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THE ROLE OF BUSINESS SERIES

ver the past two years, the Insutute for the Study of Economic
°Culturc at Boston University (directed by Peter Berger) and the
Centre for Development and Enterprise 1n South Africa (directed by
Ann Bernstein), together with Bobby Godsell of the Anglo American
Corporation, have undcrtaken a cross-national study of the role of busi-
Ness n transitions to democracy and in socio-economuc development,

The countries covered 1n the study are Brazil, Mexico, Spain,
Indonesta, the Philippines, Nigena and South Africa, augmented by an
analysis of the racial transition 1 onc ¢ity — Atlanta, Georgia. Besides
the country swdies (primarily of developing countries), papers bave
been produced on a number of themes, viz business and 19th-century
transitions to democracy; business in ethmcally divided countries;
business and economic growth; business and civil society; and busi-
ness associations in developing countries. '

Throughout 1996, cpE will publish a scries of executive reports on
the Role of Business project. There will be five such reports in total,
covering the man findings and research and then applying the insights
and ideas obtained to the South African situation.

The first document 1n the senes, Business and Democracy:
Cohabitation or Contradicnion? 15 a general overview of the insights,
conclusions and general recommendations concerning business and its
role 1n growth, development and democracy

Thus, the second document in the series, focuses on three of the most
important papers written for the project.

The Role of Business project has been sponsored by a number of South
African corporations, the Insutute for the Study of Economie Culture at

Boston University, and the Urban Foundation,
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‘Success in development 1s primarily
determined by government policies
that shape the environment in which
business operates The principal
contribution of business, then, would
lie in exerting a positive influence on
government policies ’
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BUSINESS, GROWTH AND CIVIL SQCIETY

Perspectives on business, economic
growth and civil society

Thus, the second n a senes of publications on the role of business in transi-
1ons to democracy, examines direct and indirect consequences of business

operating as a soctal actor. The first paper, Business and stra

cessful economic development, focuses on the centrality of growth 1n redue

ing poverty and business’s role 1n such growth, and 15 written by Prof Gus
Papanek. In the second paper, Transitions to democracy 1n European histor
and business’s role, Michael 0"Dowd outlines business’s often equivocal role
In transitions to democracy from an historical perspective. The final paper,
“Thi ing’ civi lety, written by Prof Gordon Redding, head of the Uni-
versity of Hong Kong's Business School, explores business’s less visible role
in strengthening civil society by drawing on the impact of multinationals in
China.

All three papers have been edited by Judith Hudson, research co-ordinator
at CDE, and draw on the first report in the Role of Business series, which pro-
vides the conceptual framework for considering business as a social actor.
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Views expressed in ths publication are the views of the respecttve authars, and
are not necessarily those of the Centre for Development and Enterprise.
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‘Unintentionally normal business activity
demands, requires and in turn creates a
‘thickening web’ of inshifutions, organisations,
self-regulating mechanisms and professionals
that comprise important components of civil

society outside the state ’
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Business and strategies for successful

BUSINESS, GROWTH AND CIVIL SOCIETY

economic development

Gus Papanek

Gous Papanek 1s president of the Boston Inshitute
for Developing Economies, and professor
emeritus of economics at Boston Unmiversity. One
of the world’s leading development econorsts,
he has undertoken major projects for the World
Bank, USAID Harvord University and the Ford
Foundation, among others, as well as for a
number of developing countries such as
Indonesia and Pakiston,

he crucial difference between countries that

develop successtully and those that fail lies

1n the economic strategy adopted. Korea, a
failurc until 1962, has been a blazing success since
then: same country, different policics. India had all
the clements of success in the 1950s, but the wrong
strategy resulted in failure. Between 1965 and 1990
South Asia had a growth of only | percent per cap-
ta per anpum. By contrast, in East and South East
Asia, growth reached 5 percent per capita per annum
for the same period. The difterence lies in strategy.
Culture matters; so does political stability, natural
wealth and so on. But some of these are helped or
changed by growth. There are other factors that noth-
ing anyonc can do will affect — lor example, you
erther have oil or you do not; people are naturally
thrifty or they are not. By contrast, economic poli-
¢y ts under a country's control,

The experience of the last 40 years 15 ¢lear: mn
developing countnes, substantial transfers of income
or wealth from the nich to the poor will, firstly, be
fiercely resisted. Secondly, the admimistrative
machinery 15 weak at taking from the nch — the polit-
1cal icadership, burcaucracy, officer corps, landed
aristocracy and business commumity all tend to be
part of the sume small elite, indeed often of the sume
family. It (s asking a great deal for the political lead-
ership 1o adopt policies for taking mcome or wealth
from family and friends, lor the burcaucracy to
admimister such a programme, and lor the officer
corps to support 1t when it hits home or ¢lose to
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home. Thirdly, for some of the same reasons, the
machinery finds 1t difficult 1o give to the poor. For
both political and admunistrative reasons, it 15 hard-
er to redistribute a very small than a very large pe.
Poor countries need more powerful incentives to
develop, and transfer payments usually weaken
incentives, In general, transfers from the nich to the
poor have therefore taken place only afier a revo-
lution, which has 11s own economic costs,

The only viable alternative, therefore, for rapid-
ly and consistently increasing the income of the poor
majonty 1s to ¢hable the poor to eamn more, and they
can only do this if there is greater demand for their
labour, their pnimary source of income. The more
rapil and labour-itensive the growth of the econ-
omy, the faster jobs will be created,

This paper focuses on strategies for growth, and
offers some insights on the role of government and
the business community. It 1s argued that success
tn development 1s primarily determuned by govern-
ment policies that shape the environment in which
husiness operates. The principal contribution of husi-
ness, then, would lie 1n exerting a positive influence
on government policics, Until recently the business
community has not played a major role in shaping
and supporting reforms. It is an interesting question
why that should be so. Before discussing an appro-
priate role for business, and the problems that busi-
ness expernences 1 playing that role, one needs to
analyse what constitutes success i development and
what policy framework 1s needed for such success.
‘Success’ cannot be defined 10 purely economic
terms; 1t also has a political dimension. These 1ssues
will be discussed tn tarn,

THE ECONOMICS OF
SUCCESSFUL DEVELOPMENT

mpincal evidence quite clearly supports two
propositions. Firstly, raped growth can occur in
a country for a decade or so with the benefits nar-
rowly distributed and without the establishment of



Contrary to the
argument by those
who believe that ‘small
1s beautiful” and that
‘trickle-down does not
work’, rapid growth 1s
good for the poor.
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a sustanable process. Many countnes achicved high
prowth rates m the 19705, for instance, bul grew
slowly or declined 1 the 1980s, This group iclud-
ed countries in Adnca (cp Tvory Coast, Gabon, Egypt,
Cameroon), Laun America (og Equador, Paraguay.
Brazil), and Asia (cg Syma. Saudi Arabia). In most
countres of unsustmined, narrowly focused growth
the vulput tnerease depended on windfall gains from
high prices [or raw matertal exports (eg oil), heavy
horrowing, massive lorergn inflows, or all three. If
these inevitably temporary windfalls were poorly
utilised, fnttered away 1 conspieuous consurmpon
or wasteful investment. the penod of rapud growth
wats inevitably followed by a period of stagnation.
Prices thul had rsen dropped again, logns became
duc, lereign investment and wmd slowed, unwise
investments required continued costly subsidies, and
consumption levels, once ratcheted up, proved diffi-
cult to ralchet down again in response o lighter cir-
cumslanecs,

But if rapd growth contmues for two decades,
the process 15 likely to become sell-
sustwning, and continuous, with wide-
spread benelits. Such lengthy growth
almost mevitably creates a rapidly ris-
mg demand for labour of all kinds,
including unskilled labour. Il there-
[ore rases the labour meome for
unskilled workers, which means most
ol the poor, In addition, such persis-
tent growth 1s rarely based on wind-
fall gains only. After two decades of
growth, a country usually has assured continued
growth by
+ adopting policies thal encourage entreprencut-

1al uetiviry and savings;

e developmy a set of mstitutions and habits that
lavour growth;

e making investmenls in human and physical ¢ap-
wal that are productive and have a competitive
advantage in that country
learming 10 ¢ompete internationally: and
generaung widespread support for the growth
stralegy the country has adopted because of the
widespread benelits which 1 has brought, thus
allowing the strategy to contimue.

All of these auributes yield continued econom-
1¢ returns when the windfall ends, and/or generates
the growth tn the first place, even in the absence of
such a windfall.

THE POLITICAL ECONOMY OF
SUCCESSFUL DEVELOPMENT

Wilhuul widespread support, government can-
not continue ¢ give prionty w development,

and cannel pursue policies that cadse short-term pan

to impaortant groups but are required for long-term

gam. For a development strategy (o be perceved
as suceessful, and maimntain polineal support, 1t has

Lo achieve at least lour objectives. These are wo.

® suse the income of the majority of the popala-
tron, of whom many i developing countries are
poer:

o nuntpate mevitable short-term sethacks te the
economy and reduce the unpact of external
shacks, cg droughts, floods, nsing import prces
or falling export prices, and so on;

& limr the conspeenous consumption of the rich,
which will contribure to political stabiliry and
encourage saving and investment; and

® pive hope to those who will remain poor for
Sewne Hme.

The key 1o achieving these objectives 1s rapid,
Jabour-intensive growth that creates strong demand
for unskilled labour. Indeed, contrary 1o the argu-
ment by those who believe that ‘small 15 beautiful”
and that “tnekle-down does not work” rapid growth
15 #ood for the poor. Most important 1s the accu-
mulating evidence that poverty penerally declines
1n countri¢s where per capila inicome grows rapid-
ly. while the number of poor increases duting peri-
ods of stagnation or a decline 1n per capila income.
There are exceptions, but they are exceptions.
Indeed, there 15 sound evidence that rapid growth
henefits the poor more than 1t does the rest of the
populatton. There 15 one exception, one caveat: the
poor benefil only if growth 15 labour-intensive, if it
creates demand for thetr labour,

But does the poor majority
matter?

