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“Judith Tendler’s fine insight into the differential characteristics and side-effects of thermal and 

hydropower, and of generation and distribution, contributed in many ways to the formation of my 

views”. 

A.O. Hirschman,  Development Projects Observed  (1967:xi) 

“What if the fortress of underdevelopment, just because it is so formidable, can not be conquered 

by frontal assault? In that unfortunately quite common case, we need to know much more about 

ways in which the fortress can be surrounded, weakened by infiltration and subversion, and 

eventually taken by similar indirect tactics and processes. And I suggest that the major contribution 

to our knowledge of economic development must now come from detailed studies of such 

processes”. 

A.O. Hirschman, Foreword  to J. Tendler’s Electric Power in Brazil (1968). 
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Nicoletta Stame 

Introductory note 

Judith Tendler (1938-2016) was a development economist who, as consultant for international 
development agencies, combined in an original way scholarship in the social sciences and 
professional work. From field observation she was able to extract theoretical concepts that she used 
in her fruitful and extraordinary “teaching cum research”, especially with graduate students at 
MIT. Since her Ph.D. dissertation, conducted under the supervision of Albert Hirschman, she 
worked out her unconventional way of looking at reality: she suggested to “look at any successes 
with a sense of awe (…) explaining what is happening against a background of what is predictable 
and what is a surprise” 

Judith left an enormous body of work that is still little known. Apart from three books (Electric 
Power in Brazil, Inside Foreign Aid, Good Government in the Tropics) and a few articles, most of 
her work is confined to grey literature. Yet, she was proud of it, and on the occasion of her 
Festschrift, in 2011, she listed 81 papers, organized in chronological order. This material is now 
available on the website of A Colorni-Hirschman International Institute 
www.colornihirschman.org. 

This material may be studied for different purposes: either for relevant topics (development, 
specific economic sectors, the public sector, kinds of interventions) or in order to grasp her 
methodology (comparative analysis, what she called “lesson learning evaluation research”). Or 
more generally to assimilate her way of looking at the world of development: discovering what 
worked unexpectedly, and trying to provide an explanation for it. 

As a first taste of the wealth of insights that Judith’s work can offer, we have decided to select some 
beautiful pages from her professional writings1.  In contrast to the usually formal and compliant 
style of similar documents, Judith utilized these occasions to develop what she had understood 
while working at the project sites themselves.  This evidence was used to challenge received ideas 
and advance new ones, and to show things in a different light than usual; she ruminated on the 
surprises she had found, always in search of what might work for development and for improving 
people’s lives – with much solicitude for the poor.  

Her papers were full of minute observations of particulars, which were given a special role in her 
theoretical reconstruction, and in her suggestions on how to help future project designs. At the 
same time, in the abstracts, executive summaries or conclusions of each work she provided 
sweeping syntheses of the main messages. This collection draws mainly from such summarizing 
pages.  

1 By re-utilizing a well-known stratagem from Italian culture invented by Gaetano Salvemini – the famous anti-
fascist and  'meridionalist' who taught history at Harvard in the thirties of the last century – when he edited Le più 
belle pagine di Carlo Cattaneo – 1922 (1993). 
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Social Capital and the Public Sector:
The Blurred Boundaries Between Private and Public

Judith Tendler
Department of Urban Studies and Planning

Massachusetts Institute of Technology
Cambridge, Massachusetts 02139

11 April 1995

The formation of social capital in developing countries has been typically viewed as a

phenomenon occurring outside the public sector--often in protest against state actions, or in spite

of the state, or under the threat of repression by the state.  While this perception is in many ways

valid, several case studies of social capital formation or good governance have now emerged that

show the state to have played a quite positive role in social capital formation (SCF) outside it. 

Similarly, when governments perform well, they are often able to do so because they themselves

have previously contributed to the formation of social capital outside the public sector--linking

up to already-existing associations of citizens, or actually encouraging and financing the

formation of "independent" associations of citizens that ultimately demand better service from

government or loudly protest bad treatment by government. 

Despite this mounting case study evidence, we know more about the many ways in which

government action has undermined social capital, rather than contributing to it.  The explanation

for this imbalance in our understanding of both social capital formation and good government

relates to the strong perception that there is, or should be, a fairly clear line dividing the public

from the private realms.  It is the assumption of such a clear demarcation, after all, that makes it
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possible to talk about social capital formation (SCF) as if it took place only "outside" the public

sector, and as if it involved organizations always completely "autonomous" from government.  

There are good reasons for the relative neglect of the idea that SCF or good government

could be the result of blurred boundaries between public and private.  Normative concerns in the

development field have played a strong role in concentrating attention on drawing a clean line

between public and private.  Namely, the concern about corruption in LDC governments, and

about the use of "personalistic" rather than "rational" criteria in making decisions and allocating

resources, have caused the "blurred" line to be classified as a problem, rather than as part of any

possible happy outcome.  Also contributing to this perception is the current interest in

nongovernment organizations (NGOs)--as social-capital "heroes," or as "better" alternatives to

government in delivering certain kinds of services.  This literature emphasizes, naturally, the

"differentness" of NGOs from government and, in particular, their "autonomy" from government. 

Understanding how social capital formation and good government can sometimes be

associated with the blurring of the line between public and private is a particularly difficult task:

the same traits that accompany bad government or the undermining of social capital are often

associated with good outcomes.  Cooperatives formed by government are often coopted by them,

or simply run by local elites and not accountable to their members; but any longitudinal study of

truly representative cooperatives often finds much less democratic origins associated with

government support.  Governments often finance and control labor union movements; but many

independent locals often emerge from this past, shed their corporatist beginnings, and become

truly local organizations representing their membership.  
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Forgive my use of the politically incorrect acronym "LDCs," which I do in order to not create1

confusion between developing countries (DCs) and developed countries (DCs).

Yes, Wade went on to do an excellent study of South Korean irrigation bureaucracy, the picture2

of social health in comparison.  But these kinds of excellent comparisons are as rare as the
"pathology-type" study is common.  

It is difficult to disentangle these cases, and to understand the circumstances under which

social capital is formed, and those under which it is undermined.  As a first step toward

understanding the subject, I first discuss the formation of social capital (SC) inside government

and, second, the relation of government to social capital formation (SCF) outside it.

I -  Social capital within the public sector

There are two major aspects of social capital in the public sector that have been relatively

ignored, not only in research on social capital, but in research on government itself.  They are (1)

government workers and managers themselves, and (2) public-sector labor-unions.

(a) Government workers and managers  

The literature of the industrialized countries has a rich vein of work on government

bureaucracies as social organizations--their informal norms and networks, and how they

influence the carrying out of an agency's work.  The literature on government agencies as social

organizations in developing countries (LDCs ), in contrast, has been dominated by the1

fascination with organizational "pathology"--Wade's study of corruption in irrigation in India

being one of the finest examples in the genre.   The arrival on the scene in the 1970s of rent-2
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seeking explanations of government behavior, and the larger rational-choice theories in which

these explanations were embedded, simply enhanced this vision of government bureaucracy as

"structurally" or "inherently" pathological--particularly in developing countries (LDCs).

As a result of these peculiarities of the development field, we have little understanding of

the aspects of social organization of government agencies that explains why they function well

when they do.  There are few studies, for example, in the tradition of Michael Lipsky's or James

Q. Wilson's studies of street-level bureaucracies and what makes them tick.  There is no analogue

for developing countries to our understanding of the camaraderie between policemen explained

by Wilson, or of Lipsky's (and also Piven and Cloward's) discussions of professionals and their

greater allegiance to "the profession" than to their agencies--e.g., social workers uniting with

their clients against agency management in favor of reform.  In fact, given all the evidence on

how government bureaucrats in LDCs work against their clients' interests, the question of how

positive SCF has been able to take place in the public sector becomes quite a mystery--one of the

basic ingredients of a good research question.

The pathological view of government bureaucracy has also kept the development field

from doing more research on the heterogeneity within bureaucracies--one of the keys to

understanding how SCF takes place inside the public sector, or is influenced by the public sector. 

Even though the political-science literature has long left behind a view of the state as monolithic

and unitary, the applied development literature nevertheless sounds as if it still sees the world

that way.  Because we don't know much about the different groups that co-exist within any

particular public agency, that is, we do not know why one group sometimes gains ascendance

over another, nor appreciate how important these rises (and declines) are to the SCF question:
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advances in public-sector support for socially desirable actions, that is, often result from shifts in

power between groups within agencies--as well in the powerful "protectors" these groups lean on

outside their agencies.  With respect to interventions in support of such advances, then,

movement in the "right" direction is sometimes achieved simply by a tilting of the balance in

favor of one group as vs. the other within a particular agency.  I have seen this happen many

times in my own fieldwork.

(b) Labor unions in the public sector

Public-sector unions are strangely absent in the literature on LDC governments, let alone

in the SC literature--except as spoilers of reform.  Yet these unions represent a much larger part

of the workforce in the public sector than of private-sector workforces in LDCs--particularly

today, after more than a decade of decline in strength of labor unions in the private sector

worldwide.  They are also stronger than they are in the public sectors of some industrialized

countries.  The subject is relevant not just because these  associations of workers are an

important form of social capital; they also play a major role in making or breaking the reforms

needed to be undertaken by LDCs today.  

An example of the importance of public-sector unions has to do with the fact that the

development literature now gives major prominence to reforming and expanding health and

education services as key to the reduction of poverty and inequality (one of the learnings from the

East Asian success stories).  The education and health sectors of LDCs are classic street-level

bureaucracies, where public-sector unions are widespread and strong.  At the same time, these

unions often prevent governments from undertaking desired reforms--or at least are blamed by
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Examples are a case of state-enterprise union playing a constructive role in reform in Venezuela;3

and a case I heard about in West Africa where, in contrast to most experience, the public-sector
union was warned in advance of an impending World-Bank structural adjustment program, and
its "labor-shedding" components, and proposed an alternative plan that reduced costs and
increased productivity just as much, but required less layoffs.

government and donors as the culprits in explaining reform failures or slow progress.  Some of

these complaints are genuine, some represent scapegoating.  Regardless, however, the strength of

public-sector unions should certainly give researchers all the more reason to be interested in how

they function as social units--and to study, in particular, the cases--of which there are now must

be a numerous minority (especially if one includes state-owned enterprises)--in which unions

were brought into discussions on public-sector reform and played a constructive, and not only

intransigent, role.3

Why such silence about such important actors?   In the U.S., where labor unions have not

fared well either, there is at least a current research interest on the role played by labor unions in

some of the restructurings of best-practice large firms (e.g., by Richard Locke and Rose Batt at

MIT).  Why is there no such work in the development field?  When the subject of worker

participation in restructuring of large firms is in such vogue in the U.S. literature, why hasn't this

interest in workers and their associations spilled over into the development field?  Public-sector

agencies, after all, are some of the largest service "firms" around in LDCs.

To ask a set of related questions, why--when there is a large literature in the European

field on pacts between business, labor, and government--is labor missing from so many of the

studies of the role of the state in the developing world--except, again, in a negative sense?  Why

are the researchers of the newly emerging and rich literature on "embeddedness" of successful

states interested mainly in "business associations" and not "labor associations"?  The fact that
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Another intriguing example in this vein is the SC "winner," the Grameen Bank--used to4

illustrate a point later below.  Grameen employs thousands of field-level or front-line workers,
who have ultimately organized a strong union.  Grameen has come down heavily in combating
the union--which has struggled for higher wages, citing public-sector wages for similar work as a
standard.  In resisting the union's demands, Grameen appealed to an aggressive U.S. NGO lobby
to lobby the U.S. Congress and the Executive to put pressure on the Bangladeshi government,
which was at that time of the same political party as the labor union, to call off the union.  From
the point of view of SCF, is it Grameen or the union that is "non-excluding?" 

labor is weaker in LDCs, or that tripartite pacts between the three are less common, is not a

sufficient answer--at least for explaining why there is no research interest in public-sector unions. 

One of the problems involved in bringing public-sector labor unions "in" to the research

on reform processes is that public-sector unions see one of the key tenets of the reform package

in vogue today as undercutting them--namely, decentralization.  Decentralization presents the

same problem to LDC public-sector unions that it does in industry, although you won't see

anything about it in the development literature.  But labor's intransigence with respect to

decentralization in the public sector represents not only a digging in of its heels against highly

desirable reforms.  Agency managers and politicians I have talked to explicitly describe

decentralization as a strategy for "busting" public-sector unions--particularly in education and

health--in terms of clearing the way for desired reforms.  This view, though not stated as such,

goes hand in hand with the popularity of decentralization today--which, of course, does not deny

the desirability of decentralization on many other grounds.   Although I am quite familiar4

with the problems that public-sector unions can create--I have frequently been on the other side

of the fence--I am not quite ready to abandon the concept that workers need representation in just
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In Portuguese, there is a special word for the sellout or kept  union, which is the word for the5

sheepskin that is placed between a horse and its saddle.

societies.  We need to think about how such worker associationalism can further the cause of an

equitable economic development, rather than only undermine it.  

I am also puzzled by the absence of attention to labor unions at a time when the

development field is now looking at "nongovernment associations" of every type--including choir

groups, to use Putnam's favorite example--as such important manifestations of healthy and

democratic societies, and as deserving of more of a voice in what government does.  

Nongovernment organizations (NGOs) also figure quite prominently in the discussions of the

advantages of decentralization, in terms of what institutions government will decentralize to: the

development field sees NGOs (along with local government) as closer to "the people" or "the

poor" than government.

The view of public-sector unions as culprit rather than subject of study, or as worthy of

inclusion in discussions about reform, is also consistent with the broader view of labor unions in

LDCs as being "unimportant" because they are a "labor elite."  The development-economics

literature of the last decade or so blames LDC governments and labor unions--whether inside or

outside the public sector--for causing one of the most important prices in the economy to be

"wrong"--namely, the price of labor and, particularly, the minimum wage.  These "artificially"

high prices of labor cause management to substitute capital for labor, the argument goes, which

explains the segmented labor markets of LDCs with their large informal sectors.

LDC labor unions are ignored as respectable social capital, finally, because of the

corporatist origins of many of them.  To the left, they are seen as "sellouts" to government;  to5
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It should be noted that a large evaluation literature of the 1970s was quite concerned with the6

"rampant" exclusion it found at the local level in the course of evaluating the implementation of
large decentralized rural development projects.  But those findings--which probably went too far
in arguing the "harm" that elite-dominated local organizations do--seem to have been lost in the
swing of the pendulum to the other extreme in the 1990s.

the right and the center of today, they are yet another manifestation of big and bad government. 

This has also contributed to leaving labor unions (and other forms of worker association) in the

shadows of the development field when people are asking questions about the formation of social

capital. 

Whether or not these interpretations of the impacts of labor unions are accurate, the

unions have nevertheless been cast for all these reasons as hurting the cause of reducing

unemployment and poverty--as, in SC terms, an "excluding" form of social capital.  But this

should be the basis for a set of research questions, rather than a foregone conclusion.  This is

especially the case, given that the other forms of social capital so much in vogue today--

cooperatives, mother's clubs, local elders' councils--can be just as excluding as unions are

considered to be.  Why have these other forms of SC been exempt from the concerns about

exclusion?6

The development-economics argument about labor unions as "excluding" better jobs and

wages for the majority of workers outside misses a distinct feature of the way labor elites behave

in labor-surplus countries (as well as not recognizing the extent to which this assertion is still

vigorously debated today in the economics profession in the U.S.).  Precisely because they are

elites bobbing along in a sea of surplus labor, they are often forced or guided in certain

circumstances to be more inclusive, if only indirectly.  The benefits of their struggles sometimes

spill over, wittingly or not, to the non-unionized.  Take, for example, the labor unions organized
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One of the reasons they are so sophisticated is that they received lavish assistance in their7

organizing in the 1940s and 1950s from the American labor movement, as well as from
management itself, in order to head off organizing by Communist unions.

It is interesting to note in this connection that the Bolivian Social Emergency Fund--a World-8

Bank supported employment-creating works project meant to counteract unemployment caused
by structural adjustment--explicitly excluded ex-tin miners from access to these jobs, out of fear
of their skills in organizing.  Separate funds were set aside for the miners, where they would not
intermingle with the other workers.  The Fund is seen as a major exercise in SCF, since it
channeled some of funds through Bolivian NGOs.  What does one say about the SC of the
Bolivian tin miners in this story? 

in the first half of the century among the thousands of workers on the banana plantations of

United and Standard Fruit in Central America--among the most sophisticated trade unions of the

region.   In at least one country, Honduras, this "labor elite" played a major role helping peasant7

farmers in surrounding areas to organize a movement for agrarian reform.  This organizing

assistance was quite successful, and led to a major agrarian reform in that country carried out by

a populist military government in the early 1970s.  What prompted the "non-excluding"

behavior among the banana labor-elite was the fact that these unions had, by the 1970s, "done

everything" there was to do in terms of organizing their own workers and obtaining reasonable

wages and fringe benefits for them, and now had to look elsewhere if they wanted to grow--or,

simply, to continue experiencing the "kick" of organizing.  The fact that these unions were

geographically embedded in an area with many landless agricultural workers, many of whom

were relatives and friends of the banana workers, helped; also of help is the fact that the banana

companies were at that time laying off their unionized workers, releasing workers highly

experienced in organizing into the surrounding countryside of landless peasants.   The story8

illustrates a set of interesting research questions about the conditions under which LDC labor

elites are or are not incompatible with desirable SCF.
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Another fruitful and under-researched line of questioning within this rubric relates to why

and how some of the locals of national corporatist unions in Latin America have broken loose

from their moorings and gone "independent," becoming true representatives of marginal groups,

and others not.  (This is also relevant to the decentralization issues discussed above.)  Brazil's

rural labor unions are a classic example of this, many of them having shown true leadership in

pressing for social and economic reforms in their domains, while others have remained tied to

their government apronstrings.

