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Introduction 
Development and Entrepreneurship in Asia: 
From Individual to Collective Action 

L_ouis Augustin-Jean 
.I 

The notion of development, beyond economic growth, also encompasses a multidi
mensional process that includes the transformation of existing economic and social 
s~ructures (Hugon 1995; Latouche 1993). This transformation requires the active par
ticipation of at least a dynamic minority of the population (Alter 1996). Some (if not 
all) of the agents involved in these changes can be identified as entrepreneurs-in the 
Schumpeterian sense of the term; 

The above statement leads to the following hypothesis: development, in its multidi
mensional dimension, is a conscious or unconscious project that involves a more or less 
large diversity of agents (loosely termed "entrepreneurs"). Neither governmental action 
(that can, for example, stimulate industries) nor a policy of minimal intervention (that. 
is presumed to be necessary for free individual initiative and thus, for entrepreneurship 
to thrive) is, by itself sufficient to explain the path of development. Nor can develop
ment be reduced to a combination of the two, as suggested by the W odd Bank in its 
analysis of the "East Asian Miracle" (1993). In contrast, the hypothesis of development 
as a project reinstates human beings-entrepreneurs-as the "main agents of develop
ment" (in accordance with the famous statement of Schumpeter 1934). Contrary to 
the previous perspectives (market or government interventions), individuals are not 
treated as auxiliary elements that just react, more or less mechanically, to the stimuli 
provided by the market or the incentives issued from government policies. Develop
ment and entrepreneurship are the products of an interaction between the social and 
economic contexts and the actions of individuals, as demonstrated by economic soci
ology (Granovetter 1985; Swedberg 2005) and the economics of convention (Boltan
ski and Thevenot 2006). For Granovetter, the "networked men," who make decisions 
based on the number of networks they are able to integrate (and manipulate) are op
posed to the under-socialized men of the economic tradition (in which interactions 
take place only within the market) and to the over-socialized men, whose actions are 
dictated by their social environments. For the Economics of Convention, individuals 
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258 AUGUSTIN-JEAN 

make their decisions based not on full economic rationality, but on focal points, rules, 
and conventions that they are also able to modify and manipulate (to oversimplify a 
complex theoretical corpus). The two visions are more complementary to each other 
than contradictory. . 

Nevertheless, in the field of entrepreneurship and development, resorting to net
works, as in economic sociology, and/or to norms, rules, or conventions, as wit]). the 
Economics of Convention, to explain human actions does not fully suppress the in
trinsic tension between individual and collective action, between methodological indi
vidualism a·nd structuralism. Traditionally, entrepreneurs have been conceptualized as 
individuals who, by their vision, are able to propose (some may even say impose) in
novations and act as vectors of development (as Schumpeter stressed). Nonetheless, the 
previous hypothesis suggests the possibility that development as a project (conscious 
or not) is nurtured in a spatial and social context-a notion already put forward by 
Alfred Marshall with his "industrial districts," which Becattini (2004) further analyied. 

Therefore, the relationship between individuals and their (economic) environments 
remains an open question. How individuals are constrained by their environment and 
how, in turn, they help shape it has to be scrutinized. Similarly, how the local milieu 
can accept or reject entrepreneurs (and their innovations) is of crucial interest for the 
understanding of development. In this respect, a more sociological perspective should 
be adopted.· 

The following articles elaborate on these points. The five case studies, taken from 
different Asian economies and different academic disciplines (economics, political sci
ence, public policy, sociology, and anthropology), present different perspectives on the 
relationship between entrepreneurship and development. 

In these papers, it will be seen how analysis should move beyond both the "tradi
tional" Schumpeterian and (neo)institutional school of economics (Williamscin 1985) 

to include an approach that allows for a greater role for individuals and communities. 
Accordingly, this presentation is in two parts. The first tries to build on a paradigm that 
links development and growth; the second examines the role of entrepreneurship in 
Asia's development. The conclusion poses the problem of the "social entrepreneur" in 
relation to the preceding discussion. 

Entrepreneurship and Development: 
the Construction of a Paradigm 

The first level of analysis starts with the relationship between growth and entrepreneur
ship. These two concepts are commonly seen as two faces of the same coin, whether for 
scholars promoting free markets or for those who advocate more government interven
tion. Similarly, policymakers and governments often search for ways to stimulate entre
preneurship as a means to achieve economic growth. The reality is far more complex. 

For proponents of free trade, such as Milton Friedman, economic freedom is an 
integral part of individual freedom (Friedman, 2002): a freer economy stimulates in-
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dividual initiative and therefore boosts entrepreneurship-and economic growth. On 
the contrary, for interventionists, entrepreneurship (in a broad sense that includes state 

, entrepreneurship) should be encouraged through appropriate policies. For example, 
'-during the i96os and i97os, Latin American countries under the influence of CEP AL 
implemented policies aimed at nurturing local iridustries through a set of measures 
favouring import substitution and the support of infant industries. While these poli
cies never really focused directly on entrepreneurship, their objectives were to develop 
a local industrial base-including contributions from private e~trepreneurs. 

In short, both ideologies assign a relatively large role to entrepreneurship. Whife 
even the most liberal governments (such as Hong Kong's) implement favourable poli
cies to promote small and medium enterprises (SMEs, see below), interventionist gov
ernments have become friendlier to the private sector. Neverthdess, for policymakers 
and scholars to acknowledge the importance of entrepreneurship does not necessarily 
mean that there is a bridge between eiitrepreneurship and growth. There are, indeed, 
theoretical difficulties in matching these two notions, under both the liberal and the 
interventionist approaches. 

On one hand, the liberal approach suffers from at least two inconsistencies. Th~ 
first is its (explicit or implicit) reference t~ neoclassical economic theory. As noted by 
several authors, under neoclassical theory, there is no place for entrepreneurship, since 
this activity cannot bring (extra) profits in a situation of perfect markets and full infor
mation (see Casson 2003 for a survey of these theories; and Augustin-Jean in this issue). 
Therefore, economic liberalizat_ion, since it supposedly promotes p_erfect markets, in 
theory, should be detrimental to the entrepreneuriaLactivity it is supposed to stimulate. 

The second inconsistency lies in the fact that "mainstream".economists or policy
makers do not formally demonstrate the link between entrepreneurship and liberal
ization, while historical experiences do not confirm the systematic character of this 
relationship. After more than twenty years of economic liberalization under the banner 
of the "Washington consensus" and the leadership of the World Bank and the IMF, it 
is clear that liberalization has not necessarily boosted ent_repreneurship and growth, 
especially in poorer countries. 

· Therefore, even if one admits to the principle of economic liberalization, this eco
nomic liberalization is still not sufficient in itself to stimulate e.ntrepreneurship and 
growth, because a suitable environment and good governance practices that give con
fidence to local actors still have to play a role. That is, the environment should limit 
risks and uncertainties1 in the context of existing social and economic structures. If 
these risks and uncertainties are too high, agents have a limited temporal horizon that, 
in turn, impedes their propensity to invest and engage in long-term (entrepreneurial) 
decisions. In other words, while risk bearing is completely integrated into entrepre
neurial activities (as Knight already noticed), a risky, and uncertain environment pres
ents obstacles. to business practices and innovation. In short, economic decisions are 

i. The difference between risk and uncertainty adopted in this paper follows Frank Knight's 
classic definition (1921): a probability can be attached to a risky event, but not to an uncertain one. 
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"embedded" (Granovetter 1985) in social and political structures that also influence the 
functioning of the market (Abolafia 2001; Bestor 2004). 

Therefore, the link between economic, liberalism and entrepreneurship, which is usu
ally considered trivial, is, in fact, problematic in nature. The same can be said about 
interventionist qpproaches and entrepreneurship-even though these two notions are 
seen, at times, as being "antagonistic" to each other. Interventionists are also concerned 
with good governance, but in a different way than liberals as they tend to focus on 
macroeconomic action (via taxes, interest rates, etc.) and controlling inflation and un
employment in a neo-Keynesian way: for interventionists, entrepreneurship is only 
indirectly taken into account, as indicated earlier. 

Therefore, it is remarkable that, whatever their ideological stance, both intervention
ist and non-interventionist (liberal) governments rely on quite similar sets of policies in 
relation to entrepreneurship. The key measures are often the support of SMEs through 
an institutional package that includes loan facilities and access to information. They 
eventually implement specific policies aimed at improving the business environment 
and try to create synergies between different components of the industrial sector. 

For example, during the 1960s, Taiwan stimulated the implementation of economic 
zones aimed at attracting multinational corporations (MN Cs). These MNCs were care
fully selected for their potential in creating synergies with the existing industrial struc
ture. Machine makers for the textile industry, for example, were invited to invest as a 
µieans to boost the growth of the textile and garment industries (Hobday 1995). This 
policy was interventionist, since the Taiwanese Government "picked up winners" in 
order to upgrade its competitive advantages for selected industries and alter its sets 
of comparative advantages (Porter, 1986; 1991). Similarly, in Hong Kong, the Trade 
Development Council grants foreign and local enterprises access to local and overseas 
information. The Hong Kong Government has also set up a host of organizations, 
such as the Productivity Council or the SUCCESS (Support and Consultation Centre 
for SMEs), to support business. It is interesting to note that these organizations have 
been enhanced in recent years, during a time when the government emphasized its 
commitment to a "free economy" and to the rule of the market. A major difference 
between Hong Kong and Taiwan is that the policies in the former did not aim to pick 
up winners. 

