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Abstract Scholars of development have learned a great deal about what eco-
nomic institutions dpbut much less about the origins of such arrangemeértis
article introduces and assesses a new political explanation for the origins of “devel-
opmental states”™—organizational complexes in which expert and coherent bureau-
cratic agencies collaborate with organized private sectors to spur national economic
transformationConventional wisdom holds that developmental states in South Korea
Taiwan and Singapore result from “state autonghsspecially from popular pres-
sures We argue that these states’ impressive capacities actually emerged from the
challenges of delivering side payments to restive popular sectors under conditions of
extreme geopolitical insecurity and severe resource constr&oth an interactive
condition of “systemic vulnerability” never confronted ruling elites in Indongsia
Malaysia the Philippinesor Thailand—allowing them to uphold political coalitians

and hence to retain powerith much less ambitious state-building effarts

Scholars of economic development have become increasingly avid students of eco-
nomic institutions Studies abound on the norprales and organizations that reg-
ulate andto varying degregoordinate a society’s productive activiti€ew would
now question Rodrik’s conclusion that “the quality of institutions is key” for eco-
nomic growth*

Yet our growing understanding of the economic impacts of these institutions
has not been matched by our understanding of their political otfginghis arti-
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cle, we aim to narrow this gap by providing a political account of the emergence
of a particular type of institutional arrangemefttevelopmental statesWe define
developmental states as organizational complexes in which expert and coherent
bureaucratic agencies collaborate with organized private sectors to spur national
economic transformatios many scholars have argyed the small number of
countries where they emergdtiese institutional features were key to an unparal-
leled capacity for the promotion of economic developnient

But why do these institutional arrangements emerge? In contrast to scholars who
portray developmental states as highly autonomous entitreonstrained by coa-
litional demandswe contend that developmental states will only emerge when
political leaders confront extraordinarily constrained political environmespe-
cifically, we argue that political elites will only build such institutional arrange-
ments when simultaneously staring down the barrels of three different ¢lins
the credible threat that any deterioration in the living standards of popular sectors
could trigger unmanageable mass unyé& the heightened need for foreign
exchange and war matériel induced by national insecuaiig(3) the hard budget
constraints imposed by a scarcity of easy revenue sowdesall this interactive
condition “systemic vulnerability

Developmental states are significant but rémethe newly industrializing coun-
tries (NICs) of South KoreaTaiwan and Singaporethese institutional appara-
tuses have enhanced information flows both within and between the public and
private sectgrgiving bureaucrats the wherewithal to help firms compete with global
rivals in more challenging economic activitiedust as critically these institu-
tional arrangements have given bureaucrats the political clout to make credible
but conditional commitments and thus to withdraw support from firms that under-
perform in spite of state assistancolving information and commitment prob-
lems has helped these states coordinate multiple actors and pursue long-term
economic objectivesThe result has been an impressive level of “upgrading”
shifts based on growth in local innovation capacitigem lower-value to higher-
value economic activities within global commodity chaiits other words these
countries combined export promotion with industrial deepeniflgis distin-
guishes the NICs from the four high-growth members of the Association of South-
east Asian Nationshenceforth ASEAN-4—Malaysiag Thailand the Philippines
and Indonesia—where “intermediate” state institutions have been associated with
impressive growth and economic diversificatidmt little upgrading'

3. Foundational studies include Johnson 198sden 1989Wade 1999and Haggard 199 ub-
sequent work includes Noble 1998/00-Cumings 1991Evans 1995Kuo 1995 and McNamara 1999

4. In this article the causal relationship between developmental states and economic performance
is presumegdnot proven For arguments that institutions are key for upgradsee Evans 199%Vade
199Q Amsden 2001and Waldner 19990n the important distinction between upgrading and diversi-
fication (or structural changesee Gereffi forthcoming/Naldner 1999and Weiss 1998-or empirical
studies of economic performance differences between the NICs and the ASEgd¢-Amsden 2091
Wong and Ng 2001Booth 1999 and Rasiah 2003
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Analysts differ as to the ultimate benefits of the interventionist policies devel-
opmental states have pursuétt even economists skeptical as to their benefits
agree thatbecause such policies have been “institutionally demarntthg par-
ticular institutions comprising developmental states were critical to whatever ben-
efits resulted from themBecause developmental failure appears to represent
institutional failure and not just policy failurgour aim in this article is to explain
why “these conditions. . [of institutional capacity. .. rarely obtain’® Institu-
tional capacity is our dependent variable

Any explanation for the scarcity of developmental states must be a political
one Economic institutions ultimately arise from the rough-and-tumble of elite pol-
itics, not from choices by private parties to enhance mutual weff@at politi-
cians are primarily motivated by concerns with securing their poWas typically
leads them to de-emphasize the provision of broad collective goods and to fashion
institutions as vehicles for channeling largesse to key constituencies—typically
economic elites interested in easy profits through speculation and rent seeking—
rather than serving any of the more virtuous economic functions noted dbove

Political incentives typically lead neither to shared goals of national economic
transformationnor to the creation of monitoring devices and incentive structures
through which political leader&orincipalg control the bureaucrat@gent$ who
implement such goafsWe thus cannot explain developmental states as a result of
either benign motivations or “state autonafriathet to avoid the “thin politics”
that has characterized most work on developmental statesnust specify the
constraints that make it difficult for politicians to preserve power through clien-
telist connections to the private sector alpag well as the incentives that encour-
age them to build new institutions for economic transformation

In this article we argue that the political origins of developmental states can be
located in conditions of “systemic vulnerabilityor the simultaneous interplay of
three separate constraint4) broad coalitional commitment$2) scarce resource
endowmentsand(3) severe security threat&ny subset of these constraints might
make it somewhat more difficult for rulers to stay in power without improving
institutional performanceeven mild constraints might inspire politicians to forego
their individual interest in maximizing patronage resouyees press them to con-
vert the bureaucracy into “more of an instrumdass of an aren&!® But there is
a cavernous gap between the political will necessary to build such “intermediate”
states and that which is required to construct a developmentaf$tatgess polit-
ical leaders are confronted by all three of these constraints at the samengme

5. Pack 200064. See also World Bank 1998; and Page 1994

6. See Bates 199%nd Knight 1992

7. Geddes 1994

8. Moe 1984

9. On “thin politics” see Wade 1992Moon and Prasad 199&nd Haggard 2004

0. Emmerson 1978105

1 See Evans 199%0, for the distinction between “intermediate” and developmental states
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argue they will find less challenging ways of staying in pow&igure 1. In sum
leaders such as South Korea's Park Chung,’séegapore’s Lee Kuan Yevand
Taiwan’s Chiang Kai-Shek only took the lead in building developmental states
because they were more tightly boyntbt more brilliant or benignthan their
counterparts throughout the developing world

Our argument thus suggests that the interactive condition of systemic vulnera-
bility is both a necessary and sufficient condition for developmental stétes
make this structuralist argument in deterministic rather than probabilistic terms
not to deny the agency of state leaddrst to facilitate falsificationIf future
research uncovers instances when leadership failoresther factorsforestalled
the emergence of developmental statsen though all three conditions were in
effect the sufficient argument can be considered falsifitexamples of develop-
mental states can be shown to have emerged in the absence of systemic vulnera-
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bility, that is when one or more of the three conditions were ahsantnecessary
argument can be considered falsifidééhtil such evidence is profferedve treat
leadership and agency as epiphenomenal out of our methodological concern for
parsimonyrather than any ontological conviction that agency and leadership never
matter

Our causal logic works as follow$ Leaders’ political survival requires coali-
tions which leaders generally try to keep as narrow as possitait ruling elites
can be pressured to enlarge coalitions beyond their initial “minimum winning”
size by intense elite or social conflicr by the credible threat of disruptive mass
mobilization Broad coalitions are best constructed and sustained with side pay-
ments to popular sectarbut the provision of such payments is rendered difficult
by security threatsawvhich siphon revenues into the defense seand by resource
limitations which impose hard budget constrain®ystemic vulnerability thus
makes the reconciliation of coalitionajeopolitica] and fiscal constraints a mat-
ter of ruling elites’ political survival