II - Public-sector influence on social capital formation outside 

We know more about the ways public agencies "erode social capital," to use Peter Evans'

words, than about the ways they contribute to it.  This is partly because the literature on

development and social capital has proceeded as if there were a very clear boundary between the

government and everything outside it.  In this same vein, social capital is seen as everything

"outside" government.  And to the extent that government influences this social capital "outside,"

the thinking goes, it usually "crowds" it out--just as public-sector expenditure has been

traditionally portrayed in development economics as crowding private investment out.  But just

as Lance Taylor has shown that in several cases public investment has actually crowded private

investment "in" rather than out, an analogous phenomenon can be seen in the case of social

capital.

There are perfectly good reasons that the line between government and what's outside it

have been drawn so clearly.  The industrialized world's "project" of the last 40 years has been to
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Hirschman actually wrote a book on this phenomenon in industrialized countries, but mainly9

with respect to the decisions of individuals to move back and forth, and mainly between the
government and for-profit private sector.

support the creation strong developmental states and, hence, strong government institutions. 

Hence the concern about corruption in government, and the perceived need to "unblur" the line

between private and public by building strong civil-service institutions with "rational" criteria for

making decisions.  That government has so many times destroyed social capital is yet one more

reason, of more recent vintage, to draw the line clearly. 

 Finally, the social-capital "heroes" in the development field today are usually thought of

as the "nongovernment organizations" (NGOs).  They, and those who look to them as alternatives

to government in the provision of certain services, have emphasized the "differentness" of NGOs

from government and, in particular, their "autonomy" from government.  All these developments

have influenced the assumption, so eminently reasonable, that one can draw a very clear line

between the public sector and everything outside it.  Drawing the line so clearly, however, has at

the same time obscured another side of the public sector that relates to the positive role it has

played in social capital formation, alongside the negative.  Examples follow.

 One of the most striking things about nongovernment organizations in LDCs is the

movement of the people who work for and manage them back and forth between the

nongovernment and public sectors.   "Socially committed" NGO people flow to the government9

when they like it--i.e., when it is "being reformist"--and back to their NGOs when they don't like

it, when it is repressive or conservative.  As a result, NGOs as a group tend to flourish under

repressive or otherwise unpopular regimes, and to become decimated under reformist regimes. 

The latter phenomenon happened, with much hand-wringing in the NGO sector, when Allende
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took over in Chile, when the Sandinistas overthrew Somoza in Nicaragua, and when a civilian

president was first elected in Brazil in 1984.  Conversely, some of the top Sandinistas today head

or populate NGOs in Nicaragua (and are obtaining financing from the same donors who funded

the opponents of the Sandinistas when the latter were in power); and many of the NGO personae

of the Pinochet period are visible in today's Alwyn government in Chile.

  All this means that the line between government and NGOs is not as clear as many

would draw it.  It also means that the concept of government or NGOs as stable organizations,

each of whose "capacity" can be built--in today's parlance of "institution-building"--in an upward

linear trajectory over many years is, for certain purposes, not accurate.  Not accurate, also, given

that the literature characterizes the public sector and NGOs as different partly because of the

"different" kinds of people that work there (NGO managers and workers as a more dedicated

breed.)   

In analyzing LDC governments, finally, the development literature points to high

"turnover" of government managers and workers as one of the causes of poor performance--too

many new people being hired after a change of government and too many competent old ones

being let go or marginalized.  But the ebb and flow between public and NGO sectors actually

takes a greater toll on NGOs, simply because they are so much smaller, and therefore suffer

considerably more from the loss of one good manager.

All this is not simply to arrive at the uninteresting conclusion that NGOs are no better

than government, at least on any index of turnover.  More important, rather, is that what is more

"stable"--and worth trying to describe--is the pool of expertise and commitment that flows back

and forth between the two sectors, and what the effects are on each sector of its circulation.  With
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In a recent case study I supervised, my research assistant--an outstanding field worker--simply10

could not verify and explain clearly the extent to which a particular agency providing support to
small or medium enterprises was actually in the public or NGO sector.

a clear view of this ebb and flow, it is difficult to think of "social capital" as being only outside

government.  A few examples follow.

The ebb and flow between public and NGO sectors results in substantial cross-

fertilization between the two.  When government technocrats or managers "flee" to NGOs, the

latter get the specialist expertise for which they are known to be wanting--peopled as they are by

less-trained generalists, partly because of their lower salaries.  These "cross-overs" from

government also provide NGOs with people who are well connected to the world of banks,

donors, and public authorities--connections that NGOs need and often do not have.  From NGOs,

in turn, government gets people who have substantial experience in how things work "on the

ground," who have had the luxury of experimenting with various approaches, and on a small-

enough scale that they can develop some notions of cause and effect with respect to their

interventions.  Those who go from NGOs to government talk of how they are seduced by the

possibility of applying what they've learned on a large scale.  

One of the most interesting results of the ebb and flow is the density of informal networks

that sometimes bridge the NGO-government divide--a density, by the way, which characterizes

some of the successful programs I've evaluated.   Much cooperation and exchange of10

information passes over these networks.  That the networks might exist seems perfectly plausible

and, indeed, perhaps not that interesting; they are barely noted in the literature, however, because

both sets of parties to the network have an interest in denying their existence.  NGOs fiercely

proclaim their differentness and "autonomy" from government as their "comparative advantage"-
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-particularly when competing for funding from donors--and government views NGOs as

inconsequential, thorns in the side, not capable of reaching large numbers of people, and staffed

and managed by those who "couldn't get a job in the public sector."  Let me illustrate what some

of the results of this ebb and flow look like.

When observing front-line workers in government service agencies interacting with their

clients in Latin America, one sometimes cannot distinguish between--for example--the way

extension agents talk to small farmers from the way Liberation priests talk to their parishioners in

terms of what they have to do to sever their links of dependency on landowners.  Another

example I recently observed in Brazil: a reformist state government used this same kind of

"liberationist" language in a public information campaign about preventive health meant not only

to inform communities about proper health practices, but to urge them to be more demanding of

their mayors in the ways in which municipal services were run.  ("You have the right to expect

more from your government, your babies don't have to die at the rate that they do...").  These

kinds of uses of rhetoric, persuasion, and the media by government have been neglected because

they are usually associated with manipulation and repression of social capital formation.

Because of the tendency to draw such a distinct line between government and what's

outside it--and to characterize NGOs as good for SCF and government as bad or, at least, not in

the picture--the literature misinterprets SCF success stories.  The Grameen Bank is an instructive

example--an oft-cited story of success "outside" government, and in a country where government

is seen as a "basket case."  The extensive literature on the Grameen case does not reveal that it

had, from the beginning, a very important relationship with the Central Bank of Bangladesh. 

First, it had to continuously meet standards set by the Central Bank for all banks.  Second, its
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One of the founders of one of the most successful community-development banks in the United11

States, the South Shore Bank of Chicago--often mentioned by President Clinton these days as a
model of community banking--gave me a remarkably similar explanation for her own bank's
success: from the start, they were subjected to periodic visits of green-visored auditors from the
Federal Reserve Bank, who had absolutely no sympathy for or understanding of their "social"
objectives, and would not tolerate "bad loans." 

first managers were ceded by the Central Bank to work in Grameen--those who went being a

self-selected group of those most interested in Grameen's particular SC-forming mission.  In

certain ways, then, Grameen partook of the "human capital" of the very government it is touted as

being "better than"; at the same time, it was clearly subjected to the discipline of ongoing

demands for accountability from the regulators of that same government.   Most NGOs are not11

subjected to these kinds of demands for performance from their funders, who are often far away--

and frequently worried more about pleasing their constituencies than demanding accountability

from their grantees.  

How does one describe the mix of connectedness to government and performance-

eliciting separateness in this history of the Grameen Bank?  What does this say about how we

should re-think our approach to studying SCF?  Although the explanation I give sounds perfectly

reasonable, the NGO world--and some of the development literature itself--characterizes

government attempts to regulate NGOs as "interference," as "politicized," as "hostile," as

"controlling" or undermining an otherwise socially "pristine" formation of social capital.  In

many cases, this characterization is perfectly correct.  But research has neglected the other

possibility, because it does not fit a mindset that sees social capital as totally outside government

and affected by it, if at all, only adversely.  This translates into neglect of the obvious interesting
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question: what are the circumstances under which control by and/or co-mingling with

government helps or hinders the formation of social capital?

So far, I have talked about the blurring of distinctions between the government sector and

the social capital outside it.  In addition, and more simply, the development literature has not

grappled with the role played by government in supporting the growth of what is usually seen as

"autonomous," "grassroots," or "indigenous" social capital formation.  Many successful

manifestations of SCF--like agricultural cooperatives, ethnic-based associations, and even

mother's clubs--turn out to have a strong government presence in their past (examples below)--

just as do the unsuccessful ones.  No one tends to document this past support from government

for SCF because it conflicts with the self-image of "autonomy," let alone the characterization of

government as undermining of social capital.  The support is easy to forget, or not notice,

precisely because these groups are successful--i.e, have become more autonomous than they once

were.  Jonathan Fox's study of the support of "reformist" bureaucrats in Mexico for the

organization of "indigenous" peasant organizations in Oaxaca is an excellent example of what I

am talking about.  (It also illustrates the significance for SCF of the shifts in power balances

within agencies, and in their links to outside actors, in that the reformist bureaucrats "used" the

"indigenous" associations they helped form and support with program funding to turn around and

"pressure" the conservative bureaucrats in their own agency, who were less sympathetic to the

program's attempts to shift services and subsidies to truly needful farmers.  Fox calls what they

did a "sandwich strategy"--the reformists and the NGOs being the two pieces of bread, and the

resisting bureaucrats being the meat that was "surrounded" by them.)  Ultimately, moreover, the
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indigenous associations bit the government arm that had fed them earlier, disagreeing on many

occasions with what their reformist benefactors were proposing.

A variation on this story can be told of the cooperative small-firm associations created by

the even more "overbearing" Sandinista government, some of which not only became successful

and independent enough to bite the Sandinista arm--taking literally the democratic rhetoric

drilled into them by the regime--but survived the transition to the post-Sandinista regime. 

Another variation on this example is those among the rural labor unions in Brazil that have

become truly creative forces for social change in their communities, as noted above, despite the

fact that they were originally spawned by the corporatist legislation of a repressive military

government.

These stories raise a series of questions.  Why do some of these "government-created" or

government-nursed associations evolve into successful and/or truly independent groups, while

others do not?  Which kinds of interventions by government do better at leading to the formation

of such groups?  Which interventions are clearly beneficial, and which are hostile or

undermining?  Which kinds of interventions or supports from government tend to work in the

interests of SCF, even when the groups do not become independent?  Though these questions are

obvious ones, they aren't being asked (1) because the field sees government actions as only

smothering SCF (which it indeed often does); and (2) because community associations have a

deeply-felt need to see and tell their histories as tales of independent action.  Finally, the results

of such research are messier than prevailing views: they will often show that the same

intervention by government has led to both coopted or "excluding" groups, on the one hand, and

independent, public-interest-serving groups on the other.
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In: Rethinking Development in East Asia and Latin America, edited by James W. McGuire,
Papers prepared for a workshop sponsored by the Pacific Council on International Policy and

the Center for International Studies, University of Southern California, 1997, pp. 109-122.
______________________________________________________________________________

Ceará vs. Kerala (with Latin America vs. East Asia in Mind): 
The Devil is in the Disaggregation

Judith Tendler

Department of Urban Studies and Planning
Massachusetts Institute of Technology

19 June 1997

Memo for the workshop, 
"Rethinking Development in East Asia and Latin America," sponsored by the Pacific Council on

International Policy, University of Southern California, Los Angeles, 11-12 April 1997

This memo was written in response to a set of questions for the workshop posed by Jim

McGuire--namely,

To what extent and for what reasons has the [Brazilian] state of Ceará in Brazil
developed more successfully since 1985 than other states in Brazil?  What
similarities and differences exist between the development experiences of Ceará
and the Indian state of Kerala?  Under what circumstances might cross-state [or
cross-province] comparisons yield even more reliable and useful development
lessons than cross-national or cross-regional comparisons?

McGuire set these questions against a larger set of contrasts and issues posed with respect to the

workshop topic of rethinking the interpretations of the development experience in East Asia and

Latin America, and its relevance to the thinking about human development.  To sum it up

crudely, McGuire's rendition of the now-familiar current thinking about the East-Asia/Latin-

America contrast (henceforth EA vs. LA) portrays East Asian successes in poverty-reducing and
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employment-creating growth as a result of "autonomous" and labor-repressing governance,

among other things.  This is customarily contrasted to what the memo describes as Latin

America's "public provisioning," which was considered to be ineffective because of a "populist

welfarism" that misdirected benefits to the middle class.  East Asia invested in health and

primary education more effectively than Latin America, in this story, and in early asset

redistribution through widespread agrarian reforms.

I first thought the comparison of Kerala to Ceará was a strange one.  They seemed to

have nothing in common except for the fact (not irrelevant) that they were both states rather than

countries.  The EA/LA comparisons of the workshop and the current development literature are

usually made in terms of national, not subnational, units.  Also making comparability difficult,

though Kerala and Ceará are both state governments, Kerala's population is more than four times

that of Ceará's--29 million vs. 6.7 million.  In addition, Kerala's rural areas (as well as those of

the rest of South Asia and East Asia) are much more densely populated than those of Ceará (and

the rest of Latin America), with its (Ceará's) low 43 persons per square km.   One untrivial1

aspect of high population density is that it substantially reduces the difficulties and unit costs of

delivering public services to poor people.   To make matters even less comparable, Kerala is in2

South Asia rather than the East Asia of the workshop's EA/LA contrast.  And I know much less

about Kerala than I do about Ceará.   3

Upon further thought, I found that the Ceará/Kerala comparison turned out to quite useful

for raising questions about the EA/LA comparison--which frames so much of the development

discourse today--questions that might challenge researchers to move beyond it.  First, Kerala

represented a case of "welfarism" and public provisioning that, in contrast to the stylized
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portrayal of Latin America, was associated with effective public provisioning and good

governance.  This raises questions as to why public provisioning worked in Kerala and not Latin

America, and whether public provisioning generically is, indeed, the culprit in the Latin America

story.  Second, in that East Asia did not engage in public provisioning, according to the

workshop memo, this suggests that places like Kerala and others that public provisioned

successfully should be able to provide more insight than the East Asia comparison about the

conditions under which such policies can actually work effectively.

I project the following Ceará-Kerala contrast against the backdrop of the broader issues

laid out in McGuire's memo.  

Kerala

I present less detail on the Kerala case, partly because the case is of longer duration and,

partly for this reason, is better known in the development field (thanks, in the Western world, to

the works particularly of Amartya Sen and, more recently, Patrick Heller, among others).  I also

know less of Kerala and South Asia and, like the workshop paper, am using it more as a foil for

the EA/LA comparison.   The summary evidence of Kerala's success in expanding human4

capabilities relates to low infant-mortality rates (17 per 1,000 vs. 50 in India and 44 in today's

Ceará); high life expectancy (71 vs. 60 in India); high adult literacy (91% vs. 50% in India and

56% in today's Ceará)--and, summing it all up, a Human Development Index that is almost 70%

higher than that of India's (0.65 vs. 0.38).5

Less known, as discussed later below, is how Kerala was able to achieve this remarkable

feat of public provisioning in terms of public administration and governance--let alone over a
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sustained period of time.  Also less commented upon, but important to the Kerala story, is the

long history of intense civic associationalism associated with demand-making on government,

broad political mobilization (the Communist Party of that state), and the interplay of these forces

with state government in the development of a broad program of public provisioning.  Civic

associationalism cut across ethnic, religious, and caste groups through various social movements

(and, latterly, the Communist Party) and their demands for reform and accountability.  It is a

story that civic-associationalism buffs would love, though many of Kerala's associations were

more inclusive and cross-cutting than singing clubs.  This particular feature is consistent with

research on the strengths of "cross-cutting cleavages" and also of "weak" ties.   Yet Kerala, as6

discussed further below, is strangely absent from the current literature on civic associationalism

and governance.7

Ceará

Ceará is a state of 6.7 million inhabitants belonging, along with nine other states, to

Brazil's Northeast region--a poor, semi-arid region, with a per-capita income half that of all-

Brazil, and with roughly a third to a half of its population living below a line of absolute poverty. 