While these measures were directed at helping SMEs and their entrepreneurs, entre
preneurship comes from people. While liberal or interventionist policies can eventu
ally modify individual behaviour, the relationship between economic liberalization (or 
government intervention) and entrepreneurship and growth remains, at best, contro
versial, and historical. experiences do not allow observers to draw a clear conclusion. 
On the contrary, the previous analysis led to the point (to be elaborated on below) of a 
systemic relationship between economic and social structures and entrepreneurship. In 
other words, and maybe paradoxically, entrepreneurship can be better explained from 
a developmental point of view than from a growth perspective. 

The major reason is that the study of entrepreneu:r;ship cannot be dissociated from 
the existence of market imperfections. This statement seems opposite to the popular 
belief and the neoclassical theory (including the theories of endogenous growth), but 
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imperfections such as asymmetry of information or market failure give opportunities 
to entrepreneurs to show their skills and to make use of their superior knowledge. 
The existence of imperfection suggests that the diversity of the environment should be 
taken into account. Many authors have noticed that entrepreneurs seldom appear in a 
vacuum, but on the contrary, in particular economic and social contexts. "Pure" entre
preneurs-such as Bill Gates, Henry Ford, or John D. Rockefeller-who, by their supe
rior skills were able to modify their immediate environments completely, are rare.2 On 
the contrary, entrepreneurs tend to cluster at certain places and during certain times. 

The five case studies included in this thematic section illustrate the relatfon between 
development, entrepreneurship, and local environments. Since they are all taken from 
Asian economies, they also aim to explain the development of these economies~since 
the end of WWII. Starting from an economic paradigm (neo-institutional theory), the 
presentation also includes some insights on the relatfonship between entrepreneurship 
and development in China. Then it progressively moves into other academic fields. 
The first case focuses on the-role of institutions in entrepreiieurship, while the others 
enlarge this paradigm to show how agents can manipulate or modify the institutional 
context. This further opens a window to ask if bntrepreneurship "with a human face" 
(i.e.,' one that respects people and the quality oflife) can be developed and survive (even 
'in a marginal position). 

The Role of Entrepreneurship in Asia's Development 

Entrepreneurship~ Neo-institutional Paradigm, and Transitional 
Economies -

It is widely acknowledged that institutional changes played an important role in the 
development process in Asia, including in its economic and social structural trans
formation (World Bank 1993). During the last three decades, these changes have been 
especially pronounced in Communist countries, such as the People's Republic of China~ 
or Vietnam; at the same time, they were-accompanied by growth in entrepreneurship. 
In China, for example, even though entrepreneurship is, in practice, impossible to mea
sure, the dramatic increase of private and individual businesses (to make use. of the 
official terminology) during the first phases of the reforms (from the 1980s to the mid- . 
1990s) is a clear indication of this growth (private activities being, at that time, a new 
mode of organization)-even though the private sector started from such a low base 
that the analysis of growth rates was, by itself, meaningless (Augustin-Jean 2002). What -
matters here is that institutional modifications· occurred at the same time as the growth · 
of entrepreneurship, allowing us to study the links between the two phenomena .. 

2. Even these entrepreneurs are not as isolated as they may appear. For example, would Bill Gates 
have made his mark without Silicon Valley? 
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This observation raises some questions. First, was the growth of the private sector 
in Asia really due to a change in the institutional environment or was this institutional 
change due to the action of entrepreneurs? Second, what is the exact meaning of the 
word "private" in a (former) socialist country? Depending on the position of the re
searcher, the specific situation of a country, and even the evolution of the research itself, 
these questions may have different and even contradictory answers. In the following 
paragraphs, I provide additional input to this debate, based on my own research in 
China (Augustin-Jean 2000, 2002, and 2006). 

The first elements to notice are that China's reforms were progressive, and that peo
ple were instrumental in transforming the institutional framework. In fact, the first 
academic analyses after the Third Plenum of the nth Central Committee in December 
1978 insisted on the top-down process that occurred. in that institutional transition: 
the implementation of the "household responsibility system" allowed farmers to till 
their own land and sell part of their production in the market. However, later research 
amended this top-down vision and highlighted the existence of a "proto" household re
sponsibility system since the mid-196os in certain provinces and counties, This system 
was forbidden during the Cultural Revolution, but Deng Xiaoping, the "Great Archi
tect of the Reforms," was aware of it, and pushed for its legal implementation during 
the first phase of the reforms. It is, therefore, clear that these institutional innovations 

I 

were initiated by a handful of people who can be termed economic and/or institu-
tional entrepreneurs (Augustin-Jean 2000, 2006). Thus, at least part of the institutional 
changes in China were not exogenous and imposed by the Central Government; on the 
contrary, they were (and, to a certain extent, still are) generated locally, and accepted 
by the government, which acknowledged their validity and pertinence. The success of 
the reforms was enhanced by government action that included the decentralization 
program of the 1980s. 

These changes were not without risks for entrepreneurs. Many innovations could be 
considered illegal at any level of the bureaucratic apparatus, from the local to the cen
tral level. Even if formally accepted, there was still a possibility that acceptance was only 
temporary, and considerable discrepancies existed between localities. Innovators also 
had to face hostility from local populations, while their properties could be damaged 
and their freedom jeopardized. During the 1980s, it was unclear if the reform process 
would go further or ,if reforms such as the household responsibility system would be 
cancelled. That explains why, during the first phase of the reforms, most entrepreneurs 
were considered pariahs and/or were people with no connections; due to the novelty of 
the activity, other people found it too risky (Young 1991; Augustin-Jean 2000 ). 

With the overall success of entrepreneurial activities and the growth of the private 
sector, imitators mushroomed in a pure Schumpeterian fashion. The profile of these 
imitators was very different from the previous wave, as they were often local bureau
crats and other well-connected people. At the local level, cadres and officials played a 
leading role as entrepreneurs under the umbrella of their local governments (in the 
form of collective enterprises or under their own names). With a changing institutional 
context and a lack of market infrastructure, these agents were in the best position to ac
cess inputs and information. In practice, the differences between private and collective 
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·businesses became blurred, and there is still considerab~e overlapping between private 
and non-private ventures.3 

This leads to the second unanswered question, which is related to the meaning of 
the word "private" in transitional economies. In the following paragraphs, I detail the 
example of China, but more research should be conducted in other countries regard
ing this question. Concerning China, while journalists and academics have constantly 
praised the progress of the private economy, the definition of "private" should not be 
overlooked, as it departs significantly from its usual meaning in developed economies. 
There are also important implications for understanding the development process in 
this country. The interviews I recently conducted in the Guangxi Autonomous Region 
of China have demonstrated the ambiguous nature of the word "private." Some respon
dents considered specific organizations to be private, while others had a different opin
ion-both statements being well justified. It is also common for high-ranking officials 
to be directly involved in th.e top management of otherwise private organizations, while 
these very same organizations (often financed by companies that are mainly private but 
can also be state or multinational ventures) carry out governmental policies. In addi
tion, private companies have to face government intervention, a phenomenon that is 
related to the con_cept of "local state corporatism" (Oi i995). Thu~, the border between 
the private and public sectors is blurred, as both are intertwined. Consequently, private 
entrepreneurship cannot always be differentiated from state or collective entrepreneur
ship (Augustin-Jean 2000, 2006). In such a way, entrepreneurship becomes systemic: 
not only does the entrepreneur, by his/her own vision, transform the institutional 
background, the environment itself generntes entrepreneurs and shapes entrepren'eur
ship. There is an interaction that rs more complex than.Schumpeter envisaged between 
the milieu in which entrepreneurs evolved and the actions of these entrepreneurs (see 
below). This analysis also calls for the study of the economic and social context in which 
the entrepreneurs innovate. ' 

Therefore, what should be a '.'good" environment-Le., an environment favourable 
to 'entrepreneurship? Once more, the tradition~! answers include "good governance,"_ 
lack of corruption, and political stability that limit risk and uncertainty, but allow en
trepreneurs to take calculated risks. Then, it is worth noting that these characteristics 

· were the very ones lacking when the private sector started to grow in China in the 
198os. In addition, the lack of separation between the private and non-private sectors 
and between the economic and-political fields were the main reasons for growing c.or
ruption. 

Therefore, the relationships between the milieu, development, and the alleged "en
trepreneurial spirit" of the people are difficult to assess. Finally, before showing how the 
different authors of this series of articles have tackled this issue, it shou,ld be noted that 
this triangular relationship (milieu-development-entrepreneurial spirit) could also be 
analyzed from a cultural perspective. The huge economic growth of East Asia in the 
second half of the 20th century has generated much research related to the role of "Asian 

3. There is always government intervention in private enterprises, and a clear separation between 
what is private and what is not is difficult to make. 
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values" or "Confucianism"4 in the course of economic development (Redding 1990; Tu 
1996)-a line of research initiated by Max Weber (1930 ).5 

Such analysis based on cultural values remains highly questionable. In recent years, 
many scholars have criticized this line of research aiming to link Asian values, devel
opment, and entrepreneurship; but at the same time, politicians in search of increased 
legitimacy (Lee Kuan Yew in Singapore, Jiang Zemin in China, and some business and 
political leaders in Japan) have successfully adopted, reinterpreted, and popularized 
this way of thinking as a nationalist andf.or propaganda tool (and this is why this debate 
on cultural values, entrepreneurship, and development is worth noting). 

