨chi contributed to the restoration of the technocrats’ image amongst the population, which had been seriously damaged as a result of the economic crisis of 1981. In retrospect it can be stated that, while in the case of South Korea General Park attempted to create a developmentalist technocracy, in Chile General Pinochet had to deal with the collapse of the previous developmental state inaugurated in the late 1930s. As Stepan indicates, the singular feature of the Chilean case under Pinochet is that the regime’s strengthening of its repressive capacities went hand in hand with a self-conscious dismantling of state capacities for economic intervention.51 So the Chicago boys’ neoliberal revolution was oriented against state intromission in economic activities, but ironically the ‘‘des-statization’’ of the Chilean economy
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was finally the result of massive planning and implementation of marketoriented policies.



Government–business relations under authoritarian rule The abovementioned attempts by Park Chung Hee and Augusto Pinochet to insulate the economic technocracy were primarily intended to maintain a high degree of state autonomy vis-a`-vis the business community, while both labor organizations and left-wing political parties were severely repressed by the security services. As we shall see below, in both cases, the initial state attitude of maintaining a high degree of state autonomy evolved into a situation of closer communication with the business community, analogous to the type of government–business relations depicted by Evans as ‘‘embedded autonomy.’’ South Korea Following the military coup of 1961, General Park could not hide his deep disregard for the local business community and his skepticism with respect to its potential developmental contribution. One of his first announcements referred to his decision to punish a large group of businessmen for the alleged offense of having illicitly accumulated wealth during the 1950s. This was a hot issue in South Korean society, especially within the army. Radical members of the junta demanded that all illegally accumulated fortunes should be confiscated outright and the profiteers put before a firing squad.52 Although most of them were eventually released after paying large fines, this act marked the new nature of government–business relations under General Park’s regime. On the other hand, Park was pragmatic enough to accept the fact that he needed the participation of business, particularly of the family-owned conglomerates, the chaebols, for the accomplishment of his plans for rapid economic development. So as Evans assesses: Even Park Chung Hee, probably the most ideologically antibusiness of East Asia’s industrializing leaders, soon decided that industrial transformation would require enlisting the services of the chaebols. Enlisting business leaders also meant sanctioning the expansion of private economic power, something that political leaders in other regions have often been loath to allow.53 One of the key instruments at Park’s disposal to regulate industrial policies and to discipline business was the state’s monopolistic control of the capital market. Park nationalized the commercial banks and placed them, as well as South Korea’s Central Bank, the Bank of Korea (BOK), under the direct
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control of the Ministry of Finance (MOF). As Fields stresses, ‘‘under the immediate supervision of the president, the MOF effectively determined the reserve ratios, loan and investment volumes, and, most important, the interest rates of all formal banking institutions.’’54 As a result, the role of banks became that of credit-rationing outlets for the government as the allocation of credit was tightly controlled by the Ministry of Finance.55 This control on financial capital, together with the establishment of a solid bureaucracy in charge of economic policy-making and the firm support of the army, allowed Park to deal with business from a position of strength. Due to the high coercive capacity of the state and its determination to foster economic growth, some scholars have been led to conclude that ‘‘private enterprise has been merely a delegate of state power and the principal agent of the state directed development.’’56 Amsden concludes that the crucial feature of business–government relations in South Korea was the particular discipline that was exercised by the state over business activities: favors were granted, but only in exchange for performance.57 So in the end, a particular pattern of top-down government–business relations was established in which, despite the fact that the chaebols did not control the government, they clearly became the main beneficiaries of state policies. In time, this resulted in a growing mutual dependence between the government and the chaebols. In this manner, the Park regime’s legitimacy became inextricably tied to the results of its economic policies, and the fate of the economy increasingly depended on the chaebols’ performance. In the early 1960s, however, business organizations were relatively weak and hence unable to firmly counterbalance the dominant position of the state. In addition, business also began to realize that repression of labor and the state’s allocation of financial incentives for export-oriented activities were functional for the further development of the private sector. Although the Federation of Korean Industry (FKI), the largest business organization, managed to transmit its claims and desires to the state’s economic authorities, it did not exert a real influence in the final decision-making. So as Clifford conclusively put it, ‘‘Park in the 1960s was good at listening to suggestions, but orders ran in only one direction, from Park’s presidential Blue House to the bureaucracy and business.’’58 Nevertheless, as Fields argues, the FKI has been an effective lobbying group for chaebol interests. He gives as an example the ability shown by the FKI in the early 1970s to persuade the Park regime to shift the burden of servicing the huge debts affecting the chaebols to small savers by freezing the curb market, reducing corporate taxes, and slashing interest rates.59 From the very beginning President Park sent clear signals to business about his readiness and commitment to support the private sector as long as it followed the general economic guidelines of the government. He soon started a series of initiatives in order to have much closer communication with the several entrepreneurial groups and to obtain national consensus for economic policy. Closely resembling what Evans has called
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‘‘embedded autonomy,’’ a Monthly Economic Briefing was held at the EPB. Although this initiative was originally meant as a meeting in which the EPB authorities informed President Park about the general performance of the economy, it soon evolved into an important point of contact between the government and the business community. So on a monthly basis, the President, all the Ministers and senior figures of the economic technocracy met the heads of big business and financial organizations to discuss both macroeconomic trends and micro policy issues. Another important mechanism in fostering a closer relationship between government and business was the Trade Promotion Conference which took place once every three months. In this meeting the Ministry of Trade and Industry (MTI) reported on the progress toward achieving annual export targets, but it also constituted an arena to discuss the difficulties facing industries in meeting their export goals. This meeting too was attended by the President, all the economic Ministers, leading technocrats, and the heads of virtually all large trading firms in the country.60 Finally, the Park government created a series of deliberation councils in which business applied for state financial support. As the World Bank points out: [In] Korea technocrats used deliberation councils to establish contest among firms. Because the private sector participated in drafting the rules, and because the process was transparent to all participants, private sector groups became more willing participants in the leadership’s development efforts . . . Deliberation councils also facilitated information exchanges between the private sector and government, among firms, and between management and labor.61 What is important to stress here is that the nature of the government– business relations in South Korea was far from static. It has changed in the course of successful economic development in favor of the latter. So the South Korean state has gradually evolved from a ‘‘comprehensive’’ to a ‘‘limited’’ developmental state. While in the 1960s the state was able to reshape the chaebols and to compel them to accept the economic targets established by the state, in the 1970s a tight state–chaebol alliance for development emerged between both actors. In the 1980s, however, South Korea experienced a decline of the developmental state, and a rise of the economic and political power of the chaebols, but also growth of the labor movement. In other words, the success of the South Korean state in strengthening big business finally led to the ‘‘growing up’’ of the chaebols and made the developmental state an anachronism. Kim summarizes this paradox as follows: [T]he state changes in the course of economic development. The South Korean state was pressured to give up the very key to its success – i.e. the comprehensive developmental state – upon the attainment
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Patricio Silva of its goal. The ironies are that not only did the comprehensive developmental state’s weakening come as a result of its success but also that its challengers included the chaebol, which the state helped to create and flourish.62



As we shall see now, this situation clearly contrasts with the evolution of the government–business relations during the Pinochet regime in Chile, where the rise of local financial and economic conglomerates (the so-called grupos econo´micos) did not alter very much the degree of loyalty and support expressed by the bulk of the business community toward the military government until the very end of the Pinochet era. Chile As already mentioned, from the late 1930s the Chilean state adopted an indisputable entrepreneurial role. Although the private entrepreneurial sector was clearly favored by the state’s industrial policies, during the largest part of the period 1940–73 this sector did not manage to obtain a significant say in the formulation of economic policies.63 Following the electoral victory of Eduardo Frei in 1964, the state directly confronted the entrepreneurial sector as a result of the application of land reform.64 This climate of confrontation between business and the state reached its climax during the Unidad Popular period when, together with a deepening of the land reform, the government applied an extensive expropriation program covering hundreds of firms and the entire banking system. This situation generated a solid disposition among the different entrepreneurial organizations to fight back against the Allende government as they realized that their entire existence as a class was at stake. From mid-1972 entrepreneurial groups firmly articulated with the right-wing parties their actions against the Allende government, calling for the military to bring it down by a coup. So Chilean business groups openly welcomed the military coup of 11 September 1973 which was experienced by them as a day of national liberation. Following the military takeover, the Pinochet government initiated a harsh policy of repression and disarticulation of all political and labor organizations which had actively supported Allende. In addition, the military government initiated a process of restitution to former owners of a considerable part of the land expropriated during the land reform, as well as of the industrial enterprises expropriated by the Unidad Popular. During the first few months of the military regime, a general sense of delight prevailed amongst business organizations. Even the official announcement of the application of a tough economic policy, severe credit restrictions, and the elimination of state support for the productive sectors, initially did not constitute a major deterrent to continued support for the new authorities.65 Actually, the business community was one of the sectors
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most disposed toward accepting the sacrifices demanded by the reorientation of productive sectors to the new economic guidelines. For them, regaining security over their property, the dismantling of the labor movement and the repression of the left constituted sufficient guarantees to enable them to express their trust in, and optimism about, all the measures adopted by the military government. In this way, and notwithstanding the evident risks of the new economic policy, Chilean entrepreneurs initially accepted the new economic model without reservation.66 In contrast with the South Korean case, where it has been said that since Park the state was the ‘‘midwife’’ of business,67 Pinochet represented a sort of ‘‘intensive care unit’’ where business arrived in a situation near clinical death, as a result of the expropriation policies followed by the former Unidad Popular government. In both cases, albeit for different reasons, business became extremely dependent on the government. In addition, both Park and Pinochet successfully utilized the ‘‘communist threat’’ argumentation to subordinate the business community to the government’s economic policies. On the other hand, an increasing depoliticization of relations between the business community and the state also took place after the coup. The politico-ideological battle which had accompanied the struggle against the Unidad Popular government was ended and the new military government aimed to demobilize its supporters by stressing that the ‘‘battle against marxism’’ had to be replaced by a ‘‘battle for production.’’ By the beginning of 1975 the initial euphoria of the entrepreneurs began to turn into skepticism, as many of them had already commenced to feel the negative effects of the economic policy adopted, such as very high interest rates which led to numerous bankruptcies. At this point, the unconditional withdrawal of the entrepreneurial class from the political and economic management of the country – made as a gesture – had led to the unexpected formation of a new structure of decision-making centered around the Chicago boys who counted on the full backing of General Pinochet.68 In Chile, the industrial path was discredited among the neoliberal economists. The long application of an ISI strategy had almost led to socialism in the country. So the traditional industrialist strategy was replaced by an export-oriented model predominantly based on primary materials (agricultural and forestry products, minerals, etc.), while banks and credit were kept in private hands. The introduction of an orthodox market economy also pursued long-term political goals, such as weakening the political forces of the left, the labor movement as well as the import-substituting private sector.69 The application of an orthodox stabilization policy in April 1975 resulted in a severe economic depression. This produced a marked split in the entrepreneurial consensus which had crystallized around the slogan of ‘‘national reconstruction’’ espoused by the government. The policies pursued by the neoliberal technocracy could not count on the general support of the entrepreneurs’ organizations. Nevertheless, the military government
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was able for a time to dampen emerging dissent within certain entrepreneurial circles, by stressing the temporality of the economic difficulties. The stabilization program was presented as a painful but necessary step, after which entrepreneurs would be able to experience better times.70 In practice, however, the small and middle industrialists – who had emerged as a result of the state’s supportive policies in previous decades – became the first fatal victims of the neoliberal export-oriented model implemented by the Chicago boys. Their policies favored instead a small but financially powerful sector of the bourgeoisie which operated in finance and export-oriented activities. As in the case of South Korea, following the privatization of expropriated and state enterprises, powerful conglomerates (the so-called grupos econo´micos) emerged as the privileged actor of development.71 These grupos were represented by the Sociedad de Fomento Fabril (SOFOFA) who expressed its support for the stabilization program despite the fact that the economic policy was negatively affecting some of its associates.72 In the end, the neoliberal technocracy managed to become hegemonic within the power bloc as the Chicago boys successfully rejected the initial criticisms and obtained active support from the armed forces and the majority of the entrepreneurial sectors. Pinochet also supported the Chicago boys in their successful efforts to disqualify and to de-legitimize any action coming from entrepreneurs or labor in defense of their particular interests, which they rejected as representing a ‘‘stingy’’ attitude against the nation’s interests. Since the application of the shock treatment the government no longer invited representatives of the entrepreneurial groups to participate in the formulation of economic policy, as the degree of insulation of economic technocracy began to achieve unprecedented levels. Nevertheless, as Eduardo Silva indicates, many key economic technocrats had close ties to some of the main conglomerates which thus obtained privileged access to policy-makers.73 In this manner, the economic technocracy possessed some informal channels to discuss the policy reforms with key representatives of Chile’s big business. Eventually, it became clear to everyone that the application of the neoliberal policies had created a duality in the economic structure of the country. While one entrepreneurial sector proved able to successfully adapt itself to the new ‘‘rules of the game’’ (based on open market competition), the large majority of Chilean entrepreneurs landed in a situation of structural depression. This dichotomy found expression in different business associations. So while the Confederacio´n de la Produccio´n y Comercio (CPC) which grouped big businessmen constantly expressed its support for the neoliberal model, the Consejo de la Pequen˜a y Mediana Industria (CPME), the organization of small industrialists, expressed its dissatisfaction at the lack of state protection for the national industry.74 A similar situation occurred among the organizations of agrarian entrepreneurs. On the one hand, the Sociedad Nacional de Agricultura (SNA),
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representative of the large, export-oriented producers of the Central Valley, openly supported the neoliberal guidelines. On the other, the Confederacio´n de Productores Agrı´colas (CPA) and the Consorcio de Sociedades Agrı´colas del Sur (CAS) – representing the small and middle-to-large entrepreneurs of the Southern zone – would have several conflicts with the economic technocracy.75 As Campero indicates, the entrepreneurial class was caught in an ‘‘ideological trap’’ as its initial (explicit or tacit) acceptance of the doctrinal message of the economic team made it extremely difficult later to elaborate arguments against the general framework imposed by the Chicago boys. As a result, criticism was presented as disapproval of the form in which the neoliberal principles were applied and not of their content. In fact, most of the entrepreneurial claims were in one way or another related to the desire for a more active presence of the state in the protection of the internal market, something that was in total contrast with the postulates of the neoliberal economic team.76 Another obstacle that entrepreneurs encountered when criticizing the economic policies was the fact that the neoliberal economic model was presented by the military government as one of its main pillars. Up to a point, criticizing the economic policies therefore represented open criticism of the military government itself. Entrepreneurs wanted to avoid that as they realized that the authoritarian government represented the sole guarantee of respect for private property and for the ongoing repression of the labor movement. So, while they criticized some aspects of economic policy, entrepreneurial organizations tried to retain the distinction between the civil neoliberal technocracy and the military rulers. Each time they protested against some aspect of economic policy, they explicitly directed their criticism to the Chicago boys whilst simultaneously expressing their support for the ‘‘honorable government of the armed forces.’’ This dualism in their discourse, however, did not yield results. The alliance between the military and the neoliberal technocrats at that time was very close, and the former displayed then no inclination to interfere in the formulation and implementation of economic policy. This was particularly the case from 1978 when the Chilean economy began to show a strong improvement. In the period 1978–81 the economy as a whole showed unprecedented dynamism at the time that both local and foreign economists began to talk about the ‘‘Chilean miracle.’’ In a climate of total triumphalism, the Chicago boys initiated a series of profound structural reforms in almost all policy areas (education, health care, social security system, etc.) with the goal of establishing the rules of neoliberalism in all spheres of society. Neoliberal triumphalism, however, proved to be short-lived. The collapse in March 1981 of a leading financial group resulted in a speculative wave that provoked, in its turn, general panic among entrepreneurial circles. Many financial institutions and companies went bankrupt, total production decreased dramatically and unemployment jumped
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to critical levels. At the end of that year the gross national product had decreased by 14 percent. As already mentioned, the application of the neoliberal economic model had clearly weakened the traditional unity among entrepreneurial organizations as a result of its differentiated impact on industrial sectors. However, when the neoliberal model fell into crisis, an increasing rapprochement among entrepreneurial groups took place. The military government finally decided to adopt a more supportive policy toward entrepreneurial groups. So following the replacement of the Chicago boys, the new economic team opened new communication channels with the private sector and adopted a series of suggestions proposed by the business organizations. In this sense, in the last years of the Pinochet regime the economic technocracy shaped a situation of ‘‘embedded autonomy’’ vis-a`-vis the local business community that led to a rapid amelioration of the economic situation, and from 1983 onwards, to the overall recovery of the Chilean economy. According to Evans, Chile during the Pinochet period constituted a classic example of the disadvantages of having a coherent but extremely isolated state apparatus. As he points out: [T]he Pinochet regime, one of the most autonomous in any region, found its technocrats’ implementation of economic policy littered with a growing series of disasters during the first decade of its rule, largely because it disdained to develop systematic ties with business. Only after it combined autonomy with embeddedness did its economic record begin to improve.77



Democratization and economic policy-making One of the main problems for governments dealing with processes of democratic transition is the need to provide continuity and consistency in their economic policies amidst a climate of mounting pressure on the state by civil society. After so many years of authoritarianism, a wave of suppressed socioeconomic and political demands comes suddenly to the surface. In this section I will examine the specific ways in which the South Korean and Chilean governments attempted to maintain the insulation of economic decision-making during the 1980s when authoritarian rule reached its end. The authoritarian regimes in South Korea and Chile were able to survive a series of economic difficulties in the early 1980s. In the end, they managed to reassert their hegemony over the political system and to postpone for a while the democratization process. In addition, in both cases the authoritarian regime came to an end in a period of substantial economic growth and relative prosperity that would have important political
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consequences for the continuity of previous economic policies after the restoration of democracy. South Korea Following the assassination of Park Chung Hee in 1979, South Korea entered into turbulent political waters, as the state faced a situation in which big business adopted a more assertive attitude and the labor movement became increasingly strong and militant. The end of the Park era coincided with South Korea’s first economic crisis since the early 1960s. As said before, most macroeconomic indicators for 1979–80 showed that the country was experiencing a recessive period. In the heyday of his regime, Park decided to apply a comprehensive stabilization program that met with an assertive rejection by the opposition forces. After his assassination an almost open conflict arose within the army which was finally resolved in favor of the faction led by General Chun Doo Hwan, the head of military intelligence. By the end of 1979 Chun was the new strong man in South Korea. He declared martial law and disbanded all political parties. In the following year he managed to pass a new constitution and Chun’s Democratic Justice Party (DJP) clearly won the March legislative elections against an extremely divided opposition. This provided the Chun government with a comfortable margin of legislative support. In addition, Chun also capitalized on the violent political unrest by labor and the intensification of student protests in 1980, as this deterred an important part of the large middle class who until that moment had largely supported the idea of liberalizing the political system. As Han points out, the threat of radical ideologies and movements encouraged the middle class ‘‘to support the authoritarian status quo rather than risk the uncertain future of democracy.’’78 As Haggard and Kaufman indicate, military cohesion was critical in increasing the survivability of the regime.79 Chun successfully used the threat from the North to obtain the closing of ranks within the army. The same argument was also functional in obtaining the support of big business as the rising tensions with the North placed business criticism on economic policy-making on a secondary level. As in the case of Chile, Korean big business feared the many uncertainties a democratization process would bring about. In the first place, it was expected that a democratization process would enhance the voice and the relative power of labor, which would lead in turn to a long period of industrial conflicts. And secondly, business was also afraid of losing its privileged position vis-a`-vis the state, and that a possible change of economic policies into a populist direction might seriously affect the interests of the export-oriented conglomerates. With Park no longer around, the single most important counterbalance against the further expansion of the technocrats’ influence disappeared. Chun Doo Hwan increasingly came under the influence of the young
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Turk technocrats from the Economic Planning Board. In December 1979 Chun reshuffled his cabinet and invited a number of well-known technocrats to implement further restructuring of the economy. The main task of the new cabinet was to restore the country’s credibility among international lenders and financial institutions such as the World Bank and the IMF. Lee Hahm Been, a prestigious technocrat and ex-head of the Aju Technical Institute, became Deputy Prime Minister and leader of the economic team. Among the main figures of this team were Kim Jae Ik and Kang Kyong Shik from the EPB and Kim Mahn Je, who was head of the Korea Development Institute. Clifford describes the unusual relation existing between Chun Doo Hwan and Kim Jae Ik, a holder of a PhD in econometrics at Stanford and former director general of the planning bureau of the EBP. He exerted an extraordinary personal influence on Chun and convinced him of the need to obtain price stability and to liberalize the markets. Chun gave Kim Jae Ik and the technocratic team extraordinary freedom. As Clifford comments, the immense influence on Chun allowed Kim Jae Ik the chance that few economists ever have: to see his ideas translated into action, thanks to backing from a powerful political leader. (. . .) It is hard to overstate the impact that the technocrats had on Chun, for they . . . convinced the new president to make economic success a cornerstone of his tenure. . . . Because there was effectively no opposition, the technocrats could do what they wanted.80 The stabilization measures adopted by Chun’s economic team,81 particularly its restricting credit policies, strained government–business relations, while the elimination of subsidies to agriculture led to a marked decrease in political support for the government in rural areas.82 The EPB prepared the ground for the planned privatization of the national banking system by criticizing its role during the Park years for financing inefficient industries, and challenged big business to stay on its own feet and to compete for credits in the financial markets. In addition, the government blamed the alleged collusion between government and business during the Park years as one of the main factors explaining both economic difficulties and political corruption in the country.83 Chun’s efforts to tame big business were constrained by the chaebols’ dominating position in the South Korean economy. The Federation of Korean Industries (FKI) reacted firmly against the new economic policies and defended Park’s previous policies which provided big business with very generous subsidies and soft loans.84 The chaebols were particularly concerned with the government’s plan to improve international competitiveness via industrial restructuring and liberalization. Industrial restructuring implied among other things a reduction of business concentration
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by the chaebols. Although the government forced the chaebols to sell more than a hundred subsidiaries, the creation later of several new enterprises almost entirely annulled the effects of this measure. In the end the Chun government managed to reduce inflation and to reestablish the traditional path of economic growth. The implementation of a huge housing program and the enormous investments in infrastructure generated by the preparations for the Seoul Olympics in 1988 constituted a big stimulus for the country’s economy. The Chun government expected that the restoration of macroeconomic stability would provide it with larger political support from the ‘‘silent’’ majority of consumers, from savers, and particularly from the middle classes which in the late 1980s already represented one of the largest social sectors in the country.85 Despite tensions in government–business relations on specific policies, the free market reforms had clearly strengthened the position of the big conglomerates in the Korean economy.86 Business’ increasing organizational capacity and economic power during the 1980s tended to undermine the embedded autonomy of the technocrats rather than strengthen it. As the chaebols no longer depended on state loans, they initiated joint ventures with multinationals and found new ways to escape from state controls. So as Evans indicates, ‘‘developmental states may create the gravediggers of embedded autonomy in the form of a more economically and politically powerful, more internationally oriented business class.’’87 Tensions between government and business continued under Chun’s successor, former General Roh Tae Woo (1987–92). Roh won the direct presidential elections of December 1987 that inaugurated the restoration of democratic rule in the country. As Haggard and Moon point out, democratic transition produced new institutional arrangements, by which the government became exposed, predictably, to new interest-group constraints.88 Indeed, democratization activated Korean civil society as a whole as business, labor and some middle class sectors began to pressure the government for a further enhancement of political liberties. The combination of economic recovery and democratic transition had at least three important consequences in South Korea. To begin with, the government initiated the transition process from a position of relative strength. Because of this, and as in the case of Chile, the Korean authoritarian government was able to maintain through constitutional and administrative means a high degree of control of the pace and the terms of the democratization process. Secondly, as a result of decades of economic growth and improving social conditions among the population, neither business nor the growing middle classes withdrew their political support from the government. In a new political scenario full of uncertainties about the future, both sectors adopted rather conservative postures and explicitly or tacitly supported the continuation of the economic policies. Both business and middle classes had in principle a lot to lose if the economic model became endangered by the possible adoption of pro-labor policies by future
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democratic governments. And finally, the Chun and the Roh governments, in their striving for the continuation of their economic policies after democratic transition, consciously attempted to reinforce even further the insulation of the economic technocracy. The latter goal was supported by all the social and economic forces interested in continuity. As Haggard and Kaufman argue, this has happened in many noncrisis transitions such as in the case of South Korea and Chile, by means of several mechanisms: Those favoring policy continuity naturally sought to insulate technocratic centers of decision-making within the executive from the ‘‘interference’’ of elected politicians, not only in the legislature but in the executive as well. The mechanisms for doing this included the establishment of independent central banks or other agencies, restrictions on the range of groups and parties that could enter politics or gain legislative representation in the first place.89 In sum, democratic transition in Korea was accompanied by higher degrees of technocratic insulation but lower levels of embedded autonomy. When the democratization process started, the politics of consultation between government and business which were so characteristic under the Park regime almost came to a standstill as the economic liberalization policies were practically imposed on business. As we shall see now, in the case of Chile embedded autonomy solely began to take shape in the last years of the military regime and was not threatened by the new democratic authorities. On the contrary, the restoration of democratic rule in Chile would produce a unique situation in which a center-left governmental coalition developed important consultation channels to the business community as well as labor. Chile The economic crisis in Chile initiated in 1981 produced the rise of an active political opposition against the government. Pinochet now had to deal with a major political challenge coming from the center and the left. The outlawed political parties began to operate almost openly, while the military government, clearly showing signs of anxiety, searched for an adequate answer to confront the new political scenario in the country.90 Entrepreneurial organizations, which feared the consequences of widespread changes in the political and economic spheres, responded by renewing their political support for Pinochet. In the meantime, however, the major national entrepreneurial organizations, the Sociedad de Fomento Fabril (SFF) and the Confederacio´n de la Produccio´n y el Comercio (CPC), began to increase pressure on the government to adopt a ‘‘pragmatic’’ economic policy. According to many entrepreneurs, the government’s persistence in maintaining neoliberal policies (as it initially did) would not only continue to
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destroy hundreds of enterprises, but would also strengthen the radical sectors of the opposition. The latter could have, in its turn, unforeseeable consequences, putting in danger even the very existence of the free market system in a period of great political uncertainty. Finally, the eventual adoption by the military government of a ‘‘pragmatic’’ economic policy and the subsequent recuperation of the Chilean economy was presented by the entrepreneurial organizations as their own triumph as they had initially proposed many of the measures finally adopted.91 Amidst a climate of growing opposition against the military government and its neoliberal model, entrepreneurial organizations decided to play a more active role in the political discussion by initiating a strong defense of the free market system and its alleged potential to eliminate poverty. For the first time during the military government’s office, entrepreneurs felt that they were alone in the defense of a market-oriented society, as both right-wing political parties and the military government itself proved unable to generate a firm ideological answer to the criticism coming from the opposition forces. By going into debate with the moderate forces of the opposition the entrepreneurs hoped to reduce distances and to prevent its radicalization.92 From 1985 the entrepreneurial leaders began with an ideological offensive never displayed before in the history of this social sector. They initiated an aggressive crusade in defense of what was no longer the neoliberal order as such, but of what they began to call the ‘‘New Liberal Order’’ which ruled Chilean society. At the same time, however, they stressed the need to strengthen the social dimension of the market economy in order to generate progress for all Chileans. The entrepreneurial organizations made a huge ideological effort directed at the elimination of the bad image of the entrepreneurs among the population. As Varas points out, the entrepreneurs, both industrial and agricultural, were seen as the main supporters and beneficiaries of both the military coup and the subsequent economic policy adopted by the authoritarian government.93 Showing an unequivocal Schumpeterian messianism their organizations presented the entrepreneurs as the main actors of the social and economic development of the country.94 As the 1988 plebiscite (by which Pinochet attempted to obtain the population’s approval for the continuation of his rule for another eight years) came closer, the entrepreneurial organizations intensified their discourse of modernity and social development, by stressing the achievements of the Pinochet regime with respect to economic modernization. The entrepreneurs supposed that the economic theme would prove decisive in that plebiscite, assuring a victory for the government as a result of the strong recovery of the Chilean economy since 1984. So the defeat of Pinochet during the plebiscite of 5 October 1988 produced a veritable earthquake for the government’s supporters who had been convinced that Pinochet would receive strong backing from the population. After a short
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period of confusion and hesitation the Confederacio´n de la Produccio´n y el Comercio (CPC), under the leadership of its president Manuel Feliu´, decisively initiated what he called ‘‘the battle of ideas’’ in defense of the liberal project, the future of which had become very uncertain. Pinochet’s defeat meant that a general election had to take place in December 1989 which, in its turn, could possibly be won by the opposition. The entrepreneurs’ conclusion was that neither the military government nor the civil sectors which supported it were able to successfully face that electoral contention, in part as a result of their almost doctrinaire rejection of party politics and electoral processes. Although two important sectors which supported the military regime decided to form political parties (leading to the Unio´n Democra´tica Independiente, UDI, and the Renovacio´n Nacional, RN), they in fact had neither the practice nor the ideological conviction that from that moment on they had to dedicate themselves to the party struggle.95 The tactics followed by the entrepreneurs was directed at obtaining the largest number of concessions from the moderate opposition parties and even from the labor movement. Already in October 1988 the CPC had initiated talks with the Central Unitaria de Trabajadores (CUT) and the Central Democra´tica de Trabajadores (CDT) to discuss future social and labor agreements. At the same time, the CPC began talks with representatives of the ‘‘Coalicio´n de Partidos por el NO,’’ the coalition which united all the political forces which fought Pinochet during the 1988 plebiscite (which later became the ‘‘Concertacio´n de Partidos por la Democracia’’ during the December 1989 general elections). This rapprochement of CPC towards the opposition was seen with some distrust by other entrepreneurial organizations, particularly among agrarian entrepreneurs, both as a result of their loyalty toward Pinochet but also because they were afraid that this could lead to unacceptable labor and salary concessions in favor of the workers.96 What is important to stress here is that within the major opposition parties (the Christian Democratic Party, PDC, and the Socialist Party, PS), as well as in the labor movement there was a positive disposition to negotiate with both the military government and the entrepreneurial organizations. This was the result of a large process of ideological reconversion experienced by the PDC and the moderate socialists during the military dictatorship.97 The opposition forces therefore had to reduce or eliminate the profound distrust existing within entrepreneurial circles about their economic plans for the near future. The greatest fear among the entrepreneurs was the possible dismantling of the neoliberal economic model by future democratic authorities, and the readoption of a statist and dirigistic economic model. In addition, they feared the generation of a confrontational climate in the country as a result of the reestablishment of democratic rule and the subsequent overflow of political and social claims from radical sectors. This ‘‘rain of claims,’’ they visualized, could also be the product of the
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populist stance the future democratic authorities could adopt in order to maintain the political support of the masses. This possible scenario increased the sense of threat among the entrepreneurs who feared that the securities they obtained from the military regime with regard to the protection of private property could be in danger. Also they had serious apprehensions about the negative effects such politicosocial instability could have on the economic stability achieved by the country under Pinochet. During 1989 there were numerous contacts between the Concertacio´n parties, the labor unions and the entrepreneurial organizations. What became clear was that none of the country’s major actors was interested in polarizing the political situation and creating a climate of political instability. The political forces participating in the Concertacio´n were convinced that the achievement of consensus on a large number of issues was possible and that the return of democracy did not have to mean a reversal in terms of economic development and social stability. The consensual spirit of the Concertacio´n coalition became evident again during the electoral campaign in the months prior to the December 1989 general elections. Instead of directing its focus on a criticism of the past, the Concertacio´n’s campaign brought a positive and optimistic message regarding the country’s future, stressing the objectives of national reconciliation, modernization with equity and national unity. In the Concertacio´n’s government program entrepreneurs were invited to join in the task of democratizing the country. The victory of the Concertacio´n coalition in the general elections of 14 December 1989 marked the beginning of a new chapter in Chile’s political history. For the entrepreneurs, a new political scene was inaugurated, full of uncertainties about the real objectives of the new government, and above all, about president Patricio Aylwin’s ability and authority to prevent a polarization of the political process.98 Behind the very promising political and economic situation Chile has largely experienced since the restoration of democratic rule, a large and very painful learning process can be identified. The past experience of hard confrontation between the left and the right has influenced the attitudes and behavior of the major political actors during the democratic transition in order to avoid a repetition of that.99 In my opinion, the almost obsessive search for agreements and consensus between the democratic authorities and the opposition – which in fact were crucial for the success of the democratization process – reveals the existence of deep-seated apprehensions in both sectors. They are the product of past experiences, as well as the many uncertainties that are normally generated by transitional processes. Since 1990 the strong readiness displayed by both government and opposition in reaching comprehensive agreements and compromises on several economic, political and social matters has been accompanied by their mutual efforts to de-politicize and to translate into ‘‘technical’’ terms those issues which could provoke conflicts. In the generation of this
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collective goodwill the tracks of the past were actively present. It has been the adoption of this ‘‘more pragmatic, nonideological approach to political issues,’’ generated by deep traumas and renewed fears for a repetition of old social and political confrontation, which has helped to strengthen the readiness of the political class and the population to support technocratic forms of decision-making. In this manner, president Aylwin was extremely cautious in each step he took in order not to jeopardize the still delicate political stability the country had achieved following his installation in March 1990. In my view, since the restoration of democratic rule, the technocratic teams working in sensitive economic fields within the government have been actually functioning as ‘‘moderating mediators’’ between competing social and political forces that mistrust each other. The technocratic teams within the Aylwin and Frei Ruiz-Tagle governments have, in fact, provided some minimum guarantees to all the parties involved for the proper administration of state institutions and the economy. In doing so, technocrats within those governments have certainly played an important role in the de-activation of potential ideological clashes between government and opposition and thus have facilitated the achievement of stability of the democratic system. One of the major apprehensions produced by the inauguration of democratic rule was the question as to whether the Aylwin government would prove able to maintain the economic and financial stability inherited from the military government. The attitude unions would take toward the government and the entrepreneurs – now that they were free to claim their rights (including strikes) to demand improvements in their salaries and working conditions – were a particular source of insecurity. The government, however, was resolute in its goal to be successful in the management of the economy. The Concertacio´n coalition wanted to destroy the myth that an authoritarian government is better than a democratic one in procuring economic growth and development. If the Aylwin government was able to show its ability to provide even higher levels of social and economic development, this would not only legitimize democratic rule, but it also would weaken the fears among Chileans for going back to the past as well as their possible support for authoritarian solutions. The frenetic energies deployed by Finance Minister Alejandro Foxley and his team to guarantee the continuation of economic prosperity in the country becomes incomprehensible unless one does take into consideration the weight of the collective memories of the past. The Aylwin government developed a new practice of regular consultations with opposition parties, entrepreneurial organizations and unions in order to obtain a broad political and social basis for the implementation of its economic policy. This practice, which was continued by his successor Eduardo Frei, has clearly helped to reduce the traditional high levels of mistrust in Chilean politics.100 This ‘‘polı´tica de acuerdos,’’ as it has been called, permitted among other things raising taxes for the financing of
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social programs, an increase in minimum wages, and improvements in the labor legislation. As Giraldo has put it: Neoliberals tend to see compromise with ‘‘rent-seeking’’ groups as a sign of weakness because they focus on the ‘‘crisis of state authority’’ as the obstacle to development. Foxley, however, understands that state authority is linked to the functioning of political and social institutions; it is the inability of the political and social system to generate a stable consensus with regard to a national model of development that undermines both democracy and development. To put it another way, ‘‘neoliberals’’ stress the importance of state autonomy, whereas Foxley emphasizes the importance of ‘‘embedded autonomy.’’ From the latter perspective, negotiations with demand-making groups . . . are frequently seen as a sign of political-system-strength (the ability to resolve conflict) rather than as the state’s weakness.101 Following this consensus-based approach, the Concertacio´n governments also closely involved the business organizations in Chile’s negotiations with other countries when concluding free-trade agreements. The relatively good relations between government, opposition and entrepreneurs concerning economic policies had undeniably to do with the fact that the Concertacio´n government continued, along general lines, the neoliberal policies applied earlier by the military regime. Indeed, the Aylwin and Frei governments accepted important economic postulates introduced by the former Chicago boys such as the subsidiary role of the state in economic activities; the revaluation of the role played by foreign capital and the local private sector in achieving economic development; the adoption of market mechanisms and efficiency criteria as the main instrument for the allocation of fiscal financial resources; and the need to keep public finances healthy and to consolidate macroeconomic stability. In this manner, right-wing parties and entrepreneurial circles have been, in general, satisfied with the economic path followed by the new authorities. Furthermore, they were also very reluctant to adopt a more oppositional stance against the government, as this could lead to a strengthening of the more radical sectors within the Concertacio´n, which finally could lead to a partial or complete abandonment of the neoliberal economic policies. The Concertacio´n governments realized that political stability could not be achieved by simply guaranteeing macroeconomic and financial equilibriums. Also attention had to be given to improving the living conditions of the millions of Chileans who had been excluded from the fruits of economic growth. The poverty issue, however, had to be dealt with in very cautious terms, as any governmental initiative to combat poverty could be interpreted in right-wing circles as a disguised attempt at pursuing populist or even socialist objectives. The Concertacio´n governments have consciously depoliticized the social question in the country to prevent any
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future radicalization or confrontation on this issue. Thus, in rather technocratic terms, social justice is presented as the efficient elimination of poverty. In this way, the principle of social justice has been integrated with the goals of economic efficiency and political stability. In the Chilean case, the democratic Concertacio´n governments have gone even further than the achievement of embedded autonomy. As Evans stresses, as a result of the growing power of business vis-a`-vis the state, the latter has to expand the communication to other sectors than solely business, such as labor and certain social movements. In the case of Chile, we see indeed a conscious attempt by the democratic government to communicate with both business and labor.102 So what we observe is the emergence of an expanded type of embedded autonomy, in which the government consults not only business but also labor in a series of procedures, but without opening the insulation of the technocratic decision-making process. Despite these efforts, however, business seems not to be convinced of the desirability of this kind of consultation platform in which labor is included. They are apparently afraid that this type of tripartite consultation could lead to the formation of a new type of corporatist formula that could finally damage the main tenets of the neoliberal economic model.



The politics of technocratic insulation in South Korea and Chile The South Korean and the Chilean states exhibit a series of institutional similarities which undoubtedly have shaped the nature of government– society relations in general, and government–business relations in particular. To begin with, both South Korea and Chile have been characterized by the relative strength of their state institutions, the efficiency of their bureaucracies, and the cohesiveness of their armies. In my view, these factors constituted an important precondition for the authoritarian governments of Generals Park and Pinochet to formulate and to apply a certain type of economic policy, independently of the immediate response of business interests. The high degree of institutional cohesion of both armies permitted their leaders to count on the firm support of the armed forces in their plans to profoundly transform both economy and society. In this respect, both Park and Pinochet were allowed to play an almost omnipotent role within the military regimes. They indeed deployed strong personal leadership and in the end showed their ability to radically transform the economic and institutional structures of their countries. This resulted in both cases in a process of rapid economic growth and strong societal modernization, within a quite repressive political environment. Both Park and Pinochet decided to constitute a powerful and extremely insulated economic technocracy on which they conferred their resolute personal backing. They in fact utilized the economic technocracy as an interface in order to maintain for themselves a prudent distance from
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big business and other powerful civil actors whom they almost instinctively distrusted. The South Korean and Chilean cases show the existence of an ‘‘elected affinity’’ between military men and civilian technocrats, as both actors shared similar ‘‘world visions’’ as well as coinciding societal goals. Together with their common sense of mission, both actors also shared an almost innate rejection of party politics and the belief in technical and ‘‘apolitical’’ solutions for the country’s problems. While the military detested the alleged lack of patriotism shown by most politicians and members of the economic elites, civil technocrats often rejected political leaders because of their lack of responsibility and the immense ignorance displayed in the decision-making process. They had personally witnessed the structural inability of the previous regimes to solve the national problems and to prepare the country for the economic challenges ahead. In addition, both actors shared a clear meritocratic vision of personal efforts and rewards and a profound distrust toward democracy and mass participation in the national political process. The military has traditionally regarded democracy as an auspicious arena for corruption, demagogy, anarchy, and eventually communism. On their part, technocrats often questioned the ability of democracy to impose and to maintain the application of rational developmental policies despite their potentially high electoral costs. The military–technocratic coalition worked relatively well under authoritarian rule as both Park and Pinochet provided unprecedented room for maneuver and relative autonomy to the technocrats in charge of economic policy and reform of the state. A kind of ‘‘division of labor’’ among the military and the civilian technocrats was established, in which the former provided ‘‘order’’ (repression), and the latter applied policies directed at ‘‘rationalizing’’ and modernizing the state apparatus and the country’s economy. So by separating the strictly military spheres from the administrative and economic ‘‘fronts’’ conferred to civilian technocrats, many potential conflicts within the armed forces were avoided. Communication between the army and the technocratic team took place at the highest level. So while Park communicated directly with the Director of the Economic Planning Board, Pinochet primarily discussed matters related to the performance of the economic team with the Chicago boys’ uncontested leader, the Minister of Finance Sergio de Castro. The cases of South Korea and Chile have also shown that the relative power of technocratic economic teams depends almost completely on the room for maneuver the president is inclined to confer on them, and particularly on his continuous support. Sudden changes in economic and political realities convinced Park and Pinochet that the time had come to replace their economic teams by another group of technocrats. So results are crucial for the permanence of a particular economic team, but also for the acceptability of technocratic insulation among important sectors of the population. What Park and Pinochet have in common is that their economic policies have been generally acknowledged as having been
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remarkably successful until their very end. So in both countries authoritarian regimes came to an end amidst a period of strong economic growth. This important factor generated a factual ‘‘alliance for continuity’’ among a variety of sectors (army, civil bureaucracy, business, middle classes, etc.) who finally accepted the inevitability of the restoration of democracy, but explicitly or tacitly supported the continuation of the previous economic policies. For this purpose, the maintenance of technocratic insulation of the economic policy-makers during the transition process became one of the main mechanisms of defense against societal pressures for changes in the prevailing economic policies. In this chapter, however, some important differences between the South Korean and Chilean cases have also become evident. The economic strategy elaborated by Park’s technocrats was exceptionally ‘‘statist’’ and ‘‘dirigiste’’ in nature, leading to the strengthening of the role of the state in the economy and the expansion of the state bureaucracy. In contrast, Pinochet’s neoliberal technocrats formulated a strongly ‘‘antistate’’ economic policy, based on the almost total withdrawal of the state from the economic realm. So while Park was the architect of the Korean developmental state, Pinochet was actually the executioner of the Chilean developmental state that had been built up since the late 1930s. Thus in a sense state interventionism in South Korea was similar to that experienced by Chile from the late 1930s until the military coup of 1973. However, in the case of Korea, despite constant frictions between government and business, state policies were undoubtedly more pro-business than in Chile. During most of the period 1940–73, the Chilean democratic governments had to operate in a very difficult political landscape. In contrast to South Korea where the left was virtually exterminated following the Korean War and the landed interests destroyed as a result of the land reform in the 1950s, Chile possessed not only powerful big landowner organizations, but also a very strong parliamentary left and a highly organized and combative labor force. In this particular political setting, Chilean governments could not choose openly for the business sector. In this manner, the compromise of the Chilean state in deepening capitalism in the country was always ambiguous. Although there was broad support in the country for state-led capitalism, previous to the 1973 coup, support for a project based on capitalist development led by the private sector was almost entirely nonexistent. With respect to consultations between economic policy-makers and business representatives, Pinochet’s Chicago boys, in contrast to the South Korean technocrats, were not disposed to create institutional mechanisms for periodic consultations with business. Because of their endless confidence and devotion to the ‘‘invisible hand’’ of the market and their intense aversion to corporatism and populism, they visualized the possible creation of consultation channels between government and business as being totally opposed to their goal of developing a genuine open market economy in the country. Hence, their degree of insulation reached far more extreme forms
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than that enjoyed by the South Korean technocrats. Only when their policies failed in 1981–83, and Pinochet replaced the Chicago boys by a more heterodox technocratic team, did a new situation of close consultation between government and business emerge. However, even then this collaboration between government and business did not adopt a more formal structure, as Pinochet consciously avoided the constitution of neocorporatist forms of representation. In my opinion, this kind of ‘‘embedded autonomy’’ emerging in the early 1980s in Chile was mainly the result of the government’s pragmatism in dealing with the crisis, and definitively did not represent a deliberate beginning of a new type of government–business relationship. On the other hand, there are some grounds for questioning the existence of the alleged high degree of ‘‘embedded autonomy’’ which should have characterized the South Korean case, according to many scholars. It is of course indisputable that since the early 1960s several communication links have been established between the Korean state and big business. However, the nature of this relationship has been extremely ‘‘top-down’’ and authoritarian. The South Korean government has often not searched for the achievement of consensus with business, but rather for the dominance of the latter. In this manner, the communication channels between government and business have not truly served to create a real interchange of ideas and positions, but rather were the government’s instrument for giving production directives to business, under threat of severe financial and legal penalties. This helps at least partly to explain the readiness shown by Korea’s big business during the transition process to get rid of most of the oppressive elements characterizing the government–business relations in the period 1961–87, but at the same time trying to maintain the financially supportive side of that link. In contrast, ‘‘embedded autonomy’’ in the Chilean case has represented a more genuine form of government–business communication. As we have seen in this chapter, for the largest part of the Pinochet regime, extreme technocratic insulation, not embedded autonomy, characterized the (lack of ) contacts between government and business. When these contacts finally came into existence in the early 1980s, they were enthusiastically welcomed by the business community after so many years of ‘‘closed door’’ politics. In the end, the several business associations presented their policy proposals to the government on how to deal with the crisis and many of these were indeed implemented. The unusual feature of government–business relations in Chile, however, was the extreme degree of support and loyalty shown by the entire capitalist class to the Pinochet government. With or without consultations, business unilaterally offered its unconditional support to the coup, to the subsequent military government, and even today to the figure of the former General Pinochet. Their infinite gratitude to the armed forces for having deposed the socialist government of Salvador Allende, their firm commitment to free-market policies, and the prospect in the late 1980s
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of the restoration of democracy, were crucial factors which made the Chilean business community a steady ally of the authoritarian regime. It can be stated that the high degree of technocratic insulation in both cases has been related not only to the objective of achieving economic growth per se, but primarily to the political requirement of those authoritarian governments to survive. By isolating economic decision-making, Park and Pinochet also attempted to eliminate the rent-seeking behavior of business. That type of pressure on the state could not only negatively affect the state’s capacity to formulate and apply coherent economic policies, but could also create some serious frictions within the main pillar of the government: the armed forces. By placing economic decision-making mainly in the hands of civilian technocrats, the armed forces, as an institution, were able to direct their attention to national security issues and internal intelligence activities (repression of labor and left-wing political forces). In contrast to the Korean case, the restoration of democratic rule in Chile did not weaken but clearly fortified the degree of embedded autonomy in the country. The democratic forces genuinely believed in the need to create a broad ‘‘concertation’’ in the country between the new elected government and the business community. They realized that, without reaching a firm consensus with the main business representatives about economic and social policies, both the maintenance of high levels of economic growth and the political stability in the country could be jeopardized. In the Chilean case the democratic governments have been more successful than in South Korea in maintaining control of civil society (including labor), due to the exceptional strength of the political parties and their close links with the social movements and labor organizations. I think that the economic technocracy in both countries also played a very important moderating role during the processes of democratic transition. Technocratic insulation constituted a guarantee for both business and the military that the essence of the pattern of economic development was not going to be radically changed in the new political scenario. In both countries state technocracy seems to have functioned as a force of contention against the possible adoption of populist economic policies by the post-authoritarian governments, and against the generation of an uncontrollable wave of social and economic claims on the state from civil society. So indirectly, the technocratic nature of economic policy-making contributed to the relatively peaceful and stable nature of the democratic transitions in Chile and South Korea.
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5



Possible and impossible games: institutional order and social conflict in Argentina and Taiwan Tak-Wing Ngo



The study of development has been increasingly focused on the role played by political and policy institutions. Recent comparative studies of East Asian and Latin American countries have repeatedly emphasized the institutional basis for stable growth: insulated technocracy, councils of policy deliberation, assertive policy instruments, etc. Building institutional artefacts has been advocated by development agencies such as the World Bank as the prerequisite for successful development.1 Even after the Asian financial crisis of the late 1990s, the emphasis is on correcting some malfunctioning institutions such as the financial regulatory regime and corporate governance.2 Here the core premises remain the same: development is about managing the economy effectively, while effective economic management requires getting the institutions ‘‘right.’’ When consideration about politics does come in, the concern is mainly over how to insulate or free the state from politics, or to subordinate the calculation of politics to the rationality of economics. Taking the above premises as the starting point, this chapter examines why some countries fail to build developmental institutions while others succeed. Two extreme cases are selected for our comparison: Argentina and Taiwan. The comparison is revealing because the two countries exhibit close resemblances in some of their institutional setups for economic management. Both have institutionalized an interventionist state in promoting industries and in regulating market activities. Both have experimented the so-called import substitution and export-led industrialization strategies. More intriguingly, both have upheld ‘‘technocratic insulation’’ in policymaking and implementation during certain periods. Despite their seeming resemblance in developmental institutions, Argentina and Taiwan exhibited sharp contrast in their economic performance. During the second half of the twentieth century, Taiwan experienced rapid growth and subsequent democratization; Argentina underwent stop-go cycles of economic fluctuation and alternations of democratic and authoritarian rule. The annual average GDP growth rate during the period 1976–96 – that is, before the Asian financial crisis – was almost 8 percent in Taiwan, but only slightly more than 2 percent in Argentina. This result is even
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more striking if we note that when Taiwan was just beginning to undertake basic infrastructural construction (such as transportation, currency reform, and measurement regulations) under Japanese colonial rule, Argentina already ranked among the highest income-earning countries at the turn of the twentieth century. Per capita income in Argentina at that time was higher than in Austria, Spain, Italy, Sweden, Switzerland and Norway. The Argentine and Taiwanese comparison prompts us to ask a number of central questions: Why do similar institutions become developmental in one instance but not in another? What are the other factors that shaped/ constrained the working of developmental institutions? What is missing in the institutional explanation of development success/failure? Our analysis below shows that institutions do not function in a vacuum. They are shaped and constrained by historically structured political relations. ‘‘Getting the institutions right’’ does not necessarily guarantee economic success because institutional workings are refracted by conflicts which are political in nature. The interplay of institutions and conflicts in the developmental process resulted in different outcomes as revealed below in the Taiwanese and Argentine experiences.