Half of its population lives in urban areas (lower than most of the rest of Brazil and Latin

America), and roughly one third of the labor force works in agriculture, whose share in state

output has declined from roughly 25% to 13% over the last decade--partly because of the

structural transformation, and partly due to an attack on its principal crop and export, cotton, by

the boll weevil.  
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Two indicators of Ceará's performance are the most widely cited as a sign of that state

government's performance since it took over in 1987.  One relates to economic growth--the

"enlargement of private incomes," to use the workshop memo's terms; and the other relates to

one indicator of the workshop's "survival-related capabilities"--the rapid decline in infant deaths

per 1,000 births (the Infant Mortality Rate [IMR]).  During the 1987-1993 period--

encompassing part of "the lost decade," a time of stagnation and fiscal crisis for all-Brazil--

Ceará's economy grew at a rate four times that of Brazil and five times that of the Northeast

region.  While Brazil grew at only 0.87% per annum during this period, and the Northeast

declined at 0.04%, Ceará grew at 3.4%.   During that same period, infant mortality fell by8

roughly 36%--from 100 per 1,000 to 65 or, depending on the indicators you prefer, from 77 to

44. During that same period, the Northeast IMR declined by only half that much (18%) and all-

Brazil declined by only 22%.   If one takes the second of the two estimates for Ceará's current9

IMR (44 per 1,000), this comes close to that of all-Brazil (42)--impressive for a state with a per-

capita income only 42% of that of Brazil--and is well below the IMR of the rest of Northeast

(with the NE IMR at 65, Ceará's is 32% less).   Of significance to this decline in the IMR, the10

rate of vaccination coverage of infants and children for measles and polio more than tripled

during that same period from 25% to 90% of the population.

Many Ceará watchers and insiders attribute the change in these two indicators to a radical

transformation in the state's governance, starting with the late-1986 election of the reformist and

modernizing governor, Tasso Jereissati.  He succeeded in electing his protege and successor,

Ciro Gomes, four years later, and then won re-election himself to a second term in 1994, still

unfolding.   Though each governor had a quite different style, they are both seen as having run a11
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serious, honest, and modernizing state government--in sharp distinction to what went before and

to many other state governments of the Northeast.

The most significant accomplishments in Ceará's governance fall into three following

areas.  First was fiscal adjustment and reform in a state where payroll commitments consumed

87% of the state's receipts when Jereisatti first took office.   Second was a set of three12

innovative programs--in rural preventive health (clearly responsible for the decline in infant

mortality ), in transferring 30% of the state's public procurement to small firms in the interior,13

and in "declientelizing" the administration of large food-relief and public-works employment-

creating programs traditionally mounted during periods of intermittent drought.14

Third, the state government aggressively and successfully recruited investors from

Southern and Southeastern Brazil, and from outside the country, to set up manufacturing plants

there and, to a lesser extent, tourism ventures.  Dozens of new plants have located in Ceará in the

last four or five years--mostly from the South and Southeast--in the traditional industries that

previously constituted Ceará's manufacturing sector--footwear, garments, textiles, agro-

processing, and tourism.  (This is not to say, however, that these industries are using traditional

technology--many of them, as the state proudly claims, are using the latest technologies.)  Ceará

has been quite aggressive in offering tax exemptions, facilitating infrastructure investments, and

other subsidies to the firms it courts.  These incentives probably do not add up to more than

those offered by other Brazilian states, at least according to my interviews with firm owners. 

They point to as key, rather, the "credibility" of the new governance.

Fourth, and related to the state's ability to attract new investors, the state government has

successfully pursued international-donor funding for major infrastructure investments (most

195



importantly, a new port and airport improvement, major sewerage investment in the capital city,

Fortaleza, and various other sanitation and road investments related to private tourism

investment).  These investments are a more recent phenomenon, based on the credibility the state

gained with international donors for its governance in the early years of the reforms. 

Remarkably, in fact, none of the reforms listed above had outside donors behind them or

assisting them.  In fact, the one sector in which there had been a large donor presence was also

the sector in which both production and the administrations of the new governors performed

poorly--agriculture.15

Misperceptions on Ceará

Before proceeding to the contrast between Ceará and Kerala, and how it relates to the

contrast between Latin America vs. East Asia, it is necessary to correct three widely held

misperceptions, especially among the international donor community, about the nature of Ceará's

accomplishments and governance.  These corrections, and the strength of the misperceptions, are

relevant to the themes of the workshop in that they illustrate some of the difficulties and

inaccuracies of the LA/EA comparison, and how one might move beyond it.

Misperception I: growth before and after 1987.  Ceará's higher-than-Brazil and

higher-than-NE growth rates during the 1987-1993 period are a striking achievement for a poor

Northeast state.  At the same time, however, these rates were significantly lower than the state's

growth rate of the earlier 1980-1986 period and even during the 1970s.  Like Brazil and the

Northeast in general, growth rates in Ceará were almost 2-1/2 times higher in the previous
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period, 1980-1987, when average annual per capita GDP growth rates reached an impressive

8.1% per year--as compared to the 3.4% of the post-1986 period.  The earlier period of much

higher growth, then, preceded the entry on the scene of two young reformist governors, the first

in 1987, who are credited with the state's turnaround from "backward" and "clientelistic" to

"growing" and "modernizing."  The comparison of these two periods on growth alone, in short,

shows that if one wants to relate the state's economic performance to the two reformist

governors--as is the claim of Ceará admirers--one cannot point to the state's growth in relation to

the immediately preceding period, because growth was much higher then.  Rather, and as the

state government itself customarily does, one must point to the fact that Ceará's growth rate after

1987 fell much less than that of Brazil and the other Northeast states.  

I point out this misperception not to detract from the achievements of the current period

of good governance, but to lure the attention of researchers of good policies to that immediately-

preceding period.  The current attempt to attribute Ceará's good relative growth performance to

the policies of its reformist governors, that is, obscures and deflects interest from a question of

considerable importance to those interested in understanding the policy determinants of

economic growth: if good policy characterizes the post-1986 period, and bad policy or lack of

any policy ("clientelism," "backwardness," lack of "public-minded vision" by elites, lack of

"public-sector competence") characterizes the previous period, then how does one explain the

much more impressive growth of the earlier period?  One simple answer is that growth, or the

lack of it, may not have much to do with what governments do--particularly subnational

governments, and particularly for the short time periods encompassed by Ceará's new

governance (10 years).  But this is not an interesting response for those looking for the
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relationship between growth and governance.  More significantly, I suggest that discovering the

determinants of Ceará's higher preceding growth has not attracted the attention of students of

economic development and governance  because much of that earlier growth, it turns out, was16

the fruit of a set of regional and state policies that are now thoroughly discredited in the

development community--partly through the EA vs. LA contrast itself.

Ceará's higher growth rates seem to be in part the long-maturing result of an

interventionist industrial policy by the Northeast regional authority (SUDENE) and the

Northeast Regional Development Bank (BNB) that started in the mid-1960s.  These policies

included a central-government tax-credit scheme for large, mainly manufacturing firms and, in

the case of Ceará, the creation of industrial estates particularly in--interestingly enough--

"traditional" industries like textiles, apparel, and shoes.  The policies, and their complementary

subsidies, are now discredited, not only by commentators on policy in general but by non-

Northeast Brazilians, and even by some Northeasterners themselves: the "massive" subsidies for

Northeast industrial development and their attendant capital-intensive, unemployment-

perpetuating results; the persistence of poverty and inequality 30 years after the policies were

initiated; the "bloated," "ineffective," and "politicized" bureaucracies of SUDENE and, to a

lesser extent, the Bank of the Northeast; the interventionist "industrial policy" and failed policy

of "industrial estates;"  and, finally, the "clientelistic" and "traditional" administrations of Ceará17

and other Northeast states.

How do we explain Ceará's impressive pre-1987 industrial growth against this

background, where the by-far strongest policy influence around was a set of policies that are now

discredited?  If "clientelistic" and "rent-seeking" is the wrong description of public-sector
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administration in Ceará and the rest of the Northeast, then what is a more accurate description? 

Is it that the discredited policies were not that bad in their time, but now need reforming for the

new era that has commenced?  Or is that things could have been even better with better policies

and better governance--a contention that, though common in such cases, seems to take us into a

counterfactual never-never land and away from trying to understand what actually happened. 

Similarly, can "good" pieces of this set of policies be extracted, in terms of lessons for their

present, from their larger "bad" context?  Finally, Ceará has shown particularly outstanding

performance in the textile sector (the single largest benefactor of the state's share of regional

subsidies).  (The same is true, even more strongly, for the Northeast state of Bahia's

petrochemicals sector, similarly, benefitted.)  We could describe these two sectoral successes as

a difficult-to-explain result of discredited "old" policies; or, without much twisting of the facts,

they could be described as looking eerily like the now-fashionable "picking-of-winners"

currently advocated by Michael Porter for developing and newly industrializing countries and a

host of his admirers and industrial-policy consultants.  Which explanation is correct, and which

determines the lessons to be learned from these successes?

Without doing more research on such cases, it is difficult to answer this question and to

tell the difference between the two contrasting explanations.  But a stylized regional comparison

of East Asia vs. Latin America has been built on an assumed difference--East Asia picks the

winners with the right policies, and Latin America indiscriminately targets losers, as well as

winners, with bad policies.  With this mental template, little attention can be paid to the

variations away from this stylized view, and the lessons to be learned from them.
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It is difficult for us to notice, in sum, the pre-1987 economic growth of Ceará, let alone to

attribute it to an environment of governance in that state (and in the Northeast), and to a set of

policies and programs, that we now have pronounced as disabling rather than enabling.  Hence,

our tendency to point to the post-1986 Ceará state governments, whose agenda fits better our

present-day conceptions of what works and what does not.  The point is not that the prior

policies were "right," or that the current Ceará governance has nothing to do with it.   Rather,18

we obviously need to do more homework on this and other similar cases, lest we get the lessons

wrong.

Misperception 2: human indicators.  It is generally acknowledged by the Ceará state

government that its impressive progress on infant mortality noted above has not been matched--

at least yet--in educational indicators, life expectancy, or relative or absolute poverty indicators. 

The percent of the population below a poverty line continues at one third, unemployment has not

declined significantly, and literacy remains roughly the same as the pre-1987 level of 56%.  With

respect to the newly reduced level of Ceará's infant mortality rate, in turn, it should be noted that

44 per thousand is still almost twice that of the developed South and Southeast of Brazil (28)--

and it is two-and-half-times that of Kerala's low IMR rate of 17.

This is not to discredit the state's impressive achievement in reducing infant mortality, or

the seriousness with which it is taking on other problems.  It is simply to show that the state's

success in reducing infant mortality does not bespeak a broader pattern of successful public

provisioning of the type that shows up in the human indicators.
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Misperception 3: good governance and civil society.  The third misperception about

Ceará illustrates our inclination, recently, to interpret good governance as having to do with civil

society--on the basis, in many cases, of rather slim evidence.  With respect to Kerala and in

seeming confirmation of that assumed relationship, a substantial body of grounded research

firmly establishes the extent to which the effective public provisioning of that case was driven by

a densely associational civil society (and party mobilization, later, by the Communist Party), and

its demands of government for reform and accountability.  Many admirers of and participants in

the Ceará experience also portray it as a story, in part, about civil society--or, at least, about

reformist administrations that were "participatory" and "consultative," that forged "partnerships"

with "civil society."  (A small book on the Ceará experience written by some of those who

managed it was entitled Shared [Public] Management: The Ceará Pact.)  But this image is not

accurate--at least not in terms of the literature on civic associationalism and governance--and

makes it difficult to explain how that outstanding governance emerged, the nature of it, and what

lessons can be drawn from it.

In many ways, Ceará's story is the opposite of Kerala's in terms of civic associationalism. 

In contrast to Kerala's complex interactions between civil society (including unions), party

organizing, and governance--which led to an effectively public-provisioning state--the Ceará

story is remarkably simple: it is about a long linear path of struggle between two small elite

fractions--the traditional landholding elite and the newer urban and modernizing elite.  19

Contrary to the current image of the Ceará story as being one of a young reformist governor

(Tasso Jereissati) bursting suddenly onto a hopelessly clientelistic and traditional scene after the
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elections in 1986, that gubernatorial election constituted one of the last chapters of the struggle

of one elite fraction to win out over the other--the modernizing over the traditional.   20

To be sure, the larger environment of transition from military government to

democratization in Brazil during this period of struggle brought this elite struggle out of the

closet into the open with a first election in 1982 (the modernizing fraction's candidate won, but

his administration turned out to be weak).  In addition, Ceará's reformist government has

contributed importantly to the creation of associations that have then turned around and

demanded accountability and reform from the very government that assisted in their birth or

strengthening.  (This development in itself should place another question on the workshop

agenda: government-induced associationalism turns on its head the one-way causal relation

between "government-independent" civic associationalism and good government shown in

Putnam's study of Italy and assumed by many who think about the role of nongovernment

associations in governance. )  21

Once the reformist governor came to power in the beginning of 1987, finally, he did

indeed institute a new "partnership" and "pact" with business, which met for breakfasts on

Mondays once a month with state-government department heads and often with the governor

himself.  Sub-groups were created (the textile sector, the granite sector, etc.) and sector-specific

Monday meetings were held to discuss problems and plans.  But the key actors who attended the

breakfasts and participated in the pact came mainly from the original elite fractions.  And the

"civil society" of the much-advertised pact was mainly business and did not include labor (with

some important exceptions, as time went on ).  (This contrasts with Kerala's pact which, if it22

erred, did so in the other direction--including labor more than it did business.) 
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In addition, some of acclaimed ingredients of Ceará's success were explicitly "excluding"

rather than "including"--namely of workers, and those who represent them.  The success of

Ceará in recruiting outside investors (in contrast to Kerala's scaring of them away until recently)

has been based on an explicitly cheap-labor, "low-road" approach to global competition.  (This

sounds a somewhat dissonant chord in the otherwise remarkably modernizing public discourse of

this new state administration.)  The state government has promoted its advantages to potential

outside investors much as did the Southern states of the U.S. when they were wooing textiles,

furniture, and other manufacturers away from New England: namely, and as noted above, cheap

and docile labor, and an "enabling" environment that helped firms discourage the organizing of

workers, the paying of fringe benefits, and the protections of the labor law.  (Ceará, in trying to

attract foreign investors, also emphasized its dry sunny climate, with year-round sun and

warmth, and its greater relative closeness to European and U.S. ports--in comparison to the more

developed southern and southeastern Brazil.)   Ceará is not unusual in following this path to23

attracting outside investment.  Other similarly low-wage states and countries have often done the

same.  But the grave concern of not only labor unions but some non-labor elites who concern

themselves with how the state should enter the modern world are nevertheless inconsistent with

the popular image among Ceará-admirers of an "inclusive" model of governance, broad

consultation, and rich civic associationalism.  

The contrast of Ceará to Kerala in terms of inclusiveness and civic associationalism is not

meant to portray Ceará negatively but, rather, to reflect different paths to development.  Kerala,

after all, was considered notorious for many years in development circles for scaring away

outside investors (and local ones), in contrast to Ceará's success at attracting them.  But the
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contrast raises questions about how to reconcile the current interest among academics in the

development field over the connection of civic associationalism to good governance (reflected in

the workshop memo) with the grudging acknowledgement (also in the memo) of the "good

results" of the autonomous-state/labor-repressive side of the East Asian success stories.  One

could even say that the new Ceará looks more like the workshop memo's East Asian model--a

state government being able to act "autonomously" (which includes the keeping of labor at bay)

and, at the same time, "embeddedly" (with business mainly, not labor).  This kind of state

governs well in many ways, as Ceará has remarkably done, but not in response to a broadly

based and rich "associational" civic society that demands accountability.

Ceará vs. Kerala

With respect to the issues of human indicators and public-provisioning, as we have seen,

Ceará is no Kerala.  In addition to the differences pointed out above, Ceará's much-proclaimed

success at reducing infant mortality to 44 per thousand births--for which it received UNICEF's

Maurice Pate prize--still leaves infant mortality at more than twice that of Kerala, a state whose

population is more than four times the size of Ceará's and whose per-capita income is only 22%

that of Ceará's ($260 vs. $1,162).  Although Ceará's two reformist governors have given a high

and welcome priority in their discourse to primary education, they have as yet made only slow

progress in this direction--with literacy at 56% compared to Kerala's 91%.  Ceará's performance

in preventive health, moreover, was not as dramatically matched in curative health--at least not

yet.  
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The Ceará/Kerala comparison with respect to social indicators and governance is

somewhat awkward, and unfair to Ceará, because Kerala has a decades-long history of public

provisioning and doing well on social indicators.  It is not possible to tell at this point whether

Ceará will ultimately come through on primary education, whether the momentum of the initial

preventive health decline will be sustained, whether corresponding improvements will be made

in curative health, and whether the current plateauing of the infant-mortality rate is only

transitory.  Much of the above-cited list of Ceará's achievements, moreover, lies in other areas

than that of Kerala--namely, fiscal reform and downsizing of public employees in the face of

fiscal crisis, and the attraction of outside direct investment (in contrast to Kerala's reputation for

seeming to scare off outside investors).  Many Cearenses, finally, are genuinely proud of their

state, its development, and the notice they have received throughout Brazil and the world about

their governance.  This kind of confidence and optimism is almost unheard of in Northeast

Brazil, and the positive effect of this in terms of self-fulfilling-prophecies is hard to measure

with indicators.

A surprise of the Ceará-Kerala comparison, and our perceptions about both states, is that

Kerala currently (the 1990s) does better than Ceará on per-capita economic growth--the

workshop's theme of "the enlargement of private incomes."  In performance that must come as a

surprise for those familiar with Kerala's 1980s reputation as a stagnant economy--of "equity at

the cost of growth" or, more recently, of "strong labor unions scaring away private investment"--

Kerala has grown at per-capita GDP rates almost double those of Ceará since 1987--6.4% as vs.