The link between the institutional context and entrepreneurship can be better ana
lyzed through direct observation. This is the aim of Batalla' s article in this series. Batalla 
analyses the parallel evolution of institutions and entrepreneurship in the Philippines 
through the lens of business history. He explains why, despite a strong commercial 
entrepreneurial base and the existence of prominent business leaders, the Philippines 
has not witnessed the emergence of industrial entrepreneurship. Broadly in line with 
the argument presented above; the author develops the idea that if good governance 
may help nurture entrepreneurs4ip, poor governance may not be enough to prevent 
its emergence. Subsequently, Batalla puts forward the hypothesis-which needs to be 
verified in future studies-that the lack of industrial entrepreneurship in his country 
was due to a set of motivational factors that were both internal (such as the rentier 
mentality, which pushed individuals to the service sector) and external (for example, 
the lack of governmental support and the inability for SMEs to access credit). 

In conclusion, the examples of China and the Philippines show the complexity of the 
relationship between entrepreneurship and economic development. Neo-institutional 
economics, whether within the framework of Douglass North (involving changes of 
relative prices and/or of tastes that modify the institutional context) or the Coase/ 
Williamson paradigm, bring some insights to the debate without covering the entire 
richness of the subject.6 For example, North's statement (1990) suggesting that newer 
institutions are more efficient than older ones is debatable, as North himself acknowl
edged in more recent writings (North 2005). One of the problems is that local actors 

4. "Confucianism," as presented by these authors, bears little resemblance to the full and com
plex system of thought of Confucius and his followers. This is why "Confucianism" is put in quotation 
marks. ' 

5. If Max Weber provided the theoretical background for that kind ofresearch (in linking devel
opment and the protestant ethos), he also indicated that "Confucianism" did not carry the necessary 
values to promote economic development. On that point, see King i99i. · 

6. Since the i97os, Italian scholars in particular have rediscovered interest in positive externalities 
and spillovers in the course of development (without, in the first stage, referring to Alfred Marshall). 
They·statethat when a milieu is characterized by cultural homogeneity, the presence of a pool of 
people with certain skills, a tradition, a certain mobility of the labour force, etc. generates positive 
externalities and spillovers. That milieu helps develop networks among companies and individu
als. The result is a savings in transaction costs (generated by the market) without a reinforcement 
of the hierarchy. Such a context stimulates innovation and entrepreneurship-often in the form of 
the creation of SMEs (for a recent expose, see Beccatini 2004; for the American example of Silicon 
Valley, see Saxenian i994). The interesting point here lies in the importance of networks and cultural 
characteristics, as I shall develop further in the next section. 
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(or groups) usually have diverging short-term interests and thus aim to modify the 
institutional setting according to their own priorities. These different courses of action 
may lead to unstable institutional compromises that may not always be efficient. The 
institutional organization of the sugar industry in Guangxi· provides a good example 
of this phenomenon. In this case, there are contradictory interests among the main 
stakeholders within the industry. In order to prevent an "exit" strategy from farmers, it 
was necessary to grant them a certain level of profit. This was done by fixing the price of 
sugarcane and guaranteeing market access to the farmers, who are obliged to sell their 
production.to specific mills located in their own county. Consequently, mills are losing 
flexibility and cannot fully benefit from economies of scale. They cannot also adapt to 
price changes at the international level. Consequently, the industry remains very fragile , 

, and it is barely competitive ata price below US<t9or10 per pound in New York, which 
was not exceptional before the huge price increase of 2008' (Augustin-Jean 2009).7 

Therefore, as indicated by Batalla, further research should be devote~ to the depic
tion of the "right" institutional context. It is clear that entrepreneurship is seldom the 
outcome of an isolated individual with a vision, but, on the contrary, is contextualized: 
entrepreneurship is often generated by a certain type of organization or institutional 
context. In the following section, I will concentrate even more on this aspect, which can 
b~ termed "systemic entrepreneurship." 

Systemic Entrepreneurship and Collective Action 

The anthropological research conducted in Taiwan by S~lina Chan (in this issue) shows -
more clearly how development is often not produced by single individuals, but by the 
actions of the community. Her article illustrates how political changes in Taiwan (in
volving a shift from a Chinese to a Taiw~nese identity) and their related institutional 
evolutions created entrepreneurial opportunities. In other words, this change in p"ref
erences is not only important for understanding "the process of economic change" 
(North 2005), but also in perceiving how these changes generate entrepreneurial op- . 
portunities. These opportunities can be exploited by individuals or collectively:::--for 
example by a community, as in the example analyzed by Chan. In this typical operation 
of tourism promotion, part of the population, the (local) government, and the business 
community play an equally-important role in its success, even though a bunch of con
sultants, government agents and others, located in Taipei, has been helping the com-
m unity to define the project. The comm unity is directly involved in recreating the past, 
and this "reinvention," which leads to a form of an (ersatz) nostalgia for inhabitants 
and tourists aHke, has becoine a tool for boosting the local economy. In this example, 
development (and entrepreneurship) is a collective action and it becomes difficult to 
isolate the real innovators and decision makers. In other words, the article leads to the 
following question: Is everybody an entrepreneur? Or is the community itself the en-

7. Police patrols ensure that the "local" cane is not sold outside the county of origin. When a 
shortage of sugarcane occurs, violent protests may arise. ' 
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trepreneur, beyond the individuals that compose it? Some elements for answering this 
intriguing question bring us back to Hong Kong and, more specifically, the two articles 
by Zheng and Augustin-Jean. 

In his article, Zheng describes how ethnic groups are able to strengthen their power 
in specific industries, to the detriment of other groups. More specifically, he shows 
how Chaozhou (also spelled Chiuchow) people, who were originally the main play
ers in importing rice to Hong Kong, were able progressively to extend their control 
over the wholesale rice trade in the territory. This outcome was achieved, over several 
decades, at the expense of the Cantonese, who previously dominated this line of busi
ness,.. Whether Chaozhou merchants intentionally and consciously sought to oust the 
Cantonese is not the major point; Zheng' s article shows how the community itself acted 
entrepreneurially-again beyond the individuals that compose it. As in the previous 
example, the actions of the group are more important than those of the individual. It 
is, therefore, fundamental for us to contextualize the actions of the group-in this case, 
the group of Chaozhou people originally involved in the importation of rice or, in the 
previous case, the local community in Taiwan. In other words and in .another context, 
whether Bill Gates is a Schumpeterian entrepreneur is not fundamental; he is only the 
tree that hides the forest-'-Silicon Valley and its thousands of entrepreneurs (see note 
2). 

It is, of course, not our purpose to deny the existence of genuine and innovative 
Schumpeterian entrepreneurs: On the contrary, the idea is to sugges~ that the Schum
peterian entrepreneur is a specific case in a larger context in which entrepreneurial 
capacity tends to be shaped by the milieu and to be generated by the community itself 
rather than by the individual. In this sense, an.interesting parallel exists between, on 
one hand, this analysis of a systemic entrepreneurship, and, on the other hand, the eco
nomics and sociology of organization, especially when it comes to the highly debated 
topic of the decision-making process. Since the pioneering work of Herbert Simon on 
bounded and/or procedural rationality (Simon i976), research on organization (and 
entrepreneurship) has taken an interesting turn. Simon taught us that decision mak
ing-whether inside a given organization or as an entrepreneurial decision-cannot be 
maximizing because people cannot predict the impact and the effect of their decisions, 
and also because their ability to collect and analyze information is limited. In addition, 
the process of deciding is marked by routines and procedures: therefore, the manager 
(or the decision maker) is often "managing" (i.e., adopting a solution that had proven 
efficient in the past) rather than making innovative decisions that would have a high 
probability of being rejected by his/her organization.8 In short, people make decisions 
that are suitable, but not maximizing. Even though it seems exaggerated to state that 
an organization makes independent decisions that are beyond the action of individuals 
that compose it, it is still interesting to know that the actions of decision makers are 
often bound by the rules enacted by organizations. 

8. For example, in the case of disasters, different specialists (policemen, firemen, medical doctors, 
etc.) tend to find appropriate solutions according to their own procedures an,d methods, rather than 
take coordinated action. See Vidaillet 2005. 
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The similarity of this theory of organization with entrepreneurship is striking. In the 
previous examples, the milieu generated entrepreneurs or was itself entrepreneurial 
in nature.9 Similarly, Hong Kong has not only generated the highest percentage of 
billionaires in the world relative to its population, but also boasts a dense network of 
SMEs. Under .a set of endogenous and exogenous constraints, entrepreneurship in the 
Territory has greatly changed since the i95os. Today, the population is more educated 
and managerial than entrepreneurial, and recent crises with economic implications 
(the Asian Financial Crisis, SARS, etc.) did not stimulate the people to become entre
preneurs. Recent surveys have shown that Hong Kong has fallen behind Shenzhen, 
just across its borders, in terms of entrepreneurship (see Augustin-Jean in this issue). 
Nevertheless, this relative absence of entrepreneurship has been compensated for by 
the coordinated actions of government, business, chambers of commerce, workers, etc., 
which have promoted Hong Kong as an entrepreneurial city. ·Like a private venture, 
the initiative has a brand name and a logo: as in the case of Taiwan, which Selina Chan 
studied, entrepreneurship in Hong Kong transcends the individual and encompasses 
all of society (at least, this is the aim of the Hong Kong government). That does not 
mean, of course, that specific individuals cannot be identified as entrepreneurs. 