How can politicians build and hold together a broad coalition when revenues
are desperately needed for national defease when there is precious little rev-
enue to go around? Only by continuously expanding the national pie through
sustained growthyet without pursuing a cheap-lahdirace to the bottom”
strategy that could alienate coalition membeéf&e thus anticipate that systemic
vulnerability will press elites to abandon low-wage-based export growth for a
higher-skill quality-based export trajectarflites must thus design side pay-
ments without draining the national treasury or raising exporters’ coststher
words sustaining broad coalitions over the long run requires the ability to export
high value-added googdramely to upgradeStates exhibiting weak or even “inter-
mediate” institutions lack the capacity to overcome these political-economic
challenges

Our suggestion that developmental states partly reflect elite responses to popu-
lar pressures might seem counterintuifigezen both the undeniably authoritarian
nature of these regimes when these institutions were, lagltvell as recent work
highlighting the contribution of democratic regimes to the provision of public
goods'* But while popular sectors have been politically subordinated and even
brutally repressed in the NICthey have rarely been economically ignord@the
key to the NICs’ robust economic institutions lies in how popular sectors have
been compensated for their political marginalization

12. By “ruling elites” we refer to the political leaders atop the incumbent regiBye“broad coali-
tiong” we mean those in which ruling elites provide tangible benefits to popular sectors in exchange
for political support or acquiescendgy “severe external thredtwe mean situations in which outsid-
ers credibly threaten not merely to initiate a military dispute or seize valued teriitoryo terminate
the target state as a sovereign political uBit “resource constrainfswe refer to a condition in which
states enjoy access to neither credible long-term commitments of foreign assistance nor easily exploited
commodity resources

13. Riker 1962

14. Baum and Lake 2003
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Our interactive concept of systemic vulnerability remedies several weaknesses
in existing accounts of developmental statésst, we improve on accounts that
treat leaders’ preferences as exogenous or fixadation in systemic vulnerabil-
ity helps explain for instance why leaders frequently fail to take advantage of
existing institutional endowmentk the Korean casdor example such variation
over time is vital to understanding shifts in ruling elites’ commitment to using
Japanese colonial legacies of a strong bureaucracy and large business'groups

We also address gaps in work by scholars whose explicit analysis of elite con-
straints has inspired our own thinking/e echo Johnson’s emphasis on national-
ism and Woo-Cumings’s analysis of security threats as key to the potency of
patriotism in Northeast AsiaBut we suggest that the impact of security threats
has been critically compounded by resource constraints and coalitional pressures
which channeled nationalist impulses into the building of stronger economic insti-
tutions'® We also build on the work of Waldner as well as Campos and Koot
whom coalitional pressures are key to institutional formatioBut as we show
below our own conclusions differ from these authors’in several important respects
By specifying the causal mechanisms through which broad coalitions shape devel-
opmental stateswe provide a more robust explanation for intra-Asian institu-
tional variation than has been offered to date

We elaborate and assess our argument through a comparative-historical analysis
of seven countries in Northeast and Southeast.Agiéhe first section beloywe
specify our dependent variable and establish the empirical puzzle of these two
regions’ substantial institutional variatiom the second sectigmwe first use the
methods of difference and agreement to eliminate several rival hypotheses as nec-
essary explanationsVe then demonstrate the potential causal importance of sys-
temic vulnerability drawing on a broad range of resegrale note the shortcomings
of arguments that rest on any subset of its component variadheswe suggest
that addressing the simultaneous presence of all three conditions requires strong
institutions

We assess our argument in two steps in the first two sections bieldke third
section we demonstrate that the South Korea and Taiwan cases both confirm its
plausibility and provide insight as to how systemic vulnerability promotes institu-
tional developmentThis exercise does not constitute a test of our argum8&aisth
Korea and Taiwan lack variation on our independent and dependent vayidiees
themselves are the source of prior explanations from which we have developed
our approachand our examination of the two cases generates insights as to how
our key causal mechanismside paymentpromoted institutional creatioispecif-
ically, we show that the NICs experienced an incremental process of institutional
developmentWhile this process initially involved the construction of institutions

15. See Kohli 1999and Kang 2002
16. See Woo-Cumings 199&nd Johnson 1982
17. See Waldner 199%nd Campos and Root 1996
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capable of providing challenging types of side paymgesystemic vulnerability
subsequently inspired the elaboration of full-blown developmental state arrange-
ments designed to facilitate the shift from easy export promotion and first-stage
import substitution to the export of higher-value-added products based on domes-
tic inputs

In the fourth sectionwe test our hypotheses through cross-national and within-
case analyses of all five developing capitalist nations of Southeast Bisiga-
pore Thailand Malaysig Indonesiaand the Philippine& By matching cross- and
within-case patterns with expectations derived from South Korea and Taivean
find initial confirmation of our core argumeni#/e then extend our analysis from
nominal variation(namely the presence of a developmental state in Singapore ver-
sus the absence of developmental states in the ASEAN-drdinal differences
by identifying and accounting for more fine-grained variance in institutional capac-
ity within the ASEAN-4 itself Finally, through historical process tracinge iden-
tify key temporal sequences to confirm the causal validity of our argutient

This article extends the study of developmental state origins beyond the usual
focus on the northeast Asian NIGdowever our design does not allow us to vary
certain broad regional featuresuch as Japanese economic dynamism ar& U
security interestsBut at this stage of theory development and testimg believe
it preferable to elaborate our hypotheses in some degtt to limit our assess-
ment of their validity to one world regiorOur claims of generalizability outside
Northeast and Southeast Asia thus await subsequent te3tmegfinal section
reviews our empirical argument and situates it within wider theoretical debates in
political science and political economy

The Institutional Features of Developmental States

What specific features give institutions the capacity to solve the informatoon-
mitment and coordination problems that plague economic development? Account-
ing for the origins of developmental states requires that we identify such features
independently from the national economic performance with which they are asso-
ciated In this sectionwe identify these features in the NI@South KoreaTai-

wan, and Singaporg and contrast them with those of the “intermediate” states of
the ASEAN-4(IndonesiaMalaysia the Philippinesand Thailandgl

18 In extending our sample to countries with a range of institutional capacities beyond the NICs
we avoid selection bias on the dependent variables also allows us to capture variation on a range
of independent variable®n the importance of variation in both dependent and independent variables
see Gerring 2001189

19. On using cases to assess the plausibility of an argument and to generate new hypeteeses
McKeown 1999 Acemogluy Johnsonand Robinson 20Q3L07. On nominal versus ordinal variatipn
see Mahoney 2000
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Institutional Features

Developmental states are complexes of particular types of bureaucratic agencies
and public-private—sector linkageghe bureaucracies in question are Weberian in
nature recruitment is by competitive exgmromotion is by meritremuneration
is competitive with rates in the private sectéenure in office is longsanctions
for corruption are clear and effectivend leadership occurs through a “pilot” agency
that “stands outside and astride” individual ministf&#centives in these bureau-
cracies encourage the development of independent organizational perspectives and
the alignment of broader organizational goals with individual incenfives

But developmental state bureaucracies go beyond the Weberian ideal by pro-
moting linkages with private actargarticularly business anddeally, labor as
well. These public-private institutions can range from formal “deliberation coun-
cils” and joint statutory boards to more ad hoc advisory coungildeast three
features distinguish these institutions from the broad spectrum of “clientelist
government-business relations that characterize most political systepecially
(but not exclusively in the developing worldThey operate on functional or
industry-wide criteria their private-sector participants tend to be “encompass-
ing,” often in the form of official sectoral or peak associationgand their opera-
tions tend to be transparerat least to government and busineasd to proceed
according to explicit and consistent rules and naffns

Institutional Variation

Drawing on a wide range of scholarshifable 1 shows that despite some cross-
national differences in institutional desig¢for example degrees of centralization
roles of large versus small firfsSouth Korea Taiwan and Singapore largely
conform to the aforementioned characteristtt¥hese countries combine merit-
ocratic promotion and competitive selectidach has powerful lead development
agenciesEach exhibits relatively low levels of corruption gftdt has effectively
hived off such corruption from leading economic secfdr&ach also exhibits high
levels of linkagesor “embeddednegswith organized private actors

These features contrast with those of the “intermediate” states of Indgnesia
Malaysia the Philippinesand ThailandBureaucratic coherence in the ASEAN-4
is uneven at besand public-private linkages exhibit significant degrees of clien-
telism and private-sector factionalisthAlthough one finds “pockets of bureau-
cratic efficiency” and functional public-private—sector linkagtbese either serve

