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The Political Economy of Industria!‘
Policy in Asia and Latin America

Musntag . Khan and Stephanic Blankenburg'

Fndustrial poucy—in the definition we adopt here—consists of secto .- and
mdus‘{;}*y—spedﬁc policies that aim to direct industrialization‘ 1N };iﬁe; with
591{143 definition of the national interest. Whatever the broacer iﬁ_aéiOI;ai goals
ofi -tfewel@pmem are, achieving them is more likely if industriaiization e;cl*f?éves
rapid _gmducfivity growth by absorbing and learning tc use the best c;;s'bl
tec?naiogies. indeed, sustaining productivity growth in iine %;i't'{f in%tef
.i’laﬁ()i’l&ﬂ conm -etitors is a fundamental condition for the S'ustain;i:)ﬂ;t; of ;;1}:7;i
mdmt?’.‘iaiizaﬁ"‘t‘mﬂﬂ strategyv. In this chapter, we focus on some very ;speﬂiﬁé
pmbi_emf ;;_q .aa:;qi:-fvi;g “?L sustaining productivity growth in late -developers
as gnie Ov tne condivions for a successful industrial policy. We draw a funda-
mental distinction between sustaining productivity growth in sectors t‘“ati“
already‘mafi(et competitive, where the role of industrial policy i; 11;;;edaf )
regule?ttmg thie market to ensure sustained compulsions for prodamtiv't*of
gx:owtn, Or maintaining what the World Bank refers to as the ‘ipve-stmelnjt
c11majre,’ ana achieving rapid productivity growth in sectors or ﬁm;s that are
catching up to become market competitive in the future, for which polici
target specific firms or sectors. We argue that for late develoi::uers rapid caI; ba_CIES
up with more advanced countries is the key. Merely sustaininé maprket c; e
tiltIOIl In the former role of industrial policy creates poor second—best r:s;‘lzi
tions tor ensuring rapid productivity growth, as the latter’s policies, which
accelerate the absorption and learning of advanced technologies, canj deiiver

I‘Il;lCh more rapid development possibilities. To engage in this debate, we wili
fe erl to the non-targeted, investment climate type of industrial policy as
TN Ats? e ey e r = 7 - 3

€ak’ o1 ‘horizontal” industriaj poiicy and the type of industrial policy that
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’ aims to accelerate technology acquisition and productivity growth in particu-
lar areas as ‘strong’ or ‘targeted’ industrial policy.

The case for horizontal or weak industrial policy is that if the state can create

general conditions for investments to be secure and profits to be high, this will

attract the most profitable technologies to the developing country. However,
with current technological capacities, only low-technology and low value-
added activities are profitable. Building up technological capacity can yield
verv high returns in the future but because the ‘risk’ of failure is uninsurable,
private investors are unlikely to play a big role in making investiments In
learning at early stages of development. Rapid catching-up therefore requires
strong industrial policy, described as some strategy of targeted technology
acquisition that allows the follower country to catch up rapidly with leader
countries. While technical progress is possible along the trajectory set by a
market-driven strategy, the climb up the technology ladder is likely to be
much slower than with an active technology acquisition and learning strategy.
An obstacle for strong industrial policy is that while there is a credible
theoretical case for intervention in late developers to assist them to move
rapidly up the technology ladder, the institutional and political problemis
raised are yuite different from those faced by earlier developezts. If ncn- market

'incentives are required for catching-up, the effective implementaticon ot such

strategies typically also requires institutional systems ot compulsion to suppie-
ment the discipline imposed by the market. When states intervene in markets
to assist technology acquisition, by definition, they create new incentives and
coportunities, and the market on its own may well not sutfice as a disciplining
mechanism for the resources allocated bv the state. The precise nature of the
institutional compulsions required depends on the specific mechanisms
through wiich the state attempts to accelerate technology acquisition and
investment. The key point that we want to make is that the diversity of the
Asian experience tells us that the compatibility of the institutional compulsions
that industrial policy strategies require to be successful with the crganization
and structure of political power in that societv mayv or may not allow the

e A v F

effective enforcemernt of the requisite strategy.
[t is not surprising that the institutions required for weak industrial policy

should be substantially different from those required for strong incustrial
policy. Further, the institutions that are appropriate for strong industrial pol-
icy can differ substantially between countries depending on the technologv
acquisition strategy. In principle, we can imagine a number of different strat-
egies that could create both opportunities and compulsions for rapid and
effective technology acquisition and learning. But not ail sirategies are likely
to work in every country, and in some couniries, the implementation of any
strategy is likely to require other preconaitions.

The strategy that is most likely to be effectively implemented and enforced
in a country can depend amongst other things on its internal distribution of
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organizational power. If the enforcement of critical conditions required for a
particular strategy fails, sticking with industrial policy may deliver worse
outcomes than abandoning it, even though failed attempts at industrial policy
may have useful unintended consequences for building up technological
Capacity that may later be effective in market-based weak industrial policy
strategies. This can explain why (i) many different strategies have apparently
assisted industrial catching-up in East Asia, and (ii) some countries like India
have done better by apparently abandoning strong industrial policy regimes.
There is some evidence of a similar experience in Latin America, with some
countries achieving growth in new sectors that already enjoy international
comparative advantage.

This chapter primarily draws on the evidence from Asia, which provides a
wide range of industrial sector policy experiences. Success stories such as South
Korea and Taiwan are well known, but Asia also provides examples of moder-

ately successful cases such as Malaysia, where foreign multinationals led
industrial upgrading. Asia also provides the interesting example of India in
recent years, where after a limited liberalization, high-technology sectors that
had already achieved the capacity to attain international comparative advan-
tage played an important role in driving economic growth, together with the
low-technology sectors in which we would expect a country like India to have
comparative advantage. There are also cases of moderate growth in Asia, such
as Bangladesh where the abandonment of the industrial policy that patently
failed in the sixties and seventies has been associated with growth led by low-
technology sectors. The conventional interpretation of the Asian experiences
by the World Bank and other international agencies has been to identify the
successful industrial policy countries as cases of exceptional state capacity, not
replicable elsewhere, and to treat the more moderate cases of growth as the
norm, proving the efficacy of abandoning industrial policy and foliowing
comparative advantage. This interpretation has been a justification for eco-
nomic reforms in the vast majority of developing countries that have not
performed very well.

Our argument is that this interpretation fails to identify the importance of
Industrial policy in achieving rapid development in the successful Asian coun-
tries in a number of important respects. First, although the role of the state in
the successful developers is increasingly recognized, the role of industrial
policy in the successful developers is underplayed. secondly, the distinctive
feature of successful East Asian developers was not that they had exceptional
state capacities that are not achievable anvwhere else. Rather #*the distinctive
teature of the success stories was that the particular variant of industrial policy
that each tried was compatible with internal power balances that allowed the
state to create incentives and compulsions in critical areas.of hirdly, the policy
conclusion that less successful countries should come away with is not how
to abandon vestiges of their failed industrial policies at the fastest possible rate,
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sut to identify the type of industrial policy that 15 imp‘l{:ﬁmen‘table m thye;lr
partimiar context given critical internal and exfemal political fjc?nstmimz n
man‘v cases, the feasible industrial policy may yleld less dramatic results t af?f
in 'th#e most spectacular of the Asian cases. In others, QHe must _add:ress some O

the critical political constraints in order tc allow 1m'plemEI1tat1gn of evlejn
limited industrial policies. In both cases, the long-run resultsl are l1k'e.1}r tof &
setter than if policy only attempted to Create general I?lé}l‘k@t condltlogs or
.ndustrial growth using the good governance or good investment climate

|

ap%iia;js:équem argument makes the following po:mts. In the f-n*‘st s-fe:ction,
we look at the central argument that makes state assistance so critical in 1§te
developers trying to catch up. While there are many :reaso1ns why thelstfiite . ai
to play a role in the acquisition or development ot technoiogy, we 01; y loo t ;1

the simplest and yet most powertul one to develop our case. This is the

problem of organizing learning-by-doing and the Fnil:lsgrable r_isks that arise
during this process. The second section discusses 11 similarly simple terms. a
~umber of different strategies of coordination and support tha‘F states. in
different Asian countries have used to promote catching-up.df he third s‘ectlon
looks at our core issue of the compatibility of the institutions of (Eatcl_nng-gp
with the organization of political power and discusses a number otivanants mT
different Asian countries and in Latin America that help tg explain the very
different experiences of a number of different Asian countries ar?d lzhe dltf@l‘;
ence between them and latin Americal We argue that th-e coincidence 0O

liberalization with a growth spurt in some Asian (:(mn*trfuefsi ca%l l?e bet:r
explained bv our alternative analysis that identifies 'some of tjle limits gf thi
previcus industrial pelicy regime in these couzfmes. V-.'fe aiso exter.} t. is
analysis to Latin America and argue that t}qz-e failure ot 1m.1:>0rt-5.ub5_t1tutmlg
indusirialization acress Latin America, and the consequez";_t hberahzatmln pccznl -
icy shock led to a similar process of shifting to technologies that were aiready

srofitable given technical capacities as well as to widespread technological
-t.z'.L (N T C—- R N RN

downgrading.

Catching up and the state

Catching up with advanced countries requires rapid and 'sustaiﬂned prodiictw;z
crowth, which, this volume argues, depends on ‘the creation ot I_]fw Ee:c ﬂno -
dgies. M arkets hv themselves mav have a roie in betier resouice ElllOCﬂ-t.lOll, cut
Z;;ng;‘s;fﬁciérﬁ to ensure that productivity growth will be ra:pld L;nleii
appropriate incentives and compulsions exist {C }nduce ﬂ:lE §ieat1on ZSEZ
technologies or, in the case of developing countries, lea'mmg i:O use e(,‘i Comg-
technologies effectively. It is possible to analyze these incentives an

| ] : | C] nts.
pulsions in terms of the existence and management of specific re
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The existence of rents for innovation or to allow learning creates the incen.
tives for particular activities, but we also require institutions that can manage
these rents to ensure that they do not last for too long, and that non-perform-
ers do not succeed in retaining their rents. If these conditions hold, the
appropriate rents and rent-management systems can ensure productivity
growth through technological progress or learning (Khan, 2000a).

