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Industrial policy – in the definition we adopt here - consists of sector- and industry-specific 

pol

int

lik

the

intern

industrialization strategy. In this chapter, we focus on some very specific problems of 

ach

suc

pro

ind

pro

climate,’ and achieving rapid productivity growth in sectors or firms that are catching up to 

beco

W

Me

sec

acc

development possibilities. To engage in this debate, we will refer to the non-targeted, 

inv

typ

gro
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icies that aim t1o direct industrialization in line with some definition of the national 

erest. Whatever the broader national goals of development are, achieving them is more 

ely if industrialization achieves rapid productivity growth by absorbing and learning to use 

 best possible technologies. Indeed, sustaining productivity growth in line with 

ational competitors is a fundamental condition for the sustainability of any 

ieving and sustaining productivity growth in late developers as one of the conditions for a 

cessful industrial policy. We draw a fundamental distinction between sustaining 

ductivity growth in sectors that are already market competitive, where the role of 

ustrial policy is limited to regulating the market to ensure sustained compulsions for 

ductivity growth, or maintaining what the World Bank refers to as the ‘investment 

me market competitive in the future, for which policies target specific firms or sectors.  

e argue that for late developers, rapid catching up with more advanced countries is the key. 

rely sustaining market competition in the former role of industrial policy creates poor 

ond-best conditions for ensuring rapid productivity growth, as the latter’s policies, which 

elerate the absorption and learning of advanced technologies, can deliver much more rapid 

estment climate type of industrial policy as ‘weak’ or ‘horizontal’ industrial policy and the 

e of industrial policy that aims to accelerate technology acquisition and productivity 

wth in particular areas as ‘strong’ or ‘targeted’ industrial policy. 

 

 



 

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

conditions fo

pro

cap

tec

fail

in learning at early stages of development. Rapid catching up therefore requires strong 

ind

the

po

lad

strategy.  

An obstacle for strong industrial policy is that while there is a credible theoretical case 

for i

the  political problems raised are quite different from those faced by earlier 

developers.

im

to su

assist technology acquisition, by definition, they create new incentives and opportunities, and 

the m

all

the

acq

As

that industrial policy strategies require to be successful with the organization and structure of 
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 If non-market incentives are required for catching up, the effective 

plementation of such strategies typically also requires institutional systems of compulsion 

pplement the discipline imposed by the market. When states intervene in markets to 

arket on its own may well not suffice as a disciplining mechanism for the resources 

ocated by the state. The precise nature of the institutional compulsions required depends on 

 specific mechanisms through which the state attempts to accelerate technology 

uisition and investment. The key point that we want to make is that the diversity of the 

ian experience tells us the importance of the compatibility of the institutional compulsions 

r investments to be secure and profits to be high, this will attract the most 

fitable technologies to the developing country. However, with current technological 

acities, only low technology and low value-added activities are profitable. Building up 

hnological capacity can yield very high returns in the future but because the ‘risk’ of 

ure is uninsurable, private investors are unlikely to play a big role in making investments 

ustrial policy, described as some strategy of targeted technology acquisition that allows 

 follower country to catch up rapidly with leader countries. While technical progress is 

ssible along the trajectory set by a market-driven strategy, the climb up the technology 

der is likely to be much slower than with an active technology acquisition and learning 

ntervention in late developers to assist them to move rapidly up the technology ladder, 

 institutional and



 

political power in that society that may or may not allow the effective enforcement of the 

requi

 that the institutions required for weak industrial policy should be 

substantiall

ins

cou

number of different strategies that could create both opportunities and compulsions for rapid 

and 

ev

oth

cou  other things on its internal distribution of organizational power. 

If the enforcement of critical conditions required for a particular strategy fails, sticking with 

industrial po

at i

cap

can

in East

strong industrial policy regimes. There is some evidence of a similar experience in Latin 

Am

int

of 

well known, bu

Malaysia, where foreign multinationals led industrial upgrading. Asia also provides the 
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site strategy.  

It is not surprising

y different from those required for strong industrial policy. Further, the 

titutions that are appropriate for strong industrial policy can differ substantially between 

ntries depending on the technology acquisition strategy. In principle, we can imagine a 

effective technology acquisition and learning. But not all strategies are likely to work in 

ery country, and in some countries, the implementation of any strategy is likely to require 

er preconditions.  

The strategy that is most likely to be effectively implemented and enforced in a 

ntry can depend amongst

licy may deliver worse outcomes than abandoning it, even though failed attempts 

ndustrial policy may have useful unintended consequences for building up technological 

acity that may later be effective in market-based weak industrial policy strategies. This 

 explain why a) many different strategies have apparently assisted industrial catching up 

 Asia, and b) some countries like India have done better by apparently abandoning 

erica, with some countries achieving growth in new sectors that already enjoy 

ernational comparative advantage.  

This chapter primarily draws on the evidence from Asia, which provides a wide range 

industrial sector policy experiences. Success stories such as South Korea and Taiwan are 

t Asia also provides examples of moderately successful cases such as 



 

interesting example of India in recent years, where after a limited liberalization, high 

technology sectors 

ad

tec

ad

abando

associated with growth led by low-technology sectors. The conventional interpretation of the 

As

the

els

of 

been

have not performed very well.  

po

im role of the state in the successful developers is 

increasingly

unde

that they had exceptional state capacities that are not achievable anywhere else. Rather, the 

dist

eac

inc

suc

indu

is implementable in their particular context given critical internal and external political 
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 recognized, the role of industrial policy in the successful developers is 

rplayed. Secondly, the distinctive feature of successful East Asian developers was not 

inctive feature of the success stories was that the particular variant of industrial policy that 

h tried was compatible with internal power balances that allowed the state to create 

entives and compulsions in critical areas. Thirdly, the policy conclusion that less 

cessful countries should come away with is not how to abandon vestiges of their failed 

strial policies at the fastest possible rate, but to identify the type of industrial policy that 

that had already achieved the capacity to attain international comparative 

vantage played an important role in driving economic growth, together with the low 

hnology sectors in which we would expect a country like India to have comparative 

vantage. There are also cases of moderate growth in Asia, such as Bangladesh where the 

nment of the industrial policy that patently failed in the sixties and seventies has been 

ian experiences by the World Bank and other international agencies has been to identify 

 successful industrial policy countries as cases of exceptional state capacity, not replicable 

ewhere, and to treat the more moderate cases of growth as the norm, proving the efficacy 

abandoning industrial policy and following comparative advantage. This interpretation has 

 a justification for economic reforms in the vast majority of developing countries that 

Our argument is that this interpretation fails to identify the importance of industrial 

licy in achieving rapid development in the successful Asian countries in a number of 

portant respects. First, although the 



 

constraints. In many cases, the feasible industrial policy may yield less dramatic results than 

in th

po

bo

ge

inve

The subsequent argument makes the following points. In section 1, we look at the 

cen  so critical in late developers trying to catch up. 

While ther

de

de

risks t

different strategies of coordination and support that states in different Asian countries have 

used t

ins

var

dif

them 

in some Asian countries can be better explained by our alternative analysis that identifies 

som

thi

ind

sim

cap
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e are many reasons why the state has to play a role in the acquisition or 

velopment of technology, we only look at the simplest and yet most powerful one to 

velop our case. This is the problem of organizing learning-by-doing and the uninsurable 

hat arise during this process. Section 2 discusses in similarly simple terms a number of 

o promote catching-up. Section 3 looks at our core issue of the compatibility of the 

titutions of catching up with the organization of political power and discusses a number of 

iants in different Asian countries and in Latin America that help to explain the very 

ferent experiences of a number of different Asian countries and the difference between 

and Latin America. We argue that the coincidence of liberalization with a growth spurt 

e of the limits of the previous industrial policy regime in these countries. We also extend 

s analysis to Latin America and argue that the failure of import substituting 

ustrialization across Latin America, and the consequent liberalization policy shock led to a 

ilar process of shifting to technologies that were already profitable given technical 

acities as well as to wide-spread technological downgrading. 

e most spectacular of the Asian cases. In others, one must address some of the critical 

litical constraints in order to allow implementation of even limited industrial policies. In 

th cases, the long-run results are likely to be better than if policy only attempted to create 

neral market conditions for industrial growth using the good governance or good 

stment climate approaches.  

tral argument that makes state assistance
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Catching up and the state 

Ca ies requires rapid and sustained productivity growth, 

wh

the

pro

ind

use existing technologies effectively. It is possible to analyze these incentives and 

compulsions in terms of the existence and management of specific rents. The existence of 

ren

als

lon

the

technological progress or learning (Khan 2000a).  

In late developers, the role of non-market institutions has been critical in explaining 

suc

tha catching up. If so, too much 

emphasis o

oth

on good governance and good investment climate conditions in developing countries, which 

focus primarily on creating conditions for investors exploiting existing comparative 

ad

of 

wi

oth

markets and technology? Marxist historians in the West have put forward two sorts of 

explanations, and the divide between them is still relevant for understanding contemporary 

tching up with advanced countr

ich, this volume argues, depends on the creation of new technologies. Markets by 

mselves may have a role in better resource allocation, but are not sufficient to ensure that 

ductivity growth will be rapid unless appropriate incentives and compulsions exist to 

uce the creation of new technologies or, in the case of developing countries, learning to 

ts for innovation or to allow learning creates the incentives for particular activities, but we 

o require institutions that can manage these rents to ensure that they do not last for too 

g, and that non-performers do not succeed in retaining their rents. If these conditions hold, 

 appropriate rents and rent management systems can ensure productivity growth through 

cess. As mentioned in Cimoli et al. (20008), this volume, the historical evidence suggests 

t a market economy is necessary but not sufficient for rapid 

n developing the conditions for efficient markets can make us lose sight of the 

er institutional conditions critical for economic success. This is the problem with the focus 

vantages. The puzzle for the market-driven view of growth is that England was not the area 

the world with the most developed markets. Why did rapid productivity growth associated 

th modern capitalism first take off in England and not in China, India, the Middle East, or 

er parts of Europe, which at different times were more advanced than England in terms of 



 

debates on the determinants of and obstacles to the transition to high-productivity economies 

in dev

capitalism was essentially the freeing up of market 

opportunitie

(M

obst

overcome in the Western European transition to capitalism because internal and external 

factors we

ne

ch

po

comp

In contrast to this position, the argument more closely associated with Marx’s own 

ana

pro hout 

leading to 

inv

cap

new system of property rights (a ‘mode of production’) that required the imposition of a new 

stru

did

ins

eco

make markets more efficient. Rather, we have to ask what rights and institutions are 
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eloping countries today.  