Yes, For a development stratcgy to be sustamable,
it must be percerved to be successful by the over-
whelming majonty of the population. It has been
argued that authoritanan governments are preferable
lor rapid carly development, however regrettable
this may be. An authoritarnan governmment, the argu-
menl goes, does not have o worry (oo much about
what the majorty thinks. It can therefore ruthless-
ly pursue the needs of growth, squeezing u maxi-
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mum of resources out of the population to speed
up the process. In the longer term, cveryone will
be better off because the short-term well-being and
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tations have been raised by an carlier period of
tmprovement i income. If these are not mitigated
or counteracted, those alfected will usually blame

the political support of the majonty could be 1gnored.

This argument has two flaws: first, there 15 no
guarantee that an authonitanan government will use
1ts powers to bencfit the population, albert in the long
rather than the short run —or even that 1t will regard

the economie policies of the govern-
ment rather than the external cause,
with serious consequences for popu-
lar support of the government and its
cconomic strategy, Conversely, the

The ability to absorb
external shocks 15 o
crucial difference

cconomic development as an important objective, favourable political reaction will be  between successful and
compared 1o, say, ennching itself in the short rum, cspecially strong if income nses after less successful
whatever the cost. There are as many examples of  a period of stagnation. Expectations

counfries.

authoritarian governments pursuing short-term sclf-
interest as there are of such governments pursuing
their nations’ long-term interest, which implics some
attention 1o economic growth,

Second, there 15 evidence to suggest that even
authoritanan governments need to pay atiention (o
the econornic well-being of the majonty of the pop-
ulation. In the medium terrm of three to seven years,
democracies tend to vote out of office governments
that do not improve economic well-being. Under
authoritanan govemments, when elections are non-
existent or rigged, people express the same dissat-
1sfaction through riots or similar expressions of pop-
ular mood. A charismatic and populist leader who
offers hope instead of bread or rice can sometimes
stave off the day of reckoning, but not for long. One
ruthless enough may be able to suppress discontent
for along time, given modern methods in this field,
but it remains a high-risk gamble to assume that the
cconomic welfare of the poor majority in poor coun-
tnes can be ignored for any length of time. Discon-
tent cannot be suppressed forever.

Compensating for inevitable
external shocks

All the success stories have had scthacks, and will
continue to have periods of siow growth or ¢ven
decline. Sooner or later economies will suffer sharp
declines, however well-managed they are. Even
Japan must slow down at some point; no country can
continue to grow indefinitely at 4 percent per annum,
Some may yet take a fatally wrong turn. Droughts,
floods or natural catastrophes may occur, the price
of an important import (eg oil) may rise, the price
ot the most important export may fall, or there may
be a slump 1n the economy of the most important
trading partners, resulting m a drastic 1088 1n mar-
kets. In developing countries, declines 1n income of
1540 pereent are hard (o bear, especially if expec
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and commitments will be low, and
people will be pleasantly surprised by
the unexpected improvernent in therr cconomic well-
being. Therefore, 11 1s the successful government
with an effective strategy, or one that for other rea-
sons has arouscd the lughest expectations, that needs
10 be most concemned about unexpected short-term
sethacks to the economy. Rapid growth creates the
wherewithal for government (o set aside the reserves
needed to prevent sharp declines in income.

The ability to absorb external shocks is a cru-
cial difference between suceessful and less successful
countrics, A comprehensive strategy therefore antic-
1pates the inevitability of external shocks o the econ-
omy, and adopts policies before they occur that will
mutigate their effect. This 15 an action that only a
government can perform.

Limiting conspicvous
consumption of the rich

Substannal disparities in income and wealth are
nevitable 1n a capitalist system, They tend to be
large, visible and hard to bear in developing coun-
trics. The continued poverty of the majority can lead
to political tensions if the poor are constantly remind-
ed of these disparities by the conspicuous con-
sumption of the rich. Such tensions are (urther
cxacerbated if rich and poor are largely from dif-
ferent ethme groups, and if mobility between them
is limuted.

Differences 1n income usually do not matter,
because income 15 not visible; but differences in con-
sumption can be quite evident, particularly if the rich
engage 0 cONSPICUOUS consumption, Limiting vis-
ible consumption not only contributes to politcal
stability 1t also encourages saving and investment.
It consumption 15 difficult and ¢ostly because 1t 15
heavily taxed or otherwise restricted, then saving
and investing one's income will generally be more
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atiractive. Savings rates of 50 percent or more out
of industrial profits have heen achieved under these
crreumstances. It s true that limiting conspicucus
consumption 1s politically easier to achieve if the
mcome of the middle- and upper-income groups 1s
ristng rapidly, as a corollary of rapid growth.

Giving people hope

Even if per capiia income 1s rsing at 4 percent or

more a year, a high rate in terms of recent achieve-

ments, 1t will rake a generation or two for most of
the poor in developing countries to surmount
ahsolute poverty.

Therefore, 1t matters a great deal whether they
hope for improvement for themselves, or at least for
thetr children. One factor that generates hope for the
future 15 a steady and visible improvement in income,
which has already been discussed. Two other fac
tors that significantly affect hope are:

e whether children in the family have aceess (0
-education, universally seen as the principal pass-
port to a better life, and to reasonable medical
care, so that they are likely to survive to adult-
hood; and

e whether government is secn to care about the
wellbeing of the majority of the population, ot
is seen as indifferent and only concerned with
the elite. Avoiding rampant corruption 15 1mnpot-
1ant, for this reason as well as for efficiency. Rea-
sonahle pay for governinent employees can help
to limit corruption, and is more readily financed
1n A growing economy.

Another factor that helps to determine how gov-
ernment 15 perceived 15 the 1mage projected by 1ts
icadership. For example, 1f many pcople are suf-
fering because of temporary exogenous shocks,
while government claims all 1s well, then the con-
clusion that people ¢an justifiably reach 1s that the
governnent 1n power 15 either ignorant of or indif-
ferent to their lot. On the other hand, a leader can
show concern hy emphasising thal he knows people
are suffening and 15 determined to improve their sit-
uation, and hy announcing populist measures. The
measures may be largely cosmenc, and may have
long-term costs for the poor, hut in the short term
they may generate a good deal of support.

THE IMPORTANCE OF AN
APPROPRIATE ECONOMIC
STRATEGY

Rapld. labour-intensive growth 5 the key to alle-
viating poverty, mitigating the effects of exter-
nal shocks, and providing the resources to case social
tensions. Its achievement depends fundamentally on
a set of government policies and strategics that do
not aggravate market imperfections and distortions
hut that compensate for them, and which allows mar-
ket incentives to determine the behaviour of indi-
vidual firms. The stratcgy adopted 15 decisive.
There is a remarkable intellectual consensus,
probably for the first ime this century, on the desir-
ability of a relatively limited role for government
and a prominent role for market forces. However,
some disagreements remain over the extent to which
government should intervene in positive ways Lo
achieve an even better performance. The disagree-
ment centres on four issues:
® The extent of government management or con-
irol. Some activities, primarily the provision of infra-
strueture and social services, tend to be natural
monopolies: these typically include public health,
roads, railways and comrunications. There 15 gen-
eral agreement that such natural monopolies must
either he operated by government, or that govern-
ment needs 1o exercise some control over therr
prices. The disagreement is over whetber owner-
ship/operation or control is more desirable, In any
case, policies on these issues are generallv not cru-
cia} in determining whether development 15 suc
cessful or not.
o The role of industrial policy — ‘picking winners'
The extent to which government 15 hetter able than
private enterprise to determine m which industrics
massive imvestment 15 10 the long-term 1nterest of a
country, 15 very controversial, The proponents of
mndustrial policy point to the success of Japan, Korea,
Taiwan and, to a lesser extent, couniries in South
East Asia in support of their position. The opponents
pomt to two dangers of this approach:

— povernments can make mistakes in ‘picking win-
ners’ indecd they are more likely to make ms-
takes, since they are not nsking their own
monecy-" and

- governments may persist in mistaken policies
for much longer than prnivate firms would, since
the political costs of admitting error may be
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greater than those of backing their gamble with

further public resources.

The opponents sometimes cite the same coun-
tnes 1n support of their argument. Korea’s decision
10 Invest tn energy-intehsive mndustrics just ahead of
the oil price increases of the 19705 15 a favourite
example.

Advocates have recently made some headway
by cinng the achievements of the East Asian gov-
emments (including Japan and China) in promoting
industries that became successful exporters. But in
crung these examples, 1t 15 important to distinguish
between the relative importance of a government
role 1n picking particular industnes, and its role 1n
compensating for market imperfections.
®  Compensating for marker imperfections. Even
the most dedicated advocates of private enterprise
and the market recogmise that the market 1s not per-
fect. The exisicnce of externalities 1§ particularly
important: these include costs imposed by one eco-
nomic actor on another, or benefits that accrue to
those who did not generate them. A standard exam-
ple, which has become increasingly important, 1s
that of pollution created by one firm that raises costs
for downwind or downstream firms and consumers.
Less widely recognised as an externality 15 the cost
of breaking into the world market for manufactured
goods. Only society as a whole, acting through gov-
emment, can compensate for the costs of economy-
wide negative externalities, and develop positive
externalities. This 15 also truc 1n respect of other mar-
ket imperfections. For 1nstance, 1n the case of pio-
neer manufactured exports, government can provide
a general subsidy to all firms that break mnto the
world market with commodities that need to estab-
lish a reputation for quality. That subsidy would com-
pensate them for special costs they incur simply
because they are located 10 a country that has not
hstonically exported such manulactures.