The shift to industrialization Argentina and Taiwan embarked on the road to industrialization at about the same time. In other words, they faced basically the same global economic conditions when industrialization was hailed as a national policy during the period 1945–60. This national policy aimed at altering the prewar pattern of economic development that relied upon agricultural exports. The dramatic shift from primary exports to industrialization occurred not as a result of drastic changes in comparative advantage, but as a result of state initiatives taken by the Peronist regime (1946–55) in Argentina and the Kuomintang regime (1945–2000) in Taiwan. Both regimes saw industrialization as the key to national sovereignty and independence from foreign domination. Smith describes such a new emphasis as a kind of ‘‘industrial developmentalism.’’3 Before the Second World War, both Argentina and Taiwan followed basically the principle of comparative advantage in exploiting the economy. Agricultural exports were the main source of national income. Argentine exports were made up primarily of four products: wheat, maize, linseed and beef. In the case of Taiwan, sugar and rice were the main exports. The income from agricultural exports was used to import manufactured products. Both countries were heavily dependent on one single metropole (Britain in the case of Argentina, and Japan in the case of Taiwan) for export markets and import products. The outstanding performance of Argentina during that period was predicated upon a favorable land–labor ratio that allowed rapid accumulation by land-intensive activities.
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With abundant capital, Argentina was in fact one step ahead of Taiwan in its initial spur of manufacturing activities at the turn of the twentieth century. Manufacturing establishments doubled in number while capital invested in them increased by five times during the first decade of the century. The sector embraced activities from flour making, meat packing, bakery, laundry, shoe making, brick making, soap making, hat factories to tanneries.4 Dı´az Alejandro estimates that, before 1930, between 15 and 20 percent of the gross value of manufacturing production was directly exported; or at least 10 percent of the manufacturing value-added was exports.5 Nevertheless, it was not until the Great Depression that a big expansion in industrial production occurred. The drastic deterioration in terms of trade stimulated investment shift and labor outflow from traditional agriculture to home industries. It was a ‘‘spontaneous’’ substitution of consumer nondurables. This is usually referred to as the ‘‘easy’’ importsubstitution period. Despite the growing importance of manufacturing, industrialization was not perceived by the dominant agro-elite as a desirable path of accumulation. Industrialization was understood not as the raison d’eˆtre of Argentine economy. Public policy was indifferent or even hostile to the expansion of manufacturing before the Great Depression. The agro-exporters were skeptical about import-substitution efforts, for fear that competition with foreign industries would invite retaliation from industrial nations who were major importers of Argentine grain and meat.6 Even the representative industrial association, Unio´n Industrial Argentina, took a reserved attitude. Although the union defended the development of industries, it understood industry as a second-best option which should never become as important and as essential a sector as agriculture.7 A similar situation occurred in Taiwan. Industrialization was first carried out by the Japanese colonial authorities shortly before the Second World War in response to the need for militarization in Japan and preparation for war. Parallel to the Argentine experience, agricultural exports were seen by and large as the raison d’eˆtre of the Taiwan economy. An economic division of labor – exchanging agricultural products for manufactured goods between the imperialist metropole and the colony – was to be maintained. The attitude toward industrialization changed after the Second World War following the rise of a nationalistic regime in Argentina and the end of colonial rule in Taiwan. Industrialization was taken up by the Peronist regime in Argentina and the Kuomintang regime in Taiwan as a state project. The justification for developing industry in Argentina came from the United Nations Economic Commission on Latin America (ECLA). Led by Argentine economist Rau´l Prebisch, ECLA published a number of influential reports in the 1950s arguing that the terms of international trade had acted against countries producing primary exports. This was because the price of manufactured goods increased faster than those of agricultural
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and mineral products. To overcome this unequal exchange, Latin American countries should undergo industrialization. In Taiwan, the reasoning was well articulated in the official doctrine of the Kuomintang, under the so-called Principle of People’s Livelihood put forward by Sun Yat-Sen. Sun argued that people’s livelihood could be guaranteed only when the state was strong enough to protect the domestic economy against foreign invasion and control. When this was achieved, there was the need for industrialization. He repeatedly emphasized that China could not wait any longer to promote industry. This could be achieved by promoting capital and enterprises. However, Sun warned that industrialization was only a partial solution for China because the emerging bourgeoisie would, like their British and American predecessors, exploit the people. A preventive program to avoid the concentration of wealth was according to him an essential step toward improving the livelihood of the people. Interestingly enough, the state policy defined by the Peronist regime in Argentina shared the same goal with the Principle of People’s Livelihood. In particular, while affirming the positive side of capitalist industrialization, Juan Domingo Pero´n warned that capitalism would develop into a kind of inhumane despotic system when left unchecked. Like Sun, Pero´n argued that it was only through social reform and state control that capitalism could be turned into a progressive system with social justice for the working class, thus preventing a communist revolution. State intervention was thus needed not only to promote industrial growth but also to prevent social conflict by regulating labor relations and ensuring a just distribution of wealth.



Institutionalizing an interventionist state With industrialization being instigated as a state project, what followed in Argentina and Taiwan was an expansion of the state’s role and responsibility both in promoting industries and in regulating capitalist relations. Observers have pointed out that states in Latin America bore close resemblance to the East Asian developmental state prototype.8 In both regions, the state assumed a dirigiste role in targeting economic growth. Although not always successful, policy-making was undertaken in a highly autocratic style, with a high degree of presidential autonomy and technocratic insulation from popular pressure. Numerous institutions and policy instruments were created to allow the state to intervene in the economy, among which were those that extracted surplus from the agricultural sector to the industrial sector, and those that protected domestic industries from foreign competition. Let us first look at surplus extraction from the agricultural sector. This occurred most notably under the Peronist regime in Argentina. Under Pero´n’s agrarian policy, agricultural exports were monopolized by the state, favorable domestic terms of trade for manufacturing goods were put in place, tenancy contracts were frozen, and rural wages were raised to a high level.
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A staggering example of surplus extraction from agriculture can be found in 1948 when the government bought two million tons of sunflower seeds from the producers at a price of 14 pesos a ton and then sold them to the United States at the price of 101.25 pesos.9 The resulting revenue was used to promote industrial growth. The extent of state extraction of agricultural surplus in Taiwan was equally striking. In addition to land tax and compulsory sale of rice to the government at low price, a rice–fertilizer barter system was set up to extract agricultural resources. Under the system, all chemical fertilizer was monopolized by the state. Peasants had to exchange rice for fertilizer at unfavorable rates set by the government. One study estimated that the ‘‘hidden rice tax’’ involved in the barter system constituted two to three times the average annual rice tax in the 1950s and the early 1960s, and more than the total tax income of the government during the same period.10 Agricultural products appropriated by the state, especially sugar and rice, were exported to earn foreign exchange. They constituted 83 percent of Taiwan’s total export value in 1950, 73 percent in 1955, and 47 percent in 1960. These were official figures based on multiple foreign exchange rates. Under a single exchange rate, the percentage would be even higher.11 Next to agricultural extraction was subsidy to domestic industry, under the so-called ‘‘import substitution’’ policy. Measures such as import restraint, tariffs and foreign exchange control were implemented to protect domestic industries. In Argentina, a trade organ, Instituto Argentino para la Promocio´n del Intercambio, was set up to regulate imports and exports. In addition, import quotas were set, price control was instigated and rents were frozen. In addition to the protection of private domestic industries, a growing public sector was nurtured by government policies in Argentina. Among Argentina’s thirty largest companies in the mid-1960s, state enterprises accounted for half of the total sales, foreign companies 40 percent, and private domestic manufacturers only 10 percent. Over the years, Argentina’s state sector saw a steady expansion at the expense of the private sector. By the early 1980s, 42 percent of Argentina’s GDP derived from some 700 state enterprises.12 A similar extent of industrial protection can be found in Taiwan. From the outset, the surplus extracted from agriculture was used to subsidize state-run industries. The Kuomintang regime established state monopolies or semimonopolistic enterprises in a vast number of manufacturing and servicing sectors, including defense, energy, steel, shipbuilding, construction, fertilizer, sugar refining, public utilities and transportation, shipping, banking and financial services. The state-owned sector accounted for over half of the total industrial production throughout the 1950s. Except for a limited number of enterprises (including cement, papers, mining, forestry, steel, plastics and glass) that were sold to private investors later on, the state maintained firm control of most monopolistic upstream industries until the 1980s.13 Such a monopoly not only ensured a stable source of revenue for the
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Kuomintang government, it also allowed the state to control the supply of necessary inputs in other economic sectors, hence ensuring the state’s domination over private business. The commanding and directing role of the state in both countries remained strong until the 1980s. Then the role of the state increasingly became the subject of criticism. In Latin America, economic imbalances were attributed to the dysfunctional inward-looking strategies led by the state.14 In Taiwan, state domination in the economy was criticized as being the major obstacle for industries to develop forward and backward linkages and industrial upgrading. The business sector even threatened to launch an investment strike if the government did not retreat from its public role.15 Eventually, the Kuomintang regime agreed to ‘‘privatize’’ state and party monopolies, but in reality many of those privatized enterprises remained under indirect state or party control.16



Policy instruments and export-led industrialization It has been argued that East Asia’s economic success derived not only from a dirigiste approach but also from an export-oriented strategy in industrialization.17 While Latin American countries continued to pursue a strategy of import substitution, their East Asian counterparts had shifted to export-led industrialization after a short import-substitution phase. As a result of prolonged market protection, Latin American manufactures remained uncompetitive in the world market. In the case of Argentina, domestic protection led to poor performance, low investment and a low level of technology. Why did Latin American countries not shift to export-oriented industrialization? And why did East Asian countries not continue to follow the import-substitution path? A close look at Argentina reveals that there was no lack of attempts to promote industrial exports, but only that export policies failed to effect a structural shift in the economy. In fact, export-oriented manufacturing had a long history in Argentina. Before the Great Depression, it is estimated that 15–20 percent of the gross value of industrial production was exported. The proportion grew during the Second World War, when manufactures accounted for over 13 percent of total Argentine exports. The range of export products extended from processed foodstuffs to textiles and others. Export momentum halted after the Second World War, partly because of the overvaluation of the peso, and partly because of the radical import-substitution policy of Pero´n. The drawbacks of radical import substitution were already apparent even during Pero´n’s presidency. A negative balance of payments and severe inflation were the direct outcomes. Even the Peronist government felt pressed to address the problem. A Commission for the Promotion of Exports was established in 1952 to encourage industrial exports. A foreign investment law aimed at attracting foreign investment was promulgated in 1953.
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This was followed in 1954 by the formation of another Commission for the Popularization of Argentine Products.18 Successive governments after the first Peronist regime were overwhelmed by the necessity of carrying out urgent stabilization programs to manage economic imbalances. At the same time, there were attempts to shift policy emphasis to promote export-oriented industries. A case in point is the policy reform inaugurated by President Arturo Frondizi (1958–62) of the Radical Party. Under the so-called developmentalist movement, Frondizi established a number of policy instruments to provide incentives for nontraditional exports, in an attempt to overcome structural constraints on national economic growth.19 These policy instruments included the provision of export credits to finance production of industrial exports; exemption from payment of sales taxes; import duties rebate for inputs of export production; and ad valorem export rebate or reimbursement of domestic taxes paid by exporters. Other measures, such as the establishment of overseas centers of product exhibition, the creation of market information services, and the provision of export insurance were also included. Although industrial exports experienced a sevenfold increase between 1962 and 1968, the effectiveness of the incentive system provided by the Frondizi administration has been a subject of debate. Some studies attribute the increase to trade concessions under the Latin American Free Trade Association, excessive domestic production capacity, or increased foreign demand, rather than to the export promotion measures.20 Notwithstanding the skepticism about the effectiveness of Frondizi’s export promotion policies, it does show that import substitution was not pursued with single-mindedness. It had been realized as early as the 1950s that policy reforms were needed to restructure the economy. However, export reforms proved to be a difficult task when high wages were maintained by unionized labor and production costs were kept high by expensive supplies produced by local monopolies and tariffs on raw material imports. Many producers thus depended on export subsidies by the government to maintain their business. And before the policy package put forward by Frondizi could take full effect, a military coup brought an end to the Frondizi government in 1962, just like the coup that brought down Pero´n and replaced him with Frondizi in 1955. Thereafter all economic programs were short-lived. Regardless of their content, all these programs met with strong opposition that eventually toppled the ruling regime. In comparison, export reforms had been rather smooth in Taiwan. At about the same time that Frondizi carried out his export promotion policies in Argentina, the Taiwan government in 1960 announced a nineteenpoint fiscal and economic reform proposal. It was followed by the enactment of the Statute for the Encouragement of Investment, which was implemented in three phases: 1960–70, 1971–80 and 1981–90. In the first phase that witnessed the shift from the so-called import substitution to export orientation, measures taken included: simplifying the multiple foreign exchange rates
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into a single rate, relaxing import restraint, simplifying export procedures, rebate of customs duties for exports, tax exemptions for exports, and providing export credit. In essence, they were not too different from those taken by Argentina under the Frondizi administration. Similar to the Argentine case, the balance-of-payments consideration was a prime reason for the policy shift in Taiwan. Thanks to the availability of US aid, import substitution during the 1950s was carried out without causing great problems of a negative balance of payments or inflation in Taiwan.21 However, US aid to Taiwan was scheduled to stop in the mid-1960s, so that if foreign exchange earnings were to be maintained, the government had to export. The nineteen-point reform did not end the protection of selective industries, it only increased the incentive for adding new export industries. Because of that, the policy change was perceived by the public in Taiwan as less of a shift from import substitution to export orientation than a policy liberation allowing expansion of the private (that is, the export) sector. In other words, export promotion existed side by side with market protection for state-owned enterprises and oligopolies. The monopolistic sectors, mostly upstream industries, remained closed to newcomers, local and foreign alike. Eventually, a dual economic structure emerged, with a highly protected domestic sector and an unprotected export sector competing on the world market. So the question is not why Argentina followed an import-substitution path while Taiwan pursued export orientation. Rather, it is why Argentina’s export reform programs failed and Taiwan succeeded when rather similar policy instruments were deployed. In this regard, the successful policy transition in Taiwan is often attributed to the presence of a strong state that remained autonomous from popular pressure; and the insulation of economic technocrats who defied vested interests for the sake of national goals. In other words, it is believed that Taiwan has the ‘‘right’’ institutions.



Authoritarian rule and insulated technocracy? The so-called ‘‘technocratic insulation’’ under authoritarian rule has now become a standard argument in explaining East Asian development. It has also been extended to explain successful economic reforms in other regions.22 It is believed that development requires a concerted effort that is often undemocratic. The seminal study of Gerschenkron argues that latecomers to the world economy need a centralized approach to industrialization and economic growth.23 ‘‘Catching up’’ demands a more centralized mechanism (often performed by the state) for capital mobilization, industrial adjustment and technology upgrading. The economic success of Japan, and the rapid industrialization and growth of Taiwan, South Korea and Singapore, have been attributed to the presence of an interventionist government that puts economic development as its top priority. The ability of a government to do so, according to the dominant literature, depends
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upon the high degree of political autonomy of the state from sectional interests and popular pressure, and the capacity of the state to implement developmental programs effectively. This autonomy and capacity in turn derive from the authoritarian nature of East Asian states, a product of their historical processes of state building. Authoritarianism is thus seen by many as a facilitating factor in development. Authoritarian rule is said to be characterized by an ability to maintain public order, insulate the policy process from competing social interests, and implement bold reforms regardless of political opposition. In addition, a highly insulated state, limited representation, and a concentrated decisionmaking apparatus are said to provide the basis for effective management of the economy. In this regard, Taiwan is commonly seen as a classic example of a development-oriented authoritarian state. An authoritarian state structure was institutionalized as soon as the Kuomintang regime took over control of the island from the Japanese in 1945. From the outset, a state of national emergency and martial law was declared, justified on the ground that China was under communist insurrection. Under martial law, major constitutional rights were denied, including the freedoms of the press and association. General elections to the National Assembly and other representative bodies were suspended. Chambers of commerce, industrial associations, labor unions and professional societies were created by Kuomintang initiatives. Other civic organizations not sanctioned by the regime were banned. This ‘‘quasi-Leninist’’ structure, as Cheng puts it, endured nearly forty years until martial law was lifted in 1987.24 The authoritarian regime is said to require little political support because it faced only weak centrifugal forces.25 Legitimacy is deemed to be based on international diplomatic recognition, military presence, and the ability to deliver economic prosperity.26 It is seen as almost congruent with the needs of economic development. In relation to economic development imperatives, the Kuomintang established a small group of elitist economic policy organizations in charge of economic planning. Economic technocrats who served in these units, such as T. H. Shen, K. Y. Yin, S. C. Tsiang, and later K. T. Li, have been regarded as the masterminds behind Taiwan’s economic success, the bearers of economic rationality who championed the agrarian and industrial reforms.27 In the words of Evans, only a state that is capable of acting autonomously can provide this essential public good.28 The most outstanding example is land reform. A series of measures were implemented from 1949 to 1953, starting from compulsory land rent reduction and the selling of public land, to the Land-to-the-Tiller Program which involved the shift of landownership from landlords to peasants. The reform was initiated by Chen Cheng, then Governor of Taiwan, with the help of a high-powered technocracy – the Joint Commission on Rural Reconstruction.29 The program has often been hailed as a successful exemplar of land reform, thanks to the autonomy of the policy-makers.
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All of them had no connection with any of the land interests in Taiwan. Furthermore, the reform was carried out high-handedly without the consent of landlords. This stood in sharp contrast to the failed land reform program of the 1920s and 1930s on mainland China when the Kuomintang was still in power. That program was repeatedly undermined by warlords and Kuomintang politicians who were closely associated with land interests.30 The same factor is said to be in place in relation to our earlier question about the successful policy transition to export-oriented industrialization. The top leadership and the economic bureaucracy were relatively unconstrained by societal interests. In particular, the moving spirit behind the reform, K. Y. Yin, was a non-Kuomintang technocrat who successively occupied key economic planning positions including the Taiwan Production Board, Central Trust of China, Industrial Development Commission, Economic Stabilization Board, Council for US Aid, Foreign Exchange and Trade Control Commission, and the Bank of Taiwan.31 Despite being subjected to periodic attacks by his rivals, Yin was able to mobilize the resources and influence accrued to him in these key positions to initiate various reforms. More importantly, policy failure in the trial and error exercise did not result in devastating political consequences for Yin and his allies, thus allowing the technocrats to learn from past policy lessons. Taiwan’s decades-long stable, authoritarian rule by an autonomous state stands in sharp contrast to Argentina which experienced a rapid succession of regimes and tremendous policy fluctuations. However, we should be cautious in jumping to the conclusion that an autonomous state and insulated technocracy were what had been lacking in Argentina. Quite the contrary, Argentina was not in short supply of strong authoritarian state and insulated technocracy. What is intriguing for our comparison is that, despite the presence of political autonomy and technocratic insulation, Argentina’s economic development remained adrift. The military regime under Juan Carlos Onganı´a (1966–70) is indicative in this regard. As soon as he took power in 1966, Onganı´a established a coercive regime that later became known as the blueprint example of bureaucratic authoritarianism in Latin America. Onganı´a believed that what Argentina needed was a strong government that could provide political order and create a favorable business climate for investment and growth. Such a strong government would be vested with sufficient authority to set market rules and to compel economic players to follow those rules. In other words, it was to create the kind of ‘‘governed market’’ that Wade describes.32 Assisted by a group of internationally respected Argentine economists headed by Krieger Vasena, Onganı´a put forward a wide-ranging program in 1967 that aimed at attracting foreign investment, promoting industrial efficiency, avoiding radical income redistribution, combating inflation, preventing balance of payment problems, and controlling wage levels. Wynia describes it as Argentina’s most sophisticated and comprehensive
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program that defied traditional labels.33 Besides its comprehensive nature, the program avoided giving special favor to particular economic sectors. Export taxes were introduced to prevent huge income flow to the rural producers due to devaluation; protections for domestic industry were lifted to foster industrial competitiveness; and a tough stand on wages was taken irrespective of the opposition from organized labor. In doing so, the Onganı´a government could hardly be seen as taking any partisan position that characterized the former regimes. Observers note that technocrats such as Krieger Vasena sincerely felt that they were the bearers of economic rationality.34 To govern the market without partisan considerations, Onganı´a insulated himself and his technocrats from the influence of private interests. He believed that technocratic insulation was necessary in order to make policies for the society as a whole according to rational economic principles rather than according to private demands of social groups. A series of measures were taken to achieve insulation. In the name of putting an end to partisan conflicts, all political parties were banned, although no attempt was made to control interest group activities. Economic interest groups were prevented from exerting any influence in the policy-making process; while cabinet officials and government executives were asked to confine to themselves to designing their economic reform measures. Onganı´a himself stayed aloof from social groups and sectional interests. Despite all these efforts, Onganı´a’s project was not perceived by Argentines as being enacted according to principles of macroeconomic rationality. Rather, it was seen as an attempt by the liberal technocrats and the upper bourgeoisie to subordinate the popular sector and the urban industrialists, as well as the agrarian class.35 When Onganı´a refrained from offering selective favor to sectoral interests, he ended up antagonizing all major sectors. The Confederacio´n General Econo´mica, representing small industrialists, accused the program of denationalizing Argentine industry. The agro-elite organizations, the Rural Society and the Confederacio´n de Asociaciones Rurales de Buenos Aires y La Pampa, withdrew their political support for the government in protest against Onganı´a’s land tax. The Confederacio´n General del Trabajo opposed the antilabor policies. Eventually riots by angry workers broke out in the industrial city of Co´rdoba in 1969, bringing down the Onganı´a regime. The downfall of Onganı´a not only brought back political instability but also the old patterns of inflation, balance of payment crisis, diminishing state revenue, and intense social conflicts.



Reform initiation and consolidation The fall of Onganı´a and his project of autonomous economic planning through insulated technocracy brings us to one of the questions posed at the beginning of this chapter: Why do similar institutions become developmental
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in one place but not the other? So far we have seen that Argentina and Taiwan apparently possessed a similar institutional basis for economic planning. Both countries saw the establishment of an interventionist state, the creation of policy instruments for import substitution and then export promotion, and the installation of an insulated technocracy for economic planning. Yet the development outcomes of the two places have been very different. An intermediate answer is that, while the developmental institutions in Taiwan were able to carry out economic policies in a rather persistent manner, few similar institutions in postwar Argentina (irrespective of whether they were under democratic or authoritarian rule) were able to secure the support of farmers, industrialists, multinationals, labor and the military to cooperate in the pursuit of economic policies for any substantial period of time. Regardless of whether policies entailed import substitution, export orientation, market liberalization or stabilization, they always met vehement opposition in Argentina. Every single policy, liberal and conservative alike, faced strong social resistance. As a result, economic policy oscillated in a pendulum swing between extremes. Furthermore, as observers noted, there is a synchronized regularity linking the economic and the political cycles – as the economy waxed and waned, regimes came and went.36 We therefore notice that even when institutions independent of particularistic interests (such as those established by Onganı´a) were determined to initiate policy reforms, those reforms could not be sustained in the longer run. The reason lies obviously not in the characteristics of the institutions themselves, but in the broader political setting within which those institutions operate. This reminds us of Haggard and Kaufman’s distinction between the politics of policy initiation and the politics of consolidation.37 They argue that although insulated technocratic institutions have a better capacity to initiate policy reforms, the consolidation of reforms requires the creation of relatively stable ruling coalitions and the acquiescence of major social forces. Reforms are unlikely to be sustained unless they generate adequate economic payoff for broad segments of society. Haggard and Kaufman’s argument is useful as the starting point of our explanation. Our immediate question is then: What enables the successful creation of a stable coalition and social acquiescence? Here the broader political setting is relevant: regime type, social cleavages, elite–mass relations, etc. Conventionally, it has been argued that the continuity of Taiwan’s long-existing exclusionary political regime ‘‘marks the strongest possible contrast’’ to Argentina’s sporadically open, competitive political system.38 Taiwanese elites were seen as relatively cohesive. Elite-level conflict was extremely manageable, and at no time did any segment of the elite consider a strategy of popular-sector mobilization.39 The Argentine political system, it is said, provided ample space for organized dissent even under repressive regimes. Furthermore, it has been argued that one can



130



Tak-Wing Ngo



distinguish countries in which partisan conflict reinforces class and sectoral cleavages from those in which distributional groups are co-opted into the political system or are penetrated and controlled by the state.40 In Argentina and Latin America in general, partisan alignments are fragmented and polarized. Political conflicts revolve around distributive issues between labor and business groups. They result in an unstable coalition operating on populist appeal as well as wide swings in policies. This line of argument offers a more convincing explanation of the Argentina–Taiwan disparity. However, we need to add one major qualification. From the outset, it is not the absence of social cleavages or overt dissent in Taiwan that marks the contrast. On the contrary, social cleavages existed and overt dissent abounded in Taiwan. More importantly, it is the way social cleavages and partisan politics were structured that makes the difference. As social cleavages can take many forms (class, ethnic, ideological), different forms have different implications for distributional conflicts, coalitional building, spatial alignment and elite-mass relations. It is thus the form of social cleavage, rather than the absence of it, that matters. In Taiwan, political conflicts were dominated by ethnic, locational and clientelistic cleavages that cut across economic interests. These cleavages were historically structured but politically sanctioned by the ruling regime to reproduce relations of domination. The creation of social acquiescence in support of developmental initiatives was thus not exclusively an act of distributing economic payoff because distributional politics was not the only product of such a pattern of cleavages. And when economic payoffs were handed out in exchange for political support, they were in general not distributed across antagonistic economic groups such as peasants, labor or business. Instead, they were allocated to locational and clientelistic networks. These were generally power- and rent-seeking groupings which differed little in their macroeconomic policy preferences. From this we can postulate that differences in the mode of social cleavages under distinctive historical circumstances bear important implications for the developmental function of state institutions. We can chart the processes in which different patterns of social cleavages constrained the working of developmental institutions in Argentina and Taiwan, resulting in possible and impossible games that characterized their institutional orders and developmental outcomes.



The impossible game in Argentina Let us first look at how polarized social interests and regime dynamics in Argentina resulted in distributive conflicts that upset major policy reforms put forward by state institutions. From the outset, Argentina had a wide spectrum of organized interests before the Second World War. In addition to the existence of a powerful rural elite and a large number of tenant farmers, Argentina had a highly modernized urban sector, including a concentration
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of working labor, a growing number of industrialists, and a large middle class. These interests were fragmented but well organized: cattle breeders, fatteners, tenant farmers, big manufacturers, small producers, laborers, etc., all had their own organized representative associations.41 Conflicts between these fragmented interests were common. Even the military was fragmented, and penetrated by different groups who sought support to advance their interests. Sectoral cleavages were incorporated into partisan politics during the first Peronist regime when labor was mobilized against the agro-oligarchy who had dominated Argentine politics for decades.42 A series of measures was taken by Pero´n to turn labor into the main supporter of his regime. These measures included the institutionalization of industry-wide bargaining; the setting up of labor courts; the expansion of social security coverage; increases in minimum wages; and the introduction of a system of bonus. A controversial Law of Professional Associations was promulgated in 1945, which required the obligatory withholding of union dues from employers; the recognition of only one representative union in each sector; and the participation of unions in political activities under state supervision. Under such an arrangement, the national labor union, Confederacio´n General del Trabajo, was represented in the executive branch and in Congress. Peasants were represented by an Argentine federation of agrarian sectionals, which was an affiliate of the national labor union. Negotiations between employers and rural workers over working conditions and wages were undertaken through a National Farm Labor Commission. At the same time when union membership doubled from 1.5 million in 1947 to three million in 195143 and union activities gained state sanction, big industrialists were excluded from all policy-making bodies and regulatory boards in the Peronist regime.44 The Unio´n Industrial Argentina, which opposed Peronism before the election, was forced to disband. The Peronist government set up a new organization, the Confederacio´n General Econo´mica, to represent business interests. Big industrialists lost their domination in this new association, as they were joined by numerous small and medium-size manufacturers.45 The radical import substitution policy benefited these small manufacturers who constituted the majority of domestic industrial establishments. They too became the main supporters of the Peronist movement. The conflict between Peronists and anti-Peronists became the central tension in Argentine politics. The dominance of the agrarian oligarchy before the Peronist era and the rapid empowerment of labor gave rise to two polarized views of Argentine history. For the elite, Argentina before Pero´n was a golden age in which the oligarchy ruled with harmony and prosperity. For the working class, this period was one of subordination and deprivation; while the postwar improvement in wages and employment benefits were only a compensation for their earlier suffering. These rival positions created an unbridgeable rift between the two classes. One observer
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vividly described the antagonism as being one in which ‘‘there were ‘two countries’: one whose inhabitants could only conceive of Argentina with Pero´n, and another that could only accept Argentina without Pero´n and, in terms of power, without Peronismo.’’46 O’Donnell argued that the rules of the game unleashed by Peronism and its subsequent overthrow were institutionalized in such a way as to make Argentine politics an ‘‘impossible game.’’47 With the high level of mobilization, Peronism became the major political force in electoral politics, far stronger than any other parties or political forces. It would secure some 35 to 40 percent of votes during elections. As a result, the military banned the participation of the Justicialista (Peronist) Party. The exclusion of the Peronist Party was based on the assumption that, since it was the largest party, it would certainly win in elections. Worse than that, they could not be removed from office by elections. The only way was thus by institutional exclusion. Whereas democratic institutions allowed the state to appear as the guarantor of the general interest, such a function was blocked when political participation from an important sector of the populace who identified with a particular political party was excluded. However, that was not the end of the story. With the ban, the supporters of Peronism became an attractive electoral target for the non-Peronist parties in their competition for votes. Non-Peronist parties could either appeal to the Peronists for support, by making policy concessions along the Peronist line; or to rally all anti-Peronist votes behind them. However, a pro-Peronist candidate was unlikely to succeed because any promises made in the name of Peronism were deemed to be vetoed by the military; and at the same time, no single anti-Peronist candidate could rally enough anti-Peronist votes behind him to win. As a result, it was impossible to form a stable regime consisting of competing coalition members. Even when democracy was restored under which Peronists were allowed to run for office, political deadlock still prevailed because of the narrow ‘‘power differential’’ between the populist and the conservative interests. In the social power structure, the agro-oligarchy and big industrialists controlled wealth and organizational resources, while labor constituted the major social base. The middle-class segment contained both pro- and anti-Peronist elements, who were ready to undertake a pragmatic exchange of active political support for economic redistribution.48 In such a context, a regime could come to power only by mobilizing the widest industrial and labor support as possible with radical protectionism and labor incorporation, or by repressing industrial and labor activism and bringing in conservative policies. Whenever one coalition prevailed and captured the ruling power, the regime it set up would carry out policies that favored the interests of its members. These policies, nonetheless, were not able to diminish the power position of its opponents for good, but instead triggered the mobilization of the other coalition. When the interests of one coalition were pushed too far,
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politico-economic conditions would force policy change in the opposite direction. Thus when the conservative policies aroused increasing mobilization of labor, the middle class and subsequently segments of the bourgeoisie, the specter of popular revolt would force big business and the agro-oligarchy to yield power. Eventually the policies were blocked, which subsequently led to the replacement of the regime. In return, when populist policies resulted in falling agricultural exports and hence a balance of payments crisis, a segment of the middle class that was increasingly affected by the deteriorating economic conditions would swing to the right, supporting the reinstatement of conservative policies or the establishment of an authoritarian regime.49 Economic policies thus swung in a sequential pattern, like pendulums, protecting the immediate interests of the two coalitions. On the one hand, the conservative coalition promulgated policies that promoted agriculture, reduced tariffs, controlled wages and reduced government spending. On the other hand, the populist coalition suppressed agricultural prices, raised tariffs, promoted manufacturing, increased wages and expanded the government budget.50 No matter which direction policy took, the state appeared no longer to be the representative of the general citizenry, but an institution protecting particular interests. Government policies appeared to be mere expressions of partisan interests. The developmental function of state institutions was undermined by their use as the tool of resources control. As a result, public support for development and industrialization dwindled. The reception toward developmentalism as something which brought honor and progress changed to opprobrium. The same applied to industrialization. After a brief period of praise, industrialization was deemed to have reached an ‘‘impasse’’ and a ‘‘dead end,’’ and to suffer from both ‘‘exhaustion’’ and ‘‘strangulation.’’51 Even the onset of a military regime failed to break the economic and political stalemate. We have seen that although the authoritarian regime of Onganı´a was capable of silencing political opposition and imposing harsh economic policies, political acquiescence proved to be superficial and transitory. Insulation of the policy-making process from private interests did not guarantee the cooperation of economic actors in carrying out state plans. On the contrary, it resulted in public distrust of government policymaking and fostered public resistance to government decisions. The same applied to the military regime under Jorge Rafael Videla (1976–81) which believed that to achieve economic efficiency the government needed to discipline hypermobilized groups and to decompose the social base of populism. Liberalization was carried out high-handedly by Jose´ Martı´nez de Hoz, the economic affairs minister who came from an agro-export and financial background. However, the reform did not eliminate distributional conflict but further intensified it, hence creating more discontent.52 When the military refrained from increasing the level of coercion in the wake of escalating protest against the regime, the authoritarian project collapsed.
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Waterbury argues that the key to a politically viable option is to avoid alienating too many groups at once that may shake the ruling coalition.53 However, coalition building proved to be a difficult task given the nature of the political game in Argentina. This can be shown by the painstaking effort taken by President Rau´l Ricardo Alfonsı´n (1983–89) to create political consensus over policy-making. Alfonsı´n’s conciliatory approach turned out to be unviable: the Peronist unions were uncompromising; the Radical Party was plagued with internal divisions; and the industrial and agricultural groups were suspicious of economic reforms. In the end, all the stabilization programs failed and the country was besieged by a full-blown hyperinflationary crisis. The fiscal and financial collapse forced Alfonsı´n to resign from his office. Alfonsı´n’s failure is not at all surprising. Since the Second World War, more than twenty governments have taken office in Argentina; most of them were short-lived and were brought down by either military coup, mass movements or economic crisis. In Huntington’s words, Argentina is a ‘‘praetorian society’’ in which social groups become mobilized into politics without becoming socialized by politics in terms of the institutionalization of power.54



Delicate political articulation in Taiwan Unlike the Argentine case, state institutions in Taiwan could perform their developmental functions without being undermined by the kind of tumultuous conflicts that haunted Argentina. The reason for such a difference relates less to the way developmental institutions were constituted than to the broader political setting within which those developmental institutions functioned. The political setting was characterized by a peculiar historical formation that was institutionalized and remained stable until the late 1980s. On the one hand, partisan politics reinforced polarized social interests that turned public offices into rent-distributing positions. Similar to the Argentine case, the public function of some developmental institutions was paralyzed by distributive conflicts. On the other hand, however, these distributive conflicts were limited to the county and township levels. Partisan politics was excluded from the central level. Economic planning institutions at the central level were thus relatively free from rent-seeking politics. In other words, they enjoyed political autonomy when initiating policy programs. Even more importantly, policy consolidation was achieved by exchanging political support or acquiescence with rent distribution at the local level. The political articulation that enabled such a kind of exchange derived from very specific historical circumstances. First and foremost, it arose from the nature of the Kuomintang regime in Taiwan and the political cleavage between the so-called mainlanders and Taiwanese. When the Kuomintang government retreated to Taiwan after its defeat by the Chinese Communist Party on mainland China, it took with it military staff and public service
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personnel. These mainland Chinese stood in a face-off with the Taiwan Chinese who, despite being ethnically similar, had been residing in the island for several generations. Open confrontation between the two groups took place on 28 February 1947 when riots broke out and spread over the island. In response to the Taiwanese insurgence, the mainlander regime launched a massacre. An estimated 18,000 to 28,000 people were killed; more were arrested and executed later. Taiwanese intellectuals, the social elite, government critics and journalists were the primary subjects of the massacre.55 Since then the February 28 Incident became the central tension between the Taiwanese and the mainlanders, even though open discussion of the Incident was a taboo in the following forty years. The quasi-ethnic cleavage was directly reflected in the governing institutions and policy-making process. We have already discussed the authoritarian state set up by the Kuomintang regime in Taiwan. What needs to be added here is that this authoritarian state was staffed almost exclusively by mainlanders. The Kuomintang government symbolized its claim to represent all China by maintaining a national government dominated overwhelmingly by mainlanders. Any attempt to make the government more representative of the Taiwanese population would automatically undermine that claim, hence also the legitimacy of the existing regime. The cleavage had a number of far-reaching implications. The mainlanderdominated regime who lost the mainland to the communists during the civil war had one overwhelming political imperative: to recover the mainland and, in the immediate future, to prevent Taiwan, its last foothold, from falling into the hands of the communists. This survival imperative was translated into two central missions for all economic institutions: maintaining economic stability and promoting accumulation. Stability in terms of price level and stable supply of basic necessities was deemed essential to maintain internal security. Accumulation for military expenditure was prioritized for the sake of external security. Both internal and external security concerns required the saving of foreign exchange – for the purchase of necessities and weapons – which was in grave shortage. The limited foreign exchange coming from US aid had to be rationed and used efficiently, hence the need for central planning. All economic planning projects began with such a concern.56 The successful land reform was carried out with precisely the abovementioned rationale. The aim was to prevent rural unrest and hence maintain internal stability on the one hand, and to increase agricultural production so as to increase foreign exchange earnings through agricultural exports on the other hand. The political segregation of the mainlander regime allowed the land reform to be carried out high-handedly without due regard to the landowning interests. The program was supported by the peasants who later became one of the major players in local politics (this point will be further discussed below).
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The shift from import substitution to export-oriented industrialization arose also from the same considerations. When US aid was stopped in the mid-1960s, the government had to turn to exports for foreign exchange. Here the consolidation of the export drive came from an intriguing twist arising from the quasi-ethnic cleavage. Earlier I mentioned that the surplus extracted from agriculture was used by the state to create monopolistic industries in a vast number of sectors. The main beneficiaries of the import substitution policy were state- and party-owned enterprises and a few oligopolies closely associated with the Kuomintang. When technocrats headed by K. Y. Yin proposed the nineteen-point reform program, the major opposition came therefore from within the Kuomintang.57 But the impetus for policy shift came from within as well: the need for new sources of foreign exchange. Eventually the policy initiative was accepted because it promised to continue the market protection for the monopolies and oligopolies but allowed the expansion of private export industries. The reform was generally supported by the Taiwanese populace – business and labor alike – since it provided new economic opportunities. From then on, the private sector has been expanding, and dominated by the Taiwanese. Under such a politico-economic setting, sectoral cleavages were overshadowed by ethnic tension. Political exclusion of the Taiwanese cut across class divisions. Landlords, peasants, merchants, industrialists and workers alike were kept out from the central policy-making processes. The kind of sectoral conflicts reinforced by partisan politics as experienced by Argentina therefore did not happen in Taiwan. State institutions retained their integral function and did not become instrumental resources of sectoral interests. Having said that, it does not mean that distributive conflicts did not exist in Taiwan. On the contrary, they have been a dominant feature of the political game. These conflicts took several forms. First and foremost was the intrastate conflict between competing bureaucratic offices. As mentioned earlier, the huge troop of state monopolies and crony enterprises conferred stable income in terms of rents to individual bureaucratic offices. Not surprisingly, intrastate contention over monopolistic rents was intense. Rival state factions thus competed fiercely for control over resources and jurisdiction.58 Nonetheless, during the martial law period, these conflicts seldom spilt beyond the boundary of the ruling machinery for fear of threatening the collective survival of the regime. At the same time, those landlords, peasants, merchants, industrialists and workers who were excluded from national politics organized themselves into local factions. These factions gained access to local politics through elections.59 Local-level elections were introduced in 1950 for county and city assemblies as well as for mayors and magistrates in sixteen counties and five cities. Taiwan Provincial Assembly also had its first election in 1951. Since then local elections had been held regularly. Competition was fierce,
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and the voter turnout rate was high. Local factions possessed wealth, organizational resources and social basis. By becoming mayors, magistrates or county assembly members, representatives of local factions gained access to the policy-making process or became policy-makers themselves. Once in power, local factions gained control of various types of advantages. The first type was control over monopolistic enterprises such as local banks, credit cooperatives, agricultural and fishery cooperatives, and transportation companies. One study found that among the 89 county-level factions, 81 of them had been involved in at least one of the mentioned monopolies or cartels. The second type was the privileged access to loans in the provincial treasury, which were accessible to local factions with elected provincial councillors. The third concerned rent derived from local construction work or from supplying materials to local purchasing authorities. The fourth involved the abuse of public power or corruption, including the manipulation of urban development plans, construction schemes, or land prices, and the operation of vices, dens, underground money markets, etc., under the cover of public authorities.61 Here we find close resemblance to the Argentine case. Public positions became a steppingstone for the advancement of particularistic interests. Local institutions such as banks, credit cooperatives and agricultural and fishery cooperatives lost their developmental functions.62 Whenever one ruling faction pursued rent-seeking to the extent that aroused widespread grievances or when it grew to an overdominant position, local Kuomintang authorities would ally with the opposition factions in a forthcoming election to instigate a change in office.63 What we see here is thus a replica of the Argentine game, albeit at the local level: the change of public office and power balance did not precipitate a change in the nature of policy-making. Regardless of which factions were in power, local state institutions were used to advance partisan interests rather than to serve public developmental purposes. The Taiwan game, however, differed from the Argentine one in two important regards. In the first place, during Kuomintang rule, local factions were not allowed to form territory-wide coalitions or to establish relationships with central-level politicians. Since the majority of the local factions were Taiwanese, their attempt to form a broad coalition would threaten the mainlander regime and was thus harshly repressed. This restriction was upheld for over forty years until the end of martial law in 1987. Over the years, a delicate understanding developed between the Kuomintang and the local factions under which the latter were allowed to appropriate economic rent at their own locality in exchange for their acquiescence to their political exclusion in national politics. Such an understanding had important developmental implications. By limiting factional politics to the local level, it also restricted rent-seeking activities at the central level. State institutions at the central level were thus insulated from distributional conflicts.