Conclusion 

The conceptualization of the relationship between development and entrepreneurship 
has highlighted the complex links between the two concepts. The articles of this se
ries emphasize the importance of the cultural and institutional context, although they 
analyze the interaction between milieu and entrepreneurs through different academic 
lenses. While entrepreneurs respond to the modification of the milieu, they are also, 
through their own behaviour, fundamental agents of change. In addition, the very same 
environment can reject an entrepreneur's innovation. Indeed, the innovative process 
has a better chance of being accepted if it is generated by a majority of the local popula-

- -tion or eventually by a dynamic minority. In this sense, several authors have insisted on 
the existence of a collective of entrepreneurship, which can take several forms; it can 
be ethnic, as in the case of Chaozhou people; it can be a community, as in Taiwan; and 
eventually, it can be promoted by government intervention. When entrepreneurship is 
collective, it has more chance of being conducive to development.10 The case of Hong 

. ' 
Kong is of course special, because the success of the government program depends 
on the way people identify themselves with this program. The collective action (or the 

9. It is worth noting that an overly entrepreneurial individual can be rejected by his/her social 
and economic environment. Wong Chor Yee (1995) showed how an entrepreneur who tried to imple
ment innovations in the silk industry at the end of the 19'h century in Guangdong Province, ended up 
failing due to the unpopularity of the innovations he sought to implement in the social and economic 
environment of the time. 

10. On that point, see also note 6. 
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project, as indicated in the introduction) does not need to be conscious and is boosted 
by a sense of identity (found in Taiwan and the Chaozhou people).· 

These comments give a few insights regarding what constitutes a "good" environ
ment. Beyond culture and identity, the traditional definition, based on governance, low 
inflation, the absence of corruption arid so on (i.e., the traditional factors put forward 

·by economists), does not always apply to concrete situations. The case of China dur
ing the 1980s is, accordingly, a counter-intuitive example of the emergence of entre
preneurship that generated development in a relatively unsuitable environment. The 
example of the Philippines is more ambiguous, because while the "unfavo.urable" envi
ronment did not prevent entrepreneurship from developing, the consequences for the 
country's development are more difficult to assess, as shown by Batalla's article. 

Finally, previous articles showed that development has been mainly generated by 
the actions of"contextualized" entrepreneurs, whether ~hey adapted to a changing en
vironment or they themselves stimulated necessary changes. In this context, the case 
study of Edson Kondo (in this volume) provides the perfect example showing how 
an individual entrepreneur can adapt in a relatively unfriendly environment. In his 
stimulating article, Kondo introduces us to an entrepreneur who was neither maximiz
ing nor adept at making rational choices. This entrepren'eur, who operated in the very 
competitive environment of Japan, managed to make a profit for nearly 50 years, while 
his decision making was not only profit driven, but also directed by human values and 
a sense of respect for others. While his experience is undoubtedly an individual success, 
it is unlikely that such a business practice will become the norm in the future. Indeed, 
after nearly 50 years, the entrepreneur has failed to generate followers (as the Schum
peterian theory would predict), even though his 400 regular customers treat him with 
respect and consideration. But the example, as particular as it is, offers hope for a more 
sustainable form of human and societal development, and calls for further research 
related to development with a human face. 
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Closure and Anti-closure: Study on Inter-ethnic 
Competition in the Hong Kong Rice Trade1 

Victor Zheng 

ABSTRACT The Chinese dias.pora is often treated as homogeneous while questions related 
to inter-ethnic conflict are seldo~ raised. This paper uses Schumpeter's entrepreneurial 
theory, especially "the creation of a monopoly position" concept, to merge with Weber's idea 
of closure and anti-closure in cross-examining inter-ethnic competition and tension in Chinese 
societies. This paper studies the rice trade in Hong Kong-a business that relies heavily on 
multi-layered distribution networks and is a conduit for international trade. Key findings 
include entrepreneurial drive as being the main factor in mobilizing different ethnic groups to 
create a quasi-monopoly position. Those excluded have tried to mobilize their ethnic identity 
for anti-closure. 

RESUME On traite souvent la diaspora chinoise comme une entite homogene, mais on sou
leve.rarement les questions de conflits interethniques. L'auteur utilise la theorie de Schumpeter 
sur le role de !'entrepreneur, en particulier le concept de« la creation d'une position monopo
listique », qu'il combine a l'idee de Weber sur la fermeture des relations sociales et l' opposition 
a cette fermeture afin d' explorer la concurrence et !es tensions interethniques au sein des socie'
tes chinoises. II etudie le commerce du riz a Hong Kong-une activite fortement tributaire de 
reseaux de distribution complexes et une voie de commerce international. L'auteur constate 
notamment que !'impulsion entrepreneuriate'est le principalfacteur qui a motive differents 
groupes ethniques a creer une position de quasi-monopole. Les personnes exclues ont tente de 
mobiliser leur identite ethnique pour s'opposer a cette fermeture. 

According to Joseph Schumpeter (1934; 1991, 43-83), the essence of entrepreneurship 
is the ability to innovate. -Innovation generates profit. In a free-market environment, 

1. The pinyin system has been adopted throughout 'this paper with the exception of names such 
as Canton, Hakka, Hokkin, Wah Kiu Yat Po, or Hong Kong that are still used by the public. All data 
presented in this paper are derived from my earlier fieldwork conducted in 1994 and 2003. In 2009, 
with funding support from the Hong Kong Research Grant Council (Reference No.: HKU7459/08), I 
conducted follow-up research. Data so obtained updated my understanding about the current devel
opment of the business. In suin, I would like to thank the Hong Kong Research Grant Council for 
financial support as well as to Dr Louis Augustin-Jean and Dt Joseph Lee for their encouragement 
and valuable comments. 
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higher profit attracts newcomers whose activities will ultimately bring down the profit 
margin. However, before reaching zero profit, a new cycle of innovation emerges. This 
is one of the simplest forms of "Creative Destruction" which means "incessantly de
stroying the old one, incessantly creating the new one." In order to avoid the slipping 
away of profit, many entrepreneurs employ any possible means to retain their returns. 
They "can be expected to try to achieve closure or the monopolization o(specific busi
ness opportunities by erecting economic or social barriers to entry. In the Chinese 
case, entrepreneurs tend to dominate the marke~ by activating particularistic ties such 
as regional networks rather than by building large, impersonal corporations" (Wong 
1991, 24). This kinship-based and/or ethnic-based business network has the tendency to 
preserve itself as a closed system and to protect and perpetuate an existing monopoly 
(Kuo 1991, 172). In other words, building a personal or business network in fact reflects 
a process of social closure. 

\ Entrepreneurship, Closure, and Anti-closure 

If we look closer at Schumpeter's theory, we can further identify that social closure can 
be roughly categorized as "the creation of a monopoly position," which falls into one of 
the five major types of innovation for maintaining profit that he proposed. These fiv~ 
major types of innovations are: 

I. The introduction of a new good ... 
2. The introduction of a new method of production ... 
3. The opening of a new market ... 
4. The conquest of a new source of supply of raw materials or half manufactured goods ... 
5. Th'e carrying out of the new organization of any industry, like the creation of a mo

nopoly position or the breaking up of a monopoly position. (Schumpeter 1934, 66) 

In other words, Schumpeter tries to argue that in addition to introducing new goods, 
new markets, or new methods of production, instituting a new form of organization 
in restricting outside competitors from entering a particular business is also crucial. 

. He argues that if entrepreneurs cannot continue to gain a profit from innovative prod
ucts, their incentive for innovation will be seriously weakened. Thus, from the Schum

. peterian viewpoint, implementing a new organization-the creation- of a monopoly 
position or the breaking up of a monopoly position-is a vital ingredient of business 
success. 

Schumpeter's idea of the "creation of monopoly position or the breaking up of mo
nopoly position" quickly reminds us of the closure and anti-closure theory expounded 
by Max Weber. In his book Society and Economy, Weber (1978, 324) writes, 

Any group attribute-race, language, social origin, descent...,.--may be 
seized upon proVi.ded it can be used for the monopolization of specific, 
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usually economic opportunities. This monopolization is directed against 
competitors who share some positive or negative characteristics; its pur
pose is always the closure of social and economic opportunities to outsid
ers. 