The first explanation argued that 

s, with production growth accepted as an extension of the market economy 

aurice Dobb, 1946; Paul Sweezy, 1950; and Douglass North, 1990). For instance, feudal 

acles to markets, such as barriers to labor, capital, and the free sale of land, were first 

akened these feudal restrictions and allowed the market to grow. The modern 

oclassical economics position, and indeed the US-led international policy consensus 

ampioning the spread of democracy as a precondition of development have roots here. The 

licy conclusion that follows is that if political, cultural, and institutional obstacles to 

etitive markets can be removed, economic growth will accelerate. 

lysis points to the specific institutional conditions of early capitalism that ensured rapid 

ductivity growth in England. The market had existed for thousands of years wit

rapid productivity growth, so something much more special must have been 

olved in the relatively rapid growth associated with the development of English 

italism. Rapid productivity growth in England was associated with the emergence of a 

cture of rights and institutions that forced productivity growth in England in a way that 

 not happen elsewhere.  

If this view is correct, it has enormous significance for current debates on the 

titutional conditions for rapid productivity growth in developing countries. Dynamic 

nomies are unlikely to emerge simply by removing obstacles to the market and trying to 
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necessary in the context of the contemporary world economy for rapid productivity growth, 

and we nee

de

ma

org

 

Classical Capitalism versus Late Development 

 

Ev n the early developers required 

im rtant non-market processes, it is not clear that the property rights and institutions that 

we

devel

of asset owners competing amongst themselves to survive was sufficient to ensure relatively 

rapi

ma

wi

stu

they 

absence of appropriate labor and management skills that their schools and universities cannot 

teach

by-

lad

techn

more likely to kick in for low productivity technologies where the unit cost of production in 

d to examine how these can be introduced. This perspective suggests that 

velopment involves a social transformation and opens up the possibility that far from 

rket-enhancing strategies being sufficient, the state may have to play a leading role in 

anizing this social transformation. 

en if we agree that the establishment of capitalism i

po

re appropriate for the early developers are appropriate for late developers. In early 

opers’ ‘classical capitalism’, the creation of a property-less class of workers and a class 

d productivity growth. A similar structure of rights in contemporary developing countries 

y not have the same effect, as developing countries must catch up to advanced countries 

th significantly higher productivity. A catching-up country under free trade would likely be 

ck with low-technology production. Though developing countries have much lower wages, 

also have much lower productivity in producing high technology products, due to the 

. These skills must be learned on the job, a process described by economists as learning-

doing2. This problem can condemn countries to very slow progress up the technology 

der.  

The importance of learning is progressively less the lower the sophistication of the 

ology involved in production, and the wage advantage of the developing country is 
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developing countries is likely to be lower than with potentially high productivity 

techn

in 

ma

So

catch

classical capitalism. The challenge for late capitalism is to address the problem that 

comp

eq

rap

pro

themselv

compulsions can vary significantly across countries, even if we look at the limited number of 

success

be 

org at the scale 

and capital-int

have to organize catching-up strategies to acquire high-productivity technologies that would 

even

see

lat

Str

Th

sus

ologies. As a result, the developing country appears to have a ‘comparative advantage’ 

producing low technology products. The developmental state literature (White 1988 and 

ny others; Aoki, et al. 1997; Woo-Cumings 1999) and case studies of countries such as 

uth Korea (Amsden 1989) and Taiwan (Wade 1990) show that in this context, successful 

ing up has required a range of institutions and interventions that are quite different from 

etitiveness and productivity are both a function of the technology embodied in capital 

uipment as well as social institutions that impose incentives and compulsions for achieving 

id learning. If these institutions and the associated social compulsions are missing, 

ductivity could be low even with high-technology machinery, and low wages by 

es will not attract investment. However, as we shall see, these incentives and 

ful Asian developers of the last fifty years (Khan 2000a). 

These considerations mean that the social transformation in late developers is likely to 

quite different from that of the early developers. Not only would late developers have to 

anize a different type of primitive accumulation, to take account of the fact th

ensity of high productivity production was now much greater, they would also 

tually allow them to compete with advanced countries in high-wage industries. We will 

 that this imposes new challenges to the state during the social transformation required in 

e developers.  

ategies of Catching Up  

e conventional explanations of why some countries have been more successful in 

taining high technology investments have focused on infrastructure and education, but, 



 

though important, these aspects of industrial policy do not take us far enough. Investment in 

infra

in t

inv

lev

mo

the long run, most developing countries in Asia have a surplus of skilled labor, and many 

even s

inv

hig

machines, and

productivity, takes time. This means that unless there is some institutional system that can 

create bo

hig

to 

an

It shows that domestic productivity in the developing country is initially so low, that if it 

imp

do  the international price PP' set by marginal costs in the 

advanced c

lea

devel

productivity achieved in advanced countries, domestic marginal cost could fall to ABQ, 
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ountry. But this is only because productivity is low because of the absence of 

rning, not because it is permanently going to be low. Given the lower wages in the 

oping country, if the advanced technology was used at even a fraction of the 

structure must simply keep pace with growth: countries such as Taiwan and South Korea 

he sixties or China today faced persistent shortages of infrastructure but managed to keep 

esting at the appropriate pace. So, while infrastructure in general is important, pre-existing 

els of infrastructure cannot fully explain why some countries have been much faster in 

ving up the technology ladder. Similarly, while education and skills can be a constraint in 

uffer from the emigration of skilled workers, suggesting that the failure to attract new 

estment in these countries cannot be explained by shortages in skilled labor. 

Infrastructural and educational explanations miss a key factor that determines whether 

h value-added industries will be successful. That is, learning to use high technology 

 setting up the internal and external systems that are required to maximize 

th the incentives and the compulsions for rapid learning to take place, investment in 

h productivity sectors is likely to fail. Since private investors know this, they are unlikely 

invest in high-technology industries in a country that lacks the institutions that can induce 

d compel rapid learning.  

The basic problem can be shown using the very simple diagram shown in Figure 13.1. 

orts the potentially high-productivity foreign technology, it can initially have higher 

mestic marginal costs (DCE) than
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allowing the developing country to compete in international markets. How does the 

dev

cla

fix

ev

indu

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

hid ng-by-doing”. If learning can be 

successfully

bel

str

indu

provided to allow learning actually succeed in generating long-term productivity growth and 

the co

tha

inf

gra

 

eloping country overcome this hurdle? The simplest way to acquire the learning is the 

ssical infant industry strategy of providing a conditional subsidy or “learning rent” for a 

ed period, with the condition that the subsidy will be withdrawn at the end of the period, or 

en earlier if performance is poor. In our diagram, a subsidy of ABCD to the domestic 

stry allows it to produce OQ1 of output.  

den benefits that allows the new industry to start “learni

 induced, marginal cost can be reduced to the advanced country level or even 

ow, given the wage advantage of the developing country. But in the short run, these 

ategies have a cost, because they allow static inefficiency by allowing a loss-making 

stry to survive. The short run cost will only be worthwhile if the subsidy or benefits 

untry can enjoy higher living standards as a result. In fact, most developing countries 

t attempted these strategies in the past failed to achieve this productivity growth, and their 

ant industry strategies ultimately failed. But a few did succeed, and these countries 

duated to become the newly industrializing countries especially of East Asia.  



 

 
Fig re 13.1 Conditional Subsidies and Rents for Learning     
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Source: (Khan 2000a: Figure 1.8) 

 

 
 

The widespread failure of developing countries to catch up with advanced countries is 

at f their institutions to compel productivity growth in 

learning industries, which requires institutions that can manage provided rents and provide 

cre ible compulsions and conditions for rapid learning. Thus, the institutions for inducing 

learning mu

an

sta

there 

grow up. These conditions are particularly demanding because the optimal period of rent 

ce

least partly attributable to the failure o

d

st both provide the incentives for learning and have the credibility to impose costs 

d sanctions on industries and firms that fail to achieve the required rate of learning. If the 

te does not have the credibility to withdraw a subsidy when there is underperformance, 

will be a short-run cost as well as a permanent cost, because infant industries will never 
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allocation for learning will vary from sector to sector, and across countries depending on the 

initia

 
Figure 13.2 Rent-Management with Learning Rents       
 
 

l capacities of capitalists, managers, and worker.  
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urce: based on (Khan 2000a: Figure 1.7) 

Figure 13.2 shows that a conceptually optimal period of rent allocation exists for any 
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par utions to discover this through trial and error 

requires fairly demanding conditions. Critical conditions for success include a capacity of the 

state to pragmatically monitor and make judgements about performance, and the capacity to 

re-allocate 

ma

institutions can learn from their mistakes and rapidly correct them. But this in turn requires 

critical political capacities; in particular, the organization of power in society must be 

ticular sector and country, but for state instit

the subsidies and assets of non-performers. Inevitably, mistakes are likely to be 

de, even in the most dynamic countries, but fortunately, all that we require is that state 



 

compatible with the rent-management that state institutions are trying to implement. 