138



Tak-Wing Ngo



In the second place, the organization of local factions cut across economic sectors. The bases of factional cleavages varied from locality to locality, ranging from familial, regional, dialectal, subethnic, to class divisions.64 Many had already existed since the Japanese period. Because of their mixed backgrounds, they did not have strong advocates for particular policies. Although they were strong and well organized, their rise and fall would not precipitate any policy swing as witnessed in Argentina. In sum, the Kuomintang’s developmental institutions and strategies were not much affected by distributive conflicts and spoliatory practices despite the existence of the latter. Until martial law was lifted in 1987, although bureaucratic rivalry and factional contention were fierce, conflicts and rent-seeking were constrained by the logic of regime survival. Likewise, local factions did not form territory-wide coalitions or attempt nationwide mobilization because of the politics of ethnic cleavage. The delicate exchange between political support for national policy and local rent-seeking remained effective for nearly forty years. This was the period when Taiwan experienced the fastest economic growth.



The old game in a new form While developmental institutions can be created, abolished or modified with relative ease, the politics under which those institutions operate proves to be far more resilient. This is so especially when the regime undergoes democratization. The contrast between Argentina and Taiwan is again an eye-catching one. In Argentina, the reinstitution of democracy and the onset of severe economic crisis did not fundamentally change the nature of the impossible game.65 The economic crisis peaked in 1989 when GDP fell by 6.2 percent and inflation rose over 3,000 percent, forcing Alfonsı´n to step down as president. In the midst of the crisis, the Peronist candidate Carlos Menem was elected as president (1989–99). Menem’s initial term in office presented a fresh hope for changing the landscape of Argentine politics to break away from the political deadlock. During his first term in office, Menem deftly managed to stabilize the economy. Furthermore, he had successfully forged a consensus for radical economic reform.66 In particular, he was able to garner the political support of big business for his privatization policy. For decades, the rift between Peronists and anti-Peronists meant that neither side would concede any political support to the other. Menem appeared to be the first political leader to cross that rift. He skillfully used his position as a Peronist and a democratically elected president to construct a political alliance both within and outside the Peronist Party and Congress. He combined traditional Peronist political forces with new provincial leaders, probusiness elites, and non-Peronist economic reformers in his administration. In the words of one observer, it was ‘‘an unlikely alliance that cut across the country’s traditional political and class battle lines.’’67
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With control over Congress, power over trade unions, and the support of the majority of state governors, Menem carried out radical liberalization policies. He pegged the peso to the US dollar and limited the growth in the monetary base by law to the growth in reserves. Reforms in the banking system were carried out. Privatization of state monopolies was implemented. He enforced these reform measures with a high degree of autonomy from the Peronist Party and Congress. In his first term in office, he resorted extensively to presidential decree when encountering opposition. These decrees were supposed to be ratified by Congress. Menem simply pushed through a law that allowed him to expand the Supreme Court members and then appointed his political allies as new justices. The new court then ruled that the decrees did not have to be approved by Congress.68 During the first three years of his reign, Menem issued more than 200 decrees. Yet the apparently radical shift to the liberal project was in fact driven by the old political logic. Menem made use of the populist legacy of Peronism by mobilizing mass support, bypassing party and legislative control, and exercising executive power to silence the opposition. His reform plan was, in the words of an observer, a classical populist strategy turned to a neoliberal purpose.69 The limitation of such a strategy became apparent during Menem’s second term. Increasing concessions were given to representatives of the traditional order in order to gauge their support for the Menem administration. Privatization often meant a mere transition from the patria contratista to the patria privatista – a process where monopolies or quasi-monopolies were awarded to the same economic elites who had for years benefited from state contracts. Toward the end of Menem’s second term in office, his populist-turnedliberal project backfired. The economic and social policies of Menem angered the Peronist rank-and-file. Grievances of the labor class were further fueled by corruption charges against Menem. The political pendulum swung again to the other end when the Peronist Party suffered a major defeat in the 1999 election. Menem was beaten by Fernando de la Ru´a (1999–2001) of the Radical Party, and the Peronist Party lost its majority in Congress. Thereafter the impossible game was reset in full motion. De la Ru´a was forced out of office during the Argentine economic meltdown in 2001. Nationwide riots, strikes and demonstrations erupted. A series of interim and acting presidents took office, but all stepped down within a short period of time. In the midst of a widespread public rejection of the ‘‘political class’’ in Argentina, Peronist Ne´stor Kichner was sworn in as the president in 2003. He denounced the liberal economic experiment of his predecessors for hurting the majority of the poor in Argentina. All in all, the political impasse of the past decades has gone on. In contrast, the changes in Taiwan were more intricate. Political liberalization began in the early 1980s, when spontaneous mass movements launched by farmers, workers, students, aborigines and urban residents spread over the island, demanding social reforms that redressed the issues
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of income redistribution, environmental degradation, labor relations and urban–rural disparities. The wave of social movements eventually converged to become a political movement for constitutional reform, and succeeded in forcing the long-ruling Kuomintang regime to undertake further political liberalization and democratization.70 The opening up of the authoritarian system unraveled a process in which old and new interests sought ways of constituting or reconstituting themselves in the emerging system. In particular, this occurred at a time when strongman Chiang Ching-kuo died unexpectedly, leaving a power vacuum in the ruling Kuomintang and a concomitant bitter political struggle. In his attempt to consolidate power, President Lee Teng-hui, an indigenous Taiwanese without strong political backing within the party, allied with Taiwanese business and local factions to combat his mainlander rivals in the Kuomintang leadership. He also sped up democratic reform to empower the elected legislature. In such a process, the authoritarian regime was opened but bureaucratic sectionalism and the local power structure remained intact and was even strengthened. It merely ended the arm’s-length relationship between government and business as well as the confinement of spoliatory politics at the local level. Taking advantage of the anarchic interim, business groups, political factions and local interests strove to institutionalize themselves in the new regime. Locked in an internal power struggle, the Kuomintang lost its authority in disciplining party members. Incumbent parliamentary members sought local and business patronage to meet electoral competitions. There followed an era of spoliatory politics where ‘‘gold and goons’’ dominated.71 When electoral competition became keener than ever, so did rent-seeking. Election campaigns often involved huge expenditure for advertising, lavish banquets, and, most important of all, vote-buying. A coalition between local factions, national political parties and business conglomerates gradually emerged, with the former providing organizational power and the latter financial resources. During the 1989 legislature election, the first election after the lifting of martial law, about 40 percent of the newly elected legislators received financial contributions from stock exchange houses, land developers and other businesses. The proportion of elected legislators with strong business backing rose sharply to two-thirds in the following election in 1992.72 Lawmakers with business backing shunned their other legislative duties and focused almost exclusively on bills and budgets affecting the interests of their business patrons. They chose to participate in committees such as economic affairs and finance that dealt with tax, land development and stock market issues. Factional leaders gained new access to government procurement and construction projects, benefited from pork-barrel bills, and obtained easy loans from state-owned banks.73 Recent studies show that corporate governance has worsened in financial institutions as a result of democratization.74 Bad loans have increased sharply. This happened because democratization loosened the
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Kuomintang’s control over grass-roots financial institutions such as farmers’ associations and credit cooperatives. Local factions and business groups gained more control and influence over these public credit facilities. They increasingly turned these financial institutions into their own electioneering instruments. Management of credit facilities in these grass-roots cooperatives became more arbitrary. At the same time, they also pressured the government to relax the criteria for setting up new banks. Newly set-up banks could then be used as a means to channel money into factional interests and to fund campaigns and vote-buying during elections. Lending became more competitive which, together with the arbitrary management, resulted in a sharp increase in bad loans. As politics became a lucrative business, elections became more expensive, so spoils became bigger in compensation for the election costs. This had invited increasing criticism but it was the Asian financial crisis and the subsequent recession which directed popular grievances towards spoliatory politics. Taiwan suffered from relatively mild setbacks during the foreign exchange turmoil. Although the New Taiwan dollar depreciated by about 20 percent and the stock market lost one-fourth of its value, there was no economic crisis per se. However, it was the subsequent economic recession, rise in unemployment, and politicians’ preoccupation with rent-seeking politics rather than economic recovery policies that fueled popular discontent. The Kuomintang, once proud of its developmental achievements, was increasingly being resented for its close association with spoliatory practices. Combating gold and goons became a major political issue during the 2000 presidential election. Eventually, the Kuomintang lost the election and stepped down after half a century’s rule in Taiwan. The change of government did not bring about a substantial modification to the rules of the game. Although Chan Shui-bian won the presidency in the 2000 election, his Democratic Progressive Party held less than one-third of the seats in the legislature. Even with the electoral gain during the 2001 legislature election, the Democratic Progressive Party still could not command a majority in the chamber. The minority government failed to secure enough parliamentary support to carry out radical reforms that might change the nature of spoliatory politics. Instead, the ruling party competed with the Kuomintang over business and factional resources in order to widen its own base of cronies and support. In doing so, the Democratic Progressive Party increasingly dived into the same game that it used to criticize. It attempted to strengthen its power through mass mobilization of indigenous Taiwanese against the mainlander-dominated past, a process not unlike the rise of Peronism. Polarized by the long-standing ethnic cleavage, the electorate (and the population at large) split right in the middle – neither camp has the absolute majority domination over the other. It should be noted that those economic planning bodies and governmental institutions responsible for development remained intact during the process. There was also no absence of highly qualified economic technocrats
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serving the new government. But these developmental institutions had increasingly been undermined because they were used as the tool of resources control as a result of the changing political logic. The latter has engendered widespread rent-seeking and pork-barrel policies. In this sense, Taiwan was moving one step closer to the Argentine trajectory. Nonetheless, the kind of radical policy swing which characterized the Argentine economy did not occur in Taiwan. It was because of the basic unchanging nature of political conflict in Taiwan: ethnic cleavage. In terms of political agenda, it was translated into the rival projects concerning Taiwanese independence as opposed to unification with mainland China. Supporters of these rival projects again cut across economic sectors. The jockeying for political power did not bring about any severe impact on the overall direction of the government’s development strategies.



Conclusion The foregoing discussion highlights the efforts of two countries to manage political conflicts with dramatically different consequences for development. Those differences govern the performance of seemingly identical institutional arrangements held widely in the literature to be the privileged instrument of economic development. Yet the same institutions become developmental in one society but not in another. The reason, as the Argentine and Taiwanese cases show, lies in the fact that the workings of institutions are refracted by social conflicts which are political in nature. It has been argued that the right kind of institutions are required for development. These are institutions with autonomy and embeddedness.75 Embeddedness, it is said, is necessary for information and implementation, but without autonomy embeddedness will degenerate into a supercartel upsetting developmental projects. Our comparison suggests a more nuanced understanding. Embeddedness is not simply a matter of benign and beneficial information flows between an insulated bureaucracy and the private sector. Embeddedness extends to the very heart of the political process with consequences which may prove injurious to development. The institutions led by Krieger Vasena and Jose´ Martı´nez de Hoz in Argentina were comparable to those led by K. Y. Yin in terms of political autonomy and societal connection. Yet the results differed because the broader political game of partisan cleavages and distributive conflicts changed the nature of those institutions originally set for developmental purposes. Putting it in stronger terms: developmental institutions form part and parcel of the broader political game. They are embedded in political conflicts. ‘‘Getting the institutions right’’ confers a technocratic idea about the development process whereas in reality development is a political endeavor. To understand the dynamics of development, we therefore cannot simply look at the organizational characteristics of economic planning institutions and technocratic agencies. We need to examine the sources of political conflicts, the patterns
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of social cleavage, and the modes of adversaries and reconciliation within which development projects are staged. In short, it is not enough to get the institutions right if the wider politics is ‘‘wrong.’’ In Argentina the politics has been wrong: it suffered from a praetorianism in which social groups became mobilized into politics and as a result of which class conflict was continuously reproduced by such mobilization. Consequently, the developmentalist aspect of state institutions was eclipsed as these were reduced to arenas for conflicts over the allocation of resources. Taiwan avoided this form of antagonism because the struggle for political and economic gains followed a different logic. While its developmental institutions were not at all free from politics, they were relatively free from the kind of sectoral interests politics which haunted Argentina. That Taiwan was able to avoid Argentina’s fate owed much to the patterns of political cleavage which themselves were largely derived from the specific historical circumstances of the island. Having said that, we should not immediately jump to the conclusion that, once the state succeeds in managing social cleavages and conflicts, state institutions will automatically perform developmental functions. I have argued earlier that the state in Taiwan was plagued with internal rivalry, intrastate factionalism and competing jurisdiction. Effective agency of the state in formulating developmental policies, as I argue elsewhere, derived not from a unified, consensual machinery or technocratic autonomy, but from particular incumbents of functionally mutable institutions overpowering other sectional interests during specific episodes.76 Such agency is political rather than technocratic in nature because it involves the political skills of bureaucratic incumbents in mobilizing their organizational resources, forging political alliance, silencing their bureaucratic rivals, and striking compromise with other intrastate power holders. It is the combination of such episodic agency and the peculiar management of social conflicts which sets Taiwan apart from Argentina in its developmental course.



Notes Earlier versions of the chapter have been presented at the conference ‘‘East Asian and Latin American Developments: A Comparative Exercise in Political Science and Sociology,’’ Netherlands Institute for Advanced Study, Wassenaar, the Netherlands, 18–19 June 1999; Development Studies Seminar, Uppsala University, Uppsala, Sweden, 27 October 2000; and Institute of Developing Economies (IDE-JETRO) Seminar, Chiba, Japan, 2 November 2004. I am grateful to the participants for their constructive comments. 1 World Bank, The East Asian Miracle: Economic Growth and Public Policy, New York: Oxford University Press, 1993. 2 World Bank, East Asia: The Road to Recovery, Washington, DC: World Bank, 1998.



144



Tak-Wing Ngo



3 P. H. Smith, ‘‘The rise and fall of the developmental state in Latin America,’’ in M. Vellinga (ed.) The Changing Role of the State in Latin America, Boulder, CO: Westview Press, 1998, p. 58. 4 D. Rock, ‘‘The Argentine economy, 1890–1914: some salient features,’’ in G. di Tella and D. C. M. Platt (eds) The Political Economy of Argentina 1880–1946, London: Macmillan, 1986, p. 66. 5 C. F. Dı´az Alejandro, Essays on the Economic History of the Argentine Republic, New Haven: Yale University Press, 1970, pp. 211–12. 6 Dı´az Alejandro, Essays on the Economic History of the Argentine Republic, p. 217: see note 5. 7 G. di Tella, ‘‘Economic controversies in Argentina from the 1920s to the 1940s,’’ in di Tella and Platt (eds) The Political Economy of Argentina 1880–1946, p. 126: see note 4. 8 Smith, ‘‘The rise and fall of the developmental state in Latin America’’: see note 3. 9 M. Peralta-Ramos, The Political Economy of Argentina: Power and Class since 1930, Boulder, CO: Westview Press, 1992, p. 27. 10 S. W. Y. Kuo, The Taiwan Economy in Transition, Boulder, CO: Westview Press, 1983, p. 36. 11 C. J. Shiau, Taiwan diqu de xinzhongshang zhuyi (Neomercantilism in Taiwan), Taipei: Institute of National Policy Research, 1989, p. 62. 12 D. Rock, Argentina 1516–1982: From Spanish Colonization to the Falklands War, London: I. B. Tauris & Co., 1986, p. 326. 13 R. Y. Wu, Zhanhou Taiwan gongying shiye zhi zhengjing fenxi (A political economic analysis of public enterprises in postwar Taiwan), Taipei: Yechiang, 1992. 14 P. Gerchunoff and J. C. Torre, ‘‘Argentina: the politics of economic liberalization,’’ in Vellinga (ed.) The Changing Role of the State in Latin America, pp. 115–48: see note 3. 15 T. W. Ngo, ‘‘Business encirclement of politics: government–business relations across the Taiwan Strait,’’ China Information, 1995, vol. 10, no. 2, pp. 1–18. 16 S. M. Chen et al., Jiegou dangguo ziben zhuyi (Deconstructing party–state capitalism), Taipei: Zili wanbao, 1991. 17 See, for example, S. Haggard, Pathways from the Periphery: The Politics of Growth in the Newly Industrializing Countries, Ithaca: Cornell University Press, 1990; G. Gereffi, ‘‘Paths of industrialization: an overview,’’ in G. Gereffi and D. L. Wyman (eds) Manufacturing Miracles: Paths of Industrialization in Latin America and East Asia, Princeton: Princeton University Press, 1990, pp. 3–31. 18 R. D. Mallon with J. V. Sourrouille, Economic Policymaking in a Conflict Society: The Argentine Case, Cambridge, MA: Harvard University Press, 1975, p. 79. 19 C. Szusterman, Frondizi and the Politics of Developmentalism in Argentina, 1955–1962, Pittsburgh, PA: University of Pittsburgh Press, 1993. 20 Mallon with Sourrouille, Economic Policymaking in a Conflict Society, p. 81: see note 18. 21 N. Jacoby, U.S. Aid to Taiwan: A Study of Foreign Aid, Self-Help, and Development, New York: Praeger, 1966. 22 See, for instance, P. Evans, Embedded Autonomy: States and Industrial Transformation, Princeton: Princeton University Press, 1995. 23 A. Gerschenkron, Economic Backwardness in Historical Perspective, Cambridge: Cambridge University Press, 1962. 24 T. J. Cheng, ‘‘Democratizing the quasi-Leninist regime in Taiwan,’’ World Politics, 1989, vol. 61, no. 4, pp. 471–99. 25 R. Wade, Governing the Market: Economic Theory and the Role of Government in East Asian Industrialization, Princeton: Princeton University Press, 1990, p. 256.



Institutional order and social conflict



145



26 Y. H. Chu, ‘‘The realignment of business–government relations and regime transition in Taiwan,’’ in A. MacIntyre (ed.) Business and Government in Industrialising Asia, St Leonards: Allen & Unwin, 1994, p. 121. 27 S. Haggard and C. K. Pang, ‘‘The transition to export-led growth in Taiwan,’’ in J. D. Aberbach, D. Dollar, and K. L. Sokoloff (eds) The Role of the State in Taiwan’s Development, Armonk: M. E. Sharpe, 1994, pp. 47–89. 28 P. Evans, ‘‘The state as problem and solution: predation, embedded autonomy, and structural change,’’ in S. Haggard and R. R. Kaufman (eds) The Politics of Economic Adjustment, Princeton: Princeton University Press, 1992, p. 162. 29 See C. C. Huang (interviewer), ‘‘Zhongguo nongcun fuxing lianhe weiyuanhui koushu lishi fangwen jilu (The reminiscences of the staffs of Sino-American Joint Commission on Rural Reconstruction),’’ Taipei: Institute of Modern History, Academic Sinica, 1992. 30 J. S. Chang, ‘‘Xugou de geming: Guomindang tudi gaige zhengce de xingcheng yu zhuanhua (1905–1989)’’ (A fictitious revolution: the formation and transformation of KMT’s land reform policies (1905–1989), Taiwan Shehui Yanjiu Jikan (Taiwan: a radical quarterly in social studies), 1992, no. 13, pp. 173–6. 31 Y. L. Shen, Yin Zhongrong xiansheng nianpu chugao (Draft Life Chronology of Mr K. Y. Yin), Taipei: Zhuanji wenxue, 1972. 32 Wade, Governing the Market: see note 25. 33 G. W. Wynia, Argentina in the Post-War Era: Politics and Economic Policymaking in a Divided Society, Albuquerque: University of New Mexico Press, 1978, p. 171. 34 G. A. O’Donnell, ‘‘State and alliances in Argentina, 1956–1976,’’ Journal of Development Studies, 1978, vol. 15, no. 1, p. 18. 35 G. A. O’Donnell, Bureaucratic Authoritarianism: Argentina, 1966–1973, in Comparative Perspective, Berkeley: University of California Press, 1988, p. 136. 36 Rock, Argentina 1516–1982, p. 320: see note 12. 37 S. Haggard and R. R. Kaufman, ‘‘Institutions and economic adjustment,’’ in Haggard and Kaufman (eds) The Politics of Economic Adjustment, pp. 19–20: see note 28. 38 F. C. Deyo, ‘‘Economic policy and the popular sector,’’ in Gereffi and Wyman (eds) Manufacturing Miracles, p. 196: see note 17. 39 D. Waldner, State Building and Late Development, Ithaca: Cornell University Press, 1999, p. 4. 40 Haggard and Kaufman, ‘‘Institutions and economic adjustment,’’ pp. 33–5: see note 28. 41 P. G. Snow and L. Manzetti, Political Forces in Argentina, New York: Praeger, 1993. 42 J. Horowitz, Argentine Unions, the State, and the Rise of Peron, 1930–1945, Berkeley: Institute of International Studies, University of California, Berkeley, 1990. 43 M. Peralta-Ramos, The Political Economy of Argentina, p. 31: see note 9. 44 Wynia, Argentina in the Post-War Era, pp. 79–89: see note 33. 45 C. H. Waisman, Reversal of Development in Argentina, Princeton: Princeton University Press, 1987, p. 185. 46 Cited in G. A. O’Donnell, Modernization and Bureaucratic-Authoritarianism: Studies in South American Politics, Berkeley: Institute of International Studies, University of California, 1973, p. 129. 47 O’Donnell, Modernization and Bureaucratic Authoritarianism, ch. 4: see note 46. 48 Waisman, Reversal of Development in Argentina, p. 137: see note 45. 49 Waisman, Reversal of Development in Argentina, p. 119: see note 45.



146



Tak-Wing Ngo



50 O’Donnell, ‘‘State and alliances in Argentina, 1956–1976’’: see note 34 and Smith, ‘‘The rise and fall of the developmental state in Latin America’’: see note 3. 51 A. O. Hirschman, Essays in Trespassing: Economics to Politics and Beyond, Cambridge: Cambridge University Press, 1981, p. 127. 52 H. E. Schamis, ‘‘Distributional coalitions and the politics of economic reform in Latin America,’’ World Politics, 1999, vol. 51 (January), pp. 259–60. 53 J. Waterbury, ‘‘The political management of economic adjustment and reform,’’ in J. M. Nelson (eds) Fragile Coalitions: The Politics of Economic Adjustment, New Brunswick, NJ: Transaction Books, 1989, p. 39. 54 S. P. Huntington, Political Order in Changing Societies, New Haven: Yale University Press, 1968, p. 83. 55 T. H. Lai, R. H. Myers, and W. Wei, A Tragic Beginning: The Taiwan Uprising of February 28, 1947, Stanford: Stanford University Press, 1991. 56 T. W. Ngo, ‘‘Jingji ganyu yu buganyu: Gangtai liangdi tongzhi celue bijiao’’ (Economic intervention and non-intervention: the ruling strategies of Hong Kong and Taiwan compared), Xianggang Shehui Kexue Xuebao (Hong Kong Journal of Social Sciences), 1998, no. 12 (autumn), pp. 1–16. 57 Haggard and Pang, ‘‘The transition to export-led growth in Taiwan’’: see note 27. 58 T. W. Ngo, ‘‘The political bases of episodic agency in the Taiwan state,’’ in R. Boyd and T. W. Ngo (eds) Asian States: Beyond the Developmental Perspective, London: RoutledgeCurzon, 2005. 59 C. J. Shiau, ‘‘Elections and the changing state-business relationship,’’ in H. M. Tien (ed.) Taiwan’s Electoral Politics and Democratic Transition, Armonk, NY: M. E. Sharpe, 1996, pp. 216–17. 60 J. F. Copper and G. P. Chen, Taiwan’s Election: Political Development and Democratization in the Republic of China, Maryland: School of Law, University of Maryland, 1984. 61 Y. H. Chu, ‘‘Guazhan jingji yu weiquan zhengzhi tizhi’’ (Oligopolistic economy and authoritarian regime), in M. H. H. Hsiao et al. (eds) Jiepou Taiwan jingji: weichuan tizhixia de longduan yu boxue (Dissecting the Taiwan economy: monopoly and exploitation under the authoritarian regime), Taipei: Qianwei, 1992, pp. 151–2. 62 C. C. Liao, Taiwan difang paixi de xingcheng, fazhan yu zhibian (The origin, development, and change in Taiwan’s local factions), Taipei: Yunchen wenhua, 1997, pp. 49–69. 63 M. T. Chen, Paixi zhengzhi yu Taiwan zhengzhi bianqian (Factional politics and political change in Taiwan), Taipei: Yuedan, 1995, pp. 152–3. 64 M. H. Chai and M. K. Chang, ‘‘Difang paixi de xingcheng yu bianqian: hekouzhen de ge’an yanjiu’’ (The formation and transformation of local factions), Journal of the Institute of Ethnology, Academia Sinica, 1994, no. 77 (spring), pp. 125–56. 65 E. Peruzzotti, ‘‘The nature of the new Argentine democracy: the delegative democracy argument revisited,’’ Journal of Latin American Studies, 2001, vol. 33, pp. 133–55. 66 A. Margheritis, ‘‘Policy innovation and leaders’ perceptions: building a reformist consensus in Argentina,’’ Journal of Latin American Studies, 2002, vol. 34, pp. 881–914. 67 F. Panizza, ‘‘Beyond ‘delegative democracy’: ‘old politics’ and ‘new economics’ in Latin America,’’ Journal of Latin American Studies, 2000, vol. 32, p. 755. 68 L. Sawers and R. Massacane, ‘‘Structural reform and industrial promotion in Argentina,’’ Journal of Latin American Studies, 2001, vol. 33, p. 111. 69 P. Cammack, ‘‘The resurgence of populism in Latin America,’’ Bulletin of Latin American Research, 2000, vol. 19, p. 158.



Institutional order and social conflict



147



70 T. W. Ngo, ‘‘Civil society and political liberalization in Taiwan,’’ Bulletin of Concerned Asian Scholars, 1993, vol. 25, no. 1 (January–March), pp. 3–15. 71 T. W. Ngo, ‘‘‘Bad governance’ under democratic rule in Taiwan,’’ in J. Demmers, A. Ferna´ndez Jilberto, and B. Hogenboom (eds) Good Governance in the Era of Global Neoliberalism, London: Routledge, 2004, pp. 224–45. 72 Shiau, ‘‘Elections and the changing state-business relationship’’: see note 59. 73 C. T. Kuo and T. J. Tsai, ‘‘Differential impact of the foreign exchange crisis on Taiwan, Japan, and South Korea: a politico-institutional explanation,’’ Issues & Studies, 1998, vol. 34, nos 11/12 (November/December), p. 174. 74 Y. Sato, ‘‘Democratization and financial reform in Taiwan: the political economy of bad-loan creation,’’ The Developing Economies, 2002, vol. 60, no. 3 (September), pp. 226–51. 75 Evans, ‘‘The state as problem and solution’’: see note 28. 76 Ngo, ‘‘The political bases of episodic agency’’: see note 58.



6



Modes of rent-seeking and economic outcomes: a comparison of Japan and Mexico Richard Boyd



For reasons which are too well known to detain us, the economic development of Japan is seen as a success story. To be sure, the problems of slow growth and no growth, of deflation and recession, of the 1990s – sometimes termed the ‘‘lost decade’’ – and so on have taken the shine off, but even so Japan remains an economic colossus. Its population enjoys an enviably high standard of living, an equitable distribution of incomes, and, no less, of ‘‘life chances.’’ The same cannot be said of Mexico where growth has been uneven; income inequalities are real and considerable, poverty and illiteracy combine to make citizenship a charade for many. Undoubtedly there have been successes, particularly in respect of economic growth from 1940 to 1970 or so when Mexico enjoyed its own miracle. Average annual growth was 6 percent of GDP, inflation was low, and there was a degree of social progress. But then the miracle came unstuck and when it did there were sharp-eyed observers to note that the failure was deeply rooted in the very terms of success in the miracle years. The tone of the commentary was that ‘‘chickens had come home to roost.’’1 The miracle was not quite so miraculous as it had once seemed.2 The story has taken yet another twist as Mexico more recently has come to be viewed again as a success story, this time in the management of economic adjustment and structural reform. Inflation was under control, capital and foreign investment returned, and output growth has increased.3 Once again not everyone is convinced of the extent and sustainability of Mexico’s achievement. Cypher4 is trenchant in his critique of what he terms an economic pathology: Mexico’s neoliberal export-led development model, imposed slowly and haltingly during President de la Madrid’s sexenio (1982–1988), and with a single-minded vengeance in that of President Salinas (1988–1994) survived the devastating impact of the ‘‘peso crisis’’ of 1994–1995. Survival, however, came at an extraordinarily high price, and was achieved not through any process that would indicate the underlying vigor of the neoliberal free trade model. On the contrary, the then unprecedented mega-loan orchestrated by the US Treasury and the
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IMF fortuitously combined with a rapid run-up of US imports from Mexico – the destination of 84 percent of Mexico’s exports. It was the long US expansion of 1991–1998 (which happened to accelerate in 1995–1997) that explains the survival of the ‘‘Mexican model.’’ In addition, underwriting the dominant forces of the mega-loan (which returned credibility and loan capital to Mexico) and the boom in exports to the expanding US market were the twin pillars of pathology: 1



2



Narco-capitalism which, while its growth cannot be measured with any precision, unquestionably played a pivotal role as stabilizer – now serving as a primary foreign-exchange earner. Emigration, Mexico’s saddest export, also served to bolster foreignexchange earnings when the macroeconomic situation was at its nadir in 1995 and early 1996.5



In short, Mexico has known a limited and qualified economic success6 and rather less developmental success if by the latter we understand the generalization of social and legal justice.



Explaining developmental success and developmental failure The presence of an effective ‘‘developmental state’’ has been cited as explanation for the economic success of Japan while the absence of this has been used to explain the relative economic failure of Mexico. Lustig, for example, argues that ‘‘of the principal stylized features of the East Asian Developmental model,’’ to wit, ‘‘prudent macroeconomic policy, high domestic savings rate, a systematic investment in human capital, relatively equitable initial conditions, no real restrictions on foreign exchange active but performance-linked state intervention, only macroeconomic policy of a prudent sort features in the Mexican case.’’7 On the face of it this is somewhat surprising. In many respects circumstances were more propitious for the emergence of a developmental state in Mexico than in Japan. The Mexican executive enjoys a remarkably high degree of centralized authority. The president enjoys powers of which the Japanese chief executive might only dream. The Mexican state itself has enjoyed a very high degree of insulation from societal demands and has been willing and able to distance itself at times from business interests as well as from labor.8 Contrast this if you will with Japan where the extent of executive power is much less, so much so that there are those who speak of ‘‘the weak Japanese state’’9 and where the bureaucracy is extremely porous to business interests, and it might seem that some of the critical preconditions for the political management of economic change as anticipated by the developmental state thesis are more evidently in place in Mexico than in Japan. At a minimum, we can conclude at the very outset of the comparison that authoritarianism
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and insulation are not enough, that even if these are necessary conditions, as some have argued, they are not sufficient.10 Nor can we explain the difference by reference to any failure of will. There is no ideological obstacle to a developmental role for the state and nor is it the case that the state has not ‘‘willed a developmental role’’ (in short there is a clear Mexican answer to Haggard’s question regarding the elite motivation to intervene in pursuit of developmental ends).11 Far from it, the revolutionary transformation of Mexican society is enshrined as a goal in the constitution. The Mexican state has been actively involved in the promotion of economic development for much of the postwar period. Conceivably, the failure is attributable to inappropriate policy choices. Much has been made of a stylized contrast between import-substituting industrialization (ISI) – the low road of Latin American development – and export-oriented industrialization (EOI) – the virtuous East Asian path. Doubtless there is much in this but whether it is the whole story is another question. Since the patchy economic performance of Mexico has occurred (and is all the more intriguing accordingly) under very different stateled developmental strategies – interventionist and ‘‘hands off,’’ importsubstituting and export-led – economic strategy in the period 1970–82 has been described as ‘‘remarkably inward looking, with a very proactive and interventionist state which pursued highly expansionary fiscal policies and relied heavily on foreign borrowing to bridge the fiscal gap’’ which gave way from 1982 and certainly from 1985 to a reverse course, a rolling back of the state, state-initiated reductions of trade and investment barriers, and a conservative fiscal policy. Hence: [F]rom President de la Madrid onward through early 1998 every major economic policy decision, from joining GAT in 1986, to the Brady Bond negotiations of 1988, to membership in the OECD and NAFTA in the early 1990s, through the IMF/US Treasury mega-loan of 1995, has been premised on the idea of export-led manufacturing growth as the engine of socio-economic change.12 If the problem is not the policy choice then it is perhaps the absence of that critical requisite: the proper institutional mix to sustain policy, to ensure its implementation and the coherence and integration of one policy with another, and, not least, to facilitate a strategic adaptation to the consequences of the implementation of policy. Given the significance attached by students from this school of thought to the development of stable fiscal and banking institutions, to the establishment of a coherent and talented technocracy,13 and so forth, the establishment of such in combination with policy failure in Mexico might occasion surprise. On paper, at least, not too much can be made of contrasts between Japan and Mexico in respect of the institutional support for developmental policy. Arguably Mexico as much as Japan has the essential institutional architecture in place.
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The literature on the developmental state is also sensitive to the extent and to the quality of state intervention. Intervention, beyond the minimum deemed necessary to establish the basic physical and social infrastructural prerequisites of the market economy, is said to be market-distorting and constitutive of rents. These can be good – that is, functional for economic development – if they meet certain conditions which permit their characterization as market-conforming and/or market-correcting.14 The potential utility of rents is also argued in the language of industrial policy which speaks of ‘‘selective subsidy,’’ ‘‘picking winners,’’ ‘‘industrial targeting,’’ ‘‘infant industry protection,’’ and so on. There is doubtless a dash of posthoc rationalization, an element of tautology and economism in all of this (that is, if the industry seems to be successful it is deemed to be so because of the policy which in turn is characterized as market-conforming or marketcorrecting notwithstanding the theoretical elusiveness of these notions). Putting such quibbles to one side, the fact of the matter is that rents and rentseeking are recognized to be an important feature of the Japanese political economy, and are judged to have been functional for economic development. The Japanese state has had an accordingly good press, more than its share of plaudits, and is widely celebrated as the architect of economic success. Latterly this has changed and the newspapers have resounded with charges of cronyism and corruption. Evidence of collusion, of scandalous allocations of public contracts abound and implicate the highest officials in the land. The bureaucracy, once seen as the guarantor of good governance, has lost its halo. The popular view increasingly is that the administration is inefficient, immobilist, and too often corrupt. In short Japan has come to face a charge sheet more commonly associated with Mexico. The Mexican state has more rarely enjoyed the luxury of a good press. It has been charged as primarily responsible for the miserable economic performance of the long years since 1970. It is widely accused of complicity in the creation by its officials and its allocation to itself and to its supporters of incomes derived from legally and politically sanctioned monopolies, particularly in conjunction with the protection of domestic industries. Neoliberal reform was widely trumpeted precisely for the reason that it promised to sweep away the inefficiencies and distortions borne of extensive, even pervasive, rent-seeking practices. The fundamental ambivalence of rents has been widely noted, and Khan and Jomo express it well. They speak of the paradox that, ‘‘in developing countries the rent seeking can be more extensive, can include illegal forms and is more often damaging for growth. At the same time many types of rents and rent seeking played a key role in processes of development.’’15 The ambivalence has led to a distinction between ‘‘good’’ and ‘‘bad’’ rents. The distinction is not always clear and consistent. It can be between rents that ‘‘add value’’ and rents that do not, between rents functional for development and rents dysfunctional for development, between rents that conform to or correct the market and those that do not, or between rents that function
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analogously to the market and those that do not. The distinction is even more elusive in practice; it depends upon a retrospective judgment which emphasizes consequences and outcomes regardless of whether these were intended, incidental, or accidental (and, so once again, we have the whiff of tautology and of circular reasoning in the nose). Moreover, since over time the supposed consequences of rent-seeking can look very different (Japan in 1990 as opposed to Japan in 1980), so can the judgment of the rent as good or bad. Thus in the case of both Japan and Mexico it is acknowledged that there is and has been much rent-seeking, but in Japan rents overall were thought to be ‘‘good’’ rents until the 1980s when the bubble economy burst, and the suspicion arose that perhaps the rents were not good rents after all and, more certainly, that they had outlived their usefulness. In Mexico rents and rent-seeking perhaps were a mix until 1970 but thereafter retrospectively, a mix more inclined to the bad than to the good. In both cases it is now widely held that the time is ripe for neoliberal reform to sweep away rents, rent-seeking, and their attendant distortions. In short this is tricky terrain. However, traverse it we will in the following pages, and our decision to do so merits an explanation. The principal justification is that rents and rent-seeking are implicated one way and another in each of the developmental explanations listed above. ‘‘Intervention,’’ any kind of intervention beyond the indispensable (Douglas Northian) minimum sufficient to establish the rule of law, property rights and the integrity of contracts, is, in one view, immediately constitutive of rents and potentially compromisable by these. In the case of the industrial policy of the developmental state, this is in large part a matter of the strategic and tactical deployment of rents, its success dependent upon a kind of rent-seeking science and a high degree of anticipatory wisdom regarding the rent-seeking proclivities of private sector partners, clients and other interests. By the same token both the ‘‘insulation’’ and the ‘‘embeddedness’’ of the developmental state can be construed in terms of access to rents and controls over rentseeking. Developmental strategies, both ISI and EOI industrialization, are inordinately vulnerable to rent-seeking and critically dependent upon the state’s ability to get the rent-seeking science right. The bureaucracy is the chief player in all of these accounts and typically is the agency favored with both the design and the implementation of developmental strategies and, simultaneously, both gatekeeper commanding access to rents and, no less, home to a multitude of potentially rent-seeking officials. In short there is hardly an explanation of developmental success and failure that does not subsume some understanding of rents and rent-seeking. At the same time there are few explanations that treat rent-seeking as anything other than an aberration. And there is in that combination of facts a great incongruity and a major obstacle to understanding. We seek to go beyond this. Our point of departure is acceptance of the normality of rents and rent-seeking. Our desire is to delay – or better still to postpone – the rush to judgment that attends most efforts to analyze rents
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and rent-seeking. Our concern is an empirical investigation and characterization of rents and rent-seeking practice in Japan and Mexico that treats these as a normal feature of daily politico-economic life, and attempts to make sense of them from that perspective, rather than as an aberration from or distortion of some normatively derived normal. We will note how they configure the universe of the firm (and so we will have due regard to the economic outcomes of rents and rent-seeking in Japan and Mexico) whilst studiously avoiding all temptation to construe them (by analogy, by functional equivalence, by correspondence and so on), in terms of the thought-to-be prior and higher logic of the market.



Rents: some definitional and procedural preliminaries It has been customary to argue that the creation of market-distorting economic opportunities by political action is detrimental to economic growth. The return on such opportunities over and above what putatively a freely operating market would have returned, the market-clearing price, has been termed a rent.16 It has been widely acknowledged (see above) that the pursuit of such advantage is commonplace in the development process (and elsewhere) – indeed at a microeconomic level rent-seeking is barely distinguishable from profit-seeking.17 However, because of the presumed macroeconomic consequences of widespread rent-seeking it is generally held that in this case less is better than more. There follows consistently enough a concern with the rule of law, with transparency and equity in economic affairs, with the eradication of corruption, and the promotion of national integrity as means to the elimination of rents and rent-seeking. Whereas doubtless these are all good things, the argument in this chapter proceeds from a different vantage point in respect of rents and rent-seeking. Specifically it will be argued that the amount of rents and the extensiveness of rent-seeking is not the critical issue. Indeed the argument proceeds from the assumption that rents and rent-seeking are widespread in both Japan and Mexico and elsewhere, and that there is neither more nor less rent-seeking in the one country than the other. At the same time it is evident that the associated economic outcomes are very different. We are eager to assess how far differences in economic outcomes in the two countries are the consequence of different rent and rent-seeking practices. In short what is critical for growth is the use made of rents. This we note is not reducible to ‘‘good rents,’’ that is contingent rents linked to performance, the achievement of a macroeconomically desirable end goal. Rare is the rent that is not contingent although the contingency is as likely to be political as economic. This is because the rent is embedded in the politics every bit as much as the economics of the political economy. It is accordingly a resource and an instrumentality in service of political ends (the pursuit of power, the rewarding of supporters, etc.) as well as – and as often despite – ostensible economic ends. We speak of the embeddedness of rents advisedly,
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so closely are they associated with the pursuit of power and the consolidation of power over time that they acquire a history, a culture (a set of understandings, values and preferences which govern their usage), and in due course a strong and entrenched institutional form. To capture these constellations and to facilitate their comparison, we speak of modes of rent-seeking. The term helps us to capture the particularity of rents and rent-seeking in one country since, although such practices (rents and rentseeking) are universal, the terms of the rents and of the rent-seeking are not universal. True they have their commonalties; but different histories, different cultures, and above these different responses to the universal problems of politics (how to create order and on what basis to establish authority), together with the use made of political (nonmarket) appropriations and allocations of resources in the search for and definition of solutions to these problems, are conducive to different modes of rent-seeking. And so to our hypothesis: different modes of rent-seeking lead to different economic behaviors and so ultimately to different economic outcomes. The first concern is to establish that it is in fact useful to speak of a mode of rent-seeking. A second concern is as much illustrative as persuasive in intent; it is to show that the Japanese and the Mexican modes of rent-seeking are different. The comparative approach is the more necessary here since the characterization of the Japanese rent-seeking requires a reexamination of some otherwise all but too familiar literature – cartels in particular and industrial policy in general. The comparison with Mexico is here very useful since it serves as a sharp reminder of the particularity of Japan and its institutionalized rent practices and helps to cast these in a new light. Another caveat is in order. Much of the Japanese literature revisited here and recast in terms of rents has been caught up in real world polemics about trade, trade barriers, and the like. So there will be something in what follows about cartels, the construction industry, and close government–industry relations (whether understood as a benign partnership of state and market for progress, ‘‘competitive collaboration,’’ collusion, corruption, cronyism or what have you). This is the home turf of the Japan-bashing literature but in no sense the goal of this inquiry. The goal here is to help to rediscover the ‘‘political,’’ to emancipate a political theory of rents. For too long now, much political economy has rejected political logic and sought to reduce the political to the economic. This results in a perspective in which states are neither political arenas nor configurations of power. They are, at best, more or less accurate facsimiles of the market. Intervention, it follows, is not then explicable in terms of power but, again, solely in terms of the market in respect of which it can anticipate, conform, correct and even substitute for, but outside of which it has no independent existence. Rents18 when viewed from the political end of political economy are not much more than another economistic appropriation of the political that presents as aberrant something which is the bread and butter of politics. Nonmarket allocations of resources are central to the pursuit and exercise of power in Japan and Mexico.
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Inevitably this has consequences for economics, for the firm, for labor. But, those consequences are often unintended and unwitting for all that; equally often they benefit from a posthoc reconstruction and justification in terms of ‘‘economic policy.’’ If there is a link to the economic (that is, to the behavior and success of firms), it is unlikely to be one to one, that is direct and unmediated.19 It is rather that political action driven by concerns with power and rule shapes the universe within which the firm must function and utility must be defined, explored and pursued. Nonmarket allocations of resources loom as large in the politics of Japan as they do in the politics of Mexico. It is this as much as anything else we wish to establish in this chapter. Beyond this, the puzzle is that the characteristic pattern of nonmarket allocations of resources (‘‘the mode of rent-seeking’’) in one country is compatible with a set of economic outcomes unlike that in another country. We need to know how the rent regime shapes the universe of the firm and what kind of response it elicits from the firm. At a minimum, this makes it possible to argue that difference in the modes of rent-seeking is a more significant element in the explanation of differences in the economic performance of the two countries than is the presence or absence of rents and rent-seeking.



The Mexican mode of rent-seeking: an overview In Mexico, a rent culture defined in the colonial period, renewed by the mestizo political culture and undisturbed by the Mexican revolution has linked spoils (the formally illegitimate pursuit of personal profit) and office. The office holder has learnt to be imaginative in the use of his office to create spoils. The office itself is bought and sold. Other offices at the disposal of the office holder are bought and sold. The office itself is seen as a means of access to spoils. In so far as it affords the opportunity to create or access economic positions (monopolies, licenses, concessions, and so forth) which generate rents, these positions (we call them rent vehicles while awaiting a better expression) can themselves be bought and sold, much as the rent generated may be consumed by the office holder or alienated for one reason or another. In short the rent culture in Mexico is characterized by an office–rent nexus. The rent culture has been institutionalized as a by-product of the search for institutional solutions to persistent problems of power and authority. In particular the presidential solution and the associated institutions of sexenio and imposicion tend to the institutionalization of the rent culture (for clarification see later). In respect of the Mexican mode of rent-seeking the result has been a tendency to maximize the quota of rent vehicles so as to maximize the possibility of securing spoils. The possibilities for expanding the quota of economic positions that generate rents have been increased by revolutionary nationalism that required a leading role in the economy for the state and the government. In Mexico more state intervention has meant more rent. The mobilization and deployment of rents as the basis for securing
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political support has pervaded all areas and levels of society from grand privatization schemes to shoe-shine licenses. The tendency has been reinforced and underpinned by other deep-seated informal institutional practices, particularly patron clientelism. The proliferation of rents has tended to the following: a limited redistribution of resources (limited in that it is largely confined to political, business and bureaucratic elites and their supporters); a dissipation of resources (these have been scattered far and wide and according to noneconomic criteria); and, from a developmentalist perspective, the erosion of steering capacity, not least since (as we have noted) office is seen as saleable and so as an end in itself, or at best as a means of access to rents at least as much as it is seen as bearing a public meaning and as carrying a properly ‘‘official’’ function and responsibility. This severely constrains how policy will be understood (as a means of generating rents). and implemented (as a means of generating more rents). The erosion of steering capacity has been exacerbated by the design and duration of the rent positions (or rent vehicles as we have defined them). Those seeking political support encourage a proliferation of rent-generating positions so as to maximize the number of supporters who may be rewarded. Equally, the political and the bureaucratic elites have little interest in the allocation of rents and rent positions on a temporary basis, which is the indispensable means of retaining steering capacity and of ensuring performance by means of the threat to withdraw the rent in the face of nonperformance. This is not because the office holders are feckless or corrupt, rather it is that the sexenio circumscribes their time horizons. They will hold office only for the duration of the sexenio and accordingly are prepared permanently and unconditionally to alienate rent-generating positions and with it something of the instrumentality of the state. Supporters come to own the rent position. More importantly still the opportunities of profit afforded by this mode of rent-seeking have encouraged the firm to concentrate its efforts upon the state (that awards the rent positions) and to aim at the capture of rents rather than to focus upon the market and to seek to secure competitive advantage there. In short they engage in rent-seeking rather than profit-seeking. Neoliberal economic reforms have not significantly changed the Mexican mode of rent-seeking. The office–rent nexus remains in place and privatization has created new resources and new opportunities for rent-seeking. This has reinforced a tendency to economic concentration and the constitution of sectoral monopolies and duopolies in which the major firms from the ISI epoch have been the principal beneficiaries.