In fact, when Weber introduced this term, he only wanted to analyse the dynamic 
process in the course of which one group tries to monopolize its advantages by closing 
off opportunities to outside competitors. Based on Weber's idea, Frank Parkin intro
duces a further sub-division consisting of two distinct types: exclusion closure and 
usurpation closure. Exclusion closure refers to the ability of a given group to main
tain its privileges by subordination, thus producing another group or stratum of ineli
gibles beneath it, while usurpation closure refers to the collective responses made by 
the excluded groups which are themselves unable to maximize resources by exclusion 
practices, that is, by joining together to challe.nge the inequality. The main difference 
between these two modes is that exclusionary closure involves the exercise of power 

. in a downward direction. In this process of subordination, one group secures its ad
vantages by closing off the opportunities of another group, which is defined as inferior 
and ineligible. Usurpation closure, on the other hand, involves the exercise of power 
in an upward direction in order_ to break into the advantages ofhigher groups (Parkin 
1974). In Parkin's view, exclusion based on ethnicity is _one of the major examples of 
the collectivist type of exclusion. 

Aithough Parkin has suggested two types of closure, he focuses attention mainly on 
exclusion closure and does not explain usurpation closure in detail. Raymond Murphy, 
however, considers usurpa~ipn in more detail. In Murphy's view, all forms of exclusion 
have the potential to provoke usurpation practices on the part of the excluded groups. 
In other words, usurpation constitutes a potential threat to the stratification order and 
is the direct response of the excluded groups to their status.as outsiders. He cites white 
unions in the USA as an example and argues that in the past, in order to maintain white 
privileges, all white unions excluded blacks from membership. Faced with this unfair 
treatment, blacks joined forces and took collective action to challenge the inequality. 
Through a long process of struggle, the blacks finally broke the white domination and 
gained rights to union membership (Murphy 1988). 

Another researcher, Randall Collins, also attempts to de~elop Weber's closure theory 
.but from another perspective. Collins proposes the concept of "political labour," which 
refers to the attempt to impose one's own definition of reality on others, to impress 
others with allegedly superior knowledge, and_ to form alliances (Collins 1968; 1971). 

He believes that members of the same status group share a common culture or sub
culture and a sense of identity based on status equality. Thus, the in-group members 
may reject those non-in-group members as outsiders. In elaborating Collin's closure 
theory, Murphy (1988, 12-13) argues that "this struggle is primarily between, rather 
than within, status groups because their cohesiveness is an important.resource in the 
struggle." Admittedly, Collins' theory is more related to political, professional, and 
occupational closure, such as lawyers' associations or accountants' associations.It sel
dom applies in ethnic or socio~economkclosure. If exclusion closure is similar to "the 
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creation of a monopoly position," then, usurpation closure clearly likes "the breaking 
up of a monopoly position" (Schumpeter 1934, 66). In other words, there are obvious 
commonalities between the Schumpeterian perspective and W eberian view. 

It is true that numerous papers have been published dealing with entrepreneur
ship, business networks, and social closure. Most, however, treat the overseas Chinese · 
diaspora as a harmonious homogeneity and seldom touch on the sensitive issue of 
inter-ethnic conflict or competition. In fact, similar to the way in which a coin has two 
sides, the bright side of ethnic specialization implies the dark side of ethnic rivalry. in 
this paper, we use Schumpeter's idea of entrepreneurship to analyse the phenomenon 
of ethnic business specialization while employing Weber's theory of social closure to 
illustrate the phenomenon of inter-ethnic conflict and rivalry. We then integrate these 
two models to explain the dyqamic process of ethnic entrepreneurship, ethnic special
ization, and inter-ethnic competition. 

Ethnic Specialization and Inter-ethnic Competition 

Standing on Schumpeter's and Weber's theoretical foundations, many researchers have 
tried to decipher the reciprocal relationships among entrepreneurship, ethnic spe
cialization, and inter-ethnic competition. After carrying out an in-depth study of the 
Chinese diaspora in Thailand, William Skinner (1957, 315-·16) addresses a unique phe
nomenon involving ethnicity and clustering of small-to-medium scale Chinese busi-

. nesses. He elaborates that different Chinese ethnic groups have specialized in different 
economic spheres. For example, the Teochiu (Chaozhou) people play a dominant role 
in rice milling, the Hainan people specialize in leatherwork, while the Hokkins (Fujian 
people) and Hakkas (Kejia people) mainly concentrate on rubber exporting and ma
chine shops respectively. 

In fact, Skinner is not the only one who argues that different ethnic groups have 
different kinds of comparative advantages and specializations. Many other research
ers have also come ,to a similar conclusion after their analytical studies. Two of them 
are Edna Bonackh and John Modell (1980). In their earlier research-on small busi
ness in the Japanese-American community before the Second World War-Bonacich 
and Modell discovered that the Japanese Americans were over-represented in self
employed occupations (i.e. small businesses). They further found that the pattern of 
concentration in.self-employed jobs was common among other minorities around the 
world, including Jews in Europe, Chinese in Southeast Asia, and Indians in East Africa. 
In order to better explain this phenomenon, Bonacich and Modell suggested the mid
dleman-minorities approach and.pointed out that there are three distinctive features 
among these groups of people: 1) they served as middlemen between the ruling elites 
and ordinary citizens; 2) they served as middlemen between producers and consum
ers; and 3) they chose to become small businessmen Instead of big capitalists. In short, 
Bonacich and Modell take a macro perspective and argue that ethnic solidarity is the 
economic basis for their success. 

I 
I 
I 
I 
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Also looking from the middleman-minorities approach, other scholars such as James 
A. Hafner (1983), Linda Lim (1983), and Janet Landa (1983) argue that certain ethnic 
groups join in a particular business because of their distinctive dialect and for pragmatic 
purposes such as information sharing, mutual assistant, and protection in the host so
cieties. A common argument is that after some years of employment, when the over
seas Chinese have saved a certain amount of money,- collected some experience, and 
acquired certain connections in business, they would thinkgongzi bu chutou (working 

-under somebody's roof has no future), and choose to set up their own businesses or 
danglaoban (be one's own boss). This was because they did not want to be subjugated 
to other people. In their minds, starting a self-employed business of whatever size was 
considered a major path towards upwatd mobility (Chan and Chiang 1994). 

Since most economic opportunities were in the hands of the state or large corpora
tions, these people generally drifted towards small-scale, less profitable or less developed 
businesses, such as small-scale trading, street hawking, laundry, tailoring, hairdressing, 
bakery, or grocery shops. In order to keep their businesses sufficiently competitive, they 
had to be very flexible and very entrepreneurial in running their businesses as well as 
exploring ne\Y opportunities. Once tl).ey had discovered a new or profitable business 
oppor:tunity, it was not easy for them to restrict potential competitors by seeking politi-
cal/legal protection from the government. In order to maintain their dominance-or 
in Schumpeter's words, their monopoly position-they would generally turn to their 
family members, kinsmen, own village, or their own ethnic members for help. Siu-lun 
Wong (1991, 24) states this point as follows: 

[They] can be expected to try to achieve closure or the monopolization of 
specific business opportunities by erecting economic or social barriers to 
entry. In the Chinese case, entrepreneurs tend to dominate the market by 
activating particularistic ties such as regional networks rather than by build-, 
ing large, impersonal corporations. 

On the other hand, when their relatives or fellow villagers knew that they had . 
founded a particular business, they would approach them either for jobs or for a busi
ness opportunity. Lim (1983, 3) points out, "diale~t group monopolies of particular 
occupations and lines of business reflect the nature and historical tendency to find 
employment among those who speak the same language." In other words, when a new 
business opportunity is discovered, a process of "villagers introduce villagers, relatives 
introduce relatives" (yixiangyinxiang, yiqi yinqi) is activated (Chen 1994). Thus, a par
ticular ethnic group can finally dominate that type of business. 

From this "villagers introduce villagers" process, we can clearly see that the overseas 
Chinese forged their intertwined social network by using the core concept of "one-fam
ily, one-clan, one-village, or one-dialect," and this echoes perfectly the social closure 
theory that was expounded by Weber. Occupying the same ground, many researchers 
also argue that once a particular ethnic group has established a monopoly position in 
a particular sector, then the group tends to preserve it as a closed system (Omohundro 
1981; Barton 1983). Lim further comments, 
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Once established, monopolies tend to perpetuate themselves, particularly if 
personalistic business and social networks exist as barriers to the entry of 
newcomers, whether they are other Chinese who do not speak the same lan
guage, indigenes, foreigners, or women. (Lim 1983, 8) 

In echoing Lim's argument,, Wong points out that "the competitive strategies ad
opted by an ethnic group will have a direct impact on its relations with others\in the 
same society" (Wong 1988, 183). In other words, the monopoly position enjoyed by 
a particular ethnic group will inevitably invite those being excluded to form an op
position group and carry out counter-monopoly action, described by Parkin as "anti 
closure." When we look at the rice business and the Chaozhou in Hong Kong, we can 
clearly identify all these interrelated behaviours. 

In order to consider the details of this issue, we chose Chaozhou rice merchants 
in Hong Kong for in-depth study. When reference is made to Chaozhou people, this 
is generally related to the rice business. In fact, Chaozhou people not only dominate 
the rice trade in Hong Kong but have also extended their influence through the rice
trade network to the Chinese mainland, Southeast Asia, Australasia, and the world . . 
(Zheng 2009). Why do the Chaozhou people seem to be more entrepreneurial? How 
do they establish their business networks? If they want to penetrate a trading network 
controlled by other ethnic groups or if other ethnic groups want to enter the trading 
network that is controlled by the Chaozhou, how do they react? 