20. Weiss 199852

21 Haggard 2004

22. See Schneider and Maxfield 19%hd Kuo 1995

23. On inter-NIC differencessee Wong and Ng 2001

24. On corruption in Korea and Taiwasee Kang 2002and Fields 1997
25. Evans 1995chap 3.



TABLE 1. Dependent variable

State bureaucracy

Korea

Taiwan

Singapore

Thailand

Malaysia

Philippines

Indonesia

Competitive recruitment

Meritocratic promotion

Lead pilot agency

Public-private collaboration
Either functional or industry based
Encompassing associations

Transparent rules

More than 60%
take formal
exam which is
an important
method of
recruitment(1)

Ye¢1)

Economic
Planning Board
(EPB) (8)

Yé8 7)
Yes)

High in areas
exposed to
competitive
markets (6, 8,
15)

Almost 90%
Exam is
important
method of
recruitment(1)

Mostly
meritocratic(1)

CEPD/IDB (3)

Yes (8)

Less
encompassing
but very strong
in leading
sectors(8, 13)

High (6, 8, 15)

Close to 75%
Exam seemingly
important(1)

Yes (1)

EDB (4)

Yes

Mixed. Large
firms dominate
international
associations
little for local
SMEs

Very high (15)

60-90% But
importance of
exam is
ambiguoug(1)

Meritocratic
promotion mixed
with political
promotion(1)
BOI. But no
power over other
agencies

No(9)

Mixed and
declining Less
representative
(11, 13

Low to middle
(15)

30-60% Exam
more important
for recruitment
than in Thailand
but still
ambiguoug(1)
Yes (1)

MIDA . But little
power over other
agencies

Mixed (9, 10)
Yes but devoted
only to resolving
ethnic tensions
More effective in
Penang province
(14)

Middle (15)

Nearly 40%
Exam is
important
method of
recruitment(1)

Mostly
meritocratic(1)

BOI. But little
power over other
agencies

No (9)

Yes but empty
shells or
rent-seeking
tools (13)

Very low (15)

Very little (2)

Very little (2)

Ministry of
Industry and
Trade but
oversight is
fragmented and
responsibility
dispersed5)

No (2)
No (5)

Very low (15)

Sources(1) Rauch and Evans 200(®) Emmerson 19833) Evans 1995(4) Schein 1996(5) Dhanani 2000(6) Waldner 1999(7) Johnson 1982(8) Weiss 1998(9) Rasiah 2003
(10) Gomez and Jomo 199711) Doner and Schneider 200@2) Kuo 1995 (13) Anek 1991 (14) Biddle and Milor 1999 (15) Transparency International 2002

Note: BOI = Board of InvestmentCEPD = Council for Economic Planning and DevelopmelBDB = Economic Development BoaytIDA = Malaysian Investment Development
Authority; SME = Small and Medium Enterprises
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noneconomic endsuch as managing communal politics in Malaysiagovern
economic domains that are necessary but far from sufficient for upgraslich
as macroeconomics in Thailand

What accounts for this striking intra-Asian variation in institutional features?

The Argument

Scholars have cited a number of factors as possible explanations for the institu-
tional capacity that drove the NICs’ economic succégmphasizing the impor-
tance of “initial conditiong Kohli has argued that “Japanese colonialjsms brutal
as it wag’ created new “state structures” and “patterns of state-class relations”
that helped postcolonial ruling elites build South Korea’s high-growth ecortémy
Others have emphasized the ASEAN-4’s heavy reliance on foreign capital in con-
trast to the dominance of domestic investment in Taiwan and South Rb&1dl
others have argued that ethnic homogeneity has fostered the societal cohesion that
ostensibly underlies developmental stefeBinally, the fact that South Koredai-
wan and Singapore are all commonly portrayed as predominantly Confucian sug-
gests the potential relevance of religion and culture as factors contributing to
bureaucratic strength

“Logic of Agreemenj’ however eliminates the first three variables as potential
necessary conditionsee Table 2 Unlike South Korea and Taiwaisingapore’s
colonial legacy is Britishits reliance on foreign capital has been heaayd its
ethnic structure is heterogeneod®r can initial conditions explain why postwar
Philippine leaders squandered colonial legacies of a well-educated population and
a bureaucracy that exhibited impressive pockets of exp&figeen if one accepts
the problematic premise that all three NICs share a common Confucian tradition
this tradition’s causal relevance is undermined by the poor performance of the
Kuomintang before 1949 in mainland Chijrilae British contribution to Singapore’s
administrative systeprand the presumed Confucian antipathy to busirfedsch
would seemingly undermine public-private—sector linkag@similarly, the inter-
mediate states in each of the ASEAN-4 do not share any colonial legacies or reli-
gious traditionsThe ASEAN-4 share ethnic heterogeneity and heavy reliance on
foreign capital yet so does Singapar8outheast Asia’s only developmental state

Three factors identified in the broader state-building literature and explored in
the Northeast Asian context prove more usefuit the utility of each of these
variables is limited when considered in isolation

26. Kohli 1999 95, 133

27. Welsh 2002

28. Jesudason 1989

29. South Korea sent its bureaucrats to the Philippines for training until the 196@sChang 2002
224 and Booth 1999

30. See for example Root 1998 60—-61



TABLE 2. Variables

Control variables Independent variables Dependent variable (1)
FOREIGN NATURAL
CAPITAL ETHNICITY COALITIONS EXTERNAL RESOURCES BUREAUCRATIC PUBLIC/PRIVATE
COLONIALISM (5) (@) RELIGION 2) THREATS 3 CAPACITY LINKAGES
NICs
Korea Japanese Closed Homogeneous Confucian ~ Broad Severe Scarce Strong Erebeddgzhssing
Taiwan Japanese Closed Homogeneous Confucian  Broad Severe Scarce Strong Erebeddgzhssing
Singapore British Open Heterogeneous  Confucian  Broad Severe Scarce Strong Enjeedaegassing
ASEAN-4
Indonesia Dutch Open Heterogeneous Islam Broad Mild Abunzht Weak Clientelist
Malaysia British Open Heterogeneous  Islam Broad Mild Abundarttber tin)  Moderate Mixed
Philippines  US./Spanish  Open Heterogeneous  Christian Narrow Mild Abundsugay Weak Clientelist
Thailand Independent Open Heterogeneous  Buddhist Narrow Mild Aburideelt Weak to moderate ~ Mixed

Sources(1): Rauch and Evans 20aQ) Crone 1988Campos and Root 19963) Sachs and Warner 1998uty 1994 (4) Mauro 1995 Roberts 1962Muller 1964 Bruk, Apenchenko
and Telberg 1964(5) Keller and Samuels 2003
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Broad Coalitions

Despite their well-known preference for “minimum winning coalitigngoliti-
cians can be induced to broaden coalitions under specific condificisenever
elite or social conflict are perceived by political elites as intense or imminent dur-
ing the early stages of state formatjaroalitions tend to be broadenedhere
such conflicts are muted or abseabalitions tend to remain comparatively nar-
row.3? Sustaining a broad coalition is not costleisypically requires that elites
provide side payments—goods and services “that can conceivably have value” for
coalition partner$® For our purposeshe key point is that these side payments
have important institutional impacts

Waldner argues that side payments to popular sectors inexorably increase pro-
ducers’ costs and swamp institutions with particularistic demawéddner thus
concludes that narrow rather than broad coalitions were a necessary condition for
the emergence of developmental states in South Korea and T&iwah he does
not posit any causal mechanism linking narrow coalitions to developmental,states
leaving the reader to wonder why ruling elites facing mild coalitional constraints
would seek to strengthen the state rather than simply stealiRgrithermorewhile
rightly highlighting the dangers of populist subsidies and unconditional protec-
tion, Waldner unnecessarily precludes the possibility that ruling elites might deliver
side payments with more salutary effecthere is in fact theoretical and empiri-
cal support for the view that the pursuit of selective benefits and rents may result
in the “joint production” of both private and public goadsithough such argu-
ments commonly refer to benefits accruing to busindssy might also involve
broad benefits to popular sectpssich as education and rural infrastruciutet
can encourage productivity rather than profligéty