Othe

ou

all

 

However, direct subsidies to infant industries have not always been the route through 

which late developers have climbed up the technology ladder. Asian countries have used a 

number of 

pro

ins

ma

techn

costs of technology acquisition and providing licensed technology to domestic producers at a 

low

an

by

Tai

furt

attracting high technology multinationals as well as the credibility of the state in providing 

ren

to 

tec

inv

pro

15

other mechanisms to direct rents to high technology industries to ensure rapid 

gress up the technology ladder, and in each case, success has required appropriate 

titutions to manage these rents, and a corresponding political settlement that allowed this 

nagement to be implemented. For example, in the Taiwanese case, state involvement in 

ology included licensing from abroad, with the state paying for some of the overhead 

er cost. The rent management required in this case was the ability to re-allocate licenses 

d to ensure that the search for technologies driven by the public sector did not get captured 

 specific interests in manufacturing. A combination of political factors allowed the 

wanese state to achieve this rent management, as outlined in Wade (1990), and discussed 

her below. In Malaysia, technology acquisition depended to a significant degree on 

ts that were implicitly conditional on technology transfer. In this case, rents were available 

high technology foreign investors, but conditional on their ability to bring in superior 

hnologies not otherwise available. The mechanisms through which rents were offered 

olved prioritization in infrastructure provision, the subsidization of training, and the 

tection of multinational profits by ensuring that redistributive demands within the country 

rwise, rent re-allocations are likely to be blocked by groups or factions that would lose 

t from such re-allocations, and if this happens frequently enough, the optimal rent 

ocation targets are not going to be discovered by any form of trial and error. 
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would be satisfied without affecting multinational profits (Jomo and Edwards 1993; Khan 

2000b

e advent of the WTO, organizing direct subsidies to infant industries will be 

more diffic

ind

Eve

differential taxation, prioritized infrastructure provision, public subsidies that provide them 

with 

 
Figure 13.3 The Weakness of Investment Climate Explanations of Growth 1980-

90

 
 

).  

With th

ult in the future. Therefore, indirect subsidies, and other benefits for learning 

ustries, and industries bringing in high value-added technologies must be considered. 

n industries in advanced countries receive massive implicit subsidies in the form of 

an educated and healthy workforce.  
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States posessing the capacity to manage the rents that are involved in the learning 

process will inevitably appear different from states whose capacity is limited to maintaining 

the horizontal competitiveness of markets. In the next section, we will examine some of the 

div rse ways in which states have managed learning rents during the catching up period in e
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successful late developers. Here, we present some evidence showing that the crude cross-

coun

be

rig

sum

aga

shows that the advocated positive relationship is based on a misreading of the data. While 

there is a positive relations

co

de

inv

cou

positive slope, even though the goodness of fit is typically very weak. The lesson to be 

learned

un

up

 
 

 

 

 

 

 

 

 

 

Figure 13.4 The Weakness of Investment Climate Explanations of Growth 1990-

2003 

try data do not support the hypothesis that economic growth in developing countries has 

en dependent on the achievement of a good investment climate defined by stable property 

hts, a good rule of law, low corruption and low expropriation risk. These variables are 

marized in Knack and Keefer’s consolidated property rights index. Plotting this crudely 

inst the economic growth rates of countries for the 1980s and 1990s (in Figure 13.3) 

hip when we pool all countries, a closer look at developing 

untries shows that rapidly growing (converging) and less rapidly growing (diverging) 

veloping countries both display an almost identical range of variation in terms of their 

estment climate defined in the conventional way. However, because the number of 

ntries in the converging group was typically smaller, the regression line appears to have a 

 here is not that investment conditions defined in the conventional sense are 

important, but rather that rapidly growing countries had institutional capacities for catching 

 that are not captured in the conventional theoretical models.  
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Identifying and developing rent-management capacities on a country-by-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

sta

its 

important in advanced countries. When the US courts considered whether to allow Microsoft 

to cont

eff

sop

do

for state rent-m

the challenge is not the acceleration of innovation but rather the acceleration of learning. 

 rent-management capacities can be an important way to help raise living 

ndards more rapidly. While developing countries are often advised to let the market take 

course, it is worth noting that rent-management capacities are recognized as extremely 

inue making monopoly profits or to break it up, regulators effectively considered the 

ects of Microsoft’s rents on its rate of innovation and that of other competitors. These are 

histicated state capacities, and while mistakes are occasionally made, advanced countries 

 not rely on the market alone to ensure rapid innovation and productivity growth. The need 

anagement capacities is if anything even greater in developing countries. Here 

18
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However, as in advanced countries, states in developing countries have rent-management 

syste

lik

an

de

cap

 

The Compatibility of Rent-Management Institutions and Political Settlements 

Our core argument is that managing rents for technology acquisition is not just constrained by 

sta

str

of quite different strategies of rent management can be observed in the Asian context, and we 

argue that this explains why a group of countries with quite different internal political 

co

po

im

acq

implement rent management strategies that were superficially similar to the strategies in one 

or other of the successful countries, but these strategies were in fact incompatible with their 

spe

int

cas

lens of rent management: while some rents are critical for enhancing growth prospects in 

developing countries, others are very damaging (Khan 2000a provides a discussion of 

ms of varying capacity, and these determine the likelihood of making mistakes and the 

elihood of timely rectification. Of course, developing country states can make mistakes, 

d past interventionist attempts have often gone wrong. However, it does not follow that 

veloping countries should therefore abandon the development of rent-management 

acities and rely on the market.  

te capacities, but also and often primarily by political constraints that prevent specific 

ategies of rent management from being implemented. The complexity here is that a number 

nfigurations have performed well. Our explanation for this is that while their internal 

litical configurations were different, each of these configurations allowed the effective 

plementation of different and quite specific strategies of rent management for technology 

uisition. At the same time, other Asian countries did far worse when they tried to 

cific internal political configurations. In these cases, which were more numerous, the rents 

ended to create incentives for technology acquisition became damaging rents that in some 

es were much worse in their effect than if they had never been created.  

We would like to emphasize an advantage of looking at industrial policy through the 
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different types of rents). From a policy perspective, potentially growth-enhancing rents can 

becom

ins

eco

mo

and

advanced countries is in our view the modern equivalent of the system of compulsion that 

was 

pri

ins

ne

pol

these institutions with these pre-existing distributions of power. 
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the result can be economic stagnation. This too is obvious, but it is often not recognized that 

effe

tha

 

e growth reducing if the rent-management capacities of the state are missing. For 

tance, potentially dynamic infant industry subsidies can become growth reducing for the 

nomy if they are allocated without proper conditions and without the state capacity to 

nitor and withdraw subsidies in underperforming industries. The configuration of rights 

 powers that enables emerging capitalism in a developing country to catch up with 

created for early capitalism by the distribution of property rights brought about by the 

mitive accumulation described by Wood 2002. Our argument is that the additional 

titutional conditions for compulsion, the rent management strategies discussed earlier and 

cessary in late developers can themselves vary significantly given different internal 

itical configurations of power, and their relative success depends on the “compatibility” of 

Table 13.1 points out that when we look at the difference between more and less 

cessful examples of learning rents, the critical differences lie in the rent-management 

acities of the state. The same is true of redistributive rents, the transfers and sub

litical stability in all countries. If transfers and subsidies to redistribute incomes 

managed well by the state, the result is political stability. If they multiply out of control, 

ctive rent-management capacities are critical for the success of the social transformation 

t developing countries are experiencing.  

Table 13.1: Rents and Corresponding Rent Management Capacities 

Type of Rent Rent-Management Economic Outcome 
Monopol
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Following this framework, we examine actual rent management strategies in different 

As n countries and we look for the institutional and political conditions that allowed the 

effective i

technological upgrading was relatively much slower, we look at the attempted rent 
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South and East Asia – Diverse industrialization experiences  
 
Sou
 

In the South Korean case, technological catching up was led by large holding companies, the 

chaebol, who were given various forms of protection and subsidies to allow them to engage 

in s the classic 

inf  of rent-allocation to work, the state had to operate a 

ren anagement system that involved the setting of export and other performance targets, 

ia

mplementation of the specific strategy. Conversely, in countries where 

nagement strategies and the specific institutional and political capacities that may have 

vented the proper implementation of the strategy. This is particularly useful when the rent 

nagement strategies in the successful and less successful countries were superficially quite 

ilar.  

th Korea 1960s to 1980s 

learning and thereby catch up with advanced countries. In a sense, this wa

ant industry strategy. For this system

t-m
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and making pragmatic judgments about performance based on observed results. The success 
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for their support in protecting inefficient rents (Kohli 1994; Woo-Cumings 1997; Khan 1998, 
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rem

dif

the

po

comp

power within the groups that could potentially have offered to make alliances with individual 

cap

 
Malaysia 1970s to 1990s 
 

for high-technology multinational companies to invest in Malaysia and provide backward 

lin

co ame to Malaysia were mainly high-technology companies. 

he South Korean rent-management system depended critically on a balance of power 

ween the chaebol and the state that prevented inefficient firms from protecting their 

sidies if the state decided to withdraw them. The absence of social factions such as the 

ermediate class factions observed in South Asia or factions led by the landed elites denied 

chaebol the opportunity of offering to share rents with powerful social forces in exchange 

). The state on the other hand had no incentive to support inefficient capitalists because 

ould get bigger economic benefits (and kickbacks) by supporting the dynamic capitalists 

d weeding out the less dynamic ones (Amsden 1989; Khan 2000b). This route of social and 

nomic transformation would be difficult to replicate in many contemporary developing 

tries where capitalists can easily buy themselves political protection by paying factions 

ove them. Moreover, explicit subsidies to large companies like the chaebol would be 

ficult to organize in the contemporary consensus against explicit subsidies, supported by 

 WTO and other organizations. Thus, far from being the paradigmatic case of industrial 

licy, the South Korean success was based on rather unique conditions. It depended on the 

atibility of a specific rent management strategy with an internal distribution of factional 

italists in exchange for a share of the rents they were getting from the state.  