With all these questions in mind, we sent each member of the rice wholesalers' as
sociations a letter, invited them to come for an interview in 1994, and interviewed 20 
rice wholesalers (10 were Chaozhou). In 2003, we sent a further letter to all members 
of the rice importers' associations and rice retailers' associations and invited them for 
personal interviews. This time, we only interviewed four rice importers and two retail
ers (all Chaozhou). In 2009, in order to ascertain the current development of the busi
ness after the deregulation of the registered rice importation policy in 2003, follow-up 
research was conducted with financial support from the Hong Kong Research Grants 
Council. One of the leading Chaozhou rice importers and his son were invited for an 
in-depth interview. Since all the interviewees were not drawn randomly, the issue of 
representativeness might arise. Thus; special attention must be given in interpreting 
such qualitative data. Apart from the "insiders' viewpoint," we also gathered much 
secondary data from newspapers, company reports, and memoirs as a supplement. 

Chaozhou Entrepreneurs and the Rice Trading Network 

Before entering more detailed analysis, let us briefly discuss Chaozhou and the Chao
zhou people in Hong Kong. Chaozhou, which literally means "tidal prefecture," is an 
agricultural region. It is situated in the coastal area of northern Guangdong Province. 
In the past, because of inherent overpopulation, frequent flooding, and typhoons, 
many Chaozhou residents were forced to move to adjacent provinces, such as Fujian, 
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Guangxi, and Zhejiang, or overseas, to Southeast Asia, Australia, and America, to seek 
their fortune. Hong Kong was either a halfway stop or a final destination (Lam 1964; 
Sparks 1978). 

Since Chaozhou people speak a dialect completely different from Cantonese, they 
can be easily identified when they communicate with local Hong Kong people. Living 
in a "foreign" place, some of them cannot join the mai_nstream economy and culture 
and may be driven to engage in illegal activities. In order to gain mutual protection, 
they tend to gather very frequently in group worship (Yulan Festival, also known as the 
Hungry Ghost Festival), sharing Chaozhou music and opera, and sometimes holding 
gatherings to drink kungfu tea together (a kind of tea-dr_inking style very popular in the 
Chaozhou community) as some of the conspicuous ways to express their attachment to 
their hometowns. Because of this, Chaozhou people are labelled negatively as "dishon
est, rascals, and involved in triads" (Anderson 1967, 98). 

Although Chaozhou people are negatively labelled, their achievements, particularly 
in the economic sphere, ar~ publicly recognized. In Hong Kong, according to unofficial 
estimates, Chaozhou people play an important role iri a number of industries, such as 
toys and plastic flowers, export and import trading, animarfeed, clocks and watches, 
electronics and semi-conductors, shipping, garment, banking, finance, as well as prop-

. erty development (Chaozhou Chamber of Commerce, 1992). Among these industries, 
the rice busine·ss is one of the most well known and frequently quoted examples. 

When talking about Chaozhou people and the rice business, many people quickly 
link them to Thailand, one of the key rice-producing countries in the world. Shu-sum 
Chen writes, "In Thailand, Chaozhou rice merchants m9nopolize the whole line of rice 
businesses. From rice procurement, milling and distribution to exportation, people 
can easily see or feel the Chaozhou merchants' influence and domination" (Chen 1994, 

668). In fact, according to Skinner (1957), the Chaozhou constitute the largest Chinese 
ethnic group in. Thailand. Other scholars even concluded that Chaozhou merchants 
not only overwhelmingly dominated the rice business in Thailand, but also that of the 
world (Chan 1961; Fourth International Chaozhou Conference 1987). Their network has 
also extended outwards along these lines. Apart from Hong Kong, Chaozhou people 
also play a leading role in the rice trade in many rice-importing countries· such as Sin
gapore, Taiwan, South Korea and, very recently, South China ( Chaozhou Chamber of 
Commerce 1992). Although we do not have substantial data on the connection between 
the Chaozhou in the rice-producing countries and the Chaozhou in the rice-importing 
countries, some of .the examples we found in our fieldwork can be cited for reference .. 
In order to examine the relationship between Chaozhou importers in Hbng Kong and 
Chaozhou exporters in Thailand, we asked our respondents in interviews, "Do you 
have any connection with Chaozhou exporters in Thailand?" Although not all of them 
replied directly, some were willing to talk about it. One influential Chaozhou rice im
porter told us of his connections in Thailand: 

We are one of the major Thai rice importers in Hong Kong. Our suppliers are 
subsidiaries of the Thai army. We keep very good relations in Thailand from 
generation to generation. In Thailand, the Thai army is allowed to engage in 
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rice business. Because of the army background, we do not need to pay export 
duty. Thus, our rice price is relatively lower than that of other competitors.2 

Following up on the conversation, we asked him to elaborate more on the connt!c
tion with the Thal army, but he suddenly realised that this was a sensitive issue and 
refused to say more. Nevertheless, he repeatedly emphasized that their connections in 
Thailand were good and secure. He also pointed out that this good relationship was one 
of the key factors of his business success. 

Another ,rice importer even gave us a general picture of the Hong' Kong Chaozhou 
importers' Thai connections: 

Referring to your questioQ of business networks and ethnicity, as far as I 
know, most of the Hong Kong rice importers have relatives in Thailand. 
Some of them have even bought land and property there. They visit Bangkok 
very frequently either for business_ purposes or for other reasons. Although 
the operation of these businesses in both places is separate, there is some 
overlapping. For instance, Thai exporters may hold a certain proportion of 
our company's shares while we keep a certain amount of equity in their Thai
land business. Indeed, we have a shared interest in the field. 

The idea of a "shared interest" (huli huhui) brings us to another special socio-eco
nomic phenomenon called "interlocking directorship." In his study of Chinese mer- · 
chants in Malaysia, Mah-hui Lim (1981) found that business and social interests were 
strongly interloc~ed in big corporations. Through exchanging directors, big corpora
tions can reduce direct business competition and business risk, while enhancing their 
dominance in certain fields and enjoying better access to other business opportunities. 

In the rice business, we found that an interlocking relationship between Thai export
ers and Hong Kong importers is also mutually beneficial. The exporters can obtain 
regular orders and thus do not need to worry about market fluctuations but can con
centrate on sourcing rice from farmers. The importers are able to obtain a secure and 
regular rice supply at reasonable prices. All these "terms and conditions" are extremely 
important for both sides during times of shortage of supply or excessive demand in the 
world rice market. 

Having discussed the connection between Hong Kong Chaozhou importers and 
Chaozhou exporters in Thailand, let us also outline a general picture of the rice busi
ness and the Chaozhou in Hong Kong. Before the serious "rice riot" of 1919, there 
was little governmental intervention in.the business. Any person-provided they had 
capital, product knowledge, and a business network-could join the business without 
any restriction. Because of strong connections in Thailand, Chaozhou people played 
an influential role in the rice-imp~rt sector. According to an unofficial report, over 
60 percent of imported rice was controlled by Chaozhou merchants. Of course, since 
Hong Kong is a Cantonese-speaking society and a significant quantity of the imported 

2. Interviewed 11 May 2009. 
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rice would be wholesaled to Canton and the adjacent regions, Cantonese merchants 
enjoyed certain comparative advantages in wholesaling and retailing businesses (Chan 
1961; Lam 1964;_Zheng and Wong 2005). 

After the Second World War, as the Hong Kong Colonial Government chose to 
centralize importation and distribution in order to stabilize the rice supply, the mar
ket became less active. Frol)l 1949 onwards, as the Hong Kong population had grown 
steadily, local rice demand also increased proportionally. On the other hand, affected 
by the Trade Embargo that was imposed by the United Nations on the newly founded 
Communist China, trade, including rice re-exporting to Canton, between Hong Kong 
and the Chinese mainland was brought to a complete stop. As a result, not only did 
the rice import s.ector experience substantial change, but the wholesaling and retailing 
sectors were also transformed. 

Statistical data shows that in 1951, out of 17 listed rice importers, 10 of them were 
Chaozhou: In 1955, when the_ Hong Kong Colonial Government decided to give up the 
direct intervention policy and assigned 29 rice merchants as franchised rice importers · 
and stockholders, 13 of them were identified as ,Chaozhou. ,In 1960, out of 38 franchised 
importers, 18 were Chaozhou. From that year onwards, sl.nce the government had fi
nalized its policy on the rice import sector, the number of importers or the quantity 

. imported were fixed (Table i). In other words, from that time onwards, the Chaozhou 
people's influence on the rice importation market was more or less kept at the same 
level (approximately 50 percent). 

Although Chaozhou rice merchants exerted a strong control over the rice import 
business, before the 1960s, they did not have too much influence in the wholesaling 
sector, while Cantonese merchants were the key players. 