The governments of most East Asian countrics
have extensively intervened 1n the economy to com-
pensate for market imperfections. Imually they pro-
tected infant industries to compensate them for the
costs of learning by doing, and of the orgamsed tran-
ing that proneer industnies had to incur. A mayor ele-
ment 1n the success of the East Asian countries was
policies that quickly made exporting highly prof-
1table, despite the additional costs incurred by po-
neer exporiers: these included a favourable exchange
ratc, subsidised credits, vanous other special gov-
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ernment concessions, and impont privileges or draw-
back schemes. Their governments also invested
heavily 1n social and physical infrastructure, includ-
ing education which combined the characternistics of
natural monopolies and major extemalities.

It can thus be argued that the success of East
Asian, and of some South East Asian, countrics was
less duc to the ability of government to pick indus-
tnal winners than to 1ts policies, which compensat-
¢d all firms for the costs of market imperfections.
At the same time, firms were systematically exposed
lo competitive pressures, the only effective guar-
antee of increased efficiency and lower costs.

How much government mtervention 1s desir-
able, and 1n what form, undoubtedly
varies from country to country and
over iume. It 15 certainly affected by
the strength and honesty of govern-
ment, both the political leadershup and
the civil scrvice, as well as by the par-
ticular country’s stage ol develop-
ment. When appropnate policies and
programmes are easily discerned and
simple to execute, then government
can be more effective than when the
economny and the environment in
which 1t operates are both highly complex and
changing rapdly.

The worst strategy

In an economy with abundant labour, substantial

unemployment and underemployment and scarce

capital and forcign exchange, the worst strategy-

# rations capital and foreign exchange, but makes
them cheap to those able to obtain them;

e makes labour expensive 1o employ in the organ-
15¢d, large-scale sector; and

® (ries to substitute government rules, controls,
allocations and management for pnvate incen-
tives.

The net result 15 inefficiency, slow growth, and
windfall profits for those who can twm the control
system to their advantage by means of influence,
pressure or bribery. Worse, an increasing propottion
of labour cannot find productive employment, but
ckes out an existence 1n Jow-pand casual and spo-
radic Jobs, This results 1n increasing social and polit-
1cal tensions, as large numbers of people see no hope
for their families.

Instead, they see the benefits of the system going

It 1s important lo
distinguish between the
relative importonce of
a government role in
picking porticular
industries, and its role
in compensating for
market imperfections.
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1o those with the best connections, not to those who
contribute the most, Rent and permit seckers become
the winners, not producers or innovators.

A better strategy

A better stratcgy leaves the functioning ot the econ-
omy to the markel, to private enterpnise, with a rmin-
imal! roe for government. In that system, if labour
15 abundant and capital and foreign exchange arc
SCATCe:

® labour will be cheap, and therefore productive-
ly employed:

# capital and foreign exchange will be expensive,
and therefore busincss will use them carefully
and work hard to generate more; and

# private incentives will strongly encourage sav-
ings, hard work, risk-taking and innovation.
The system will gencrate relatively rapid, labour-

intensive and efficient growth, Unskilled workers’
wages will be uniformly low, but witl nse over time.
Some inefficiency will be introduced to the system
by inherent market imperfections and failures, and
by earlier govemment mterventions leaving a lega-
cy of distortions that do not disappear overnight. As
in all capitalist systems there will be considerable
differences in income and wealth, and conscquent
social and political tensions. These tensions will be
exacerbated if much of the difference 1n economic
success is not due to differences in ability or hard
work but to past or current discimmation, 1heri-
tance, or past government favouritism,

The best stralegy

The best developtent strategy leaves the ownership

and management of enterpnises 1n private hands, and

lets the market determine prices and distribution

decisions, but will sce the government intervene to:

® compensate for inherent imperfections in the
market, such as the externalitics of breaking into
the world market;

® compensate for distortions due to hustorical acct+
dent, past government interventions, or institu-
tional ngidities, such as unemployment due o
lahour costs raised by past government inter-
ventions, or inadequate foreign and domestic
investment because of a lgh level of percerved
nsk;

& repulate or operate natural monopolies; and

e reduce the tensions that anse if reforms were to
cause extreme distress for some poor people, or

if conspicuous consumption rises during pen-
ods of austenity and hardstup for the majonty -
for mstance, by carrying out large-scale, labour-
mnicnstve public works programmes financed by
heavy taxes on conspicuous luxury consurmp-
fon,

Reducing impact of external
shocks

As regards reducing the irnpact of external shocks
on the poor majority, there are three major sleps that
governments have taken:
® The most important measure has been to build
up a reserve stock of staple food gramns, thereby pre-
vening sharp temporary increases 1n the prices of
foodstuffs consumed by poorer people. This 1s dif-
ficult to manage: there 15 always the nisk that the
reserve stocks will be used not to even out tempo-
rary fluctuations but to try to counteract longer-term
changes. Farmers will exert pressure on government
to buy more of these staples than needed for stabil-
1satjon purposes, in order w increase their payments.
If there are organised consumers, their interest will
lie in government selling more of the staples than is
prndent during periods of rising prices. Thercfore,
the most cffective stabilisation agencics have had
some degree of autonomy, and some clear guidelines
on when 10 sell and when to buy.
® The best insurance against the other major
source of external shocks arising in the world mar-
ket is an adequate reserve of foreign exchange.
Again, this is difficult to manage. It1s politically dif-
ficult, but nevertheless important, for governmemt
to use some of the windfall gains to maintain essen-
tial imports when the inevitable downturn in foreign
cxchange earning or transfers occurs.
* Some governments have also put a guaranteed
floor under the price recerved by farmers for some
major crops. Without such a guarantee, many small-
holders are unable or unwilling to take the nsk to:
— buy commereial inputs, such as fertiliser, on
credit in adequate amounts, because they are
afraid that the price they receive for their out-
put may fall so much that they eannot pay off
therr loans, feed their families and retain therr
land; and
— shift from the production of lower value food
crops to the production ol higher value cash
crops, because they fear that price of food could
ns¢ ¢nough, or that of the cash crop fall enough,
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to make it impossible for them to buy the food

they need and retain their land.

In combination, these three social insurance poli-
cies can dampen the cxtreme fluctuations 1in prices
that would otherwise take placc in the short run.
Since the poor suffer especially from short-run infla-
tion, such a strategy can reduce the sharp short-term
setbacks to the purchasing power, or the real income,
of the majority, which has such strong destahilis-
ing effects.

Flexibility ts built into a well-functioning mar-
ket, and 1nto well-functioning government policy
machinery. Centrally planned or highly controlled
economies, with theit bureaucratic decision-making
process, find it much more difficult 1o deal with rapad
change. Flexihility 1n government policy, especial-
ly in shaping the macro-economic environment, 15
also important, The most successful economies have
had governments that adjusted quickly, and antici-
pated major changes in the exterpal environment.

The strategy of distortion-correcting govern-
ment intervention outlined above can achieve high-

thible msponms fo nxfnmal

The markd is. riak good of anticipating -
and corracling in advance for the hlmii« -
' hood ihclf mmmn wnll daclim Thﬂ o||

trlu. rmimuinu:l ihmr accusiom s
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cr growth and greater labour intensity than on¢ of
complete laisscz faire, ot private enterpnse. It there-
fore leads to a more rapid alleviation of poverty and
defusion of social tensions. Besides thus, 1t can direct-
ly reduce such tensions, and therefore also the
chances of a backlash that could abort the reforms
needed to achieve successful development in high-
ly controlled economies. A crucial element 1n the
success of such an economic strategy 1s the main-
tenance of political support. Reaching and main-
taining a consensus on a dominant role for private
enterpnsc and the market, in making decisions, set-
ting prices and determuning commodity flows, means
that half the battle to achieve rapid growth 15 won
before 1t 15 joined.

But the economic millenmum has not arnived,
and seripus obstacles remain 10 the adoption of an
cffective strategy for rapid growth and poverty alle-
viation, For cxample, it 15 rare for cost-free reforms
not to be implemented only because those framing
policy are ignotant about their possible benefits. Usu-
ally there are clear, concentrated, tmmediate and cer-

dmbped ah uvarvulund wxghange. rote. L ) .
' terthah mont; boouusn of e lﬂnllbh '
" governnient policies. It invested some of

That made itunprofitoble fo produce
goods that could be imperted mora
cheaply, and mads it largely unprof-
itsble to export anything but oil (and
ather natural rescurces). Industrigl and
agriculhurol prodisction declined unless -
they. were hacwily subsidised, while
importing, frade, findncs ind supplying
government's needs flourished, Private

fivma respondsd to market incentives and

becama importers, tradars and govern-
ment cohtractors. Ne individual could
change the incentive system; they could
only respend o it. When oil revenues
dropped sharply-in 1982, governments
and private individuals in mamy coun-
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the windfoll revenues in education and

 infrastructure. Other resources went fo .
'aub:'i'di‘su, sometimas vic profection
* agoinst imports, scme of the productive

activitias that otherwise would net have

bean profitoble ot the: exchange rate’
determined by.the ofl windfall. Whan the

bonanzo came fo-an end, Indonasia had

‘@ much stranger productive base in
place than would hove been the case
without the verieus subsidies. The system
of subsidies was only fairly well-
designed and was distorted by political
ond personal factors. As a resul; it was

. :‘*Algtriu anid Nignma Mumr,
‘ dimqwon_s of the pmbfurn -hﬂdﬂ“ﬂ clear
‘tha Indsnesiin gaverninent devaluad the

cutvency by 60 percent and fook o series
of cthar sheps that provided an effective,

" i hidden, subsidy fo.exporters. The anvi-
', ronmant was alse made very attractive to
- foreign irvestors. The result has been an

axport boom that has pulled indonesio
out of its slump much mere quickly than
was trus for most ofher oil preducers. It
grew ai nearly twice the rafs of the aver-
age fuel axporters. Indonasic’s relative
success was almost whally due to the
greater lexibifity af government policy,
combinad with bmad scope for mrket

action.



The policies and
sirategies individual
enferprises pursue are
often less imporfant fo
the speed and nature
of growth than the role

of business as a group
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tain costs to the groups that lose out as a result of
reform. The benefits tend to he diffuse, uncertain
and delayed. Opposition 1§ therefore stronger and
better organised than support.