In late developers, the role of non-market institutions has been critical in
explaining success. As mentioned in Cimoli et al. (2009), this volume, the
nistorical evidence suggests that a market €conomy is necessary but not suffi-
cient for rapid catching-up. If that is 50, to0 much emphasis on developing the
conditions for efficient markets can make us lose sight of the other institutional
conditions critical for economic success. This is the problem with the focus on
good governance and good investment climate conditions in developing coun-
tries, which focus primarily on Creating conditions for investors exploiting
existing comparative advantages. The puzzle for the market-driven view of
growth is that England was not the area of the world with the most developed
markets. Why did rapid productivity growth associated with modern Capitalism
first take off in England and not in China, India, the Middle East, or other parts

transition to high-productivity economies in developing countries todav.

The first explanation argued that capitalism was essentially the freeing up of
market opportunities, with production growth accepted as an extension of the
market economy (Dobb, 1946; Sweezy, 1950; and North, 1990). For instance,
teudal obstacles to markets, such as barriers to labor, capital, and the free sale
of land, were first overcome in the Western European transition to Capitalism
because internal and external factors weakened these feuda] restrictions and

and indeed the US-led international policy consensus generally championing
the spread of democracy as a precondition of development have roots here.
I'he policy conclusion that foliows is that if political, cultural, and instity-
tional obstacles to competitive markets can pe removed, economic growth will
acceierate.

In contrast to this position, the argument more closely associated with
Marx’s own analysis points to the specific institutional conditions of early
capitalism that ensured rapid productivity growth in England. The market
had existed for thousands of years without leading to rapid productivity
growth, so something much more special must have been involved in the
relatively rapid growth associated with the development of English capitalism.
Rapid productivity growth in England was associated with the emergence of a
new system of property rights (a ‘mode of production’) that required the
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imposition of a new structure of rights and institutions that forced productivity
growtn in England in a way that did not happen eisewhere.

[f tiis view is correct, it has enormous significance for current debates on the
institutional conditions for rapid productivity growth in developing coun-
tries. Dynamic economies are unlikely to emerge simply by removing obs-
tacles to the market and trying to make markets more efficient. Rather, we
nave to ask what rights and institutions are niecessary in the context of the
contemporary world economy for rapid productivity growth, and we need to
examine how these can be introduced. This perspective suggests that develop-
ment invelves a social transformation and opens up the possibility that far from
market-enhancing strategies being sufficient, the state may have to play a
leading role in organizing this social transformation.

Ciassical capitalism versus late development

Even if we agree that the establishment of capitalism in the early developers
required important non-market processes, it is not clear that the property
rights and institutions that were appropriate for the early developers are
appropriate for late developers. In early developers’ ‘classical capitalism’, the
creation: of a property-less class of workers and a class of asset OWners compet-
ing amongst themseives to survive was sufficient to ensure relativelv rapid
proauctivity growth. A similar structure of rights in contemporary developing
countries may not have the same etfect, as developing countries must carch Lp
to advanced countries with significanitly higher productivity. A catching-up
country under {ree trade would likely be stuck with low-technology produc-
tron. Though developing countries have much lower wages, they also have
much lower productivity in producing high-technology products, due to the
absence of appropriate labor and management skills that their schools and
universities cannct teach. These skills must be learned on the job, a process
described by economists as learning-by-doing (Arrow, 1962; Khan, 2000a).
T'his problem can condemn countries to very slow progress up the technology
tadder.

T'he importance of learning is progressively less the lower the sophistication
of the technology involved in production, and the wage advantage of the
developing country is more likely to kick in for low-productivity technologies
where the unit cost of production in developing countries is likely to be lower
than with potentiaily nigh-productivity tachncicgies. As a resuit, the develop-
ing countrv appears to have a ‘comparative advantage’ in producing low-
technology products. The developmental state literature (White, 1988 and
many cothers; Acki, et al. 1997; Woo-Cumings, 1999) and case studies of coun-
fries such as South Korea (Amsden, 1989) and Taiwan (Wade, 1990) show that
in this context, successiul Catching-up has required a range of institutions and
interventions that are quite different from classical capitalism. The challenge
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for late capitalism is to address the problem that competitiveness and pic
uctivity are both a function of the technology embodied in capital equipme
as well as social institutions that impose incentives and compulsions

achieving rapid learning. If these institutions and the associated social co
pulsions are missing, productivity could be low even with high-technoic
machinery, and low wages by themselves will not attract investment. Hc
ever, as we shall see, these incentives and compulsions can vary significan
across countries, even if we look at the limited number of successful Asi

developers of the last 50 years (Khan, 2000a).

These considerations mean that the social transtormation in late develop
is likely to be quite different from that of the early developers. Not only wor
late developers have to organize a different type of primitive accumulation,
take account of the fact that the scale and capital-intensity of high-productiv
production was now much greater, they would also have to organize catchii
up strategies to acquire high-productivity technologies that would eventua
allow them to compete with advanced countries in high-wage industries. °
will see that this imposes new challenges to the state during the social tra
formation required in late developers.

Strategies of catching up

The conventional explanations of why some countries have been more s
cesstul in sustaining high-technology investments have focused on infrastr
ture and education, but, though important, these aspects of industrial pol
do not take us far enough. investment in infrastructure must simply keep p:
with growth: countries such as Taiwan and South Korea in the sixties or Ch:
today faced persistent shortages cf infrastructure but managed to keep inve
ing at the appropriate pace. So, while infrastructure in general is importa
pre-existing levels of infrastructure cannot fully explain why some count
have been much faster in moving up the technology ladder. Similarly, wk
education and skills can be a constraint in the long run, most developi
countries in Asia have a surplus of skilled labor, and many even suffer fr
the emigration of skilled workers, suggesting that the failure to attract n
investment in these countries cannot be explained by shortages in skil
labor.

Infrastructural and educational explanations miss a key factor that dei
mines whether high value-added industries will be successful. That is, ledin
to use high-technology machines, and setting up the internal and exter
systems that are required to maximize productivity, fakes time. This means t!
unless there is some institutional system that can create both the incenti
and the compulsions for rapid learning to take place, investment in hi:
productivity sectors is likely to fail. Since private investors know this, ti
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are uniikely to invest in high—tedmdlogy industries in a country tnat lacks the
stitutions that can induce and compel rapid learning.

The basic problem can be shown using the very simple aiagram shown In
Figure 13.1. 1t shows that domestic productivity in the developing couniry is
initially so low, that if it imports the potentially high-productivity foreign
technology, it can initially have higher domestic margina! costs (line DCE)
than the international price PP set by marginal costs in the advanced country.
Bt this is only because productivity is low because of the absence of learning,
not because it is permanently going to be low. Given the lower wages in the
developing country, if the advanced technology was used at even a fraction of
the productivity achieved in advanced countries, domestic marginal cost
could fall to ABQ, allowing the develcping couniry to compete in mnter-
national markets. How does the developing country overcome this hurdle’
The simplest way to acquire the learning is the classical infant industry strat-
egy of providing a conditional subsidy or ‘learning rent’ for a fixed period, with
the condition that the subsidy will be withdrawn at the end of the period, or
even earlier if performance is poor. In our diagram, a subsidy of ABCD to the
domestic industry allows it to produce OQ; of output.

This subsidy need not be a direct financial transfer but could be a combination

of hidden benefits that allows the new industry to start ‘learning-by-doing’.
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Source: (Khan 2060a: Figure 1.8).
Figure 13.1. Conditional subsidies and rents for learning
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lf learning can be successtully induced, marginal cost can be reduced t
advanced-country level or even below, given the wage advantage of the ¢
oping country. But in the short run, these strategies have 3 COSt, because
allow static inetficiency by allowing a loss-making industry to survive.
short-run cost will only be worthwhile if the subsidy or benefits :
allow learning actually succeed in generating long-term productivity gre
and the country can enjoy higher living standards as a result. In fact,
developing countries that attempted these strategies in the past tailed to act
this productivity growth, and their infant industry strategies ultimately fa
But a few did succeed, and these countries graduated to become the n
Industrializing countries especially of East Asia.
I'ne widespread failure of developing countries to catch up with advar
countries is at least partly attributable to the failure of their institution
compel productivity gsrowth in learning industries, which requires instituti
that can manage provided rents and provide credible compulsions and co
tions for rapid learning. Thus, the institutions for inducing learning must b
provide the incentives for learning and have the Credibility to impose ¢
and sanctions on industries and firms that fail to achieve the required rats
learning. If the state does not have the credibility to withdraw a subsidy wtl
there is underperformance, there will be 2 short-run cost as well as a perm
ent cost, because infant industries wil] never grow up. These conditions
particularly demanding because the optimal period of rent allocation
learning will vary from sector to S€Ctor, and across countries depending
the initial capacities of Capitalists, managers, and workers.
Figure 13.2 shows that a conceptually optimal period of rent allocati
exists for any particular sector and country, but for state institutions to d

monitor and make judgments about performance, and the capacity to realloc
the subsidies and assets of non-performers. Inevitably, mistakes are likely to

made, even in the most dynamic countries, but fortunately, all that we requi
Is that state institutions can learn from their mistakes and rapidly corre
them@But this in turn requires critical political capacities; in particular, tt

tions are likely to be blocked by groups or factions
such reallocations, and if this happens
allocation targets are not goin

that would lose out froi

frequently enough, the optimal ren

g to be discovered by any torm of trial and erro
» However, direct subsidies to infant industries have not

technology industries to ensure rapid progress up the

technology ladder, an
In each case, success has required

appropriate institutions to manage these
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Net benetfit of potentially beneficial rent

Period ver which rent lasts

Source: based on (Knan 2000a: Figure 1.7). N
Figure 13.2. Rent-management with learning rents
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_With the advent of the WTO, organizing direct subsidies to infant industr
will be more difficult in the future. Therefore, indirect subsidies, and (:)t;iES
benefits for learning Industries, and industries bringing in hiﬂ'h x;alue—add eg
tecl?nologies must be considered. Even industries ir? adva;ced countriee
r'ecew? massive implicit subsidies in the form of differential taxation rior'S
tized infrastructure provision, public subsidies that provide them x;rph )
educated and healthy workforce. e

Stajces possessing the capacity to manage the renté that are involved in the
liear'nmg process will inevitably appear different from states whose capacity ;
hmlkted to maintaining the horizontal competitiveness of markets. In Fhe ny Ii
section, we will examine some of the diverse ways in Whichmstates h:a-.EX
managed learning rents during the catching-up period in successfyl la:e
developers. Here, we present some evidence showing that the crude Cros e
cogntry data do not support the hypothesis that economic growth in deve?—
opmg countries has been dependent on the achievement of a good investmen‘;
climate defined by stable property rights, a good rule of law, low corrupti
and low expropriation risk. These variables are summarizéd in Knacl]z ;012
Keefer’s *consolidated property rights index. Plotting this crudely against t?le

cconomic growth rates of countries for the 19805 and 1990s (in Figures 13.3
and .13.4) shows that the advocated positive relationship is based in a m'.
readmg of the data. While there is a positive relationship when we pool aljl
countne:«:,, a closer look at developing countries shows that rapidly pmwin
(converging) and less rapidly growing (diverging) developing countriges botlf