Before the 1950s ... the rice wholesaling sector was controlled by the Canton
ese merchants. At that time, because of the small population size in Hong 
Kong, the local market was far from significant. They brought rice in Hong 
Kong and shipped back to Guangzhou. Because of that reason, their Canton
ese speaking connection gave them special advantages. (Chiu 1973, 4) 

In fact, when the Rice Merchants' Association (RMA), an influential rice wholesalers' 
organization, was set up, all the members were identified as Cantonese. In Table I, we 
can see that in 1951, there were 37 members. Among them, only seven were Chaozhou. 
In terms of number or influence, Chaozhou merchants were far from dominant. Ten 
years later (1961), the total number of wholesalers had increased to 39, while the Chao
zhou-owned number increased slightly to ten. In terms of numbers, they shared around 
25 percent of the total, which should not be treated as a dominant force. However, in 
terms of market turnover, they controlled about 60 percent. Clearly, the Chaozhou 
mercl).ants' influence had increased rapidly (Lam 1964). 

In 1973, although Chaqzhou merchants still held around 60 percent of the market 
share, the number of firms owned .by them. had increased from 10 to 12. However, for 
the Cantonese,· the number dropped from 29 to 21. In 1981, the number. of Cantonese 
wholesalers increased from 21 to 24. However, the rate of increase_ was far lower than 
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. the Chaozhou. In the same period, Chaozhou-owned wholesaling firms increased from 
12 to 24. In other words, within· two decades, Chaozhou wholesalers had become the 
most dominant group in the sector. 

Similar to the wholesaling sector, before the 196os, although Chaozhou people had 
played a significant role in the rice-retailing sector, they were not the leaders. Although 
there was no official record of the numbers and ethnicity of rice retailers before the 
1950s, a list of government-appointed retailing firms in 1951 could at least give us some 
idea of the extent of the Chaozhou influence. On this list, out of 192 appointed rice 
firms, 82 were Chaozhou-owned. From the mid-195os onwards, as more and more 
Chaozhou refugees fled to Hong Kong, their influence also increased sharply. 

In 1960, out of the total number of 1,958 rice-retailing stores, 1,370 of them were 
owned by the Chaozhou. Later, as the population increased, the number of rice-retail
ing stores also jumped proportionally. In 1973, the total number rose to 4,000. Among 
them, 3,200 were Chaozhou-owned. However, from the late 1970s onwards, the num
ber of rice-retailing stores started to decline. In 1981, the number of retailing stores 
dropped rapidly from 4,000 to 1,000 (Table i). As Hong Kong became a highly devel
oped international city, supermarkets-a new type of shopping concept-'--became the 
dominant type of distribution network and traditional retail stores were quickly driven 
out of the market. 

Table 1. Chaozhou rice merchants in different sectors 

IMPORTING WHOLESALING 

NO.OF FIRMS 
QUANTITY 

NO. OF FIRMS 
QUANTITY 

.SOLD(%) SOLD(%) 

1951 
Chaozhou 10 60,0 7 
Other 7 40.0 30 
Total 17 100.0 37 

1960 
Chaozhou 18 46.0 10 65.0 
Other 20 54.0 29 35.0 
Total 38 100.0. 39 100 

1973 
Chaozhou 18 45.0 12 65.0 
Other '20 55.0 21 35.0 
Total 38 100.0 33 100.0 

1981 
Chaozhou 23 52.0 24 60.0 
Other 22 48.0 26 40.0 
Total 45 100.0 50 . 100.0 

Notes* Only government-appointed retailing firms ·were recorded. 
t Estimated by one of the senior interviewed rice merchants. 

RETAILING 

NO. OF FIRMS 
QUANTITY 
SOLD(%) 

82 
110 

192* 

1370 80.0 
588 20.0 

1958 100.0 

3200 80.0 
800 20.0 

4,000 100.00 

850 75.0 
150 25.0 

1,000t 100.ot 

Sources:lnterviews 1994, 2003; Lam 1964; Chiu 1973; Choi 1981; Hong Kong Rice Retailers' Association 
1960. 
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Competition for Market Sharing 

Having introduced the historical background of Chaozhou, development of the Hong 
Kong rice trade, and the Chaozhou merchants' penetration into the rice business, now 
let us shed light on inter-ethnic· competition for market sharing in the rice industry. 
As aforementioned, from the very early stage until the 1960s, although the import sec-

'tor was dominated by Chaozhou merchants, the wholesaling sector was dominated by 
Cantonese merchants. After the Second World War, as the large influx of the Chao
zhou from the Chinese mainland had greatly changed the economic typology in Hong 
Kong, their influence in the rice-wholesaling and retailing business also incr,eased sig
nificantly. Since most of the Chaozhou refugees were poor and illiterate, they could 
seldom enter the English-speaking professional fields or big corporations. In addition, 
their unfamiliarity with the local Cantonese language also made them feel that they 
were segregated from or discriminated against by the community. In other words, "the 
double-language barrier" -the lack of fluency in Cantonese and English in colonial 
Hong Kong-made it impossible for these post-1949 Chaozhou refugees to be in.te
grated into mainstream society (Sparks 1978). 

In fact, the sense of exclusiveness is one of the key factors that served to join Chao.
zhou refugees together to form their own social and business network. Other factors, 
such as the lack of government support and the lack of inter-ethnic communication 

· .also drove them to seek assistance from within their own group. It seems clear that 
"migrants in a strange land, like rural migrants in a strange city, look to their 'own kind' 
for identification and support" (Lim 1983, 3) . 

. Because of the lack of recognized skills and work experience, a large proportion of 
Chaozhou refugees became unskilled factory workers, some worked as coolies, arid a 
small proportion of them chose to be self-employed. Among this group starting their 
own businesses, a certain proportion opened rice-retailing stores. According to the 
Commerce and Industry Department's records, the number of rice-retaillng stores in
creased from 1,460 (in 1956) to 2,518 (in 1963). In other words, within a short period of 
eight years, 1,056 new rice-retailing firms were started up all over Hong Kong (Table 2). 

Table 2. Number of rice retailing shops: 1956 to 1963 

Year 1956 1957 1958 1959 1960 1961 1962 1963 

Hong Kong Island 530 560 530' 531 584 621 613 667 

Kowloon 659 770 740 961 1,062 1,130 1,218 1,459 

New Territories 271 320 270 271 318 375 372 392 

Total 1,460 1,650 1,540 1,763 1,964 2,126 2,203 . 2,518 

Source: Commerce and Industry Department, 1964. 
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According to the membership composition of the Hong Kong Rice Retailers' As
sociation, there were 493 registered full members in 1960. Of these, 81 were Cantonese 
(i.e., Xinhui, Baoan, Hainan, Zhongshan, Shunde, and Dongguan3), 356 were Chao
zhou, and 56 unidentified (Hong Kong Rice Retailers' Association 1960 ). Judging from 
this figure, we can safely say that Chaozhou merchants overwhelmingly controlled the 
rice-retailing sector. 

As more and more Chaozhou people joined the rice industry, particularly the retail
ing sector, the Cantonese merchants' dominance of the wholesaling sector was chal
lenged. Firstly, because of the ethnic factor, most Chaozhou retailers chose to buy rice 
from Chaozhou wholesalers. As a result, the chance of inter-ethnic competition be
tween Chaozhou wholesalers and Cantonese wholesalers increased. Secondly, as the 
whole industry became more prosperous in the early 1960s, the voices of those success
ful retailers who wanted to expand their business were also frequently heard. Although 
quite a large number of Chaozhou retailers wanted to be "upgraded" to wholesalers, it 
was not easy to gain admittance as a member of the RMA. Thus, conflict between these 
two ethnic groups surfaced. 

In 1961, because of the poor harvest in Bangkok, the amount of rice imported to 
Hong Kong dropped sharply. The shortage in supply quickly drove up the price of rice. 
Taking advantage of this opportunity, some wholesalers held up rice stocks, hoping to 
sell the rice later for a higher profit. Some bigger retailers also joined in this specula
tion and stockpiled their rice. The collective action of stockpiling rice led to rocketing 

. prices, which panicked the public. Seeing that the situation was worsening, the South 
China Morning Post4, one of the most influential English newspapers in the colony, is
sued an alarming report, "the recent increase in price was the result of speculation by 
irresponsible wholesalers and retailers." 

Later, when the members of the RMA learned that they had enough power to con
trol the market price, they tried to exclude the retailers by stockpiling the rice in their 
possession. However, this action inevitably reduced the profit margin of the retailers. 
In February 1962, the wholesalers even announced an increase in the service charge 
imposed on retailers from 30 cents to 40 cents a picul.5 This action led to widespread 
discontent among retailers. As one journalist described the situation, "many rice retail
ers are dissatisfied with the recent move of the wholesalers in manipulating rice prices 
and increasing their transaction fee from 30 cents to 40 cents." They also joined the 
public and openly criticized wholesalers for manipulating the rice trade and making 

·an unreasonable profit.6 

In order to win public support, retailers further extended their attack on importers 
by accusing them. of collaborating with wholesalers. "The Hong Kong Rice Retailers' 

3. These counties cluster around the Pearl River Delta, which was once under the administration 
of Canton. Apart from sharing the same dialect, they have a similar lifestyle and sub-culture, which 
explains why they tend to join. 