THE ROLE OF BUSINESS

he argument thus far has been that successful

development depends fundamentally on the eco-
nomic environment, and incentives created by gov-
ernment policy. In a market system there 1s also a
crucial role for business, and particularly for cntre-
preneurs, in managernent and innovation with respect
to individual enterprises. But government policy crit-
1cally influences whether business performs its func
tion so that Adam Smth’s *invisible hand’ assures
that the pursuit of self-interest by each individual also
effectively achieves benefits for society as a whole.
If the 1ncentive structure is sufficiently distorted, it
15 perfectly possible that the more effectively busi-
ness pursues its self-interest, the more damage it does
to the economy as a whole. Govern-
ment pelicy plays a very important
role in determining how efficiently
private business functions tn gener-
ating income and growth. It follows
that the policies and strategies indi-
vidual enterpriscs pursue are often less
important to the speed and nature of
growth than the role of business as a
group in influencing government pol-

in influencing  icy.
government policy.

Business contributes directly to
economic development in a number
of ways, for example through trans-
fernng technology, both internationally and within
countries; subcontracting to smaller companies;
accumulating investment capital; and establishing
constructive labour relations. Besides this, private
business is best able to provide the practical, spe-
cific and on-the-job training that 1s needed, but gov-
ernment needs to create the incentive structure so
that the amount and nature of training provided 15
what 1s needed by the economy and socicty. That
means that any firm which proneers a particular form
of traiming needs to be subsidised, to reflect the exter-
nal benefits it creates for other firms that now ben-
efit from a wained and expenenced labour force with-
out the necd to incor tramning costs. The efficacy of
husmness 1n transfermng technology therefore depends

heavily on government policies, and ¢specially on
whether government protects private firms from
competition or adopts policies which ensure that pri-
vate firms operate 1n a highly competitive environ-
ment. Government policics affect, in some cases fun-
damentally so, the important role business plays in
training, in developing entreprencurs, managers and
technology, in promoting new business through sub-
contracts, and 1n accumulating investment. In mar-
ket economies, a substantial share of all savings 15
gencrated by husiness.

But the environment that influences how much
15 1n fact saved and, even more, how much 1s invest-
ed 1n the country concerned, again depends very
much on government policy. Whatever the values
and attitudes of a society, savings will be increased
if luxury consumption 1s difficult and unattractive,
because some goods are simply not availahle and
others are expensive. If investment 1s attractive
because it yields high returns with minimal politi-
cal risk, that too will enhance savings, Conversely,
if investment is risky and returns are kept low by
government controls, while luxury goods are read-
ily available at low cost, it will encourage both con-
sumption and capital flight.

There are additional actions that individual firms
can take that will have a positive effect on devel-
opment. Firms acting on their own can stress com-
petence rather than connections. But if firms oper-
ate tn a competitive situation, or if they just want
to maximise their profits, what they can do in these
respects is strictly limited by the environment of gov-
ernment policies in which they operate, If govern-
ment policies reward contacts, for instance, then
firms too will need to be concerned: with the influ-
ence their managers have, not only with their abili-
ties. Therefore, the influence of business on gov-
crnment policies 15 what really matters. Even with
respect to activitics of business 1tself that affect
growth, govemment policies matter a great deal. The
crucial contribution of business, therefore, 15 to influ-
ence government policies. More importantly, if suc
cessful development depends prnimarily on the con-
sistent implementation of an appropriate strategy,
the most important role of the husiness commumty
15 to provide political support for such a strategy.

Thus 15 easier said than done. In most cases the
medium-term nterests of the individual business
enterprises with respect 1o government polictes run
counter to the long-term nterests of the business
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comnmunily as a whole, and the interests of socicty, #® The interest of the business community as a
There are several obstacles to business playing the
political role that could make the greatest difference

to the success of development, namely

whole, 1ts ‘class interest’ v Marxst terms, lies in
less povernment involvement 1n the economy. But
the interest of most firms lics in retaiming, and cven

India - why wos business unable/unwilling to influence govt policy? *

India’s post-independence nationalist
government was persuaded thot capital-
ism was inequitoble, and that since
indiganous copitolists were weak, the
capitolist route to development would
only strengthen the hands of imperiatism
in the guise of multingtional corpora- -
tians. The stote, they believed, could be
the principel engine for both growth
and equity, Tha Indian business commu-
nity passively accepted the socialist pali-
cies adopted by the government. There
ware thiree reasans-for this:
#  business leaders believed that,
despite the radical fune and rhetoric of
- the Nehry governmant, o mixed. econo-
my would pravail;

* many businessmen believed they
could personally prefit urider the pra-
posed ecanomic policies; and '
¢ business believed it was futile to
. fight against the widely held negative
beliefs about'the private sacter,

Thus business made litfle effort o
influsnce public opinion agairst the
govarnmant’s socialist policies, the ane
excaption fo this being the small inteliec-
tal orgonisation Forum for Frea Enter-
prise. Despite being an articulate voice
for the private sactor, it recaived litle
support from the business community
and was opposed by the Federation of
Indian Chambers of Commerce and
Industry {FICCI), the leading Indian busi-
ness association,

Throughaut the 19503 and 1960s
the FICCl avoided criticism of the gerv-
ernment’s development sirategy. And
even when industrial growth began 1o
grind to « near halt in the 1970s, the
FICCl's efforts fo propase alterndtives to
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government palicies remained muted.
The FICC! proved to ba more concerned
with protecting tha interesty of tradition-
al industries such as texdiles, jute ond tea
than becoming the voice of the entire
business community.

In the absence of any coherent and
pawettul voice, individual firms made
their own deals with gavernment that in
turn enabled the geverming Cengress
party and its politicians fo axtract
resourcas from the-business sector for
slactions and for private gains. Many of
the smaller Arms and trading estoblish-
ments, undercut by gmmrﬁmnni financial
institutions and by gevernmartt efferts o
control trade, became financial support-

ars of the opposition, a Hindu nationalist -

parly whose militont Hinduism and onti-
Muslim sentiment struck an emofional
chard among the desply religious mem-
bers of the trading communities,

The indion business cammunity was
divided not only on the question of how
to deol with government, but also on the

"bosis of caste, language, religion and

region. There were sepaircie associa-
tiens of Bangali and Marwari businesses
in Caloutte, differances botwesn the Cal-
cutta and Bombay business communi-
ties, and differences between Indian-
owned and Europsan-awned firms, oll
of which moda any coharent palicy on
the port of business difficult,

Why was business unable or unwill-
ing to use its financial cdlout - the power
to invest or not ka invest - to influence
governmant policy? Why did the busi-
ness sector not create an dllionce with
the ugriculiural sector, as it did in Japon
and elsewhera 1o elect pro-business,

pro-growth politicians? The explanations
offered thus far — divisians within the
business communily by caste, athnicily
and region; papular antipathy toward
middlemen; the reluctance to confront
the nationalist hestility ke capitalism -
are only portial explanations.

By the and of the 1940s indian
business was in no position to call for o
change in industrial policy, for by then
few Indian firms were able to compete
in the world economy under open mar-
ket conditions. The import substitution
policy led o the growth of inefficient
companies, whose costs and prices were
simply toa high to allow tham to com-
peta globally,

Business was unable fo usa ik
financial pewer to withhold investment,

alsewhere o powerful instrument for

influencing policy-makers, International
oid denors provided India with the for-
eign axchange the government nesded
to impart capitol goeds for its public
sactor, By reducing pressures on the bal-
ance of payments, foréign assistance
enabled the Indian government fo main-
toin its policy of restricting foreign
investment, and whan fereign aid

.declined in the 19705, india wos able 1o

obtain foreign exchange from the remit-
tances sent by Indian workers in the
Middle East.

The indusirial policy changes intro-
duced in 1991 by the prime minister
were driven by tha couniry’s finoncial
crisis, not by pressure from the business
community or bacauss the country's
politicians, economists ond bursaucrats
hed fundamentully rethought industrial
development strafegy.
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expanding, government interventions that benefit
that particular firm. Acting n 1ts self-interest, cach
firm will press for cxpanding some interventions,
although most will damage economic efficiency.
While the owners and managers may favour less
intervention as a pnnciple, they will pursue this aim
lcss passionately than interventions that benefit their
firmn directly and specifically. All of business, with
cach firm acting 1n 1ts own interest, will then joint-
ly be increasing government intervention. It 15 only
by acting collectively, in their jount interest, that they
will support reform, even though some parts of the
relorm package damage a parucular firm.
¢ Somc reforms, some aspects of reduced gov-
ernment intervention, actually harm the interests
of more businesses than they help, at least in the
short term. For instance, in many econornics more
firms produce for the domestic than for the world
market, In such a situation, lower tanffs hurt the
business community. It will therefore take a srates-
manlike, long-term view for business to support
lower tariffs. Yet wariff reductions may be essential
to increase the efficiency of the econormy. They will,
therefore, in the long run, benefit the business com-
rnunity through more rapid growth and a more pros-
perous economy.
¢ Maintaining support for reform will usually
require taxing the wealthy — particularly taxing, cven
restricting, some elements of thewr consumpuon. One
reason would be 1o generate resources for measures
to mitigate the negative effects of reforms on the
most vulnerable groups. It would be in the interest
of business to support this, to avoid a serious back-
lash that could abort reforms that are favourable to
business 1 the long term.
® With a declining share of the economy under
governmenl management, and less control over the
cconomy, there 1s a greater need for government to
strengthen consumer protection. Business would nor-
mally resist most of these measurcs. But if they are
not implemented, 1t will strengthen opposition to
reform because 11s by-products include monopoly
pricing by private firms, increased fraud and so on.
To make 1ts most important contribution to a
successful national development effort, business will
have to act collectively, in the long-term interest of
the business commumity and the economy, and
accept some incasurcs 1t dislikes 1n order to main-
tawn widespread support for 2 more market-onented
strategy. Given the widespread conflict between the

narrow Lnterests of a particular enterpnse and the
broad 1nterests of business as a whole, pressure from
individuai business may not effectively support
reforms. Rather, the most effective and reliable sup-
port for reforms and for sensihle policies will come
from orgamsed business groups.