In the Malaysian case, technology acquisition was accelerated by providing incentives 

kages to domestic producers. In stark contrast to the experience of many other developing 

untries, the multinationals that c



 

This was not an accident. Malaysia was offering incentives that most developing countries 
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because Malaysia’s internal redistributive needs were entirely met by taxing domestic 

cap

Na

thr

mu

the un

typical developing country would not have any bargaining power with multinationals over the 
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fifties to ensure that foreign partners in joint ventures did not free ride on the incentives 
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uld find very difficult to offer, and even more difficult to manage with credibility without 

ltinationals free riding on the hidden subsidies and failing to bring in and transfer 

vanced technologies. The “incentives” the Malaysians offered took the form of prioritized 

vision of infrastructure to suit the needs of foreign investors, and the credible protection of 

 investors from internal redistributive demands. The latter was particularly important 

italists. The political arrangements that were arrived at in the early seventies through the 

tional Front government credibly resolved Malaysia’s internal redistributive conflicts 

ough internal redistribution. Investors could easily perceive that Malaysia’s claim that 

ltinational rents and profits would be protected was a credible promise. Contrast this with 

stable political situation in most developing countries and we can easily see why the 

e of technology they were offering to bring in. It is not surprising that multinationals in the 

ical developing country bring in mundane technologies to produce relatively low quality 

nsumer goods for the domestic market. These technologies offer rapid cost recovery and 

pose the multinational to the lowest degree of political risk from large sunk costs and 

thy local learning horizons. But equally, for such a strategy to work and for multinational 

vileges from specific companies that failed to meet expectations. The centralized 

anization of UMNO, the dominant political party in Malaysia, prevented the construction 

alliances between particular multinationals and factions within the state whose support 

uld be purchased to protect low technology investments. These Malaysian conditions were 

 the credible threat that the equally centralized KMT could use in Taiwan in the 



 

provided by the state (Wade 1988). The Malaysian state also ensured that domestic learning 
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acq all-scale industries in the private sector. This was 

dri by a very specific rent management strategy that deployed the state to acquire high-

pro ugh state-led technology licensing and subsidizing the 

pro

we

management involved here was in the coordination of acquiring the most appropriate 

technologies. Once these technologies were made available to the private sector, learning was 
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vision of this technology to the private sector. At the same time, key intermediate inputs 

re provided to the private sector through a well-run and efficient public sector. The rent 

uld take place by insisting on technology transfer to subcontractors and on local content. 

t in the end, the Malaysian state could do all this because the platform that Malaysia 

ered to multinationals was much better than that offered by most of its competitors. Thus, 

laysian success too was based on very specific political conditions that a) allowed 

ltinationals to be offered very attractive incentives b) credibly protected them from 

isolation of the predominantly ethnic Chinese capitalists in the domestic society who 

uld be taxed to maintain domestic political stability and who could then be rewarded by 

suring their participation in the backward and forward linkages opened up by multinational 

estment. At the same time, the centralized organization of the politically dominant 

ediate classes ensured that rent allocation to multinationals could by managed without 

back (Jomo and Edwards 1993; Khan 2000b). Clearly, it may be difficult for other 

untries to repeat the Malaysian experience without internal political conditions that allowed 

m to achieve similar things.  

wan 1950s to 1980s 

the Taiwanese case, an important element of technological progress was the rapid 

uisition of advanced technologies by sm
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ductivity technologies thro



 

enforced by ensuring that a relatively large number of firms in the private sector would have 

acc

pro

wo

co

affe

countries where the state is not artificially separated from the private sector as it was in 

Taiwan. Because 
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nor could any group use political power to acquire monopoly power in the domestic market. 

At the same 
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tec logy acquisition driven by significant investments in the public sector had elements of 

ma wed in East Asia. Yet the results of the Indian experiment were 

far

en

effectively collapsed. From 1980 onwards, Indian growth took off led by niche private sector 

activities that began to exploit the capacities built up by Indian industrial policy in ways that 
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 less significant in terms of growth of output and productivity, and the attempt was almost 

tirely abandoned in 1991. But a decade or more before that, the licensing system had 

ess to these technologies, and competition would favor the firms that were better at raising 

ductivity rapidly through learning (Wade 1990). For this rent-management system to 

rk, the state needed to be able to distance itself institutionally and politically from a 

mpetitive private sector, so that rent seeking by individual firms within this sector did not 

ct state decisions on technology policy. This too can be difficult to repeat in other 

of historical accidents, the Taiwanese state was led largely by mainland 

inese following their expulsion from mainland China in 1949 and the business sector was 

mposed largely of local Taiwanese. This political distance proved to be very useful in 

erating this rent-management system because local business interests could not influence 

e-led technology acquisition to favor particular groups at the expense of national interests, 

time, the centralized organization of the KMT and the ability of the leadership to 

erride all internal factions (in a context of martial law throughout this period) prevented 

alitions from protecting inefficient capitalists or public sector enterprises.  

ia 1950s to 1980 

e Nehruvian strategy of catching up through licensing investments in the private sector, the 

vision of implicit subsidies to key sectors through protection and subsidized inputs and 

hno

ny of the strategies follo



 

the industrial policy regime itself could not achieve. If we look at the period prior to 1980, 

the l

ren

lea

de

excess cap

the public sector, subsidies were effectively captured by privileged managers and workers as 

redi

Ul

pro

ren

aut
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Bangladesh and Pakistan 1960 to 1970 
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ackluster results of the Indian strategy can largely be explained in terms of a failure of 

t management by the Indian state. Despite the Indian state being aware of its failure at 

st as early as the mid sixties (as the Dutt Committee that reported in 1968 outlined in 

tail), licenses were being used by big business groups to acquire monopoly power and 

acity, and attempts to re-allocate licenses were consistently failing. In addition, in 

stributive rents rather than serving as learning rents that could accelerate catching up. 

timately, domestic consumers paid the price by being forced to buy relatively low quality 

ducts in protected domestic markets. A number of political factors in India made these 

t management strategies unworkable. First, business groups in India could rapidly acquire 

onomous political power by forming alliances with any of the many numerous political 

ble protectors of inefficient rents in India in turn reflected the fragmented nature of the 

ermediate class factions in India, and their availability for protecting and capturing rents 

t they saw as redistributive rents. The failure to construct disciplined national 

anizations that could separate learning rents from redistributive rents is the immediate 

nifestation of the fragmented clientelism that characterizes Indian politics (Khan 1998, 

ructuring of the public sector just as difficult. Thus while the Nehruvian system was very 

ective in building up a base of heavy industries and human capital to service these sectors, 

failed to generate rapid productivity growth and quality improvements that could have 

de this industrial policy system viable.  



 

Pakistan and Bangladesh provide an example of a somewhat different South Asian rent 
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nagement strategy in the sixties that was superficially closer to the South Korean system. 

t once again, the problem was that this rent management system was incompatible with the 

ernal power balances that eventually made it impossible to discipline non-performers. In 

 end, this industrial policy strategy also proved to be unsustainable. The institutional 

y consisted of a combination of import barriers and directed subsidies to a small 

ing the Pakistan economy (which included Bangladesh at that time) into an export-

ented one. Initially, the Pakistan economy was a star performer in the early sixties, with 

wth rates of output and exports matching those of the East Asian economies. But once the 

y import substitution was over and pressure had to be created on the new industrialists to 

rove productivity and quality, the system ran into trouble. The Pakistani state discovered, 

erful factions and re-allocations of resources were not possible. This was despite the fact 

t Pakistan was at that time formally a dictatorship (Khan 1998, 1999, 2000b). 

vertheless, the power of factions led by the intermediate classes could not be overridden, 

rticularly as these factions began to challenge the pro-capitalist strategy of the state by 

bilizing broad social groups on ideologies of socialist populism in both East and West 

s whereby the capitalist and the faction shared the state-created rent, and the faction 

tected the capitalist from rent re-allocation even though learning and productivity growth 

s not proceeding according to plan.  

ia and Bangladesh after 1980 

hile the Indian subcontinent struggled with industrial policies, their implementation and 

icacy became increasingly compromised. A series of reforms began in the subcontinental 



 

countries that proceeded along different routes towards liberalization. In India, the process 
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an interlude of socialist populism that led to a deepening of the crisis as the dominant 
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ally took off only after the 1991 balance of payments crisis, which was seized on by the 

ormist Rao government to push through a gradual reduction of the scope of licensing and a 

dual reduction of tariff protection. However, India’s growth had already taken off around 

80 before much of these relatively minor changes had been announced. This, together with 

at the scope of the liberalization was relatively minor, and could not explain the 

ant factor was the change in the policy stance of the state. The collapse of industrial 

licy by the early eighties and the growing number of policy statements in favor of the 

vate sector apparently created new confidence and animal spirits that could explain the 

eleration of private investment that triggered the growth spurt (Rodrik and Subramanian 

 Rodrik (2004) later also points out, this is an incomplete explanation because it 

repreneurs were later to exploit when market opportunities emerged. Thus, India’s global 

mparative advantage in outsourcing, software and in some sectors of generic 

armaceuticals did not just emerge overnight once licensing disappeared. Rather, these 

tical capacities had been built up precisely during the industrial policy period. But, the 

sing system, while it failed to provide compulsions for productivity growth across the 

er private initiative. Liberalization, or rather the collapse of the licensing system that 

ceded it, thus worked by allowing niches of capacity to take off even while the overall 

ustrial policy structure had failed.  