3.4%.   Even more impressive, given Kerala's reputation of the 1980s as a slow grower within24

India, Kerala's post-1987 growth rate has been 28% higher than that of all-India--5.0%. 
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The conundrum for Kerala-watchers, and the caveat of those development thinkers

evaluating its possibilities as a model, are its continued low per-capita GNP--$260 vs. India's

$310 (not to mention Ceara's $1,162).   This in addition to the belief or, at least suspicion, of25

many that Kerala's "slow growth" and continuing low per-capita income is a result of a highly

unionized and "intransigent" labor force.  This kind of explanation of low growth, commonly

heard today in the development field, shares something with Martin Rama's econometric findings

on the association between low growth and high unionization--as well as with the McGuire

workshop memo's characterization of the problematic aspects of the Latin American side of the

LA/EA comparison.  Namely, "labor elites" (among others) in Latin America--in contrast to the

labor-repressed East Asia--are identified as making difficult the development of a state that

might otherwise be more effective at public-provisioning.  This happens because of a

"misdirecting" to the middle classes of the benefits of the welfare state and the public

provisioning that are meant for the poor.  

The Kerala case, in sum, produces a different set of questions that are difficult to either

raise or explore within the confines of the contrasts and categories of this particular kind of

analysis.  Why did a state responsive to popular demands produce the opposite result in terms of

effective provisioning (though not in terms of growth) than did the Latin American case? 

Correspondingly, how do we reconcile our enthusiasm for civic associationalism's effect on

governance with our distaste for its assumed negative effect, according to the workshop memo,

on growth?   I can not answer these questions, but I would hope that they would be taken

seriously by exploring the Kerala case (and others similar to it) more seriously in terms of the

why and the how of public provisioning.
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Public provisioning and good outcomes: 
old cases and new interpretations?

In the development field, many have dismissed Kerala as an exception, albeit laudable. 

Or, they point to Kerala's persistently low per-capita growth rates of the past, reflected in its low

per-capita income ($260), as a reason to dismiss its achievements in high human indicators--

certainly not a model to be followed.  This, however, is an "old" interpretation of Kerala.  It fails

to notice the state's better growth in the 1990s, and its recent evolution of state/labor/business

relations in a more business-friendly direction.  These recent developments have not brought

Kerala back into the lexicon of development stories, not to mention that the state's long-standing

story of highly effective public-provisioning does not appear in the currently burgeoning

literature of best-practice and how-to cases of public management.  

This blind spot in the current attention of the "state-capacity" literature to Kerala (and

similar such cases) is testimony to the fact that Kerala does not really fit the stylized portrayal of

development traits to which we have grown accustomed in the EA vs. LA comparisons.  That is,

explanations for Kerala's success have to do, as the memo says, with public provisioning--food

subsidies, schools, health programs, agrarian reform.   This is what Latin America did a lot of26

(although not as comprehensive agrarian reforms) and poorly, the EA/LA contrast says, while

East Asia did something else--not public provisioning.  (I actually think the EA/LA comparison

and, correspondingly, the workshop memo, exaggerates the difference between the policies

pursued by EA vs. LA of relevance to human indicators; both regions devoted substantial

resources and policy attention to health, education, and even agrarian reform.  It was the design

and implementation of the policies that were different, not their type.)  But researchers should be

moving on to another set of questions.  Why was Kerala's public-provisioning associated with
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improved human development indicators (and even growth, more recently) and Latin America's

just the opposite--"populist," as the memo says?  More important, why was Kerala's public

provisioning so much more successful than the rest of India's?

The questions I pose are, in part, about state capacity and the quality of governance.  But

for all the interest in and research on Kerala's social indicators, we do not really know that much

about why and how the government in such a poor state like Kerala could distribute food

subsidies, run employment programs, and re-distribute land without enormous rent-seeking and

leakage --in contrast to so many other places, including the rest of India and Latin America in27

particular.  With all the current interest in "state capacity," "governance," and "institution-

building," in other words, the Kerala case is an important and strangely missing example. 

Perhaps this is because Kerala is an "old" story, and hence less interesting to those on the new

governance and institution-building bandwagon--a serious mistake in the choice of cases on

which to do evaluation research.28

If we want to understand why Latin America's public provisioning was "misdirected" to

the middle classes, in contrast to Kerala's, then we should also be looking into similar "off"

examples.  Costa Rica is an obvious candidate, closer to home than Kerala.  Like other Latin

American countries, it also had high welfarism and public provisioning.  Like Kerala, however,

the public provisioning was effective, as witnessed by Costa Rica's high performance on human

development indicators for many years relative to other Latin American countries.  (Costa Rica,

of course, is dissimilar in other important ways to Kerala.) 

Costa Rica does not appear on the 16-country list of the workshop memo, but it fits

perfectly the memo's category of "providing welfare state benefits excessively, prematurely, or
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misdirectedly."  Indeed, it has been even more welfarist than most Latin American countries and

even more "labor permissive," at least in terms of its not having gone through the labor

repression of the military periods of other Latin American countries.  But, as with Kerala, the

provisioning has been more effective than in other Latin American countries, as witnessed by the

high social indicators (assuming, according to the memo's argument, that high social indicators

are, at least in part, the result of effective public provisioning).  If excessive welfarism explains

Latin America's problems and inadequacies at effective public provisioning, then what explains

the even more "welfarist" Costa Rica's success?  

Methodology

The set of questions I have raised about Kerala, Ceará and other places throughout lead

clearly to the methodological question posed by the workshop memo: what is the value of

within-country as vs. cross-regional (or cross-country) comparisons?

Within-country comparisons (between subnational governments, or between different

agencies or programs) do better in many ways at illuminating certain aspects of the questions

and quandaries posed in the workshop memo.  They also provide more practical and realistic

lessons for reformers.  At this juncture, moreover, Latin America might learn more from

between-country than between-region comparisons of the East-Asia/Latin-America ilk.  Cross-

country comparisons within a region (or within-country comparisons) allow us to hold certain

things constant--surely a 

prerequisite for serious hypothesizing.  So many things vary in a comparison across countries

and regions that it is difficult to arrive at accurate explanations, let alone lessons that are relevant

to another part of the world.  In addition, many of the country and regional characterizations of
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the current literature, as reflected in the workshop memo, represent either an "average" of the

quality of a country's programs and policies or a representation biased toward the more

conspicuous ones--whether good or bad.  They fit certain parts of the government and not others,

or certain parts of the country and not others.   29

I find it troubling that such cross-regional rather than cross-country or within-country

comparisons seem to have more influence in the development field's analysis of the problems of

Latin America today.  This bent of mind is clearly reflected in the searches of Latin American

governments for new ways of thinking about policy and reform of the state.  Many Latin

Americans heartily accept the East-Asia/Latin-America comparison as grounds for a general

discrediting of their own experiences, and as marching orders for their own reforms--moreso, in

some cases, than the very researchers and other observers who have put these comparisons on

paper.  This wholesale discrediting of Latin America's past development policy and performance

makes it difficult to discern and understand the elements of the Latin American past (and

present) that actually have worked out well and are worth building on, or imitating elsewhere in

the region.  The EA/LA comparisons of the last decade, of course, have served an important role

in jolting people out of traditional ways of thinking and doing things.  But such comparisons

often manifest themselves in the form of government officials and agency managers embarking

heartily on policies and practices that they think constitute the East Asian model of governance

(or the New Zealand model of public management, or the Grameen Bank model of micro-credit,

or the Japanese model of lean production, or the U.S. model of Total Quality Management).  In

many cases, the model--or what people think it is--gets adopted on the run and with major pieces

missing, or under circumstances that are quite different.
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The findings of the EA/LA comparisons are not the problem I am talking about.  It is,

rather, the absence of an as robust interest on the part of researchers and policy analysts in

within-country and cross-country research as a source of guidelines for reform.  The results of

such research could serve as grounded material for the experimentation we see in Latin America

today and the welcome openness to change that it bespeaks.

In closing, I would like to say that the EA/LA contrast troubles me, as posed in the

workshop memo and literature it draws on, because it seems to sidestep the issue of "agency" as

related to good governance.  It does so by focusing on an explanation of problems (generic

populism or welfarism) that makes it difficult for good governance (in this case, effective public

provisioning) to be explained in the cases where it emerges--like Costa Rica, or Ceará, or Kerala. 
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1. Heller compares Kerala's 29 million to California's roughly
the same number, with the Kerala population being settled on one-
tenth the amount of land.

2. I would guess that this is one of the reasons why the Grameen-
Bank "model"--another question raised by the workshop memo--is
much more successful in Bangladesh than in many other countries
with lower population densities where imitations have been
attempted.

3. To help me out, I was fortunate to have participated in two
recent seminars in which the Patrick Heller presented his
research on Kerala, in which illuminating comments were made by
Bish Sanyal and Ani Dasgupta, and to have had some further
conversations with Heller.  My understanding of the Kerala case
is based on those encounters, and his and Amartya Sen's writings. 
Any misrendering of the Kerala case is my responsibility, not
theirs.

4. Kerala is the only bow to South Asia relevance in this
workshop, though the South Asia/Latin America comparison may
yield more interesting lessons for the workshop's concerns with
public-provisioning than the East Asia comparison.

5. Note, however, that despite Kerala's many-times higher
survival indicators than Ceará and Brazil, Brazil nevertheless
has a higher human development index--0.75 vs. 0.65.  This is
because of the weight of Brazil's much higher (than Kerala's)
per-capita income in the index (I thank Patrick Heller for this
clarification).

6. Heller's analysis shows that the typical Putnam-like rich
associationalism of Kerala (and India, more generally) tended to
be caste, ethnic, or religion-specific.  Left on its own, without
the more inclusive and cross-cutting mobilizing of the various
social movements of Kerala's long history, this kind of
associationalism can be fraught with danger, since it lays the
groundwork for inter-caste, inter-ethnic, and inter-religious
conflicts.

7. An exception in the recent Western development literature
being the work of Patrick Heller.    

8. From 1991 onwards, this growth manifested itself in a
permanent 11% increase in the level of Ceará's per-capita GDP as
a percent of Brazil's per-capita GDP (about $1,433 to Brazil's

Notes
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$3,400)--namely, from a steady 38% to 42%--and a 13% increase in
per-capita GDP as a percent of that of the Northeast, from 79%
that of the Northeast to 89%.  Also impressive, this growth
occurred at a time when Ceará's agricultural sector--
traditionally the mainstay of the state's exports (cotton in
particular) and accounting for a quarter of the state's output--
declined drastically, partly due to an attack of the cotton boll
weevil.  Industry, and secondarily services, clearly led this
growth performance.

I do not extend the 1987-1993 comparison to a more recent year
because my data for economic growth in 1993-1995 (from the state
planning agency, IPLANCE) are not clearly comparable with the
1987-1993 series I noted previously.  The 1993-1995 data seem to
reveal a slight decline during those years to about 2.7%.  

9. The Brazilian-government data for Ceará's IMR are quite
different from those commonly cited in Ceará (and in my own
book)--namely, a drop from 100 to 65, rather than from 77 to 44. 
To complicate matters further, Brazil's IMR rate of 42 in this
paragraph of my text is not consistent with the rates for Brazil
of McGuire's memo (his data show Brazil's IMR at 57 in 1993,
rather than the 41.6 of my data).  His are taken from the United
Nations Development Report and mine from Brazilian government
sources--namely IBGE, Censos Demográficos, and PNADs.  I chose
these latter sources for this particular paragraph--as against
McGuire's/HDR's or the state of Ceará's--because they are the
only ones that allow a state-by-state and regional breakdown.   

10. In comparing IMR declines in Ceará vs. other places starting
with lower rates, it is important to keep in mind that a big
decline from quite high initial rates is considered rather "easy"
by the public health field, in comparison to subsequent
reductions, because of the dramatic effects brought about by the
introduction of oral rehydration therapy for diarrhea (as Ceará
did in its preventive health program)--the largest single killer
of infants in underdeveloped regions, particularly rural areas.

11. As of this writing, Brazilian governors are not allowed to
immediately succeed themselves, although there is a
constitutional amendment that proposes to allow re-election now
under consideration and highly likely to be passed.  In the 1994
gubernatorial election, it should be noted, Jereissati lost in
the state capital--doing much better in rural areas.  The
candidate he backed for mayor of the state's capital and largest
city in the 1996 municipal elections also lost.  

12. The fiscal reforms involved (a) expunging the payroll books
of 40,000 ghost workers or double salaries for those working one
job, (b) aggressive collection of taxes, assisted by extensive
computerization, (c) reducing real wages among public-sector
workers by not giving cost-of-living adjustments (this
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contributed more than the termination of ghost workers to
reducing payroll obligations); and (d) insisting that new
employees be hired only through competitive exams.  This set of
reforms succeeded in reducing the share of salaries in total
receipts from 87% of expected receipts in 1987 to 45% in 1991
(all this during a time when federal transfers were decreasing)--
leaving the state for the first time with a budget for
investment, not to mention non-salary operating expenditures. 

13. Some give equal credit to economic growth and a federal milk-
distribution program administered by the state.

14. The most broadly-based and enduring was the rural preventive
health program, involving an "army" of 7,300 newly-hired
paraprofessional health agents, earning the minimum wage and
often semi-literate, who were hired by the state government from
the communities where they were to work and paid the minimum
wage.  The public-procurement program represented an unusual and
imaginative redirection by the state government of 30% of its
public-sector procurement of goods and services from traditional
urban suppliers and distributors to small and micro-firms
throughout the interior of the state.  The program resulted in a
30% reduction in cost of these items, which were delivered at
comparable quality and within comparable time periods.  (The
public procurement program was temporarily suspended two years
ago because of a challenge from the courts [inspired, some say,
by the program's and the governors' opponents] that questioned
the legality of the program's waiving of open bidding regulations
[the state expects to win this case, but it requires a change of
law at the national level].)  Finally, the state was successful
at "de-clientelizing" the administration of its intermittent
public-works programs in the interior, employing thousands of
rural males in these emergency programs during the region's
periodic droughts.  The programs also involve massive
distribution of food supplies and water from trucks.  The drought
programs, though continuing to be less clientelized than those
preceding 1987, never reached the degree of non-political
allocation that they did in 1987--at least according to citizens
of the affected communities.

An extensive discussion of these programs can be found in the
author's Good Government in the Tropics, Johns Hopkins University
Press (1997); the health program is also treated in Judith
Tendler and Sara Freedheim, "Trust in a Rent-seeking World:
Health and Government Transformed in Northeast Brazil," World
Development 22 (No. 12, December 1994):771-1791; and the
procurement program in Judith Tendler and Mônica Alves Amorim,
"Small Firms and Their Helpers: Lessons on Demand," World
Development 24 (No. 3, March 1996):407-426.
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15. Since the late 1970s, and pre-dating the new governance, the
World Bank heavily supported the agricultural sector and the
state's agricultural institutions with a succession of large
integrated rural development projects.  Agriculture, however, has
stood out during this period for its lackluster performance, its
fading significance in the state's output and, particularly, the
state's inability to deal with a major attack of the boll weevil
(starting in the mid-l980s) on its traditional export crop--
cotton--which is also the major input for its textile industry. 
The textile industry, in ironic contrast to the production of
cotton, is one of Ceará's major modernizing successes--having
outperformed that of Southeastern Brazil in competitiveness,
technological modernity, and exports.

16. With the exception of a small group of Northeast economist-
researchers, such as Katz and Policarpo, who have pointed out
Ceará's better economic performance starting in the 1970s.  They
have not drawn attention, however, to the 1986-1987 divide and
the new good governance (most obviously, because the rates fell
during that period).  They have tried to understand the
difference between Ceará and other states, particularly the
previously better-off and more-industrialized Pernambuco--
attributing this difference to some interesting factors relating
to the differing natures of the industrial elites of both states,
and the extent to which industrialization management came from
inside or outside the state.

17. A remarkably similar set of critiques and disappointments
have been expressed about Italy's policies and institutions to
develop its lagging region, the South.  Certain aspects of
Brazil's Northeast policies were modeled on the Italian case.

18. Although it must be said that econometric studies would be
hard put to demonstrate the effect of Ceará's recent governance
on growth rates, let alone within such a short period of time. 
In the 1980s, a remarkably similar set of admiring allegations
about the relationship between the economic performance of the
state of Massachusetts in the 1980s and the administration of
Governor Michael Dukakis were shown to be not verifiable, even by
the economist-admirers of that administration.  

19. The struggle between these two elite fractions took place
over a period of ten to 20 years preceding the 1987 election, and
within the realm of a business association--the Federation of
Industries of Ceará and, more particularly, the Ceará Industrial
Center (CIC), which was a part of it.  The more modernizing,
"young-turk" faction won control of the CIC years before the 1987
election, and sponsored a series of public lectures and ensuing
debates about how to bring their state out of poverty and
backwardness--to which they even invited, among others, well-
known "left" and sometimes exiled intellectuals such as Celso
Furtado and Maria da Conceição Tavares.  This was quite
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remarkable for an elite business group during a period of
repressive military government, and in a part of the country
known for most supporting that government. 

Jereissati, part of that group and 35 years old when he first ran
for election, was the candidate the group decided to put up for
election against the "clientelistic" three families of rural
landholding wealth that had dominated previous administrations. 
Significantly, and less commented upon, this young-turk fraction
had similarly put forward another candidate chosen by them four
years previously, a government "technocrat" from outside their
group who won but who ultimately, they decided, did not have the
power or the capacity to stand up to the more traditional elite.

20. Jeffrey Paige's new book comparing Costa Rica, Guatemala, El
Salvador, and Nicaragua recounts the origins of Costa Rica's
success as a peaceful, relatively open and successful welfare
state also in terms of the winning out of the more modern
fraction of the elite--in his cases, the agro-industrial as vs.
the agricultural elite.