1 -IJnﬂ,____Hmu eeeemeteree oo ,,___L, ..... %" o -':- e |

Growihrate of per capitaGDP

L LT T TF

. . . T 40 40 | 5

* Advanced | al ‘ | .
d industrialized countries Converging developing countries 4« Other developing countries

Figure 13.3. The weakness of investment climate explanations of growth 1980-
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Governance and growth 1990-2003
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Figure 13.4. The weakness of investment climate explanations of growth 19902003

display an almost identical range of variation in terms of their investment
ined in the conventional way. However, because the number of

climate de
countries in the cohverging group was typically smaller, the regression line

appears to have a positive slope, even though the goodness of Ot is typicaiy
very weak (cf. Figure 13.3 and 13.4). The lesson to be learned here is not that
investment conditions defined in the conventionai sense are unimportant,
but rather that rapidly growing countries had institutional capacities for
catching are not captured in the conventicnal theoretical models.
[dentifying and developing rent-management capacities on a country-
hv-country basis must be a critical part of any moves towards setting up a
developmental state that can organize a strategy for catching up. It follows
that assisting developing countries to develop appropriate rent-managemerit
capacities can be an important way to help raise living standards more rapidly.
While developing countries are often advised to let the market take its course,
it is worth noting that rent-management capacities are recognized as
extremely important in advanced countries. When the US courts considered

whether to allow Microsoft to continue making monopoly profits or to break

- - : _ '-:_.."':,-h I I __ r"'lf'"-""'.!"'-:. — 4 {:11: - - { . . ~ J 4“' * q
it un. reguiators effectively considered the eifects O Microsoft’s rents on Its

rate of innovation and that cf its competitors. These are sophisticated state
capacities, and while mistakes are occasionally made, advanced courntries do
not relv on the market alcne to ensure rapid innovation and productivity
growth‘. The need for state rent-management capacities is if anytning evern
greater in developing countries. Here the challenge is not the acceleration

oy -5.- 1 . ey
catching up that
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of innovation but rather the acceleration of learning. However, as in advanced -
CO'LIIEltT.i@S, states in developing countries have rent-management systems of * about by the primitive accumulation described by Wood (2002). Qur argu-
varying capa City, and these determine the likelihood of making mistakes | S | ment is that the additional institutional conditions for compulsion, tne rent-
and the likelihood of timely rectification. Of course, develomn;r country ' management strategies discussed earlier and necessary in late developers, can
states can make mistakes, and past interventionist attempts have o?ten gone thernselves vary significantly given different internal political configurations

wrong. HHowever, it does not follow that developing countries should there- of power, and their relative sUCCEss depends on the ‘compatipility” of these

fore abandon the development of rent-management capacities and rely on the 0 ‘nstitutions with these pre-existing distributions of power. ¢

market. - l i Table 13.1 points out that when we lcok at the difference between more and
: less successful examples of learning rents, the critical ditferences lie in the

rent-maragement capacities of the state. The same is true of redistributive

rents, the transfers and subsidies that maintain political stability in all coun-

The compatibility of rent-management institutions and
political settlements rries. If transfers and subsidies to redistribute incomes are managed well by the
_ 1 ' state, the result is political stability. If they multiply out of control, the result
!Qur core argument is that managing rents for technology acquisition is not . can be economic stagnation. This too is obvious, but it is oiten not recognized
just constrained by state capacities, but also and often primarily by political i that effective rent-management capacities are critical for the success of the
.COI'lstraints that prevent specific strategies of rent management from being j social transformation that developing countries are experiencing.
lmplemented. The complexity here is that a number of quite different s trat? j | éTollowing this framework, we examine actual rent-management strategies
egies of rent management can be observed in the Asian context, and we argue : :n different Asian countries and we look for the institutional and political
that this explains why a group of countries with quite ditferent internal i conditions that allowed the effective implementation of the specific strategy.«
political configurations have performed well. Qur explanation for this is that ¢ Conversely, in countries where technological upgrading was relatively much
while their internal political configurations were different, each of these con- siower, we look at the attempted rent-management strategies and the specific
ﬁ_gurations allowed the effective implementation of different and quite spe- institutional and political capacities that may have prevented the proper
cific strategies of rent management for technelogy acquisition. At the same . implementation of the strategy. This is particularly useiul when the rent-
5 management strategies in the successiful and less successful countries were

time, other Asian countries did far worse when tiiey tried to impiement rent-
Hanagement strategies that were superficially similar to the strategies in one superficially quite similar. 4
or other of the successful couniries, but these strategies were in fact incom- "
patible with their specific internal political configurations. In. these cases -
which were more numerous, the rents intended to create incentives for techi

ol0gy acquisitio - f : - .
gy acq n became damaging rents that in some cases were much Tabie 13.1. rRents and corresponding rent-management capaciues

worse in their effect than if they had never been created. o | |
thWe vgml:t]ld like to emphasize an advantage of looking at industrial policy ; ype of rent Rent management  “eonomicodicome
rou : : ‘- ‘ s .

| gn the lens of rent management: while some rents are critical for enhan- Monopoly rent Created in response to special interest Negative
cing growth prospects in developing countries, others are ver darmagi | Sl
(Khan 2000a provides a discussion of diff y damaging successiul learning rents (infant Benefits conditional on performance, Very positive

o ) - Or diierent types of rents). From a pOIicy | industry subsidies, prioritization institutional and political capacity tor
?} ;pec: 1ve, potentlaﬂy growth-—enhamcmg rents can become growth reducing of infrastructure, temporary monitoring and rent-witharawal
1 the rent-management capaciti . O monopolies)

1ties i - : .

botentially dvna g. - P 1 of th‘e .state are missing. For 1nstance, . - Failed learning rents Powerfu! groups can protect rents, state Very negative
o y dynamic infant industry subsidies can become growth reducing '- lacks capacity independently to allocate

or the T . T S ,_ - . .

economy if they are allocated without proper conditions and without | | rents, or monitor or withdraw fents from

the state capacity to monitor and withd b Ao ’ T underperforming enterprises
o . ﬂﬂ | 1 and witndraw subsidies in underperforming Viaoie recastribDulive (&iniic Extant of redistribution effectively Mildiy negative but
Industries. ¥lhe COHﬁguration of rights and powers that enables emerging controlled, lobbying for these rents kept positive if benefit of
capitalism i ; s . | separate from management of learnin olitical stability

pitalism in a developing country to catch up with that in advanced countries ' "E'Ets 9 9 iic'”de‘j

Damaging redistriputive rents Growing redistribution, unstable Very negafive

coalitions, redistributive coalitions

IS In our view the modern equivalent of the system of compuision that was
protect inefficient learning rents

Created for early capitalism by the distribution of property rights brought
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South and East Asia—diverse industrialization experiences

SOUTH KOREA 1960s TO 19805

[n the South Korean case, technological catching-up was led by large noiding
companies, the chaebol, who were given various forms of protection and
subsidies to allow them to engage in learning and thereby catch up with
advanced countries. In a sense, this was the classic infant industry strategy.
For this system of rent allocation to work, the state had to operate a rent-
management system that involved the setting of export and other perform-
ance targets, and making pragmatic judgments about performance based on
observed results#The success of the South Korean rent-management system
depended critically on a balance of power between the chaebol and the state
that prevented inefficient firms from protecting their subsidies if the state
decided to withdraw them. The absence of social factions such as the inter-
mediate class factions observed in South Asia or factions led by the landed
elites denied the chaebol the opportunity of offering to share rents with
powertul social forces in exchange for their support in protecting inefficient
rents (Kohli, 1994; Woo-Cumings, 1997; Khan, 1998, 1999). The state on the
other hand had no incentive to support inefficient capitalists because it could
get bigger economic benefits (and kickbacks) by supporting the dynamic
capitalists and weeding out the less dynamic ones (Amsden, 1989; Khan,
2000b). This route of social and economic transtormation would be difficult
to replicate in many contemporary developing countries where Capitalists can
easily buy themselves political protection by paying factions within or outside
the state to protect their inefficient rents even if other state agencies try to
remove them. Moreover, explicit subsidies to large companies like the chaebol
would be difficult to organize in the contemporary consensus against explicit
subsidies, supported by the WTO and other organizationitfhus, far from
being the paradigmatic case of industrial poiicy, the South Korean success
was based on rather unusual conditions. It depended on the compatibility of
a specific rent-management strategy with an internal distribution of factional
power within the groups that could potentially have offered to make alliances
with individual capitalists in exchange for a share of the rents they were

getting from the state. 7\

MALAYSIA 19705 TO 19905

[n the Malaysian case, technology acquisition was accelerated by providing
Incentives for high-technology multinational companies to invest in Malaysia
ana provide backward linkages tc domestic producers. In stark contrast te the
experience of many other developing countries, the multinationals that came
to Malaysia were mainly high-technology companies. This was not an acci-
dent. Malaysia was oifering incentives that most developing countries would
find very difficult to offer, and even more difficult to manage with credibility
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without multinationals free-riding on the hidden subsidies and failing to bring
in and transter advanced technologies. The incentives the Malaysians offered
took the torm of prioritized provision of infrastructure to suit the needs
of foreign investors, and the credible protection of foreign investors from
internal redistributive demands. The latter was particularly Important because
Malaysia’s internal redistributive needs were entirely met by taxing domestic
capitalists. The political arrangements that were arrived at in the early seven-
ties through the National Front government credibly resolved Malaysia’s
internal redistributive conflicts through internal redistribution. Investors
could easily perceive that Malaysia’s claim that multinational rents and profits
would be protected was a credible promise. Contrast this with the unstable

political situation in most developing countries and we can easily see why the
typical developing country would not have any bargaining power with multi-
nationals over the type of technology they were offering to bring in. It is not
surprising that multinationals in the typical developing country bring in
mundane technologies to produce relatively low-quality consumer goods for
the domestic market. These technologies offer rapid cost recovery and expose
the multinational to the lowest degree of political risk from large sunk costs

and lengthy local learning horizons. But equally, for such a strategy to work
and for multinationals actually to deliver, the state would also have to have a