If 1t 15 government policics that largely deter-
mine the rate of savings and investment, the effi-
ciency of enterpnises as a whole, the ability 10 sell
into the world market and therefore to buy from the
world market, and thus the rate of growth and the
distribution of the benefits of development, then the
influence of business on government policy 15 1ts
most important contribution to economic develop-
ment. The main point 15 that 1t 15 business’s politi-
cal role that 15 most important in determintng the
success or failure of economic development.

If the whole business community cannot or will
not act to support reforms, because too many firms
are concerned primarily with their own survival and
short-term prosperity, then the reform effort will need
to enlist part of business. Exporters and the more
dynamuc firms tend to be more supportive of reform.

' They get few benefits from the typical highly pro-

tective system, and can directly benefit from some
reforms. Once the reform process 15 under way, 1f
118 successful 1t will expand and strengthen its own
COI‘ISU{UEHCY_

CONCLUDING REMARKS

xperience has shown that raising the income of
Ethe poorer 30-6() percent of the population
requires the creation of productive employment for
the unemployced, the underemployed, and unskilled
additions to the labour force, which 1n developing
countries 18 the great majonty. This 1s probably the
most important factor affecting political support for
a development strategy, and the government that car-
nes 1t out. The economic strategy adopted 18 crucial
to the success of a development strategy. Only by
acting collectively can the business communmnity con-
tribute to the adoption of an approprnate economic
stratepy. To act against immediate self-1nterest 1s
never casy, but it may be feasible if it 15 donc through
a collective orgamsation of business, and husiness
realises that the expected benelits are large. The ben-
cfits 1o business of successful development, in terms
of growth and profits, would indeed be large.
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Transitions to democracy in European
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here were no democracies before 1776, It

follows that every country in the world that

15 a democracy today has undergone a tran-
sition from undemocratic to democratic rule. So, far
from this being an extraordinary occurrence, as 15
often suggested 1n South Afnca and 1n other coun-
tries that are undergoing such a transition, this must
he regarded as a normal stage 1n the history of any
country.

TRANSITIONS TO
DEMOCRACY

hree kinds of undemocratic governments can be

distinguished 1n Europe and North Amenca mn
1775, and we find three kinds of transition to democ
racy more or less corresponding with them 1n sub-
sequent history. The easiest of these transitions 15
exemplified by the American colomes, where par-
tially democratic asscmblies already existed hut were
not sovereign. These assemblies asscried their inde-
pendence n the Declaration of Independence of
1776, and 1t was by negotiation among the resulting
13 sovereign governments that the Amenican Fed-
eration — the United Statcs of America - was formed
and the Amencan constitution ratified. Other tran-
sitions to democracy along these lines later occurred
in Canada, Australia and New Zealand, except that
in those countries imperial power was withdrawn as
a result of agreement and not of revolution, What
15 special ahout these transitions ts that the mstity-
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tions necessary for democratic government were
already largely in place when the transitions took
place, and the latter were essentially a matter of
increasing the power and authority of those institu-
tions. However, the Amencan transition to democ
racy cannot be said to have beeh complete until 1964,
when the last effective restrictions on the franchise
of hlack people were removed, In total, the Ameri-
can transition to democracy 1n the full modern sense
took just less than 200 years,

In Europe we can disunguish two roads to
democracy, which tend to correspond to two types
of pre-revolutionary governments — constitutional
oligarchies, and autocracies. On the one hand, we
have a process of successive reforms where an exist-
ing povernment extended the franchise 1n stages
under the existing constitution, until full democra-
¢y was attained after a considerable penod. The best-
known example of this process, and on the largest
scale, was that of Britain, but something similar to
this also happened 1n Holland, Belgrum, Sweden,
Denmark and Switzerland,

On the other hand, there 15 the process of tran-
sition to democracy by revolution. By far the best-
known example 15 that of Francc: others are Spain,
Portugal and Italy. Rhetoric and mythology to the
contrary, the record of revolutions 1n establishing
democracy 15 not good. There have been more rev-
olutions 1n European history that failed to establish
democracy than those that succeeded 1n doing so,
nor have those countries that followed the revolu-
tionary path attained ultimate democracy faster than
those that did not. By way of illustration, 1t 1§ use-
tul to consider the well-documented histories of
Bntain, France and Germany.

Britain

The transition to democracy in Britain occurred in
four major steps, with more 1n between. The first
major change took place i 1832, when the franchise
was both extended and placed on a more uniform



Where the activiies of
the business communily
can be detected, it is
very rare indeed fo
find all of it on the
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footing. Under the 1832 constitution, perhaps 20 per-
eent of the male population had a vote, and the
inequalities 1n the value of votes were greatly
reduced, though they remained considerable. In 1867
the franchise was further extended so that somewhat
more than half the male population had a vote, and
at the same time the inequality in the value of votes
was reduced to 1nsignificance. This change took
place under conditions of virtual consensus between
the two political parties. The Liberals introduced a
bill to extend the franchise, and the Conservatives
immediately thereafter passed one that was consid-
erably more far-rcaching. The third mayor step took
place 1n 1918, at the end of World War 1, 1n an
atmosphere of social consensus. The
franchise was extended to all men and
some women, and by this time no
mmportant anomalies remained regard-
ing the value of votes. The franchise
was finally extended to all adulis 1n
1929.

It 15 a matter of opimon whether
the 1832 franchise formed part of a
transition to democracy. In a modern
situation 1t would certainly be argued that, on the
contrary, it was an atternpt to save the oligarchy, and
this 15 probably the Jight in which many of those who
participated 1n it saw it. It 1s very possible that it was
1n fact a crucial step towards democracy, while 1t
was mtended to be quite the contrary. If we count
the change in 1832, Bntain’s transition to democra-
¢y took almost exactly 100 years,

same side.

France

In 1788 France was an autocracy. Following the
French Revolution the First Republic was estab-
lished, based on universal male suffrage. While 1t
lasted, this constituted the world's most complete
democracy up to that time. However, it lasted a very
short time. First, power was usurped from the clect-
ed assembly by the Commuttee of Public Safety,
which exercised dictatorial power until the com-
mittee itself was overthrown, After a series of coups,
the military dictatorship of Napoleon was finally
established m 1802, This reprcscnts the first failed
attempt to establish a democracy by revolution. In
due course Napolcon was overthrown by his foreign
cnemtes, and the French monarchy was restored,
coupled with a parliament based on a very narmow
franchise. This lasted only until 183(}, when, 1n an

almost bloodless coup, the king was replaced with
another, and the constitution was changed, inter alia
to extend the franchise significantly. The resulling
‘monarchy of July' resembled the 1832 English con-
stitution farly closcly. In 1848 the monarchy was
overthrown 1n a major, violent revelution, resuli-
ing 1n the Second Republic based on universal male
suffrage. The republic was overthrown within two
years by a military coup, leading to the cstablish-
ment of the so-called Second Empire under
Napoleon IIT. While the empire’s constitution was
not demeocratic, 1t was validated by more than one
referendum based on umiversal male suffrage. The
genuinencss of these refercndums has been ques-
tioned.

Following the defeat by Germany i 1870 the
Sccond Empire collapsed, and by general consent
of all the political groupings, elections were held on
the basis of unuversal male suffrage the following
year. This led to the election of an extremely con-
servative assembly with a considerable majonty of
monarchists. The monarchists could not agree on
who should be king, and the Third Republic was
established as a reluctant compromise. Left-wing
groups tn Paris refused to accept the result of the
election and attempted to overthrow the povemment
by force, leading to the largest civil disturbance 1n
the history of France, the outbreak known as the
Pans Commune. This uprising was suppressed, and
the Third Republic survived. In 19th-century terms,
France was now a democracy. The vote was extend-
ed 10 all women 1n 1945.

The mntroduction of democracy here, as 1n
Britain, took place 1n an atmosphere of widesprcad
political consensus. We should not imagne that, after
some unsuccessful attempts, France finally made the
transition to democracy in one single leap. Rather,
we should regard each of the constitutions, from the
Restoration monarchy through the monarchy of July
to the Second Empure, with 1ts acknowledgement of
the referendum, as steps 10 this direction. So the tran-
sitton to democracy, 1n 19th-century terms, took
some BO years.

Germany

The casc of Germany 15 complex, and includes ele-
ments of everythung. Before 1848 all the major states
of Germany were autocracies, while some of the free
citics were oligarchic republics. There was a series
of revolutions in 184%, aimed at establishing more
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ot less democratic constitutions, but none of these
was fully successful. Nevertheless, most of the states
emerped after 1848 with constitutions of sorts, and
with elected assemblics based on a restnicted fran-
chise, After the German Empire was established in
1870, the franchisc, at least for impenal purposes,
was extended to all males, but for the purpose of
electing a parliament that was not sovereign. A great
deal of power was rescrved for the emperor, to whom
alone the executive was responsible. In 1918, fol-
lowing the German defeat in World War 1, Germany
became a republic, and the limitations on the power
of the elected parliament were abolished. So, 1n 19th-
century terms, Germany was a democracy. As we
know only too well, this democracy did not last and
gave way 10 1933 1o the dictatorship of Adoif Hitler,
In 1948, when the independence of Germany was
restored (at least in the west) by the conquering
allies, West Germany became a full democracy with
umiversal suffrage, and has remained one ever since.