Historical origins of the Mexican mode of rent-seeking It has been said that politics is the easiest and most profitable profession in Mexico.20 The broad lines of the Mexican mode of rent-seeking were fixed more than one hundred years ago. The predicate of the mode of rent-seeking
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was an understanding of politics as the pursuit of office and of office as the means to personal enrichment. Hansen puts it neatly: The men who rule Mexico today, their goals and values, their political apparatus, and the policies for which they are responsible, are best understood in terms of the nineteenth century mestizo political heritage. That heritage construed politics as an avenue to socioeconomic mobility and personal power.21 This is startling in two ways in a comparison with Japan. To begin with the difference in the two conceptions of politics is dramatic. Political scandal and corruption are no strangers to Japan’s shores but these are rarely explicable in terms of the pursuit of personal wealth. Personal enrichment is not the goal of office. Personal power is inevitably one of the goals of Japan’s politicians but not as the means to personal enrichment. It is the game itself that is the purpose, the end, the justification and the reward of political office. Former Prime Minister Nakasone expressed it with admirable candor: ‘‘For all politicians, all politics comes back to how can I form a cabinet and how can I bring the cabinet down?’’22 The game is not to be enjoyed in ostentatious display, even by the most elevated; and so the kagemusha, the man behind the scenes, the wire-puller, the king-maker captures rather better the Japanese image of power. This is a rather ascetic tradition of rule. Japan’s politicians are not caudillos on horseback. Things are not so very different for holders of bureaucratic office. Indeed the post-retirement bureaucrat is rich recruiting ground for Japanese politicians and many bureaucrats anticipate a career in politics after their (relatively) early retirement. In the first instance, however, Japan’s bureaucrats choose to be bureaucrats as a career and only after examination. A certain socioeconomic advancement may well be anticipated in the choice of career but office is a mission to rule, not the key to (even) the petty cash. There is nothing holier-than-thou about this. Their salaries are well known, the material trappings and privileges which attend each and every office are equally well known and are minutely monitored by the parallel hierarchy of eagle-eyed bureaucratic wives who can spot an irregularity from a great height. There is little possibility of getting away with the exploitation of office for personal gain even if this was desired. No less striking (from a Japanese perspective) is the weight of history in the Mexican present – particularly the persistence in the modern state of the political architecture of the nineteenth century. Japan has fashioned and refashioned itself so often and for so long that one is tempted to speak of change as a Japanese tradition. The modern state was created precisely in response to the need to change and adjust to the modern world, and was carefully and deliberately modeled on the modern European state. Mexico, its poets and intellectuals tell us, was born ‘‘with its back turned to the modern world.’’23 It is a country where ‘‘the weight of the past has sometimes been more present than the present itself, where history endures and the
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whole past is a pulsing present.’’24 The difference is manifest (albeit prosaically) in the date of the origins of the two modes of rent-seeking – that of Mexico is buried deep in nineteenth-century history and that of Japan as will be seen is a much later creation. Rent-seeking under colonial rule The office–rent nexus is no exception to the rule of history in Mexico.25 ‘‘Office’’ was the privileged point of access to, and control over, a variety of rents and so became a freely traded commodity. Hansen tells us that ‘‘the use of office for personal enrichment had for so long been a norm of elite behaviour that a guide book for political aspirants, written in 1777, detailed the proceeds which colonial offices were thought to be worth.’’26 The usage was institutionalized to the extent that there was a market in offices and their prices were well known. As a matter of routine, offices were purchased and sold. Indeed there was even a practice of buying an office as a speculative investment, tendering other offices in payment. ‘‘Under Spanish rule the crown was defrauded from the highest office to the lowest, and the forms which ‘corruption’ took defy enumeration.’’27 In short, at the moment of independence office was understood to be a means of personal enrichment. Independence was a moment at which conceivably this understanding of office might change since one could argue that it was one thing to defraud a distant, alien colonial oppressor but quite another to defraud the government of the newly independent nation. But in fact there was no nation, there was no legitimate authority of any sort, and so no prospect of, or reason for, change in the way office was viewed. ‘‘There were Indians, castes, nobles, priests, merchants, lawyers but there were no citizens.’’28 The conclusion was inescapable to contemporary observers: ‘‘In Mexico that which is called national spirit cannot nor has been able to exist, for there is no nation.’’29 To exacerbate matters there were deep-seated and bitter divides within the political classes. On the eve of independence the principal beneficiaries of the office–rent nexus were the so-called peninsulares, a small but politically and socially superior minority whose members had been born in Spain. The peninsulares controlled high colonial offices in the church and state, and used these to secure monopolistic rights to trade and to administer government monopolies such as tobacco processing. The peninsulares were bitterly resented by the much larger (twenty times bigger) Creole group of whites born in Mexico, whose exclusion from high office severely limited their opportunities for upward social and economic mobility. It was precisely such social and economic exclusion that drove the Creoles to seek independence. It is then not at all surprising that once empowered the Creoles were little inclined to break the linkage between office, rents, and enrichment. Creole dominance of post-independence Mexican politics was short-lived. They were to be displaced by groups who having suffered even greater
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exclusion and alienation were the hungrier for office and the prospects of rent it afforded, and they were commensurately deaf to any appeal, even if such had been forthcoming, to break the office–rent nexus. Larger still, lower still, more systematically excluded from office still were the members of the castas (one-third to one-half of the population in 1821), the children of racially mixed liaisons. The largest group of these were the mestizos, children of Spanish Indian parentage. For the mestizos on the eve of independence social rejection, from above by the whites and from below by the Indians, was compounded by legal exclusion from political office and professional practice, exclusions which even extended to certain residential areas. The mestizos came to power in a period that has been characterized as one of ‘‘ephemeral alignments for a massed assault on the treasury.’’30 The institutionalized understanding of office as a means to wealth through the exploitation of rents which dated from colonial times was renewed, reinvigorated, and prosecuted with energy. The pattern continued, only the beneficiaries changed. Rent-seeking under the porfiriato The consolidation of the mestizo stranglehold on politics by the end of the century entailed the consolidation of rules of the game which linked office to rents and which defined loyalty as a commitment to the man who at the moment appeared most likely to promote one’s own fortunes. We can note that the rules of the game did not reward dedication and loyalty to institutions and ideas. The nature of loyalty conditions the prospects of authority. The man who is the beneficiary for the moment of the rent-seeking calculus of the follower can secure his authority only by rewarding the loyal follower. The rules of the game did not allow for symbolic and ideational rewards but they demanded substantial material rewards. In short, figures of temporary authority who wished to consolidate their authority and to have it endure over time were obliged to generate a flow of resources to satisfy their supporters.31 The resources are material. They include loot, plunder, spoils, and rent-generating economic positions, and with the consolidation of the state and the routinization of power over time the importance of the extraordinary extractions (that is to say, loot, plunder and spoils) declined and the importance of rents increased.32 In the process, these intermediary figures reinforce, that is reinstitutionalize, the office–rent nexus. In turn those who would wish to centralize and institutionalize power at the highest level, that is, the state builders, are required to take account of these ingrained practices at lower and intermediary levels of the political hierarchy. The acme of these endeavors is represented by the porfiriato. Here we are witness to an extraordinary exercise in state-making that built upon the office–rent nexus to construct the state and that in the process consolidated the office– rent nexus as one of the key structures of the state. The strategy of Diaz was simple: (1) ignore those individuals and groups that lack the capacity for
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effective political action; (2) buy off all those politically active groups and individuals that can be bought; and (3) liquidate those that cannot. Central to the strategy was the cooptation of those forces that incarnated the patterns of loyalty and authority predicated upon the office–rent nexus which is at the heart of the mestizo political culture. Those forces were the mestizo caciques who dominated certain regions and who had risen to power in the federal army. They were granted state governorships jefaturas politicas (district political offices) and military commands which provided ‘‘ample opportunity for personal enrichment,’’ specifically through the award of rent-generating positions (monopolies on gaming establishments, houses of prostitution, supply of food and clothing to the army, etc.).33 In short, the award of economic rents and direct material rewards to compensate for the loss of political authority was a critical state-building technique. Rents were deployed in service of the consolidation of the state and only secondarily to promote economic development. The ordering of priorities is the same, we hypothesize, a century later. State subsidies, tax exemptions and monopolies were distributed as compensation for exclusion from office. And the quota of offices was itself expanded. The bureaucracy grew 900 percent over a period of fifteen years to create offices with which to reward the literate mestizo elite. It is not for nothing that this has been termed the ‘‘triumph of the mestizo.’’34 Rent-seeking and the Mexican Revolution It might well be thought that the Mexican revolution would constitute a major assault upon these practices and institutions. Certainly there was a highly idealistic and altruistic element in the revolution which would seem antithetical to the systematic linkage of office and rent we have described. This element found its peak expression in the Queretaro constitutional convention of 1916–17 which wrote what has been described as the then most liberal constitution in the world, a liberalism subsequently evidenced in the reformist zeal of the Cardenas presidency (1934–40) which witnessed the redistribution of close to one half of the nation’s arable land away from the hacendado aristocrats and foreign owners to the benefit of Mexico’s peasantry and the espousal of the cause of industrial labor. And yet not for nothing has this been described as the mestizo revolution. The collapse of the regime of Diaz did not wipe clean the institutional slate nor eliminate the local sense of the meaning and object of politics. The kind of practices we have described – the nature of loyalty, the associated possibilities of authority, the linkage between office, rents, and enrichment – remained very much alive and well. The revolution had not created radically new loyalties and new commitments to different institutions pursued without regard to rents for nationalist ends. Indeed what was at issue was not the linkage itself but rather access to office; who would have access to office and so access to rents. As a result ‘‘from the very beginning the drive for social and
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economic mobility and political power on the part of the revolutionary leaders made a mockery of the revolution’s own slogans, and turned institutions for reform into engines for personal advancement.’’35 In the same vein, Camin and Meyer36 note of the revolutionaries in Sonora: If the revolution had not come along, all of these men would have been half-successful as managers, merchants, and farmers, but they would not have had a means to achieve – beyond political prominence – the social and economic status of the Porfirian oligarchy, to whose displacement and, at the same time, emulation they devoted themselves from the positions and with the resources that the revolution placed in their hands. In brief, this was a revolution to conquer rather than to remove the office– rent nexus. The Mexican mode of rent-seeking under democracy Another potential source of challenge to the linkage of office and rent was democracy itself. But despite the pretensions of the 1917 constitution, democracy did not pose a fundamental challenge to the mestizo understanding of office, loyalty and authority. Democratic institutions and democratic practices could command neither respect nor effect in a world in which soldiers ‘‘simply shot their way into office’’ and presidents were removed from office by murder. Even in a later period after 1940 when the formal institutional arrangements for the peaceful transfer of power were in place, the continued practice of imposicion – the practice whereby the president designated his successor – undermined the legitimacy of a democratic alternative. In short, rival conceptions of office, loyalty and support were without the requisite second-order infrastructural support. The picture with respect to the mestizo political culture was very different. Here the institutions and practices we have described enjoyed the requisite institutional support and had an organizational vehicle which ensured their passage and survival. This was the federal army. In the absence of rival and legitimate political institutions the military remained the dominant political force for the next thirty years. The army was itself deeply divided and fragmented but each of its elements was predicated upon, and so sustained, the understandings with which we are concerned. Generals became governors. Military caciques used the menace of violence to secure beneficial accommodations with office holders. And office was used to secure rents. The examples are legion and embrace all of the leading figures with a prominent role in the state-building endeavors of the 1920s and 1930s. The classic trajectory was from revolutionary general to minister of state and so to millionaire businessman: General Juan Almazan became Juan Almazan, Minister of Public Works and Communications, and subsequently
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Juan Almazan construction and real estate multimillionaire. The linkage army–office–rent was replicated at the gubernatorial level. As the praetorian period in Mexico came to a close (the military rebellion of 1929 was the last and also this was the year in which Calles, the architect of the Mexican state and another substantial beneficiary of the office–rent nexus, organized the official party which signaled the final consolidation of federal power in a peaceful embrace which was to be unbroken for the next four decades), four of the five leading Mexican generals from 1929 to 1935 were millionaires and half of the governorships and cabinet offices were held by other generals. By 1946 (the end of Avila Camacho’s presidential term) the revolution was no longer a force for change, while ‘‘its historical prestige and the aura of the profound transformations it produced continued to lend legitimacy to Mexican governments in the second half of the twentieth century.’’37 And we might add while the revolution legitimized these Institutional Revolutionary Party (PRI)-led governments it quietly and positively sanctioned the practices that undergirded the state of which they were in possession and secured their daily operation, namely the office–rent nexus and the Mexican mode of rent-seeking.



Contemporary institutional reinforcement of the Mexican mode of rent-seeking and the presidential principle Societies learn and change. Earlier practices and institutional arrangements become outmoded, discredited, or simply irrelevant. This seems not to have been the case with the Mexican mode of rent-seeking which, as we have noted, has been fixed in its broad outlines for more than a century. The explanation afforded us by Mexico’s intellectuals is the particular weight of history in Mexico, a country in which it is widely acknowledged that much of the political architecture of the contemporary order has deep roots in the past. A more conventional social science approach looks to a contemporary support for the persistence of even historically sanctioned practices and is comforted to find it. Such comfort is to hand in the Mexican case where there is a powerful contemporary institutional reinforcement of the mode of rent-seeking. In particular, presidentialism and the institutions that derive from it ensure the continuing relevance and so secure the survival of the mode of rent-seeking and its predicate, the office–rent nexus. Presidentialism, like the office–rent nexus, is coeval with the Mexican state, and again much as the office–rent nexus, one of the building blocks of the modern Mexican state. The concentration of power and authority in the person of the president was the solution to the problem of the fragmentation of power following the sudden collapse of authority in Mexico and elsewhere in Latin America after independence. The president was
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a powerful secular analogue for the monarch and also congruent with other entrenched models of personal rule, specifically the caudillo and the cacique. The president is the capstone and foundation of the Mexican political order. The Mexican president is and continues to be all-powerful,38 so much so that he is likened to an absolute but temporary monarch (‘‘temporary’’ since he is required to step down after his six-year term of office).39 The Congress has considerable constitutional powers but until very recent times has rarely challenged presidential authority.40 The president has the initiative in policy-making, he has nigh on absolute and exclusive control of the federal budget and extraordinary powers of legal discretion – the power in practice to decide whether laws would be applied or not and to whom they would be applied, if applied. The potential link between the president’s (own) office and rents is readily apparent, and as will be seen in the section on ‘‘rents and neoliberal reform’’ very real. Moreover he enjoys ‘‘an enormous power to reward, punish, and distribute income’’ to others. His office commands access to the biggest of rents and he distributes as many as 10,000 offices that are themselves linked to other rents.41 His powers of appointment extend de facto to the legislators themselves. As head of the official party (that is, until the election of the non-Institutional Revolutionary Party candidate Vincente Fox in 2000), he literally appoints congressmen and senators or else delegates his power to appoint several legislators to an important personage in return for political support – elections are controlled by the president and his minister of the interior. Thus legislators are not in a position to question the president and in fact there is no reason to do so. They do not really represent any district or state and therefore do not have any constituents to satisfy. The fact that they cannot be reelected for a succeeding term (see below for the principle of no reelection) means that they have little drive to win public approval for taking a stand against the president. Once a politician leaves Congress, he is dependent upon the official party of the ‘‘revolutionary family’’ for a new post. Hence loyalty is to the party and not to the people. So all encompassing are the presidential powers, so vast are the rents that can be harvested that a safeguard of limiting his tenure to one sixyear term of office (the sexenio) has become a powerful convention of rule in Mexico. One unanticipated consequence of this norm has been the institutional reinforcement of the Mexican mode of rent-seeking and particularly of the office–rent nexus. When the president comes to office he appoints the whole rank of senior bureaucrats, the great majority of whom will leave together with the president at the end of the sexenio. These are not career bureaucrats. Neither do they enjoy a guarantee of other employment following their six years in the sun. The consequences are readily imagined. Simply put, officials have (less than) six years in which to secure their lifetime income and to guarantee a post-sexenio life (status, position, belongings, wealth). The means to this is the exploitation of office
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by the sale of access and of rents. Camin and Meyer describe this rentseeking bureaucracy well: The bureaucracy is a scenario for discretionary income, an occasion for personal enrichment and for the net transfer of public resources to private hands, a transfer that usually transforms politicians into business leaders, or simply into rich people, who abandon their public activities in order to concentrate on their private activities.42 What is the status of such practices? Ramon Beteta, Minister of the Treasury Department under President Miguel Aleman (1946–52), distinguishes carefully between outright theft which is not institutionalized, and the routine mechanisms which link office to rents. Thus he dismisses as absurd the charge that he took the gold reserves of the Bank of Mexico with him to Europe when he went there as ambassador to Italy from 1952–58 but points out the variety of ‘‘perfectly legitimate’’ ways in which public officials receive higher incomes than are afforded by their salaries. These include inside knowledge. For example, a public official knows that a highway is to be constructed. He also knows the person in charge of building or directing the work. He can buy, directly or indirectly, the land that will be affected by such a highway and thus obtain an advantageous position. The treasury minister receives a relatively low salary, Beteta tells us [5,000 pesos a month], but he also receives expenses for representation . . . let us say 3,000–4,000 pesos a month. But besides he is a member of the board of directors of Nacional Financera (the government development corporation), the Bank of Mexico, the railroads, Petroleos (the national oil industry), and of many of the decentralized organizations which frequently practice the custom of paying a share in profits earned during the year. One can receive about 100,000 or 150,000 pesos in a year from one of those agencies as participation in profit sharing. This is perfectly legitimate for all concerned.43 The routine of buying office or of securing it through political connections so as then to milk any associated rents has spread over time to all levels of the state, including the police force and to a vast array of parastatal organizations. As one commentator notes: There was no civil service concept in most of Mexico’s police forces: You were hired off the street by a police chief, became his prote´ge´ and most often lost your job when your protector was fired, transferred or retired. For many this was an incentive to steal as much and as fast as possible. The minute a new police chief was appointed, he was likely to bring his own friends to replace you and other members of the old family.
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Your best hope was to buy your job (an interesting echo of the old colonial practices to which reference has been made) – by paying your superiors the going rate for your position.44 Workers in parastatal organizations such as Telmex (which until its privatization in 1991 was a majority-owned noncontrolled parastatal that held a renewable exclusive concession to operate public voice telephony) understood their office in much the same way as a license or rent. Access to telephone repairs was sold independently of Telmex. Even line installation was governed by informal rules laid down by the telephone workers who have also operated elaborate informal maintenance contracts with large users outside of the jurisdiction of the company. A senior Telmex executive has been quoted as saying that the allocation of lines was virtually a black market over which senior management had little control.45



The impact of the office–rent nexus on the strategy of the firm46 We have seen how office is linked to rent in Mexico. We have also seen how rents have been used by office holders in their efforts to extend and to consolidate their power. Indeed it can be argued that the ability to extend and to consolidate power in Mexico came to depend upon the generation of rents. Even today the expectation in the personalistic politics of Mexico persists that loyalty is owed to the patron who affords the greatest potential return upon the investment of that loyalty and that, conversely, the establishment of authority depends upon the distribution of goods and services to loyal followers. This fundamentally conditions the approach of power to the economy in Mexico and comes over time to constitute a powerful pull factor which encourages the firm to look to the state and not to the marketplace as the arena in which to secure profit. Pull factors: ISI and the creation of rents Beginning in the late 1880s import duties on manufactures jumped sharply. This was not evidence of commitment to a new policy of ISI. Far from it. Whereas particularistic intervention in the economy was to become habitual, the idea of economic policy that is of generalized intervention was explicitly rejected.47 The rationale for the hike in import tariffs was twofold: they permitted revenue raising by the fledgling state which was desperately short of fiscal reserves,48 and they created rents which could be deployed by the state to generate support by rewarding and coopting potential opponents. Federal concessions in the form of tax exemptions for business were used in much the same way. Most of the country’s major manufacturing companies had a tax exempt status for anything up to thirty years and a minimum of seven years with no expectation that the company would ultimately be
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expected to compete by price on the world market. By 1893 any new industry capitalized at over 250,000 pesos was exempted from direct federal taxes and from customs duties on the machinery and other materials needed to erect their factories. To extend the largesse the capitalization requirement was reduced to 100,000 pesos in 1898. Toward the end of the century monopolies were regularly created and new exemptions included domestic production taxes and duties on intermediate and capital goods imports. Again there was no linkage to world prices. Indeed knowledge of world prices was used by industrialists to increase the import barriers. For example, US Steel Co. sold at below cost in Mexico to kill off Fundidora Monterrey, Mexico’s new steel company (at 50 percent of total costs of production, transport, and marketing). Fundidora used the information to get a hike in the tariff protection.49 Push factors: overcapacity and the underutilization of capacity Initial manufacturing technology was imported: the new steel mills, cement factories, beer breweries were equipped with foreign technology. The technology was developed for large batch production which was predicated upon large markets and constant demand – conditions which were absent in Mexico. One of the principal reasons was that the labor force was small (in 1895 the population was about 12.6 million of whom 4.8 million were in the labor force, maybe two million in manufacturing) and poor (the minimum wages for those engaged in agriculture) – 62 percent of the total workforce in the first decade of the twentieth century earned about US$0.19. Twelve percent employed in manufacturing earned about US$0.23 per day. The income of workers was so low that the consumption of cotton cloth was highly sensitive to the fluctuations in the price of corn which along with beans and chilies were the dietary staples. There was no middle-class market because there was no middle class except for a few bureaucrats and professionals – about 8 percent of the total population.50 A tiny group of financiers, merchants and hacendados (1 percent of the population) controlled the lion’s share of national income and wealth. This group had a very high propensity to consume fine imported goods from Europe but purchased very little in the way of domestic manufactures. The result was that, in terms of the market for consumer goods, Mexican industry was almost entirely dependent upon production for the working class whose income did not permit them to consume much more than inexpensive consumer nondurables like coarse cotton cloth, cigarettes, soap, beer and other low-cost items. The intermediate goods market was shallow – simply three or four industries – and a handful of companies had little prospect of growth given the disarticulation of the intermediate goods market and the consumer goods market. The market for intermediate goods was in respect of activities related



Modes of rent-seeking



167



to primary product production and transport (steel rails for railroads, steel structural shapes and cement for port construction, mining, and so forth). This intermediate goods market was not linked to the consumer goods market, with the result that it was almost entirely dependent upon a few large export-oriented mining petroleum and transport companies and the government for its existence. In consequence the market for intermediate goods was even shallower than that for consumer goods. Mexico’s producer goods industry did not manufacture intermediate inputs for the consumer goods sector. The consumer goods industry imported almost all of its capital goods and intermediate products from the USA and Europe. Thus from the first Mexico had excessive capacity in these industries. The result inevitably was the expensive and inefficient underutilization of plant (the cement industry’s big three firms were run as low as 30 percent capacity in some years and until the late 1920s rarely higher than below 50 percent). High fixed costs were spread over a small amount of production thereby increasing unit costs of production much more than would have been the case had plant been used at something closer to capacity. Underutilization also damaged the technology (fire bricks in cement plants and blast furnaces) also boosting unit costs and creating delays. The spatial distribution of excess capacity forged another link in the vicious circle, for example in 1910 transport costs were so high that say, cement could only be sold in a radius of 250 km. The cement industry was thus segmented into regional markets, each of which required plants with the consequence that in the face of underutilization, capacity was actually increased. Start-up costs were higher: imported capital goods meant that Mexican industrialists had higher start up costs than did the industrialist in the advanced countries.51 Low labor productivity was low in textiles at least and exacerbated by critical skills shortages. Even low wages did not offset this – in Mexico the cost of production of cloth was 19 percent higher than in Great Britain. As a result a large part of Mexican industry was structurally inefficient from the beginning.



The strategy of the firm: from exports to political closure Exports Since there was no realistic prospect of the domestic market consuming the excess industrial product, the initial response of manufacturers under the porfiriato was to develop an export strategy. In 1902–3, a fact-finding mission of Mexico’s most prominent merchants and manufacturers with government backing went on a trip to Brazil, Uruguay, Argentina, Chile and Peru in search of markets for Mexico’s excess industrial production. They learnt to their surprise and unhappiness that their goods were not competitive in the Southern Cone. They had little to offer in Latin America that the other countries did not have already. Apparently the fact-finding mission was
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shocked to discover that Brazil had a textile industry and that Cuba had a beer industry – that the technology that Mexico had purchased in the USA and in Europe had also been bought by Brazil and Argentina, and not least that the other Latin American economies were protected by high tariff walls just as was Mexico’s. To exacerbate matters there was no domestic merchant marine (the Mexican population lived in the center and communication via coastal or riverine transport was never important). Even with the offer of government subsidies it proved impossible to interest European shipping firms and shipping was critical. Mexican industry developed near the major population centers in the interior, with the consequence, for example, that in the port of Tapioca, a major user of cement, it was cheaper to buy cement manufactured in England and shipped by ocean from Liverpool than to purchase it from a Mexican producer several hundreds of miles away who shipped by rail. As a result, the cement industry in Mexico which had the capacity to supply all national needs never had more than 47 percent of the market during the porfiriato; a successful export program would have required the relocation of manufacturing to the ports. The mission learnt that access to a well-integrated banking system enabled the foreigner to afford long-term credits to their South American customers on very favorable terms (with interest rates lower than in Mexico), that they even arranged for payment in raw materials which Mexico could not do because it had itself very much the same raw materials. When Leon Signoret, the organizer of the mission and a leading industrialist, returned home he was a sadder but wiser man and wrote that ‘‘given the prevailing circumstances, Mexico should renounce the idea of exporting to South America as a way of benefiting its industry.’’52 Closure: exports versus domestic oligopoly and monopoly The response of the firm to the problem of overcapacity, given the impossibility of exporting at this stage, was to seek to monopolize or oligopolize the domestic market: a few giant firms would carve up the market between them, discourage new plants from coming on line, and stiffen their control of pricing and production. There was inevitably an important role for the state in this but the strategy was not exclusively political. Firms sought not so much a strategy of import substitution but looked to their comparative advantage vis-a`-vis imported goods from abroad. Thus the San Rafael Company sought to specialize in newsprint, the bulk and low price of which made it expensive to ship from abroad. In higher value goods the transport cost advantage was lost and these markets were conceded to the foreigners. Fundidora locked up the market for structural shapes and steel rails by means of import controls awarded by Diaz, competed in the market for steel ingots, and conceded the market for tubing, sheeting and other flat rolled products. In glass, the Vidriera Monterrey glass works in the state
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of Nuevo Leon was an example of closure by virtue of the purchase of a technology monopoly. In dynamite, Dinamita y Explosivos had a 100 percent monopoly as a result of government action. In the beer industry, comprehensive import substitution occurred and foreign beers were pushed out of the market. (Beer is possibly a special case because of its perishability. It is generally an import-substituting success in Latin America.) But by and large the concern was not to substitute for imports but rather to eliminate small-scale local competition in that area of the market identified by the large firm as one in which it enjoyed a comparative advantage vis-a`-vis foreign imports. These were giant firms from the moment of their founding and their initial capitalization was in the millions of pesos. We are not talking about small firms that have slowly come to prominence. They were joint stock companies (not traditional family firms) which went public early and whose shares were traded in Mexico City, Paris and Geneva. Where did the start-up capital come from? The banking system in Mexico even in the early twentieth century was small-scale and underdeveloped. The debt equity coefficients of major firms were low, and evidence that corporate borrowing was not a significant source of finance for manufacturing development. Foreign capital, although some was raised on the European finance markets particularly in Paris and Geneva, was not the single most significant source of industrial finance. Merchants (twenty-five in number) who had made their fortunes importing expensive foreign consumption goods for a small elite over time became financiers and informal bankers, and took over manufacturing. They were the only group in the country that had sufficient liquid wealth to capitalize the type of large-scale industrialization that Mexico was undertaking (a smaller group of Mexican merchant-financier-manufacturers developed in Monterrey). They were locked into relationships with the state. It was they who subscribed to the government’s treasury bonds. They sat on the boards of the government’s most important financial institutions. They represented the government in international financial markets when it sought to borrow abroad. They controlled the emission of paper money through their ownership of the Banco Nacional de Mexico (there was no governmentrun central bank at this time). They shaped national monetary and exchange rate policy through the seats they occupied on the Comision de Cambios y Monedas. And they held the strings on the flow of international loans to the Mexican government through their connections to the major banks in Madrid, Geneva, Paris and New York. They used these linkages to structure the market, to fix the range of products, and the organization of production in order to avoid competition. To quote Haber, ‘‘Their experience lay more in the ruthless manipulation of the market and of the state than in innovating new processes or techniques of production.’’53 They also occupied a privileged political position, as well as being the economic backbone of the Diaz dictatorship. They were therefore well positioned to obtain tariff
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protection and subventions and well able to enlist the support of the state in limiting domestic competition. The weakness of capital markets together with the absence of industrial development banks kept other groups from challenging their grip on industry. They used a range of anticompetitive practices to monopolize their sector to preclude the possibility of new entrants. These included monopolizing essential factors of production, for example, vertical integration to monopolize raw materials, exclusive ownership of patents for critical technologies, and mergers so as to absorb the competition and not least to extract from the government structural advantages for themselves and tariffs on others (Dinamita first demanded that explosives be taxed and then demanded an exemption). The long-run significance of this is that these are merchant financiers whose principal talents lay in making deals to protect their monopoly positions and in manipulating the economic apparatus of the state to provide them with protection from foreign competition. They knew little about production. They did not compete on the basis of innovations in manufacturing technology; they were manipulators more skilled at rigging prices, structuring the market so as to avoid competition. They colluded rather than competed.54 In short, they served as the perfect reinforcement for the iron link between office and rent ingrained in the mestizo political culture and hard-wired in the state-building exercise. The persistence of the office–rent nexus in the administration of import control policy, 1940–1970 The comprehensiveness and particularity of government regulation of the economy, together with the willingness of the state to award rents in return for political and pecuniary support, encouraged the firm to focus its competitive strategies upon the state rather than the market. As we have seen, industry has had reasons of its own for favoring this state-centered rather than market-centered strategy. Surprisingly at first sight, the disruption of the revolutionary decades did little to disturb this pattern. More important, perhaps, was the dislocation of supply of foreign products consequent upon the Second World War which allowed much more domestic take-up of the hitherto underutilized industrial capacity. Indeed much of the original spur to growth in the heyday period of 1940 to 1970 began precisely as a result of a more effective use of existing capacity. There is considerable evidence that the state remained a major determinant of firm strategy after 1940 and throughout the growth period to 1970. Nobody who has had any dealings with the Mexican authorities can have failed to notice the enormous amount of paperwork and time involved in simple operations such as registering a car for ownership.55 Indeed the Mexican government is quite happy it seems to adopt measures such as its import license scheme which are actually predicated upon the
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requirement of a large number of individual decisions. So frequent is the necessity of recourse to a government ministry for an individual decision that not only the strategy of the firm is affected but industrial location itself is. Government is in Mexico City and so business is perforce in the Valley of Mexico. When we look more closely at the system of protective controls in this period we find a pattern characteristic of Porfirian industrial development – in particular, the preference for particularistic regulation, a system of detailed discretion and widespread reliance upon a concession and exemption scheme with all its attendant political advantages. Particularistic regulation, discretion, concession and exemption are the hallmarks of the regulatory culture of ISI in the 1940–70 period. The privileged instrument of ISI is protection which depends in turn upon import licenses and tariffs. Tariffs The use of these persisted throughout the high growth period. Their real purpose in the eyes of some commentators is not protection but revenue raising. Taxes on imports have been a major source of federal revenue throughout the post-independence period. From 1868–1934 they were the single largest item on the revenue side of the federal budget and were only once less than 10 percent of total federal revenue in any year to 1963. They were eclipsed as the single largest source of federal revenue briefly by taxes on industry in 1940 (18.1 percent as opposed to 21.5 percent of total revenues) and thereafter by rising returns on income tax (within the range 18.5–27.8 percent in the twenty years from 1943 to 1963). The level of tariffs on agricultural mineral and fuel product imports is low (0–12 percent) and high on manufactured goods (20–70 percent).Tariffs on individual items are often much higher, particularly those on durable consumer goods. Import licenses Import licenses were first introduced by President Camacho in 1944 although implementation of the scheme did not begin until 1947.56 Implementation of licensing at this time was triggered by a balance of payments crisis. Indeed as the balance of payments crisis eased so did the application of license-based controls in 1951. Since 1954 the system has been greatly extended and import licenses have come to play a much greater role in protection policy than have tariffs. Thus whereas in 1947 controls applied to items totalling 18 percent of Mexican imports, by 1964 65 percent of all imports were subject to license control (Table 6.1). There was subsequently a very rapid rise both in the number of tariff fractions and in the number of tariff fractions subject to control. In mid-1966 about 60 percent of the then 11,000 tariff fractions required licenses, and both the number and proportion continued to climb.



172



Richard Boyd



Table 6.1 Proportion of controlled imports in total, 1956–64 Group by sections of tariff classification



1956 1957 1958* 1959* 1960 1961 1962 1963 1964



Total Food Drink and tobacco Raw materials Fuels and lubricants Fats and oils Chemical products Manufactures classified by material Machinery and equipment Manufactured goods Arms and munitions



27.7 18.8 45.2 23.4 4.0 76.2 37.3 47.5



35.1 4.4 47.6 27.5 40.4 71.3 39.3 54.4



42.5 66.7 34.2 39.6 39.5 57.1 43.9 50.0



43.2 25.6 20.0 36.1 95.5 83.2 42.7 57.3



37.8 28.2 33.1 39.6 91.8 73.7 41.3 54.5



53.6 46.7 23.2 41.1 87.6 93.5 67.8 66.7



52.5 63.3 65.4 65.8 83.6 64.1 99.9 100.0 99.9 71.1 68.3 62.9 92.0 86.2 83.6 67.0 72.7 76.6 44.8 45.1 55.9 68.3 63.7 60.4



25.3 36.1 8.5 12.8 44.0 45.1



39.5 16.8 36.9



42.3 17.6 51.3



33.4 50.1 48.6 15.7 21.5 28.3 52.8 79.0 18.4



67.6 71.0 27.4 30.4 56.4 36.1



*These was a new sexenio between 1958 and 1959. Source: Julio de Leon Figueroa, El control directo a las importaciones en Mexico, thesis for Mexican National University, 1966; cited in T. King, Mexico: Industrialisation and Trade Policies since 1940, Oxford: Oxford University Press, 1970, p. 77.



The following characteristics of the regime can be noted: 1



2 3



4 5



6



Applications for import licensees on specific items come from private manufacturers who include existing manufacturers anxious merely to consolidate their domestic position and potential manufacturers looking to create a domestic market for a good (by excluding imports) prior to the commencement of manufacture. The award of a license can be motivated by the desire to create a monopoly import position. Price is not a factor in the decision to award a license. Instances of a manufacturer failing to put a product on the list for price reasons are hard to find.57 In other words, the domestic producer can charge whatever the captured local market will bear confident that there is no alternative import to hand. Once on the list of products for which licenses are required a product is rarely removed. The combination of (3) and (4) – that is, indifference to the relative price of the domestic product and the world market price in the decision to grant a license, and the practice of granting license protection in perpetuity – effectively vitiates import licenses as an instrument of infant industry protection characterized by the buying of time for a young industry as it seeks to overcome the costs and inefficiencies at start-up and aims to become competitive in the global marketplace. The rate at which licenses were granted in the 1960s was over 3,000 a week. The more important the concession to be granted (e.g., the proportion of parts that the auto industry will be required to produce locally)
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the more likely the decision is to be in the hands of the chief executive – that is, the Mexican president. Experienced importers do not seem to have much difficulty in getting what they want unless there is a balance of payments or a serious inflation problem, as in 1955–58.



The Mexican mode of rent-seeking, 1970–82 The ‘‘honeymoon period of easy import substitution and the displacement of foreign investment’’ came to an end in 1970.58 Signs of trouble in the marital bed were already evident: true there had been strong growth but prices were so inflated by protectionism that the capacity of the domestic market to absorb more production slowed and with it growth slowed. There was no turn to exports. Infant industries, cosseted and comforted with rents, were neither willing nor obliged to grow up and to confront the rigors of world competition. The benefits of ISI were skewed and accrued overwhelmingly to an industrial elite – coteries linked to the major office holders. The proportion of income available to the poorer half of families in 1950 was 19 percent, in 1957 16 percent, in 1963 15 percent, and in 1975 only 13 percent of the total. The top 20 percent did very much better: they absorbed 60 percent of total income in 1950, 61 percent in 1958, and by 1975 a little over 62 percent.59 The middle class grew. Jobs did not.60 The response of the state was not a new pursuit of exports but rather an intensification and extension of the mode of rent-seeking. Additional subsidies were awarded. There was increased public procurement to bolster domestic demand and to protect jobs. And not least, there was a massive expansion of the state bureaucracy, which doubled in size over the first six years of the 1970s, in step with the no less rapid expansion of state ownership of firms threatened with bankruptcy. The figure was something like 80 enterprises before 1970, and the state controlled 1,155 companies by 1982.61 Government spending soared and so did borrowing as it became increasingly apparent that some of the most significant rent-seeking took the form of tax avoidance. Here too the office–rent nexus was the central mechanism. Officials at all levels of the revenue exercised discretion in respect of ‘‘tax rents’’ (exemptions). The beneficiaries resisted attempts at tax reform and the debt burden rose (see below). Inflation, capital flight, deficit spending, soaring debt and persistent current account deficit led inexorably to the devaluation of the peso. It was at least conceivable that the IMF-imposed austerity program would begin to gnaw away at the whole bloated office–rents edifice, and there was, in fact, a limited reduction in public spending. But not for long. Mexico discovered vast new supplies of natural resource rents, or, more prosaically, ‘‘oil’’ and so reform could be avoided and was avoided. Instead, President Portillo flew the flag for the Mexican mode of rent-seeking and invited Mexicans to ‘‘prepare ourselves to administer abundance.’’62 Suffice it to note that no second invitation was needed.
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Net oil reserves that had been calculated at 10 billion barrels increased to 70 billion barrels. Pemex, the state-owned oil company went from being net importer of oil derivates to a player of world ranking in the oil export business. The value of oil exports shot up: from US$560 million to US$14,600 million, an impressive enough figure but substantially less impressive when set against the absolute increase in the value of total imports of goods and services that increased from US$9,400 million to US$32,000 million as Mexican state ‘‘administered abundance.’’ The new wealth flowed through the old sluices: so despite the dramatic increases in public spending (more than 16 percent per annum from 1978–81) ‘‘things did not greatly improve for the majority of Mexicans.’’ The state bureaucracy continued to grow and so there were more rent dispensing offices for literate, middle-class Mexico. Business continued to be protected and was all but exempted from tax collection. Indeed business imposed its own direct and indirect taxes on the Mexican economy by means of capital flight and vast, private, nonregistered borrowing to pay for mortgages and property maintenance to the tune of perhaps US$54 billion if the figures of President Portillo are accurate. Real wages did not grow significantly even in the case of organized labor, and ‘‘as was sadly typical: unorganized Mexico – the larger group – continued to fall further behind. Official neglect of agriculture did nothing to lift the rural sector out of deep and devastating poverty. Indian Mexico, as always, came in last.’’63



The Mexican mode of rent-seeking in the age of liberal economic reforms The public debt stood at some US$59 billion in 1982. Debt service charges cost two out of three export income dollars. Oil exports amounted to 75 percent of export income. In short, the health and sustainability of public finances were critically dependent upon the world price for oil and commensurately vulnerable to changes in the oil price. The inevitable occurred: the oil price collapsed, and debt crisis and peso devaluation followed inexorably. The crisis spread rapidly to the whole bloated edifice built on a mode of rent-seeking developed from before the porfiriato and progressively accommodated to the import-substituting industrialization state where it had set the terms and limits of the Mexican miracle and now occasioned this, the latest of Mexico’s regular crises. Neoliberal economic reform seemed to be the only solution on offer (and not only in Mexico) and the support of the World Bank, the IMF and Washington were dependent upon its adoption. Accordingly, Mexico has been involved, since the 1980s, in a process of liberal economic reform, the hallmarks of which are the rolling back of the state, the privatization of nationalized industries, the elimination of import controls, and the opening of the Mexican economy to international competition. It might be thought that these are circumstances incompatible with the persistence of the Mexican mode of rent-seeking and
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there were scholars who welcomed reform for these very reasons. Scholars such as Delal Baer, Roett, Rubio and Weintraub have argued that liberalization in Mexico would sweep away the corporate political system based on clientelism, patronage and corruption and with it, rents, rent-seeking, and their link to office. They deemed rents and corruption64 to be the very lubricant of the corporate political system, and they held that the unshackling of competition would drive them out. The equation was simple: neoliberal reform promotes competition, competition drives out rents and rentseeking.65 It is to the fate of the Mexican mode of rent-seeking under economic reform that we now turn. To begin with, it is certainly the case that reforms targeted the state: neoliberals claimed that it was the economic policy pursued over the last two sexenios (Echeverria and Portillo) which had spawned a bloated and indebted state66 and IMF targets reinforced the point. Public spending was drastically reduced. One in five state employees was sacked. A massive privatization program was initiated under first de la Madrid and then under Salinas. The system of import licenses discussed above was also targeted. As we have seen, all imports were subject to licensing requirements, the cost of which amounted to 30 percent of the product’s value. The licensing system affected 60 percent of imports and was a prime focus for rent-seeking in the miracle years and later. The licenses were replaced by tariffs in 1985 at the same time that a commitment was made to end export subsidies, and exporters were authorized to import up to 30 percent of the value of their exports without making application to any office holder for a license or other authorization.67 On the face of it this would seem to confirm the views of Delal Baer and others. And yet it has become something of a commonplace to note that deregulation is a misnomer for the liberalization projects of the 1980s and 1990s. Liberalized industry still requires regulation and state intervention as in the UK, for example, to create vigorous regulatory bodies to control privatized firms; accordingly, reregulation tends to be a closer description than deregulation. Reregulation notoriously affords opportunities for the creation of new rents, not least when the office holder of the office–rent nexus is also the regulator. European experience in the 1980s suggests that it would be unwise to assume that liberalization means an end to rents. There is a body of scholarship that suggests that this may be no less true for Latin America than in the cases of Argentina, Brazil and Venezuela neoliberal reforms, specifically tax reform and privatization, expand the scope of rents linked to public office.68 In fact it has widely been remarked that the privatization process in Mexico led to the concentration of ownership of key industries in a small number of hands. Clifton’s exemplary examination of the privatization of Telmex confirms that Mexico was by no means immune to this trend and that the case of Telmex suggests that ‘‘corporatist arrangements between the government, management and the trade unions were lubricated as never before by new resources freed up by privatization’’ and, strikingly,
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that ‘‘corporatism was as comfortable with protectionist policies as with neo-liberal ones.’’69 We need only add that rents and the office–rent nexus are one of the critical infrastructural supports of Mexican corporatism.