credivle threat of withdrawing privileges from specific companties that failed to
meet expectations. The centralized organization of UMNO, the dominant
poiiticai varty in Malaysia, prevented the construction of alliances between
particular multinationals and factions within the state whose support could be
purchased to protect iow-technology investments. These Malaysian condi-
tions were similar to the credible threat that the equally centralized KMT
could use in Taiwan in the 1950s to ensure that foreign partners in joint
ventures did not free ride on the incentives provided by the state (Wade,
1988). The Malaysian state also ensured that domestic learning would take
place by insisting on technoiogy transfer to subcontractors and on local
content. But in the end, the Malaysian state could do all this because the
platform that Malaysia offered to multinationals was much better than that
offered by most of its competitors. ThusﬁMalaysian success too was based on
very specific political conditions that a) allowed multinationals tc be offered
very attractive incentives; b) credibly protected them from internai redistribu-
tive threats; ¢) prevented them from free-riding. These conditions included the
isolation of the predominantly ethnic Chinese capitalists in the domestic
S6Ciety who could be taxed to maintain domestic political stavility and who
could then be rewarded by ensuring their participation in the backward and
forward linkages opened up by multinational investment. At the same time,
the centralized organization of the politically dominant intermediate classes
ensured that rent allocation to multinationals could be managed without

descending into wasteful and unnecessary transfers to foreigners without
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i]na}f’ tsczic?logicgl payback (Jomo and Edwards, 1993; Khan 2000b). Clearly, i
/ >e diticult for other countries to repeat the Malaysian experien;:eiwit;j;t;i

internal political conditions that allow them to achieve stimilar things 9

TAIWAN 1950s TO 1980s

In the Taj impo:

e m'aiju?se Cd3€, an important element of technological progress was th

pri,ate Sfiu:smon .of advan.ced technologies by small-scale industries in the
Ctor. This was driven by a very specific rent-management strateg;

that dep] ' . .
State-ieclijt‘z;d tfle stette to' acquire hlgh-Pmductivit}f technologies throuch
0gvy to th 1:10 8y llCensmg and SUbSidizmg the provision of this techncg)l
gy | ¢ Private sector. At the same time, key intermediate inputs Wer-

e

separate “ '
ac];(::)idemd Jil}‘lom the private sector as it was in Taiwan Because of historicaj
een s;lls‘e Ta;wanese .state was led largely by mainland Chinese following
APUlsion from mainland China in 1949 and the business sector Wab
S

-

ower to ' ;
fhe o a;::qmre mon'c:.poly power in the domestic market. At the same time
Ialized organization of the KMT and the ability of the leadership tc;

override ' ' '
all internal factions (in a context of martial law throughout this
O

period) prevented coalitions f -
IO protectine i o1 TONE :
sector enterprises. g § inefficient capitalists or public-

INDIA 1950s TO 1980

The Nehruvi f '
| fuvian strategy of catching-up through licensine ; ..
private sector, the provision of impiic: T oy L yestments in the
tection : X & PiOVISion of implicit subsidies to key sectors through pro
an L . - ~ -
Subsidized inputs, and technology acquisition driven by sigiiﬁ

cant inv ‘ '
€stments in the public sector had elements of rnany of the strategies

A A LR

—— ]

almost entirely abandoned in 1991, But a decade or more before that, the
licensing system nad eftectiveiv collapsed. From 1980 onwards, Indian growth
took otf led by niche private-sector activities that began to exploit the capaci-
ties built up by Indian inaqustrial policy in ways that the industrial policy
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regime itselt could not achieve. lf we look at the period prior to 1980, the
lackluster results of the Indian strategv can largely be explained in terms of a
failure of rent management by the Indian state. Despite the Indian state being
aware oOf its faiture at least as early as the mid-sixties (as the Dutt Committee
that reported in 1968 outlined in detail}, licenses were being used by big
business groups to acquire monopoly power and excess capacity, and attempts
to reailocate licenses were consistently failing. In addition, in the public
sector, subsidies were effectively captured by privileged managers and workers
as redistributive rents rather than serving as learning rents that could acceler-
ate catching-up. Ultimately, domestic consumers paid the price by being
forced to buy relatively low-quality products in protected domestic markets.
A number ot political factors in India made these rent-management strategies
unworkable. First, business groups in India could rapidly acquire autonomous
political power by torming alliances with any of the many numerous political
factions that dominated the Indian political process. The availability of a large
number of possible protectors of inefficient rents in India in turn reflected the
tragmented nature of the intermediate class factions, and their availability
tor protecting and capturing rents that they saw as redistributive rents. The
failure to construct disciplined national organizations that could separate
learning rents from redistributive rents is the immediate manifestation of the
tragmented clientelism that characterizes Indian politics (Khan, 1998, 2G00bj.
A similar iinkup of public-sector employees with broader political factions
made restructuring of the public sector just as difficult. Thus while the Nehru-
vian system was very effective in building up a base of heavv industries and
human capital to service these sectors, it failed to generate rapid productivity
growth and quality improvemernts that could have made this industrial policy

systern viable.

BANGLADESH AND PAKISTAN 1960 TO 1970

Pakistan anc Bangladesh provide an example of a somewhat different South
Asian rent-management strategy in the sixties that was superficially closer to

the South Korean system. But once again, the problem was that this rent-
er balances that

i L A/CAICE s BN

management systeifi was 1Compatibie with the internal pcw
evenifuaily made it impcssible to discipline non-pertformers. In the end, this
industrial policy strategy also proved to be unsustainable. The institutional
strategy consisted of a combination of import barriers and directed subsidies
to a small number of big business groups with an explicit aim of acquiring
technology rapidly and turning the Pakistan economy (which included
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Bangladesh at that time) into an CXport-oriente
cconomy was a star performer in the early sixties
and exports matching those of the Egst Asian ec
Import substitution was OVer and pressure had to be

T'he Pakistani state discovered, like the Indian on
industry had formed alliances with politically powerfu] tactions and realloca-
' € ot possible. This was despite the fact that Pakistan was

particularly as these factions began to challenge the pr j
the state by mobilizing broad socia]
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ne scope of licensing and
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was relatively minor, and could not explain
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Table 13.2. GDP per capita and per worker relative to the US, gross fixed capital formation in

| configurations. Alternatively, East Asia and Latin America 1960-2004

such an analysis can also open up domestic political deba

change poliitical configurations through politicél activity (as in Malaysia in the

late seventies) that may then allow the impiementati(;n'of other variants of

accelerated technology acquisition strategies.
The Asian experience thus provides a range of

Gross fixed capital
formation

(average growin rates,
constant 2660 US §)

Proportion of US
GDP per capita
(current
international $)

Proportion of US
output per worker

S ———— LR etk LT L]

[ — LR TR T

1965-1980 1981-2004

. | _ institutional approaches to 1960 1980 2000 1960 1980 2000
mdustrical policy as well as quite different outcomes. We have tried to make o ) - - h :
s€nse ot these ot -3 - ¢ Asi
et oo ut;omes by looking at the compatibility of the rent manage- Ea:{;ﬁgamng 023 0538 078 019 046  0.80 6.0 38
h | quired under each of these strategies with the evoiving political con- é Singapore 0.17 0.50 0.80  0.27 0.56 0.67" 14.2 4.8
éguratlon of each country. The relative power of different groups and factions ' Malaysia 019 o2d 020 3"123 852 g.gi ?1;; gg}
that could i i TR . South Korea 0.12  0.22  0.42 15 . . . .
olae ntervene in the effe:'ctlve Implementation of industrial policy Taiwan 011  0.27 055  0.13 0.32 0.60% n/a n/a
plains ror us much of the variance in both industrial policy approaches Thailanc 0.09 013 019 007 012 9.29 > >/
and their relative success. Some of the important points discussed ab N -0 00 ot o o1s ?‘3 13%
. . SCL above T 0.20  0.13 . .
summarized in Table 13.3 are A i Philippines 0.17 0.15 0.11 0.17
? Latin America
: 5 Argentina 0.60 0.50 033 062 066  0.40 5.1 0.5
' - : : Uruguay 0.46 036 029 048 046  0.38 8.4 -2.7
Latin America—a resounding failure? l veneruela 035 039 020 085 055 027 4.9 0.7
. Mexico 0.33 038 027 044 054 038 G.4 .2
Upfavorable comparisons of the Latin American industrialization experience e ? Chile 0.3t 026 029 033 .36 0.39 2.4 4.2
with that of East Asia are commonplace (e.¢. C] . . 3 Peru 0.26 024 013 033 036  0.16 56 1.0
1989; Gereffi, 1989- P 8- t-han, 1987; Lin, 1988; Fishlow, . Brazi 019 030 022 024 039  0.30 6.4 0.7
g : ; ; Geretf and Wyman, 1990: Harberger, 1988; Jenkins, 1991 e i Colombia 0.19 0.20 016 027 031  0.18 (12.97% [4.61*)
, ' - ? Y | ; ' —
Ra ma, 2004; Ranis and Orrock, 1985: UNCTAD Irade and Development g ; Paraguay 0.15 g%g g.g}; g-gi 8'312 g'_g 1;‘212 12?
eport 2 IS i T (e : _ i Bolivia Q.17 . . 22 . . . -
Pa? 093). Thls 15 NOt surprising: With the exception of Fcuador and Ecuador 0.17 022 014 020 032 017 8.4 0.3
ll:anuf Ydthat did not begin to industrialize until the late 1960s Latin America l . | o e
CIiivarked on industrializa ] ? : N B % ! ' Most recent figures from 19%6, ™ | GG&:  Figures ior Coomina in cuiment Ua b.
despite initial tion many decades before the Fast Asian NICs. Yet, % !' cources: Calcuiations from Alan Heston, Robert Summer, and Bettina Aten, Penn World Tables Version 6.1, Centre
M p_ lal successes that saw some of the core COUntIies} such as Brazil and ﬁ for international Compansons at f:he niversity of Pennsylvania (CICUP), October 2002 and from World Develop-
hEXICO, forge ahead of the East Asian NICs in the 1960s and into the 1970s a | ment Indicators, World Banf, Apri 2006
the pace of Latin American industrialization has now fallen far behind the few
succe:ssﬁil East Asian cases of catching-up. If, between 1945 and 1930 Latin 1 . .
American GDP grew on average at 5.6 percent per annum, and its | £ J back more than a century, and chcose a 25-year period that includes both
. _ ‘ : manufac- Pt - Denression’ 5 2)
turing output at 6.8 percent per annum, (Cardenas, Ocampo, and Thorp, 2000: | World War I and the Great Depression’ (2006: 2). o |
Haber, 2005), the picture has changed drastically ever since. In the | | :t ! g i This rupture has mostly been attributed to two main factors: first, heterodox
o : ast two L R g _
decadesiof the twentieth century, manufacturing value added grew by 9.1 ; nd orthodox economists alike cr1t1c1z§d t.he pmc;essi of hea‘ffy (01 EECO]Eld
percent in kast Asia, 6.5 percent in South Asia, 4.8 percent in the Middle Fast stage) impert-substituting industrialization in core Latm‘ A_fnjencan count.u'es,
and North Africa, 1.7 percent in sub-Saharan Africa, and 1.4 percent in Latin mostly initiated in the 1960s, for having created undesirable and unsustain-
America and the Caribbean. able macroeconomic imbalances. The mostiy heterodex Latin American Critics
. . . E . . T : ' EPAL
- _Table 13.2 summarizes basic ‘omparative indicators of growth and product- of cepalismo—the industrialization strategy advocated }':)y Preb1sch_ a_nd -
IVItY performance in the two regions. 5 (Comisién Econdémica para America Latina) at the Hime-—scritinized what
1 T oy regard ¢ 2 distorted and denendant patt industrial growth result-
Even a cursory glance at the data suggests that Latin America experiencad - ; they regarced as a distorted and dependant pattern of industrial g
- TR A e e ke A :