Other countries in Europe

Some important events in other European countries
need to be noted. In Russia in 1917, following a
small-scale but nevertheless violent revolution, a
provisional government was established and clec
tions were called for a constituent assembly based
on universal suffrage. When the outcome of the elec
tion became known, the Bolsheviks, who had failed
to securc a majority, overthrew the provisional gov-
ernment by force, dispersed the constituent assem-
bly, and established the communist dictatorship
which lasted until 1992,

After an attempt to establish a democracy
between 1931 and 1936 had ended 1n a mayor civil
war, and a dictatorshup, Spain made a smooth con-
stitutional transition to democracy 1n 1976. Portu-
gal 1s onc of very few examples in Europe of democ
racy successfully established by revolution at the
first attempt. In 1975 a violent but small-scale rev-
olution overthrew the dictatorshup of Dr Salazar, and
after a peniod of relatively minor disorder a democ
racy was successfully established.

THE ROLE OF BUSINESS

t18 rare 1o find business displaying a high pro-
file 1n political events 1n the 19th century, and 1t
1s not always easy to discover what was gong on
behund the scenes; where the activities of the bust-
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ness community can be detected, 1t 15 very rare
indeed to find all of 1t on the same side.

It 18 necessary to distinguish between the indi-
rect consequences of the ordinary activittes of the
business community, and consciously conccrted
action undertaken to mfluence the political process.
When looking at the latter in respect of business
communmities in Europe 1n the 19th century, the pic
ture 15 complicated.

Business in the political process

In the carly stages of democracy, the European busi-
ness commumtics tended to align themseclves with
liberal parties whose agendas included demands for
efficiency and rationality, opposition to cstablished
churches, opposition to class privilege, and strong
{but not consistent) support for human rights. These
business-onentated liberals were consistent enemies
of slavery. However, the liberals were equivocat on
democracy. When engaged in demanding political
nghts for themselves against feudal regimes, they
often used quite extreme democratic rhetoric, but
when they had secured power for themselves, or a
share of power, their enthusiasm for
more democracy was often less obvi-
ous. In Britatn 1t was the Conserva-
tives, not the Liberals, who extend-
ed the franchise significandy in 1867,
although the Liberals had, in the pre-
vious year, proposed a less far-reach-
ing extension. If the Conservatives'
extension of the franchise was based
oh calculations of electoral advantage,
then these calculations proved to be
correct. During the 35 years of the
1832 franchise, the Conservatives
were 1 power with a clear majonty
for only si1x. Dunng the 51 ycars of the [867 fran-
chise, they were 1n power with a clear majority for
half the time.

Although the historical link between business
and the liberal parties was originally seen as very
strong, as different 1ssues arose 1n 19th-century pol-
itics the business community became more and more
divided, and appeared on both sides of virtually all
the big 1ssues, Apart from democracy, the three great
1ssues 1n 19th-century politics throughout Europe
were frec trade, impenalism and militansm.
®  Free trade: This was reparded as one of the basic
tenets of liberalism. In Britain, apitation against the

scones.

It is rare to find
business displaying a
high profile in polifical
evenls in the 19th
century, and it 1s not
always easy fo
discover what was
going on behind the
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crony capitalism
creales enemies. When
favours are bestawed
on some they are
dented to others, and
so the stronger the
friends of the regime,
the more bitter its
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Corn Laws — e, agricultural protection —1n the 18405
was probably the most spectacular and unambiguous
manifestation of political activity by the business
community as a whole (or at least most of 1t).

Except n this case of the Com Law, we find the

business community divided on the 1ssue of protec
tion. This 1s hardly surprising; one cannot protect a
whole economy. Protection increases prices, and
these 1ncreases have to be paid by somehody. The
clash of interests over protection 1s not between pro-
ducers and consumets, or labour and capital, but
between different sections of business, the inter-
ests of labour and capital within cach section being
the same. 50, in France and again in Germany we
find some businesses favouring protection, and oth-
ers opposing 1it. When 1n England agitation for pro-
tection cmerged again towards the end of the 19th
century, businessmen were at the forefront of this
movement, while businessmen were also in the fore-
front of the oppasition (o it.
&  Militarism: After militanism became discredit-
ed by the two world wars, 1t became customary for
the opponents of business to focus on the connec-
tion between business and militaristic regimes, as is
exemplified by talk about the ‘military-industrial
complex’ - indeed, they commonly alleged that the
wars were brought about by business
interests. However, 1n the time before
World War 1, when militarism was
extremely popular, especially among
members of the working class, the
accusation constantly levelled at busi-
ness was that it was unpatriotic and
undependable {rom a nationalist point
of view because of 1ts international
ties. The favounte term of opprobri-
um used 1n this context was ‘interna-
tional capital’

The fact 18 that there were ele-
ments of truth tn both lines ol atlack
on husiness. The military=indusirial
complex did exist, especially in Ger-
many, but it did not involve the whole

enamias,

of industry; only particular and limited sections of it
The international ties and 1nterests of business were
also real, but again they were important to some busi-
nesses and not to others.

There are at least three rcasons of self-interest
why husinesses that did not benefit from armaments
should be opposed to militarism. Firstly, 1t 15 costly,

and they would have to contribute to the costs. Sec
ondly, militansm withdraws people from the labour
market 1nto the army, and has a tendency to raise
wages. The third, however, 1s by far the most impor-
tant and 18 the point on which the eritics who talked
about ‘international capital’ focused, Not only war
but preparation for war and indeed the promotion of
extreme nationalist sentiment 1n the population are
bad for trade. This 15 the essential reason why mil-
itansts and extreme nationalists have always regard-
ed business at large, as distinct from those particu-
lar scctors of husiness that are close to them, with
susptcion and distaste. Napoleon's famous sncer at
the British as a nation of shopkeepers illustrates this
pont.

o Imperwalism; One of the most striking facts about
19th-century Europe is that in every success{ul impe-
nalist country there was a strong, persistent and bil-
ler anti-imperialist opposition. In Britain, opposition
to tmpenalism was strongest in the small business
scctor, among people such as shopkeepers, although
there were also large businesses that did not partici-
pate in impenalist trade. Liberals were also original-

ly anti-impenalist, but once again the extent to which

this reflected business interest varied.

There 15 one more phenomenon that has ¢on-
tributed to the confused and equivocal relationship
between business communities and different politi-
cal regimes. The relationship was also influenced by
what has been referred to in recent times as ‘crony
caputalism’. This is the situation where a government,
by means of elaborate, systematic and large-scale dis-
crimination, confers major favours on particular bus:-
nesses owned by people close to the regime, and
cnables these people to build large personal fortuncs.
However, the pount that we must not lose sight of 15
that just as much as it ¢reates friends 1n the business
community, crony ¢apiialism creales enemics, The
essence of 11 15 discnmination, When favours are
bestowed on some they are demed to others, and so
the stronger the friends of the regime, the more itter
its enermes. This describes the French Second Empire,
which was at all tmes a controversial regime; strong-
ly supported by some, hated hy others, and with this
division being found 1n all classes.

Given all these complications, 1t 15 not surpris-
ing that we do not find business playing a concert-
ed and consistent role in the development of democ
racy 1n 19th-century Europe. Business could not
intervene 1 the political process with any measure

DEVELOPMENT AaMND DEMOCRACY



of unity or strength, and the relationship between
business and the democratic transition tends to be
confused and ambtguous. Businessmen have tend-
cd to act in their own self-interest, although we must
not assume that 19th-century busmessmen, any more
than other people, were always motivated by con-
siderations of self-interest. There are many exam-
ples of businessmen who took political positions
contrary to their apparent interests, the most extreme
example bemg Friednch Engels, a frnend and sup-
porter of Karl Marx, who was hrmself a manufac

furer.

Indirect consequences of
business’s activities

There are only two pomnts on which we would
expect, and indeed find, a certain degree of consis-
ency.

Trrespective of their particular interests, all busi-
nesses fear disorder because they have assets to lose
and disorder 15 bad for trade, so we would not expect
to find the business community actively involved 1n
promoting violent revolution. On the other hand, for
precisely the same reasons, businessmen were often
prominent in promoting reforms which they hoped
or belicved might lead to disorder being avorded.
History tells us that democracy came about more
often as a result of reform than revolution, and that
revolution seldom produced democracy. So those
who promoted reform in order 1o avoid revolution
may have played a major role 1n hninging about
democracy, even if they did not (ntend to do so.

The sccond point 15 that the same fear of disor-
der generally led the business community to uphold
a democratic regrme once 1t was In existence, pro-
vided 1t was able to deliver the basic requirements
of government. The business community as a whole
played a significant role 10 ensuring the survival of
the French Third Republic. This 1s corroborated by
the reputation that the Republic had at the time of
being a businessmen’s regime. Sometimes, 1ts crt-
1cs referred to 1t as ‘the Rentier's Republic’ Of
course, a renticr 15 not a businessman - 1t 15 a per-
son who holds government stock and lives on 1nter-
est, hut the relative orderliness and stability that
served the interest of renticrs also served the inter-
est of business, and also served Lo perpctuate
France's first successful democracy.

In Europe democracy did not generally come
about as a result of revolution, and even when 1t did,
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1t was clearly only because other circurnstances were
[avourable, For this reason, we have to take sen-
ously the influence of activities that were not nec
essarily mmed at promoting democracy. One of these
15 education. In virtually all cases, the spread of edu-
cation preceded rather than [ollowed the establish-
ment of democracy. From the carliest days in the
15th century, English {actory owners made a prac
tice of establishing schools for the
children of employecs, and one of the
accusations brought against the fac
tories by their Conservative critics
was that they ‘were cducating work-
ing class children beyond their sta-
tion’

Ttus concept ighlights one of the
major 1s8ues involved 1n the transition
from a feudal to a democratic society.
In feudal societies, 1t was assumed
that people were born on a particular level, where
they were required to remain for the rest of their
lives. The breakdown of those barrters and the pro-
motion of social mobility was one of the major ele-
ments of the Liberal agenda, and on this 15s5ue, busi-
ness was always on the Liberal side. Clearly, more
was tnvolved than just economic self-interest. It was
related to a whole vision of lifc that grew out of trade
and business, and was quite different from that fos-
tered by a static agniculiural society.