The Mexican mode of rent-seeking and tax reform: the Salinas reform Privatization was not the only leg of the reform process. The Salinas tax reform was central to the neoliberal reform package designed to make the economy more efficient by means additionally of trade liberalization, privatization, and the development of new regulatory frameworks to encourage better functioning of the market. The tax reform closely followed World Bank prescriptions for reform. Thus its goals were to expand the tax base while increasing incentives to investment through lower marginal rates. The logic is that in an open economy rates higher than those in neighboring rival economies lead to lower investment and/or higher domestic prices. Public expenditure and so the fiscal system was the indispensable redistributive mechanism in Mexico of particular moment given the massive concentration of the Mexican economy, a concentration exacerbated by the mode of rent-seeking itself. Moreover the rents system in Mexico,70 unlike that in Japan, has very little redistributive effect which might have offset shortcomings in tax collection and the fiscal basis of development understood in a sense broader than that of economic growth. This makes the fiscal system and so public expenditure indispensable. Indispensable in principle and cruelly inadequate in fact: public expenditure in social programs has been in decline since the 1970s as a percentage of GDP and in decline in terms of the absolute amount spent on a per capita basis since the 1980s. The decline in health spending meant that 41.4 million people were without any health services in 1985, that rates of infant mortality increased (to 51 deaths per thousand in 1984), that 75 percent of Mexicans were undernourished, that 19 percent suffered from chronic malnutrition, that 50 percent of households did not have drinking water, and that 25 percent had no electricity. If writing a letter to the local congressman afforded any kind of solution it was one that would have been only marginally available to the 58 percent of citizens over the age of fifteen who had not completed a primary school education, and substantially beyond the powers of Mexico’s 22 million illiterates. On most scores the situation was worse in the 1980s than it had been in the 1970s; in respect of the ability to buy a bag of basic food items the situation in 1986 was the same as in 1940, that is to say, ‘‘a return to the origins of the ‘Mexican miracle’ and pre-industrial society.’’71 Mexico’s tax system has a very light touch. The state collected taxes worth no more than 6.31 percent of GDP in 1961, when 2.41 percent of GDP was collected through income tax.72 There is extensive, pervasive rentseeking on precisely the pattern we have earlier identified as the Mexican mode of rent-seeking. That is to say, the rent gatekeeper is the official,
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the office holder who exercises discretion in respect of tax exemptions even at rather junior levels of the revenue administration hierarchy. There is a tendency for the number of rent dispensing offices to increase over time, and for the number and types of tax rents to proliferate. There are numerous tax exemptions or tax rents. The principal beneficiaries of tax rent-seeking, apart from the office-holding gatekeepers, are the holders of capital and property. The critical exemption they enjoy is the absence of any legal requirement to disclose the nature and extent of their assets. This removal of capital from the routine of the state is a tribute to and a comment upon the powers of Mexico’s business elite (the rent seekers par excellence) and upon their relationship to the Mexican state.73 The burden of income tax collection falls upon Mexico’s wage earners, notwithstanding their small share of national income. Tax reform had been attempted twice before Salinas, in 1964 and 1970. In both instances, the reform effort was abandoned and defeated in the face of opposition from a rent-seeking coalition of office holders (within the state apparatus) and the rent beneficiaries who could sanction the state with the threat of capital flight.74 The pillar of the Salinas reform was a 2 percent asset tax introduced in 1989. The 2 percent is a minimum requirement for tax payment in toto and can be set against the payment of income tax. In other words its introduction did not affect anyone who already paid income tax equivalent to 2 percent of their assets. Its target was the great majority of businessmen who did not pay and had not paid any income tax at all. The tax was seen as a direct attack upon capital by the 70 percent of businesses that had never declared a profit and that had declared losses, sometimes continuously, over a 20-year period. One way or another the business elite and the major companies already paid something like 2 percent, and they had in place the kind of administrative and reporting structures to meet this without additional expenditures. Accordingly they did not see the reform proposal as a direct attack upon their tax rents and exemptions. The target was smaller and medium-sized businesses who responded with outrage – this did not surprise the responsible official who noted that, ‘‘obviously for those that have been able to pay no taxes, a minimum tax is uncomfortable.’’75 In addition to the asset tax some rents were eliminated. These included the special provisions for ‘‘minor tax payers’’ (MTP) and the ‘‘special tax basis’’ (STB) – these discretionary exemptions, that is to say rents, that fell within the ambit of the office-rent nexus were enjoyed by 1.5 million businesses at a time when no more than 250,000 businesses were registered as normal tax payers. To compensate business for this circumspect expansion of the tax base the top rates of personal income tax were reduced from 60.5 percent to 35 percent in 1990. The corporate tax rate was also reduced from 39 percent in 1988 to 35 percent in 1990. Under Salinas too, the state introduced penalties for tax evasion for the first time.76 The tax reform under the Salinas administration was deemed a modest success. Revenue increased – because of the increased taxable base
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and despite the lowering of tax rates. However, some of its successes are more revealing about the nature of rents and rent-seeking in the fiscal system than anything else. Here, as in the import licensing system of the miracle years, the office-rent nexus led to a proliferation of rents to the extent that the reform is said to have had an impact upon 17 percent of Mexicans all of whom enjoyed some tax rent. The importance of VAT in total tax income (3.3 percent of GDP in 1990) argues that it remains wage earners and not capital that pays the state its taxes. Most important of all, the all but complete exemption from the reform of big business, the ‘‘comfortable 300,’’ suggests that their rent-seeking is embedded, off limits, and better seen as rents secured than rents sought. There has been change. That the modest burden of increased taxation has been borne by the smaller and mediumsized businesses suggests that there has been a reshaping of the mode of rent-seeking, a reshaping in favor of big business in accordance with a general movement towards political and economic concentration in the political economy of Mexico. Indeed it is hard to escape the conclusion that the tax reform was a modest but at least temporarily a plausible success, plausible enough, long enough to satisfy Washington’s demands of Mexico’s conformity to its neoliberal vision without its ever constituting a serious assault upon rents and rent-seeking as manifested in the realm of tax and fiscal policy. A decade later the reform of tax rents was still at issue and still bitterly resisted by the rent-seeking coalition of Institutional Revolutionary Party office holders and big business.77



The Mexican mode of rent-seeking and privatization The privatization of the large public corporations began under the de la Madrid administration with Mexico’s two national airlines, Aeromexico and Mexicana. The first of these had been under state control since 1959 and consistently lost money in that time. It was inefficient, in debt, and overmanned. In short, it might have seemed an ideal target for privatization and the restructuring that the unleashing of competitive forces would demand. In fact it was restructured prior to sale. Aeromexico was declared bankrupt in April 1988, the workforce was dismissed, and it reopened under a new name (Aerovia) in May with a (rehired) workforce, one-third the size of the original. In October, a 65 percent share in Aerovia was sold to the head of Mexico’s major insurance company. No revenue was received for the sale since the government bore the cost of clearing the airline’s liabilities prior to sale. There was no competitive increment. The regulatory framework that had been in place since 1959 was dismantled and Aerovia acquired a 55 percent stake in Mexicana in 1993.78 The privatization program gained speed under the Salinas administration. The process was characterized by features apparent in the privatization of Mexico’s airlines: restructuring prior to sale, the state’s assumption of capital liabilities, and bankruptcy – actual or threatened – to secure concessions
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from the trade unions. If we view these in the light of the concern of this chapter with rents, then monopolies or near monopolies in the banks, telecommunications, mines, and concessions for the construction of new toll highways (along with hotel chains, steel mills, fertilizer plants, sugar refineries) were transferred by the presidential office to the private sector. So, for example, Jorge Larrea acquired control of two copper mines in the state of Sonora. The Nacozari and Canonea mines generate almost 95 percent of Mexican production and 6 percent of global production. Strikingly, whereas one justification for the loosening of the state’s grip on the economy had been that this would unleash new ‘‘previously fettered domestic entrepreneurial forces,’’79 the beneficiaries of the transfer of rents were the old elite prominent during import substituting industrialization. They too were the principal beneficiaries of the privatization of banks. Mexico had nationalized its banks in 1982 at the beginning of the debt crisis mentioned earlier. There were sixty banks at that time. Thereafter a process of mergers and consolidation reduced the number to eighteen. These were privatized between 1991–2 at the end of Salinas’s term. They were widely regarded as the plummest of plum rents and commanded prices 3.4 times their book value (compared with a USA average for bank mergers of 1.5 times). Investors having paid such a premium price looked to rapid revenue returns from burgeoning loan portfolios to generate an adequate return on their rent. They got it. The debt of domestic banks to international banks went from US$8 billion in 1991 to US$16.4 billion in 1994. Bank credit as a percentage of GDP went from 20 percent in 1987 to a staggering 40 percent in 1994.80 As for the office–rent nexus, this was reinvigorated and even extended by the practice of putting prestanombres or loaned names as the owners of newly privatized corporations. The real name was that of the office holder himself. President Salinas himself is cited as a beneficiary of this practice. Telmex, the national telephone company in a country with some of the highest telephone taxes in the world (averaging 80–90 percent on local services), was the centerpiece of privatization under Salinas. Telmex was the fourth largest firm in Mexico and contributed almost 1 percent of total government revenue. Not for nothing has it been termed ‘‘a milking cow’’ for treasury coffers.81 Telmex underwent much the same cleaning and polishing prior to privatization as did other public companies and was sold with its monopoly substantially intact to Carlos Slim. Regardless of whether Slim is in fact prestanombre for Salinas, he is undoubtedly a friend and political ally.82 One rationale for organizing the privatization program in such a way as to turn as many as 25 industrial and commercial sectors into monopolies and duopolies was the challenge of competition with the American giants north of the border. Open borders were very much a feature of the neoliberal reform package, and so the argument had some merit and something of the resonance of the ‘‘infant industry’’ rationale: the monopoly ‘‘rent’’ at home was the price to be paid for the ability to compete, competition abroad would
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in due course reap cost-saving and efficiency-gain benefits at home. Salinas awarded the monopolists additional rents in the form of regulatory benefits. Telmex once privatized was allowed a rate hike of 247.4 percent. The award provoked a furore and a compromise of 170 percent was agreed. The constitution of these monopolies together with the award of significant regulatory benefits was again justified by the imminence of NAFTA and the fearsome prospect of competition with the North American giants. To facilitate the adjustment and preparation for the coming conflict, Slim’s telecom industry received protection for ten years. The television monopoly Televisa with 90 percent of the viewing audience and owned by Azcarragas was protected from foreign competition for twelve years under the NAFTA agreement of 1 January 1994. Banamex received protection for fifteen years under NAFTA. And yet if these were economically contingent rents as their rhetorical justification suggested then it was not obvious. Price targets, investment targets and production targets were not a conspicuous feature of negotiations.83 On the other hand, an election was imminent and it was not one that Salinas could approach with perfect equanimity. The Institutional Revolutionary Party was faced with serious financial problems consequent upon the state’s cutting of financial ties. Hitherto the party received massive state aid disguised in the budget, it is said, as public works disbursements and additionally from the national lottery.84 Opposition was building rapidly and would ultimately sweep away the Institutional Revolutionary Party in 2000. But not yet. What Salinas needed was an independent power base and, above all else, a war chest. The beneficiaries of privatization were invited to dinner. They included Don Carlos Slim (telecom), Don Emilio Azcarraga (Televisa), Lorenzo Zambrano (cement), and 27 others. The goal apparently was to raise the sum of US$500 million in political contributions. The result, reportedly, was an average pledge of financial assistance from each supporter of US$25 million. This is a classic instance of the politically contingent use of rents. Oppenheimer puts it well: Salinas offered their buyers (the purchasers of monopolistic state industries) (in return for political support) sweet regulatory deals and long-term promises of fabulous riches through NAFTA, which would soon allow some of the new private owners to sell their monopolies to MNCs at record profits. More importantly, in the short run, he offered them a new climate of government business cooperation, that, in its best form, translated into new opportunities for the private sector in an environment of growing deregulation, and at its worst, a series of behind the scenes government favours that would guarantee the profitability of the new owners’ investments.85 To realize his political ambitions Salinas needed support abroad and a basis of support at home. To secure the support of the United States,
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Salinas was obliged to adopt free market policies. To secure support at home ‘‘liberalization’’ would have to be interpreted, designed and implemented in a fashion which allowed Salinas to reward and so to create supporters at home. The rewards were and are rents. In short, liberalization was to be conceived and effected so as to create and distribute rents to those who offered support – financial support, favorable media coverage, and votes. The solution was the sale of monopolistic and oligopolistic control of key industries. The logic is unquestionably political, and so is the ‘‘contingency’’ or performance criterion which governs the award of the rent. The fund-raising ‘‘banquet’’ is a colorful dramatization of the calling in of dues: the procedure in which the political actuaries and accountants assess and levy the return on the rent. It is undeniably the case that political and economic contingency are not mutually exclusive – picking supporters does not preclude those who might prove to be winners as well. But the design of the rents is here revealing: the possibility of an economic return, that the rent be contingent upon a particular economic outcome is fundamentally compromised by the allocation of the rent in perpetuity. In the Salinas’s liberalization project rents which accrued from monopolistic control of industrial sectors were awarded in perpetuity by the sale or grant of ownership. Accordingly, if economic performance criteria were not met, there was no going back. There could be no sanction on nonperformance. Rents in the guise of regulatory benefits (protection from foreign competition and so forth) were designed in a manner that permitted clawback for nonperformance and so might be construed as economic in their contingency and performance requirements. However, even here the time scale for the rent award was such as to prompt doubts. The minimum period was twelve years or so; that is, two sexenios – which is to say longer than any presidential hopeful might hope to hold office. In short, the political return was guaranteed for the pertinent period notwithstanding any failure to deliver on any economic returns. This is not the hallmark of economic contingency.



The Japanese mode of rent-seeking A rent culture defined in the prewar period as Japan sought to mobilize the economy and society in service of production for war celebrated two principles: production before consumption and anticompetition. The importance of the first of these in wartime is self-evident. The second derives from the conviction that the coordination of national efforts was a more efficient means to the maximization of production than competition. These values and this rent culture persisted well into the postwar period – although the associated institutional arrangements have evolved in a manner that makes them other than they were in the prewar period and better adapted to the challenges of the postwar world.86
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The production-first principle The production-first principle refers to an understanding actively promoted by the government and the army in the prewar period, that production takes priority over everything else, and that increasing production will take care of a whole range of other issues. It is simultaneously a goal in itself and the privileged means to a range of other goals. Whereas in the context of war such thinking is eminently understandable, more surprising is its persistence into the postwar period as the priority production system (keisha seisan 87  hoshiki) when ‘‘the general consensus in Japanese society at that time was that the enrichment of human life would result from economic growth, and indeed that economic growth provided the only way for life to be enriched. Consumption was equated with waste as an evil, and calls for a higher standard of living were considered an indication of laziness.’’88 The means to this end were twofold: the company came to form a relationship of mutual assistance with its employees with whom it constituted a single community closed to the outside. The company became the basic unit of Japanese society. And accordingly corporate goals became Japan’s goals. But this was not enough. Progressive bureaucrats in the 1940s were hostile to nationalized business as likely to be inefficient (the Japanese track record in this regard was not impressive), but that private sector management could not be relied upon invariably to favor production over profit. The quest then was for a motivation other than profits.89 The solution was the separation of rights of ownership and the rights of use so as to create the scope for the intervention of public management.90



The anticompetition principle The anticompetition principle is the second major feature of ‘‘the 1940 set-up,’’ the purpose of which is to permit the Japanese people to work together towards a single end. This argues in turn that priority be afforded to teamwork and to the equitable distribution of the results of teamwork and it was a further inducement to make the company the foundation stone of society. There is no place in this for the espousal of open competition. Instead coordination and coexistence are the watchwords. Implicit in these arrangements (production-first principle, the company as the basic unit of society, the value of collectivism) is something tantamount to a producer guarantee of survival. Postwar illustrations of this kind of thinking are the focus upon the producer of government policies for the least productive sectors in agriculture in distribution and other service industries (in which producers are protected by barriers to market entry to newcomers), and in the ‘‘convoy system’’ of financial regulation in which policies and rules are geared to the capacity of the weakest member of the sector in consequence of which the group is allowed to move no faster than its slowest member.91
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The postwar rent culture in Japan Bureaucratic values and preferences The values and practices of one era, no matter how firmly entrenched, are unlikely to persist in a second era unless they have a readily apparent utility for the problems and interests of the second era. In the immediate postwar period the state bureaucracy, its prewar rivals for power (army, navy, the old political leadership, former business leaders) being imprisoned, purged, displaced, marginalized or otherwise weakened, was in a privileged position to define those problems, to decide and to promote its own calculus of ‘‘utility.’’ This was something it was well able to do: the prewar imperial bureaucracy had never been conceived of as an instrument in service of a public interest in a Weberian sense, nor had it ever known subordination to a leading or ruling social class. Indeed one of the first tasks of the nascent bureaucracy at the turn of the century was the abolition of the dominant social class of the ancien regime. The imperial bureaucracy was conceived for the task of leading the drive to modernization. The principal limits upon its powers were the practical political limits that might be imposed by its rivals in what was a very messy and sometimes violent game. The postwar bureaucracy inherited not only these traditions and instincts but also the very structures and the personnel of the prewar period. In the 1950s and the 1960s, through postwar reconstruction and into the high-growth period, the bureaucrats had their heyday. This was the high point for industrial policy and this was their terrain. The public agencies responsible for the detailed design and implementation of industrial policy – the genkyoku – then as now were the Ministry of International Trade and Industry (MITI), the Ministry of Finance (MOF), the Ministry of Health and Welfare (MHW; pharmaceuticals), the Ministry of Transport (MOT; shipbuilding ocean transport, airlines, and all other transport), and the Ministry of Agriculture, Forestry and Fisheries (MAFF; food processing, agriculture, forestry, and fishing). Jealous of their prerogatives – the more so as their erstwhile rivals reasserted themselves with the consolidation of party politics, the return of purgees, the growth of business and the emergence of new business leaders – these agencies and their subsections under whose jurisdiction a particular industry fell had a strong tendency ‘‘to want its industry to be orderly and organized,’’ to prefer good order and good housekeeping in the sector to growth and competition.92 Competition threatens good order. It risks creating ‘‘losers’’ who will run to the party political government for help and comfort. It creates the opportunity for the intervention of politicians eager to fish in dirty waters and undermines the ability of the bureaucrat to deliver ‘‘his’’ industry in interministerial discussions and agreements. These values of the bureaucrat are reinforced by the widespread societal antipathy to competition to which reference has been made above and which the state bureaucracy was in turn eager to encourage. It is then no surprise that the responsible bureaucrats
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strongly favor policies that limit competition and encourage restructuring; that is, mergers, vertical and horizontal firm groupings, and interfirm agreements. Monopolistic and oligopolistic concentration The preferences of the economic bureaucrats were underpinned by their economic analysis. The problems confronting Japanese industry that were noted in the 1963 report on the ‘‘New Industrial System’’ by the Industrial Structure Advisory Committee of the Ministry of International Trade and Industry were those of scale. The typical firm was too small and there were too many of them. The proliferation of small firms gave rise to ‘‘excess competition’’ in price, product development, research and development, and investment. Such competition was harmful and detrimental to the emergence of firms of a size capable of competing in foreign markets. The answer was to effect a reduction in firm costs through an expansion of firm size – and so of economies of scale – buttressed by ‘‘promoting mergers, business tie-ups, and collective behavior among firms’’ so as to rein in excess competition. In fact the number of mergers rose sharply in the 1960s, and the process of industrial concentration through mergers carried on steadily until the mid-1970s. One peak was 1963 when the number of mergers rose to more than 1,000, another was in the period 1968–73 when the number of mergers again exceeded 1,000.93 The facts and figures for mergers are striking, but if anything they underestimate the extent to which the concentration of production developed in Japan at this time. ‘‘Softer’’ forms of combination also grew as evidenced by the tendency for the controlling firm to take up directorships in other firms, often in combination with capital participation. The process of concentration was particularly encouraged and evident in the strategic and heavily promoted heavy-industry sector. These tendencies to encourage coordination and to limit competition have an institutional reinforcement in the very structures of the state that to a considerable extent determine how policy will be implemented. Ministries have a wide remit; a very broad jurisdiction with insufficient coercive powers to require compliance – this must be negotiated, it cannot be imposed. The preferred means of implementing policy follows from this. It is implemented not by detailed legislative statute but by informal administrative guidance buttressed by the authority of an enabling law that accords the agency a general responsibility for the good conduct or the smooth running of that industry.94 The preference for informal guidance leads inexorably to a bureaucratic concern with ‘‘entry control.’’ Control of market entry is a condition of the stability of the close, long-term association of the responsible bureaucracy and its industry. That close association is, in turn, the precondition for effective informal guidance. The Ministry of International Trade and Industry (for example) has policed entry by domestic newcomers in the steel, oil refining, petrochemical, synthetic fiber,
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automobile and computer industries. Foreign firms were prohibited entry (until the mid-1970s) by means of the Foreign Exchange Law. The combination of increasing monopolistic and oligopolistic concentration, a bureaucratic distaste for competition and preference for sectoral order, the preeminence accorded to production, dependence upon informal guidance together with an associated willingness to police entry has resulted in pervasive cartel-like behavior encouraged by the state bureaucracy. The importance of cartelization and of the quasi-cartelization of the Japanese economy in the period of postwar reconstruction and high growth, and up to and including the mobilization by the Ministry of International Trade and Industry and the Ministry of Transport of recession cartels in the late 1970s, has been widely remarked. The bureaucracy encourages the formation of cartels to coordinate production and facilities investment, cartels to undertake research (R&D cooperatives), cartels to counter recession, and cartels to eliminate capacity.95 A core contention of this chapter builds upon this to argue that the economic bureaucracy favors the award of rents to groups of firms, and awards rents so as to encourage the grouping of firms to the extent that it becomes legitimate to speak of a cartel–rent nexus in Japan. The cartel–rent nexus informs the award of rents, the nature and organization of the rentseeker, and the design of the rent itself. In short we argue that there is at the core of institutionalized rent practice in Japan a cartel–rent nexus. Its origins are multiple: prewar practices, enduring bureaucratic values, the nature of bureaucratic authority, the particular Japanese models of economic organization (interfirm groupings, one set-ism), and even culture.96 More often than not it takes the form of the regulatory cartel, a term we have borrowed from Milhaupt and Miller.97 The persuasiveness of this particular form of cartel is due in large part to an equally pervasive sense that unites government and business, that competition without regulation quickly becomes excessive and destructive. At issue then is not regulation itself (both parties desire this), but rather who will have the leading role in the regulatory exercise. Economists are skeptical and remain far from persuaded that the term ‘‘excessive competition’’ makes any kind of theoretical sense. This has not lessened the persuasiveness of the term to government and business. Milhaupt and Miller developed the notion of the regulatory cartel to model Japanese finance: In part, the basic purpose of the regulatory cartel is similar to the purpose of any cartel: to control entry and output and thereby to increase price above the market clearing level (that is to create rents). The Japanese regulatory cartel differs from the standard industrial cartel familiar from price theory textbooks in that (a) it is extremely far reaching, extending not only within industries but across industry groups; and (b) responsibility for the coordination and enforcement of the cartel is
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We are broadly in agreement with this definition and would add only that (a) the regulatory cartel is by no means peculiar to the finance industry, and that (b) where the regulator of first instance is a sector-specific genkyoku agency the regulatory cartel is also specific to an industry, since the regulator is also ipso facto the rent-awarder; the regulatory cartel institutionalizes a cartel–rent nexus. The regulatory cartel is extremely widespread in the political economy of Japan and is the characteristic mode of rent allocation in sectors with a relatively small number of leading firms – the classic pyramid form of industrial organization. A word of caution is in order here. The cartel–rent nexus was the preponderant, even the dominant, mode of rent-seeking in economic promotion and economic management in Japan in the first 25 years after the Pacific War. It was not the exclusive mode of rent-seeking, any more than lifetime employment, the seniority wage system and the internal labor market constituted the exclusive mode of labor utilization in the period in question. Thus economically contingent rents in the guise of the export-based special depreciation scheme were not tied to the cartel but to the firm. Any firm with rising exports could claim a ‘‘special depreciation’’ allowance that was equal to the product of the increase in its export/sales ratio together with the ‘‘normal’’ depreciation allowance.99 However, it is important to note that the degree of concentration of the Japanese economy from the 1960s on meant that even the award of rents to firms occurred in a monopolistic and oligopolistic environment amongst a relatively limited number of players and subject to state pressure to engage in horizontal and vertical ‘‘coordination’’ with other players in respect of price, capacity and R&D.100 In short it is not the intention to suggest that industrial policy is reducible to the cartel–rent nexus. Nor for that matter is it suggested that there was no evolution in industrial policy thinking in the first two decades after the war. Indeed, whereas in the time of which we speak the interests of government and industry were all but coterminous, they began to diverge sharply at the end of this period. Symptomatic of this divergence was the announcement in May 1969 that Mitsubishi Heavy Industries had agreed with Chrysler to set up a new company, the Mitsubishi Automobile Company, despite the opposition and disapproval of the Ministry of International Trade and Industry. Shortly thereafter the emergence of Japan on the world stage as a major economic player, recording spectacular yearon-year trade surpluses, triggered the round of reactions and protests we know as trade friction which drove a wedge not only between Japan and the West but also at home between a state increasingly mindful of diplomatic considerations and industry eager to pursue profits abroad. Industrial policy after this time had to adjust so as to take account of this divergence of interests.
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Arguably the Ministry of International Trade and Industry’s anticompetitive procartel, promerger instincts attained their apogee in the Special Industries Bill submitted to the Diet and rejected by the Diet in 1963. The bill was informed by three guiding principles: (1) industry was characterized by excessive competition and insufficient scale; (2) to cope with international competition it was essential to merge firms, concentrate production, and promote firm size; (3) the Anti-Monopoly Law should be neutered so as to allow greater scope for the formation of cartels and to arrange mergers. It is important to note that the bill was opposed by industry not because of any objection to these principles (including cartelization, which it fully endorsed) but because the bill anticipated a leading role for the state bureaucracy in the mobilization of cartels and mergers. Industry favored a higher degree of business autonomy in pursuit of much the same ends.101 The persistent reliance of the Ministry of International Trade and Industry since this time (1963) upon the regulatory cartel as its preferred modus operandi is familiar, whether this is in respect of industrial promotion or in the management of industrial decline. Perhaps less well known than the recession cartel is the Ministry of International Trade and Industry’s insistence that its industrial sector partners should organize themselves as a regulatory cartel if they were to benefit from rent awards. Thus in the case of the Depressed Industries Law of 1978 the terms of this actually required  (a) industry representatives to submit an industry-wide (gyokai) plan for the management of the industry with particular reference to the control of entry and exit to the industry as the condition for access to government financial support for capacity reduction; and (b) industry members of the regulatory cartel to carry the exit costs which might otherwise be borne by firms leaving the industry.102 The Ministry of Finance is another highly significant rent-awarder that understands the ‘‘cartel’’ to be the natural bearer or recipient of the rent and so accordingly works to maintain the cartel. Indeed the extent to which Japanese finance was ‘‘animated by cartel-like behavior’’ from the immediate postwar period, and probably until as late as the 1990s, is one of the renowned and stylized ‘‘facts’’ of the Japanese political economy – too well known to detain us for long. Hamada and Horiuchi are very much to the point: ‘‘the (monetary) authorities supported the formation and maintenance of cooperative behaviour, including quasi-cartels among financial institutions.’’103 In fact, it seems that the indirect support by the Ministry of Finance and the Bank of Japan (BOJ) of cooperation among private financial institutions was the preferred means of intervention in financial markets during the high-growth period, more so than by direct controls based on the law or through the administrative guidance of private financial institutions. The efforts of the Ministry of Finance and Bank of Japan to promote a finance cartel were directed at a range of public or semipublic organizations: the Bond Issue Committee, the Financial Institutions Fund Council, and the Industrial Finance Committee of the Ministry of International
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Trade and Industry. The Bond Issue Committee was the ‘‘control lever’’ by means of which the Ministry of Finance guided bond financing following the abolition of formal controls in 1948. Bond issue interest rates are ‘‘determined by an implicit cartel arrangement.’’104 Long-term loan rates are also fixed by the Ministry of Finance-sponsored cartel. For all the Ministry of International Trade and Industry’s (and Ministry of Finance’s) preference for restricting access to rents to cartels rather than individual firms, and equally its use of rents as inducements to firms to form cartels, it cannot impose cartels. Renowned defeats include the failure to organize a capacity reduction cartel in steel mini mills, and the failure to impose standardized formats for video equipment,105 the machine tool industry’s rejection of consolidation and cartelization,106 and the failure to impose order and restrict entry in the electronics and high-technology markets.107 The Ministry of International Trade and Industry is not unique in this, and the Ministry of Finance has also experienced some famous defeats. The latter’s preference is for ‘‘a strong highly concentrated financial sector (since) it would be easier to regulate and less likely to produce panics and scandals that invite political intrusion’’108 but the Ministry of Finance, much as the Ministry of International Trade and Industry, does not always get its way. In the new Banking Act of 1981 it legislated to this end, tightening up disclosure rules in the hope that this would lead to consolidation of the small banks as public knowledge of bad loans and of the weakness of the small banks grew. As Rosenbluth tells it, ‘‘The banks fought back.’’ They appealed directly to the LDP and secured the deletion of the offending provision from the Banking Act bill (in all probability at quite a price in terms of campaign contributions).109 However, these defeats are in no sense evidence of the absence of cartel behavior in many of these industries. Nor for that matter do they weaken the rent–cartel link. Powerful cartels can defeat the state when it seeks to eliminate a rent, sometimes with, sometimes without the intervention of the politicians. Effectively the absence of clear disclosure rules constitutes a rent enjoyed by the small banks since it obscures and interrupts information flows and the operation of the market. Powerful cartels can insist upon a particular rent design. The computer market, almost a classic instance of infant industry promotion, is a case in point. The Ministry of International Trade and Industry authored protectionist policies that kept foreign firms and computers out of Japan in the 1960s.110 Its officials, through the issue of import licenses, strictly policed import quotas. Fifteen Japanese firms had made contracts to use IBM technology but only six of them (‘‘the big six’’: Hitachi, Fujitsu, NEC, Mitsubishi, Toshiba and Oki) were to be allowed access to the principal promotional rents. These were disbursed through the Japan Electronic Computer Company (JECC) set up with the Ministry of International Trade and Industry’s help in 1966. Over the next 20 years, US$2 billion dollars in low-interest loans flowed through the JECC to the electronics cartel. The former used the money to buy computers from
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its joint owners, the big seven, which were then to be rented to the public at low monthly fees ‘‘to grow the market.’’ The cartel also benefited from bank loans to the JECC that they could not have accessed outside of the company. The JECC was the conduit for a variety of subsidies, low interest loans, tax benefits, and loan guarantees.111 Through the JECC and under the aegis of the Ministry of International Trade and Industry the electronics cartel colluded in price setting. The cartel also benefited from exclusive access to a series of government-funded cooperative research projects. The resultant patents were owned by the government and sold to cartel members at low cost. This practice of industrial promotion failed at times but was finally hugely successful. One of the failures was the Ministry of International Trade and Industry’s. It began with ambitious plans for the state to enter computer production and relegate existing electronics firms to producing parts; but the firms insisted instead that the Japan Electric Computer Company leave production to them, guarantee them computer sales at propped up prices, up-front cash flow, an administratively guided rental market, and sponsor collaborative research and development with cheap loans.’’112 This was precisely what happened.



Some economic consequences of the Japanese mode of rent-seeking The cartel–rent nexus is supportive of economic behavior quite unlike that supported by the office–rent nexus which characterizes the Mexican mode of rent-seeking. The cartel is sector-specific and so the rent is geared to the interest of the whole sector. The notion of interest here is construed not by reference to the market but to a cartelized interest understood by practitioners in terms of ‘‘excessive competition’’ and echoed, perhaps, by a concern in the Japanese economics establishment with industrial organization, a concern largely stranger to the concerns of Western economists. The cartel–rent nexus is compatible with a rent design which itself is supportive of, and compatible with, economic performance criteria (the economic contingency referred to above). In some cases this will be because the cartel is inherently unstable, naturally short-lived, always available for renewal, and (equally) always likely to collapse subject to the strain of centrifugal pressures. Accordingly rent award, rent designs in the short and medium term are acceptable, even preferable given the cartel members’ confident expectation that advantage derived from participation in the cartel can be enjoyed without risk of becoming its prisoner, the cartel will shortly collapse or at least is immediately liable to collapse. Equally, the bureaucratic rent awarder does not become a prisoner of the rent design and so a degree of steering capacity can be retained. The terms of the rent award the next time can be different. This is not all. The rules and norms that govern the regulatory cartel do not preclude the search for competitive advantage.
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Far from it. They guarantee the survival of the weakest while allowing the prospect of super profits to the strongest. This is highly significant for firm behavior. Unlike the Mexican firm which has eyes only for the rent awarder and so wants either to have office himself or a good friend or a patron in that office, and looks over time to establish a monopoly or near monopoly position in its sector and so to ‘‘kill the market,’’ the Japanese firm can never take an eye off the marketplace – either the cartel will endure, in which case assiduous pursuit of market position and of competitive advantage will reap rich rewards (super profits), or the cartel will collapse and then each firm will be cast back to the market where it will prove as profitable as it is competitive. The inherent fragility of the cartel, the caution to the cartel member, ‘‘don’t take your eyes off the market,’’ helps offset the anticipated sclerotic effects of cartelization. Since each individual member of a cartel will be better off if it can provide consumers slightly better terms than those offered by other cartel members, there are powerful incentives to cheat on the cartel. Simply put, the raw allocations of profits, power and prestige that accompany cartel-like behavior constantly threaten to undermine the co-operation essential to continued functioning of the cartel. Those with the most to gain, (or the least to lose), by operating outside of the agreed system will have incentives to discontinue co-operation.113 Equally the practical difficulties of denying entry to newcomers imposes something akin to a rough and ready, natural time limit upon the award of rents on this basis. The recession cartels substantiate the first of these points. These were short-lived. They collapsed under the centrifugal pressures of excess competition. The petrochemicals industry is a good illustration of the difficulties of policing entry. The promotion of the industry began in what is now seen to be the classic manner. Initially (1955–8), four firms were identified and approved: Mitsui Petrochemical, Sumitomo Chemical, Japan Petrochemical, and Mitsubishi Petrochemical. The names themselves are evidence of the state’s continuing reliance upon old allies, tried and tested, and the beneficiaries of considerable industrial experience. The likelihood was that a Big Four would soon emerge. In the second phase of the plan (1959–64) the Big Four were allowed to expand their plants and five new entrants were approved. This would not in itself have constituted a threat to the kind of sectoral control cartelization makes possible were it not for the defeat of the Ministry of International Trade and Industry’s Special Industries Bill. The petrochemicals industry was due to be designated a special industry under the law and so subordinate to reinforced bureaucratic powers of supervision. To discourage new entry, capacity standards were revised upwards twice in 1965 and in 1967. The standards proved less than insurmountable and, despite the desire of the Ministry of International Trade
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and Industry and the early entrants to secure closure, a further three entrants met the technology, market development and financing ability standards, and could not but be approved.114



The cases The regulatory cartel in harbor and port services: the Ministry of Transport and the Big Three shipping lines Not all cartels are subject to centrifugal forces that naturally limit their life. Some persist very much in the long term. Even so this does not mean that all concern with competition is eschewed even where the cartel is the textbook price-based cartel with a lifespan measured in decades. To suggest something of the possible economic consequences of the long-run cartel we turn now to consideration of the cartel–rent nexus in the harbor and port services industry and in the beer market – neither of which are regulated by the Ministry of International Trade and Industry and both of which have proved impenetrable to new entrants (Japanese and foreign). The harbor and port services industry affords a good instance of the regulatory cartel that is geared almost exclusively to the maintenance of orderly conduct of the industry. The regulator is the Ministry of Transport. The principal industry interlocutor is the Japan Harbor Transportation Association (JHTA), the leading association of Japanese waterfront employers that includes terminal operators, stevedores and sworn measurers. Prominent among the senior members of the association are the representatives of the three major Japanese shipping lines, Mitsui OSK Lines, Kawasaki Kisen  Kaisha, and Nippon Yusen Kaisha who own port service facilities. The Japan Harbor Transportation Association is the institutional voice of the industry cartel. The regulator supplies their staff. The principal Japanese end users of the port and harbor services, Japan’s leading shipping lines, are represented in the Japan Harbor Transportation Association. Upwards of one hundred former Ministry of Transport officials were affiliated with the Japan Harbor Transportation Association in one capacity or another in 1995.115 In short, this is a highly institutionalized regulatory cartel in which the rent-awarder, the rent-seekers and their intermediaries are subsumed within a single  ‘‘industry’’ association which is staffed by the regulator. The word ‘‘gyokai’’ captures the arrangement better since the regulator is very much part and parcel of the ‘‘industry’’ that transcends the public/private divide. Of the various regulatory mechanisms available to the regulatory cartel in ports and harbor services, the most important is the prior consultation system. The prior consultation system requires that operational plans and changes envisaged by carriers wishing to enter Japanese ports must be submitted for approval to the Japan Harbor Transportation Association. Submission is followed by the ‘‘2 party–2 party’’ consultation in which the carrier first discusses its submission with the Japan Harbor Transportation
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20-ft container



40-ft container



250 175 140 110 160 110



320 220 140 150 160 110



Association which then discusses the submission separately with the labor unions.116 The system was introduced so as to preclude the conflicts and confusion that had attended life in Japanese ports in the late 1960s.117 Then in Japan as elsewhere the advent of containerization and the introduction of highly mechanized labor-efficient vessels – container ships and ro-ro (roll-on roll-off) vessels – sparked acrimonious conflicts over manning levels and redundancy (see Table 6.2). These were exacerbated in the Japanese case by the presence on the waterfront of the Yakuza who preserved an ‘‘oya kata’’ style recruitment and supervision role in respect of the stevedores. Periodic conflicts with the Japan Communist Party (eager to recruit and to improve working conditions) present on the waterfront added to the mix.118 In the face of foreign criticism the Japan Harbor Transportation Association conducted an internal review in November 1985. It concluded that the element of prior consultation between itself and the carriers was probably a breach of the Anti-Monopoly Law and that it ought then to be scrapped. The labor unions refused to countenance the likely result – direct negotiations between themselves and the carriers – and obliged the Japan Harbor Transportation Association to reestablish the prior consultation system.119 This was done with the approval of the Ministry of Transport regulator so as to avoid its referral to the Japan Fair Trade Commission (FTC). The new arrangements proved unchallengeable for a decade until December 1995 when the Federal Maritime Commission (FMC) lodged a complaint directly with the Japan Fair Trade Commission. The Japan Harbor Transportation Association folded and unilaterally declared an end to the prior consultation system. The response of other key players was swift and revealing: the Japan Shipowners’ Port Council lodged a protest to the Japan Harbor Transportation Association in favor of the reinstatement of the prior consultation system upon behalf of the Japan Shipowners Association, as did the Japan Foreign Steamship Association (the organization for non-Japanese shipping lines in Japan). Plainly they believed that they were better off within the regulatory cartel than in a more transparent universe. The Japan Harbor Transportation Association resumed prior consultation. Its purview is extensive: it embraces since 1986 pre-prior consultation meetings and also pre-pre-prior consultation. The level of detail is also so impressive that operational changes include the renaming of vessels entering Japanese ports.120
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A persistent criticism of the Japan Harbor Transportation Association is that it is structured to avoid competition and to guarantee an industry-wide agreement about work and contract allocations among its member companies. Several carriers have reported that their submissions for prior consultation were held up until such time as they agreed to add to their own payroll for the duration of the change additional and unnecessary contractors and stevedore companies.121 These rental arrangements hinged upon entry closure, liquid transfers of labor costs so as to avoid lay-offs and to preserve employment and prices very much above the market-clearing level and, not least, well above international norms. The prior consultation system of the Japan Harbor Transportation Association has an important reinforcement in the licensing powers of the Ministry of Transport itself. Persons wishing to perform port transportation services must obtain a license from the ministry in accordance with the Port Transportation Business Law.122 This explicitly empowers the Ministry of Transport to evaluate, inter alia, whether the business in question ‘‘has an appropriate plan to perform the business’’ and whether its approval would cause port transportation supply to be excessively greater than transportation demand. These powers (to the best of my knowledge) have never been invoked. They are often alluded to by the Japan Harbor Transportation Association. Their very existence is a serious deterrent to would-be entrants. Since the Ministry of Transport does not need to use these powers in practice, the Fair Trade Commission has not been drawn into the investigation of anticompetitive behavior in the harbors and ports services industry. The Japan Fair Trade Commission has no competence in respect of the Japan Harbor Transportation Association itself. These arrangements persisted without challenge for more than 30 years. They became the source of criticism and challenge from the Federal Maritime Commission, the European Union and the World Trade Organization in the mid-1990s, and are currently subject to review and reform.123 Ministry of Finance, the cartel–rent nexus and the beer market The regulatory and price cartel in the beer market offers a useful test of the possible economic consequences of the cartel–rent nexus in Japan since this cartel survived extreme centrifugal pressures for the best part of 40 years. It is to this that we now turn. From modest beginnings in the Meiji period, domestic production exploded in the 1960s and exceeded 7 million kiloliters in 1994 when the Japanese beer market became the world’s fourth largest. Throughout the period imports were negligible at 10,000 kiloliters or 0.2 percent of total shipments (i.e., domestic shipments plus imports). The first Japanese-owned brewery was established in 1872 and by 1907 there were three: Dainihon, Kirin and Marusan; and so the beer oligopoly was in place. Following the
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takeover of Marusan by Dainihon in 1933 the market was dominated by two companies. After the Second World War and in response to antimonopoly legislation Dainihon was split into two companies (Asahi and Sapporo). Since the establishment of Suntory Beer in 1963 four beer brewers have dominated the beer market, a situation that still obtains.124 The Big Four breweries sell their beer at identical prices, agreed by them and their regulator the Ministry of Finance in annual discussions.125 The five ‘‘drinking buddies’’ (four breweries plus the Ministry of Finance), to cite the industry vernacular, have been untroubled by new entrants for 30 years – not surprisingly given the barriers to entry policed by the Ministry of Finance itself. The protective umbrella is afforded by the license system enshrined in the Liqor Tax Law.126 In order to produce beer a production license must be obtained from the Ministry of Finance. Brewing without a license is a criminal offence punishable by prison sentences (a five-year maximum) and fines (a ¥500,000 maximum). Possession of unlicensed beer is also a crime with penalties of one-year’s imprisonment and fines of up to ¥200,000. The would-be entrant must file a request with the Ministry of Finance in order to get a license. This can be refused and usually is on grounds of production capacity. Minimum production is very high at 2000 kiloliters, well in excess of the currently fashionable microbreweries. If the output criterion is met obstacles remain. The brewer may brew but not sell for one year. To obtain a full license both to brew and to sell (the one is not procedurally consequent upon the other), a protracted period of regular testing must be undergone for up to two years. In short, would-be entrants face formidable entry barriers.127 The Ministry of Finance’s drinking buddies enjoy high prices. After currency exchange adjustments the price of a 633-ml bottle of beer in Japan is ¥330, ¥266 in France, ¥166 in the UK, ¥144 in the USA, and (believe it or not) ¥122 in Germany (63 percent of the Japanese price for the same Bohemian recipe). The high beer price together with the de facto guarantee of no new entrants is compensation for the price for acceptance of an unusually high liqor tax set by the Ministry of Finance. It is not reducible, however, to the high Japanese liqor tax. The Brewers Association of Japan calculates that liqor tax makes up 42.6 percent of the average selling price of Japanese beer.128 An international comparison of liqor tax rates on beer (expressed as a percentage of the average selling price), thereby taking into account the overall tax burden in the various countries, makes it clear that the Japanese liqor tax rate is very high indeed (Figure 6.1). Liqor tax revenues in general constitute a significant part of the total tax revenue of the Japanese government. In fiscal 1996, liqor tax revenues amounted to ¥2,111 billion (of which ¥1,586 billion or 75.1 percent of the total is the contribution of beer) or more than 4 percent of total tax revenue. In earlier times the Japanese government leant even more heavily upon liqor tax income. In 1950 it was 18.4 percent of total tax revenue. By 1965 this had
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Figure 6.1 Tax burden and liqor tax on beer in selected countries.