ing from an incomplete or wrong-headed industriai strategy. Dependisidas
and nationalists alike lamented the bias of industrial development towards
the capital-intensive production of consumer durables, underpinning and
entrenching inequitable consumption patterns, and the increasing domin-
ation of manufacturing by foreign TNCs. The latter were seen not only to

fupture mn its industrialization process in the ea '
‘ | . the early 1980s, preciselv at a ti
which the East Asian NICs ’ g P

offorts | managed to transform their initial catching-up
ITS into a dynamic and sustainable process of capitalist expansion and

ievelf.:)pment.'As Weisbrot notes, ‘[tlo find a growth performance in Latin
merica that is even close to the failure of the last 25 years, one has to g0
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siphon off profits freely to their advanced home economies, but also increas-
ingly to expand their activities downstream into the production of wage goods
m competition with already hard-pressed domestic producers, rather than to
have their technological potential leveraged in favor of the formation ot viable
national capital good sectors (e.g. Colin, 2004). In addition, both heterodox
and (neo-) liberal commentators grew Increasingly worried about the monet-
ary and balance of payment crises associated with the second phase of Latin
American import-substituting industrialization policies (Cardoso and Fishlow
1992). Differently from their heterodox Colieagues, neo-liberals attributeci
these latter distortions not to mistakes and imbalances in the chosen indus-
trial strategies, but to the very existence of any such strategy: cepalisino had
been mistaken in its pessimism about the limited developmental potential of
world trade that had grown rapidly after World War II, and Latin America was
paying the price for having tampered with free markets through excessive
over-regulation and ineffective protectionism, engendering unproductive
rent-seeking, corruption, and macroeconomic instability.
second, external factors are widely regarded to have played a crucial role in
the difficulties and decline of the Latin American industrialization experience
(e.g. Singh, 1993). Other than much of continental Western Europe after
World War II, and East Asia—especially South Korea and Taiwan—in the
1950s and 1960s, Latin America never collected any windtall Cold War fund-

Ing or soft loans from the US. Quite the contrary—what US-based funding

went to Latin America systematically served to undermine the kind of struc-
tural changes, such as thorough land reforms, that were essential to successtul
transtormations in Fast Asiz (Kay, 2002). Nor were advanced economies pre-
pared or in a position, in the 1940s, to grant the same market access to light-
manufacturing consumer products from Latin America that, two decades later
they provided for very similar export products from what were to become thé
kEast Asian NICs.

It is true that had the timing of the Latin American industrialization process
been different, and had Latin America occupied a geostrategic frontier POS-
ition in the Cold War rather than constituting the ‘backyard’ of the anti-
communist US, we might perceivably now be contemplating a success story
rather than pondering over the reasons for failure. Similarly, the internal
criticisms of the path of forced industrialization in much of Latin America in
the post-World War II period certainly pinpointed important problems.

Even so, these observations leave a number of pertinent questions unan-
swered: Why, for example, have Latin American economies been unasnle to
mobilize their resources under any policy and political regiimie to the same extent
as their East Asian counterparts? As is weil known, the prolonged and certainly
varied Latin American industrialization experience has been characterized by
much lower savings rates than in East Asia (Gavin, Hausmann, and Talvi
1997): the average Latin American savings rate in the period 1960—2005:
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peaked at 22.5 percent in 1977, compared to performances of 35 percent and
above since the early 1980s in the first-tier Last Asian NICs, and since the
mid 1990s in the second-tier East Asian NICs, such as Malaysia and Thailand."
Yet, at onte time or another, the majority of Latin American economies adopted
very similar industrialization policies to those that played out so favorably in
the Bast Asian NICs: vertical policies to select strategic targets (winners)
and concomitant nationalizations, high import tariffs followed by import
licensing regimes, a supplementary arsenal of supporting policies including
selective and subsidized credit access, tax exemptions, favorable access to
foreign exchange, regulations on national content requirements, stimulation
of technology transfer and complementary FDI, and export subsidies. If the
heterodox critiques of cepalisimo are correct, and this produced a distorted and
dependent pattern of industrial growth, why did the same policies produce
such a different outcome in Latin America compared to East Asia? If, on the
other hand, liberalization policies were the superior policy choice, as neo-
liberal commentators have claimed and many Latin American governments
of the 1980s and 1990s have chosen to beiieve, why did the liberalization
shock not yield better results? If South Korea and Taiwan were particularly
favored by external factors, such as massive US aid tlows, easy market access for
manufacturing exports, and political tolerance of radical land reforms, why
have second-tier East Asian NICs, such as Thailand and Malaysia that could
not count on these factors, recently been more successful than any Latin
Ainerican economy?
¢ The approach developed in this chapter suggests that the success or failure ot
rent-management strategies for industrializaticn is largely determined by the
compatibility of technological and institutional strategies tor late development
with political constraints arising from inner-societal power consteliations as
well as from transnational extemal—-—inﬂuences.\]‘he East Asian NICs suc-
ceeded because their various rent-management strategies to promote industri-
alization did not lead to political destabilization. in the South Asian
subcontinent, a political configuration favorable to hignly fragmented cliente-
list alliances between industrialists and the organizationally powerful middle
ciasses led to the breakdown of more or less classic intant industry strategies.
[n Latin America, less fragmented, but no less powertul alliances between
strong landed elites and emerging industrialists led to a similar breakdown.
Mcore (1966), in his seminal work on different routes to industrialization
and modern (capitalist) transformation in Western Europe and Asia, charac-
terizes in particular the Japanese and (erman route to ingustrialization as an
authoritarian/fascist revolution from above. The essential characteristics of
this route are the persistence of strong landed elites and the continued use of
political rather than market-based mechanisms to ensure an adequate supply
of {agricultural) labor and the concomitant failure of emerging industrialists
to achieve political emancipation from landed oligarchies on their own.
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[nstead, the state takes - |
interest; [i’(lwc; h:;ezltl\;;?ﬂ :}?e tasfk of {Tledia tion between landed and industria]
industrializat; o thic tal?/, };ﬁlt i:)tlsomai tra_nsformation. In the early stages of
of sovernment. | s the form Of*Sf_aml-paﬂian‘lentar}f ‘'oligarchic’ Sy;‘;’[em‘.ﬁf

nt. In the later stages of industrialization, .

and adminis ' izat
e Istrative modernization lead to a ‘revolution from above’ thy h
Ive - _ - - * | Ou
. | populist-authoritarian regimes, whether of a fascist or a cons ;
| erva-

(to some extent) [taly, Spain, and some Balkan ;
tramcit i countries are exampl i
te?irsl,i;:)z ul{‘ filzt;ggfuighsf 1986). Latin America shares many of thgszsc(;i::f
of n atu;'al I‘ESOurceSen Ifl Importa:nt aspects: Its colonial histery as an exporter
stronger than thon Efdm that its landed elites were Comparatively much
means that dther o topean or Japanese counterparts. Importantly, this
not Precedé industriali 1 mdny successtul late developers, land reforms did
stages of industriali, tl.zatwl?’ but werle only initiated half-heartedly at late
markets (Kay, 200 aFlon W_lth the primary goal of Creating larger internal
industrializat;on mI; t}lrthmmj:;)re, the timing and external environment 01;
‘oligarchic’ rule anda " ﬁ: merica were different: working-class opposition to
weaker than in Eon eaut orltahnan fransformation emerged later and was
tion. but was H}Lu(:hpn-,,.l (I)liot least because of later and dependent industrializa-
middle class. This, in tur;e 5:??;;1‘; ;ealra;ve e tormation of an urban
e ‘ t y a consequence of t Yini -
Zggnmj:‘g'an;hst state stmctyre Latin America inheritqed from co?oenril;nc;;nnil‘lsf
» WHIC impeded, or at least slowed down, the evolution of a modern a;nd

protessional state apparatus (Ru o
eschemeyer, H
1992. Mahoney and vom Hau, 2005). Y uber Stephens, and Stephens,

Toget] i t]
getner, these and other political factors meant that Latin America, rath

olitical cy | -
ip&m asczjeily;ie; !H?E:I’znflg between urban populism—of both an authoritér:
regimes. Whereas urbaxfle tml?’ popuiar kind—and narrowly elitist clientelist
power of landed elites tlfopuhsm refers to attempts by the state to resist the
class and middle-class int H.:)ugl.] the mobilization and Co-option of workino-
clientelism in the It AEI estﬁ i1 support of capitalist Industrialization, elitizt
interests of industrialists Iga(ﬁ;: aci :Ere]tzfgamfem';glauilances ot dligned the
. o ,. n middle classes
Zgraiffmizczlzﬁi rthreats from the subaltern ciasses, inciuji?f; li?}?;f 2;1;15
subcontinent bi::r bil js well as peasants (Mouzelis, 198€). In thexﬁSouth Asi.aﬁﬁ
fions that wh} e schjfti Iinessdgrf)ng could form alliances with middle-class fac.
and politilz L line. of N gan i1 agmemed across multiple ethnic, religious, triba]
reliable power b Vls.l o ultlmal?ely allowed monopolists to build u fairl ?
pOwer bases. While these alliances undermined the state’s Capa}::ity tg
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impose a national infant industry strategy, they at least rendered possible
-elatively successful ad hoc private-sector strategies of capital accumulation
.1 niche markets, profiting from previous state-led investments. By contrast, in
| atin America, the century-old stalemate between strong landed interests, on
the one hand, and gradually consolidating urban and industrial interests, on
the other, prevented a stable power base for private-sector industrial accumus-
lation from establishing itself. As industrialization proceeded to the more
large-scale and capital-intensive second stage of import-substituting industri-
alization, neither populist states nor clientelist pactos could, in the longer
term, respond effectively to the growing demands on coordination, planning,
and adaptation capacities required for a high-value added large-scale techno-
logical strategy. Populist state control as well as clientelist alliances increas-

ingly disintegrated through fractionalization.