21. I make this argument at greater length, and present evidence
from Ceará, in Good Government in the Tropics, The Johns Hopkins
University Press, 1997.

22. Both governors were known to be more open informally on
certain occasions, in comparison to previous governments and to
many neighboring Northeast governments, receiving delegations of
representatives of labor and other excluded groups--associations
of rural workers, protestors to proposed dam projects, etc.--and
to negotiating their demands with them.

23. The state government worked with the firms to make it
possible to create labor "cooperatives" or "associations"--a form
of labor contractor--which would allow the firms to contract the
associations rather than hire workers directly.  It introduced a
bill in the state legislature to facilitate this form of
contracting and lobbied successfully for its passage.  It also
encouraged firms to locate outside the capital city in rural
areas, and gave them more subsidies for doing so.  This policy
was meant to provide more rural employment by "decentralizing"
industry but also, as reported by state officials and firms, was
considered desirable because it made it more difficult for
workers to organize in that decentralized location scattered the
new jobs spatially.

24. Kerala and India data from Patrick Heller, Ceará data from
Brazilian state and central government sources (IPLANCE and
IPEA).

25. The per-capita GDP figures for Brazil and Ceará used here are
quite a bit lower than those used in the text above for purposes
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of comparability with India and Kerala.  For the former figures,
I am using data developed by Patrick Heller from the World
Development Report of 1994, the UNDP Human Development Report of
1994, and Government of Kerala data from 1992.  For the
Ceará/Northeast/Brazil per-capita GDP figures used previously, as
noted above, I used government of Brazil sources, which give
higher figures.  I did this in order to make possible comparisons
between Ceará and Brazil and the Northeast.  In order to arrive
at this paragraph's [lower] per-capita GDP figure for Ceará, I
took Ceará's per-capita GDP as a percentage of Brazil's per-
capita GDP from my data and applied this percentage (38) to
Heller's/World Bank's per-capita GDP for Brazil of $2,770.

26. In contrast to the well-known foreign imposition of the
agrarian reforms of many of the East Asian cases--which often
disqualifies them as models for Latin America and most other
places--it is important to note that Kerala's agrarian reform was
the result of internal and broadly inclusive mobilizing carried
out over many years by the state's Communist Party.  The CP was
able to build and draw on various already organized groups of a
dense civil society, all of which also helped to keep it in
check.  Although Communist-Party mobilizing may be just as
irrelevant for Latin America today as foreign-imposed agrarian
reforms, the broader phenomenon of widespread mobilizing around
agrarian and other poor-oriented reforms is not at all unfamiliar
to what is happening today in some places in post-authoritarian
Latin America today.  In Brazil, for example, the rise of the
Landless Workers Movement (and earlier, the Workers' Party) and
its demands for agrarian reform, have clearly played a role in
the seriousness with which the government is currently facing
that issue.   

Just as India's respect for democracy and procedure created space
for the Communists to mobilize around this and other
redistributive issues, Brazil's new respect for democracy has
made it more like India--in contrast to the previous
authoritarian period--in terms of the kind of mobilization it
will tolerate.  And just as the Congress Party's involvement in
the struggle for liberation from the British contributed to its
reluctant willingness to tolerate Communist-Party organizing, so
Brazil's struggle to free itself from a repressive military
regime also created a new environment of tolerance for
mobilizing.

27. I owe this observation to Patrick Heller, in response to my
question about where I might find some literature from a public-
administration or institution-building view of how the state
government actually did it, and why so well.

28. One explanation may lie in the fact that researchers of
Kerala who publish in Western development journals--whether pro
or con--have been captured by other issues: first, that low per-
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capita incomes could be associated with high social indicators (a
lot of research effort went into establishing and measuring these
outcomes); second, a later-emerging view that doubted the
sustainability of a low-growth model (the same doubts fell on the
similarly touted Sri Lanka case), a view that was augmented later
by those who pointed to the mobilizing and empowerment of labor
as the culprit (in certain ways, similar to the negative
judgments on "populist" Latin America); and third, a more
mobilization-sympathetic set of researchers who were fascinated
by what happened outside government, rather than inside.

29. Mark Granovetter provides an interesting example of the
shortsightedness caused by characterizing whole countries--in the
case of his example, the East-Asian style of government as "good"
and South Asian as "bad."  He attributes this overly general
characterization, and the attribution of "good" to one and "bad"
to the other, to the fact that "business groups" are hardly
studied in the non-Indian literature on India, but yet they are a
hot scholarly topic for students of East Asia.  There, the
particular pattern of relations with them are said to have been
an ingredient of "good government" which results in not noticing
their importance, let alone touting them, in a place like India
normally used as an example of "bad" policies and "rent-seeking"
governance.
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Comments on Partnership for Capacity Building in Africa
For PREM Public Sector Group, The World Bank

8 March 1998

Judith Tendler
Massachusetts Institute of Technology

tendler@mit.edu

The Partnership for Capacity Building in Africa (PCBA) is to be commended for its serious
attempt to understand the problems inherent in existing relationships between the donor
community and African countries, for the long process of consultation with Africans that
accompanied and informed the exercise, and for the extent to which it boldly commits to an
approach that breaks significantly with the problematic aspects of the existing relationship and
gives more say to African participants in determining how such a new approach is to be
structured.

I start by listing some aspects of the draft PCBA report that could be improved, and then make
some suggestions as to how the improvements might be made.  I divide my comments into two
sections: (1) raising questions, and (2) suggestions.  I add a few minor observations at the end.  In
developing these comments, I have kept in mind the Questions for Reviewers provided by Cheryl
Gray.

I - Questions

1. The analysis

Despite the report's call for a new approach to Africa's problems, its analyses of them (as well as
the proposed solutions--more below) have an "old" quality to them.  Even though I am not an
African specialist, I have seen them many times in WB and other writings.  This is not consistent
with the report's claim to a "new" approach.  In particular, the characterization of the African
development experience seems too monolithic--painted as a failure, as rife with corruption,
administrative and political incompetence, and with civil society nowhere to be seen, either
because it is repressed or too weak to make a stand.  I will leave it to the African specialists to
argue with such a monolithic portrayal on the grounds of accuracy.  

What is problematic about the monolithically negative portrayal for the PCBA is that such an
initiative needs to be built on an understanding of why some things have worked (within
countries, as well as between countries) and others have not.  For example, the report states that
"management, poor policies, and weak institutions" have prevented African agriculture from
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achieving "high levels of growth leading to poverty reduction and improved living standards." 
But we know that there are significant exceptions in some countries and/or in certain regions. 
Cases like these should provide us with the lessons that feed into the strategies and remedies
proposed in the report.  For an exercise like this--especially one that seeks to escape from the
imposition of foreign models--the more positive outcomes cannot afford to be neglected because
they should form the basis of an argument about what is likely to work.  

The monolithically negative portrayal is also problematic because it is like typical donor
portrayals of Africa that many Africans have found insulting.  In that sense, it is somewhat
jarring in a report claiming to represent a more African view.  Correspondingly, the portrayal of
such unrelieved incompetence and corruption could be self-defeating, because it may not inspire
much confidence in donors being asked to commit more than a billion dollars to an undertaking
that puts so much decision-making capacity in African hands.  

The "systemic" nature of the portrayal of Africa's problems--all bad things go together in an
analytically neat and closed circle of underdevelopment and incapacity--hinders one's ability to
figure out how to intervene, to identify the point of entry.  The similarly "systemic" nature of the
report's recommended approach--"integrated" and "not piecemeal" (p. 3)--also seems unrealistic
in light of what has been learned from past experience with "integrated" approaches.  If the
analysis of Africa's problems could show contrasts, contradictions, and jagged edges, including
some bright spots, this would help indicate paths of entry into the problem.

The negatively monolithic portrayal of Africa also creates trouble for some of the suggestions the
report makes.  For example, the proposed scheme bars from participation those countries that do
not have "good governance, open society, the rule of law, and proper accountability" (p. 59, note
6).  But this would seem to exclude most African countries, at least as characterized by the
report's own analysis.  

I find these criteria for excluding certain countries from participation confusing for other reasons
as well.  First, the stated purpose of the PCBA is to contribute to the building of these very
qualities--proper accountability, good governance, strengthened civil society, etc.  Second, there
are always islands of institutional promise in badly-governed countries.  Isn't it important to see
them as opportunities to at least set those countries on a path toward good governance?  In this
sense, it is something more like the "piecemeal" approach that one wants, though it would be
more accurately described as an "incrementalist" strategy of bringing about change--distinctly not
"integrated."  Third, such broad grounds for exclusion, because their vagueness allows
considerable room for interpretation, could simply open the door for capricious and idiosyncratic
selection, depending on whoever was in charge at a particular moment.  

Could a set of criteria for judging grant proposals be devised that would favor those activities
that seemed to be on the path toward improving governance, accountability, etc.?  These kinds of
selection criteria would also act as incentives to movement in the desired direction. 
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Finally, the portrayal of the African continent as basket-case implies a kind of African
"exceptionalism" that, regardless of its justifiability, makes it difficult to learn from and apply
lessons being learned in other, non-African countries.  If Africa is so uniquely bad, and so
resistant to development as a continent, then the solution must also be unique.  There's not much
to be learned, that is, from the experience of other continents.  

While reading the PCBA report, for example, I was reminded of an article written some years
ago by Uma Lele, which looked into the reasons for poor performance of rural development
projects in East Africa.  Bringing to bear on this case the experience of the Indian case, she
pointed out that the Indian successes in dramatically increasing agricultural productivity were
preceded by years and years of patient and unglamorous investment of funds and technical
assistance in the building of agricultural research institutions.  During this long period, of course,
there was no immediate return in increased agricultural productivity.  

Lele criticized the unsuccessful African experience with IRDP programs, then, not for its
peculiarly "African" elements (endemically corrupt and inadequate administration, etc.), but for
the fact that the governments and the World Bank had invested heavily in rural development
projects without first investing in the building of capacity of the agricultural research institutions. 
This is the kind of lesson that the PCBA should be able to draw from the experience of other
continents.  The African "exceptionalist" perspective precludes the learning of such lessons.

I am not suggesting that the report go to the other extreme and project a monolithically rosy view
of the African scene--but only that it reflect the variety of bad and good that exist within and
between countries, in which opportunities for improvement inhere.

2. The remedies

Most of the report's priorities and suggestions to remedy Africa's problems are perfectly
acceptable.  But they are too numerous, too vague, and have a "Christmas-list" quality to them
(see, e.g., pp. 15-17).  (Many are also "boilerplate"--I have seen them in many WB and other
donor reports, even for countries outside Africa.)  In some ways, they remind me of the
justifications and proposals for the integrated rural development projects of the 1970s and 1980s:
donors, along with governments, were capable of doing everything at one time, and had to if they
were going to make any impact on the problem--namely, health, education, micro-enterprise
assistance, roads, drinking water, electrification, irrigation, and agriculture credit, research, and
extension.  

It's not that any single one of these interventions would not improve things markedly, or that it
would not be desirable to achieve all these things at once.  Rather, experience has shown that the
all-together-at-once approach does not work because it's too complex and too organizationally
demanding.  One needs an incrementalist strategy, which is quite different from the piecemeal-
ism that the report rejects.
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The report should explicitly choose to include some actions and objectives and exclude others,
and indicate the reasons for such decisions and such a ranking of priorities.  There are various
clear criteria one could choose for supporting some activities and excluding others: for example,
(a) some are easier than  others and therefore more likely to actually work, (b) the problems that
some of the proposed goals are meant to remedy are of greater urgency than others, (c) some
initiatives create conditions that make other interventions easier to carry out, or even contribute
toward reducing the lower-priority problem itself, (d) some initiatives are better suited to the kind
of organization that the PCBA proposes to set up.

After reading initially of the extensive consultations in Africa that led up to this report, I
expected that the report would provide a sense of the varied commentaries and suggestions,
grounded in different country experiences, that would have emerged from these consultations.  It
was difficult to believe that such an extensive set of consultations among Africans would have
yielded an analysis of the problem and a set of suggestions that sounded like so many other
World Bank and other donor reports I have read.  Perhaps the quality of those findings was lost
in the attempt to generalize.  Couldn't that source be better mined? 

3. The new entity and the size of the program

After reading about the major inroads that the PCBA hoped to make in Africa's problems, and
the comprehensive and ambitious listing of fundable activities and objectives (from creating civil
society to mending Africa's universities to increasing accountability of government institutions to
microcredit programs for small businesses), I was surprised to see that the initiative involved
funding of only $8 million per year in each country for five years.  It is not that the ability to have
an impact is related to the amount of money spent.  Rather, this relatively low level of spending
in each country would seem to dictate a highly strategic and focused approach to grant-making
that would clearly specify (a) certain areas of priority, and/or (b) types of interventions where the
marginal impact of a small amount of funding was likely to be high, based on past experience,
and/or (c) activities for which the need to monitor would be relatively lower (more on this
below).  

Take the example of helping sick universities.  Even if only partially successful, this would
constitute a significant contribution to Africa's development, and would be an appropriate area
for such a grant-funded program.  What would be the way to focus on this problem, given this
particular level of funding and time-span?    (Or is it not feasible?--in which case, this particular
task should be excluded?)  What is the relevant experience that can be brought to bear on such an
endeavor?  Could this be one of a few priorities, at least in the first years?  If not, why not?  With
respect to the need to focus, I cannot imagine such a funding initiative being successful at putting
some universities on its feet and creating free-standing "centers of excellence" within the initial
five-year period.  A choice would have to be made.    
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David Leonard published a proposal some years ago in World Development, which aimed to help
bring highly trained (and highly-earning) African professionals back to their countries.  I don't
remember the details, but it was clever and was widely circulated.  Though the PCBA might not
necessarily be interested in this particular proposal, this kind of thinking is an example of a kind
of focus, concreteness, and proposal-making that would help improve the report.

Similarly, I was rather confused about what the proposed institution would do, in terms of its
grantmaking.  It seemed that the new entity would fund a large number of different types of
things--from helping civil society to funding and supporting microcredit programs.  But these are
highly different activities, requiring different kinds of projects and support.  Also, much of the
text gives the impression that the PCBA would fund mainly "soft" initiatives--restoring sick
universities to health, strengthening judiciaries and public auditing departments, building civil
society.  But the monitoring-and-evaluation section emphasizes rates of return and economic
impact analysis (p. 71), which is not suited to these kinds of interventions.  Some explicit
clarifications are necessary

The suitability of the grant (vs. loan) mechanism, of course,  depends on the type of project. 
Grants were preferred, I assume, because they are much less administratively demanding--a good
enough reason, in my view.  But if that is the case, then this requires excluding activities that are
suited to loan funding--like micro-lending and other services where charges are normally levied
or where increased production lends itself to measurement.

I also wasn't clear as to what the proposed institution would be like.  First, I thought it was like a
small regional development bank, without the investments in infrastructure; then, like a technical
assistance agency; then, like a foundation such as Rockefeller or Ford; then, a small donor giving
myriad grants to NGOs without much overall impact.  Would there be a few projects of $1
million apiece, or many projects of $50,000 apiece?  It would help if the report specify what
other existing institution this proposed entity would be roughly like, and not like.  Given the need
to narrow down, moreover, it might make sense to propose a first experimental phase during
which only one or a few particular types of activity would be funded--perhaps a suggestion
emerging out of the many consultations.  Then decisions could be made about subsequent phases,
based on the results of that first phase.

For the level of funding proposed for the PCBA, and the seeming large number of small projects,
the reliance on monitoring, evaluation, and accountability that was projected seemed unrealistic--
particularly given the low percentage of the funding projected for administration.  Most
organizations administering grants of this size simply do not have the capacity to engage in the
kind of monitoring and verification of results portrayed in the report.  This is even true of
respected organizations in the United States like the Ford Foundation, let alone a new agency in a
continent that is said to be rife with problems of accountability.  All this suggests that activities
for funding should be selected that either have a respectable record of accountability already (the
report should list some), or that suffer less from lack of monitoring than others.  This latter
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characteristic will be determined by (a) the nature of the activity, (b) the track record of the
organization, and/or (c) the propensity for "natural" monitoring in the project's environment.

One example of the latter would be subprojects that have a kind of "built-in," "natural"
monitoring coming from outsiders in the community where the project was located.  The Bank
itself has had some experience with encouraging or even formally contracting outsider local
groups to monitor the programs it funds--providing them with the information necessary to do
this.  Many civic associations and NGOs complain precisely of the lack of this kind of
information about what government or other powerful actors in their world are planning to do. 
The provision of such information to groups outside a funded organization is unusual, in short,
and often elicits the kind of monitoring one needs--often in informal ways and often without
expending additional resources.  As a by-product, of course, this kind of approach would also
contribute to the civil-society-strengthening objectives of the program.  The point is not to argue
for any particular proposal here, but to suggest that the report itself could be more concrete in
making such suggestions.

The report praises the "success" of three already-existing regional capacity building initiatives in
Africa (p. 53)--ACBF, AERC, and AMSCO.  It would be useful to know what had been learned
about building effective regional African agencies from these three experiences.  Why, moreover,
is none of these agencies appropriate to manage the new initiative?  If the existing entities are not
effective agencies, what would be different about the proposed one that would make the
proposed entity more effective, or would avoid any problems now afflicting these existing
regional initiatives?  Why is it necessary to create a separate institution at the regional level and
in each participating country (the national capacity secretariats), rather than placing this initiative
in an existing one?