At the same time, employers had a clear and
obvious motive of self-interest for opposing any rules
that restricted their nght to employ anyone tn any
capacity. There could be little doubt that the main
purpose of cducating the children of their factory
workers was to ensure that they would have an ade-
quate supply of people fitted for the more semor and
responsible posts 1n their factones in the future,

It has been noted again and again, and 15 beyond
dispute, that throughout modem history the transi-
tion to democracy has followed on a considerable
period of cconomic development under capatalism.
Until 19901t was possible to say that no country had
ever made a successful transition to democracy with-
out also having undergone such development. In the
light of the events of 1990 and subsequent years, this
1s no longer true. A number of countries that had
undergone economic development under centralised
socialism are now engaged 1n a simultaneous tran-
sition o democracy and to capitalism, It may be,
therefore, that it 1s economic development as such,

History tells us that
democracy come about
more offen as a result
of reform than
revolution, and that
revolution seldom
produced democracy.



THE ROLE OF BUSINESS SERIES

rather than economic development under capitalism,
that 15 a necessary prerequisite for democracy. On
the other hand, the lstorical link between capital-
1sm and democracy has been strengthened by these
events, since all the new democracies in central and
eagtern Europe arc also engaged 1n a transiion to
capitalistn.
Because business activity mstoncally precedes
the nse of democracy, it follows that capitalist busi-
ness can and does coexist with unde-
Because busmess mocratic regimes. The symbiotic rela-

.. tions 5 :
activity hls'oﬂca"y ionship between business and the
government clearly existed 1n Europe,
Pmade’ the nise of and business was able to co-exist not

democracy, it follows  only with undemocratic regimes that

that capifuh'sf business Were on the whole well disposed

towards 1t, such as the French monar-

chy of July, or the British regime after

with undemocratic 1832, but also with regimes distinct-

mg,'m“. ly unsympathetic to business, such as

the British regime before 1832, the

regime of the Tsars in Russia, or the Austrian Empire

in the first half of the 19th century. The ability of

capitalism to survive and operate in a hostile envi-

ronment is one of its particular characteristics, and

if, as the historical evidence suggests, 11 15 4 pow-

erful agent for change, this ability 1s of the greatest
importance,

can and doas coaxist

CONCLUDING REMARKS

Po]itica] issues of the 19th century were divisive
ones, and business rarely acted as a united and
consistent body to promote democratic regimes.
While nonc of these assertions are capable of proof,
it seems likety, judging by the mstoncal records, that
the crucial role that business played in bringing about
democracy 1n the long run consisted mostly in the
breakdown of barriers to social mobility and the pro-
motion of education. These were done partly out of
self-interest, partly out of moral conviction, but a
kund of moral conviction that grew 1n the atmosphere
of business and generally not 1n the atmosphere of
agriculturc.
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‘Thickening’ civil society: the impact
of multinationals in China

Gordon Redding

Gordon Redding 15 head of the University of
Hong Kong Business School. He holds a degree
in economic geography from Cambndge
Unwversity, ond a dociorate from the Monchesier
Business School, He 15 the author of numerous
books, including The spirit of Chinese
capitalism, Managers for Asia/Pacific, The
enterprise and monagement in Eost Asiq,
Management development 1In Asia/Pacific, and
Capitalism in contrasting cultures. His current
research 15 in three fields: the companson of
business cullure in Pacific Asio; the implications
of the overseas Chinese for China; and the
crosscultural problems encountered in
multinationals.

‘Indochuna, China, Russia: Despite the large
volume of investment flowing in, these economies
are not backed by a solid legal and conceptual
SJramework. Multinationals should help 1o
stimulate the creation of such networks.
Economist Intelligence Umt, Business Asia,
10 May 1993,

y accident of history, Hong Kong reverts to

China n 1997 Hong Kong 1s the headquar-

ters of the Asian offices of 670 multination-
als, most of which are there because of the possi-
bilities for cntering China. As Hong Kong moves
towards 1997 and Chinese sovereignty, 1t does so
during a penod of unprecedented growth. Although
it will, to a degree, be scaled off under the “one coun-
try — two systemns’ principle, it will nevertheless exert
a great deal of mfluence over the modermsation of
Chuna. Above all else, it will be an example of a soc1-
ety with a dense and claborate civil society, built
under the strong influence of the interests of nter-
national business. China regards Hong Kong as a

DEVELOPMENT AND DEMOCRACY

revolutionary cell, and the extreme resistance of Ber-
jing to a voting constituency of even 20 percent of
the population, and the reduction of the voting age
from 21 to 18 (as in China), indicates the nervous-
ness over democracy in the ultimate totalitatian state.
This means that the penetration of civil society will
be slow, and the responsibility for its encouragement
will not be government’s. It will be the pnvate sec
tor, especially multinationals, that will influence the
building of civil society in China,

Much of the empirical information underpin-
ning this study 15 drawn from the proceedings of a
conference held 1n Beijing 1n September 1992, at
which the State Commuission for Restructuring the
Economic System and the Stock Exchange of Hong
Kong discussed the development of a ‘*healthy share-
holding system’ The speakers represented a large
number of multinational merchant banks, account-
ing firms, lawyers, professional bodies and 1nstitu-
t1ons. Therr role was to make clear the conditions
and processes involved 1n a modem financyal mar-
ket. The clear implication 15 a form of societal tech-
nology transfer that would eventually make the cap-
ital market system of China more complex, more
sophusticated, more widcly accessible, and probably
very much more active. This 1n turn would sponsor
related developments in professionalising, in edu-
cation, and 1n the growth of supporting institution-
al structures. It 1s this ‘thuckening” which 1s the object
of study.

BACKGROUND

hima has always been a totalitarian state, and

remains so. 50 far, the evidence 15 that the grip
of the Communist Party on policy-makmg and on
the military remains unyelding.

Having said this, 1t 15 possible to observe large-



The making of a civil
sociely, often over
centuries, enkails the
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scale change taking place. Radical change 15 now
occurnng in China in the economic sphere, and it 15
clear that Deng Xiao-ping 15 driving this process. Fur-
ther reforms are announced almost daily, and the
atternpt by Ju Rong-ji to pursue further growth whilc
preventing overheating 1s beginming to secm suc
cessful. Since the 1979 change of policy, and the
launching of Deng Xiao-ping's reforms, the pursuit
of the ‘socialist market economy' has led to the
importing of a vast new array of ideas, Such 1deas
have commonly accompanied more tangible imports
such as factories, managenal systemns, joint venture
apreements, products and capital, but the flood of
1deas 15 leading to change. The change 1s commonly
discussed 1n terms of the economic sphere: new forms
of axation, new commercial laws, new forms of own-
ership, and new processes of decision-making.
These quite remarkable experi-
ments in compromise are being fos-
tercd without excessive concern over
the paradoxes they entail. The econ-
omy is increasingly market-driven,

consiruction, by frwly but without many of the instraments

co-oporaﬁng of a market economy. Comprormises

in dividua’s, of Fiemre from the unresotved dilemmas

v e . * inherent in the attempt 1o Modermse
inshtuhons sitvated without political decentralisation.

between the individual The taking back of Hong Kong

ond the state, leaves two separate systems adjacent

to each other, Control 15 bemng cen-
tralised and decentralised at the same time. Political
1deology and economic ideology are 1n different
compartments. The inherent contradictions of a
‘socialist market economy’ are being dealt with prag-
matically and empincally as they are encountered;
they have not yet led to any fundamental shift of ide-
ological position.

CIVIL SOCIETY

I n operational terms, the making of a c1vil society,
often over centunes, entails the construction, by
freely co-operating individuals, of institutions situ-
ated between the individual and the state. The insti-
tutions of civil society have the function of provid-
ing order and representing widespread interests of
people who would otherwise be strangers. It 1s
important to note that the family itself is not a com-
ponent, and that the institutions 1n question are capa-
ble of posing, 1n fact arc arguahly designed (o pose,

an altemative locus of identity for the individual per-
son. Thus 1s nat to say that they are incompatible with
the persistence of family loyalty. Rather, they weak-
en 1ts moenopoly.

An example of such an nstitution 15 a profes-
sion - let us say medicing, accountancy or engi-
neering; equally so a trade union or trade associa-
tion, or an environmental protection associaiion that
might put pressure on government. The function of
such bodies 15 normally to produce order 1n a cer-
tain domain of social life. This 15 done through the
establishment of regulations, and systems of sclf-
government. Thus medical societies police the con-
duct and standards of theirr own members. Engineers
covet membership of their societies, and conform
professionally in consequence. Accountants govern
their own conduect via apditing. Each provides sta-
bility and predictability of conduct 1n a particular
field. The end result is a standardisation of behay-
1our that diminishes mistrust between strangers. This
in turn fosters the growth of exchange belween
strangers. The intense kinds of growth typical of
modern societies. are then feasible.

Ttis regularly argued that China is a state with-
out ¢ivil socicty, or at hest only an embryonic form
of 1t. If 1t 15 discernible 1in China, civil society of a
kind conducive to intensive modern economic
growth does not take a form recognisable under
western assumptions of capitalism. Hence many
scholars decry its weakness. Others argue more cau-
tiously that western models are deceptive, and that
China contains elernents of the social structure need-
ed o make a modern economy possible. This paper
deals with one theme 1n the field of democratic tran-
sition, and becawse Chinese social structures cannot
be demonstrated to be conducive to demaocracy, it
will assume that (2 that context the sparseness or
absence of what a westerner would see as the insti-
tutions of ctvil society 1s 1n fact the case. China s,
1n other words, n a pre-modern condition.

MODERNISATION

he great strength of Confuctanism, and the rea-

son why 1t has remained a legiimate and con-
stantly reaffirmed 1deology for so many centunes,
15 115 usc of the family as the centrepicce of its design
for a stable society. Tt shows no sign of diminish-
ing 1n relevance in China, despite having been forced
underground as far as public discussion 15 concemed.