To a lesser extent, a similar story was unfolding in neighboring Bangladesh. Here the 

strial policy regime initiated by Pakistan had collapsed as early as 1971. There followed 



 

clientelist factions sought to capture rents by nationalizing the entire manufacturing sector. 
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The preceding analysis has some important implications for the analysis of the 

liberalizatio

po dian growth in particular cannot be understood without factoring in the 

capacities t
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sustain itself meant that capacities were built up that could not be utilized, and it was the 
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growth is doomed to decline. If growth continues rapidly in such a large economy, 
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hat were built up during the industrial policy phase. However, our analysis 

gests that it would be wrong to interpret this as an indication of the success of Indian 

strial policy. It is exactly the reverse. The failure of the industrial policy regime to 

se of the industrial policy regime that has allowed the exploitation of these capacities in 

w niche activities. University graduates staffing call centers are the most dramatic 

icators of the potential waste that has now become manifest. But more serious is the fact 

t with the withdrawal of state strategies of subsidizing potential high-productivity sectors, 

rowth of future capacity is now highly vulnerable. This does not mean that Indian 

ization began under military governments, in this case through privatizations and a 

dual cutting back of tariff protection as in the Indian case. As in India, the growth spurt 

t began in Bangladesh in the 1980s was driven by the private sector developing new niche 

rkets. In this case, given the much lower levels of industrial capacity that had been built up 

ing the industrial policy period, the drivers of growth were low technology sectors like 

ary sector exports like shrimps. Despite the very vulnerable technological base of the 

w growth, a decade of rampant primitive accumulation had resulted in the growth of a 

ad-based emerging small capitalist sector, and these new capitalists have been driving a 

ttom-up variant of capitalism that has produced growth without rapid technology 

sition. 

n-led growth in India and to a lesser extent in Bangladesh. Rodrik (2004) rightly 

ints out that In



 

multinational led technology transfer could begin, and could sustain growth in the foreseeable 
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Unfavorable comparisons of the Latin American industrialization experience with that of East 

Asia are com i and 

W an 1990, Harberger 1988, Jenkins 1991, Palma 2004, Ranis and Orrock 1985, 

UN is is not surprising: With the exception 

of 

Am

despite of initial successes that saw some of the core countries, such as Brazil and Mexico, 
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Ecuador and Paraguay that did not begin to industrialize until the late 1960s, Latin 

erica embarked on industrialization many decades before the East Asian NICs. Yet, 

ure. But growth could have been even higher and more broadly based if a viable industrial 

licy could have been implemented. The policy challenge is to identify the sources of 

ustrial policy failure in countries like India and to devise technology acquisition strategies 

t are compatible with pre-existing political configurations. Alternatively, such an analysis 

 also open up domestic political debates about how to change political configurations 

mentation of other variants of accelerated technology acquisition strategies.  

e Asian experience thus provides a range of institutional approaches to industrial policy as 

ll

e compatibility of the rent management required under each of these strategies with the 

s that could intervene in the effective implementation of industrial policy explains for 

much of the variance in both industrial policy approaches and their relative success. Some 

he important points discussed above are summarized in Table 13.3. 

rica – a resounding failure? 

monplace (e.g. Chan 1987, Lin 1988, Fishlow 1989, Gereffi 1989, Gereff

ym

CTAD Trade and Development Report 2003). Th



 

forge ahead of the East Asian NICs in the 1960s and into the 1970s, the pace of Latin 

Am

cat

an

the

ma

Middle East and Nord Africa, 1.7% in Sub-Saharan Africa, and 1.4% in Latin America and 

the Caribbean. 

. 

mmarizes basic comparative indicators of growth and productivity 

pe rmance in the two regions: 

 

Table 13.2: GDP per capita and per worker relative to the US, gross fixed 
 and Latin America 1960-2004 

 
GDP per capita 

(current 
international $) 

Proportion of US 
output per worker 

(constant 1996 
prices) 

Gross fixed 
capital 

formation 
(average growth 
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erican industrialization has now fallen far behind the few successful East Asian cases of 

ching-up. If, between 1945 and 1980, Latin American GDP grew on average at 5.6% p.a., 

d its manufacturing output at 6.8% p.a., (Cárdenas, Ocampo and Thorp 2000, Haber 2005), 

 picture has changed drastically ever since. In the last two decades of the 20th century, 

nufacturing value added grew by 9.1% in East Asia, 6.5% in South Asia, 4.8% in the 

Table 13.2 su

rfo

capital formation in East Asia
Proportion of US 

rates, constant 
2000 US $) 

 

 0 0

196 198 2000 1960 1980

 

 200 1965- 1981-

0 1980 2004 

East Asia 

Hong Kong 0.23 0.5 0.46 0.80 3.8 8 0.78 0.19  6.9 
Singapore 0.17 0.50 0.80 0.21 0.56 0.67

) 
14.2 4.8 1

Ma sia 0.19 0. 0 .28 3  lay 0.24 26 .20 0  0.4 11.5 5.1
So h Korea 0.12 0 0 .2  ut 0.22 .42 .15 0 8 0.57 17.9 8.0 
Ta an 0.11 7 0  0.13 0.32 0.602

) 
n/a n/a iw 0.2 .55

Th 0.09 0.13 0.19 0.07 0.12 0.20 9.6 4.7 ailand 
Ch 0.05 0.05 0.11 0.04 0.04 0.09 8.9 12.2 ina 
Ph 0.17 0 0 0.2  ilippines 0.15 .11 .17 0 0.13 7.9 1.3 
Latin America 

Argentina 0.60 0.50 0.33 0.62 0.66 0.40 5.1 0.5 
Ur 0.46 0 0 0.4 8 uguay 0.36 .29 .48 6 0.3 8.4 -2.7 
Ve 0.35 0 0 0.5 7 nezuela 0.39 .20 .83 5 0.2 4.9 0.7 
Me 0.33 0 0 0.5 8 xico 0.38 .27 .44 4 0.3 9.4 1.2 
Ch 0.31 0 0 0.3 9 ile 0.26 .29 .38 6 0.3 2.4 4.3 



 

Peru  0.26 0.24 0.13 0.33 0.36 0.16 3.6 1.0 
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Br 0.19 0 0 0.3 0 azil 0.30 .22 .24 9 0.3 6.4 0.7 
Col 0.19 0 0 0.3 8 ] *)ombia 0.20 .16 .27 1 0.1 [12.9

) 

* [4.6]  

Pa 0.15 0 0 0.3 6 raguay 0.20 .13 .24 1 0.1 14.2 -1.8 
Bolivia 0.17 0.15 0.08 0.22 0.22 0.10 2.1 2.1 
Ec 0.17 0 0 0.3 7 uador 0.22 .14 .20 2 0.1 8.4 0.3 
 

Sou tions from Alan H b ttin en Ta ion
Cen ional Comparison  Un  of lvani  Oc 00 om W
De opment Indicators, World Bank, April 2006. 
1) Mo 2) *)

 

 
 
Ev  a cursory glance at the data suggests that Latin America experienced a rupture in its 

ind strialization process in the early 1980s, precisely at a time at which the East Asian NICs 
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than a century, and choose a 25-year period that includes both World War I and the Great 

Depression.” (2006: 2). 
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sub ore Latin American countries, mostly initiated in the 1960s, 

for ving 

heterodox Latin American critics of cepalismo – the industrialization strategy advocated by 
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naged to transform their initial catching-up efforts into a dynamic and sustainable process 

capitalist expansion and development. As Weisbrot notes, “[t]o find a growth performance 

Latin America that is even close to the failure of the last 25 years, one has to go back more 

This rupture has mostly been attributed to two main factors: first, heterodox and 

hodox economists alike criticized the process of heavy (or second-stage) import-

stituting industrialization in c

 ha created undesirable and unsustainable macroeconomic imbalances. The mostly 

at they regarded as a distorted and dependant pattern of industrial growth resulting from an 

omplete or wrong-headed industrial strategy. Dependistas and nationalists alike lamented 

 bias of industrial development towards the capital-intensive production of consumer 

rables, underpinning and entrenching inequitable consumption patterns, and the increasing 



 

profits freely to their advanced home economies, but also increasingly to expand their 
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import-substituting industrialization policies (Cardoso and Fishlow 1992). Differently from 

thei

im

Ce

wo

pri

ineffective protectionism, engendering unproductive rent-seeking, corruption and 

ma

dif

Ot estern Europe after World War II, and East Asia – 

especially South 

any windfall Cold War funding or soft loans from the US. Quite the contrary – what US-
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Korea and Taiwan – in the 1950s and 1960s, Latin America never collected 

 funding went to Latin America systematically served to undermine the kind of 

uctural changes, such as thorough land reforms, that were essential to successful 

nsformations in East Asia (Kay 2002). Nor were advanced economies prepared or in a 

sition, in the 1940s, to grant the same market access to light manufacturing consumer 

ducts from Latin America that, two decades later, they provided for very similar export 

ities downstream into the production of wage goods in competition with already hard-

ssed domestic producers, rather than to have their technological potential leveraged in 

or of the formation of viable national capital good sectors (e.g. Colin 2004). In addition, 

th heterodox and (neo-) liberal commentators grew increasingly worried about the 

netary and balance of payment crises associated with the second phase of Latin American 

r heterodox colleagues, neoliberals attributed these latter distortions not to mistakes and 

balances in the chosen industrial strategies, but to the very existence of any such strategy: 

palismo had been mistaken in its pessimism about the limited developmental potential of 

rld trade that had grown rapidly after World War II, and Latin America was paying the 

ce for having tampered with free markets through excessive over-regulation and 

croeconomic instability.  