As we show belowcertain types of side payments actually lower factor costs
rather than raising themenhancing rather than undermining a country’s export
competitivenesLCertain types of side payments also are essentially undeliverable
unless state agencies develop enough institutional capacity to distribute them effec-
tively. Indeed we see side payments as the causal mechanism through which broad
coalitions produce stronger institutiorsitial support for this view comes from
Campos and Rooivho argue that broad rather than narrow coalitions were the
basis of institutional development and economic growth in both Northeast and
Southeast Asi&®

Yet Campos and Root’s blanket endorsement of broad coalitions is as problem-
atic as Waldner’s unconditional support for narrow an&gldner rightly insists

31 Riker 1962 88—89

32. See Waldner 19929; Hechter and Brustein 198@nd Crone 1988 for an application to South-
east Asia

33. Riker 1962 105

34. Waldner 1999

35. See Bueno de Mesquita et 2003 22—23 Acemoglu et al2003 and Knight 1992

36. Campos and Root 1996
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on the potentially deleterious economic and institutional consequences of cross-
class side payment&uling elites typically do meet broad coalitional pressures
with ill-conceived subsidies that breed clientilisifhe critical question isWhy

do some ruling elites sustain broad coalitions with side payments that break the
bank and explode factor costwhile others secure support with side payments
that increase cost-competitiveness and “call forth” expanded institutional capacities?

External Threat

We find useful guidance in unraveling this puzzle from the literature on state for-
mation in early modern Europ&his literature broadly agrees that strong states
arise in response to security threaas asserted in Tilly’s famous dicturtWar
made the stateand the state made wat’ Variants of this argument have been
usefully applied to Japan and the Northeast Asian NWso-Cumings has argued
that “economic growth. . (was . . . indispensable for military security” and regime
survival in South Korea and Taiwaand Campos and Root contend that an atmo-
sphere of “political contestabilifyybased in large part on external threatem-
pelled leaders to create strong institutions to promote growth and implement wealth-
sharing mechanisms for popular sectéts

But research on state formation in the Middle East and Latin America shows
that external threat®ven in conjunction with mass coalitional pressu@g not
always associated with growing institutional capagt¥he weakness of any such
account is reflected in Campos and Root’s inability to provide a systematic expla-
nation for the much weaker commitments to education and training and more spo-
radic and superficial consultative mechanisms in the ASEAN-4 than in theNICs
We argue that the critical factor explaining this variation is whetime€enteno’s
apt phrasgthreatened states will be “forced to turn inward to meet the financial
challenges of war** How war makes states ultimately depends on how war makes
states generate revenue

Resource Constraints

Research suggests that a state’s ease of access to revenue influences institutional
developmentFor example“rentier state” theorists have argued that resource abun-
dance encourages the creation of distributive rather than extractive state institu-
tions and Ross has proposed that this “resource curse” encourages politicians to

37. Tilly 1975, 42.

38. Woo-Cumings 1998322 Campos and Root 1996

39. On Latin America see Centeno 19971569 On the Middle Eastsee Barnett 1992
40. Campos and Root 19968-59

41. Centeno 19971569
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dismantle state institutions in order to “seize” retftdhese arguments help to
account for variation in institutional capacity between resource-rich and resource-
poor economiesindeed Rasiah argues that natural-resource exports reduced fis-
cal pressure on the ASEAN-4 to promote the kinds of “complementary institutional
and linkage development” that occurred in the Nf€s

But such arguments cannot account for institutional differences between coun-
tries with relatively similar resource endowment&xamples include the stark
variation in institutional capacity between the Northeast Asian NICs and the
resource-poor countries of sub-Saharan Afriaa well as differences between
resource-rich countries such as Malaysia and Venezoelaetween Botswana
country with both diamonds and strong institutipasad its resource-rich but often
predatory African neighbor¥ Underlying all of these weaknesses is a failure to
provide a full theory of elite preferences and constraiAts Ross rightly notes
this literature mistakenly assumes that states are invariably revenue satisficers
not revenue maximizef§ Whether states satisfice or maximize revemwe argue
depends fundamentally on the coalitional and geopolitical context in which they
are forced to operate

Systemic Vulnerability

Broad coalitions and external security needs constitute two critical claims on scarce
resources that press ruling elites to become revenue maximizeder such vul-
nerable conditions‘easy” development strategies become difficghiortages of
foreign exchange to import inputs for domestic producers means simply subsidiz-
ing unprofitable local firms is unsustainaplealitional obstacles to squeezing
wages weaken the long-term feasibility of labor-intensive industrializatol
the lack of foreign exchange makes it difficult to grow simply by buying costly
foreign technologyWhen elites face high levels of systemic vulnerahijlityey
necessarily confront the challenge of simultaneously improving living standards
and promoting growth by continuously upgrading local resoutées

Reconciling these competing political pressures requires strong institUglies
confronting systemic vulnerability must go beyond ensuring property rigltab-
lishing macroeconomic stabilitgnd socializing the risks of new investmenthey
are also pressed to redistribute assetich as landidentify areas for new invest-
ments with real market potentjatstablish education and training programs that

42. See Beblawi and Luciani 198'Ross 2001 and Shafer 19940n resources and growtsee
Auty 1994 and Sachs and Warner 1995

43. Rasiah 200366. Similarly, Booth 1999 311 stresses the negative impacts of “easy to tax”
sectors in the ASEAN-4

44. See Rodrik 2003

45. Ross 1999313

46. This argument holds whether one emphasizes upgrading as simply the result of increased factor
inputs or improvements in total factor productivion this debatesee for example Haggard 2004
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upgrade skills valued by the marketnd set up manufacturing and agricultural
extension programs that improve the competitiveness of firms

Implementing policies in these areas poses particular challetiygp require
the active “buy-in” of numerous partieShey have important distributional impli-
cations with benefits often taking longer to appear than costey require con-
siderable informatioyoften of a specialized natur€hey also lack clear “templatés
In these situations‘Policy makers are dealing in much more complex political
environments and often walking blind as to what needs to be done to resolve issues
of public importance 4’

Policy implementation under these conditions thus requires institutions able to
formulate broad developmental objectiyés facilitate information flows within
state agencies and between officials and private actors regarding market require-
ments to monitor firms’ performancgeand to be credible in terms of both commit-
ment to economic policies and willingness to exact recipro@tych capacities
require Weberian bureaucracies led by pilot agencies “embedded” in organized
sets of private interest&ven the smartest policies cannot implement themselves

South Korea and Taiwan

In both South Korea and Taiwaleaders created institutions to meet the political
and economic challenges of systemic vulnerability in three st&pmh began with
rural development and import substitution during the early to mid-198Qfed

to labor-intensive export promotion in the late 1950s and early 198Gbmoved

to industrial deepening and upgrading by the early 19H¥xch of these steps
involved important elements of institutional growth and adaptation—but it was
the third stepwhen political leaders faced a fateful choice between expanding
manufactured exports through cutting wages versus raising produgtivitgh
marked the maturation of developmental state institutféns

Rural Development, ISI, and Initial State Building

Following World War Il leaders in South Korea and Taiwan had “real fears of
attack and instability*® Communist regimes in Pyongyarigorth Korea and Bei-

jing not only threatened to inflict heavy casualties on and to seize tracts of terri-
tory from their ideological rivalsthey also claimed to be the rightful sovereign
authority over South Korean and Taiwanese.dglite fears of discontentedand-

less peasants in South Korea and a potential repeat of China’s rural revolution in

47. Grindle 2001 373 See also Noble 199&nd Waldner 1999
48. Amsden 1994632
49. Woo-Cumings 1998336
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Taiwan compounded these pressifeSo long as the threat of national reunifica-
tion via communist military infiltration remained palpaplgate officials could
not be sanguine in the face of potential fifth column elements within their own
societiesCredible threats of geopolitical conquest thus forced ruling elites in Seoul
and Taipei to see regime legitimacy and state survival as inseparable concerns

Had revenue sources been abundant in this pgeKodean and Taiwanese rul-
ing elites would have been sorely tempted to buy popular quiescence with mas-
sive government spending prograniit with no major export commodities on
hand leaders initially relied on uncertain flows of.8l aid to maintain state via-
bility. Elite concerns that side payments would “break the bank” were thus con-
siderableespecially given the likely effects of any rise in inflation on the militancy
of popular sectotsSystemic vulnerability thus provided a necessary political impe-
tus for ruling elites to craft side payments with a broad imphat a low cost