fallen to 10.8 percent, mainly because of the increase of yearly total tax revenue by 475 percent over those 15 years.129 The high prices fixed by the beer regulatory cartel also include compensation for a too high barley price. The price of barley, one of the main ingredients of beer, is high in Japan – as much as four times the world price.130 To preclude the recourse of the big four brewers to world markets for barley and to avoid the inevitable consequences of such for domestic agriculture, a second regulatory cartel has been established. Here the rent awarder is the Ministry of Agriculture, Forestry and Fisheries, and the cartel is the Big Four brewers. The agreement is that the brewers get duty breaks for using three tons of domestic barley for each ton of cheaper foreign barley. The agreement is tacit and negotiated annually. A written agreement would have been a breach of GATT rules.131 Are long-run regulatory cartels incompatible with vigorous competition? No, not a bit of it. There are four traditional marketing instruments (the four p’s: price, product, promotion, and place). The constituent terms of the cartel remove one ‘‘p’’ from the competitive equation but leave the others very much in place. Let us look at the beer industry again. This is a regulatory cartel. The rental position, sought and awarded, precludes new entrants and guarantees prices considerably higher than the putative market-clearing price. There are four major firms and there have been four major firms for 30 years. They command 99 percent of the world’s fourth largest market. Their prices are identical. It is a politically contingent rent – the political price required by the
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regulator and rent-awarder is acquiescence in a very high liqor tax. The prices are set in a series of informal consultations with the Ministry of Finance. These informal consultations are conducted in parallel to a second series of barley price-driven negotiations in which the Ministry of Agriculture, Forestry and Fisheries figures as the rent-awarder in a second regulatory cartel. However, and this is the competitive crux, the other three p’s are not set in informal consultation. In respect of these competition is unbridled and the more intense precisely because of the exclusion of price from the competitive calculus. Evidence of this is afforded in the changing market shares of the Big Four in the beer brewing industry. These were once set geographically but they have changed dramatically over the critical 30 years in a movement the signature of which is Kirin. After the division of Dainihon into Asahi and Sapporo, Kirin profited from being the only brewer with a nation-wide distribution network, and began to gain market share. By 1966 Kirin controlled more than half of the Japanese beer market. The Ministry of Finance intervened in 1972 and urged Kirin not to grow any further. Kirin complied and turned into ‘‘a large, myopic, overbureaucratized company’’ according to industry insiders.132 ‘‘Kirin Lager’’ – the number one beer for 50 years – was deliberately underproduced. Wholesalers chasing short supplies were allowed to buy Kirin Lager only on condition that they also purchased a rather inferior whisky called Robert Brown (source: tastings by the author). Asahi and Sapporo seemed likely to go down completely as Asahi’s share fell below 10 percent in 1985. The Ministry of Finance wanted to avoid the disappearance of any firm but refused to agree price competition. This left the other three p’s. Asahi reinvented itself and launched a new style of beer, Asahi Super Dry, in 1987. Wholesalers frustrated by Kirin were happy to switch and Super Dry was a runaway success. Asahi’s market share grew rapidly, and Kirin retreated. Henceforth competition would be about the product, product innovation, and product differentiation. From 1964–84, the Japanese beer market saw an average of 0.76 new beers per year. The new product introduction rate jumped ten times to 7.6 per year in the period 1985–93 and new beers abounded: ‘‘female’’ beer, regional beer, seasonal beer, dark beer, and premium beers. The range of containers, sizes and shapes increased exponentially. In 1996 the market shares of the four brewers were Kirin 46.6 percent, Asahi 30.4 percent, Sapporo 17.1 percent, and Suntory 5 percent.133 To conclude, the Ministry of Finance was not motivated by a concern for industry growth. Kirin was actually told to stop growing, and was opposed to competition if this threatened to get out of hand and lead to a politicization of the liqor tax. The economic consequences of this particular instance of the Japanese mode of rent-seeking do not preclude competition in toto, but do preclude competition about price. To this extent, the Japanese consumer is the loser.
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Rents, the construction industry, and the roots of crisis It is difficult to avoid some reference to the construction industry in the context of a discussion of rents and economic crisis. On the one hand, it is the sector par excellence in which rents are awarded and rents are sought, where the rental vehicles – typically access to public works contracts – are bought and sold. The total value of rents in the sector is probably greater than anywhere else in the country – as much as 20 percent of GDP. Even at 16–18 percent, the Ministry of Construction’s (MOC) figure,134 this is double the percentage investment (public and private) of Europe and the United States. McCormack does not exaggerate when he notes: Japan’s construction activity has grown to a scale unequalled in any other country, employing six million people and eating up around ¥80 trillion per year, about the equivalent of the national budget. Construction investment between 1960 and 1991 amounted to approximately ¥1,084 trillion, of which more than 30 percent, or ¥360 trillion, came from government. In fiscal 1992 alone, a total of ¥87.5 trillion was poured into construction investment. This was more than the United States spent, although the United States has double the Japanese population and 25 times its land area.135 The industry is fed by a level of public investment (general public fixed capital formation) which, at something between 5–7 percent per annum, is substantially higher than in the USA, UK, France and Germany, which average around 2–4 percent. The industry is notorious. The newspapers are full of stories of bid rigging. Western academics write of it in terms of the ‘‘economics of collusion’’ and of ‘‘structural corruption.’’136 On the other hand, there are few commentators who doubt that the activities of the construction companies are an important element in the collapse of the bubble economy and later of the massive bad debts problems  of the Japanese housing corporations, the so-called jusen mondai 137 – and so ultimately a factor in the current bad debt problems of Japan’s banks. Typically the construction companies, in order to capture as many development projects as possible, competed to buy whatever real estate became available and so drove up the prices to levels which were infamous and unsustainable. To compound the problem they would often stand as the guarantor for their developer-clients who wished to get loans. With the bursting of the bubble and the collapse of real estate prices, construction companies suffered a double blow of bad debts and overvalued assets. The problems this left the banks facing need no repetition here.138 In short, rent practices in the construction industry are of enormous importance in the Japanese mode of rent-seeking. They do not, however, conform closely to the pattern of the regulatory cartel. There is no advisory council or trade association which functions like the Japan Harbor
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Transportation Association as the institutional vehicle for the regulatory cartel. The 64 leading firms do not constitute a commanding cartel – arguably they are too numerous. There are no barriers to entry. Indeed there are more than 500,000 building firms and the number increase annually – faster since the bubble economy than before.139 The number of employees has also increased to hit the 7 million mark. The rent-awarder is more likely to be a politician in this sector than a bureaucrat. He is also more likely to be selling the rental position than awarding it – as does the bureaucrat in other industrial sectors – in anticipation of no immediate substantial monetary reward. (For all the recent talk of officials and spoils it is not easy for Japanese bureaucrats to consume spoils that are not commensurate with their office. The system is too transparent, and the wives get to know.) For the politician it is rather different, and in any case his concern is to secure spoils for distribution amongst supporters – in this sense public works rent function as a kind of mediated political contingency. The Liberal Democratic Party has specialized in this area and former Prime Minister Tanaka was particularly adept. Between 1967 and 1976 there were 13 ministers of construction; ten were members of the Tanaka faction, three were men who could not lightly disregard the Tanaka faction. The newspapers habitually referred to leading officials in the Ministry of Construction as ‘‘candidate members of the Tanaka faction.’’140 Briefly, construction is a ‘‘floating cartel.’’ Tenders for public works contracts are made and prices are set collusively by the tendering firms in an  This ‘‘is a negotiation among bidders for institution known as Dango. a Japanese public works contract in which it is decided which firm will get the job. The designated firm submits a high bid and its (ostensible) ‘rivals’ bid still higher, maintaining the illusion of competition.’’141 The institution knows no losers, only winners. Participants get high prices, compensation if their bid is not accepted, the guarantee of success in future and all without the bore of competition. What are the economic consequences of the Japanese mode of rentseeking as evidenced in the construction industry/public works complex? To put it mildly, the construction industry is a fundamental challenge to developmental state orthodoxy. Here there is little that resembles marketconforming or market-correcting behavior. The construction industry/public works complex amounts to one-fifth of GDP in which the exclusive mode of exchange and allocation is nonmarket, and in which prices are set by the divination of the government procurement office’s ‘‘estimated bid price’’ (ebp) which is reported back to the local bidding cartel which agrees its minimum offer price of ebp þ X. Crudely, what did Japan get for the money? Industrial infrastructure has to be one part of the answer. The development of the industrial infrastructure – the creation of an integrated network of roads and railways, the development of ports, industrial water and land facilities – did not begin in earnest until 1957 (four years after the economy had surpassed prewar levels of production); that is to say, two years after the
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merger of the two conservative parties to create the LDP. Two years later, spending on roads at ¥164 billion quadrupled the 1957 figure. Spending on the railways and the ports developed at a similar pace. Total infrastructural spending was 1 percent of GNP in 1956 and 3.5 percent in 1964. The pace did not slacken. The railways devoured ¥500 billion per year from 1965–75 when annual expenditure doubled to ¥1 trillion (despite the shift in transport demand in favor of the automobile and so of roads).142 The urban infrastructure was neglected throughout the period. It is perhaps an oversimplification to attribute this neglect to the relative unimportance of the urban electorate. But the fact of the matter is that the rural areas were substantially overrepresented in the Diet and the rural electorate was a bedrock of LDP support. By the late 1960s the defection of local votes was ringing alarms. By the mid-1970s more than 40 percent of the Japanese electorate lived in constituencies that returned Communist–Socialist-based councils and total investment in social overheads shot up. It doubled between 1966 and 1972 (from ¥1,645 billion to ¥3,714.7 billion), and doubled again by 1978 (¥8,320 billion). The share of industrial infrastructure investment in total social overhead declined from the late 1960s on. That Japan has a vast integrated industrial infrastructure is beyond dispute: an integrated rail system, including the bullet train (that Europe has yet to complete), a huge network of roads, dams and nuclear power stations. Typically the transport system is designed so as to stimulate domestic consumption. Railway stations in the cities are built within huge commercial retail complexes that are, at their biggest and most sophisticated, whole subterranean worlds with myriad possibilities of expenditure and consumption; they house restaurants (serving Japanese, Chinese, Korean, Indian, French, Italian and every other kind of food), bars, coffee shops, juice bars, sandwich bars, burger bars, jewellers, florists, liqor stores, record stores, bookstores, banks, travel agents, and very much more besides. More prosaically Tanaka’s largesse at the Ministry of International Trade and Industry in the early 1970s resulted in Tsukuba science city, the tunnel to  the massive bridges to Shikoku, and Narita airport (the major Hokkaido, airport in the country). The point at which economic utility becomes luxury and later luxury becomes license is harder to gauge. McCormack fundamentally doubts the utility of the reclamation of the coastline in the 1980s at the rate of 100 kilometers per annum (he reserves a particular animus for the dumping of mountains of concrete ‘‘tetrapods’’ round the remainder of the existing coast) and the cementing and straightening of rivers. He cites the economist Sawa Takamitsu who compares public works in Japan to the construction of the pyramids: ‘‘more or less useless but capable of absorbing resources on a vast scale.’’143 Land reclamation has economic utility particularly given the chronic shortage of industrial land in much of Japan. Arguably the same can be said of the canalization of rivers. Doubtless such utility has been purchased above the putative market price.
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Finally we can note that, in the post-bubble economy with rising unemployment in the manufacturing industry, the wholesale expansion of the construction industry has permitted the government to soak up labor laid off by other industries and where the effects of industrial decline and restructuring have had a strongly localized impact (as has been the case notoriously with the decline of the shipbuilding industry and mining). Construction and public works programs have functioned as a de facto regional aid policy. In both of these respects, and not only in the post-bubble period, it is possible to identify a redistributive element in the public works rents bonanza.



Conclusion The argument of the chapter is twofold: (a) that modes of rent-seeking differ and that these differences are anchored in the motives and institutionalized practices of power; and (b) that the quota of rents (i.e., how many?) is of less importance for economic development than the way that rents are used and the way that particular modes of rent-seeking fashion particular economic outcomes. With respect to the former, we have seen that a bureaucratic distaste for sectoral disorder inspired by a concern to marginalize the politicians, complemented by a business fear of excessive competition, has encouraged the development of a cartel–rent nexus in Japan that is absent in Mexico. The critical linkage in the Mexican case is that between office and rent. The office sought by the politician or bureaucrat is understood primarily as a vehicle for personal enrichment and advancement. It is assumed that the office holder will appropriate rents attached to his office directly for himself or for family, friends and political supporters. The meaning of office in Japan is substantially different – that meaning is captured in part at least in the phrase ‘‘career bureaucrat’’ but is by no means reducible to this. The Japanese conception of both bureaucratic and of political office is rooted in a tradition of ‘‘rule’’ rather than personal enrichment, a tradition that owes relatively little to democracy since that which is privileged is ‘‘rule’’ and not ‘‘public service.’’ In its bureaucratic aspect ‘‘rule’’ is seen as a mission to transform society.144 The cartel itself is congruent with an ethic of collective action deeply institutionalized in Japanese life. More prosaically, the Japanese office holders’ much longer tenure of office effectively precludes the ‘‘one-off’’ harvesting of rents which is such a conspicuous feature of the sexenio in Mexico. Equally the transparency that attends payment and reward in the Japanese system makes it practically impossible for the Japanese office holder to enjoy the fruits of such a rents harvest. With respect to the second argument, the simplest link between favorable economic outcomes and the mode of rent-seeking is captured in the notion of the ‘‘economically contingent’’ rent; that is to say, circumstances in which a ‘‘one to one’’ unmediated relationship between the political and the
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economic – more specifically, between ‘‘policy’’ and ‘‘economic outcomes’’ – can be discerned. It is this linkage that sustains the ‘‘good rent’’ that figures in the analyses of institutional and developmental economists. There is little evidence in this chapter to suggest that this kind of rent is usual, and little reason on theoretical grounds to expect it, given even a nodding acquaintance with the political science literatures on policy-making and ‘‘state learning.’’ There is considerably more evidence to suggest that the economic significance of the mode of rent-seeking is indirect, unpredictable and mediated – but no less significant for this.145 If we take the case of Japan then perhaps we need not be too surprised at the competitive potential of the cartel–rent nexus. One recalls John Kenneth Galbraith’s scathing critique of the standard view of oligopoly. ‘‘If oligopoly really led to high prices and a lack of innovation,’’ asked Galbraith, ‘‘why has the industrial world enjoyed an increasingly rapidly-flowing stream of new products even while economic concentration is increasing?’’146 If the beer cartel is guilty on the first of these counts, high prices, it is certainly not on the second count, that of failure to innovate. No less relevant is Joseph Schumpeter’s critique of economists who defined competition too narrowly. This led us to see only the least important forms of competition, and to miss entirely the way the firms seize significant strategic advantages over their competitors: The first thing to go is the traditional conception of the modus operandi of competition. Economists are at long last emerging from the stage in which price competition was all they saw. As soon as quality competition and sales effort are admitted into the sacred precincts of theory, the price variable is ousted from its dominant position. However, it is still competition within a rigid pattern of invariant conditions, methods of production and forms of industrial organization in particular, that practically monopolizes attention. But in capitalist reality, as distinguished from its textbook picture, it is not that kind of competition which counts but the competition from the new commodity, the new technology, the new source of supply, the new type of organization (the largest-scale unit of control for instance) – competition which commands a decisive cost or quality advantage and which strikes not at the margins of the profits and the outputs of the existing firms but at their foundations and their very lives. This kind of competition is as much more effective than the other as a bombardment is in comparison with forcing a door, and so much more important that it becomes a matter of comparative indifference whether competition in the ordinary sense functions more or less promptly; the powerful lever that in the long run expands output and brings down prices is in any case made of other stuff.147 It is a relatively easy matter to characterize the mode of rent-seeking in Japan. It is quite another matter to know what this means for competition and
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growth at the individual sectoral level. The evidence suggests that it is not possible to read off what will happen at the sectoral level from a broad characterization of a seemingly ubiquitous mode of rent-seeking. Harbor and port services doggedly eschews competition in return for the guarantee of good order and succeeds in this to the point of eliminating competition. In the beer market the regulator/rent awarder has eyes only for the return on the rent award, namely acquiescence in a high liqor tax, with no more concern for competition and growth than his counterpart in harbor and port services but with dramatically different consequences that do not foreclose competition but divert it from price to product. Construction is something again: a profound challenge to the ‘‘wise state’’ of the developmental state orthodoxy – what’s wise about this fifth of the economy? It is an equally profound challenge to a neoclassical account of the economy as a whole – spectacular market-driven growth for decades in an economy at least onefifth of which is riddled with rents and rent-seeking and wholly indifferent to the market. Plainly we need a model of economic success that can comprehend a muddier, grubbier, fuzzier, more contrary world than that allowed for by both the statist and the neoclassical accounts. Here we can note that there has been little or no systematic treatment of the cartel–rent nexus and of its contribution (negative or positive) to overall economic growth (and this is not something which we have attempted to do in this chapter); indeed there has been rather somewhat glib and too hasty conclusion that it must be ‘‘bad.’’ The views of two senior officials from the Japan Fair Trade Commission which enforces Japan’s antimonopoly law are of some interest.148 The authors are ambiguous, notes one astute reviewer,149 about whether cartels are good or bad for economic growth. After showing that antimonopoly law enforcement was weak and cartels rampant during Japan’s rapid growth period, they ask how the international competitiveness of Japanese firms can be explained. They argue deductively that ‘‘lack of competition would only lead to a less efficient economy, and cannot be consistent with international competitiveness.’’150 They explain the paradox in part by arguing that there was in fact considerable competition among firms alongside the cartels, and that the Ministry of International Trade and Industry offered firms incentives to innovate at the same time they were protected by cartels and trade barriers. But the authors also acknowledge that lax antimonopoly law enforcement and weak price competition have benefited Japanese manufacturers by providing them a domestic source of stable profits they could use to make the necessary investments for competing in world markets.151 In short they acknowledge that Japanese firms have benefited from the high prices and protection from international competition that weak enforcement affords them. Another ambiguity derives from the fact that the Japanese mode of rentseeking has proved compatible with high growth and no less its converse. This has prompted a critique of the outmodedness of the cartel form of much
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of the economy. Moreover while we have argued that the cartel–rent nexus is compatible with intense competition and innovative product development, it has been argued of late that Japan’s innovative capacity is in decline.152 Here two important caveats are in order: it is not suggested that it is (what we have termed) the cartel–rent nexus that is now responsible for the waning innovativeness of the Japanese economy; and no less important it is not thought that technological factors drive the Heisei recession. That remains better understood in terms of the collapse of asset prices, the resulting crisis in the banking system, and the inappropriate macroeconomic policies of the Japanese government since the early 1990s. Here the more important linkage may prove to be that between the rent-seeking coalitions of politicians and industrial cartels and resistance to economic reform at the beginning of the twenty-first century. Interfirm competition in the marketplace has not loomed large in our account of the mode of rent-seeking in Mexico. Nor for that matter is there much evidence of cartelization and of the emergence of an oligopolistic economic structure. Over time, and not least in the wake of the neoliberal reforms of the 1980s and beyond, the economy has witnessed a process of intensive concentration that has led to the proliferation of sectoral monopolies, near monopolies, and duopolies. A monopoly rent exists in Mexico in a way that it simply does not in Japan. Accordingly, the strategy of the firm has been fixed on the state no less in the 1980s and 1990s (the time of the privatization of the banks) than in the time of the miracle economy (and the heyday of ISI and the proliferation of import license rents). To secure such a monopoly, alliance with successive sexenial administrations is indispensable. And indeed it is possible to trace the evolution of Mexico’s rent seekers extraordinary from the industrialists and their political allies under ISI to become neoliberalism’s financiers and owners of transnational corporations. Industrial firms borne of import-substituting industrialization rents captured reprivatized banks and privatized state corporations to form the mighty ‘‘grupos financieros’’ (financial groups).153 The same political connections that permitted this evolution, a connection epitomized in the fusion of office and rent acknowledged in the prestanombre phenomenon, excused these groups from the burden of paying taxes to the state with consequent detriment to the possibility of cycling anything of their vast rents via public expenditure to other parts of Mexican society. This has massive implications for both social as well as economic outcomes.
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The uses of trust: why did the East Asian development path differ from the Latin American one? Benno Galjart



In the last fifteen years of the twentieth century cultural variables, among which trust, have reappeared as factors explaining the rapidity or sluggishness of economic development. The amount of trust that citizens have in each other and in the institutions of their society is regarded as social capital, and the assumption is that such capital makes cooperation of all kinds easier and thus contributes to development. Fukuyama and Putnam argue that trust in other people promotes economic growth. La Porta et al. show quantitatively that trust strongly influences variables such as the efficiency of the judiciary, the quality of the bureaucracy, tax compliance and others, but correlates only weakly, though positively, with growth.1 Since economic growth was much faster in East Asia than in Latin America in the period 1950–90, the assumption appears warranted that system trust was more widespread in the former region. But that assumption is erroneous. To begin with, there are kinds of trust. The literature focuses most often on what is variously called generalized trust, system trust, or institutional trust; that is, the average expectation of the citizens of a country that people in roles will perform according to the formal criteria pertaining to their role, and that the institutions they are supposed to manage and direct will function well. However, this kind of trust appears to be at least as much an effect of development as its cause. I shall argue that in most less developed societies another kind of trust prevails, which I call particularistic trust. In this chapter, I shall first elaborate on this distinction between kinds of trust, because I think that the prevalence of particularistic trust may, and under certain circumstances does, hamper the emergence of system trust, and anyway affects a country’s development path. The need for particularistic trust relations depends on the degree of uncertainty in daily life, and this uncertainty in turn is related to what can be called the historical barriers of distrust between groups or categories, in other words historical social cleavages. Nation building, or social integration, can be regarded as a lowering of such barriers. What people actually do when they use their particularistic trust relations depends on the amount of discretion and the opportunities they have. This discretion itself in turn depends on the structural position and roles of the persons involved, on the



214



Benno Galjart



degree to which their actions are subject to some kind of control from superiors or from the public at large, but also on their own values and the norms they adhere to. The structural position and roles of trustor and trustee obviously are embedded in practices and institutions, which can increase as well as restrict the necessity of making use of particularistic trust. These practices and institutions, such as government economic policies, electoral practices, the manner in which trade unions recruit members, or the way social security is organized, may themselves be unrelated to the prevalence and use of particularistic trust in that particular society. Some of these institutions or practices even may have been intended to generate system trust and diminish the need for particularistic trust relationships. In this chapter an attempt is made to relate the development paths of some East Asian and some Latin American countries to differences in the use made in these societies of particularistic trust relations. I focus on the relations within enterprises, and those between business(men) and government, between governments (or politicians) and voters, between government and labor, and between business and labor.2 Although within each of the two regions notable differences between countries exist, grosso modo it can be said that there are at least three differences in development between the regions. One consists of the rate of economic growth, especially industrial growth, which in East Asia has consistently been higher. A second difference relates to the distribution of income. In East Asia, despite its rapid growth, income inequality is generally smaller than is the case in most Latin American countries. A third difference is that the East Asian countries, with the possible exception of Japan, were at least until the mid-1980s governed under authoritarian regimes, whereas in most Latin American countries, with the possible exception of Mexico, democratic governments alternated with authoritarian ones. All three differences refer to dimensions of development, which consists of more than just economic growth. I define development as the process through which a society approximates certain economic, political and social goals. At the level of the society as a whole, the goals consist of economic growth, an increase in the steering capacity of the state, and the possession, and capacity to make use, of knowledge and information. But I hold that development also includes a more equal distribution of income, political participation and knowledge at the individual level, a distribution that is regarded as equitable. However, it is exceptional if a society succeeds in approximating all goals in a single, relatively short, period. The dimensions of development often are contradictory, in the sense that the institutions and practices which are functional for one goal may well hamper the realization of another development goal.3 The emphasis on trust implies that this chapter takes part in three different debates, and hence bodies of literature, that often are separate. One of these – the mainstream of the literature on trust – is mostly concerned with the role of trust in economic exchange relations within or between
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firms, and only by extension with its contribution to economic growth. The role of trust in the politics of developing countries has received some attention,4 but hardly in the context of an interregional comparison.5 In the parlance of economists, the eventual contribution of trust to efficiency or growth has to do with the transaction costs involved in an exchange between principal and agent. All forms of cooperation comprise exchanges. Etzioni distinguished between three modes of ensuring the compliance of others, to wit the normative, the remunerative and the enforcement mode.6 In many exchange relations a mixture of modes can be observed. Establishing a trust relationship is one of the normative ways of ensuring compliance. Particularistic trust reduces transaction costs between the dyad of principal and agent. However, also the members of a network based on relations of trust can cooperate, whether or not mobilized by a principal. Principal as well as agent can be groups or collectivities, and then the problem of transaction costs occurs on at least two levels, to wit between the leaders themselves and between leaders and their groups or collectivities. As Elias noted, on the two levels a different game is played.7 Elias referred to political rather than economic exchanges. Indeed, the problem of transaction costs, and hence the importance of particularistic trust, appears to be at least as great in political dealings as in economic exchange. Political exchanges are often informal, and the reward for cooperation now may be forthcoming only much later. Implicitly rather than explicitly, my argument involves me in the debate about rational choice. As a sociologist, for me it is obvious that the costs and the benefits of an exchange can be material as well as symbolic. That economists find it hard to translate symbolic costs and benefits into hard cash is their problem. A third body of literature is that of development studies, in which the term trust hardly ever figures, although related concepts such as nation building, social cohesion, the strengthening of civil society and institution building do. In the theoretical paragraph on trust I posit that there is not only a difference between what I call particularistic trust and generalized trust, but under certain circumstances a contradiction. This is because particularistic trust may well lead to a transgression of formal rules. In the third paragraph I discuss the economic and political relationships in which trust – or its lack – play an important role, either because the cooperation which they imply will hardly be forthcoming without trust, or because other ways of ensuring compliance, such as monetary remuneration or force, become rather expensive. When this trust is of the kind I call particularistic, I argue that a number of consequences for development can be expected. But it is here that the wider context, or in other words the embeddedness of particularistic trust, becomes important. North has argued that developing societies are subject to path dependence: they cannot easily change institutions, or even policies.8 Institutions and policies, which themselves
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may be unrelated to the prevalence of particularistic trust in a society (although they may be related to the depth of the existing social cleavages), nevertheless influence the use made of this kind of trust relationships, in economic as well as political practices, and thus determine their outcomes. Examples of such institutions and practices are the choice of industrialization policy (ISI or EOI), the degree to which the legitimacy of a government, or the vote-winning capacity of a candidate, depends on his promises – and, lower down the scale, on his expected ability – to redistribute, the way industrial labor is organized, the way a career in the state bureaucracy can be, or has to be, realized. In more abstract terms, the context includes the monitoring and the sanctioning capacities of the society,9 that is the degree to which informal practices can be prevented and corrupt practices sanctioned. I shall argue that the differences between the East Asian and the Latin American contexts have mattered a great deal. They help explain why the use made of particularistic trust has had different effects in the two regions, at least until the outbreak of the so-called Asian crisis, or, somewhat earlier, the end of the so-called bubble in Japan. Sociologists and political scientists may contribute to the analysis and explanation of path dependence. Even if they succeed, this does not imply that a society can shed its path dependence. But if the path itself is not known, the dependence cannot be decreased at all. However, although the existence of path dependence may be generally accepted, that is not the case when cultural variables are offered as an explanation. Some authors reject all cultural explanations of development, or of its lack, as a-historical and circular. Indeed, the ‘‘history’’ of culture as a factor influencing development has been muddled. Consecutive ‘‘grand theories’’ or theoretical paradigms of development have alternated in their focus on cultural structural explanations of the relative stagnation or the rapid economic growth in developing countries. The modernization theories of the 1950s and early 1960s located the impediments to development mostly in culture. Until the middle 1980s theoretical schools predominated which argued that structures rather than cultures explained the lack, or sluggishness, of development. Still later cultural arguments regained ground, such as the claim that Confucianism, or the prevalence of some Confucian values, explained the rapid growth in East Asia. However, these same values were earlier held accountable for stagnation rather than growth.10 Should we then desist from using cultural factors to explain development? I think not. In the first place, it is not only possible but probable that a certain social structure and a certain culture pattern reinforce each other. Historically, in situations of great social inequality, the weak tended to seek protection from the strong individually, through personal relations of patronage. This exchange relationship had advantages for both persons involved. Seeking patronage then may become not only to some extent ingrained as a culture pattern but – and this is even more important – it can also be transferred, as it were, to other structural contexts in which exchange
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between unequals occurs. The transfer shall be successful if both patron and client benefit by it. This is exactly what has happened, as some observers have argued.11 Admittedly culture is a vague concept. To clarify matters, it helps to distinguish (with Archer) between a cultural system and sociocultural interaction, that is the use made in interaction of elements of the system.12 The system, says Archer, consists simply of all statements about the world. Within that system – and Archer argues that at any moment in time there is only one such system in the world – the relation between the parts is logical. Statements about the world, but also values or norms, can be contradictory, or congruent, or there can be no logical relation at all. The culture system therefore influences behavior and interaction only through logic. People find it hard, if not impossible, to believe two contradictory statements at the same time; they have to remove the contradiction, one way or another. The congruence of elements, on the contrary, can be used to support the claim to truth of each separate element. In sociocultural interaction, however, the influence of culture is causal, that is, exercised by other people. Let me give an example. I shall later write about two distinct political discourses, or cultures, which appear to be in operation in Latin America. One is in terms of citizens, citizen rights, equality before the law, due process, and institutions; the other is in terms of persons, inequality, hierarchy and favors. The implication, in terms of Archer, is that both discourses are part of a single culture system. The logical contradiction between them is resolved in different ways, as we shall see. In interaction, however, the latter discourse – and practice – often predominates, because the principals in many kinds of relationship think and feel that, in situations in which they cannot be sure of an agent’s compliance, a particularistic trust relationship is the only way left to accomplish this. As long as it works – that is, functions most of the time, or even only some of the time – as expected, it is in the interaction that a cultural element is transferred and survives. But the situation may change when people notice that the use of particularistic trust does not offer the protection that is sought, or otherwise appears to have dysfunctional consequences.13



Trust: an addition to theory The literature on trust, and especially on its possible effects on the economic development of societies, or on the economic relations between firms, has grown significantly in the last decades. When the members of a society generally trust that the other party in an exchange relationship will stick to a contract, will perform according to the norms of his or her role, that society is said to be rich in social capital.14 Such capital makes cooperation easier, or less costly, to establish, and therefore there will be more cooperation of all kinds in that society. Different bases of trust have
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been distinguished, and different ways to establish a trust relationship.15 Yet, in the eyes of a development sociologist, at least in my eyes, in most of this literature an insight that I consider crucial is mentioned only in passing, if at all. Trust in other persons is based on the relative predictability of their future behavior in a situation in which they could, in theory, defect, that is, not perform the action asked by the principal, who therefore incurs risk when engaging in an exchange. But this predictability (or in other words, the expectation of the principal that the agent will comply and will not defect) itself may be based on various grounds. In some cases, when the principal can strictly monitor what the agent does, the latter’s compliance can be ensured through sanctions or remuneration alone. Often, however, also a normative element has to be part of the exchange, as Etzioni argued.16 It may be that the roles and norms implied by certain social institutions are internalized by most members of a society to such a degree that an infraction, a deviation from the rules, meets with the disapproval and sanctions of others, if necessary through legal procedures. In that case the costs of an infraction are often simply too high to be borne by the agent. Then trust can be based on a formal contract or even an informal agreement. The same argument is valid when the exchange occurs between members of an in-group. But what if society-wide institutions and role-norms, although they do exist on paper as it were, are generally distrusted? What if people believe that an unknown member of an out-group will tend to take advantage of them? Especially when the agent has a considerable amount of discretion in carrying out his task, a discretion that cannot be restricted by monitoring his performance or by including more details in a contract, personal trust between principal and agent becomes necessary. Such trust must be built up during prolonged interaction, in which the principal usually begins by taking small risks of the agent defecting, and only gradually larger risks. But then too the exchange, especially in the economic domain, may well remain single-stranded. That is, only specific actions of principal and agent are involved. In economic exchange, or more generally in exchanges in which the skills of persons are involved, trust implies not only the expectation that the agent will not defect, but also that he is competent to perform his task, for instance producing a component according to specific measurements, or diagnosing a disease. Predictability then includes competence. However, in some cases outside the economic realm the principal’s trust does not necessarily imply the agent’s competence, as we will see later. In what we have said thus far, a relationship of trust between principal and agent does not necessarily involve them in other than specific roles. However, trust between two persons can also be based on mutual loyalty. Such trust too evolves during prolonged interaction, but in this case the exchanges between the persons are not known beforehand or are intended to be of various sorts, or multistranded. In other words, the relationship
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is not restricted to specific actions. In essence, loyalty is a commitment to the other person, not only not to let him or her down, but also to grant him a favor, or otherwise to assist him if the possibility, or the necessity, to do so presents itself. Trust is in the other person as person; it involves principal and agent in more than a single role, and eventually may go beyond their roles. Although a person may seek such a relationship in order to promote his own career or prospects, the value behind it is honor. I shall call this kind of trust ‘‘particularistic.’’ The importance of the distinction between particularistic trust and generalized or institutional trust is that the former may imply – and in some circumstances does imply – the willingness of both principal and agent to deviate from the norms and rules prescribed by social institutions or roles, if that is to the benefit of the other person. Particularistic trust can be found in all societies in specific relationships, for instance between intimate friends or, ideally, within nuclear or extended families. Already in 1951 it was found that in the USA good friends were inclined not to report or otherwise make public minor misdemeanors committed by the other.17 In some societies, wives are not allowed to testify in criminal cases in which their husbands are the defendant, lest they commit perjury. However, in societies in which institutions and corporate groups cannot guarantee an individual’s security, a person’s dependence on having, and establishing, this kind of particularistic trust relationships is far greater than in other societies and cultures, as Boissevain argued.18 The less security is offered by institutions such as contract, law enforcement, equality before the law, formal entitlements, or by wealth, the greater the need of the individual for protection against misfortune and the defection of others. This protection then has to be sought through particularistic trust relationships. An important function of such relationships is to gain access to something that cannot be obtained in a formal, institutional way, but only through an informal and sometimes irregular procedure. Because of the loyalty which prevails between trustor and trustee the irregularity is kept from public view. This loyalty may – even in societies where institutional trust is fairly general – have as a consequence that trustor and trustee will protect each other when a misdemeanor has been committed. ‘‘The altruism implicit in particularistic trust may make it legitimate to bend the rules or even break the law,’’ writes Gu¨nes-Ayata.19 But if this is possible out of loyalty in a personal relationship, it can also be done for gain. In other words, the practice of seeking personal relations of trust offers, if not a breeding ground for opportunism and corruption, then at least a propitious climate for these defects. The more an exchange is irregular or illegal, that is not covered by institutions, the greater the need for particularistic trust between the partners. The Mafia could not exist without such relationships. Corruption is a harsh and to some extent ‘‘Western’’ term; Olivier de Sardan has argued that at least in Africa it has cultural roots that are in themselves not ‘‘bad’’ or even dysfunctional.20 Likewise, patronage has been called ‘‘lopsided friendship.’’
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However, though some members of a society benefit from patronage, clientelism or corruption, and even though these phenomena do not necessarily impede development, they become dysfunctional when they inhibit the good performance of institutions. Historically, these trust relationships were mostly established between persons of unequal status, as in feudal times, and between close kin. Even today a trust relationship between unequals, that is a patronage relation, can be found in many societies. However, as modernization implies the differentiation of labor and skills, so that different persons have the disposal over specific resources, it makes sense to foster such relationships with as many people as possible, and with persons who are status peers or even inferiors. The principal reason for establishing such a relationship is the mutual expectation that the other eventually can do one a favor. What exactly the favor may consist of depends on how easy or difficult it is to obtain what is wanted in a ‘‘normal’’ way, because it can be bought or because one is entitled to it. As in brokerage relations, the favor may simply consist of a recommendation to a third person. In this way a chain of dyadic relations may be formed, in which each person passes on a request to a trusted partner until someone is reached who is able and willing to satisfy the original request. Thus a person of low status can connect with someone higher up the status scale despite the fact that they have no direct relation. Whereas a peasant in a traditional patronage relation with a landowner hoped to receive material benefits, and the patron thus legitimized his wealth and power or even had it protected physically, in a modern urban context, in which entitlements are regulated by often rigid bureaucracies, the variety of possible favors is endless. The more regulations, it would appear, the more possible favors.21 The essence of such favors often is ‘‘entering through the back door,’’ as Yang puts it,22 that is getting something done without going through the official channels or the formal procedure. The favor asked may be a reasonable one, but need not be. The irregularity of the procedure makes trust between the two persons involved or linked in a chain necessary. Bribery, of course, is also an option. Although particularistic trust relationships begin in dyads, they can be used to form networks or coalitions. Boissevain gives as examples brokerage chains, cliques, gangs, action-sets and factions, but remarks that still other terms, such as clientele, team or following, denote coalitions. Geddes coined the term ‘‘cluster.’’ There are, moreover, local terms for the phenomenon that have not been translated, such as camarilla (Pantsters, on Mexico), or panelinha (Leeds, on Brazil).23 The multitude of terms is related to the presence or absence of certain structural features, such as a leader, a clearly defined goal, or the longevity of the group. Boissevain uses the term ‘‘coalition’’ to cover all forms. The coalition, he says, is ‘‘a basic form of social organization, as basic as the family, in that it organizes production, and protection from psychological as well as physical threats.’’ The coalition is a collective actor, but one that is to be distinguished from a corporate group,
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because it normally is more temporary. Boissevain further suggests that coalitions will predominate where security cannot be guaranteed by the society at large.24 The frequency of particularistic trust relations in a society depends on its structure as well as its culture. In societies marked by large social cleavages, although the constitution may concede civic rights to all citizens, and the relevant institutions may exist on paper, the actual allocation of resources is not seldom monopolized by a ruling group, sometimes called the political class. The less an individual can rely on the existence or the efficient functioning of formal institutions, the greater his need for protection through trust relations. But here circular causation occurs. The more individuals have to rely on personal relations with trusted others to obtain what formal institutions ideally should provide, the less confidence they will have in these institutions, and the more they will teach their children that they need personal relations because the formal institutions cannot be relied upon. In other words, the more often individuals succeed in obtaining what they want by not going through the institutional channels, the greater the probability that these channels remain weak. The structural need for protection and the cultural tendency to use relationships of trust then reinforce each other. Only when a society grows richer and some of its increased wealth is used to establish entitlements which can be obtained through administrative channels without great costs in time or money, does the structural need for particularistic trust relationships diminish. The proviso about costs in time or money is important. Governments which seek to decrease nepotism or clientelism often create entitlements (i.e. social rights for citizens) that can be obtained only through very elaborate and timeconsuming procedures. Even then it is worthwhile for the individual to try to use relations of particularistic trust – or bribery – in order to secure what he is entitled to in an irregular way. To paraphrase Gresham’s famous law: irregular procedures drive out regular procedures. Or, in other words, particularistic trust may hamper the evolution of institutional trust: it depends on whether the use of particularistic trust indeed runs counter to, and thus weakens, the relevant formal institution(s). Stated otherwise: for what goal is the particularistic trust relationship used? What kind of actions are involved in the exchange? The goal can be harmful as well as beneficial to development, or to the welfare of a group or collectivity; i.e. to realizing a public or semipublic good. How particularistic trust relationships are used, in the economy, the bureaucracy and in politics, influences the development path of a country.25 The use made of personal trust may actually foster economic growth. It may make elite pacts possible, for instance between economic planners and large enterprises. It may help to curb the demands of labor unions. But especially the political use of particularistic trust relationships may hinder the further spread of institutional trust. Only here and there in the growing literature on trust does the idea that there may be a tension or contradiction between institutional and
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particularistic trust appear. What can be found is the statement that uncertainty leads people to seek a particularistic trust relationship. Yamagishi et al., comparing the USA with Japan, found experimentally that ‘‘the level of general trust is negatively related to the individual’s tendency to form a stable relationship with a particular partner,’’ and also that ‘‘this tendency increases as the level of social uncertainty increases.’’ I interpret this as meaning that the more risky the situation, the more a particularistic trust relationship is sought. Or: the lower the level of generalized trust in a society, the more people are inclined to establish personal relations of trust. Graziano asserts that clientelism, apart from its manifest function of exchange of benefits, also has an important latent function, to wit establishing solidarity in societies in which social trust is in short supply. Sztompa observes that, in the formerly socialist countries in Eastern Europe, people, faced with an atmosphere of generalized distrust, react by falling back on relations of particularistic trust and on corruption. Here the possible contradiction begins to appear. Orru´, writing about the relations between small firms, states that the reverse side of particularistic trust is ‘‘generalized distrust toward and disregard for the system.’’26 Fukuyama notes that ‘‘in some cases, there appears to be something of an inverse relationship between the bonds of trust and reciprocity inside and outside the family; when one is very strong, the other tends to be weak.’’27 Geddes, who employs a rational choice perspective, remarks that members of what she calls a cooperative cluster ‘‘follow a simple rule of thumb: cooperate with members of the cluster and refuse to cooperate when dealing with outsiders.’’ Cooperation within small groups, held together by bonds of particularistic trust, is then an impediment to wider cooperation. Eisenstadt and Roniger go less far and posit that personal bonds like friendship, ritual kinship and patronage ‘‘transcend the usual existing groupings and categories of people and cut across them’’; they ‘‘provide a new type of solidarity framework for instrumental relations which is different from that of the main groups and yet complements them.’’28 One of the functions of these particularistic trust relations, in other words, is to enable individuals who belong to different main groups to establish mutual trust, and thus to surmount a barrier of distrust. Such barriers may be expected especially in societies characterized by great socioeconomic inequality or great ethnic diversity. In view of the fact that, according to sociologists,29 generalized or institutional trust becomes a precondition for modernity, a possible contradiction between generalized trust and particularistic trust is of importance. Such a contradiction would imply that institutional trust does not develop more or less automatically. In traditional societies where most interaction takes place in a geographically limited area and with relatively few people, trust develops mostly between members of primary groups. Modernization, industrialization and migration, as well as the formation of a national polity, necessarily bring people into contact with others who are not members of their primary groups, in schools, universities, the army,



Uses of trust



223



voluntary associations of all kinds, places of work and neighborhoods. Also within these organizations or contexts prolonged interaction may lead to the establishment of particularistic trust relations. The uncertainty of new social environments and the concomitant need for protection induce people (at least in some cultures) to seek and establish relations of particularistic trust with certain others, sometimes, or even often, across a traditional barrier of distrust. In other words, some of these particularistic trust relations – friendship, patronage, clientelism, ritual kinship, or what in politics is called a confidant – allow individuals to surmount a barrier of distrust that exists between status groups, classes, ethnic groups or across still other group boundaries. But this does not hold for these groups or categories as a whole; the barriers of distrust are still there. If development demands some form of cooperation between such groups or categories, recourse must be had to force, remuneration, or an agreement between leaders who do trust each other. The prevalence of particularistic trust in a society thus can hamper the evolution of system trust in two ways: 1



2



at the individual – and aggregate – level because of the widespread occurrence of patronage, nepotism, dishonesty and corruption, which would imply that the formal institutions do not work well; at the meso or macro level because the continuing distrust between groups or categories can, unless checked by elites, or the state, lead to polarization and conflict.



Trust in other people, it has been argued above, does not need to be based on mutual loyalty but can be based on the expectation that they will perform according to their roles, because if they do not, their reputation will suffer. Then too their actions will be predictable. Especially when observing a dyadic exchange relationship it is not easy, or even may be impossible, to distinguish particularistic trust, which in principle is manystranded, from personal trust that can well be single-stranded. The difference rests not on the expectation that the other will not defect, but on the reasons behind this expectation: the loyalty to the other person as person or the certainty that others, members of the in-group or network, will punish defection. There may be attempts by a trustor to invite the trustee to participate in irregular or in some ways deviant behavior, or he may offer gifts which, though too small for bribes, nevertheless create an obligation to reciprocate. Loyalty is enhanced by gifts, and this is also the case when trustor and trustee know things of each other that, if made public, are detrimental to their reputation. This knowledge as it were offers added security that both parties will live up to a contract.30 When the actions of the other party to an exchange are not very predictable, this engenders distrust. In this respect, especially the actions of governments can be more or less predictable, and thus produce more
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or less system trust. This variable itself influences development. In practically all less developed countries, governments have tried to steer the development process one way or the other. They can do so through many different policies, which range from the exchange value of the national currency, to subsidies, taxes, restrictions and licenses. However, in countries with a private sector of the economy, this sector will anticipate on and respond to government policies. As far as economic growth depends on investments, capital owners will want to be able to predict the future actions of governments, which can be harmful as well as beneficial to their interests. Trust in the predictability of government actions is not the only factor that contributes to what is called business confidence, but it is undoubtedly one factor. In as far as economic growth – and that is what we intend to explain – depends on domestic private investment, the owners of capital must have some confidence that the macroeconomic and political environment will be stable and thus can be predicted. This confidence is at least partly based on the degree of trust they have that neither the government nor other domestic collective actors will upset the apple-cart; that is, will seriously destabilize the macroeconomic or political environment. This state of affairs has been called the hegemony of the bourgeoisie. It implies that the causal chain between private domestic investment and management practices, on the one hand, and economic growth on the other is generally regarded as contributing to the common wealth and hence as legitimate, even though the material gains are not equally distributed. Since in capitalist societies there exists an in-built tension between labor and capital or between consumption and investment, hegemony partly depends on the organizational strength as well as on the ideas or visions about the desired future of society, held by these two potentially antagonistic classes. In this respect the acceptance of, or rather belief in, Marxist ideas has been important. But confidence in the economic and political stability of a country also depends on the actions of the government, especially when this consensus is lacking. In the first place, a government has to notice an eventual lack of confidence at all. This means that regular, institutionalized consultations between the state and business organizations are, if not necessary, then at least helpful. It also means that the cause of a lack of confidence must be distinguished. This cause may well reside in the fact that political leaders are apt to change policies, revoke decisions, or retract promises for reasons of their own, in order to acquire, or stay in, power. Governments that make promises or allocate funds to all sectors often enact inconsistent policies and eventually may loose the trust of the population in general.31 Elected political leaders, who need support more than authoritarian ones, may also be more inclined to be inconsistent. The rules of the game have to be known as well as relatively fixed; otherwise, protection must be sought through patronage. In other words: the less predictable a government, the greater the tendency of businessmen to seek protection, one way or the other.
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However, there is also another side to this exchange: if a government creates a favorable investment climate, it expects investments to be forthcoming. Profits are to be reinvested rather than consumed, or stashed somewhere else. If business remains cautious, the political elite in its turn will doubt whether the national bourgeoisie is capable of playing the developmental role it has played elsewhere.