Second, external factors are widely regarded to have played a crucial role in the 

ficulties and decline of the Latin American industrialization experience (e.g. Singh 1993). 

her than much of continental W



 

It is true that had the timing of the Latin American industrialization process been 
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Even so, these observations leave a number of pertinent questions unanswered: Why, 
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liberalization policies were the superior policy choice, as neoliberal commentators have 
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nd political regime to the same extent as their East Asian counterparts? As is well 

own, the prolonged and certainly varied Latin American industrialization experience has 

en characterized by much lower savings rates than in East Asia (Gavin, Hausmann and 

i 1997): the average Latin American savings rate in the period 1960 – 2005 peaked at 

-tier East Asian NICs, and since the mid 1990s in the second-tier East Asian NICs, such 

Malaysia and Thailand.

d had Latin America occupied a geo-strategic frontier position in the Cold War 

her than constituting the ‘backyard’ of the anti-communist US, we might perceivably now 

contemplating a success story rather than pondering over the reasons for failure. Similarly, 

 internal criticisms of the path of forced industrialization in much of Latin America in the 

-World War II period certainly pinpointed important problems. 

ple, have Latin American economies been unable to mobilize their resource

3 Yet, at one time or another, the majority of Latin American 

nomies adopted very similar industrialization policies to those that played out so 

orably in the East Asian NICs: vertical policies to select strategic targets (winners) and 

omitant nationalizations, high import tariffs followed by import licensing regimes, a 

exemptions, favorable access to foreign exchange, regulations on national content 

uirements, stimulation of technology transfer and complementary FDI, and export 

sidies. If the heterodox critiques of cepalismo are correct, and this produced a distorted 

d dependant pattern of industrial growth, why did the same policies produce such a 

rent outcome in Latin America compared to East Asia? If, on the other hand, 
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tion as an authoritarian/fascist “revolution from above”. The essential 

aracteristics of this route are the persistence of strong landed elites and the continued use of 

litical rather than market-based mechanisms to ensure an adequate supply of (agricultural) 

or and the concomitant failure of emerging industrialists to achieve political emancipation 

 landed oligarchies on their own. Instead, the state takes on the task of mediation 

d the liberalization shock not yield better results? If South Korea and Taiwan were 

rticularly favored by external factors, such as massive US aid flows, easy market access for 

nufacturing exports and political tolerance of radical land reforms, why have second-tier 

st Asian NICs, such as Thailand and Malaysia that could not count on these factors, 

y been more successful than any Latin American economy? 

nagement strategies for industrialization is largely determined by the compa

al and institutional strategies for late development with political constraints 

sing from inner-societal power constellations as well as from transnational – external – 

luences. The East Asian NICs succeeded because their various rent management strategies 

romote industrialization did not lead to political destabilization. In the South Asian Sub-

ween industrialists and the organizationally powerful middle classes led to the breakdown 

more or less classic infant industry strategies.  

In Latin America, less fragmented, but no less powerful alliances between strong 

ded elites and emerging industrialists led to a similar breakdown. Moore (1966), in his 

inal work on different routes to industrialization and mode
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ems of government. In the later stages of industrialization, the emergence and rapid 

wth of an urban working class and a growing requirement of state and administrative 

dernization lead to a ‘revolution from above’ through inclusive populist-authoritarian 

imes, whether of a fascist or a conservative-military nature that ‘oversee’ capitalist 

sformation and the eventual decline of landed elites through co-option as well as 

n, Greece, (to some extent) Italy, Spain and some Balkan countries are examples of this 

nsition route (Mouzelis 1986). Latin America shares many of these characteristics, but is 

ferent in important aspects: It’s colonial history as an exporter of natural resources meant 

t its landed elites were comparatively much stronger than their European or Japanese 

rts. Importantly, this meant that, other than in many successful late developers, land 

industrialization with the primary goal of creating larger internal markets (Kay 2002). 

rthermore, the timing and external environment of industrialization in Latin America were 

ferent: working class opposition to ‘oligarchic’ rule and authoritarian transformation 

erged later and was weaker than in Europe, not least because of later and dependent 

ustrialization, but was much more premature relative to the formation of an urban middle 

ure Latin American inherited from colonial domination, which impeded, or at least 

wed down, the evolution of a modern and professional state apparatus (Rueschemeyer, 

phens Huber & Stephens 1992, Mahoney and vom Hau 2005). 

Together, these and other political factors meant that Latin America, rather than 

ergoing a successful ‘revolution from above’, experienced unstable political cycles, 
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- and narrowly elitist clientelist regimes. Whereas urban populism refers to attempts by the 

state to
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export economy, the country embarked on a strategy of state-led industrialization that lasted 

 resist the power of landed elites through the mobilization and co-option of working 

ss and middle class interest in support of capitalist industrialization, elitist clientelism in 

 Latin American context refers to alliances that aligned the interests of industrialists, parts 

the urban middle classes and landowners against perceived threats from the subaltern 

cluding urban and agricultural workers as well as peasants (Mouzelis 1986). In the 

s that, while shifting and fragmented across multiple ethnic, religious, tribal and 

litical lines of division, ultimately allowed monopolists to build up fairly reliable power 

ses. While these alliances undermined the state’s capacity to impose a national infant 

ustry strategy, they at least rendered possible relatively successful ad-hoc private sector 

egies of capital accumulation in niche markets, profiting from previous state-led 

the one hand, and gradually consolidating urban and industrial interests, on the 

er, prevented a stable power base for private sector industrial accumulation from 

ablishing itself. As industrialization proceeded to the more large-scale and capital-

ensive second stage of import-substituting industrialization, neither populist states nor 

telist pactos could, in the longer term, respond effectively to the growing demands on 

nological strategy. Populist state control as well as clientelist alliances increasingly 

integrated through fractionalization. 

azil 1930s to 1980s 

owing the detrimental impact of the Great Depression on Brazil’s coffee-based agrarian 
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the ‘subaltern’ classes, whenever industrial transformation caused social tensions, and thus 
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, but also very much ‘embedded’ through close links with the private business 

ans 1995, Chang and Cheema 2001). By contrast, the Brazilian state was autonomous 

thout any such ‘embeddedness’ in that it represented a centralized, often well-organized, 

t isolated structure without strong anchors in any section of society. Like the shell of an 

pty egg, it would crack whenever sufficient pressure came to bear on it. Whereas the 

Korean state successfully wedded economic with political exclusion and repression of 

experience, although much longer drawn out, comes closest to that of South Korea. In 

th cases an early phase of light import-substituting industrialization, directed mainly at 

mestic markets, was rapidly followed by a strongly state-controlled ‘Big Push’ strategy 

t sought to promote heavy industrialization through the allocation of learning-rents to 

 sectors and industries. In both countries, industrial transformation unfolded under the 

iods by authoritarian military regimes. Many of the policy tools employed were similar, 

luding initial high import tariffs, import licensing, directed credit policies, and direct state 

estment in industry and supportive infrastructure. Initially, at least, results also were 

mparable: In the period 1900-1987, Brazil was the largest growing economy in the world 

addison 1993), with the highest growth performance following a massive build up of 

ween 1950 and 1980, growth rates of up to 10% p.a. were not exceptional.  

There are important differences with the case of South Korea: Above all, the 

erficial similarity between the two states in terms of their high degrees of autonomy from 

iety was, in fact, of a very different kind: The South Korean state was not only 
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ver  labor-intensive and largely coffee-based agrarian export economy had, by the late 19th 

cen ry, created powerful landed elites operating local and regional clientelist networks that 

do Similarly to most other Latin American economies, 
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particular, in Brazil, Argentina and Mexico. The main reason was that following two, even by 
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lombia underwent successive stages of easy and heavy import-substituting 

ustrialization, lasting from 1930–1945 and 1945-1967, respectively. Differently from 

azil and many other Latin American experiences, though, the industrialization process 

ained largely private-led with the state playing a much more indirect role than, in 

ilian state was never in a position to wean domestic industrial interests off their fall-

ck-alliance with regional oligarchies and their clientelist networks. The reason is, of 

urse, that these networks existed, in the first place, while in South Korea Japanese 

onialism had basically eliminated the power of landed elites. In Brazil, private business 

re, at times, co-opted by the state through the appointment of business leaders to 

ntation between private business associations and the state remained very fragmented 

d tied to sectoral rather than national levels (Ross Schneider 2004). Without such direct 

beddedness’ with the industrial elite, the Brazilian state, autonomous, repressive and 

ntrolling as it became, was left in a technocratic limbo from which to try and promote 

strial policies, forever frustrated by stalemates between oligarchic-clientelist networks of 

 process of a relatively early industrialization became increasingly vocal.  

lombia 1930s to 1980s 

lombia provides a useful contrast to Brazil in the Latin American context. As in Brazil, a 

y

tu

minated politics and the state. 
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fairly stable over the past 50 years (WDI 2006). This industrialization ‘from below’ has, 
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nted than, for example, in India, and the redistributive pressure on the state from 

n-capitalist interest groups less than in more populist and inclusive Latin American states. 

e indicator of the lower incidence of redistributive claims in the Colombian economy are 

y Latin American standards, relatively low rates of inflation that have also remained 

s 1899-1902 and La Violencia at the end of the 1940s), the two main clientelist parties, 

resenting a mix of landed and growing industrial interests, took effective control of the 

e. While tensions between urban industrialists, landed trade and business interests and, to 

e extent, the military, remained and produced shifting power balances, domestic 

italists, often descended from European immigrants, gradually emerged as the main 

er than in Brazil, private business associations developed relatively strong national 

annels of direct lobbying and bargaining with the state (Ross Schneider 2004). This 

ewhat resembles the Thai process of private capitalist-led industrialization ‘from below’, 

t was dominated by a combination of relatively passive industrial policies, a domination of 

t-seeking processes by competition between emerging capitalist factions and a technology 

ation and co-ordination costs (Khan 2000b). Industrial policy and state-created rents, in 

s context, serve the limited purpose of initial support for relatively small-scale private 

umulation processes, but are then ideally bid down through private sector competition. 