BRAZIL 1930s TO 1980s
Following the detrimental impact of the Great Depression on Brazil’'s cotfee-
pased agrarian export economy, the country embarked on a strategy of state-
led industrialization that lasted until the early 1980s. Of the Latin American
NICs, the Brazilian industrialization strategy ana experience, although much
longer drawn out, comes closest to that of South Korea. In both cases an early
shase of light import-substitufing industrialization, directed mainly at domes-
tic markets, was rapidlv followed bv a strongly state-controiled 'Big Push’
sirategy that sought to promote heavy industrialization through the alloca-
tion of learning rents to target sectors and industries. In beth countries,
industrial transformation unfolded under the auspices of exceptionally
autonomous states, governed and controiled for most of the relevant periods
by authoritarian military regimes. Many of the policy teels empioyed were
similar, including initial high import tariffs, import licensing, directed credit
policies, and direct state Investment in industry and supportive infrastructure.
Initially, at least, results also were comparable: In the period 1900-1987, Brazil
was the largest growing economy in the worid (Maddison, 1993), with the
nighest growth performance following a massive build up of productive cap-

acity since the 1950s, in the energy, capital goods, and heavy industry sectors.

Between 1950 and 1689, growth rates of up to 10 percent per annum were not

exceptionai.
There are however important differences with the case of South kKorea: Above

1 cimilarito hetween the two states in terms of their nigh degrees

A JJ.LJ.LJ.LI—%J..&.L)

~31 LY~ !"~1ﬂr:11*-|:.r‘;;1
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of autonomy from society was, in fact, of a very different kind: The South Korean
state was not only autonomous, but also very much ‘embedded’ through close
tinks with the private business sector, ensuring efficient information flows
and bargaining mechanisms between these (Evans, 1995; Chang and Cheema,
2001). By contrast, the Brazilian state was autonomous without any such
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‘emnbeddedness’ b it remrac
but isolatc;;iisu 1;’1 that E represented a centralized, often well-organized
- 1]cture without strong anchors in ' ~ N |
| N any section ot j 3

the shell L Y Of society. Like
e bof an e_mpty €88, 1t would crack whenever sufficient pr};ssure
ccomo ea.rhon 1?. 'Whereas the South Korean state successtully wedded
1IC with political exclusion and repression of the ‘subaltern’ classes

in 111
triteirﬁsts; the Brazilian state was never IN a position 'to wean domestic ind
diz tml’?ei*ests off their fallback alliance with regiona] oligarchies and thu:qj-
Htelist networks. The reason is, of in
,» OI Course, that these net ; i
ol s , etworks existed, in
Place, while in South Korea Japanese colonialism had basically elim-
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immigrants, gradually emerged as the main clientelist ‘patrons’, running their
own networks and influencing state policy-making. Thus, other than in Brazil,
orivate business associations developed relatively strong national channels ot
direct lobbying and bargaining with the state (Ross Schneider, 2004). This
comewhat resembles the Thai process ot private capitalist-led industrialization
from below’, that was dominated by a combination of relatively passive
industrial policies, a domination of rent-seeking processes by competition
between emerging capitalist factions, and a technology acquisition strategy
that focused on low-value added, labor-intensive technologies with low adap-
ration and coordination costs (Khan, 2000D). Industrial policy and state-
created rents, in this context, serve the limited purpose of initial support for

Inated _ _
' the power of landed elites. In Brazil, private business interests were, at
’ relatively small-scale private accumulation processes, but are then ideally bid

times -
Cabin;tczoi?tii)i :)thlf;es i&;te th;ough the appointment of business leaders to 4 ; 1
interest represen‘éation be:Vne du‘_ect changels of lobbying bargaining, and - down through private‘-sector COHlPetltIOIl. | | -
remained very fragmenteq ee; Prwate business associations and the state 1 As in Thailand, *an.1mportant .teature' of the C_olambmn polity post-1950s
(Ross Schneider, 2004, w1t ;m tied to' sect?ral rather than nationa) levels S - has been that redistributive factions leth effectwie access to the state were
trial elife. the ﬁraziliax; L out such direct ‘embeddedness’ with the indus- . - limited to elitist groups, many of which were captehst-lgd and -control}ed,
‘ ¢, autonomous, repressive, and controlling as it ! ; ~rather than by organizationally powerful non-capitalist middle- and working-
~ class factions. In both countries, clientelism was thus much less fragmented

than, for example, in India, and the redistributive pressure on the state from
non-capitalist interest groups less than in more populist and inclusive Latin
American states. One indicator of the lower incidence of redistributive claims
in the Colombian economy are the, by Latin American standards, relatively
low rates of inflation that have also remained fairly stable over the past 50
vears (World Bank, 2006). This industrialization ‘from below’ has, however,
been less successful in Colombia compared to Thailand, for a number of
reasons: First, competition between capitalist-led factions has been less inten-

~ sive in Colombia than Thailand. This is, at least in part, explained by the
 much larger weight of landed elites and interests in the Colombian clientelist
settlement. This made entry into high-rent markets more difficult for indus-

“
rial newcomers who, in contrast to older incumbents, often did not have

long-established ties with the landed oligarchy and were thus at a disadvan-

tage in terms of their political bargaining power vis-a-vis the state. Second, the
larger role of landed interests in Colombia also meant that the state’s capacity
o0 allocate rents to industrialists was more limited by the need to find com-

econ '
omy had, by the late nineteenth céntury, created powerful landed elites
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Brazil an
o pm(i Srilany o:thzl Latin American cXperiences, though, the industrializa
I€mained largely private-led wit] ! _
. itix the state plavi :
indirect role than in ' : playlng a much more *
- 11 particular, in Brazil, Argent; ' % g i ol i interest ird, key to the relative
reason was that following two, even by [ S nt{na, and Mexico. The main . promises bem‘feeﬂ 1nF1_ust_:_1al agd landed interests. Third, key
periods of civil warfare ?The !W th atin American standards, very violent  efficiency of the Thai rent-seeking system was the focus on low value-addead
: dI O ¢ Thousand D rabor-i ive technologies that did not require long learning or strong
Violencia at ., ays 1899-1902 and L 1 iabor-intensive technologies eq g g g
ing a mix of E:g;;d Ofdthe 1940s), the two main citentelist parties IEEpresentﬂ ceniralized pianning efforts. While this was also the case in Colombia during
= alld growing industrial i - ) ._ . s e i e s - 194
the state. While tensions et eg o ] lﬂtEI‘IE?S’.[S, took effective control of the first phase ot 1mport~5ubst1tut1§g industrialization in the 1930s and 19 _‘Os,
ness interests and, to some ext vurban _ll}dusmalls’fs,. ianded trade and busi- f the Colombian state did embark, in the 1950s and 1960s, on the promotlo.n
ing power balanées domesﬁifi‘zgge}ﬁﬂlta?’ remained and produced shift- of more large-scale capital-intensive industries, such as petrocherglcals, ba;zc
; italists, often descended fro e : tal hi transport equipment, and chemical products. This
‘ rom European ; - metals, machinery, transp quip :
o - ~ attempt at heavy industrialization was more short-lived in Colombia than in
363
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agricultural export interests at loggerheads with a large unionized native
workforce. In the case of Peru (as well as Bolivia), the divide between these
rwo sectors is very sharply defined, in raciai as well as geographical terms,
, with a racially mixed middie class playing only a minor role. This constella-
| tion of powerful (national and foreign) landed and mineral export interests,
on the one hand, and an early mass radicalization before the emergence of a
viable domestic industrial accumulation process, could not have been less
favorable to a state-led catching-up industrialization project. When in 1968,

many other Latin American st; |
. atlencean states, and in 1967 was renlae
Strato .. _ et | 5 replaced by a mixe
- é}-ft }(jft import-substitution, technology acquisition throueh }j/omt ve?d
Wi Ioreign investors, and ex : Do 100 N
: port promotion (Qca |
000, B ‘ . mpo, 1994; Vejarano
o h)i htlIt the e:.:lrher attempt at promoting capital-intensjve neavy ind]ustrie;
e g 1y unsuitable to the limited rent-allocation and ~monit0ri}1g capacit h
e i | * ﬂ
o e flomblag state and undermined the relatively low competitiveniss o};
pitalist-led factions even further. In addition, the state’s reliance on FDI t
0O

rom i
Ebﬂit ;iz Fechnology transter was even less than in Brazil matched by its
impose conditionalities co ‘ - . | !

nducive to hlgh-productmty technology i under the combined pressure of popular discontent with foreign ownership,

franster from TNC :
s. Despite a moderatel 1] | !

Y successtul assembly regime’, intro- | rising costs, limited supplies of some natural resources, and population

pressure on land, the military regime of Velasco came to power with a radical

duced i co Ao TmmmmmeeR e ALy Iesine, mtro- e
e 1;1 1969, that made concessions to foreign ‘assemblers’ conditional on a =
Omestic components and t j - !
parts and accessories (mainly thechmcal assistance to local suppliers of . | agenda of import-substituting industrialization and agrarian in form, it stood
e i . .. . . . . .
automobile and electrica] appliances \ little chance of political survival: High import tariff protection, taritf exemp-

industries), the ‘Malavs;
aysian route’ certainl | . : . . :
Yy was not open to the Colombian | tions on imports for manutacturing industries, and general tax exemptions
- did induce a strong rise in domestic investment and aggregate demand, but

state. Apar TSRS 7

preventpaaﬁ;[afmm ;he inability and unwillingness of the clienteljst elites to
nces between foreign investor ' - .

and final factor was relevant i; this estors and domestic factions, a fourth they also contributed to a rising public-sector deficit—the fiscal benefits paid

respect: The absence of populism in f | out tc domestic industrialists betwean 1971 and 1975 amounted to 92% ot

total internal financing of industrial investment—and infiaticnary pressures.