In this sense, it is somewhat ironic that the report goes into some detail about the Bank's having
learned from the past "mistake" of creating separate project units in the past, rather than trying to
figure out how to make programs work in existing entities.  Since the report provides
considerable detail about why these separate units had been a mistake, and what had been learned
from this experience, this cannot help but place into the reader's mind a parallel set of
reservations about the proposed separate and new facility.  

It is not that new entities are necessarily always unwise, but that there seemed to be no clear
justification for creating them in a case where so little funds were being managed--at least at the
national (as opposed to regional) level.  The report should say what it is about these particular
proposed new entities that makes them less subject to the problems familiar to us from other such
cases.

II - Suggestions

1. New vs. old
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The report could be more explicit and detailed about what is "new" about what it is proposing.  It
actually promises to do so, at least implicitly, by saying that it "seeks to avoid the approaches and
attitudes by African development partners that have proved to be faulty in previous efforts..."
(Box 4.1, p. 54).  It needs to elaborate these criticisms (the only one I remember relates to
expatriate technical assistance), and to show how its recommendations represent distinct
improvements over the way things have been done in the past.

For example, the report mentions in several places its critique of expatriate technical assistance. 
This led me to expect an interesting proposal in this area, which nevertheless did not emerge. 
The only proposal of this nature, in fact, was the "basic tenet" of using technical assistance
"sparingly" (p. iii).  But this seems to be throwing away the baby with the bathwater.  Technical
assistance provided by experienced people from the country or the region--especially people who
have been intimately involved in successful African experiences, at local as well as national
levels--can have quite powerful impacts, and is not necessarily costly.  

2. Monolithic vs. mixed results

In order to be realistic, an exercise of this nature must convince the reader by building on an
understanding of what has worked better in Africa in the areas of interest to the PCBA.  If it
wants to build universities, for example, what African experiences can it look to that have
worked better and that could be used as guidelines for how to proceed?  If it wants to make
government agencies more accountable, what strategy would it follow that has worked
somewhere in Africa?  If it wants the CGIAR centers to integrate more closely with the national
centers, what experiences can it point to where this actually happened, even if only partially, and
what were the lessons learned that could be applied to other cases?  After all, this latter objective
(regarding CGIAR centers)--and the critique of the existing situation that it implies--has been on
the to-fix list of donor evaluations for many years.  If it hasn't been fixed by now, what is
different about the PCBA approach that would lead the reader to believe that it can be fixed this
time around? 

To win the confidence of funders for such an initiative, it would seem, the PCBA would have to
lay something on the table that was convincing because it was somehow different than what is
usually proposed, and was grounded in positive African experiences.

3. Donor vs. non-donor initiatives

The report could strengthen its claim for a more Afro-centric institutional base and decision-
making power by citing cases of improved agency performance or other such initiatives that had
little to do with donors.  For example, the report stresses the need to get away from expatriate
technical assistance and donor dominance in other forms, but many of the better-working
initiatives it cites seem to be donor-funded and with heavy donor involvement, including
technical assistance (e.g., AGETIP/World Bank [Box 3.11, p. 29]; Kenya Enhanced Commodity
Distribution System/USAID [Box 3.21, P. 51]; Tanzania Improved Management of
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Environmental Information/UNDP [Box 3.17, p. 44]; Uganda--Building Capacity of Small
Private Firms/IDA [Box 3/10, p. 28]).  
I remember being struck, when working on an evaluation for the South African government of a
set of 110 squatter upgrading and sites-and-services projects, that the South African government 
was so strongly behind such a program (as opposed to 'low-cost housing') without any serious
involvement of the World Bank.  (This set of programs started with the de Klerk government,
three years before Mandela's election, and continued thereafter.)  Few countries had ever
undertaken the sites-and-services and upgrading approach to low-cost housing without Bank
insistence and funding; and the Bank-funded projects usually involved one or only a few such
projects in any particular country, not the dozens of the South African case.  Indeed, the South
African projects were implemented unusually rapidly, at least in comparison to many Bank sites-
and-services projects; they went further in decentralizing project administration and incentives
than any Bank project; and they represented an unusual commitment to labor-intensive
construction, something the Bank has tried very hard to do in other African countries, particularly
in rural roadbuilding.  Might this homegrown South African experience have any bearing on such
attempts in other African countries?

The three most important factors in understanding these impressive developments in South
Africa were: political (the de Klerk government was worried about the upcoming elections and
the demand for housing was quite politically salient), fiscal (the government was able to sell off
strategic reserves because of the end of the economic boycott and therefore had windfall
resources), and administrative (there was a long history--within and outside government--of
working on this issue and becoming familiarized with these kinds of approaches).

These are the kinds of examples (though many of them may be more modest than this one), and
the lessons learned from them, that should form the basis of the recommendations of such a
report.  Those who carried out such programs, and understand why they worked and what parts
worked better than others, should also be drawn upon for technical assistance on similar projects
in other countries.  (I thought that this recommendation was one that the report might be leading
up to when it made its initial criticism of expatriate technical assistance.)

As I wrote the above South African story, I could imagine the readers saying, "But South Africa
is an exception, so...."  Although South Africa, or this story, may be an exception, seeing it as
such is to deprive this kind of exercise of the value to be learned from such cases of better
performance.  Calling them exceptions is to dismiss their value as examples to be learned from. 
This contributes as much to an outsider-dominated approach to development problems in Africa
as donor power itself.

Linking suggestions to existing positive experiences in Africa, in sum, would be a way of saying
something "new," and of avoiding the "old-sounding" and all-encompassing suggestions of the
report.
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For example, according to a recent OED Evaluation Brief (which was otherwise quite positive),1

little maintenance of this newly constructed physical capital was forthcoming, nor were
institutional arrangements for maintenance in place.  Although this is a serious problem, it is
quite "old," having afflicted all kinds of infrastructure projects in developing countries,
particularly roads and water; it long pre-dates the AGETIP model.  The infrastructure department
of the Bank itself has recognized the seriousness of this kind of problem for many years: failure
to maintain seriously compromises the rates of return of road and water construction projects
because of premature deterioration and even loss of the facility.  A successful model, at least for
the kinds of objectives stated in the PCBA report would, by definition, have solved this problem-
-or at least be pointed in that direction.  Routine maintenance and repair, it might be added,
generates significant employment activity--another important goal of the PCBA report.

Judith Tendler, “Comments for WB on African Capacity-building Partnership,” 3-8-98

III - Other suggestions

1. I was confused about the purpose of the boxes.  Some of them, about specific projects, seemed
to indicate the type of project that would be funded under the initiative--AGETIP, for example,
and a small-firm program in Uganda, BUDS.  They also seemed to represent examples of
successful projects, or at least to imply that.  But some, like the Uganda project BUDS, reported
only one year of operation, long before one could claim success for a particular intervention of
this nature (Box 3.10, p. 28).
The AGETIP example, as detailed in the box, seemed questionable as a model for this new
approach--at least according to the PCBA's stated goals with respect to donor-African
relationships.  The AGETIP-type projects have had strong donor funding and involvement,
including non-African technical assistance--from the World Bank and ILO.  In other ways they
may not represent--at least up to now--a model that fits the PCBA's objectives.1

The subprojects of the PCBA's proposed program, finally, would seem to be too modest for an
AGETIP-type effort, with its costly investments in physical infrastructure.  So what was AGETIP
supposed to be an example of?  If there are indeed positive African experiences without heavy
donor involvement that could be built upon, they should be an integral part of the text because
the suggestions should flow from them.

2. I disagree with the guiding suggestion that appears in a few places that Africa's problems are a
result of "priority of politics over economics" (p. 6)--and that economics should have a priority
over politics.  Many of the goals of this initiative, if they are to be achieved, will be deeply
embedded in political processes.  To fail to understand how the political piece contributes to
successful outcomes, and to attribute achievements to "apolitical" processes, is to misread the
lessons to be learned from such cases.  In addition, an argument that associates bad outcomes
with politics and good outcomes with "a-politics" is implicitly anti-democratic.  Politics is an
essential part of an effective democracy, and it is always a part of any story of good government
performance, as well as bad.  For similar reasons, and in the spirit of the report's concern about
governance in Africa, I would not have omitted "elected officials" from the list on p. ii of a
"continent transformed...by African technical, professional, and managerial personnel...."
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3. There seemed to be some assertions in the report that could not be justified or were not true.
On p. 57, for example, a "key attribute" of the Trust Fund was said to be a "high rate of return"
on the funds.  I was not sure what this meant, since the proposed Trust Fund seemed to be a
grant-making agency; also,  many of its funded activities would not lend themselves to
measuring rates of return.  Also, the "cost-effectiveness" of the proposed fund was attributed to
its "bypass[ing] government" and the targeting of funds to "specific individuals."  But there is no
prima facie evidence that this would lead to high rather than low rates of return in any particular
case.

4. This is quite minor, but it wasn't clear why the term "business" plan is being used.  The
operation seems to have more in common with public-sector or nongovernment/nonprofit
operations than with a business.

5. It would be useful to know why only 12 countries participated in the consultations, and why
those particular countries.
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Abstract

This research started with an attempt to find and explain cases of competitiveness and upgrading among
particular sub-sectors, firms, and micro-regions in the textile, garment, footwear, furniture, and irrigated
fruit (for export) sectors in the nine states of Northeast Brazil.  In searching for explanations for good (and
poor) performance, and the policy implications therein, our fieldwork led, time and again, to matters relating
to training, technical assistance, and research.  This came as no surprise, particularly given the last decade’s
findings and related policy advice on the importance of upskilling of the workforce, of  “soft” and other
process improvements in contrast to “hard” improvements like equipment and production technology, and of
the key role to be played in this process by large sophisticated buyer firms–often outsiders–in a tutelary and
“tough-love” relation to their smaller-firm local suppliers.  These concerns were being taken seriously in all
of our cases, but there was a clear absence of advancement in some of them in contrast to clear progress in
others.  Four factors help explain this contrasting pattern of outcomes.  First, despite the fact that much of
the policy advice and the literature on which it draws focuses on the transformative effects of large buyer
firms, the most impressive effects were sometimes associated with large input-supplying firms–and for
reasons that seemed obvious, once they were discovered.  Second, the otherwise laudable public-private
partnerhips and informal networks around training, technical assistance, and research that evolved between
government actors, training-and-research institutes, and the large firms in a particular locale, sometimes
excluded small and medium firms (SMEs) from the web of support, though not deliberately.  The exclusion
was driven in part by a mutual attraction between professionals of these institutions and their large-firm
counterparts–an attraction that proved fatal to developmental impacts.  The exclusion was sometimes driven
as well as by governors and other powerful politicians who construed their political fortunes as depending
on the “landing” and good treatment of a large outsider firm.  In the less excluding outcomes, powerful
political leaders found it in their electoral interests to go against this grain and push for more “inclusive”
institutional actions and styles.  Third, the literature tells us that while large outsider firms in developing
countries generally invest liberally in training their workforce, SMEs in developing countries do not–with
the latter firms therefore often requiring, paradoxically, more experienced workers than the former.  This
leads to a classic case of  “market failure,” and hence one of the few remaining strong rationales for public
subsidy and support in the local economic-development field.  Working in the opposite direction, however,
the eagerness of state governments and training institutions to cooperate and partner with large firms led
them to generously subsidize the workforce training–usually customized to the particular firm–of firms that
were likely to invest in training anyway.  This exacerbated the market failure, rather than remedying it. 
Fourth, though the current concern about upgrading local economies focuses on the building of ongoing
formal institutions of training, technical assistance, and research within a region–and bringing single
sophisticated outsider firms to the region as benefit-spreading “Trojan horses”–one of our cases of a
footwear cluster rested partly on the importance of longstanding informal networks reaching from local
SMEs to advanced firms, clusters, and institutions outside the region–and the bringing back into the region
of advanced practices by these myraid firms themselves.
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Abstract

These days, everybody loves small firms and their clusters–donors large and small, governments and nongovernment

organizations, left and right.  Some characterize small firms (SFs) as the proper subject of social policy and safety

nets, and house SF programs in departments of social welfare or labor.  Others see SFs as the stuff of “serious”

economic development, and focus on upgrading their co llective efficiency, productivity, and market access. 

Unfortunately, the combination of the social-policy view with the inevitable local politics of SFs generates a brew

that inadvertently undermines not only the upgrading agenda, but certain aspects of the social-policy agenda

itself–namely, better environmental, labor, and health-and-safety practices and protections.  This article explains how

this happens, and shows that things don’t always need to turn out that way, especially if donors and others pay

attention to the histories lying behind today’s thriving SF clusters in developing countries. 

Everybody seems to love small firms.  Whether big donors or small, bilateral or

multilateral.  Whether left or right, government or nongovernment, practitioners or academics,

myself included.  Small firms have even gained a prestigious place in the firmament of social

policy, where microcredit and other small-firm programs are seen as forming a safety net into

which the poor can gently fall.  But this is exactly where the trouble begins, and that’s what this

article is about.

Over the last decade or so, myriad programs, projects, and policy reforms have focused

attention on informal-sector (IS) firms and small firms (SFs) in general, as part of a broader

social-policy agenda of reducing poverty and unemployment.2  Despite this welcome attention,

many planners in developing countries nevertheless continue to view SF/IS programs as “only”
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welfare, rather than the stuff of “serious” economic development.  The particular form taken by

SF/IS support in many countries reinforces this view, as explained below, as does the way SF/IS

support is often embedded in politics.  This jeopardizes certain benefits, ironically, that we hold

crucial to the current agenda of reducing poverty and unemployment: greater observance by firms

of environmental and labor regulations, sustained increases in efficiency and productivity in local

economies and, as a result, improvement in the quantity and quality of jobs.

I was first struck with the darker side of small-firm and informal-sector support when

interviewing economic-development officials in the Brazilian state of Pernambuco.  I was

curious to know why they had not included, in a new program of support to a handful of small-

firm clusters in the state, a particularly vibrant and longstanding garment cluster about a two

hours’ drive from the capital city.  They explained that it would be quite awkward to elevate a

cluster of firms to “growth-pole” status that was notorious for not paying taxes and not observing

other government regulations.3  At the same time, however, they did not see themselves as

having the option to enforce these regulations, even as a quid pro quo for providing public

support, because the cluster was concentrated in two municipalities that contained more than

30,000 electors.

After visiting some other places and reading about cases in other countries,

I came to interpret what I was observing as a kind of unspoken deal between politicians and their

constituents–myriad small-firm owners, many in the informal sector.  If you vote for me,

according to this exchange, I won’t collect taxes from you; I won’t make you comply with other

tax, environmental, or labor regulations; and I will keep the police and inspectors from harassing

you.  I call this tacit understanding “the devil’s deal” because it causes informality to become

more attractive, and formalization less attractive, than they otherwise might be.  Once the deal is
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made, it is difficult for either side to get out of it, as the above-mentioned comments of the

Brazilian officials reveal.  

In certain ways, then, the devil’s deal can pose just as significant a barrier to

formalization and upgrading of small-firm clusters4 as the actual costs themselves of

formalization and regulation.   Much of the policy advice on this subject, however, focuses on the

“burdens” themselves as the source of the problem–particularly, the costs of formalizing and

observing tax, environmental, and labor codes.  It advocates reforms, in turn, that grant special

relief from these burdens to small firms in the form of exemptions from or reductions of taxes

and other costs associated with environmental and labor regulation.  In addition, the SF literature

is strangely silent on the politics in which SF support is so firmly embedded.5

The dynamic of the devil’s deal also reinforces the distinctly dismissive attitudes held by

many economic-development planners and by development-bank managers toward smaller and

informal-sector firms.  To the extent that these managers and civil servants acknowledge the

importance of SF/IS assistance, they often view it as a “welfare” measure that belongs in “social”

rather than economic- development agencies–in ministries or departments of labor or social

welfare, or special small-firm agencies.  In their eyes, SF support will help mop up the

unemployment resulting from the necessary reforms and initiatives meant to restructure the

economy and institutions of government for a trade-liberalized world.  

In these terms, the SF sector becomes mainly an instrument for preserving and even

creating jobs–albeit often poor-quality jobs in poor-quality firms–rather than as an opportunity to

stimulate  economic development.  This frees policymakers to dedicate their economic-

development attention elsewhere, by reducing for them the political cost of the job losses that

ensue from the modernization of industry and economic-policy reforms.  From this perspective,
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and more generally, SF-assistance programs do the important work of helping to maintain the

“social peace,” rather than necessarily to modernize the local economy.6  Contributing to this

same perspective, many international donors and non-government organizations couch their

current support for IS/SF assistance, such as micro-credit and other programs, in terms of

“safety-net” measures for poverty reduction.

The devil’s deal offers more to IS/SF clusters than just looking the other way from their

violation of regulations.  Governments often grant small firms a particular kind  of support in

which there is something for everyone–special lines of cheap credit, blanket credit amnesties

when times are bad, and blanket exemptions for small firms from certain taxes and regulations. 

The exemptions are “burden-relieving” in that they reduce the costs of small firms (or keep them

from increasing) in a way that requires no effort on their part.  They are also “universalist” or

“distributive” in that they benefit all small firms–whether they want to grow or not, whether they

are seeking to improve their efficiency or not, and regardless of sector.7

In maximizing the number of satisfied constituents, this kind of support to small firms is

ideal for maintaining and increasing electoral loyalty.  It is less than ideal, however, for

stimulating local economic development that is sustained and employment-enhancing.  Today,

that is, the most widely agreed-upon forms of public support for local economic development do

not have this universalist and burden-relieving character.  In some ways, in fact, they are just the

opposite.  They strategically identify and try to remove bottlenecks to improved efficiency,

productivity, and marketing for the sector as a whole.  Before any significant support is rendered,

they often require or elicit broad involvement of the sector in a process of discovering exactly

what the problem is and what to do about it.  And they may benefit directly–at least at first–only

those firms most capable and most interested in upgrading their production which, in turn, often
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leads to the latter’s formalization.  The histories of dynamic small-firm clusters often reveal this

particular kind of strategic public support which, in turn, has been central to the formation of

strong local economies and the reduction of unemployment.