As in Thailand, an important feature of the Colombian polity post-1950s has been that 

istributive factions with effective access to the state were limited to elitist groups, many of 

italist middle and working-class factions. In both countries, clientelism was thus much 



 

however, been less successful in Colombia compared to Thailand, for a number of reasons: 
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mpetition between capitalist-led factions has been less intensive in Colombia than 

ailand. This is, at least in part, explained by the much larger weight of landed elites and 

erests in the Colombian clientelist settlement. This made entry into high-rent markets more 

ficult for industrial newcomers who, in contrast to older incumbents, often did not have 

-established ties with the landed oligarchy and were thus at a disadvantage in terms of 

lombia also meant that the state’s capacity to allocate rents to industrialists was more 

ited by the need to find compromises between industrial and landed interests. Third, key 

the relative efficiency of the Thai rent-seeking system was the focus on low value-added 

or-intensive technologies that did not require long learning or strong centralized planning 

rts. While this was also the case in Colombia during the first phase of import-substituting 

he promotion of more large-scale capital intensive industries, such as petrochemicals, 

sic metals, machinery, transport equipment and chemical products. This attempt at heavy 

ustrialization was more short-lived in Colombia than in many other Latin American states, 

d in 1967 was replaced by a mixed strategy of import-substitution, technology acquisition 

ough joint ventures with foreign investors and export-promotion (Ocampo 1994, Vejarano 

itable to the limited rent-allocation and –monitoring capacity of the Colombian state and 

dermined the relatively low competitiveness of capitalist-led factions even further. In 

dition, the state’s reliance on FDI to promote technology transfer was even less than in 

azil matched by its ability to impose conditionalities conducive to high productivity 

nology transfer from TNCs. Despite a moderately successful ‘assembly regime’, 
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domestic components and technical assistance to local suppliers of parts and accessories 
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2002). By contrast, the collapse of state-led industrial policy, when it came, was much less 
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Peru 1950s to 1980s 
 
A brief mention of Peru serves to highlight a third constellation of power in Latin America 

tha

ind ce the 19th century, this has seen a coalition of heavily 

foreign-dominated mining and agricultural export interests at loggerheads with a large 

ainly in the automobile and electrical appliances industries), the ‘Malaysian route’ 

tainly was not open to the Colombian state. Apart from the inability and unwillingness of 

 clientelist elites to prevent alliances between foreign investors and domestic factions, a 

rth and final factor was relevant in this respect: The absence of populism in Colombia and 

gh degree of exclusion of subaltern and middle classes from the political settlement did 

itical contestation by excluded sectors of society took the form of (mostly) rural guerrilla 

rfare that, while largely confined to remote regions with little government presence, 

reasingly undermined the political stability of the elitist-clientelist pacts. While elements 

such violent contestation ‘from outside the political settlement’ are also characteristic of 

land, the extent and longevity of rural warfare in Colombia, as well as the expansion of 

to attract foreign direct investment as an important conduit of technology transfer.  

Overall, the Colombian industrialization process was much slower and ‘lackluster’ 

mpared to Brazil: on average, savings rates increased, at best, to only half of those 

ieved in Brazil between 1950 and 1980, as did the share of manufacturing in GDP. 

age GDP per capita growth rates remained in the 2-3% bracket (Maddison 

c than in Brazil.  

t has probably been the most detrimental to the prospects of successful capitalist-led 

ustrial development. Ever sin
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ectors is very sharply defined, in racial as well as geographical terms, with a racially 

xed middle class playing only a minor role. This constellation of powerful (national and 

eign) landed and mineral export interests, on the one hand, and an early mass 

icalization before the emergence of a viable domestic industrial accumulation process, 

d not have been less favorable to a state-led catching-up industrialization project. When 

s, limited supplies of some natural resources and population pressure on land, the left-

ng military regime of Velasco came to power with a radical agenda of import-substituting 

ustrialization and agrarian inform, it stood little chance of political survival: High import 

ff protection, tariff exemptions on imports for manufacturing industries and general tax 

ptions did induce a strong rise in domestic investment and aggregate demand, but they 

strialists between 1971 and 1975 amounted to 92% of total internal financing of 

ustrial investment – and inflationary pressures. Ultimately, the Velasco government lacked 

ies amongst local industrials whom it distrusted because of their close ties with foreign 

mpanies and the landed elite, and it could therefore only opt for nationalization. This not 

y over-stretched the limited planning and co-ordination capacities of the Peruvian state 

il 1969 central bank directors were appointed by private business associations (Cameron 

d North 1998) - but it was a doomed strategy given strong US interests in Peru’s export 

tors. The fate of Allende’s Chile did not leave much room for doubt in this respect. While 

e progress was made with regard to the belated land reform, the powerful opposition of 

 capital and landed elites meant that the only alternative path to late industrialization, 
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succeed. Velasco’s regime factionalized and was eventually toppled by a right-wing military 

cou

 
 

p in 1975. No active industrial rent-management regime has been pursued since.  

  
La  America after liberalization (1980-2000) 
 
On

terms of economic performance during the duration of active industrial policy regimes, but 

rather in the sense of the compatibility of these regimes with given political settlements 

ou

wi

im

tow

particularities and to treat Latin America as region for the purpose of this brief section. 

In these general terms, high levels of external debt and large-scale capital flight – 

the

wi

developing 
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deregulation and privatization -, the 1990s saw the emergence of passive industrial policies 

aimed at improving international competitiveness through regional trade integration, 

mi

gro

19

On the positive side, there were successes in terms of macroeconomic stabilization and 

significant increases in export performances (e.g. Taylor 2000, Palma 2005a, Dutrénit and 

tin

ce state-led catching-up industrialization in Latin America had failed – not necessarily in 

tlined above - Latin America underwent a radical liberalization shock. Even though it goes 

thout saying that there were considerable differences in the design, execution and the 

pact of these policies between different Latin American countries, the fairly radical shift 

ards neoliberalism was sufficiently uniform to allow us to abstract from country 

mselves a manifestation of the incompatibility of institutional and technological strategies 

th political settlements – had made Latin America more vulnerable than most other 

regions to international policy changes, such as the Volcker shock. While the 

80s were dominated by comprehensive free market reforms – trade liberalization, 

tigating market failure through the provision of public goods and stimulating productivity 

wth through the promotion of industries with positive technological externalities (Peres 

97, Kosakoff et al 1998, Melo 2001). 

By now, it is clear that the outcome of this policy change has been very disappointing. 
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sed on accelerated learning-by doing. Thus, Cimoli and Katz (2004) show that 

 major mechanism through which liberalization is argued, by mainstream economists, to 

ail productivity as opposed to mere (one-off) efficiency gains – the availability of 

p(er) capital goods imports – achieved the direct opposite: In Argentina, Brazil, Chile, 

ative effects on productivity growth and domestic technological capabilities (as well as an 

eady highly unequal income distribution), indicating that the increase in exports in many 

untries has failed to translate into backward linkages to the domestic economy and has, 

tead, occurred alongside a trend of de-industrialization (see Table 13.2 above, Palma 

a and 2005b). In other words, Latin America has returned to its underlying static 

roductivity and growth performance. More specifically, the change in Latin America’s 

ductive structure combines specialization in fairly capital-intensive resource processing 

ustries, mainly in Argentina, Brazil, Chile and Colombia with a predominance of 

embly industries, in particular in Mexico and some Central American countries (Peres 

7, Dutrénit and Katz 2005). This has come at the expense of high-technology sectors, 

dium-technology automobile industries of Argentina, Brazil and Mexico and the aerospace 

d computer projects in Brazil) and some more traditional labor-intensive industries (Peres 

97).  

While static efficiency gains did occur, through the weeding out of blatantly 

t companies (e.g. Ricardo Ffrench-Davis et al 2000 for Chile) in the context of 
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echnological improvements have been limited to certain basic commodities, such 

copper concentrates in Chile or iron in Brazil, but no attempts have been undertaken to 

grade to different processes (copper smelting) or product (steel). In fact, in the cited 

ample for Chile, technological downgrading (from smelting back to concentrates) took 

 Instead, where high levels of world competitiveness have been achieved within the 

sive manufacturing industries) actually shrunk during the period of liberalization. 

ampo (2004) adds the observation that the process of technological downgrading through 

 availability of cheaper capital imports was reinforced by a ‘disarticulation’ (or 

gmentation) of the production base into a small groups of world-leading, mostly foreign-

ed, companies, on the one hand, and a large and increasing number of firms engaged in 

rkforce. Importantly, there are virtually no technological spill-over effects from world-

ding to low-skill sectors, or any other macroeconomic linkage effects (Ocampo 2004, 

ynne 2004 for Brazil and Palma 2005a for Mexico). Where technological progress is 

ing place this remains insulated in ‘de-linked’ or ‘disarticulated’ MNC-dominated firm 

sters that not only fail to engage in significant technology transfer, but partly destroy 

l). The case of Mexico’s maquila industry is perhaps the prime example, in Latin 

erica, of linkage-less manufacturing (export) growth (Palma 2005a).  

More specifically, Palma (2003) provides ample evidence for the fact that the main 

ect of liberalization, across virtually all of Latin America, has been to reinforce Latin 

erica’s commodity bias in the absence of any attempts at “Schumpeterian” dynami



 

added commodities has taken place. This provides the explanation for export-driven growth 
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hock therapy applied to virtually all Latin American economies, also led to 

ferent outcomes: While some countries, such as Chile, Colombia, most Central American 

es and, to some extent, Mexico, remain committed to a neoliberal policy agenda, at 

overy) since the end 1980s/early 1990s, not a ‘Schumpeterian’ shift to manufacturing 

ports (especially if one discounts the much hailed Mexican maquila-case as a form of 

ke’ upgrading to manufacturing with little or no backward linkages). Recent optimistic 

tlooks for exports and overall growth in Latin America confirm this trend: It is explained 

inly by increased international demand (in particular from China) for low-value 

The Latin American picture provides a stark confirmation of the argument that 

ching-up economies, if exposed to international market pressures without an

ng system of incentives and compulsion to ensure that these market pressures are 

nslated into learning and technology rents may end up downgrading their technological 

bilities. The social costs of this process are also only too well known: The other side of 

erican countries with fiscal deficits below 2% of GDP over the past 20 years (with the 

ception of Brazil and Argentina for particular reasons) has been widespread urban 

employment, increased income inequality and high and increasing segmentation of labour 

rkets.  