Rather than subsidieside payments took the form of “wealth-sharing mecha-
nisms” in rural development and educatidn South Koreathe state “quickly
enacted a thorough and extensive land refarm lest the revolution in the north
spill over” ! In Taiwan the Kuomintang implemented land reform “to elicit polit-
ical loyalty from the peasants and thereby to avert a rural-based uprising like the
one it had just faced on the mainlaitf By improving rural productivity land
reform also provided cheaper food to Taiwanese in the lower rungs of the public
sectorwho had been involved in an earlier rebellion against the re§fheaddi-
tion, leaders in both countries expanded educational opportunitiiesducing uni-
versal primary educatiotf Educational expansion provided many nonelites with
“an important conduit for individual mobility thereby building “a girder of under-
lying societal support” transcending class boundaties

These side payments were fiscally affordablet institutionally challenging
This largely unintended impact of side payments on institutional capacity is illus-
trated most clearly by rural reform effor8ecause South Korea and Taiwan needed
to devote scarce foreign exchange to security neladsl reform had to be com-
plemented by the provision of extension services to ensure that agriculture was
not only more egalitariarbut more efficien®® In South Koreathis involved the
creation of a corporatist network of public-private and parastatal organizations that
gave subsidized loans to improve farmers’ housimigvided technical training
expanded irrigation and access to fertilizand disseminated seeds for higher-
yield varieties of ricé’ Similar examples of institution-building abound in Taiwan’s
agricultural sectgiwhere the government developed an “ability to combine devel-

50. For South KoregAmsden 198937, speaks of the combined impacts of “violent peasant demands”
and “the Soviet example in the North
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opment planning and effective local implementation through public and semi-
public organizationg®8 Finally, in addition to their functional links to institutional
growth side payments themselves helped generate broader support for ambitious
industrialization efforts and related institutional developniént

Yet agriculture alone could not bankroll the Taiwanese and Korean war magchines
even when supplemented by moderate levels of AmericarThigse states’ simul-
taneous drives to promote manufactured exports and import substitution of key
upstream inputs in the 1950s were explicitly predicated on their shared inability to
finance security and import needs through agricultural exS8rBut while the
import substitution policy was successfully implementia export drive lacked
the institutional foundations to succeedd Taiwan for example the Bank of Tai-
wan guaranteed a few privileged firms handsome profits through supplies of raw
materials and financial suppofithese arrangements were nothing close to a devel-
opmental state arrangemebut neither were they purely rent-seeking coalitions
Manufacturers’ access to state-guaranteed profit depended on their performance in
terms of quality standardand the government was able “to withdraw its support
and force the companies to compete oncethe economic objectives of the pro-
gramme had been achievett

South Korea also initiated textile exports and import substitutiath similar
results as of the early 1960Qshere were still no Korean textile expoytsut labor
productivity had improved significanthand the country had achieved “complete
import substitutior As in Taiwan this effort at import-substitution industrializa-
tion (ISI) occurred through an institutional arrangement thdtile involving gov-
ernment support for a small oligopolyevertheless laid the groundwork for further
institutional development as constraints on ruling elites tight&hed

Export-Promotion and Institutional Development

Import substitution became unsustainable in Taiwan by the late 1950s and in South
Korea by the early 19603aiwan encountered a severely deteriorating balance of
payments due to the combined impact aSUaid cuts and rising military expen-
ditures to meet growing tensions in the Taiwan Strditaable to finance these

58. Nordhaug 1997181 In addition to providing key agricultural inputgovernment-sponsored
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payments with agricultural exports or sufficient cuts in imports and government
expendituresthe state turned to full-fledged export promotfSm similar shift
occurred a few years later in South Korea under roughly similar pressures of exter-
nal threats and dwindling external financing

Implementing these policy shifts necessitated institutional capdnifjaiwan
export promotion spurred bureaucratic centralization under technocratic leader-
ship. Equally important was “stronger institutionalization of government-business
co-operation” involving an increasingly organized private secibis was espe-
cially marked in light industry such as textiles and electronidsere state agen-
cies encouraged industry rationalizatiadownstream efficiengyand closer ties
between downstream producers and upstream supptiersSouth Koreathe shift
to export promotion was largely coterminous not just with a significant centraliza-
tion of political power(following General Park Chung Hee’s 1961 military coup
but also with increasing bureaucratic cohesiexpertiseand links with a private
sector itself represented by large business groups and feder&tions

Industrial Deepening, Upgrading, and the Developmental State

In the late 1960s and early 197@sth countries faced more threatening external
conditions increased North Korean guerrilla infiltration of the SquthS. pre-
occupation with Vietnamreduction of US. troop commitments in South Korga
and Taiwan’s diplomatic isolatiotf Both responded first with efforts at military
self-sufficiency through the development of domestic arms and related industries
and in the early 1970swith heavy industrialization projects in steehemicals
metal machine-buildingplastics shipbuilding and electronic§’

Both countries faced significant challenges in financing this domestic industri-
alization effort Labor-intensive manufactured exports were running into compe-
tition from cheaper rivals in the regionhus generating fears that continually
increasing wages would price these countries’ products out of world m&fkets
Meanwhile low-skill industries lacked the technology to confront more efficient
producers such as Japan

South Korea and Taiwan therefore had only two realistic alternatives in their
efforts to become internationally competitiveither cut real wages or raise the
productivity of domestic firms and worker&lthough these authoritarian regimes
could jail individual political opponenighey feared the potential political back-
lash that could arise from severely disadvantaging labor as a wBaqlgeezing
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wages would have been political dynamiioth therefore took the productivity
path by raising the domestic value added of increasingly sophisticated exports

An important source of value added was domestic upstream suppliersn
hard budget constraintsowevey upstream industries would have to pay for them-
selves They did so by serving downstream producers who had to be globally com-
petitive®® For instanceTaiwan’s need to improve the quality of textile and footwear
exports in the face of low-wage competition was a key impetus for the growth of
the country’s petrochemicatlyeing and finishing industrie¥’ Perhaps the most
striking illustration of “downstream pressure” comes from one of South Korea’s
security-inspired heavy industries—the Pohang Iron and Steel Contpa$CO.
Unlike large-scale steel initiatives in BraZihdia, Indonesiaand MalaysiaSouth
Korea's strategy focused on the need “to interface nationally owned upstream and
downstream economic activitigg®

Implementing such an ambitious linkage strategy required benefits to labor—
rising wages and cheap education—that co(lf forestall mass opposition to
large-scale business subsidiasd(2) expand human resources necessary for man-
ufacturing efficiency and innovatiofRReal wages in South Korea and Taiwan grew
at annual rates of.8 percent and .8 percentrespectivelyfrom 1969—90 sig-
nificantly larger than wage gains in even the top performers in Latin America
and Southeast AsiZ In South Koreawage rates “positively soargdas “employ-
ers were under strong pressure from the government to share their gains with
labor” 7 These wage gains did not overprice local producers in export markets
because they were surpassed by rates of labor productivity gréwth

Productivity in turn rested on educational expansion and refd@aiwan initi-
ated an extensive reform of its educational system in 1@&®nding primary
education and expanding higher education in technical subjects and natural sci-
enceslIn South Koreathe government promoted a much closer “coupling of edu-
cation and economic plannifigexpanded secondary enrollmentend directed
growth in tertiary enrollments into “engineeringcience and technologwhich
were directly related to the economy’s emerging industrial n&é&dand while
such measuresike their counterparts in healthenefited the poothey were not
targeted exclusively at the podiThe approach was insteadhiversalor ‘encom-
passing’ . . with an emphasis. . on human capitainvestment 7®

Successful implementation of universal reforms devoted to improving human
capital required the establishment of institutions capabl@pénhancing consul-
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tation with private actors(2) coordinating diverse interest€3) monitoring per-
formance of firms and research institutipaad(4) maintaining sufficient autonomy
from private interests to impose reciprocity these enddoth countries acceler-
ated bureaucratic refornCentralization took the form of pilot agencies as well as
a streamlining of interministerial coordinatiéhState officials established a broad
range of public-private institutions to promotaonitor, and rewardsanction per-
formance as state support was predicated on the expansion of skill- and capital-
intensive exportg®