Once the “devil’s deal” has been made between firms and politicians, it becomes

politically awkward for governments to carry out the above-mentioned strategic and sector-

specific support because it does not automatically benefit all small firms.  To the extent that it

does benefit the region as a whole–as in the breaking of important infrastructure bottlenecks or

the linking of local producers to outside buyers through trade fairs–the benefits may be longer in

coming and more diffuse, and their effects may be felt by many firms only indirectly.  These

traits are just the opposite of those characterizing the relief provided by the burden-reducing

exemptions and subsidies–immediate, automatic, universal, conspicuous, and directly available

to each firm as an individual unit.

Classifying firms by their size (small, medium, or large) for purposes of public policy,

rather than by their product or sector, reinforces the tendencies toward the burden-reducing

approach.  “Small,” that is, can encompass a quite diverse set of firms–rustic and sophisticated,

producing in different sectors, and located in different places.  For purposes of lobbying for

burden-reducing measures, for example, “small” can even be meant to include a rustic brick-

making operation in the countryside or a sophisticated software firm in the city.  With such

heterogeneity, the only way an association can serve a majority of its members is to appeal to the

broadest common denominator–namely, size.  But the kind of support that best fits the size

denominator is the burden-reducing subsidies and exemptions because of, as seen above, their

universal and distributive benefits.  That is why we often find small-firm associations pressing

more for the universalist exemptions than for the strategic supports.  In this sense, then, size is
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also the lowest common denominator, in that its associated subsidies and exemptions are the

least likely to lead to sustained development.

No one would deny the importance of SF associationalism in the histories of many

dynamic clusters.  Organizing and lobbying according to firm size, moreover, may be the only

way small firms can hope to compete with larger and more powerful firms for the attention of

policymakers.  At the same time, the attention paid by governments and donors to firms

according to their (small) size–and to small-firm associationalism–can also work inadvertently in

the same direction as the devil’s deal. 

The large volume of research on small firms and their clusters does not tell us much about

the circumstances under which universalist concerns and demands will dominate strategic ones in

SF associations, let alone the sequence by which universalist concerns and their burden-relieving

support sometimes miraculously give way to more strategic episodes.  Complicating the story,

the two approaches may coexist within the same association.8  Putting together and lobbying for

a strategic agenda, moreover, requires harder work over a longer period of time–more

deliberation, analysis, and consensus–than lobbying for the burden-reducing exemptions and

subsidies.  In this sense, the universalist exemptions of the devil’s deal will be more appealing to

SF associations because they are easier, just as they are more appealing to politicians because of

their greater political yield.

Focusing on the difficulties small and informal firms face in meeting the costs of

environmental and labor standards distracts our attention from pursuing opportunities for firms

to, indeed, rise to the occasion and meet these standards, rather than be exempt from them. 

Though we are used to thinking that SFs need protection from these “excessively” burdensome

costs, there are many cases in which SFs have actually met those costs and, contrary to the
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burden-relieving scenario, have been better off for it.  They became more efficient, produced

higher quality goods, and gained new access to more demanding markets.  

How did such dynamic clusters get from where they were before–when they were the

pathetic, low-productivity small firms of the welfare scenario–to where they are today?  Much of

the research on small-firm clusters fails to ask this particular question, dedicated as the research

has been to understanding how these clusters function at any particular moment in time or

drawing best-practice lessons for practitioners.  It is the evolutionary sequence of these cluster

histories, however, that will reveal lessons on how to promote SF dynamism while not

compromising–in contrast to the burden-reducing approach–our concerns for increasing the rule

of law, reducing environmental problems, protecting worker rights, and upskilling labor.  The

histories will also provide insights into the sequences of events and other circumstances under

which local actors make the transition from burden-relieving to more strategic and transformative

deeds.

Offhand, five recent cases come to my mind of major advances in improving the

efficiency, productivity, and other sector-wide aspects of partly small-firm clusters in which

standards were increased rather than waived.  In three of these cases, the advances were triggered

in part by suddenly-imposed bans of importing countries on a developing country’s export. 

Germany banned the import of leather goods produced with certain chemicals, all used by the

Tamil Nadu leather-goods cluster in India; the U.S. banned the import of precision surgical

instruments from Pakistan, made in the Sialkhot cluster, because of problems with the quality of

steel; and El Salvador banned the import of Nicaraguan cheese because it did not meet the

importing country’s new hygienic standards.9  In each of these cases, the importing country had

been a major buyer of the export of that product for some time.  The firms, acting through
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previously existing collective, public, and public-private institutions, rose to the

occasion–meeting the costs of the new standards, resuming exporting, and becoming more

competitive.  One would not want to count on such wrenching import bans, of course,  as a “best

practice” for upgrading small-firm clusters.  

The remaining two examples did not need the import bans by customer countries to fuel

them, and hence show another possible path to similar results.  These two cases were also

triggered by problems in the international market–namely, increasing competition to SF clusters

caused by the entry of cheaper or better products into the international market from other

countries.  One case involved a footwear cluster in southern Brazil and the other, a marble cluster

in Andalucian Spain.10  

In both these cases, importantly, the SF associations first lobbied government for the

typical burden-reducing measures–tax exemptions, credit amnesties and subsidies.  But,

unusually, the government explicitly rejected the burden-reducing approach as a way of coping

with the crisis provoked by the outside competition.  Making its own counter-demand, the

government agency involved offered a different kind of deal in exchange for support: it required

that the firms gather together and engage in a time-consuming and difficult exercise that

identified problems and proposed sector-specific solutions.

In the Andalucian case, the marble cluster had declined through the years partly because

of increasing competition in the international market from the Italian marble industry.  The

Planning Ministry offered the following deal: the firms would themselves have to get together,

decide what the problems were and how they might be overcome, and then arrive at a proposal

on what to do.  In addition, the Ministry required 100% consensus among the sector’s firms, in

return for which it offered technical and facilitating assistance for this process, and the promise
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of financing for whatever proposal for upgrading that might emerge.  This was a deal also, then,

but in certain ways it was just the opposite of the devil’s deal: what it demanded in return was

not political loyalty, but a set of behaviors that would lead to greater economic dynamism.

In the Brazilian case, similarly, the association of small footwear producers–faced with a

crushing increase in cheap footwear imports in the late 1990s–lobbied the state government of

Rio Grande do Sul for tax relief.  The government denied the burden-reducing relief, but

proposed a different kind of exchange.  It offered to finance and assist in other ways the

participation of these firms in an important major trade fair, an annual event held in the shoe-

producing Franca region of Brazil, so as to increase their exposure to the large Brazilian market. 

As a result, their sales increased significantly, which also increased the state’s sales-tax return by

more than the amount expended for this support.  

The Brazilian story also shows that such strategic deals can yield political returns as

robust as those of the burden-reducing measures.  The state’s footwear cluster, located a few

hours from the capital city, had typically voted against the party in power at the time of this

offer–the left-wing Workers’ Party.  Many of the smaller firms who benefitted from the trade-fair

experience, however, subsequently shifted their allegiance to that party, in a first-time split of the

political loyalties of the footwear-producing sector as a whole.

Obviously, not all small-firm clusters would be able to respond as successfully as

happened in these cases.  But the general sympathy in the SF/IS agenda for protecting small firms

as a group from various burdens–often in the name of protecting the “only” source of

employment in particular local economies–distracts our attention from possibilities among such

firms to meet these costs in a way that leaves them and the local economy better off.  Such an

economically robust outcome might provide more sustained employment, let alone better
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environmental and labor standards and tax collection, than would protecting small firms as a

category.

I am arguing, then, that the widespread sympathy for small firms as a special

category–and in particular their “inability” to pay taxes and conform to environmental and labor

standards–tends to undermine other important concerns about appropriate strategies for reducing

poverty, increasing employment and development, and improving governance.  These include

reducing environmental degradation (to which small-firm clusters can be major contributors);

protecting worker rights to organize, and improving health and safety in the workplace;

expanding the coverage of social security, health, and other social insurance to poorer workers;

increasing the tax yield of governments so as to better finance public services and, in so doing,

drawing government and firms together in a contract–in this case, to promote a more inclusive

style of economic development. 

Researchers and funding institutions could contribute to breaking the stranglehold of the

devil’s deal by exploring the paths by which SF/IS firms or sectors actually grew into formality,

treated workers better and upgraded their skills, and worked toward improving their

environmental practices.  These kinds of cases–where firm agglomerations succeeded in meeting

regulatory requirements, became more competitive, and were better off for it–need to be sought

out and chronicled, such that lessons for policy can be learned from them.  This would help to

show policymakers–particularly at the subnational level, where such enforcement and economic-

development support increasingly takes place–another path and another set of possibilities. 

Showing that such outcomes are perfectly imaginable, and familiarizing planners with the

felicitous outcomes of actual cases and the paths that led to them, might also contribute toward

reducing the generalized antipathy in the economic-development sector of many countries toward
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the enactment or enforcement of environmental and labor standards.  

The policy sympathy for small firms as a category of assistance, in sum, is desirable on

many grounds.  At the same time, the concern about protecting SFs from reasonable

regulations–let alone from the vicissitudes of the market–can become toxic when combined with

the political dynamics of the devil’s deal.  The waiving of tax, labor, and environmental

regulations that results from sympathy for the “plight” of small firms may hinder rather than help

local economies if it condemns them to low-level economic stagnation, degradation of the

environment, and violation of worker rights.  The latter all clearly increase unemployment and

poverty, as well as  burdening unnecessarily the task of poverty-reducing social policy.
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1.This note was developed from Section 3 of my chapter, “Why social policy is condemned to a residual category of

safety nets, and what to do  about it: thoughts on a research agenda for UN RISD,” in the forthcoming volume, Social

Policy in a Development Context,  edited by Thandika Mkandawire (copies of the chapter can be obtained from

tendler@mit.edu).  I thank UNRISD for supporting the larger paper, and for helpful comments on an earlier draft at a

seminar on the topic of social policy that it sponsored in Sweden.   For comments on this or previous drafts, I thank

Mansueto Almeida, Éverton Chaves Correia, Alberto Criscuolo, Jacob Lima, Nichola Lowe, Mick Moore, Lisa

Peattie, Lant Pritchett, Rémy Prud’homme, and Hubert Schmitz, as well as participants in seminars sponsored by the

Institute of Development Studies at Sussex, Cornell University, Duke University, the Harvard Center for Population

and Development Studies, the World Bank, and the Brazilian Center for Applied Research in São Paulo.   Support

for part of the research contributing to this article is gratefully acknowledged from the Brazilian Bank of the

Northeast (B N), through the MIT/BN project.

2.By specifying the subject to be firms that are small and/or informal, I am not excluding from the universe of firms

discussed herein some small firms that are partly or fully formal, and even some firms that are producing in the same

sector and in the same locality as the small firms, but tending toward medium size.  Though this fuzzy definition

ignores important distinctions, it is necessary to reflect the fact that SF demands often emerge from a set of firms

defined by the space they occupy together and the same product or value-chain in which they produce.  Just as

important, the loose definition serves the purpose of brevity, and is also consistent with the language used by the

international development community in describing and justifying the kinds of policy objectives and programs

discussed in this article.

3.The non-payment of taxes in this region has been no secret in Brazil.  A national news magazine reported—in an

article on the dynamism of the cluster entitled, “Taxes not paid here”–that “this [cluster] wouldn’t even exist if firm

owners had to pay taxes.”  The chief of the state’s Treasury Department, in turn, said that the taxes collected there

did “not even represent 1% of what could be collected.”  “Aqui não se paga imposto: conheça Santa Cruz do

Capibaribe, a cidade que se transformou numa das mecas da informalidade no brasil [Taxes not paid here: welcome

to Santa Cruz do Capibaribe, the city that transformed itself into one of the meccas of informality in Brazil],” José

Maria Furtado, Revista Exame [Brazil], Vol 35, Edition 733, No. 3, pp. 96-99, 7 February 2001.  [Translations from

the Portuguese are mine.]  

4.W ith apologies to  today’s cluster specialists, I will use  the word “cluster” throughout more loosely than it is

sometimes defined, partly for lack of a better single word and to  avoid  the more ponderous “agglomeration.”  In its

more carefully-defined form, a small-firm “cluster” usually means a set of small firms located close together

geographically with significant inter-firm relations among them, with an at-least evolving associational dynamic, and

usually some history of success in growing, and in improving efficiency and productivity; in more recent definitions,

other parts of the supply chain to which those firms belong also have to be present to qualify as a “cluster.”  My less

demanding use of the term requires only that a particular region has a significant number of small firms producing

the same product or in the same value chain, which may also  include an admixture  of medium and even large firms. 

Again, my sloppier definition is in some ways more consistent with the way the term is used in the world of policy

and practice.

5.There are some exceptions, though they tend to come from outside the small-firm literature, involving country

studies by political scientists; some take place in the now-industrialized countries.  For example, one study that

actually narrates an analogous deal between government and informal firms is John Cross’ Informal Politics: Street

Vendors and the State in Mexico City (Stanford, California: Stanford University Press, 1998); Cross documents how

continued informality, in this case, was central to the government’s willingness to support the vendors’ organizing

efforts, and to negotiate a series of their demands.  In a study of taxation in Zambia, Lise Rakner notes that the

government “may have refrained from broadening its tax base to include the emerging informal business sector in

order not to jeopardise its support among the Owambo-speaking majority; “The Politics of Revenue Mobilisation:

Explaining Continuity in Namibian Tax Policies,” Forum for Development Studies (No.1, June 2001, p . 142). 

Endnotes
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Italian political scientists studying Italy’s postwar period have pointed explicitly to the importance of “[c]lientelist

generosity–in the form of regulation to protect small business, a lax approach to tax collection for the self-employed,

and so on–was systematically directed at these groups”; see Jonathan Hopkin and Alfio Mastropaolo, “From 

patronage to clientelism: comparing the Italian and Spanish experiences,” Chapter 7 in Clientelism, Interests, and

Democratic Representation: the European Experience in Historical and Comparative Perspective, edited by Simona

Piattoni (Cambridge: Cambridge University Press, 2001).  Suzanne Berger’s work on this same subject in Italy and

France is cited  in the following note, #6.  For an interpretation of small-firm politics in the U.S. economy as affecting

viewpoints and policies, see Charles B rown, James Hamilton, and James Medoff, Employers Large and Small

(Cambridge, MA: Harvard University Press, 1990).

6.Using the small-firm sector to maintain employment and the  social peace is not unique to the  current period, or to

less-developed countries.  In work on the political economy of industrial policy in France and Italy, published more

than 20 years ago, the political scientist Suzanne Berger explicitly linked the pro-SF  programs and regulations that

developed in France and Italy during the 1970s to the simultaneous pursuit of a large-firm  industrialization strategy

by those very same governments.  She had posed the question of why two countries that had so explicitly pursued a

large-firm modernization industrial policy could at the same time have enacted such  pro-SF legislation and

assistance.  It is from her work that I take the term, “keeping the social peace.”  See,  "The Uses of the Traditional

Sector in Italy: W hy Declining Classes Survive," in: The Petite Bourgeoisie, edited by Frank Bechafer and Brian

Elliot, pp. 71-89 (New York: Saint Martin's Press, 1981); and “The Traditional Sector in France and Italy,” in:

Dualism and Discontinuity in Industrial Societies, edited by Suzanne Berger and Michael Piore (Cambridge:

Cambridge University Press, 1980), Chapter 4, pp. 88-131.

7.I apologize for any confusion I may create by borrowing the term “universalist” from the social-policy literature.

In the social-policy literature, for both developed and developing countries, “universalist” is conveyed as the

opposite of targeting.  It is portrayed as more inclusive of beneficiaries–usually, middle class as well as lower

class–than is an approach that, although more accurately targeting the poor, causes the left-out middle class to deny

political support for the measure.  Recently, many researchers–of both developed as well as developing

countries–have argued that targeted approaches, though in some ways ideal in terms of restricting benefits to the

intended beneficiaries, are quite cumbersome to administer (means-testing, etc.).  They therefore end up alienating

the middle classes whose political support is needed to enact such measures in the first place.  In applying the term

“universalist” here to economic-development-related matters and pointing out its problems, then, I am not thereby

criticizing the universalist approach with respect to social policy.  Rather, I borrow the term for its usefulness in

conveying the same sense of an initiative being more politically appealing when it more conspicuously and

efficiently benefits a larger number of voters, even at the cost of diluting program intentions.

8.I thank Nichola Lowe for pointing out these possibilities to me–based on a case from Jalisco state in Mexico.

“Trainers by Design: Small Firm Upgrading and Inter-Firm Learning in Jalisco, Mexico,” Ph.D. dissertation,

Department of Urban Studies and Planning, Massachusetts Institute of Technology, 2002 (forthcoming).

9.For the German/Indian case, see Poonam P illai, “The state and collective action: successful adjustment of the

Tamil Nadu leather clusters to German environmental standards,” Master’s Thesis, Department of Urban Studies and

Planning, M.I.T., 2000; for the U.S./Pakistan case, see Khalid Nadvi, “Collective Efficiency and Collective Failure:

The response of the Sialkot surgical instrument cluster to global quality pressures,” World Development (27, no. 