C bi -
olombia and the high degree of exclusion of subaltern and middle classes
Ultimately, the Velasco government lacked allies amongst local industrials

tro lit] .
. Iileili 'polllflcal settlement did not mean that the state was not affected by
ation from outside this settle "
ment. Instead, political contestation by ? whom it distrusted because of their close ties with foreign companies and the

excluded sectors of ‘ i
socCiety took the form o - -
that, while largely confined to remote | t (mostly) rural guerrilla warfare ianded elite, and it could therefore only opt for naticnalization. This not
regio ' ; v e ) . . L .
gions with little government pres- cnly over-stretched the limited planning and coordination capacities of the
state (Thorp, 1991)—as late as 1962, taxation in Peru had been

€1ce, Increasinglv u ‘ 4 -
‘ | gly undermined the political stability of the elitist—clientel; Do
pacts. While elements of such vi olent contestat: 1fist—clientelist Peruvian state {(«no 2014
estation ‘f yrFeicda +i L. | . . . .
settlement’ are also Characteristic of Thail dmn from outside the political contracted out to private firms and until 1969 central bank directors were
- dlla : . ., : C \ x _
nd, the extent and longevity of B appointed by private business associations (Cameron and North, 1998)—but

rural warfare in Colombia
, 45 well as the : | _ . :
cXpansion of the drug trade outside 5 it was a doomed strategy given strong US interests in Peru’s eXport sectors.
The fate of Allende’s Chile did not leave much room for doubt in this

respect. While some progress was made with regard to the peiateq land
reform, the powerful opposition of foreign capital and landed elites meant
that the only alternative path to late industrialization, given tie weakness o
domestic capitai—a socialist revolution from below—could not succeed.
Velasco’s regime factionalized and was eventually toppled by a military
coup in 1975. No active industrial rent-management regime has beexn pursuead

franster. J
*1a?kzi§2} f;f;n Colo{r{nblan iIdeUStI‘iEtllizatiOIl process was much slower and *
best. 1o on] hah}c:)a;eh to that‘m Bl‘::.iZﬂ: OIl average, savings rates increased. a+
Shar:a o maj;ufacf t OS? achleve‘d 1{1 Brazil between 1950 and 1980, as did ’;he
rémaiped o urmg 1-n GDP. Similarly, average GDP per capita growth rates __ ,
! ! the 2-3 percent bracket (Maddison, 1992). By contrast, the cc)l: since

lapse of state-led industri :
ustrial policy, when i
in Brazil. policy N it came, was much less dramatic than

LATIN AMERICA AFTER LIBERALIZATION (1980-2000)

A~ am A : il
atin America had failed—not

PERU 1950s TQ 19805 | Once state-led caiching-up indusirianzation i .

| necessarily in terms of economic performance during the duration ot active
industrial policy regimes, but rather in the sense of the compatibility of these
regimes with given political settlements cutlined above—Latin America
| underwent a radical liberalization shock. Even though it goes without saying
that there were ccnsiderable differences in the design, execution, and the
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impact of these policies be
‘ 1es between diffe | ‘
radical shift tows: T ferent Latin American ¢ ; -
Abstract fue towards neo-liberalism was sutficiently umfoounmes,, the fairly

| m | i ol # I .
the | ?O“-mf}’ particularities and to treat Lat; m to allow us to
1 purpose or this brief section IN America as a region for

n these eneral . |
5 terms, high levels of external debt and large-scal

ge-5Caie capital

more vulnerable than
| most other develon; '
changes, such eloping regions to internati |
comprehensive a;ethe Volcker shock. While the 1980; vmrejr(::mc;i tonal policy
e ¢-market reforms, trade liberalization dereg?lrllzi?ated >
’ 1on, and

Many countries has failed to transiate i
economv and has inct Into backward linkages _
Conomy s s s, ocured s s wend o
has returned to its’underf j oo an-d 2005b). In other words, Latin Ameu‘(m
resources and unskilled Iaboym:g Statlcl comparative advantages of natrlca
growth performance. More < I W‘Ith detrimental effects on itg productivit Elraﬂ
Ive structure combines s p(?leﬂcalily} the change in Latin America’s ;o}éidnd
processing industries maiPlE’!C{ahzatmn in fairly capital-intensive riq 1uft'
a predominance of ;Ssemily 1-11 Arge{]tma! Brazil, Chile, and Colomb;: er" (;
Central American countri y Industries, in particular in Mexico and o
has come at the expengele(jf (}I;teres, 1997, Dutrénit and Katz, 2005) Sgﬁe
Seﬁiceﬂduﬁors, and computersI(gvili-tiiirewlogyb?ecmrsf such as EIECU‘;}IHC;S
tecnnol 1 s possible e ; T
aerospafina; ZZIII;OES:;E industries of Argentina, Bra};(i:fpatiinhii?e medium-
intensive induqtriesp(P 63 Projects in Brazil) and some more tradljt:w ind e
While static ;fdﬁden;e;i;i?; 1onal labor-
inetficient co ; e oceur, through the weeding out ¢
context of grgfeinilspéef | FHQHCI_]TD avis, 2000 and zoozﬂfi?gsiiglétamy
up through the reduction ‘;C;mpetmom and additional resources wereH; ths
Clearly did not translate j "OME state activity, these additional re o
€ Imnto productivity increases based on accesig;lar::;
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doing. Thus, Cimoli and Katz (2004) show that the major mech-

anism through which liberalization is argued, by mainstream economists,
to entail nroductivity as opposed to mere (one-off) efficiency gains—the
availability of cheap(er) capital goods imports—achieved the direct Opposite:
In Argentina, Brazil, Chile, Colombia, and Mexico, all of five central divisions

in the manufacturing sector (metal-working industries, automobiles, food
natural-resource processing, and labor-intensive manufacturing

industries) actually shrunk during the period of liberalization. Ocampo
(2004) adds the observation that the process of technological downgrading
the availability of cheaper capital Imports was reinforced by a ‘disar-
riculation’ (or fragmentation) of the production base into a small group of
world-leading, mostly foreign-owned, companies, on the one hand, and a
large and increasing number of firms engaged in low-productivity and low-
<kill activities that by now absorb about 60 percent of the urban workforce.

[mportantly, there are virtually no technological spillover effects from world-
any other macroeconomic linkage effects

for Brazil: and Palma 2005a for Mexico).

Where technological progress is taking place this remains insulated in
‘de-linked’ or ‘disarticulated’ MNC-dominated firm clusters that not only fail

to engage in significant technology transfer, but partly destroy hitherto
productive and viabie domestic firms in the supplier chain (e.g. auto-parts

industry in Brazil). The case of Mexico’s maquila industry is perhaps the prime
example, in Latin America, of linkage-less manufacturing (export) growth

(Palma, 2005a).
More specifically,

learning-by-

processing,

through

leading to low-skill sectors, OrT
(Ocampo, 2004; Gwynne 2004

Palma (in Chapter 8) provides ample evidence for the fact

rhat the main effect of liberalization, across virtually all of Latin America, has
heen to reinforce Latin America’s commodity bias in the absence of any
attempts at ‘Schumpeterian’ dynamic upgrading into higher-technology,
higher-value added processes and/or products. Put differently, technological
improvements have been limited to certain basic commodities, such as copper
concentrates in Chile or iron in Brazil, but no attempts have been undertaken

to upgrade to different processes (copper smelting) or product (steel). In fact, in
the cited example for Chile, technological downgrading (from smelting back

o concentrates) took place. Instead, where high levels of world competitive-

ness have been achieved within the given production process of commodities,
horizontal diversification into other low-value added commodities has taken
This provides the explanation for export-driven growth (recovery) since

‘Schumpeterian’ shift to manufacturing

place.
magquila case

the late 1980s/eariv 1990s, not a
orts (especially if one discounts the much-hailed Mexican

exp
‘fake’ upgrading to manufacturing with little or no backward

as a form of
linkages).
.des a stark confirmation of the argument

The Latin American picture provi
that catching-up economies, if exposed to international market pressures
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without any accompanying system of incentives and compulsion to ensure
that these market pressures are translated into learning and technology rents

may end up downgrading their technological capabilities. The social costs of

Fhis process are also only too well known: the other side of the coin of low
inflation and supposed macroeconomic stabilization across all Latin American
co§ntries with fiscal deficits below 2 percent of GDP over the past 20 vears
(mth the exception of Brazil and Argentina for particular reasons) has }t;een
fmdespf:ead urban unemployment, increased income inequality, and high and
Increasing segmentation of labor markets.

.Differently from the Asian experience, the Latin American experience thus
highlights a situation in which similar institutional approaches to industrial
Policy lead to differing outcomes. Not only were the import-substitutin
industrialization policies of the pre-1980s ditterently successful, but the recen%
reactions to the high social and economic costs of the nef:)-liberal shock
therapy applied to virtually all Latin American economies also led to different
outco.mes: while some countries, such as Chile, Colombia, most Centra'_
AmEI‘.lCEiI‘l economies, and, to some extent, Mexico, remain committed to e;
neo-liberal policy agenda, at least in purely economic terms, the high social
cost of these policies led to regime changes in Venezuela, éolivia i.D]'E(:Lu:ldor
and, mqst recently, Paraguay. As with the Asian experience, we ;rgue tha1;
these ditfering outcomes are best explained by analyzing the (;ompatibilit of
rent.-management strategies with underlying political settlements and con};i -
yratlons ot power balances. This also means that the new largely state-legd
mdus'trial policy regimes in Venezuela and Bolivia, amehgst o{ther Latin
AI:I]EITIC&I] countries, may fail, unless they manage to break through the firm
grip that constellations of clientelist pactos have had on these ec )
the best part of two centuries. promies o

Conclusions

In this chapter we have examined the compatibility of the institutions of
catch?ng~up with the organization of political power and discussed a number
of varilants In Asia and Latin America that help to explain their very different
cxperiences. lable 13.3 summarizes these key features of our argument

We argued that the coincidence of liberalization with a growthbspurt iI; some
fﬂxsmn_ countries can be better explained by our alternative analysis, which
tdentifies some of the limits of the previous industrial policv regimes in
th‘ese countries. Extending this analysis to Latin America u}e aréued that the
failure of import-substituting industrialization across Latin America, and the
consequent liberalization policy shock, led to a similar process of si;iftin to
technologies that were already profitable given technical capacities as welgl a
to widespread technological downgrading. S
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There are many features which difterentiate the Fkar fastern and Latin
American experiences. First, South Korea and other East Asian NICs proceeded
from the first ‘easy’ stage of import-substituting domestic industrialization to
an intermediate phase of ‘export-substituting industrialization’, replacing
their agricultural and resource-based expoOrts by manutactured consumer prod-

ucts, before moving on to the final and heavy stage of industrialization. By
contrast, Brazil switched directly from domestic light industrialization to
domestic heavy industrialization, skipping the ‘export-substituting’ phase.
This was not for want of trying: subsequent Brazilian governments ofiered a
wide range of export subsidies to domestic and transnational manufacturing
producers, and some success was achieved in the 1970s with the share of