At the sectoral levelthese arrangements ranged from corporatist-type institu-
tions as in textiles and electronict®d more bilateral linkagess in autog® More
broadly officials established a web of public research agencies to support private-
sector upgradingOrganizations such as South Korea’s Instituté¢Addvanced Sci-
ence and Technology and Institute of Electronic Technglagg Taiwan'’s Industrial
Technology Research Institute and Electronics Research and Service Organization
(1) mediated between industry and bureaucrd2y monitored new technologies
productsand processes of international competif¢8s organized technology trans-
fers and(4) coordinated new projects in alliance with local firfis

The experiences of South Korea and Taiwan thus serve to confirm the plausibil-
ity of our contention that developmental institutions arose from the challenges of
addressing popular pressures through the provision of side payments under hard
budget constraints in a highly constrained geopolitical environnieroutheast
Asia, only Singapore has replicated this condition of systemic vulnerability

Southeast Asia
Singapore

With a coherent and capable bureaucracy that consults extensively with business
and laboy Singapore possesses the institutional profile of a developmental state
This profile emerged from ruling elites’ efforts to contend with the simultaneous
presence of a highly mobilized labor movemeatprecarious regional security
environmentand a dearth of revenues from commodity exports or external patrons
Singapore’s ruling elites have famously confronted these threats with significant
political repressiofi* Yet they have also done so through “wealth-sharing mecha-
nisms” thaf given hard budget constraintsave demanded continuous state atten-
tion to fostering national competitivene§shis effort to improve living standards

on the basis of a more efficient economy involved the construction of strong
institutions
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Singapore’s road to independend®45-65 was marked by significant social
and elite conflictWorld War Il unleashed mass politics in the form of an armed
anti-Japanese resistance that carried over into “a storm of labor unrest and strike
action” after the reimposition of British controlLabor militancy peaked in the
year from April 1946—March 1947 with “the extraordinary total 173000 man-
days” lost to strikesMilitancy continued well into the 1950ss evidenced by
the 275 strikes946 354 man-days losiand bloody riots of “Black Thursday” in
195582

In addition to this fait accompli of mass mobilizatioBingaporean elites con-
fronted British demands to introduce electoral democracy as a precondition for
independenceénith no peasant population to mobilize at the pofislitical elites
were forced to vie for labor’s supportThe new era of mass politics from 1955
necessitated a reorientation of political style and strategy to win the hearts and
minds of the largely Chinese-educatedonomically discontentednd communist-
infiltrated electorat&®® Lee Kuan Yew’s People’s Action Par(fAP) won a com-
manding victory in Singapore’s first competitive mass elections in May ;1859
only by “riding the tiger” of this “mass-based anti-colonial united fréfitivith
programs and promises of economic redistribution

Elite competition for mass support intensified in July 19éfter a PAP candi-
date lost a critical by-election to labor leader David Marshalsubsequent split
in the party left the PAP with a razor-thin 26—25 majority in parliamastit con-
fronted a newly formed Socialist Front that applied constant pressure on the PAP
to expand and improve public services for popular sectohe PAP leadership
responded by dramatically stepping up its repression of opposition and labor, forces
while increasing its delivery of side payments to ease popular opposition to its
strong-armed tactic®

The ruling party’s strategy of extending material benefits to labor was politi-
cally unavoidableBut it was economically dauntingjiven Singapore’s lack of
access to resource revenues and foreign fuhalsnake matters worsseparation
from Malaysia in 1965 threw Singapore into geopolitical limbpeating a “sense
of vulnerability” and shared hardship among the populatfofihis vulnerability
was heightened by domestic unigestioked by severe Malay-Chinese racial riots
in 1964 and “sharpened by Britain’s 1967 decision to accelerate military with-
drawal from Singapore by 197’

Singapore responded by modeling its development strategy after, lanather
resource poggeopolitically insecure countff Economicallythe strategy involved
“leapfrogging” unfriendly regional markets and pursuing full-fledged integration
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in the global economyPalitically, it meant the PAP needed to sustain its broad
coalition with side payments that would not raise exporters’ costs

It accomplished this in four way§irst, to help Singaporeans own their homes
the government created the Housing Development B@dBB) to subsidize land
building prices and home financing® Secondeducation was prioritized and sub-
sidized with a special focus on technical traininghird, the PAP restored perks
and introduced an aggressive pay scale for the civil serFioally, the state forced
firms to increase their contributions to the Central Provident R@RP); allowed
workers to access CPF funds to pay for housedycationand health neec¢lsand
allowed workers to buy discounted shares in government linked corporations
(GLCs).

These side payments did not impose cost burdens on industri@listaper hous-
ing dissipated upward pressure on wadesproved education meant improved
productivity and high salaries helped the bureaucracy attract many of the city-
state’s best and brighteshdeed these side payments proved critical to Singapore’s
capacity to earn foreign exchange and generate jobs through export-led growth

The pursuit of such growth itself—initially through labor-intensive manufactur-
ing, and subsequently through skill-based upgrading—involved the creation of insti-
tutions that facilitated ongoing labor and business participation with public officials
in policy formulation and implementatiorinitial labor-intensive manufacturing
required soliciting and coordinating foreign capital through Singapore’s “pilot
agency' the Economic Development BoafdEDB). The EDB’s expertisecoher-
ence and political backing helped Singapore establish itself in low-cost manufac-
turing, reaching full employment by the early 1970sBut this caused wages to
rise more rapidly than labor productivity The government’s initial response—
freezing wages—threatened to alienate labor and induce a low;Veagskill trap.
Thus in 1972 the government created another instityttbe National Wage Coun-
cil, comprised of representatives from foreign and local busjreessvell as labor
and governmento keep wages pegged to productivity increa$es

In 1979 under pressure from low-cost competitotise government launched
the “Second Industrial Revolution” to solicit higher value-addgkll-intensive
and capital-intensive investmentshile phasing out subsidies for labor-intensive
industries’ This required matching skills with industry demankb do sq the
government created a Skills Development Fugeherating funds to expand train-
ing and involving both business and labor in designingplementing monitor-
ing, and evaluating training program$The government also encouraged wages
to rise to market level®

89. Rodan 1989

90. Schein 1996
91. Rodan 1989106
92. Ibid.

93. Wong 2001

94. Ritchie 2001
95. Rodan 1989142



Origins of Developmental StateSlortheast and Southeast Asi&49

However this again forced wages up faster than productjvitgiting opposi-
tion from employersThe PAP rescinded the measurealizing it could not afford
to scare off foreign capitaBut neither did it relish the risk of squeezing workers’
wages too hardThe solution was to create institutions such as the Productivity
and Standards Board and Institutes for Technical Educatiwough which labor
worked with management to improve productivity

Combined with the foreign direct investme(®DI) boom of the mid-198Qs
these measures relieved some of the pressure of reconciling wages with skills and
productivity growth But in the early 199Qsthe familiar tension between wages
and productivity resurfacedhis timg the state coupled its demands for improved
worker productivity with pressure on both local and foreign-owned firms to upgrade
In addition to restructuring its grants to favor firms willing to invest in research
and developmentthe EDB established institutions such as the Local Industry
Upgrading Progragthrough which multinational corporatiof8NCs) provided
technological mentoring to local companig@e government also created thirteen
quasi-public institutesin collaboration with foreign firmsto encourage research
in new markets such as data storaged engaged labor and business in the for-
mation of development plans based on overlapping clusters of economic activities

In sum institutional development in Singapore was driven by the PAP’s politi-
cal need to promote growth in both wages and productivity against a backdrop of
resource scarcity and external insecuritile institutions that arose to meet these
challenges have helped Singapore avoid becoming trapped in a low-wage devel-
opment strategyand facilitated upgrading by helping firms adapt to the exigen-
cies of rapid economic change

Thailand

The emergence of a centralized Thai state in the mid- to late-nineteenth century
prompted predictions that the country’s economy would surpass that of Meiji
Japar?® Such expectations were not fulfillesbe suggestbecause Thailand’s rul-
ing elites faced less systemic vulnerability than elites in JaparSouth Korea
Taiwan or Singaporg Periods of tightening constraints have prompted impres-
sive bursts of institutional creatiolet these constraints have never been so severe
or sustained as to press ruling Thai elites to build the sort of bureaucratic capacity
and public-private linkages that fostered upgrading in Singafdrai elites have
intermittently confronted broad coalitional pressueegernal threatsand resource
constraintsbut never all three at once