Trust relations in economy and polity In this section I shall look more systematically at the differences between the regions. Perusal of the data of the World Values Survey of 1990, which contained a number of questions regarding trust in other people and confidence in institutions, showed that the regional differences in development are not due to greater system trust in East Asia or a prevalence of particularistic trust in Latin America. The country scores within each region (between Korea and Japan on the one hand, or between Mexico, Argentine, Brazil and Chile on the other)32 often differed as much or more than those between regions. The only systematic regional difference in system trust is in the confidence respondents have in their country’s legal system. In this respect the Japanese and South Koreans score better than the Latin Americans.33 The East Asians are also somewhat more trustful with regard to people in general, although the difference between Korea and Mexico is extremely small. Friends and family are important in all six countries. Altogether, the regional difference in previous economic development does not appear to have depended on a difference in the sort of trust that prevailed in a country. The most that can be said is that a very bad development performance, as in Argentina, apparently increases the distrust people have in all kinds of institutions. But if particularistic trust has been as prevalent in East Asia as in Latin America, then why have the consequences been so different? I shall try to answer this question by looking at the use that can be made, or rather has been made, of trust relationships of this kind. There are many social relations in which trust plays a role. Development implies that the chains of relations with others on which a person is dependent become larger, and that cooperation with previously unrelated people must increase. In economic parlance, trust lowers transaction costs and reduces opportunism, whether in markets, in hierarchies or in networks.34 What is required is that an agent (or agents) acts in compliance with the wishes of a principal. There are in theory three analytically distinct mechanisms to solicit compliance: force, remuneration and shared norms. The use of direct force, such as exercised in prisons, is not an efficient way to make people cooperate in some economic endeavor (although it can be called upon in case of breach of contract). Remuneration works much better, but it has to go together with monitoring
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the agent’s performance. When this is impossible or too costly, trust between principal and agent becomes necessary. What economic relations are characterized by a mixture of remuneration and trust? Let me start with employment relations. Since beginning entrepreneurs will want to keep costs, and also labor costs, low, they will prefer to employ, if at all possible, people they can trust, for instance kinfolk. In that case the trust relationship performs two functions. It lowers direct labor costs. Everywhere in the world the census distinguishes between family members of the entrepreneur and workers who receive a normal wage. However, the employed kinfolk know that, if the enterprise is a success, they will eventually be rewarded for their exertions. They will be promoted, or they will share, in one way or another, in the patrimonium, the family estate that is being accumulated, or they may be helped financially when they start out on their own. How and when they will be compensated may depend also on inheritance practices or other customs, such as the payment of bride-prices. If the enterprise expands and the demand for labor cannot be met any more with family members, employers often give preference to people who are recommended to them by trusted others. In large enterprises this practice can only be maintained with regard to specialists and managers, that is, people who generally have a large amount of discretion. But even in relatively small shops it is not uncommon to find that only one person is allowed to operate the cash register. Once particularistic trust has been built up in a dyadic relationship, it may function very well in economic terms. Industries have often begun as family firms, in Latin American countries as well as in Korea and Taiwan.35 When these firms grow, they may become conglomerates, of which the management remains in the hands of family members, as happened in Korea and to a much lesser extent in Latin America,36 or the owning family may start another business, not necessarily in the same sector, as was done in Taiwan.37 However, it appears as if in Korea and Taiwan these family bonds were used (also by the governments) to foster growth to a much larger extent than in Latin America. In Taiwan, between 1966 and 1986, the number of family-owned firms grew by 315 percent but their size by only 15 percent; in Korea, during the same period, the number of firms grew by only 10 percent but their average size by 300 percent.38 Although the data are not strictly comparable, growth, either in numbers or in size, appears to have been much lower in Latin America. In that region, the total sales of the 100 largest companies in 1996 were somewhat less than the total sales of the world’s largest company, General Motors.39 The relation between managers and workers in a large firm does not necessarily involve trust, but if it does it contributes to the success of the firm. Trust, on the part of the individual workers, comprises the feeling that one is an appreciated member of the group. Several mechanisms – apart from the employment of known and trusted others – may help to create
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that feeling: management paternalism, in the sense that management cares for the welfare of the workers also outside the sphere of work, or in case of misfortune; the explicit or implicit offer of job security;40 the regular consultation of workers, even to the extent of giving them the power to stop the belt, as in Japan; the organization of small working units; a profit sharing procedure. But for all this, there remains a contradiction between wages and profits, or labor and capital. It is often seen as the most important social cleavage in capitalist societies. Of major importance then is the degree to which consensus about the distribution of contributions and rewards can be reached. Here not only the actual material shares play a role, but also the manner in which labor is organized collectively – per firm or per occupational category – and the current vision it has of the desired future and of its own role in society. Trust is involved at the level of the workplace, but also at the macro level. As Fox has observed, distrust between management and workers engenders still more distrust.41 In general, union membership will be more common in large firms than in small. However, since people compare their lot with that of reference groups or persons, the composition of the reservoir out of which a union may recruit members is of importance too. In contrast to a union that includes the members of a certain occupation in an entire region, the union which recruits its members from a single firm will not only be better informed about its economic results but will tend to take these into account when negotiating.42 When a firm cannot any longer compete and may fail, capital and labor both loose. But apart from an economic space for claims, it makes sense to distinguish a political space. This space in turn depends in part on the laws regulating labor conflict, in part on the need for political support from labor that a government may have, and in part on the ideas or ideologies to which labor, and also the government, adhere. These ideas may, or may not, imply trust in the developmental role of the national bourgeoisie.43 Another economic relationship in which trust may play a role is that between producer and buyer, often an intermediary. Exchanges may be based on advertising and formal contracts alone, but often more durable trust relationships are involved. The literature indicates that, especially with regard to the promotion of exports, firms in East Asia have made good use of such trust relationships, either through an alliance with specific commercial firms or through existing bonds, as in the case of the overseas Chinese. Still another economic relationship that depends on trust has to do with the financing of a (new) enterprise; i.e. with business partnerships. How much money is involved in an investment depends upon the necessary minimum scale of a firm, the sector and the technology employed. In general, over time the amount of capital needed per worker has increased greatly, but there were – and still are – sectors in which a small beginning is possible. However, that a single individual or company is rich enough to defray the costs of the investment alone is the exception rather than the rule.
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Additional funds may come from trusted partners, in the beginning often family members, later from other, already established firms, whether or not multinational ones, from private banks, or from government funds.44 Since nowadays an investment in a plant comprises huge amounts of money, and will be worthwhile only if a reasonable profit can be expected once the plant is on stream, the investor(s) must have confidence in the future policies of the state. Collusion is the more primitive way to establish the expectation that the state will not undertake ‘‘harmful’’ action. A more institutional way to acquire such confidence is through frequent contact with relevant high-level bureaucrats, as happened in Japan and Korea. In Taiwan, the ‘‘exclusionary and authoritarian regime . . . has been able to give businesspeople the confidence that it will do what it says it will do.’’45 In Brazil, entering into a joint venture with a state enterprise fulfilled a similar protective function, but of course only for a single firm.46 With the benefit of hindsight it is amazing how many, and for how long, social scientists have assumed that in Latin America the state’s goals were reducible to private economic interests. I would suggest that, in reality, government and industrial bourgeoisie, as collective actors, rather distrusted each other, in the sense that each believed the other incapable of fulfilling its developmental role.47 Particularistic trust relationships had to make up for the lack of institutional trust. Indeed all cooperative endeavors, whether between just a few persons or many, in which monitoring and controlling the performances of others is difficult or very costly, depend for their success on the conviction that others will do their jobs well, and will not shirk. As Olson48 has shown, it may be rational for an individual not to contribute to a joint undertaking such as an interest association, especially if the interest is shared by many people. This also bears some relation to trust. When one does not trust that others will also contribute, the worst outcome looms: one contributes oneself but the association does not accomplish anything because others do not contribute. However, even if we grant that individuals are rational, experience teaches us that this does not mean that they will not become members of interest associations. Generalized trust may help them to overcome their fears, but other social mechanisms may perform a similar function, albeit often on a smaller scale. Examples are: personal trust, especially in the leader or manager, who acts as a patron; the conviction that monitoring, whether done by the leader personally or institutionalized, will be strict,49 so that potential free-riders are sanctioned; restricting membership in such a manner that no barriers of distrust are crossed, for instance by creating small, specialized working groups; making membership de facto, but not de iure, obligatory. A prevalence of particularistic trust relationships in a society does not make cooperation impossible, but often restricts it to relatively small groups. Another effect may be that, although corporate groups do exist, at the top they are governed by what we earlier have called coalitions.
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The literature on trust focuses mostly on economic exchange relationships. However, trust is at least as important in political relationships, probably even more important; not only because there too the principalagent problem is felt, but also because the exchanges are less specific and more difficult to monitor. As far as the government is concerned, the general policy directions given at the higher level must be translated into rules and procedures that must be precise, so as to restrict the discretion of implementers, and do justice to the intentions of the higher level. The principal thus depends on the loyalty of his agents. This is particularly the case at the highest levels, but often even the implementers in the field still have some discretion. The loyalty may be inculcated as part of the ethos of a bureaucratic service, but when such an ethos is weak, it may also be based on a particularistic trust relationship with the person in charge. Within parliament, parties want to be certain that their deputies vote according to the party line. Several mechanisms may be used to prevent deviance, or, if it occurs, to punish it. Loyalty to a faction leader is one such mechanism, but it comes at a price. In as far as individual politicians, such as members of parliament or party leaders, try to exert influence outside of institutional channels, they have a need for trust in their ‘‘agents,’’ the bureaucrats. That loyalty toward the politically responsible head of a ministry or other government service is internalized by bureaucrats, irrespective of the outcome of elections and hence the identity of the person involved, may not be excluded, but need not be the case. It appears to depend on the legitimacy of what the principal wants to be done, on the ethos of the service, built up over the years, but also on whether the bureaucrat is likely to make a career within that service or not.50 Here again circular causation occurs. If political leaders and high bureaucrats prefer to appoint people they can confide in, chances are that the appointment is terminated when a new leader is elected.51 This mobility is likely to detract from the specialized expertise that otherwise could have been built up over the years. It may even lead to the appointment of loyal but incompetent people.52 At lower levels of the state bureaucracy monitoring is common, but this in turn may lead to strict abidance by the rules and the referral of many decisions to a higher level. In as far as politicians come to power through elections, the citizenry as a whole, or the voters for a particular party, or even the clientele of a single politician, can be regarded as principals; those elected are their agents. It is difficult for the principals to monitor what the agents do; the latter can always say that the opposition prevented them from doing what they had promised to do. The only possibility left is to sanction noncompliance by voting differently next time. The clienteles of the single politician are in the best position to monitor what he has accomplished. And the reverse may also be true: the single politician is least likely to be sanctioned by voters if he can show that he has indeed done something for his clientele. As Olson
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has argued, most interest groups profit more from a particular government policy which is in their favor than that they loose as citizens because of the dysfunctional effects of that policy. This may well go for clienteles too. Clientelism may also have another effect. As Geddes has noted,53 the cooperative clusters or networks thus formed remain relatively small. The cooperation of others has to be enforced or bought. Since each cluster has its own interests, it may be less inclined to incur costs in order to achieve a collective good. In polities characterized by relations of particularistic trust we can expect a number of consequences. We have mentioned already that the decisionmaker depends for the precise wording and the implementation of policy not only on the expertise but also on the loyalty of lower level politicians or bureaucrats. Competitive examinations can take care of the expertise, but the loyalty may be another matter. The leader may prefer to appoint his ‘‘own’’ men, especially when competition for power is strong. An authoritarian government appears to be in a stronger position to command, if not loyalty, then obedience; at least in the absence of factions. This is because there are no ‘‘opposition’’ politicians who may use their trust relationships with bureaucrats to obtain favors, for themselves or their clienteles.54 If loyalty is not a part of the bureaucratic ethos, competence may come in second place. Although every politician will admit that incompetent bureaucrats are dysfunctional, they are hesitant to demand that appointments be made on the basis of a comparative examination. ‘‘Their’’ men may not pass, or those who pass may later refuse to become ‘‘their’’ men. Politicians who want to be reelected know that they have to try to benefit their voters – regional or local clienteles, party members, activists – one way or another. A chicken and egg mechanism may be involved here. When voters believe that their best chance to benefit is as member of the clientele of a particular politician rather than as voter for a party program, they will be inclined to approach politicians as such. And politicians, seeking votes, in their turn will try to establish relations of patronage and clientelism, with activists, or local groups, or interest associations. They will try to influence the allocation of government funds correspondingly. Individuals can be rewarded with jobs in the government bureaucracy or, if possible, in stateowned industries.55 Bureaucracies and in some cases these industries then will tend to be overstaffed, and again not always with competent people. Social services or social security measures will be directed to organized groups rather than to the unorganized citizenry, because through these organizations votes for the next election can be mobilized. The agents, the politicians – or in some countries the political parties – try to become principals by enlisting organized groups as clienteles.56 Politicians or parties need not only votes but also campaign funds. These may come from membership fees, but it is more efficient to obtain large sums from business firms or from (wealthy) interest associations. Such juridical persons do not necessarily also deliver votes. What they want
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in return are policies that protect them or otherwise provide them with rents, or, on the contrary, the assurance that some measures will not be taken. Strangely enough, more has been written about the East Asian ways to obtain campaign funds than on what was done in this respect in Latin America. In the latter region, it appears, governing parties often used state funds (i.e. tax money) to campaign for reelection; in East Asia it was business firms that were ordered, or supposed, to provide special funds for campaigning. Nevertheless, the political parties or rulers that received those funds remained sufficiently independent to allow the state to set out a long-term growth policy, according to Johnson.57 Here the prior choice for EOI instead of ISI appears to have had important consequences. The protection and rents given generally did not lead to production costs that encumbered industrial exports, but to investments and growth (and only later, in Korea, to things like the purchase of real estate). In Latin America the reverse was often the case. There, as Fajnzylber notes, the incentive to use rents productively was absent.58 The permanence of social cleavages in a modernizing society makes nation building a necessary political task. The implication is that, in an age in which legitimate power has to be acquired through elections by all competent citizens, the politician’s message has to be couched in universalistic terms. He has to promise that he will promote the wealth and wellbeing of all citizens, not just of the members of his party or even of his voters. He may actually mean what he says or he may not. Not only some social scientist, but a large part of the citizenry may have become aware of the dysfunctional consequences of a politics that thrives on patronage, the personal distribution of favors, and corruption. The wish to get rid of these phenomena may be genuine. However, the prevalence of particularistic trust relations, at the same time, makes it likely that two distinct political discourses or political subcultures will be in use. One is couched in terms of citizenship, equality before the law, the nation as a community, robust institutions, in short the modern pattern-variables of Parsons. The other subculture is more muted, more informal: it is couched in terms of personal relations, inequality, hierarchy, affectivity, loyalty. Roniger remarks that ‘‘at the level of principles, the logic of civil society and democracy runs counter to the logic of patronage and clientelism.’’59 When elements of a cultural system are logically contradictory, people have to do something about them. The reaction of large parts of the population often is distrust of parties and politicians in general; they are considered to be hypocritical.60 As a result, complete outsiders may be elected as presidents, as happened in Peru and Venezuela. The reaction of politicians themselves is different: they convince themselves that, in their effort to foster social justice and to strengthen civil society, in other words to do away with clientelism, they momentarily have to fall back on clientelistic practices in order to acquire sufficient support. In this way the logical contradiction, as it were, disappears.61 In public discourse then emphasis is laid on inclusion,
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citizenship and welfare. In practice, however, that is in sociocultural interaction, the second culture pattern often remains dominant.62 Another indirect effect of the use of particularistic trust relations in politics follows from this. The legitimizing function of the modern state is to care for the life chances of all citizens. Officially, therefore, the state and its functionaries will have to condemn the use of personal relationships to get things done in an informal and irregular way, especially when it is believed that such actions are dysfunctional for development. To combat particularism, favoritism, patronage and corruption, politicians will tend to create more and more rules.63 The idea, or the hope, is that the more explicit the rules, the less space for discretion, personal relations and favors, and hence exclusion.64 One of the expected consequences, then, is that the written rules, beginning with the constitutions, are not only very elaborate but also frequently changed.65 Another, more paradoxical, consequence may be that a surfeit of rules leads to the phenomenon called ‘‘red tape.’’ In terms of economic efficiency, and thus growth, the remedy may be as bad as the disease.66 A society characterized by deep social cleavages and thus distrust tends to have a very powerful executive center, often a president.67 But the constitutions which give the president enormous power often forbid his reelection, so that other factions and interests may await their turn rather than try to dislodge him by all means. A consequence of this set-up may be that the president – who has to make his mark in a period of four to six years – will hesitate to embark on policies that will only have effect in the long term.68



Corruption Earlier I have written that particularistic trust offers, if not a breeding ground, then a propitious climate for corruption. Moreover, sometimes it is difficult to distinguish between a completely legal act and a corrupt one. Rents, for instance in the form of protection against imports, a license or a subsidy, can be awarded to an entire sector, or to a single enterprise, as a matter of developmental policy. But it also can be done for private gain. The loyalty that lies at the base of particularistic trust implies that the partners do not harm each other. One possible kind of doing harm is to make public that the other has committed a misdemeanor. A good reputation is important in all walks of life. But the assurance of silence that goes with particularistic trust makes it easier to bend the rules and acquire favors, or rents, in an irregular way, especially in politics or through political decisions. Bribery becomes an option. Irregular again is not the same as corrupt; cultures differ as to what is regarded as corrupt. A politician who succeeds in attracting government funds to his region is lauded; successful clientelism entices more clients. Also institutions matter. An independent press, or a parliamentary committee, may investigate and sanction corrupt actions. But the making of deals that is the essence of politics invites, as it were, concealment.
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Since in developing countries an ambitious – and even an idealistic – young man may find it easier, or even more honorific, to make a career – and acquire a modicum of wealth – in politics or public administration than in business,69 it is to be expected that corruption is more widespread there than in developed countries. However, in politics widespread corruption corrodes the legitimacy not only of the incumbent government but also of politicians and parties in general.70 Corruption, of course, is difficult to measure. Although there obviously is a general negative correlation between the degree of development and the degree of corruption in a country, it appears that also other structural and cultural factors play a role.71 Countries like Brazil, Argentina, Mexico and Venezuela, but also South Korea, should have higher scores if these depended only on GDP per capita. Mauro presents scores on corruption and other indicators of institutional inefficiency, collected by Business International. Also these data indicate that the Latin American countries score in general lower than the East Asian ones. Mauro’s data cover 68 countries and are not restricted to the regions studied here. Interesting is his finding that corruption is highly correlated with other indicators of bureaucratic inefficiency, such as red tape and the lack of integrity of the judiciary system. Corruption is significantly negatively correlated with average per capita growth of GDP over the period 1960–85, and it appears that a considerable portion of this effect is due to a lower total amount of investment. Also the World Bank found that high and especially unpredictable corruption hurts investment.72 Why the East Asian countries in general have better scores is unclear. Particularistic trust relations occur, and are made use of, in both regions. One explanatory factor may be that the focus on growth of the East Asian governments (or the competent Japanese ministries) has made it more difficult, or dangerous, at lower levels to practice the sort of corruption that inhibits growth.73 Another reason may be that the civil service appears to be less corrupt in some countries than in others. Confidence in the civil service, a question asked by the World Values Survey 1991, of course does not depend only on the degree of corruption, but some correlation may be expected.74 The boundary between a personal favor and a corrupt action is hazy. Nuijten, who studied the dealings of Mexican ejidatarios with government officials, writes: All people pay money to get things arranged, documents changed, etc. It is part of life. The ejidatarios try to use the influence of their relatives, compadres and friends in bureaucratic positions if necessary. [. . .] Furthermore, the ejidatarios do not mind paying when they are treated well and get what they want. On the contrary, these successful transactions make them feel very pleased and give them the feeling that they are capable of dealing with the bureaucracy. If the transaction
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She continues: Hence, ejidatarios use the label corruption when they pay money or do favors and this does not bring them the services they expect in exchange. When, for example, they pay a lawyer and nothing is accomplished, or when they pay an engineer who never finishes the work, or when amounts of money are asked which are considered too high for the favor done, they may talk about corruption.75 Likewise, Barbosa situates the jeito, the Brazilian term for the informal, irregular but not necessarily illegal trick to solve some problem, as halfway on a continuum between favor and corruption. A Brazilian official who does not approve of certain expenditures, she writes, says no to friends, and consequently loses friends.76 What is considered abuse of power, then, is in part culturally determined. Put differently, it depends on the legitimacy of getting things done on the basis of a particularistic trust relationship.



Conclusion I have argued that the difference in the rate of economic growth between East Asian and Latin American countries is not due to a presumed greater or lesser degree of institutional trust in one of the regions. On the contrary, in both regions what I have called particularistic trust relationships prevailed. Such relationships do not impede economic growth. On the contrary, they can be very functional for joint investment efforts, in work and management relations in small (often family) firms, and sometimes even in joint management of a conglomerate of firms, as in Korea, or in Monterrey. It is in the relation between government and economic actors, and more generally in the polity as a whole, that the necessity to establish particularistic trust between principals and agents may become dysfunctional for growth. But even then other factors play a role, such as the choice between EOI and ISI; the confidence a government – or, as in Japan, high bureaucrats – may have in the capability of the national bourgeoisie to act as entrepreneurs; or the prevailing ideas about the possibility and desirability of a socialist development path, ideas which in turn may have been influenced by the degree of inequality in the society in question. In Latin America, in general, what Weiss and Hobson have called the synergy between government and business has been lacking.77 But I think that Prado Jr was right when he wrote that, in Brazil, this synergy did occur, but only with that part of the industrial sector that in one way or another lived off the state and did not have to worry too much about costs and
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competitiveness. His thesis holds for most Latin American countries. The synergy, as far as it occurred at all, was of a political nature rather than economic. It was based on rents (as in Korea, by the way) but these rents did not have to be earned through economic actions but through political support. One can argue that this sort of political synergy is similar to that between the Japanese ruling party, the LDP, and the domestic construction industry. The difference is that the dysfunctional economic consequences appeared much later in Japan, in the shape of an inefficient industry (employing 7 percent of the working population), and a country which by now is filled with more or less useless, and thus wasteful, infrastructural works. At an earlier stage, however, the construction of infrastructure, even at relatively high costs, did promote growth. The historical inequality in Latin American societies has made the alleviation of poverty a continuous preoccupation of practically all social scientists and of many politicians. Simplifying matters, it can be said that poverty can be combated in two ways, to wit by creating jobs, and thus wages, or through the redistribution of wealth and/or income, the latter often in the form of a subsidy of one kind or another. In East Asia, the focus has mostly been on the first option, with the exception of education and housing, and, of course, land reform. In Latin America, the focus generally has been on redistribution. The legitimation of redistribution most often was given not in terms of the promotion of efficiency and production but in terms of justice and the inequity of property ownership.79 It thus threatened, and eventually could meet with the opposition of, all property owners. Land reform, if it came to pass at all, often came late. The planners of land reform, either because they wanted to benefit all poor peasants, or because they really believed that joint ownership or even joint production was more efficient than family farms, were not in favor of installing the latter. Clientelism works both ways. Potential clients may seek a politician as patron, but politicians seek clients as voters. This even holds when the politician’s message is highly ideological. Party activists try to get a trusted person elected on the governing committee of some association, who is then supposed to act as vote-broker. In order to placate clients, there is also a tendency for politicians to spend more than the government budget allows, which results in a deficit. If the government can borrow money on the capital market, inflation can be kept in check, at least for a time. Eventually, adjustment cannot be postponed. However, since the legitimation of redistribution is in terms of exploitation and justice, there is another consequence. The combination of democratic competition, reformism and clientelism has led in many Latin American countries to political polarization.80 As a result, national private investment was lower than it could have been. Not enough jobs were created. Polarization also led to sudden shifts in policy, and thus to unpredictability. One could argue that democratic competition came too early to Latin America.81 Since an authoritarian ruler does not to the same degree depend on votes he can at least be more
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consistent in his policies and thus more predictable. However, he himself may become unpredictable, especially in the face of mounting opposition. And another danger he runs is that his supporters, usually the entrepreneurs – often called cronies in the literature – use their discretion to receive rents without a productive effort on their part. The governments of Korea and Taiwan were able to prevent this – in Korea until the late 1980s, when the chaebol had become very powerful and made use of what is called moral hazard. The Marcos government of the Philippines was not. The synergy between government and business in East Asia implied that labor was kept under greater control than was the case in Latin America, despite the fact that the theories about corporatism originated in, or with respect to, the latter region. Labor unions were kept weak; socialist parties did not exist or (as in Japan) did not form a serious alternative. In Latin America populist governments tried to include industrial labor, but this came at a price. In the first place, it made labor politically powerful. In the second place, the protection against imports under the ISI regime not only allowed for high profits – although there were some like Prebisch who in 1980 did not share this view – but also for high wages that made industrial exports impossible. Perhaps this was inevitable. However, whereas in East Asia full employment, and the upgrading of both industry and workers – rather than a redistributive government policy – led to a more equitable distribution of income, in the Latin American countries even today a large percentage of those gainfully employed work in the low-productivity, low-wage, informal sector. Times have changed, however. In most Latin American countries there is now a wide consensus that the economy must be open and competitive; organized labor has lost some of its power; industrial exports have grown greatly. Economic policy-making is often in the hands of so-called technocrats, people who are supposed to be not only experts but also protected from direct political interference. It is in politics proper that relations of particularistic trust still appear to be dominant. This leaves room not only for shady deals and corruption, but also – especially in systems in which the winner takes all – for a legislature that is inclined to put regional or local interests above national ones. Latin America is in need of growth, and thus of synergy between government and business. In East Asia, at least in Japan and Korea, on the contrary, many firms are so in debt that government must have the courage to let them go bankrupt or be put up for sale. What about the reproduction of particularistic trust? Of course, in no culture is it completely absent, but there is no doubt that institutional or system trust is more widespread in some societies than in others. I have argued that particularistic trust occurs more often, and has more dysfunctional consequences, in politics than in the economy. In East Asia, at least in Japan and Korea, the dysfunctional aspects for growth of personal politics, of clientelism and rents, have become visible decades later than in Latin America. When the bubble finally burst, the Japanese government for ten years tried
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the usual method of stimulating the economy, but it did not work. At the time of writing the LDP has elected as prime-minister what could be called an internal opponent, in the hope that he can realize economic reforms and maintain the party in power. In Korea, the government tries to force debtridden chaebol to divest, but finds also labor on its path. It appears then as if some of the earlier Latin American experiences can at present be found in East Asia, but at a later stage of development. The question is whether the necessary but painful solution can be realized by a democratic regime. Personal trust can be made use of, through some sort of elite pact, of which business must be a partner, but one who then does invest and grow. If organized labor does understand that it should also be the spokesman of informal labor and of the unemployed, and that in the end its future also depends on growth, labor should be included in such a pact. Some institutional arrangements may help to achieve this. For instance, organized labor should employ economists at the national level. Although economists seldom are in agreement with each other, they are less prone than for instance sociologists to try to settle differences of opinion by having recourse to philosophical arguments. Not only at the national level, but in principle also at lower levels, elites – high government officials, leaders of business groups and of labor unions – should meet regularly to discuss national or regional (mostly economic) problems. It may help if in such a council also some independent academics, preferably again economists, are appointed as members; they may unmask political rhetoric.82 Meeting regularly, these people get to know each other, and may even begin to trust each other. Of course, such institutional arrangements are embedded, in their turn, in the composition of a national economy and in earlier policies. However, it appears that some political and social institutions are more likely than others to prevent the dysfunctional consequences of the use made of particularistic trust in politics. According to Lijphart, proportional representation and a parliamentary democracy function better than a majoritarian electoral system and presidentialism.83 It may be more difficult and timeconsuming to come to a decision, but participation is wider and it is less likely that some interest groups are excluded altogether.



Notes 1 F. Fukuyama, Trust: The Social Virtues and the Creation of Prosperity, London: Penguin, 1995; R. D. Putnam, Making Democracy Work: Civic Traditions in Modern Italy, Princeton: Princeton University Press, 1993; R. La Porta et al., ‘‘Trust in large organizations,’’ in P. Dasgupta and I. Serageldin (eds) Social Capital: A Multifaceted Perspective, Washington, DC: World Bank, 1999. 2 Many of the differences in context between the regions are dealt with in endnotes. 3 For a more detailed exposition of what I think the concept development entails see the conclusions to this volume. When Alschuler calls growth, liberty and equality three aspects of development, he refers to the same dimensions I do. However, the distinction between the societal and the individual levels has disappeared. See L. R. Alschuler, ‘‘Divergent development: the pursuit of liberty, equality and growth in
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Argentina and the Republic of Korea,’’ Journal of World Systems Research, 1997, vol. 3, pp. 115–207. B. Geddes, Politician’s Dilemma. Building State Capacity in Latin America, Berkeley: University of California Press, 1994; L. Roniger, Hierarchy and Trust in Modern Mexico and Brazil, New York: Praeger, 1990; L. Roniger, ‘‘Civil society, patronage and democracy,’’ in J. Alexander (ed.) Real Civil Societies: Dilemmas of Institutionalization, London: Sage, 1998, p. 66. Roniger is to some extent an exception. See note 4 and L. Roniger, ‘‘Coronelismo, caciquismo and oyabun–kobun bonds: divergent implications of hierarchical trust in Brazil, Mexico and Japan,’’ British Journal of Sociology, 1987, vol. 38, no. 3, pp. 310–30. A. Etzioni, A Comparative Analysis of Complex Organizations, New York: The Free Press, 1961. N. Elias, Wat is sociologie? (What is sociology?), Utrecht: Spectrum, 1971. D. C. North, Structure and Change in Economic History, New York: W. W. Norton & Co., 1981. The two concepts are taken from M. Hechter, Principles of Group Solidarity, Berkeley: University of California Press, 1987. Although Pye insists that this view is based on an erroneous reading of Weber. L. W. Pye ‘‘Asian values: from dynamos to dominoes?’’ in L. E. Harrison and S. P. Huntington (eds) Culture Matters: How Values Shape Human Progress, New York: Basic Books, 2000, p. 244. See, for instance, Roniger, ‘‘Coronelismo, caciquismo and oyabun-kobun bonds,’’ and G. A. Banck, ‘‘Clientelism and the Brazilian political process: production and consumption of a problematic concept,’’ in P. J. M. Nas and P. Silva (eds) Modernization, Leadership and Participation, Leiden: Leiden University Press, 1999, pp. 103–24. M. Archer, Culture and Agency, Cambridge: Cambridge University Press, 1989. In the literature on technocrats their autonomy or independence from politics is often emphasized. What is overlooked is that their relationship with the highest political power-holder is one of particularistic trust (see Silva, this volume). In other words, in this case a personal mechanism is used to accomplish a universalistic goal. J. S. Coleman, Foundations of Social Theory, Cambridge: Belknap Press, 1994. M. Sako, ‘‘Does trust improve business performance?’’ in C. Lane and R. Bachmann (eds) Trust Within and Between Organizations: Conceptual Issues and Empirical Applications, New York: Oxford University Press, 1998, pp. 88–117; J. L. Bradach and R. G. Eccles, ‘‘Price, authority and trust: from ideal types to plural forms,’’ Annual Review of Sociology, 1989, vol. 15, pp. 97–118. Etzioni, A Comparative Analysis: see note 6. S. A. Stouffer and J. Toby, ‘‘Role conflict and personality,’’ in T. Parsons and E. A. Shils (eds) Towards a General Theory of Action, Cambridge: Harvard University Press, 1951. J. Boissevain, Friends of Friends: Networks, Manipulators and Coalitions, Oxford: Basil Blackwell, 1974, p. 203. A. Gu¨nes-Ayata, ‘‘Clientelism: premodern, modern, postmodern,’’ in L. Roniger and A. Gu¨nes-Ayata (eds) Democracy, Clientelism and Civil Society, Boulder: Lynne Rienner, 1994, p. 23. J. P. Olivier de Sardan, ‘‘L’e´conomie morale de la corruption en Afrique’’ (The moral economy of corruption in Africa), Politique Africaine, 1996, vol. 63, pp. 97–116. Yang, who did research in mainland China, relates the ubiquity of ‘‘guanxixue,’’ or cultivating personal relations, to the state-controlled socialist regimes. However, circular causation may be involved between this tendency and the state’s effort
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to minutely regulate all aspects of life. See M. M. H. Yang, Gifts, Favours and Banquets: The Art of Social Relationships in China, Ithaca: Cornell University Press, 1994. Yang, Gifts, Favours and Banquets, p. 65: see note 21. Boissevain, Friends of Friends, p. 170ff: see note 18; Geddes, Politician’s Dilemma: see note 4; W. G. Pansters, ‘‘Theorizing political culture in modern Mexico,’’ in W. G. Pansters (ed.) Citizens of the Pyramid: Essays on Mexican Political Culture, Amsterdam: Thela Publishers, 1997, pp. 1–37; A. Leeds, ‘‘Brazilian careers and social structure: an evolutionary model and case study,’’ American Anthropologist, 1964, vol. 66, no. 1, pp. 1321–47. Boissevain, Friends of Friends, p. 203: see note 18. Bennett and Ishino in the 1950s carried out an extensive study of the use made in Japan of the oyabun–kobun relationship (literally: stern father–obedient and loyal son, by the authors defined as paternalist). Their conclusion is similar to ours: ‘‘Oyabun–kobun is good or evil, depending on who uses the pattern and for what end.’’ J. W. Bennett and I. Ishino, Paternalism in the Japanese Economy: Anthropological Studies of the Oyabun–Kobun Patterns, Westport: Greenwood Press, 1963, p. 247. T. Yamagishi, K. S. Cook, and M. Watabe, ‘‘Uncertainty, trust, and commitment formation in the United States and Japan,’’ American Journal of Sociology, 1998, vol. 104, pp. 165–94; L. Graziano, ‘‘Introduction,’’ International Political Science Review, 1983, vol. 4, no. 4, p. 428; P. Sztompa, ‘‘Mistrusting civility: predicament of a post-communist society,’’ in J. Alexander (ed.) Real Civil Societies: Dilemmas of Institutionalization, London: Sage, 1998, p. 200; M. Orru´, ‘‘The institutional logic of small-firm economies,’’ in M. Orru´, N. Woolsey Biggart, and G. G. Hamilton (eds) The Economic Organisation of East-Asian Capitalism, London: Sage, 1997, p. 361. The statement is to be found in F. Fukuyama, ‘‘Social capital,’’ in L. E. Harrison and S. P. Huntington (eds) Culture Matters: How Values Shape Human Progress, New York: Basic Books, 2000, p. 99. However, ‘‘inside and outside the family’’ contains a suggestion that is misleading. Various authors rightly emphasize that particularistic trust is not necessarily always trust in kinfolk but trust in another person, whether kin or not. For instance, S. L. Wong, ‘‘The applicability of Asian family values to other sociocultural settings,’’ in P. Berger and M. Hsiao (eds) In Search of an East Asian Development Model, New Brunswick: Transaction Books, 1988, p. 136; and Y. P. Wu, In Search of an Explanation of SME-led Growth: State Survival, Bureaucratic Politics and Private Enterprise in the Making of the Taiwanese Economy (1950–1985), PhD dissertation, Leiden University, 2001, p. 225. Geddes, Politician’s Dilemma, p. 32: see note 4; S. N. Eisenstadt and L. Roniger, Patrons, Clients and Friends: Interpersonal Relations and the Structure of Trust in Society, Cambridge: Cambridge University Press, 1984, p. 10. See, for instance, A. Giddens, The Consequences of Modernity, Cambridge: Polity Press, 1990. When the deviant behavior is criminal, the partners become to some extent each other’s hostages, and trust may eventually turn into distrust. Kim Young Sam, the first democratically elected president of Korea, in a few years lost the confidence of both the conglomerates and the people. See J. K. Oh, Korean Politics: The Quest for Democratization and Economic Development, Ithaca: Cornell University Press, 1999, p. 212. Something similar has happened in various Latin American countries, notably Peru and Venezuela. See M. Naı´m and R. Pin˜ango (eds) El caso Venezuela: Una illusio´n de armonı´a (The case of Venezuela: An illusion of harmony), Caracas: Ediciones IESA, 1995, p. 358ff.
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32 The World Values Survey did not cover Taiwan or Hong Kong, but did cover China, which I left out. See World Values Study Group, World Values Survey 1981–1984 and 1990–1993 [digital version], Ann Arbor: Inter-university Consortium for Political and Social Research, 1994. 33 As to confidence in the civil service, South Korea scored highest, followed by Chile; Chileans had much more confidence in their parliament than the respondents in the other five countries; Brazilians the most confidence in major companies. Argentine respondents had the least confidence in all four institutions. 34 G. Thompson et al. (eds), Markets, Hierarchies & Networks: The Coordination of Social Life, London: Sage, 1991. 35 See, for instance, M. Vellinga, Desigualdad, poder y cambio social en Monterrey (Inequality, power and social change in Monterrey), Mexico City: Siglo Veintiuno, 1988; R. Whitley, Divergent Capitalisms: The Social Structuring and Change of Business Systems, Oxford: Oxford University Press, 1999. 36 The large domestic private Latin American companies are generally in the hands of an individual or a family, according to C. Garrido and W. Peres, ‘‘Big Latin American industrial companies and groups,’’ Cepal Review, 1998, vol. 66, December, pp. 129–50. Cerutti et al. who describe the evolution of industries and industrial groups in Monterrey (Mexico), notice that family networks have remained important in ownership and management for more than a century now, even if ownership is legally vested in a sociedad ano´nima. Marriage was often used to link families. See M. Cerruti, I. Ortega, and L. Palacios, ‘‘Empresarios y empresas en el Norte de Mexico. Monterrey: del Estado oliga´rquico a la globalizacio´n, (Entrepreneurs and enterprises in northern Mexico. Monterrey: from the oligarchical state to globalization)’’ European Review of Latin American and Caribbean Studies, 2000, vol. 69 (October). 37 This appears to have been due to two different causes: the traditional Chinese inheritance system, according to which all sons receive equal shares, and the fact that the KMT government generally did not allow firms of ‘‘islanders’’ to become large and the owner powerful. 38 The figures are taken from Whitley, Divergent Capitalisms, who cites G. G. Hamilton, ‘‘Organization and market processes in Taiwan’s capitalist economy,’’ in Orru´, Biggart, and Hamilton (eds) The Economic Organisation of East-Asian Capitalism, pp. 237–93: see note 26, and from Garrido and Peres, ‘‘Big Latin American industrial companies and groups’’: see note 36. 39 The difference between the regions may be due to a variety of causes. Latin Americans in general may have been less inclined to become entrepreneurs in the first place. The relatively limited internal market under the ISI regime may have hampered the growth of firms and thus of jobs in the private sector. However, there are indications that a much higher proportion of students in Korea and Taiwan enrolled in engineering studies than was the case in Latin America, in other words, prepared for a career in business; World Development Report 1998/1999, Knowledge for Development, New York: Oxford University Press, p. 179; R. Wade, Governing the Market. Economic Theory and the Role of Government in East Asian Industrialization, Princeton: Princeton University Press, 1990, p. 64ff. In Latin America students in the social sciences were at least until the late 1980s more numerous than those in engineering and technology; J. J. Brunner, Recursos humanos para la investigacio´n cientı´fica en Ame´rica Latina (Human resources for scientific research in Latin America), Santiago: Flacso, 1989, p. 87ff. A quite different reason may be a lesser degree of cohesiveness of families in Latin America. Roniger maintains that, in Mexico and Brazil, the individual constructs ego-centered networks of kith and kin. Obligations are not a function of formal familial closeness but are negotiable; rights and duties
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within kinship groups are not prescribed. In other words, formal kinship alone is not a sufficient basis of particularistic trust. See Roniger, Hierarchy and Trust in Modern Mexico and Brazil (note 4). To be effective, the offer has to be made by the firm, as was the case, until very recently, in Japan. When job security is enforced through a government decree, as has been the case in many Latin American countries, the unintended result may be that employees are dismissed before they acquire the right. Another result may be that the employer hesitates to hire more people, or to expand, or that he mechanizes too soon. A. Fox, Beyond Contract: Work, Power and Trust Relations, London: Faber & Faber, 1974. This difference helps explain why wage negotiations are so much less conflictive in Japan than in Brazil. See J. Teranishi, ‘‘Industrial interests versus class interests: conflicts over income distribution in the economic development of Japan and Brazil,’’ in Y. Hayami and M. Aoki (eds) The Institutional Foundations of East Asian Economic Development, Basingstoke: Macmillan, 1998, p. 285. All observers agree that labor as a collective actor has been more powerful in Latin America than in East Asia. In part this may be due to the fact that in the East Asian countries the radical unions were disbanded. However, also other factors have been involved. In Latin America the preoccupation with redistribution rather than growth, the widespread belief in dependency theory, and the disbelief in the possible developmental role of the national bourgeoisie, created additional political space. The protection against imports under the ISI policy created economic space, although Prebisch apparently still thought in 1980 that it only boosted profits. See Prebisch’s Foreword in O. Rodriguez, La teorı´a del subdesarrollo de la Cepal (Cepal’s theory of underdevelopment), Mexico City: Siglo Veintiuno Editores, 1980. That the use made of both kinds of space not only hampered industrial exports but also occurred at the expense of informal, unorganized labor is seldom acknowledged. Economists agree that in the period 1965–90 private domestic savings stagnated in Latin America (at 18 percent of GDP) and grew in East Asia (to 37 percent). See P. Boeker, ‘‘Developing strong capital markets,’’ in N. Birdsall and F. Jaspersen (eds) Pathways to Growth: Comparing East Asia and Latin America, Washington, DC: Interamerican Development Bank, 1997, p. 202. Anglade and Fortin suggest this stagnation was partly due to the absence of adequate financial markets in Latin America, but mostly to a tendency to follow alternative circuits such as speculative investment and capital flight. Both reasons imply distrust of government actions and institutions; see C. Anglade and C. Fortin (eds), The State and Capital Accumulation in Latin America, London: Macmillan, 1990, p. 251. The citation is from Wade, Governing the Market, p. 71: see note 39. P. Evans, Dependent Development: The Alliance of Multinational, State, and Local Capital in Brazil, Princeton: Princeton University Press, 1979. Arriagada posits that in Latin America, especially in the last decades, industrialists were often motivated by fear, by the perception that they were threatened as social actor and as productive agent. Schneider, referring to Brazil and Mexico, states that after the crisis of the thirties the prevailing diagnosis was that the domestic bourgeoisie was incapable of generating self-sustaining industrialization. See G. Arriagada, ‘‘Los empresarios y la concertacio´n social’’ (The entrepreneurs and the social agreement), in PREALC, Polı´tica econo´mica y actores sociales (Economic policy and social actors), Geneva: ILO, 1988, p. 95ff; and B. R. Schneider, ‘‘The desarrollista state in Brazil and Mexico,’’ in M. Woo-Cumings (ed.) The Developmental State, Ithaca: Cornell University Press, 1999, p. 283.
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48 M. Olson, The Logic of Collective Action, Cambridge: Harvard University Press, 1965; M. Olson, The Rise and Decline of Nations: Economic Growth, Stagflation and Social Rigidities, New Haven: Yale University Press, 1982. 49 E. Ostrom, Governing the Commons: The Evolution of Institutions for Collective Action, Cambridge: Cambridge University Press, 1990. 50 The literature generally emphasizes the technocratic competence of high-level planning bureaucrats in East Asian countries. These people are recruited from among the best students of good universities, and on the basis of a competitive examination. Also, they are well paid. Schneider (1993), in a comparative study which includes Japan, Mexico and Brazil, writes that the possibility of making a career within a single service, mostly absent in Latin America, engenders loyalty to its goals. The Japanese custom of amakudari, that is to reward outstanding bureaucrats by having them appointed late in life on the board of private firms, is a form of patronage that in most cases is probably not dysfunctional for growth. See B. R. Schneider, ‘‘The career connection: a comparative analysis of bureaucratic preferences and insulation,’’ Comparative Politics, 1993, vol. 25, no. 3, pp. 31–350. 51 Whereas the Japanese Prime Minister appoints a few dozen officials, the Brazilian President until recently did so with fifty thousand; see B. R. Schneider, ‘‘Brazil under Collor: anatomy of a crisis,’’ in R. A. Camp (ed.) Intellectuals and the State in Twentieth Century Mexico, Austin: University of Texas Press, 1996, pp. 225–48. For Mexico, according to an earlier estimate, every six years 18,000 elective and 25,000 appointive positions had to be filled anew with trusted people; see S. K. Purcell, ‘‘Mexico: clientelism, corporatism and political stability,’’ in S. N. Eisenstadt and R. Lemarchand (eds) Political Clientelism, Patronage and Development, Beverly Hills: Sage, 1981, p. 191. 52 Kruijt provides examples of the need of the military rulers of Peru in the period 1968–75 to appoint people they could trust at the upper levels of the bureaucracy. That meant appointing other military men, because ‘‘los militares conocen solo a otros militares’’ (military men only know other military men). See D. Kruijt, La revolucio´n por decreto: Peru durante el gobierno militar (Revolution by decree: Peru during the military government). San Jose´: Flacso, 1991, p. 198. 53 Geddes, Politician’s Dilemma: see note 4. 54 When in 1948 a democratic political regime was substituted for an authoritarian one in Brazil, consecutive presidents, although in favor of an elite civil service, had to give in to the pressure of politicians to employ clients of theirs. See L. S. Graham, Civil Service Reform in Brazil: Principles versus Practice, Austin: University of Texas Press, 1968, p. 140ff. And when, decades later, President Collor ‘‘eliminated half of the 65000 political appointments in the federal bureaucracy and excluded politicians from filling in the rest . . . he antagonized his clientelist conservative supporters who had built their political careers on such patronage,’’ writes Schneider, ‘‘Brazil under Collor,’’ p. 231 (note 51). 55 Complaints about overstaffing and sinecures can be found in the Latin American literature much more than in the studies of East Asian countries. Depending on the country, one estimate was that 30–50 percent of the gainfully employed labor force worked for the government; see H. J. Wiarda and H. F. Kline (eds) Latin American Politics and Development, Boulder, CO: Westview Press, 1979. Of course, this is not only due to patronage but also to the fact that the percentage of unemployed and underemployed has remained so much higher in Latin America. 56 The ruling party in Japan depends heavily on the rural vote, and has protected agricultural production in a variety of ways. Likewise, it receives campaign funds from enterprises which in turn are offered contracts. However, these rent-
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providing practices – mostly in the sectors of nontradeable goods, such as the construction industry – did not detract from Japan’s ability to export and to grow economically, at least until the late 1980s. Infrastructural works, even when they are too costly, may enhance growth. In Korea, favors were granted to firms, but only in exchange for a satisfactory economic performance; cf. S. Haggard and C. I. Moon, ‘‘The state, politics and economic development in postwar South Korea,’’ in H. Koo (ed.) State and Society in Contemporary Korea, Ithaca, Cornell University Press, 1993, p. 58. In Latin America, blanket protection was given, or worse: the most inefficient firms were also the most protected. See R. O. Jenkins, ‘‘Learning from the gang: are there lessons for Latin America from East Asia?’’ Bulletin of Latin American Research, 1991, vol. 10, pp. 37–54; and J. L. Love, ‘‘Economic ideas and ideologies in Latin America since 1930,’’ in L. Bethel (ed.) Ideas and Ideologies in Twentieth Century Latin America, Cambridge: Cambridge University Press, 1996, p. 245. Prado Jr., distinguished in Brazil two capitalist sectors, one of which, in return for government protection or purchases, offered a sort of alliance with the popular sector and the left, and thus supported the democratic government. The other sector, the orthodox bourgeoisie, had to maintain itself in the market. The suggestion here is that political support was acquired at the cost of economic efficiency. See C. Prado Jr., A Revoluc¸a˜o Brasileira (The Brazilian Revolution), Sa˜o Paulo: Editora Brasiliense, 1966, p. 190ff. C. Johnson, ‘‘Political institutions and economic performance: the government– business relationship in Japan, South Korea and Taiwan,’’ in F. C. Deyo (ed.) The Political Economy of the New Asian Industrialism, Ithaca: Cornell University Press, 1987, pp. 136–64. Fajnzylber (1990) blames the entrepreneurs who are rentist and consume too much. As a result, Latin American industrial firms did not keep up technologically. See F. Fajnzylber, Unavoidable Industrial Restructuring in Latin America, Durham: Duke University Press, 1990. Roniger, ‘‘Civil society, patronage and democracy,’’ p. 72: see note 4. In a study of new social movements in Latin America, it is said that they show a fundamental distrust of traditional parties and formations on the Left. See J. A. Hellman, ‘‘The study of new social movements in Latin America and the question of autonomy,’’ in A. Escobar and S. E. Alvarez (eds) The Making of Social Movements in Latin America, Boulder, CO: Westview Press, 1992, p. 52. It is by looking at the results of populism that Cardoso and Helwege (1991) conclude that there were hardly any genuine redistribution programs in Latin America. However, the intentions of populist leaders were genuine enough. The results were disappointing because the economic theory behind populism was erroneous. See E. Cardoso and A. Helwege, ‘‘Populism, profligacy and redistribution,’’ in R. Dornbush and S. Edwards (eds) The Macroeconomics of Populism in Latin America, Chicago: University of Chicago Press, 1991, p. 45. It is especially in Latin American studies that the phenomenon of a dualistic and contradictory political culture is mentioned. The population does not consist so much of citizens as of political friends and enemies. For Brazil, see R. DaMatta, A casa e a rua: Espac¸o, cidadania, mulher e morte no Brasil (House and street: space, citizenship, women and death in Brazil), Rio de Janeiro: Editora Guanabara, 1987, p. 95; for Mexico, see R. Aitken, Localizing Politics: Cardenismo, the Mexican State and Local Politics in Contemporary Mexico, PhD dissertation, Leiden University, 1999, p. 29; for Venezuela, see D. B. Urbaneja, ‘‘El sistema politico o como funciona la maquina de procesar decisiones’’ (The political system or how the machine implements decisions), in Naı´m and Pin˜ango (eds) El caso Venezuela (The case of Venezuela), pp. 228–57 (note 31). One author even maintains that two moralities are involved;
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see G. C. Dealy, ‘‘Two cultures and political behaviour in Latin America,’’ in R. A. Camp (ed.) Democracy in Latin America: Patterns and Cycles, Wilmington: SR Books, 1996, p. 49. However, of contemporary (and democratic) South Korea it is said that ‘‘high expectations based on lofty ideals confront a social reality construed according to totally different values and normative expectations’’; see G. Helgesen, Democracy and Authority in Korea: The Cultural Dimension in Korean Politics, Richmond: Curzon, 1998, p. 247. Sometimes surprisingly insightful. In Brazil recently lower-level politicians were forbidden, during their election campaigns, to make use of photographs that show, or rather suggest, for instance in the form of an abrac¸o, a hug, their intimate friendship with a higher level, more powerful politician, and thus their presumed ability to ‘‘get things done’’ for their clients. See G. Banck, ‘‘Personalism in the Brazilian body politic: political rallies and public ceremonies in the era of mass democracy,’’ European Review of Latin American and Caribbean Studies, vol. 65, December, p. 25. The idea may be erroneous. The highly legal character of the social security system in Latin America led to a gap between rules and practice, and hence to discretionary decisions, clientelism and corruption. See D. Raczynski, ‘‘The crisis of old models of social protection in Latin America,’’ in V. E. Tokman and G. O’Donnell (eds) Poverty and Inequality in Latin America, Notre Dame: University of Notre Dame Press, 1998, p. 144. There may be a cultural difference here between most East Asian and most Latin American societies. Some of the latter are notorious for the number of constitutions they have passed; see Wiarda and Kline (eds) Latin American Politics and Development (note 55). According to Jones, in East Asia a good ruler is thought more important than a good law. The implication appears to be that the personal ethos of the ruler, not the law, is decisive; see D. M. Jones, Political Development in Pacific Asia, Cambridge: Polity Press, 1997. It appears as if red tape has been more prevalent in Latin America; see H. de Soto, The Other Path, New York: Harper & Row, 1989; and G. Pfefferman, ‘‘Beyond macro and education policies,’’ in Birdsall and Jaspersen (eds) Pathways to Growth, p. 263; and N. Long and B. Roberts, Miners, Peasants and Entrepreneurs: Regional Development in the Central Highland of Peru, Cambridge: Cambridge University Press, 1984, p. 152. The remark is valid for Latin America only. The authoritarian central governments in Taiwan and Korea had learned from earlier experiences, to wit from the KMT history in mainland China and from the chaos under Syngman Rhee. In Japan, according to Johnson (1995), it is the bureaucracy that governs and it was able to pursue a long-term growth policy after the Second World War; see C. Johnson, Japan: Who Governs? The Rise of the Developmental State, New York: W. W. Norton and Co., 1995. Especially in Korea and Japan, the governments actively promoted the upgrading of (exporting) industry, a long-term policy or policy mix. Several observers of Latin American industrialization remarked that governments neglected the technological upgrading of industry; see M. S. Wionczek, ‘‘Industrialization, foreign capital and technology transfer: the Mexican experience, 1930–1985,’’ Development and Change, 1986, vol. 17, pp. 283–302. Hansen, quoting others, writes that in Mexico politics is the easiest and most profitable profession. He states that ‘‘the average minister or director finishes his term with two or three houses, a good library, two or three automobiles, a ranch, and $100,000 cash; about 25 directors and ministers can leave office with fifty times that amount in cash.’’ See R. D. Hansen, The Politics of Mexican Development, Baltimore: Johns Hopkins University Press, 1977, p. 125ff.
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70 K. A. Elliott, ‘‘Introduction,’’ in K. A. Elliott (ed.) Corruption and the Global Economy, Washington: Institute for International Economics, 1997, pp. 1–5. 71 According to the figures of Transparency International (1998), which grades countries between 0 (highly corrupt) and 10 points (very clean), the East Asian countries dealt with in this chapter score above the median or, in the case of Korea, just at the median, whereas the larger Latin American countries, with the exception of Chile (which does even better than France, or Japan), score below the median (Brazil, Mexico, Argentina) or far below it (Venezuela and Colombia). 72 P. Mauro, ‘‘Corruption and growth,’’ Quarterly Journal of Economics, 1995, vol. 111, pp. 681–712; World Bank, World Development Report: The State in a Changing World, New York: Oxford University Press, 1997, p. 103. 73 Evans’s account of government policy in the textiles sector in three developing countries, among which Korea and Brazil, shows that the growth policy of the Korean government led it in 1973 (that is at a time when further upgrading of the industry was thought necessary) to investigate the relation between the Textile Industry Association and the administration dealing with it. As a result, more than a hundred officials were dismissed and the directors of the Association made to resign. In Brazil, on the contrary, the state was unable to wean the sector from the protection it had received. See P. Evans, Embedded Autonomy: States and Industrial Transformation, Princeton: Princeton University Press, 1995, p. 89ff. 74 Only in Korea more than 60 percent of respondents had a lot of, or quite some, confidence in their civil service; in Chile, and surprisingly, also Brazil, this was the case with 49.2 percent. Even this figure is higher than that of the Netherlands (45.6 percent). Japan (33.6 percent), Mexico (28.2 percent) and Argentina (7.4 percent) scored considerably lower. 75 M. Nuyten, In the Name of the Land, PhD dissertation, Landbouw Universiteit, 1998, p. 315ff. 76 L. Barbosa, O jeitinho Brasileiro (The Brazilian trick), Rio de Janeiro: Editora Campus, 1992. 77 L. Weiss and J. M. Hobson, States and Economic Development: A Comparative Historical Analysis, Cambridge: Polity Press, 1995. 78 Prado Jr., A Revoluc¸a˜o Brasileira: see note 56. 79 When Cardenas in the late 1930s reorganized the urban workers, the statutes of the national confederation (CTM) reaffirmed the principle of class struggle and the eventual transformation of the capitalist society into a socialist one. See H. Aguilar Camin and L. Meyer, In the Shadow of the Mexican Revolution, Austin: University of Texas Press, 1996. 80 Castan˜eda explains why the Latin American populist movements of the thirties and forties later, as parties, were forced to become more radical if they wanted to win elections. Their more conservative successors had left the earlier populist reforms in place. See J. C. Castan˜eda, Utopia Unarmed: The Latin American Left after the Cold War, New York: Vintage Books, 1994, p. 48ff. 81 Jaguaribe regards populism or fundamentalism as more or less inevitable results when a democratic regime operates in a country marked by broad sectors of poverty, nominal standards of education, and high expectations. See H. Jaguaribe, ‘‘Rationality and democracy,’’ in L. Albala-Bertrand (ed.) Democratic Culture and Governance: Latin America on the Threshold of the Third Millennium, UNESCO/Hispamerica, 1992. 82 That is, it did help in the Netherlands. In developing countries it is apparently harder not to be partisan. 83 See A. Lijphart, Democracy in the Twenty-First Century: Can We Be Optimistic? Wassenaar: Netherlands Institute for Advanced Study, 2000.
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In the period between, roughly, 1950 and 1990 several East Asian countries did much better, at least in terms of economic growth and income equality, than the larger Latin American countries, despite the early lead of the latter. Especially economists have tried to explain why this was the case. The question behind this book was whether sociologists and political scientists had anything to contribute to the explanation of this difference, and if so, what. The chapters, in other words, are exercises in the sociology or the political science of development. In this final chapter I attempt to draw some conclusions. I shall start with an elaboration of what, to my mind, the concept development means, or rather, implies. I shall argue that it comprises a set of social processes which not only are unlikely to occur together in the same relatively short period of time, but (some of) which also may be thwarted, or obstructed, for long periods. Since the most visible process is economic growth, it is economists rather than sociologists or political scientists who keep on using the term. Nevertheless, I shall then focus on what I think the latter two kinds of scientists could, or should, learn from the comparison we made.