9:1605-1626, 1999); and  for El Salvador, see a forthcoming study by Paola Pérez-Alemán, "Decentralized

Production, Organization and Institutional Transformations: Large and Small Firm Networks in Chile and

Nicaragua," Paper presented at the Third M eeting of the Institute for Latin American and  Iberian Studies, Columbia

University, International Working Group on Subnational Economic Governance in Latin America from a

Comparative International Perspective, San Juan, Puerto Rico, 25-28 August 2000.  Note that, in the U.S./Pakistan

case, Nadvi reports that there  was more cross-cluster success in improving the quality of the precision steel than with

respect to labor and environmental standards.

10.For the Andalucian case, see Michael Barzelay [2000], “Managing Local Development: Lessons from Spain.”

Policy Sciences 24 (3 August):271-290; for the Brazilian case, I thank Luiz Miranda of the Economics Department

of the Federal University of Rio Grande do Sul.   
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Abstract

The “new economy” of the 21st century, as we have come to understand it over the last decade, requires a
more literate workforce.  Firms and countries without it are advised that they will have increasing trouble
competing in a global economy.  It is this concern, in part, that has led to the appeals of the last decade to
developing countries to take basic education more seriously, by dedicating more attention and resources to
the sector.  In the research conducted for this paper, however, owners and managers of large modern
manufacturing firms in the textile, garment, and footwear sectors of Northeast Brazil reported, to their
pleasant surprise, that they have been able to live with illiteracy without compromising their ability to
compete.  They did not prize an educated workforce and, indeed, sometimes worried out loud that “too much
education was a bad thing.”  This “fear” of education also pervades the thinking of politicians and
governments, particularly the departments that support economic development–and particularly at the
subnational level, where decisions to fund and improve education are often made.  These actors often
construe their region’s “only” comparative advantage in economic development as one of cheap labor; they
worry that a more educated labor force may diminish that advantage by leading to a general increase in the
region’s relative wage, and by reducing the prized “docility” and “gratefulness” of the region’s labor force;
they also expect to lose the returns to their investment in better education, because of the fabled out-
migration of the best workers.  The above-noted experiences of firm owners and managers, in turn, seems to
translate into a lack of pressure on governments by important local elites for improved education–a kind of
fatal absence of demand-driven pressures.  These various perceptions, it is important to note, are eminently
rational in both private and economic terms.  Together, they contribute to a kind of “low-level education
trap,” which may help explain the stubborn persistence of low literacy and poor schooling in many poorer
regions (or countries) today.  The new wisdom about workforce literacy and global competitiveness, then,
may be accurate for only some sectors, regions, countries, and periods of time–but not for others.  For this
reason, the appeals for improved education should perhaps be grounded in rationales other than the 21st-
century “need” for significantly higher workforce literacy.  To this end, researchers of political economy and
policy reform might explore the historical experiences of other countries–including in other times–to find
ways out of the trap.
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ISI refers to the import-substituting-industrialization policy regimes that characterized Latin America and
1

many other developing countries around the world, which have been dismantled gradually starting in the

1980s in Latin America, and later for particular countries.  Many of the debates about economic development

policies have been couched in these terms–ISI and post-ISI.  In Brazil, the process started in the 1980s, and

many of today’s current economic-development advances had significant roots in that earlier policy regime.

  judith Tendler, Full proposal 5 August 2006

Today, Brazil faces the twin challenges of rekindling economic growth while, at the same time,

stepping up or at least continuing the same pace of reducing poverty and inequality.  This proposal

focuses on two key means to fulfilling these ambitions: (1) transforming them from tradeoffs–as

they often are, or at least perceived as such–into positive-sum strategies and outcomes, and (2)

modernizing the institutions of the public sector to better meet these goals in a post-ISI  and trade-1

liberalizing world.  These challenges are particularly relevant to the WB’s Brazil-program strategy

at a moment when, first, it is re-crafting its support to this now-middle-income country that has

become a significant player on the international scene, and doing so within the context of the

Bank’s reduced relative significance (albeit high in absolute terms) in Brazil’s public investment

(including of parastatals) and operating expenditures.  Second, they lend themselves to lesson-

learning evaluation research that builds on the country’s growing number of positive experiences

and improving public-sector capacity.  I couch the proposed project in terms meant to narrow it

down to a set of researchable themes and questions within this larger framework.  (I am grateful to

John Briscoe and Salo Coslovsky for providing detailed feedback on an earlier draft of this

proposal, and other helpful suggestions and examples.)  

In choosing the experiences and the style of research, the proposed project’s purpose is to:

(1) Yield findings of practical interest to the WB/DFID and the Brazilian public sector over a two-

year period, with interim discussions with Brazilian actors and WB/DFID staff on emerging

impressions, draft papers, and next-step questions throughout the period. 

(2) Identify certain opportunities–sometimes missed–for a public-sector role based on existing

experiences and their histories, which often would not require significant increases in resources or

radically different ways of doing things–hence could generate significant impacts at the margin for

a small investment of resources and time.

(3) Follow a process throughout that–in addition to field interviewing and data collection–engages

with small groups of public-sector managers and “front-line workers,” as well as relevant business

and NGO groups, around what they judge to be their better examples of positive-sum outcomes

and, equally, of less positive ones–addressing the “why’s?” for these contrasts in outcomes, and the

processes of organizational learning by which they identified mistakes (or did not) and corrected

them. 

(4) The project would be carried out by myself and a small team of researchers (3-6) over a two-

year period.  Methodologically (and substantively), it would build and improve upon my prior

experience in four similarly applied research projects in Northeast Brazil over a ten-year period

starting in 1992, in which I supervised small teams (5-8 each) of MIT graduate students trained by

me in coursework and at fieldwork sites–as elaborated further in Section 5 on methodology, which

also identifies the research team. 

245



In what follows, I identify four themes together with research questions, implications, and case

illustrations.  In addition, and for purposes of brevity, I use the term “regional economic

development” and the acronym RED (or simply ED) to distinguish my subject from

macroeconomic policies and outcomes, which are not treated here.  RED outcomes and related

policies and actors operate substantially at subnational levels (regional, state, micro-regional, and

municipal, as well as related central-government actors–the latter being the central-government part

of federated structures with strong subnational presence).

There is significant overlap between the themes presented, with almost every one of them present

and of relevance in each of the others.  They are strongly influenced by markets and civil

society–including firms and their associations, nongovernment organizations, and social

movements–all of which fall within the study’s analytical lens.  At the same time, the proposal’s

central focus is the public sector, its modernization, and lessons to be learned from existing

experience.  Finally, I suggest how and why some currently popular interpretations of existing

experiences–including some of the well-known cases noted below–are actually misreadings or, at

least, incomplete.  To help interpret the lessons of such cases more accurately, the proposal

identifies some examples of particular cases and institutional actors that would be suitable objects

of research attention.

The proposal is organized according to the following set themes and related questions.  Several of

the themes overlap with each other, and each theme appears in almost all the case examples

illustrated in the proposal, as do several of the same institutional actors:

Section 1: Linkages and spillovers.      What explains that–when looking across cases of regional

economic development–some show significantly greater linkages, spillovers, and employment

and/or income-distributing effects?  Given that almost no such comparative studies on the Brazilian

experience now exist as a basis for informing state-government policies to promote economic

growth, how can the findings of such research meet this need?

Section 2: The intersection between the rule of law and economic development.        Why do

some cases of improved implementation in the rule of law jeopardize competitiveness and

economic development, while others co-exist easily with it and even advance it?  What does the

Brazilian experience show with respect to transforming the so-called zero- or net-negative

outcomes to positive-sum outcomes?

Section 3: Institutionalizing the mediation of conflict.        What can be learned about experiences

and environments in which the generic conflicts between differing interest groups and even

different factions within public agencies are successfully mediated?–given the extent to which

increasing democratization and decentralization has brought these conflicts more into the open.  

Section 4: Modernizing the state: discretion, commitment, and reform fractions.     Running

across all the themes, why do some public agencies and programs perform better and produce better

outcomes, while others working under seemingly similar conditions do not?  Why, in some cases,

have reform fractions of dedicated civil servants with a strong collective identity as professionals

been key in advancing reform and “modernizing” the state and, in other cases, not?  In addition,

under what circumstances is greater autonomy and discretion of civil servants  associated with

better performance in some cases and, in others, just the opposite?
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Running clearly across these four themes and cited cases are politics and political-economy factors. 

They are often central to outcomes, whether for the worse or for the better–but are often not taken

into account.  When they are, the tendency is to focus on their negative side, and to see them as

exogenous and random.  When politicians are centrally behind better outcomes, then, why in these

cases and not in the others, and what are the patterns that run across them?  In turn, how do agency

managers and professionals succeed in attracting political support–or even mold existing interest by

politicians into forms that help, rather than hinder?

Section 5 addresses research methodology; Section 6 lists the research team with bios.  Annex A

summarizes across themes some cases and institutional-actor examples; and Annex B briefly

summarizes and cuts across the preceding sections with case examples. 
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5. Methodology

This project would be carried out by myself and a small team of researchers–starting first 

with three or four researchers–identified in the next section–and perhaps evolving to five or 

six over the course of the two-year project. Methodologically, it builds on an approach I 

have developed in doing my own field research in Brazil and elsewhere over the last 30 

years.2 

The methodology also builds and improves upon my more recent experience during the 

1990s and early 2000s in four similarly applied and comparative research projects within 

Northeast Brazil, over a ten-year period starting in 1992, during which I supervised teams 

(six to nine each) of MIT graduate students trained by me at MIT in prior course work and 

research methodology, and then in the field in Brazil.3 The first three projects were 

funded by the state governments of Ceará and Maranhão–partly out of funds for evaluation 

research in WB projects, though not dedicated to these projects exclusively; the last and 

Northeast-wide project was funded by the Bank of the Northeast.4 

My book, Good Government in the Tropics, was based on these first two projects; the same 

with my four or five monographs and publications from the fourth project with the BNB. 

(On two separate occasions, MIT awarded these research projects and their methodology, 

for combining research with graduate education to produce outstanding applied research 

and practical findings.) The current project would not be Northeast-specific, given the 

additional learning to be gained from a cross-regional perspective–for example, the 

relevance of lessons learned in the Northeast for the North; or patterns of public 

performance that run across poorer and richer regions. (I have considerable fieldevaluation 

and other research experience in Brazil outside the Northeast, as well as outside 

Brazil.) 

2 An example of the type of practical and WB-relevant results from my individual research can

be seen in OED’s publication in the early 1990s of my New Lessons from Old Projects: Lessons 

from the Northeast Brazilian Experience. The executive summary and Chapter 2, “Reinventing the 

projects,” are of methodological relevance to the current proposal. Another example, from outside 

Brazil and the WB, is my World Development article, “Whatever Happened to Poverty 

Alleviation,” based on my field study for the Ford Foundation of lessons to be learned for their 

programming in the future of their most successful grants in terms of widespread impact in India, 

Bangladesh, Kenya, and Egypt. This, and a subsequent exercise in interviewing Ford project 

officers in New York on what worked and what didn’t through the years and why, plus the ensuing 

report and meetings with staff and management around both exercises–had an impact on Ford’s 

programming, and the reports were also used as orientation materials for new program officers.  
3 I considered only the following types of researchers to participate in the team for this project:

(1) advanced doctoral students or post-docs who have participated in my previous Brazil projects, 

plus those whose training and fieldwork in Brazil I have supervised subsequently; (2) only 

Brazilians (and other Latin Americans who speak Portuguese, and have lived and carried out field 

research and Brazil); and (3) those who have a track record of producing well-written papers, 

providing grounded evidence, data analysis, and findings with practical implications, and who have 

considerable experience outside academia. 
4 A list of the papers and publications by the graduate researchers that resulted from these four

projects is available on request. The list of papers and publications for the fourth project with the 

BNB–project proposal–entitled Rethinking regional development after trade liberalization (also 

available on request)–includes abstracts of all the monographs, theses, and publications, including 

my own. 
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The methodology involves looking into and across cases through the analysis of existing 

data and intensive interviewing of actors and clients, focusing at least as much on the 

build-up of capacity through the years, as on current comparative judgments. Akin to a 

“natural experiment,” it compares what has worked and what has not across various cases, 

and identifies patterns running across similar kinds of public agencies, programs, and 

projects with outcomes that vary remarkably across regions (states, municipalities, microregions), 

types of activity, and types of bureaucracy. My WB/OED evaluation study–the 

New-Lessons study noted earlier is one example of applying such a methodology to WB 

projects: the same type of project (the Northeast rural-development projects after a ten-year 

history), within a roughly homogeneous region (the semi-arid and relatively poor 

Northeast), and the same strong funder and funder presence (WB)–nine similar projects in 

nine Northeast states.5 The Ceará-state research that gave rise to Good Government in the 

Tropics used a similar comparative approach–this time looking for patterns across different 

sectors (preventive health, drought relief, agricultural extension, small-business programs) 

within one state, as well as looking within each sector. 

The process of case selection and development, and the questions to be asked, will be–as in 

the previous studies–highly iterative. Our interview and other research questions 

attempting to understand better outcomes will be forged partly out of a prior understanding 

of the reasons usually put forward for less impressive outcomes. We ask specifically, for 

example, why a particular problem like corruption or political interference or change in 

government did not occur in a particular case; or, if it did occur–as is often the case–why it 

did not prevent improved outcomes. In asking such questions, we often refer to other 

places–like the neighboring municípioor state–where the problem did occur and was 

undermining (either in the same program, same agency, and/or in the neighboring town or 

state, etc.). 

Another interviewing challenge lies in the typical explanations given by those interviewed 

of positive outcomes. They often give short-term and idiosyncratic explanations, pointing 

to the presence, for example, of a “dynamic,” “charismatic,” or “visionary” program 

director or elected leader. In so doing, they focus on the discontinuity with previous 

government, explaining how the new one had to “start from scratch.” Interviewing 

methodology requires getting beyond this “firewall” in perceptions between the current and 

past government, by going back in time. We also ask, for this reason, a set of questions 

about process, given that learning from experience is often key to learning lessons from 

better programs. For example: what did you do in the past that you don’t do now and why? 

What mistakes were made that you corrected and how were they identified? How did you 

know that something was not working? 

With respect to the focus of questions on local and regional economic development, an 

analogous methodological challenge relates to the common complaints by business about 

government presence–whether they concern a too-heavy presence, regulatory or 

otherwise–or the opposite in terms of desired support, namely, little or no presence. Many 

analysts of government policy and programs, in turn, often point to a “too-supportive” 

presence in the form of costly subsidies and heavy-handed intervention. In the more 

nuanced picture, even though subsidization may have been heavy–often generating 

5 The starting point of this previous study, of course, was WB projects–which would not

constitute the starting point of the proposed study. In the three 1990s projects funded by Brazilian 

state governments, they were interested in casting a broader net over experiences and history in a 

way that would help them think out future policies and programs within the WB-project context, 

and more broadly. 
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economically perverse results–it is sometimes the unnoticed “lighter” forms of support that 

turned out to be key in generating enduring impacts, often long after the heavier policy 

regime was dismantled. Looking at a longer historical trajectory, finally, does not mean 

that outside support requires equally long time periods to bear fruit. In many cases, 

however, the lessons to be learned from the past experience can be easily “dis-embedded” 

from the broader policy regime under which they occurred. 

The methodology is meant to allow each researcher to develop his own set of cases, while 

at the same time embedding the individual research in the questions running across the 

larger project and the themes that define it. To this end, the process will involve periodic 

meetings among the members of the team and myself during the research–in the field and 

at MIT–to elicit emerging questions, puzzles, impressions, next steps, and patterns. I also 

selectively accompany each of the researchers in some field interviews–partly for me to 

understand directly, partly to point out next questions to ask or, afterward, to mention 

questions that should have been asked following up on a response to a prior question–the 

common “missed opportunity” in interviewing. 

Another interviewing challenge lies in the typical explanations given by those interviewed
of positive outcomes.  They often give short-term and idiosyncratic explanations, pointing
to the presence, for example, of a “dynamic,” “charismatic,” or “visionary” program
director or elected leader.  In so doing, they focus on the discontinuity with previous
government, explaining how the new one had to “start from scratch.”  Interviewing
methodology requires getting beyond this “firewall” in perceptions between the current and
past government, by going back in time.  We also ask, for this reason, a set of questions
about process, given that learning from experience is often key to learning lessons from
better programs.  For example: what did you do in the past that you don’t do now and why? 
What mistakes were made that you corrected and how were they identified?  How did you
know that something was not working?

With respect to the focus of questions on local and regional economic development, an
analogous methodological challenge relates to the common complaints by business about
government presence–whether they concern a too-heavy presence, regulatory or
otherwise–or  the opposite in terms of desired support, namely, little or no presence.  Many
analysts of government policy and programs, in turn, often point to a “too-supportive”
presence in the form of costly subsidies and heavy-handed intervention.  In the more
nuanced picture, even though subsidization may have been heavy–often generating
economically perverse results–it is sometimes the unnoticed “lighter” forms of support that
turned out to be key in generating enduring impacts, often long after the heavier policy
regime was dismantled.  Looking at a longer historical trajectory, finally,  does not mean
that outside support requires equally long time periods to bear fruit.  In many cases,
however, the lessons to be learned from the past experience can be easily “dis-embedded”
from the broader policy regime under which they occurred.
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