The modern Thai state was formed in the second half of the nineteenth century
in the face of imminent colonial threatBut fortuitous positioning as a buffer
between French and British possessions allowed Thai monarchs to preserve national
sovereignty through negotiations rather than.waiding annexation required
national fiscal autonomyvhich came from exponential growth in exports of tice
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tin, rubber and sugarFinally, early Thai state-builders confronted little elite or
social conflict Modernizing monarchs faced no entrenched landlord clakie a
vast land frontier weakened tendencies toward peasant unrest

Side payments during the 1855-1945 period were minimhblle institutional
development was impressive but limit&@brders had to be securgd part through
the construction of railroagldbut the necessary steel and technology could be
imported with profits from bountiful agricultural expoyrtshich, in turn, required
macroeconomic stabilifygreater revenue collectipand efficient trade adminis-
tration All of this was achieved through the creation of a centralized civilian bureau-
cracy that “ran the provincekept the peacecollected the taxesand educated the
children”®” But land abundance and easy commodity exports allowed Thai ruling
elites to neglect basic institutions in agriculture such as property rights and irriga-
tion. Elites also considered but rejected productivity-related institutions in rubber
silk, and shipbuilding® Thus was born a tradition of extensive rather than inten-
sive growth®®

Since 1945 Thailand has been intermittently pressed by growing vulnerability
to improve institutional capacifyout these promising starts have faltered when
constraints loosene&oon after World War lla fragmented military elite responded
to labor protests over inflation and food shortages by destroying radical labor orga-
nizations but legalizing moderate unions and adopting legislation to improve work-
ing conditions But by the mid-1950swith growing U.S. military support and
vibrant rice exportsmilitary rulers outlawed unionism and plowed money into
state enterprisesnstitutionally, the result was a growth of intra-elite clientelism
and a weakening of the state’s macro-economic institutteths

By the late 1950sthe end of the Korean War commodity boom had cut export
revenuesand regional insurgencies were heightening security threléagder vul-
nerability led to impressive capacity in macroeconomic institutiasswell as state
support for private-sector arrangemeffts example commercial banKsto pro-
mote capital accumulation and agricultural diversificatiéet Thailand also ben-
efited from its land surplus and.8l military spending thatby the late 196Qs
“provided sufficient. . . foreign exchange. . to free Thailand from the reserves
constraint that might otherwise have materializé?t As a result Thai elites were
under no pressure to improve the performance of sectoral ministries or to inten-
sify linkages with private actor$n agriculture for example “planning. . . research
and extension were ineffectiyé®?

In the early 1970ssocial and elite conflict converged to force a broadening of
the ruling coalition under civilian ruléAs a rural insurgency gathered fora®n-
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flict between business and military elites led Bangkok-based business interests to
view the countryside as an ally to be co-opt&tbw holding executive power
business elites extended benefits to peasants such as price supports and fertilizer
subsidiesLabor unrest was mitigated with union recogniticollective wage bar-
gaining worker benefitsand training'®®

But this shift toward distributive goals generated little pressure for productivity
or administrative reformPayments to rural actors were institutionally disjointed
Manufacturing was regulated through ad hoc and complex regulations under a
highly fragmented group of state agengie®st of which maintained particular-
istic links with the private sectdf* Tariffs rose without any appreciable growth
in efficiency*® Diversification was impressivas state institutions worked through
commercial banks to promote new investmeibist the technological capacity of
local firms failed to improve significantly

Rising coalitional pressures did not translate into developmental-state institu-
tions in the 1970s due to the weakness of security and resource constsaicis
rity threats temporarily sharpened by the.& defeat in Vietnam and Chinese
support for Thailand’s rural insurgen@bated toward the end of the decaRev-
enues from rice and other resources remained,ragld Thailand’s land frontier
was far from exhaustedloreover global rises in commodity prices loosened rev-
enue constrainfdirectly by boosting Thailand’s export revenuesd indirectly
by permitting Thailand to pursue a strategy of “debt-financed growthRev-
enues required to sustain a broad political coalition were thus attainable without
significant institutional capacity

By the early 1980showevey conditions became less permissi@&evere global
recession slowed the flow of foreign exchange to the Thai.dbateinishing agri-
cultural exports meant growth would have to come from manufactured exports
more institutionally demanding prospedthroughout the next decadthe Thai
state’s institutional responses to this challenge were impressivpassing previ-
ous efforts'®” Officials initiated a restructuring committee to address key compet-
itiveness issugsuch as upstream tariff reform

But these institutions focused almost totally on macroeconomic stabilization
Institutions devoted to upgrading lay dormaas resource constraints were soft-
ened by a flood of foreign investment prompted by Thailand’s exchange-rate and
labor-cost advantag€$® This FDI inflow helped ignite an export boom in the late
1980s that absorbed low-skilled workers from the inefficient farm seatt&vi-
ated pressure for improved education and trainiagd reduced the need for
improved competitiveness among domestic firms
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The “good times” of the late 1980s and early 1990s gave way to the scarcity of
the postcrisis period of 1997his familiar shift from revenue plenty to paucity
was accompanied by unprecedented levels of populist pred3rgdictably this
combination of constraints has increased incentives to expand institutional capac-
ity as ruling elites struggle to finance side payments in the context of shrinking
revenues and fierce electoral competitidhailand’s initial response to the crisis
under the Democrat Partiygad two component®©ne was to address the country’s
lack of value addednnovation and competitiveness through bureaucratic reform
and extensive public-private—sector consultalifiThis upgrading initiative was
largely overshadowedhowever by neoliberal policies reflecting International Mon-
etary Fund(IMF) views

Responding to widespread dissatisfaction with the effects of IMF orthgdlosy
Thai Rak Thai TRT) Party won an unprecedentetkar-majority victory in the 2000
elections with promises to slow liberalization and increase redistribufioa TRT
aimed to prove its populist intentions by quickly introducing a large-scale village
fund and a universal health-care schefffeRecognizing that financing these side
payments over the long term would require improving industrial competitiveness—a
task for which Thai institutions were ill-prepared—the TRT passed bureaucratic
reforms created a National Committee on Competitivenasseased the roles of
industry “institutes” for public-private—sector consultatiomodified the Board of
Investment to emphasize “quality-over-quantity” in FDI promotiand initiated
efforts to reform education and improve vocational training

Such initiatives will likely lose steaphowevey if economic recovery provides
sufficient funds to meet cross-class commitmemtwiland has officially entered
a recovery periodmostly as a result of exchange rate-driven export growth and
Keynesian domestic stimulugot improvements in productivity and innovative
capacitiesThere are already discouraging signs that education and training reform
are becoming bogged down in political and redistributive wrangling as the “good
times” seemingly returi'!

Indonesia, Malaysia, and the Philippines

Like Thailand—but unlike Singapore—IndoneshMalaysig and the Philippines
have never faced the levels of systemic vulnerability that would have pressed rul-
ing elites to build developmental staté¢one have faced severe external thyeat
and resource conditions have generally been permisShese cases thus provide
important corroborative evidence that both the nomicabss-nationalpatterns

and the ordinalwithin-case shifts depicted in Singapore and Thailand are not
limited to those two examples

109 Hicken and Ritchie 2002
110. Hewison 2003
111 World Bank 2003
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In all three countriesintense social conflict after World War Il pressured ruling
elites to pay close attention to popular sect@lite responses varietioweverIn
the Philippinesconcerns with popular rebellion were addressed primarily through
localized electoral mobilization rather than cross-class side paynfeasditions
stayed narroyas presidential promises to redistribute land and resources remained
grossly unfulfilled"*?