Differently from the Asian experience, the Latin American experience thus highlights 

comes. Not only were the import-substituting industrialisation policies of the pre-1980s 

ferently succ
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Venezuela, Bolivia, Ecuador and, most recently, Paraguay. As with the Asian experience, we 
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ue that these differing outcomes are best explained by analysing the compatibility of rent 

nagement strategies with underlying political settlements and configurations of power 

lances. This also means that the “new”, largely state-led industrial policy regimes in 

nezuela and Bolivia, amongst other Latin American countries, may fail, unless they 

nage to break through the firm grip that constellations of clientelist pactos have had on 

nclusions 

anization of poli

t help to explain their very different experiences. Table 13.3 summarizes these key 

We argued that the coincidence of liberalization with a growth spurt in some Asian 

untries can be better explained by our alternative analysis, which identifies some of the 

its of the previous industrial po

ca we argued that the failure of import substituting industrialization across Latin 

erica, and the consequent liberalization policy shock, led to a similar process of shifting to 

ological downgrading. 
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Ta le 13.3 Compatibility of Rent Management and Political Configurations 
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industrialization. By contrast, Brazil switched directly from domestic light industrialization to 

dom

wa

do
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and

electrical machinery). But this performance decidedly lags behind that of East Asian NICs 

and e

Co

Se

the

enterp

Despite fairly stringent requirements imposed by the state on joint ventures by TNCs with 

bot

Ma

co

fac

tech

competitive private sector of medium-sized firms, since its relationship with the private 

sector 

als

co

Br

Ma

failure, for all these reasons, to mobilize domestic resources to the same extent as the East 

51

estic heavy industrialization, skipping the ‘export-substituting’ phase. This was not for 

nt of trying: Subsequent Brazilian governments offered a wide range of export subsidies to 

mestic and transnational manufacturing producers, and some success was achieved in the 

70s with the share of manufacturing exports in overall exports reaching levels of 30-50% 

 including some more capital intensive industries (automobiles, chemicals, aircraft, 

ven South Asian economies with shares of 70-80% at similar stages of industrialization. 

nsequently, Brazil lacked an important comparable source of foreign exchange earnings. 

cond, Brazilian industrialization was not led by large domestic holding companies, as was 

 case of South Korea. Rather, it came to be led by a combination of state-owned 

rises (SOEs) and TNCs (including joint ventures) (e.g. Gereffi and Wyman 1990). 

h SOEs and private capital, the Brazilian state could not successfully impose the 

laysian route: It did not have the overall political credibility nor sufficient effective 

ntrol of domestic capital to deter TNCs from free-riding through alliances with particular 

tions. Nor was the Brazilian state in a position to follow the Taiwanese route of state-led 

nology acquisition in SOEs combined with an efficient technology transfer to a 

was certainly characterized by a high degree of structural autonomy, but not therefore 

o the same degree of political autonomy that would have allowed it to impose a 

mpetitive structure on industrials without alternative power bases. Put differently, while the 

azilian state employed elements of all successful – South Korean, Taiwanese and 

laysian – strategies, it could not carry any of these through to their conclusions. Third, the 



 

Asian NICs, by raising the saving rate and earning foreign exchange through manufacturing 

exp

vu

po

es, we have argued above, have their deeper roots in the underlying 

political econom

The three Latin American paths outlined above highlight essential obstacles to late 

indu  Latin America. The institutional approaches to industrial policy 

were not fu

co

(So

differen

adopted and the evolving political configurations in each country. Similar stories to that of 

Brazi

of 

wi

of 

huge, es

in Argentina populism took a less authoritarian turn than in Brazil, mainly because landed 

elites w

cla

Ar

str

evo

dominated by foreign capital than was Peru and a much closer link between landholders and 
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ndamentally different that those of East Asia. Rather, they consisted of different 

mbinations of successful elements of strategies employed in different East Asian countries 

uth Korea, Malaysia and Thailand). As in East Asia, the outcomes were nevertheless 

t, reflecting different degrees of compatibility of the rent management strategies 

l unfolded in Argentina, Uruguay and Mexico; Chile and Bolivia are closer to the case 

Peru, and Venezuela, Colombia, Paraguay and Ecuador constitute hybrid cases. It goes 

thout saying that the differences in the exact power configurations, and the consequences 

their precise incompatibility with institutional approaches to industrial policy are often 

pecially from an inter-Latin American comparative perspective. Thus, for example, 

ere less reliant on the supply of cheap agricultural labor, and the urban working 

sses mobilized earlier than in Brazil. Mexico differed fundamentally from Brazil (and 

gentina) in that the traditional oligarchies were overshadowed by an all-inclusive state-

ucture, emanating from an early revolution ‘from below’, with clientelist networks 

lving within this state structure rather than from outside. Similarly, Chile was less 

orts, entailed a growing reliance on foreign borrowing and debt, with a concomitant high 

lnerability to the volatility of international, and in particular US, financial capital flows and 

licy-making.  

These differenc

y. 

strial development in



 

urban entrepreneurs had evolved, mainly in the form of multiple holdings and closer kinship 

relatio

lea

Br

co

Co

policies than in Colombia (DiJohn 2004). This said, there was, in all its different 

ma

Am

the

Co

ma

in Colombia until 1949, but not in Brazil), it was ultimately the interplay between these two 

forces 

tha

Am

La

ref

The hallmark of Latin American liberalization policy – apart from increased income 

ineq

“S

fac  countries like Chile, technological downgrading (from smelting back to 

concentrate

ach

recent optimistic outlook for exports and overall growth in Latin America (ECLAC 2004) 
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s) took place. A higher degree of international competitiveness has, instead, been 

ieved through horizontal diversification into other low-value added commodities. The 

ns. At the same time, radical mobilization was even more virulent than in Peru, not 

st because of faster urbanization. Finally, Venezuela constitutes a hybrid case between 

azil and Colombia, in that its state became much more inclusive than Colombia’s with the 

nsequence that it embarked on more challenging state-led industrialization projects than 

lombia and factionalized with a more destructive impact on the effectiveness of industrial 

nifestations, one main obstacle to East Asian style catching-up development in Latin 

erica: The colonial inheritance of strong landed elites and early urbanization. Whether 

se landed elites allied themselves with emerging industrial interests (as in Brazil and 

lombia) or not (as in Peru), or whether early urbanization led to the emergence of radical 

ss parties with a potential to undermine indigenous capitalist development (as in Peru, and 

that determined the fate of late industrialization in Latin America. It is worth noting 

t the only East Asia economy whose performance resembles that of the poorer Latin 

erican countries – the Philippines – shares many of the characteristics that have beset 

tin American industrialization, primarily strong landed elites and very belated land 

orms. 

uality having been a creeping process of technological downgrading, rather than 

chumpeterian” dynamic upgrading to higher-value added processes and/or products. In 

t, in some



 

confirms this trend: It is explained mainly by increased international demand (in particular 

fro

de

pective developed here, this outcome is not surprising: The removal of 

obstacles to

(ot

developers. Instead, we have argued, what is needed is a system of compulsion that, at least 

initia

for

acc

on

imp

America meant that (a) the considerable growth in size of industry did not translate into 

pro

19

de

un

political settlements, described above. Instead, it reinforced existing structural and political 

obst

av l that operates in its own 

rather than 

to 

led

and decline by sending local entrepreneurs scrambling for cover in ‘niches’ of low-risk, low 
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Latin America’s interest. Other than in India, liberalization has thus not even led 

a ‘niche strategy’ based on the exploitation of high-productivity assets created under state-

 industrialization by local capital, but has instead resulted in technological downgrading 

m China) for low-value commodities, combined with favorable commodity price 

velopments. 

From the pers

 market opportunities does not automatically deliver high(er) productivity growth 

her than perhaps in Ricardian commodities) or create dynamic capitalist economies in late 

lly, replaces the role played by the market mechanism in early developers to compensate 

 high private risk and to help overcome structural socio-political obstacles to capital 

umulation. To function in this sense, such transitory systems of compulsion must be based 

 mutually compatible technology acquisition strategies and political settlements. Under 

ort-substituting industrialization, formidable obstacles to such compatibility in Latin 

ductivity increases to the same extent as it did in some East Asian NICs (e.g. Reynolds 

70 for Mexcio, Díaz Alejandro 1970 for Argentina) mainly because state-created rents 

teriorated into redistributive rather than learning rents, and (b) the political alliances 

derwriting state-led industrialization factionalized.  

Liberalization did nothing to tackle these obstacles in Latin America’s various 

acles to catching-up industrialization and their main symptoms, namely a weak and risk-

erse indigenous industrial class and a domination by foreign capita
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value-added horizontal diversification of resource-processing industries and leaving the 

exp

to 

soc

co

in Latin

oligarchic clientelist alternative in Peru and Colombia and Evo Morales’ renewed attempt at a 

‘re

loitation of high-productivity assets, inherited from import-substituting industrialization 

foreign interests. In addition, the failure of liberalization in addressing the underlying 

io-political factors that have impeded Latin America’s industrialization from the start is 

nfirmed rather starkly by the current stand-off between resurging transformational projects 

 America: Chavez’ populist route in Venezuela, Alan Garcia’s and Alvaro Uribe’s 

volution from below’ in Bolivia. 
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3 The
70s rgentina in the 1960s and 70s, Chile in the 1990s all registered savings rates of between 25-30%, with oil-
exp
or 
ave
Eas
gro

re have been exceptions to the ‘eternal Latin American ceiling’ of a 20% savings rate: Brazil in the 1950s–
, A
orting Venezuela achieving an average savings rate of over 40% between 1950 and 1975. However, whether 

not exceptional circumstances such as the discovery of oil in Venezuela came into play, even those above-
rage performances all show a downward trend over time in stark contrast to the sharp upward trend in the 
t Asian NICs since the 1980s. Nor did they translate into a sustainable upward trend of GDP per capita 
wth rates despite of promising performances in Brazil, Mexico and Colombia in the 1970s (Maddison 2003). 
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