Development There is still considerable debate about the meaning or the precise contents of the concept development. Since the term has replaced earlier ones such as modernization or even westernization, some scholars think it has a Western cultural bias. Industrial production, or in the terms of Marx the capitalist mode of production, indeed did start in Europe, but there is more or less general agreement that economic growth hinges on industrial production and is a necessary ingredient of development anywhere. Since economic growth eventually has to be based on the use of, and familiarity with, technology and science, the same goes for education and the acquisition of technical skills. With regard to these aspects of development the goals of policy are clear. How best to reach these goals, however, for a long time has been
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a matter of discussion and conflict. For much of the past half century, the academic debate has centered on the institutions that would ensure economic growth as well as an acceptable distribution of its fruits. Although distribution is still an issue, the communis opinio now is that, for growth and especially for the spread of technological innovations to occur, enterprises need to be subjected to the discipline of the market, that is to competition. Since the relation between economic growth, on the one hand, and the political, the social, and to some extent the cultural dimensions of development, on the other, is complex to say the least, with regard to these latter dimensions theoretical visions have differed. The debate at present focuses on the content of political development. Generally the transition to a democratic regime, and later its stabilization and deepening, are considered processes of political development. A democratic regime has to meet, at a minimum, two requirements: there must be competition and the right to elect national leaders must be inclusive, that is, cover the entire adult population. However, democracy is no guarantee for good governance, nor is it the same thing as constitutional liberalism.1 Consequently, there is still some debate about whether democracy is a Western solution or a global one. That rulers should be legitimate is not at issue; the question is rather through what mechanisms or institutions they should acquire or maintain legitimacy, and, if they loose it, how they can be got rid of. The popular notions of citizenship and (the strengthening of) civil society imply that political development is furthered by the formation of all sorts of interest associations that can influence state policies. It is true that interest groups with access to the political arena compel politicians, representatives as well as the bearers of executive power, to listen. This probably reduces the discretionary power of the latter. The question, however, is for what purpose this discretion had been used earlier. As Zakaria argues, even if a politician’s first motive is to be reelected, his discretion can be used to support laws and policies that he genuinely believes to be for the common good. Since not all interests are equally well organized – when a small number of people share an interest, they are likely to organize sooner or better – the reduction of a politician’s discretion may make him more sensitive to particular interests. There is no special lobby for the common good. Even if there is some general agreement about the policies needed to promote the common good, particular interests may oppose them and find the ear of members of parliament. Since the freedom of organization is part of a democratic regime, Zakaria argues that too much democracy may weaken the steering power of governments. With regard to social development, the ideal appears to be that societies should become more integrated, but how this should be realized has been less subjected to theoretical scrutiny. Sociologists and political scientists in general favor equality and solidarity, and assume that these two traits go together, despite the fact that, whether intended or not, individualization
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is an inevitable component of economic and political development. As for cultural development, theory recognizes, often implicitly, the necessity to participate in science and technology, but apart from that, allows every society and even group its ‘‘own’’ culture and cultural development. That a culture may allow or even dictate the infringement of human rights of a particular category of people – women, or nonbelievers – is not regarded as a theoretical problem but as a sign of relative backwardness. What have been missing in development theory are theses about the necessary social learning processes that development, if it is to take place, implies for a society. I am not referring to the appreciation of innovation and change by individuals, posited by modernization theory, but to a more or less collective realization that some institution or habit or belief or policy does not only inhibit development in other spheres but actually makes things worse altogether. Such a learning process may take a very long time, also because the institution or belief or policy will have its defenders. At the level of a society, development implies not only that there is a state but also that this state has to have a considerable steering capacity and has to use it in certain directions. Since economic growth, but also this steering capacity, depends on scientific knowledge, skills and information, and these in turn are only of use when present in the heads of people, there should be a relatively large number of skilled, educated citizens. As is already obvious from this last point, development refers not only to societal aggregates but also implies goals related to the distributive aspects of its benefits, such as income, participation in decision-making, and knowledge and information. Development at the level of the individual implies a more equal distribution than prevailed earlier. These distributions should be regarded by a majority of citizens as more or less fair. If they are not, there will be political pressure to change them. For a time political contention may be repressed, but this repression in turn will eventually hamper the realization of other development goals. The distribution of income, and also of knowledge and information, are relatively easy to measure. But how should we conceptualize the distribution of power? One indicator is not a weak state, but a democratic regime. In the system terms of Luhmann, a political system is better able to reduce complexity when the more unstable parts (the voters) at certain moments in time predominate over the more stable parts (parliament, the government).2 Another indicator of the distribution of power has to do with the presence, or absence, of institutions that empower individuals, or groups, or lower authorities, to decide certain things autonomously. Ruttan speaks of political development if (a) the amount of power available to a society (that is, the concentration of power) grows with no worsening of the distribution of power; or (b) if the distribution of power becomes more equal, with no decline in the amount of power available to the society. (‘‘Available to the society’’ is a vague term, and in other places in his article Ruttan speaks of the power of ‘‘government.’’) If these conditions are not met Ruttan sees this,



Conclusion



249



3



following Huntington, as political decay. I would prefer to say that the two dimensions of political development rather often become contradictory at certain moments in time. In my view, political decay occurs only when the amount of power declines at the aggregate as well as the individual level.4 There undoubtedly is some correlation between the dimensions of development. For instance, in the 1970s, when countries with democratic regimes were few in number, they were almost without exception rich capitalist countries. Although there are again a few exceptions, income inequality is generally less in these same capitalist countries, the proportion of people with some form of higher education higher, the use of information media more widespread. However, the correlation between the different aspects of development is far from perfect. Economy, polity, education and civil society are social systems; what happens in one system has influence on the others, but these others are parts of its environment (Umwelt). What is less obvious is that the aggregate as well as the distributive dimensions of development, although positively correlated over the long term, over shorter periods of time can move in opposite directions, in the sense that an improvement on one dimension makes it more difficult, or even impossible, to realize at the same time progress on another dimension. Policies and actions meant to further one particular development goal may thwart the realization of some other goal. The redistributive demands made by a majority of voters in a democracy, for example, may, for a time, lead to policies the unexpected and unwanted consequence of which is to put a halt to economic growth. Or the reverse: economic growth often results in a more unequal distribution of income. What Huntington and Ruttan called political decay were instances of an increase in government power going together with a decline in the distribution of power, or the reverse.



Development in sociology and political science Once upon a time sociology and political science, not to speak of economics, had branches or specialties dealing with development. In the last decades these specialties have become more fuzzy, if they did not disappear altogether. That does not mean that the number of social scientists specializing on one or another developing country has declined. For economists it means that there is only one economic theory. Development economics does not claim anymore that it has a special, sui generis theory. The debate in economics concerns the question whether the state, apart from producing so-called public goods, should intervene in markets or not. Since states can be the problem as well as the solution, to quote the title of an article by Peter Evans, it all depends on the examples you use. As far as the East Asian states are concerned, there is hardly any doubt that they intervened to a large extent.
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For sociologists and political scientists who deal with some developing, or non-Western, country, the implication often is that they now study their specific subject or theme without relating it to the general development process of the country in question. There is no development theory anymore. When, in the 1960s, the modernization theories were discarded, a great many sociologists and political scientists embraced dependency theory, a central tenet of which was that Third World countries could not really develop if they did not de-link themselves from the capitalist World system. For almost two decades the question why some country did not develop faster was answered by fiat, as it were. Although in the mid-1970s the notion of dependent development was introduced, in relation to the Brazilian ‘‘miracle,’’ it was the rapid economic growth of the East Asian countries that raised doubts about the general validity of dependency theory. Its demise was completed when the socialist, centrally planned countries admitted that their economies had been stagnating for some time already and needed to be reformed. Since then at least development sociology was declared to be in crisis, theoretically. Although titles such as ‘‘Beyond the Crisis’’ suggest that the worst has passed, other authors are of the opinion that a new development theory depends on a prior political choice about whom (i.e. what societal forces) the theory is for; not every author would agree that the so-called ‘‘new social movements’’ should be singled out as the bearers of progress.5 Still other authors have gone postmodernist and maintain that the claim to truth of science is no better than that of any other belief.6 ‘‘My paradigm or yours?’’ is the ironic title of a recent overview of sociological development theory.7 Since in the so-called developed parts of the world also contradictions between dimensions of development occur, or in other words stagnation or even decline of a particular aspect, some sociologists have replaced the concept of development by that of social change. The suggestion of direction has been given up. However, some progress has been made in general sociology. Over the last thirty years, various theorists have made a distinction between three or four kinds of power (for instance Runciman, Mann, and Bourdieu).8 The distinction is useful, because it implies that, although individual or collective actors may try to use one kind of capital or power to improve their position on another dimension of power, the different kinds of power cannot be reduced to a single, as it were basic, one. Even in a society where economic power (i.e. wealth) is regarded as more important than other kinds of power, and can be used to acquire social power, it does not follow that the distribution on the cultural or political power dimensions simply derives from the distribution of income or wealth. The son of rich parents may go to an elite university, but whether or not he gets his degree depends on his own efforts and brains. Whether or not the brilliant son of poor parents has access to that university depends on government policy and possibly on the distribution of political power.
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The distinction is also useful because it makes us aware of the fact that interests, even economic interests, can be promoted through acquiring some kind of noneconomic power. And the reverse also holds: even if political power-holders are not predatory, they nevertheless need funds to finance election campaigns, and these funds have to come from somewhere. Seeing the ‘‘social field’’ as multidimensional makes economism impossible and sharpens our eye when it comes to distinguishing between interests. In political science, meanwhile, Latin American and East Asian experts have taken somewhat different routes. In East Asia the focus has been on what was called the developmental state, that is to say, on the actions of the state that had fostered long-term economic growth. That these regimes were mostly authoritarian was acknowledged but not seen as a primary factor. The developmental nature of states was thought to depend on certain institutions being in place. However, over time states could cease to be developmental despite these institutions. In Latin America the focus has been on the authoritarian character of the regimes which in the 1960s and 1970s made their appearance in a number of countries, and afterwards on the transition to democratic regimes. The brave attempt by O’Donnell to link authoritarianism (at least in Argentina and Brazil) to a (new) phase of economic development, the so-called deepening of import-substituting industrialization,9 was in the end rejected, but that left the relation between political and economic development largely unexplained. The enormous literature on what is called the transition to democracy studies this phenomenon comparatively, but the various approaches differ in their choice of crucial explanatory variables. Modernization theories focus on the influence of (socio)economic development; dependency and world system theories concentrate on the international division of labor and economic dependency; the historical structural approach emphasizes the changing structures of class and the influence of civil society; and the actor-oriented approach, finally, focuses on actions of political elites.10 There is more or less general agreement that states can hamper as well as promote economic development. Whether states can be transformed from problems into solutions, and if so, how, is less clear. Moreover, it appears as if also the reverse movement is possible: states that once were solutions can turn into problems, at least for some time. The Japanese state may be an example. Other political science studies have focused on one element of successful developmental states, the position and role of so-called technocrats, professional economists whose task it was said to be to enact and implement generally unpopular neoliberal economic policies. Although their economic ideas clearly differed from those of their predecessors in these political or bureaucratic posts, it was less obvious whether, and if so in what ways, the phenomenon of technocracy itself
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was related to authoritarianism or to a neoliberal government policy. In the introduction to a recent book on technocrats in Latin America it is stated that technocrats share values such as ‘‘the prioritization of economic growth over social development, an acceptance of the need for political order, and a reluctance to challenge the social hierarchy.’’ Yet, one page further, it is said that ‘‘enough examples exist of leftist revolutions from above [. . .] as to challenge a monoideological definition of technocratic culture.’’ The authors appear to be unaware that a contradiction is involved here.11 If sociology and political science are to contribute to development studies at all, this has to be done, I believe, through a comparison between different and preferably long-term development histories, preferably across culture boundaries. Since most of the authors of this volume were regional specialists, the interregional comparison was a new experience. I may add: it was a very worthwhile one for most of us, because it became obvious that at least some of the knowledge, or the suppositions, which within each community of regional specialists normally are considered to be self-evident, in fact are not. The comparison forced most of us to ask new questions, and even to revise some assumptions about our ‘‘own’’ region or country. Most of us, not all of us. To give up a cherished assumption, let alone a cherished paradigm, proved to be emotionally difficult. Also, in the social world it is rare, if not impossible, for a certain consequence to have only a single cause. Almost always several causes together produce a single consequence, and to a certain extent the social scientist is free to put emphasis on one cause rather than another.



Findings Since our interregional comparisons focused on aspects of development, we had to read what students of development, often economists or ‘‘political economists,’’ had written on the other region, and sometimes also to reread what they had written on our ‘‘own’’ region or country. Their descriptions and explanations of the development path followed by a particular society; the results, disappointing or not, intended or unintended, of government actions and policies; the formal institutions that did or did not regulate the behavior of individuals and collective actors, all these formed as it were our starting point. Once we were relatively certain about the differences (or, as the case may be, similarities) in situations or policy results our own analysis began: why was this so? Already in the 1970s it became clear that some East Asian countries were showing faster economic growth than almost all other developing nations. In the 1980s and 1990s a large number of social scientists, principally economists, tried to discover the causes behind this success, sometimes focusing on a single country, sometimes comparing two or more countries within the region. In the most general terms, the question
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asked was: what have they done right? Only at the end of the 1980s economists began to compare the development experience of some East Asian country with that of one or more countries in another region, most often Latin America. The general question now became broader. What explained the different outcomes in the two countries? If they had enacted different policies, did this fact alone explain the outcomes? And if so, why had the ‘‘lagging’’ country not changed policy already in the seventies? Why had they embarked on different policies in the first place? And given that in most Latin American countries at least the democratic governments appeared to have been much more preoccupied with a more equal distribution of income than the East Asian governments, how to explain the fact that income inequality was generally lower in East Asia, and that the reduction of absolute poverty had succeeded much better there? This is the more surprising since political science, at least if the focus is on Latin America, has it that democratic governments were far more concerned about equality than authoritarian ones. And sociologists, whatever their regional specialization, have upheld, and still uphold, the thesis that popular mobilization is necessary if poverty is to be alleviated. Whereas they first did this in terms of class struggle, nowadays the focus is on strengthening civil society, or on ‘‘the people.’’ Practically all observers agree that mobilization has been more frequent and permanent in Latin America. Yet, despite these theories, income inequality is higher in Latin America. As to political development, most Latin American countries have tried democracy earlier than East Asia. Does the difference between the regions imply that, at least in the early stages of industrialization, an authoritarian state is more successful than a democratic one? When posed in this way the question is too gross. In the first place political scientists do not always agree when they assess the democratic character of a certain government or regime. The PRI regime in Mexico was generally regarded as not democratic, the LDP regime in Japan as democratic. In both cases, however, one can argue that the ruling party maintained its position in power through clientelism, that is, by awarding rents. But let us assume that there is agreement about the authoritarian character of a government. Our findings show that an authoritarian government is more successful than a democratic one in curbing growthinhibiting rents and keeping labor costs low.12 This in itself does not lead to growth; for growth to result, other conditions must be met. These include: the productive investment, one way or the other, of the surplus, and thus investment opportunities for the government and for private entrepreneurs. To neutralize opposition it helps if there is a certain necessity of low costs because a large part of (industrial) production is exported. State policy can stimulate entrepreneurs to do what they should do. To begin with, however, governments must recognize that they need (private) entrepreneurs, and it is doubtful whether they did so in Latin America.
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The literature makes clear that in Japan, Korea and Taiwan governments did help industrial firms, whether large ones as in Japan and later in Korea, or small ones as in Korea in the 1960s and in Taiwan, to increase exports and to upgrade, whereas this synergy was absent in Latin America,13 or, perhaps more precisely, had quite another content there. If we accept that this difference between the regions existed, two questions crop up. One is: why did it occur? The other question is: did economists, or social scientists, or the politicians themselves in Latin America acknowledge that the state generally did not collaborate with industrialists in order to foster growth? To begin with the latter question: I think that at least the social scientists did not. The problem is that the term most of them used to designate entrepreneurs, to wit capital, is vague. The Marxian adage that governments in a capitalist country are the handmaiden of capital, a ‘‘theory’’ that was repeated, albeit in different versions, again and again in Latin America,14 incorporates this vagueness. The suggestion is that the state, to put it roughly, ‘‘obeys’’ capital. In other words, capital is regarded as the principal, the state, or the political rulers, as the agent. But the concept of capital can mean different things. Some parts of ‘‘capital’’ may be out for growth, while other parts just want to be saved from bankruptcy and stay in business. Whether the state supports the former or the latter part of ‘‘capital’’ makes a great difference, to wit the difference between stagnation and growth. Since organized labor normally will resist loosing jobs, it will back the state’s support of the enterprises that, without it, will probably fail. So it all depends on what is meant by capital. One can argue, as Silva does in this volume, that one reason why Pinochet’s economic reforms in Chile succeeded was that the part of capital that was threatened with extinction did not dare to raise much opposition, because Pinochet had saved them from extinction by the earlier socialist regime. It depends on circumstances whether the state is principal or not. In practice, it is perhaps wise to begin the analysis assuming that the state is the principal. As Wade expressed it, the state governs the market.15 The principal’s policies draw forth the agent’s economic reactions. When the results are disappointing, it is not certain whether the state will change its ways. Of great importance is the state’s – or the ruler’s – foremost policy goal at a certain moment. This goal may be the realization of growth, but it may also be winning the upcoming election. Especially if painful reforms are necessary, these two goals may become contradictory. It is only recently that some East Asian states have trouble reforming parts of their economy, partly because industrial firms have become more powerful, but mostly because ruling parties fear that they will loose the next election if they reform too drastically, and thus create unemployment. It is only in the long run, when other solutions to the problem have failed, that voters are willing to sacrifice their short-term interests for a long-term benefit. In the shorter run the maintenance of power
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is what counts in political decisions and actions, and this may be realized at the cost of growth. In Latin America business, if it was a partner at all, was a political partner. The middle classes that emerged in Latin America in the first decades of the twentieth century made their living in three ways: through import and export, as government officials, and in the so-called free occupations. The crisis of the 1930s not only badly hurt exports, and threatened the base of existence of the middle classes, but also delegitimized the ‘‘development’’ policy then practiced, as well as the power-holders, the land-owning oligarchy. It was the middle classes that replaced this oligarchy as state elite. From the beginning this new elite harbored a certain distrust of the entrepreneurial capacity of the national capital-owners, perhaps because of the fact that rural capital was often involved in industry, perhaps because many early industrialists were foreign immigrants. Whatever is the case, the relation between business and government in Latin America has differed from that which obtained in East Asia. In Korea, after a period of ISI, inflation and corruption under Syngman Rhee, the Park government first imprisoned the leading industrialists, and then, acknowledging that it needed them, persuaded them to help implement a state-supported policy of fast expansion and export growth. In Taiwan, the KMT state established one of the largest sectors of state-owned industry that can be found in the capitalist world, yet allowed and later actively encouraged the politically excluded ‘‘islanders’’ to become (small) industrial entrepreneurs and enrich themselves. What is surprising is that the government prevented these state-owned upstream enterprises from charging prices that would have made it difficult for their customers to remain competitive. SMEs ‘‘usually had several material suppliers instead of one supplier,’’ and as a result SMEs had leverage in price negotiations.16 In Japan, after the war, it was the bureaucrats of MITI who, in meetings with the largest industries in the sectors it controlled, formulated a policy of expansion. In other words, although not at all times, the politically powerful in East Asia realized that they needed native industrial entrepreneurs if they were to foster growth and retain legitimacy, and they supported them, at least in as far as the industries did perform according to certain criteria. Among these criteria was the ability to export and thus earn foreign currency, an ability that implied competitiveness and efficiency. For several reasons, such ‘‘growth coalitions’’ were, if not absent, then much weaker in Latin America. According to some observers, government support there was given to the weak enterprises, not to the strong. Caio Prado already in the 1960s remarked that, in Brazil, a sort of coalition existed between the state and that part of the industrial bourgeoisie which received favors, in whatever form, from the state; it was a distributive coalition rather than a growth coalition.17 Import restrictions made efficiency less urgent. Given the great inequality of income and wealth in the region, the political preoccupation with (re)distribution rather than growth was not illogical. However, it had
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at times consequences that were dysfunctional for growth. Dornbusch and Edwards write: For us, ‘‘economic populism’’ is an approach to economics that emphasizes growth and distribution and de-emphasizes the risks of inflation and deficit finance, external constraints, and the reaction of economic agents to aggressive non-market policies[. . .] The purpose in setting out this paradigm is not a righteous assertion of conservative economics, but rather a warning that populist policies do ultimately fail, and when they fail, it is always at a frightening cost to the very groups that were supposed to be favored.18 If Dornbusch and Edwards are right in their claim that economic populism is bad economics, the question arises why economic advice to governments apparently differed so much in the two regions. That the Latin American governments themselves – especially those that depended on elections – were preoccupied with distribution is not that strange. Apparently they enlisted the advice of those economists who thought that their theories led to a solution of that issue. Or, as in the case of Pero´n, they did not heed such advice.19 But as Ngo shows in this volume, development is a political game: even if the ‘‘right’’ institutions are put in place by an authoritarian government, strong opposition may well lead to a change of regime and of policies. But why did this rift between business and state occur at all in Latin America? An answer may be sought in history. In his sympathetic and lucid account of the vicissitudes of the Latin American Left, Castan˜eda argues that nation-building in the region is an unfinished affair, even today, but that already in the nineteenth century intellectuals, and also the political left, tended to regard the economic elites of their societies, who were the ones in contact, and in business, with the imperialist Western countries, not as part of the nation. This because they were aware that nation-building made it imperative to include the masses, which until then had been excluded.20 Also in the 1970s and 1980s, when the ‘‘people’’ became the term with which the nation was invoked, the economic elites did not belong to the people. A high degree of social discord in a society has consequences. In an overview of findings by social psychologists with regard to what people see as fair treatment, it is said that when people are disputing across group boundaries, they tend to define fairness much more hedonistically than when the dispute is within group boundaries. In the first case fairness is that which yields favorable outcomes. It was found that to engage the conflict resolving properties of the fairness heuristic – that is, the information that the group has positive regard for the person’s ideas, their dignity, and above all for the person’s status as a full member of the group – what is needed is a substantial degree of overarching identification with the nation.21
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The lesser combativeness of labor in Japan and Korea, in comparison with Latin America, may be due not to coercion, but to a stronger feeling of belonging to a nation. A government must have allies in the society. Allies are normally won with policies that are to their benefit. When economic interests are involved, the benefit may well consist of rents. Economists define rents as income earned in excess of what it would have been possible to earn in a situation of free competition. In sociology and political science the definition is extended, mostly because free competition occurs only to a very limited degree.22 To prevent the state from giving in to rent-seeking by groups with access to policy-makers, it is often said that the state must have a certain degree of autonomy. However, this is at best a half-truth. A state may use this autonomy to further the interests of the ‘‘political class’’ itself; that is, of all or some of those who make a living from politicking and from the state. The popularity, among donors, of the term ‘‘good governance’’ since the late 1980s refers at least partly to the political benefits and economic rents that a political class may bestow upon itself. In the real world, state autonomy does not imply that no rents are allowed; it means that despite rents the state is able to pursue longterm development goals. Economists emphasize the fact that rent-seeking is unproductive, and that rents are likely to distort the elaboration of policy as well as state expenditures. They are against rents. But rents are unavoidable. Practically all government policies create rents; rents are the economic consequences of political decisions. A crucial question, perhaps the crucial question, for a state that intends to further economic development is whether, and to what extent, awarding rents prevents the realization of longer-term development goals. In this volume, Boyd focuses on the different ways in which politicians and high-level bureaucrats in Mexico and Japan awarded rents. The difference is mostly due to the different institutional (and even cultural) embeddedness of politicians and bureaucrats in these two countries. And he suggests that this difference, in turn, is related to the presence or absence of the feeling that the inhabitants of the country in question form a nation. Elections are a numbers game. In a situation of great inequality, politicians will make promises to the mass of the poor; their opponents will say that these promises cannot be kept. So ideas about what the probable economic consequences of policies will be are important, of the politicians themselves as well as the voters. Not only the initial ideas are important, but also whether and when politicians learn from experience. What is it that governments, and other collective actors, thought about the world at the time the Second World War ended? Latin America had been politically independent for over a century; the basic issues there appeared to be two: why have we lagged in comparison with the United States, and why is the largest part of our population, especially in the rural areas, still extremely poor? The answers given were relatively simple: instead
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of producing primary goods for export we should foster industrialization. Over time we need to export steadily more coffee to be able to import a car. Rural poverty is not so much the result of low productivity, but of exploitation, made possible by an extremely skewed distribution of land and power. Implicitly or explicitly, thinking tended to be in terms of class and class struggle instead of skills and productivity. Industrial labor – and to some extent even agricultural labor – had undergone the influence of anarchist and communist ideas since the 1920s. The officially stated aim of the Confederation of Mexican Workers (CTM) in the 1930s was to create eventually a socialist society, for example.23 Capitalism was perhaps unavoidable for the time being, but it was not regarded as an ideal system, neither by intellectuals nor by many governments. In the 1950s and 1960s, it seemed as if socialist countries accomplished high growth rates as well as a certain equitable distribution of income. Socialist development seemed not only a possibility, but something to be preferred. In East Asia, at least in Japan and Korea, intellectuals probably had similar ideas, but their governments did not. In Japan the LDP ensnared the socialists in the Diet by taking over a part of their welfare program;24 moreover, the socialists were divided. For the military rulers of South Korea the North was an enemy, but one that had to be defeated economically, not militarily. In Taiwan the KMT rulers were careful not to repeat the errors made in mainland China, which had played into the hands of the Communists. Haggard and Pang state that, contrary to Latin America, in Taiwan and Korea there was little ideological or organizational space for leftist or populist forces.25 In both regions after the war, governments have curtailed the power of radical labor unions; in East Asia by replacing them with more moderate ones; in Latin America mostly by what is called corporatism, a sort of co-optation of and control over (elected) union leaders, who were supposed to keep the members in check. Although this in turn gave rise to favoritism and corruption – for instance because union leaders had a say in who was to be employed, or even sold jobs to workers – observers generally agree that labor was more combative in Latin America and more powerful. The fact that practically all governments in Latin America after the war opted for industrialization hacia adentro, that is for the internal market,26 made it possible to erect high tariff walls, thus favoring industrialists with high profits but also organized industrial labor with relatively high wages or other benefits.27 Authoritarian governments are said to be more repressive, and thus less subject to pressures from labor, than democratic ones. This may be one reason why wages were better kept under control in Korea and Taiwan. However, another and perhaps more important reason has been that the export orientation of many industries in East Asia made it, if not impossible, then economically much more wasteful to allow production costs to become so high that exports would suffer. To do so would not only decrease earnings in foreign currency
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but also reduce industrial employment, and might even lead to bankruptcies. In the literature a distinction is sometimes made between the economic space for claims from below and the political space. These ‘‘spaces’’ do not necessarily overlap. From below really means by organizations; peasant movements pressed for land reform and labor unions demanded wage increases and/or better working conditions. It would appear that the political space for claims, at least those from industrial labor unions, has been generally greater in Latin America than in East Asia until the late 1980s. With respect to the land reforms carried out in the three East Asian countries under review, it was the holders of state power who created the political space, not the pressure exerted by the peasant movements. In Latin America, with the possible exception of Mexico, the political space for land reform had to be won by the peasants themselves. (This may be one reason why land reform came (too) late to Latin America, as Kay argues in his contribution to this volume.) As to the economic space, there is a difference between the two sorts of claims. Although landowners will generally resist being expropriated, this resistance will be stronger if the compensation they receive is not worth much, or if inflation is almost certain to decrease its value. Of importance, too, is the amount of state expenditure necessary to increase, or even maintain, agricultural production. In the case of wage claims by industrial workers, economic space depends on their productivity. However, in a protected internal market prices, and thus wages, can be raised without endangering the enterprise itself. In a sense, then, economic space can be created at the cost of consumers. To some extent this has happened all over the world in sectors of nontradeables, where wage claims, and wage increases, tend to follow those of other workers whose productivity actually did rise. A hairdresser is not really a hundred times more productive than he was in 1950, but a haircut may cost a hundred times as much, and this increase is only partially due to inflation. The real damage of wage increases that surpass the productivity of labor occurs in export sectors or sectors that have to compete with imports. In these sectors enterprises may go bankrupt, or the protection they will demand may make their products in fact nontradeables. In both cases this will be at the cost of growth. In other words, the economic space for awarding the claims of some kinds of labor can be created at the cost of reducing the demand for labor and thus employment. In Latin America, economic growth has not been fast enough to provide employment for the rapidly increasing urban population. This increase in turn was the effect of high birth rates as well as migration to the cities. The paradox is that the use made of the available political space for claims has contributed to restricting the economic space.28 Industrialists were inclined to look for safety, for instance through political connections to the incumbent government, rent-seeking, or even capital flight. Their presumed luxurious lifestyle may have had an effect on the feelings
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of inequality of other classes, and may have set a bad example for the middle classes to follow, but whether it was crucial in limiting investment is doubtful. It has been noted that countries with abundant natural resources that could be exported have shown slower rather than faster economic growth between 1965 and 1990, compared with countries that lacked such resources.29 Not that natural resource abundance itself impedes growth, but ‘‘it creates economic management challenges that many countries had difficulty coping with.’’ In this respect the relative wealth of exportable natural resources in Latin America has been a drawback, rather than a blessing. This is not because there were no acute shortages of foreign currency; there were. The solution, however, was found not in a change of direction of industrial policy, as happened in Korea and Taiwan, but in the ready acceptance of foreign direct investment and foreign loans, despite fairly general nationalist and ‘‘anti-imperialist’’ rhetoric. But apart from the possibility to export agricultural or mining primary goods, the fact that organized labor too profited from the protected internal market (and from the employment generated by the establishment of foreign firms producing for that market) has contributed to the enduring maintenance of the ISI policy.30 So, while the theory about dependency originated and was immensely popular in Latin America, foreign direct investment has been more important there than in East Asia. And it was the East Asian governments that were more successful in acquiring – by purchase, joint ventures, subsidized research institutes or otherwise – the technology necessary for upgrading their industries. Another possible consequence of the preoccupation with inequality in Latin America is that, in the early stage of industrialization, in the 1950s and 1960s, students tended to flock in greater numbers to the study of some social science than to engineering and the natural sciences. The conviction that was prevalent at the time, and not only in Latin America, was that the application of social science knowledge helped to solve societal problems. Even in the early 1990s a much higher proportion of the age group between 20 and 24 was enrolled in engineering studies in Korea and Japan (and probably also in Taiwan31) than in Latin America.32 The paradox, of course, is that despite this widely shared preoccupation inequality in Latin America has diminished only slightly, if at all. The reverse paradox is that growth, technological upgrading of industry and full employment appear to be sufficient conditions for practically full employment and a rise in wages to occur, without much direct government interference, except in the sphere of education. The overarching question is whether countries in the two regions could have followed another, a different development path. To read about the Korea of Syngman Rhee is like reading about a Latin American country. In Korea the Park government inaugurated a different development policy,
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against enormous, but politically powerless, opposition (just as, more than a decade later, Pinochet did in Chile). In Taiwan the KMT government did not allow any overt opposition, but it had learned from its mistakes in mainland China. In Japan, the government (or MITI) promoted growth at the cost of environmental and health degradation. There was political opposition, but the socialists were divided amongst themselves, and the LDP gradually carried out the program of the moderate socialist faction. In other words, the growth promoting governments (which by definition asked sacrifices from the population at large) were able to remain in power. Even so, they gradually lost (or, as in Japan, are loosing) legitimacy. In Latin America, those governments that put growth in their agenda (Pinochet; Salinas; the military presidents in Brazil) first had to reform. They were moderately successful. The crux of the matter is not only a government strong enough to withstand opposition but also the right policies; and what is right at a given moment may not be so a couple of years later, when circumstances have changed. The questions dealt with in this book are sociological and political, not economic. That East Asia performed better than Latin America, despite the historical advantage of the latter region, is not in doubt. Neither is the fact that some economic policies succeeded better than others. But in the lapidary words of Ngo: development is a political game. I think it is in politics, in political institutions, and in political culture, that the ultimate reasons for economic success or failure have to be sought. Why were certain policies chosen and not others? Why were governments able, or unable, to motivate entrepreneurs? Did the East Asian governments succumb less to rent-seeking than their Latin American counterparts? All these questions are related to what in political science is called state capacity, or rather state capacities.33 Ngo, comparing Argentina and Taiwan, argues that, especially in the governing period of Frondizi, the different economic outcomes are not due to a difference in policies or in economic institutions, but to the political opposition Frondizi could not, or anyway did not, subdue. Silva subdivides state capacity into four major functional areas, one of which, called the political capacity, ‘‘refers to the state’s capacity to respond to social demands.’’ Whereas he argues that state technocracy can enhance the institutional, technical and administrative capacities of the state, it detracts from the state’s political capacity, because ‘‘technocrats normally oppose the idea of societal participation in decision-making.’’ The argument of Dornbusch and Edwards, stated earlier, that populist economics were bad economics – in other words that the political capacity of populist governments did damage to economic development – has disappeared from view. Boyd argues that the Japanese state did not give in to rent-seeking any less than the Mexican state, but that rents, until very recently, had a much more positive impact on growth in Japan than in Mexico. The fact that land reform occurred later in Latin America than in East Asia, Kay argues, meant that the consequences for (industrial)
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growth were much more negative in the former region. The state was less able to transfer resources from agriculture to industry, but also in most cases failed to boost agricultural production once a reform had taken place. Is the fact that income distribution in Korea is more egalitarian than is the case in Brazil due to more, or more successful, conflicts between unions and employers in the former country? Although Koo states that in the early stages of industrialization, up to 1979, Korean labor appeared to be rather submissive, he concludes that growth eventually was more widely shared in Korea than in Brazil. This was not due to redistributive policies of the state but was a direct result of long-term growth. Conflict may enlarge the political space for claims, but not necessarily the economic space. Koo does not make the distinction between political and economic space, but argues that the more egalitarian income distribution in Korea results from the economic space that was available. Since sociological theory has it that trust among the citizens of a country fosters economic growth, one should expect general trust to be more widespread in East Asia than in Latin America. Even in 1990, that is after three decades of economic growth, this turned out not to be the case.34 In both regions particularistic trust prevailed, but the use made of this kind of trust differed. In the economic sphere kinship relations were used in both regions to amass capital and to occupy the leading positions in enterprises, but the range of trusted kin was much larger in East Asia, where it did not depend on individual choice but on a norm. It was in politics that the regions differed most. Political leaders need advisers, and then, on every level, agents they trust that will carry out and not obstruct the policies. If your prime goal is growth, you need to encourage entrepreneurs to become your agents, as it were, by rewarding them if they do what you want. Policies must be consistent; a technocratic planning agency is helpful in this respect, as Silva in this volume shows. But in the short term growth also demands sacrifices, especially if economic reform is in order, if not for the simple reason that what is saved and invested cannot be spent on consumption. Also, there will be economists who insist that the sacrifices are not necessary. There will be opposition, and as a consequence the principal’s main goal may well change into maintaining power. Repression helps, but is not enough; especially in a regime that holds elections some parts of the population must be given rents of one sort or another. If from the beginning (re)distribution is one of the leader’s goals, it is that more difficult for him to recruit entrepreneurs as agents, unless he protects them, one way or another, from the market. Many of these ways dampen or inhibit growth. Since economic and sociological analysis is likely to be done in terms of classes, the organized industrial workers as well as the peasants appear to be natural allies of the redistributing leader. Not only the Mexican PRI, but also many other Latin American governments, have tried to straddle the barrier of distrust between classes. In the short term the result has been a multitude of particularistic ‘‘solutions’’
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to problems; in the long term a loss of trust in the government, on the part of the entrepreneurs or of both categories. Especially in a society characterized by inequality the solution may consist of a left-wing ruler who then succeeds in winning the trust of entrepreneurs, and rewards them for growth, not for political support. The first concertacio´n governments in Chile are examples. Menem partly succeeded, Chavez to all appearances has failed. Lula may still succeed. An important question then is whether this leader has to buy agreement from the members of lower house and senate for his proposals or receives their support free of charge, as it were. Buying support may become too expensive. Again, the crucial issue appears to be in how far different categories of people feel they are not only inhabitants of a country but form part of a nation.
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