Table 13.3. Compatibility of rent management and political configurations

Industriai policy Corresponding political Economic outcome
institutions (rent- configuration
management strategy)

South Korea Targeted learning rents
19605

Limited political power of ~ Rapid growth and capitalist
intermediate class transformation

factions to protect

inefficient capitalists
Powerful intermediate Ranid growth and capitalist

Malaysia 1980s  Public sector and
transformation

196053 MNC-led tecanclogy classes but centratly
organized after 1980

acquisttion
Centralized transfers delink
redistributive rents from
learning rents
lndian Targeted learning rents, Powerful and fragmented Many infant industries fail
subcontinent public sector intermediate class factions  to grow up
1960s 19/0s technoliogy acquisition protect inefficient rents
| earning rents regutarly Moderate growth and slow
become redistributive pace of transformation
rents
indian Liberalization and slow Powerful and fragmented Growth ied by niche
subcontinent withdrawal of subsidies intermediate classes sectors. Higher growth
1980s 1990s for tearning remain than before but limited
Growing political to already existing
fragmentation technological capacities
Latin America Targeted learning rents, Alternating political cycles of Many infant industries tail
1950stc 1980s  public sector and populist regimes and to grow up
MNC-led technoelogy oligarchic clientelism
acquisiticn Learning rents rapidly initial rapid growth
become redistributive undermined by foreign
rents debt and balance of

I
| nayment Crises
‘Old’ clientelist elites remamn  Export growth but tow

% Latin America Rapid liberalization,
1980s onwards  market-friendly powerful, growing productivity growth
competition policies political fragmentation
Resurgence of populism Technologicai down-

grading and reliance on
traditional comparative
advantage
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manutacturing exports in overall €Xports reaching levels of 30-50 percent and
including some more capital-intensive industries (automobiles, chemicals,
aircraft, electrical machinery). But this performance decidedly lags behind
that of East Asian NICs and even South Asian economies with shares of 70

S0 percent at similar stages of industrialization. Consequently, Brazil lacked an
Important comparable source of foreign exchange earnings. S

Industrialization was not led by large domestic nolding comp
case of South Korea. Rather, it came to be led by a combination of state-owned
enterprises (SOEs) and TNCs (including joint ventures) (e.g. Gereffi and
Wyman, 1990). Despite fairly stringent requirements imposed by the state on
Jjoint ventures by TNCs with both SOEs and private capital, the Brazilian state
could not successfully impose the Malaysian route: It did not have the overall
political credibility nor sufficient effective control of domestic capital to deter
INGCs from free-riding through alliances with particular factions. Nor was the
Brazilian state in a position to follow the Taiwanese route of state-led technol-
08y acquisition in SOEs combined with an efficient technology transfer to a

econd, Brazilian
anies, as was the

competitive private sector of medium-sized £
the private sector was certainly characterized
autonomy, but not therefore also the same degree of political autonomy

that would have allowed it to Impose a competitive structure on industrials
without alternative power bases. Put differently, while the Brazilian state

by a high degree of structural

foreign borrowing and debt, with a concomitant
volatility of international, and in particular US, fi
policy-making.
These differences, we have ar
underlying political economy.
The three Latin American paths outlined above highlight essential obstacles

to late industrial development in Latin America. The institutional approaches
to industrial policy were not fundamentally different from those of East Asia.

high vulnerability to the
nancial capital flows and

gued above, have their deeper roots in the

and Thailand). As in Fast Asia, the outcom
reflecting different degrees of compatibility of
adopted and the evolving political configur
stories to that of Brazil unfolded in Arg
Chile and Bolivia are closer to the case of

Paraguay, and Ecuador constitute hybrid cas
differences in the exact power configur

€5 were nevertheless different,
the rent-management strategies
ations in each country. Similar
entina, Uruguay, and MexXico;
Peru; and Venezuela, Colombia,

es. It goes without saying that the
ations, and the consequences of their
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ise | mpatibility with institutional approaches to indus:,trial policy'are
precist mm : ially from an inter-Latin American comparative perspective.
often hugeiespelc ig Arge.ntiﬂa populism took a less authoritarian turn than
rhus f-or e}iatmlp }i:ecause landed elites were less reliant on the supply of cheE_iP
n Bfrazﬂf mainb}’r and the urban working classes mobilized earliier than in
agI‘lC'Ulthal. : ac;f}ered fundamentally from Brazil (and Argentina) in that the
BI&Z}l: MeKlCl‘?garchieS were overshadowed by an all-inclusive stajre structure,
tmdltloéal {; © an early revolution ‘from below’, with clientelist netvvoy'ks
emanfl tlﬂg* ;?mthis state structure rather than from outside. Similarly, Cl‘.ule
evolving wit -lnated by foreign capital than was Peru and a much.clos,(::r link
e o domciﬁoldersiand urban entrepreneurs had evolved, mainly m' the
P lanlt' le holdings and closer kinship relations. At the same time,
for@ ot mg'l‘lpation was even more virulent than in Peru, not least because
adic mot: lzization Finally, Venezuela constitutes a hybrid case -between
o fa'ster ZI‘ C&1 I]lL::}mbia | in that its state became much more inclusive tl*'lan
ezt aI'l’ vjith thef consequence that it embarked on more (;hallerl‘glng
COlO_I;’l }zlli;dustrialization projects than Colombié and f'actionz—'lh-zed mth_ a
e ctive impact on the effectiveness of industrial policies tha.n in
N dE{StmDE' Whn 2%04). This said, there was, in all its different mamfesjt-
C?lombla | Uzin ::)bstacle to East Asian style catching-up development in
atl?m! Oﬂe'm- the colonial inheritance of strong landed elites and es{ﬂy
. ‘Arfcl'errlwca{f\?hiether these landed elites allied themselves with emerging
?;zi?‘sfiaall?nlt'erests (as in Brazil and Colombia) or not (as in P'eru),* c;‘ th?;:
T ization led to the emergence of radical mass part::es with a p °
e'ally Ufbalf;ma ine indigenous capitalist development (as In Peruf and 1n
tial - i eri?ll 1949, but not in Brazil), it was ultimately tl‘.ie .mt_erplf}y
LOlomblih:?e two for}ces that determined the fate of late industnahzatm;: in
EEtWeT erica. It is worth noting that the only East A51-ar1 economy w -{};e
P | embles that of the poorer Latin American countrles———t-e
pel.-f?m.lan; e sr}f;res many of the characteristics that have beset I:atu;
iﬁgﬁg;?leindustrialization, primarily strong landed elites and very beiate

| eforms. o . . : sed
laf%?lé hallmark of Latin American liberalization policy—apazit from increa

- WIS i rocess of technological downgrading, ra-
iicoIglea;nseglllljgg;;;iijnczie}felf;?ﬂgiCpuP8Tadmg to higher-value a?dded p rocessés
;;3/ or products. In fact, in some countries like Chile, tecﬁiizgézalr;l::fniirter-
ing (from smelting back to concentrates) took plac‘s:'. A dlihrou E o]
national competitiveness has, instead, been achaeiveﬂ o ,;eci o
diversification into other low-vaiue adde-d (:Tom.modmelb* IEECLAC 2(;04) .
outlook for exports and overall growth m_Latm Am:EfI“ICa (ationalfdemand (in
firms this trend: it is explained mainly by mcre.aged mter; b favorable
particular from China) for low-value commodities, combi

commodity price developments.
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From the perspective developed here, this outcome is not surprising: The
removal of obstacles to market opportunities does not automatically deliver
high(er) productivity growth (other than perhaps in Ricardian commodities)
or create dynamic capitalist economies in late developers. Instead, we have
argued, what is needed is a system of compulsion that, at least initially, replaces
the role played by the market mechanism in early developers to compensate tor
high private risk and to help overcome structural sqcio-political obstacles to
capital accumulation. To function in this sense, such transitory systems of
compulsion must be based on mutually compatible technology acquisition strat-
egies and political settlements. Under import-substituting industrialization,
formidable obstacles to such compatibility in Latin America meant that (i)
the considerable growth in size of industry did not translate into productivity
increases to the same extent as it did in some East Asian NICs (e.g. Reynolds
1970 for Mexcio; Diaz Alejandro 1970 for Argentina) mainly because state-
created rents deteriorated into redistributive rather than learning rents, and
(ii) the political alliances underwriting state-led industrialization factionalized.

Liberalization did nothing to tackle these obstacles in Latin America’s vari-
ous political settlements, described above. Instead, it reinforced existing struc-
tural and political obstacles to catching-up industrialization and their main
symptoms, namely a weak and risk-averse indigenous industrial class and a
domination by foreign capital that operates in its own rather than Latin
America’s interest. Other than in India, liberalization has thus not even led
to a ‘niche strategy’ based on the exploitation of high-productivity assets
created under state-led industrialization by local capital, but has instead

resulted in technological downgrading and decline by sending local entrepre-
neurs scrambling for cover in ‘niches’ of low-risk, low value-added horizontal

diversification of resource-processing industries and leaving the exploitation
of high-productivity assets, inherited from import-substituting industrializa-
tion to foreign interests. In addition, the failure of liberalization in addressing
the underlying socio-political factors that have impeded Latin America’s
industrialization from the start is confirmed rather starkly by the current
stand-off between resurging transformatjonal projects in Latin America:
Chavez’s populist route in Venezuela, Alan Garcia’s and Alvaro Uribe’s oli-
garchic clientelist alternatives in Peru and Colombia, and Evo Morales’
renewed attempt at a ‘revolution from below’ in Bolivia.

Note

1. There have been exceptions to the ‘eternal Latin American ceiling’ of a 20% savings
rate: Brazil in the 1950s5-1970s, Argentina in the 1960s and 1970s, Chile in the 1990s
all registered savings rates of between 25% and 30%, with oil-exporting Venezuela
achieving an average savings rate of over 40% between 1950 and 1975. However,
whether or not exceptional circumstances such as the discovery of oil in Venezuela
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came into play, even those abmve-avérage performances all show a downward trend
over time in stark contrast to the sharp upward trend in the East Asian NICs since the
1980s. Nor did they translate into a sustainable upward trend of GDP per capita
growth rates despite promising performances in Brazil, Mexico, and Colombia in

the 1970s (Maddison, 2003).
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