DEVELOPMEMNT AND DEMOCRACY
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The cxpression in societal structures of the Con-
fucian design for a stable state 1s an old model, and
rests uneasily with the three maimn thrusts of mod-
erntsation: individualisation, specialisation and
abstraction.

& Individualisation develops when the basic umt
of society 1s taken to be the individual. This con-
trasts with the pre-modern peasant society, where
the basic unit 1s the family, group, or community.
The democratic vote, individually defined proper-
ty rights, a legal system independent of government
and qualifications through an open education sys-
tem are all structures that foster this,

® Specialisanon springs from the division of
labour, and leads to a complex fragmenting of soci-
ety. In parallel 1s a necessary process of integration

via the spread of information, and the creaton of
means to sustain mutual trust. Civil society plays a
crucial role herc 10 providing trustworthy supports
for 1ntegration, for instance a reliable system of
accounting.

®  Abstraction 15 the means of establishing wide-
ly accepted principles that foster such trust. Abstract
pninciples are the alternative to depending on the
authonity of, say, a pniest or a king, or, in the Chr-
nese context, a mandann or party official. Examples
are the US constitution, Magna Carta, the Code
Napoleon or a bill of nghts.

The function of these instruments of moderni-
sation 15 to foster two main processes: the stable
decentralisation of decision-making power, and the
encouragement of co-ordination. Fear of the disin-
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tegration of the Chinese state has led to an endem-
1c concern with control, order and decentralisation.
In consequence, attempts to move towards a more
modem condition have been sporadic and, until very
recently, objects of suspicion.

ORGANISING A CAPITAL
MARKET

he position in Chuna 1s that most business-relat-

ed decisions remain heavily influenced by gov-
ernment agencies of one kind or another, and are
thus mhibited. In the case of capital market forma-
tions, the supporting nstitutions are still vestigial,
as.are soctetal support mechanisms, such as cduca-
tion. The eventual effect of the penetration of multi-
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nationals will make the capital market system of
China more complex, sophisticated and accessible.

In order to understand the way in which multi-
nationat corporations influence the building of crvil
soctety in China, 1t 15 necessary to focus on the
processes and institutions that surround the disci-
pline of making a company public, or ‘listing’ 1t.
This act lies at the heart of the capitalist system; it
15 the means whereby a company 15 brought into the
system of capital-raising so that the general public,
and other bodies, can 1nvest in shares 1n that com-
pany,

Ths 15 an elaborate procedure that requires back-
up systerns and structures in the fabric of society
before 1t can work. Before the act 15 a set of activi-
lies, and after it another set. Each of these 15 fostered

fol- assacia. .

fions. rnqulm lndupondml indwiduuh and’
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The process of listing a
firm on a public stock
exchange requires a
network of mstitutions,
rules, monitoring
processes, values and
procedures that
strongly mnfluence the
building of civil society.
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and supported by a set of institutions, as 1s the cen-
tral act itsell. (See box)

Figure 1 (sce page 23) illustrates this hy break-
ing down the listing process into components, and
showing what institutions need to ¢XI5t to support
each component. It shows a set of elght acuvinies
analysable separately as components 1n the working
of a capital market. Pnior to a listing, the activities
are ong-off and sequential. After listing, the activi-
ties are meore or l¢ss continuous and are mlercon-
necled.

The Level 1 wivil society compaonents are the
institutions 1dentifiable as being immediately in-
volved 1n the lisung process and its conscquences.
Supporting these are the more fundamental Level 2
components, partrcularly the support systems that
supply predictable professional behaviour used at
Level 1. Level 2 components are requuired (o support
the efficient working of Level | components.

The building of a civil society, or making an
existing one more complete and more persuasive,
serves to reduce personalism and enhance rational-
ity and objectivity. Arguably, multinationals feel such
needs more strongly or immediately than any other
institutions.

Consistency with other more famil-
iar systems of exchange 15 important as
a means ol reducing nisk 1n decision-
making. The bringing of order to a cap-
ital market, for instance, allows the mar-
ket to be used like others. Without order
the market is useless or very nsky, and
the natural tendency of the rationality-
driven corporation such as a multina-
tional, as its stnves to expand 1ts sphere
ol influcnee, 15 to attempt to tmpose its
own form of order,

That it 15 multinationals 1n partic
ular who carry such influences 1s attributable to two
rclated and powerlul needs: their need for rational-
ety n the pursuit of consistency with their other oper-

ations, especially at the home base; and their need .

to cope with the high levels of uncertainty found 1n
business environments such as China, In the wider
context of a natonal environment, uncertainty 18
secn by most multinationals as a senous threat to the
conduct of business. They cannot read the signals,
they do not understand where the power lies, they
do not understand the influence processcs. Nor do
they know the shape of the market, the appropriate

cost structures, or the true nature of compettion. To
handle these, thetr collective wish 1s for information
to be available, for qualifications to have meaning,
for professional judgment and skill to be accessible,
and for the governing regulations to be clear.

When looked at 1 terms of civil society, the
influence process itself works firstly by promulgat-
g standards, secondly by cxemplifymg the msti-
tutions that create and sustan such standards, and
thirdly, at some remove, by creating a demand for
the socigtal support structures that sustain the insti-
tutions. S0 access to capital requires listing; listing
requires the skills of, among others, accountants;
accountants require professional bodies; professional
hodies requires accounting cducation.

What 1s now likely 1s that the privatisation of
the economy, currently moving at a fast pace, and
the extensions of commercial law will serve to
reduce the grip of government. In turn, the need lor
alternative guarantors of order will stimulate the cre-
ation or cnhancement of other societal institutions,
such as professional bodies. If these take on their
own momentuimn, then more basic support systems
in education are predictable.

THE SIGNIFICANCE OF
HONG KONG

Hong Kong has two main contributions (o make
to the modernisation of China, in the context
of the business arena. The first is to provide an exam-
ple of what traditional Chinese values can achieve,
under encouraging conditions, with a tradinional Ch-
nese economic mstrument ~ the farnily business. The
second 1s to be a laboratory for the testing and pos-
sible adjustment of new institutions derived from
the outside world.

The nature of China's transformation, and the
state upon which Hong Kong's influence will play,
15 illustrated 1n figure 2 (sec page 27). This takes as
a starting point the three most signilicant underly-
ing domains of cultural influence: the norms sur-
rounding interpersonal wust, collectivist 1dentity, and
hierarchical authonity. The histoncal and political
circumstances arc such that the transformation of
China in the late 20th century takes place agamst the
histoncal fact of late industrialisation and a politi-
cal totalitaniarsm that has not yet been relingquished,
although 1t 1s weakening under increasing regional
pulls.
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BUSINESS, GROWTH AND CIVIL SOCIETY

NEW ECONOMIC
ACTORS
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THE ROLE OF EUSINESS SERIES

The transformation of societies as they indus-
trialise and modernisc 1s seen as working along two
main dimensions: the reorganising of access 1o cap-
ital, and the reorganising of access to skills, Also
identified are the institutions that are likely to be
‘borrowed’ from outside, and (as with similar his-
toncal borrowings into Japan) adapted and changed
to fit local circumstances. The new economic actors
are seen as outcomes, and are arguably visible now
in China as growing favountes, Their eventual sta-

bilisation will depend on this performance, and 1n
turn on the interplay of many other factors, includ-

1ng world trends.

The significance of Hong Kong 1n the transfor-
mation process lies in 1ts experience of how such
structures can be made to work, and particularly the
way 1 which it exemplifies the power of so much
Chinese societal tradition adapting well to the mod-
ern context. Significant also is the 1997 transition
to a situation where the learning 1s not from outside,
but internal within China, a factor with substantial

psychological influence.

CONCLUDING REMARKS

he process described 1n this paper 15 only one
T of' many whereby the influence of multination-
als is penetrating China. Other similar influenccs
would be analysable in the fields of echnology trans-
fer, companjr management, traming and education

and commercial law,

It 1s likely that China will continue its process
of pragmatically taking as much as it can accom-
modate, and at the same time absorbing an under-

o

Endnotes

1

A selection of thesa popers will be pubilished
in boak form in 1997

These ara pertially democratic assemblies
fwhich existed but were not sovereign, for
example the Amencan colonies); autocracies
twhere all governmental power and author-
ty wara vestad In one person, sometirmes sub-
|act to some legal restramts, more ofien theo:
refically subjeet ke none — France, Germany,
Ikaly, Spain, Porugal, Austna and Russia were
all autocracies); and constiutional oligarchy
[where governmant was elected, but by o

mirgrity, ysually a small minarity, of the pop-
ulation very ofien with votes of very unequal
value. By far the most mpartant country of this
kind was Briteun, whare under constitutional
monarchy the parliament was elected on a
frainehise that gave a vote of sons 1o parhaps
3 percent of the male population. The votes
were 50 unedqual, howaver, thot @ mayeriry
of members of pariament were in fac appoint
ed by o few hundred people.

Matterial in this box 15 extracted kom o papar
entiled *Successhul development and the role
of busiress, writen for this project by Prof Gue
Pepanek.

standing of the complex whole, as well as the trade-
offs involved in partial absorption. In some cases the
barriers are ones of resources, as in the constramts
on the educational system’s ability to produce
enough accountants. In other cases they are politi-
cal, as the totalitarian tradition attempts to deal with
the infiltration of free-standing institutions outside
the political domain. What 15 clear 1s that multina-
tionals will have a significant impact in ‘thickemng’
what 18 currently a very thin substance.

This box 15 on edited exiract from o paper enti-
ted ‘Business tn ethnicolly divided develop-
ing countries, writlen for this project by Prof
Myron Weiner, deparmment of political scr
ence, Massachusetts Institute of Technalogy.

This box 15 un edited axiract from wo papers
wirilten for this project by Prof Gordon Red-
ding, entitled ‘Capitalism and ¢! secety in
China and the role of Hong Kong  and The
impact of multinatiohals on the “thickening
of ewil seciery: current developments in the
economy of China
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