In sharp contrastnass mobilization in Indonesia in the decades following World
War Il was impossible for elites to contain with elections alohe defeat Dutch
attempts at postwar reoccupatid®45-49, Indonesia’s leaders defined their “min-
imum winning coalition” in the broadest possible ternidite conflict remained
intense throughout the period of parliamentary democ(&ae49-57 and “Guided
Democracy”(1957—-65, and the population remained highly mobilizedean-
while, social conflict reached a fevered pitch in the mid-1960s with the meteoric
political rise of the Indonesian Communist PatBKI). The military seized power
and forcibly demobilized popular sectorget legacies of mass politics pressured
President Suhart¢1966-98 to complement repression with modest levels of
redistribution

Malaysia’s postwar coalition was broadened by highly intense social conflict
against the backdrop of a communally divided national eRemnants of the anti-
Japanese resistance battled British and neocolonial eitelsBritish plans to elim-
inate special privileges for the Malay majority led Malay elites to defend their
political dominance by incorporating the Malay peasantry into the United Malays
National OrganizatiotUMNO) in 1946 Although UMNO initially gained power
through a combination of limited electoral mobilization and moderate side pay-
ments ethnic riots in 1969 pressed it to pay increased attention to the economic
needs of its Malay base

These conflicts helped shape side paymentsch subsequently shaped state
institutions In the Philippineslow levels of side payments facilitated a virtual
absence of elite attention to state-buildiregpecially in the Cold War context of
highly reliable American guarantees of military assistarioeeign aid and pref-
erential market access for Philippine sugar expoitssent any strong linkage
between side payments and their own political survigkdcted political elites cul-
tivated regional power bases and largely neglected institutional reforms necessary
for growth and structural changket alone upgradingThe bureaucracy is compe-
tent but hamstrung by clientilist linkages between politicians and businessifien
Only in the early 199Qswith the confluence of increasing electoral competitive-
ness imminent state bankruptcynd the closing of LB, military basesdid the
Philippines manage to implement basic first-generation institutional reforms sim-
ilar to those described in Thailan@he result was temporarily improved growth
and FDI-led diversification through price stabilizatjorot state-building

112 Kerkvliet 1979
113 Hutchcroft 1998
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Unlike their Philippine counterpartindonesian and Malaysian ruling elites have
been consistently forced to sustain broad coalitions with significant side pay-
ments They have done so in ways that avoided pricing their producers out of key
export marketsas Indonesia and Malaysia are notable as two of the world’s most
impressive cases of export-led growth through low-cost manufactuGogt-
competitiveness and redistributive generosity were reconciled through side pay-
ments such as Malaysia’s New Economic PolibiEP), introduced in 197 lwhich
pressured Chinese and foreign corporations to relinquish 30 percent of their stock
to government trust®stensibly managed on behalf of ordinary Mal&ysBy redis-
tributing wealth through the transfer of corporate assealaysian ruling elites
answered broad coalitional pressures while avoiding unaffordable consumer sub-
sidies and unsustainable wage increases

In Indonesia agricultural price-management by the State Logistics Board
(BULOG) stimulated rural production—generating national self-sufficiency in rice
by 1985—yet without raising food costs too severely for Indonesia’s urban poor
Ruling elites in both Malaysia and Indonesia thus built broad coalitions while
keeping factor costs lavihelping both countries attract a deluge of foreign invest-
ment in export-oriented light manufacturing

Yet Malaysia’s NEP and Indonesia’s BULOG also nicely illustrate the delete-
rious impact of resource abundance on state institutions and subsequent eco-
nomic performanceCritically, both BULOG and the NEP emerged before Malaysia
and Indonesia reaped the massive windfall of the OPEC oil bpamd hence
operated under relatively tight budget constraifBsit the postboom flushness
of state coffers permitted both governments to use resource-generated revenues
to bankroll highly inefficient heavy-industry projects managed by favored busi-
ness cronies—even while the NEP and BULOG continued to secure mass
political support in relatively cost-effective way® As a result supporting insti-
tutions necessary for industrial upgrading have foundered in both Malaysia and
Indonesia Even Malaysian consultative mechanisms lauded by the World Bank
for example have mostly emphasized the resolution of communal tensioots
the improvement of national competitivengs%

Broad coalitional pressures in Indonesia and Malaysia have clearly forced rul-
ing elites to worry seriously about promoting growth and structural change to gen-
erate foreign exchange and employment for supparBusas in the Philippines
the absence of external threat and rarity of revenue shortfalls have permitted rul-
ing elites to avoid the hard political work of institution-building in areas beyond
property rights and price stabilizatioBlite commitment to even such basic “first-
generation” institutions has wavered in good times while returning to steadfast-

114 Jesudason 1989

115 For exampleBULOG continued to be effective in stabilizing rice prices without major distor-
tion even through Indonesia’s oil booe are grateful to an anonymous reviewer for pointing out
this fact

116 Biddle and Milor 1999
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ness only when times turn ba8uch an institutional profile has permitted more
impressive growth and diversification in Indonesia and Malaysia than in the Phil-
ippines but not any significant national upgrading

Conclusion

As an exercise in empirical analysthis article has aimed to unravel the political
origins of developmental and nondevelopmental states in Northeast and Southeast
Asia. We have argued that ruling elites in the NICs constructed coherent bureau-
cracies and public-private consultative mechanisms in response to a similar set of
political-economic constraintsill were pressed to build and maintain broad coali-
tions and to address security threats without easy access to revémgestrast
ruling elites in the ASEAN-4 never confronted such a threatening mix of geopo-
litical, coalitional and fiscal constraintSintermediate states” thus provided these
countries’ ruling groups with ample institutional capacity to sustain coalitions and
preserve national sovereignty

Our empirical analysis has also helped us identify a somewhat surprising causal
mechanism through which systemic vulnerability actually produces developmen-
tal statesContrary to common views that developmental states were built by utterly
unconstrained and ungenerous ruling elitge have found that the side payments
these elites delivered to popular sectors “called forth” impressive new institu-
tional capacities in South Korg&ingaporeand TaiwanThis was an incremental
processWithout building new institutiongpolicies designed to secure mass acqui-
escence such as land refgradvanced technical trainingnd subsidized public
housing could never have been effectively implementdiyen the fiscal con-
straints imposed by revenue paucity and daunting defense commitnelirg
elites did not enjoy the luxury of co-opting a restive mass public with more expen-
sive but less institutionally unchallenging types of side payméis was it polit-
ically feasible to pursue a low-wage export strategy based on squeezing labor
Over time then upholding broad coalitions amid severe fiscal constraints came to
require the pursuit of both export promotion and increased domestic jngllts
without sacrificing wage buoyancyhis strategy entailed extensive institutional
capacity

Accounting for these Asian outliers allows us to address broader debates as to
the conditions under which political self-interest drives ruling elites to provide
growth-promoting public goods antby implication to construct better institu-
tions for governancdmplicitly challenging the benefits of “state autonafimgcent
scholarship stresses the contribution of democracy to the provision of public,goods
such as educatiort” Drawing on market modelshis view argues that democracy’s
competitive pressures limit states’ ability to garner and distribute monopoly rents

117. See Lake and Baum 200&nd Baum and Lake 2003
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to themselves and a narrow band of supportes while democracy is a valuable
end in itself it does not always yield either more capable or more generous.states
Democratic competition might inspire improved institutional performance and
increased public provision when it helps induce elite vulnerabgisyseen in con-
temporary ThailandBut where ruling elites develop such a stronghold on power
resources that they can preserve power without delivering significant side pay-
ments as we see in the Philippingthe “invisible hand of democracy” fails to
deliver the goods

Nor should we assume that constraints on elite actions are confined to democ-
racies The primary lesson of state-building in Northeast and Southeast Asia has
been that systemic vulnerabiljtiar more than electoral vulnerabiljitihas driven
ruling elites to improve institutional performancht first, this argument might
seem crudely functionalisBut it is perfectly consistent with conventionaatio-
nalist premises regarding elite preferendesvelopmental states have not arisen
from political leaders’ selfless love of nation and accompanying recognition that
new institutions could help maximize national weaRathey developmental states
have arisen from political leaders’ recognition that—under conditions of systemic
vulnerability—only coherent bureaucracies and broad public-private linkages could
produce the resources necessary to sustain coalitemtsire state survivahnd
thereby maximize their time in office

We have tested the generalizability of this argument outside Northeast Asia
where our and others’ hypotheses regarding the origins of developmental states
have been generateBlecause Southeast Asia exhibits significant variation on both
our key independent variables and on the dependent variable of institutional capac-
ity, it has provided a useful venue for testing our hypothedésalso believe that
our argument is consistent with research outside the Asian theatdr as schol-
arship on the origins of “nonliberal capitalisms” in the industrialized world and on
institutional variation in Africat*® Our hope is that the hypotheses generated and
tested here inspire assessments of our arguments on a broader scale
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