4. 24 November 1961. 
5. A picul is a unit ofweight commonly used in traditional China. One picul is equal to 133.3 

pounds or about 60 kilograms. 
6. South China Morning Post, 12 and 22 February 1962. 
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A~sociation charged importers and wholesalers with manufacturing an abnormal situ
ation for speculative purposes."7 By "unveiling the ugly side of importers and wholesal
ers," retailers hoped that they could win public support and overcome the wholesalers.8 

However, the attack by retailers on importers generated a negative effect and drove the 
formerly undecided importers to lean towards wholesalers. Having'received the bless
ing of the importers, the RMA declared that their decision to raise the service charge 
would stand. Although most retailers did not like this, they could not do anything but 
accept it and see wholesalers earn staggering profits. Months later, when the rice supply 
gradually increased and the rice market reverted to normal levels, the conflict between 
wholesalers and retailers also died, down. However, the submergence of the conflict did, 
not imply that the two sides had buried the hatchet. In fact, the unresolved couflict laid 
the foundations for a future confrontation. 

After the first_ direct conflict, the rice market calmed down temporarily. Three years· 
later, in February i965, a few days before Chine-se New Year, another serious conflict 
between retailers and wholesalers arose. As the Chinese New Year approached, the 
demand for rice increased. Around that time, there was a rumour that because of the 
appreciation of the baht (Thai currency), the price of Thai rice would go up. As a re
sult, the price of rice started to increase. After the New Year holiday, when wholesalers 
reopened their businesses, they announced that due to the increase in operating costs, 
they would raise commission charges.9 This proposal shocked most retailers. Some 
retailers pointed out that the hike in commission charges was the second one within 
five months. On October 1964, wholesalers had already raisedthe commission fee from 
30 cents to So cents a picul. Although most retailers were enraged, they did not fight 
back immediately. Instead, they expressed their displeasure in terms of how it affected 
corisumers.10 

As they had learnt from the previoµs conflict, Chaozhou retailers knew that it would 
be nearly impossible to ask Cantonese wholesalers to give up their proposal or open 
the wholesaling market to them if they did not show them unity and power. So, at the 
beginning, they did not mention the hike in commission charges but suggested that 
two firms be set up in the names of two rice retailers associations, the Hong Kong and 
Kowloon Rice Trading General Association and the Hong Kong Rice Retailers' As-

. sociation, so that they could buy rice directly from importers and cut down the costs 
associated with a middleman." 

Unlike the previous conflict, Chaozhou retailers did not accuse importers of conspir
ing with the wholesalers. Instead, theytried to hoist the flag of ethnicity by seeking the 
support of the Chaozhou importers and wholesalers. In an interview with one of the 
Chaozhou wholesalers, who had formerly been a retailer and had participated actively 
in the event, he disclosed to me the following information: 

7. South China Morning Post, 27 April 1962. 
8. Wah Kiu Yat Po, 27 April 1962. 
9. Wah Kiu Yat Po, 30 March 1965. 
10. Wah Kiu Yat Po, 1April1965. 
11. South China Morning Post, 3 April 1965. 
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The Chairmen of the two rice retailers' associations were Chaozhou. Most 
of the executive committee members were Chaozhou, too. As far as I know, 
our two chairmen had held discussions with some senior Chaozhou export
ers and wholesalers and obtained their consent. As a strategic reply, we told 
the public that two newly formed synd,icates could play a check and balance 
role in regulating the rice market. If members of the RMA sold rice for an 
unreasonable profit, we could sell it at a lower price to counter-balance the 
practice. So, all citizens would get the benefit.12 

When the retailers threatened to buy rice directly from the importers, the wholesal
ers urged importers to join forces with them and asked them to turn down the retailers' 
request. This, however, did not happen. The Rice Importers and Exporters' Association 
issued a statement and said that "in order to maintain the traditional business practices 
and to ensure the smooth supply of rice, [we] could do business only with the RMA."13 
Later, when one of the leading importers, who declined to disclose his identity, ex
pressed his wiUingness to sell rice to financially well-established retailers, most of the 
wholesalers were discomfited: 

In order to solve the present rice dispute, the government should first break 
the monopoly of the wholesalers' guild ... Many importers would be pleased 
to. sell rice to the two new syndicates organized by the retailers.14 

· Retailers did not stop there. Instead of sitting back and waiting for the 
. wholesalers' response, they started another wave of attack by criticizing the RMA's 

practice of restricting individual members' sales volumes-the internal quota arrange
ment system. According to some retailers, the so-called internal quota arrangement 
system was a set of restrictive measures. It was used to restrict some members who had 
a bigger sales volume, that is, those who performed better.15 · 

It might be thought that since the regulation applied to -all members, it was fair. 
However, if we look more closely, we find that the practice was specially tailored to 
control Chaozhou wholesalers' business activities. At that time, there were nine of 
36 wholesaling firms controlled by the Chaozhou. So, in terms of firm numbers, the 
Chaozhou people shared about 25 percent of the business.es. However, in terms of total 
ri.ce sales in the market, they controlled over 50 percent (Lam 1964). Iii the eyes of 
Chaozhou wholesalers, the system was specially tailored to restrict their expansion.16 

Obviously, by using this special arrangement, Cantonese wholesalers could check the 
Chaozhou wholesalers' expansion. This leads us to speculate that ~ome antagonized 
Chaozhou wholesalers intentionally released this information to embarrass the RMA. 

12. Interviewed 2 November 1995· 
13. South China Morning Post, 15 April 1965. 
14. South China Morning Post, 22 April 1965. 
15. Wah Kiu Yat Po, 25 April 1965. 
16. China Mail, 4 May 1965. . 
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Faced with harsh criticism from all directions, Cantonese wholesalers tried to use the 
"credit sale" terms as a last resort to threaten retailers not to join the two newly formed 
companies by saying that if they did join, they would ask them to pay the outstanding 
amounts at once. However, this attempt at intimidation did not save the wholesalers 
from the quagmire. Instead of arguing with the wholesalers in private, they made the 
threat in public.17 

The public was shocked by the wholesalers' response to this demand. Many citizens 
lost confidence in the wholesalers, believing that they had abused their "monopoly" 
position. Within a few days, there were many comments and articles in the newspapers 
expressing various concerns about the dispute. '8 

Clearly, the Chaozhou retailers had successfully won public sympathy and support. 
At this stage, many Cantonese wholesalers realized that if they still insisted on a hard
line strategy, they would be in a very unfavourable position in this rice war. As a result, 
the RMA announced that it would cut back the commission. Then, "the rice war took a 
new turn today when the wholesalers cut their mark-up b.ack to Bo cents per bag which 
is likely to return the local rice trade to its 'pre-war' status before 29 March."19 

Although 'the Cantonese wholesalers had retreated, the Chaozhou retailers still in
sisted that the internal quota arrangement system should be abandoned and that the 
two newly established companies should have the right to buy rice from the import
ers. However, some Cantonese wholesalers did\ not want to reach a compromise, and 
rejected their reql!est. As a result, the conflict continued. Seeing that the dispute might 
seriously affect the stability of the rice market, the colonial government decided to step 
in and asked.all sides to sit down and discuss the issue. Under government pressure, 

. the wholesalers grudgingly returned to the table. After over one month of negotiations, 
a ,mutual agreement was finally reached. In the agreement, the wholesalers agreed to 
give up the internal quota arrangement system, while the importers agreed to sell rice 
to the two new companies .organized by the two retailers' associations. In addition, a 
proposal to set up a rice advisory board to supervise the whole industry was also put 
up for consideration. 

Judging from the terms of the agreement, Chaozhou retailers got what they wanted. 
In 15 June 1965, six days after the mutual agreement was signed, the two retailers' com
panies, organized by the rice retailers, purchased 1,420 bags of rice directly 'from .the, 
importers.2° If we compare this amount with the total daily consumption, the percent- . 

_age was far from significant. However, it was the first time non-RMA members were 
able to buy rice directly from importers, so the symbolic meaning was great. Regarding 
inter-ethnic competition, it also meant that Chaozhou retailers had successfully broken 
the traditional monopoly of the Cantonese wholesalers. 

After this incident, the rice market underwent a series of massive transformations. 
As inflation and interest rates increased, operating costs also rose steadily. Moreover, 

17. China Mail, 29 April 1965. 
18. South China Morning Post, 1May1965; Wah Kiu Yat Po, 3May1965. 
19. South China Morning Post, 10' May 1965. · 
20. South China Morning Post, 16 June i965. 
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the breaking up of the "monopoly" position also implied both the diluting of profits and 
the intensification of inter-ethnic competition. Some less efficient Cantonese wholesal
ers chose to close or sell their firms. Seeing this as an opportunity, certain Chaozhou 
merchants bought the controlling shares of these firms and became members of the 
RMA. As a result, they gradually emerged as the dominant group in the sector. 

About ten years later, in 1979, the colonial government announced that it would open 
the rice-wholesaling market. Any person who could meet government requirements. 
could register as rice wholesaler. Since the RMA owned a large amount of property, 
for instance, the guild building situated in the heart of the city, they did not welcome 
new members to dilute the property-sharing ratio. The newly registered wholesalers 
therefore formed their own organization-the Registered Rice Wholesalers' Associa
tion (RRWA). For this reason, the relation between these two associations was clearly 
weak. Their connection remained at a formal and shallow level. However, since these 
two wholesalers' associations w,ere controlled by the Chaozhou, they would be able to 
maintain an amicable relationship, and therefore, no more serious conflict arose in the 
rice industry. . 

In 2003, the newly established Hong Kong Special Administrative Government an
nounced the abolition of the registration of rice importers policy that had been strictly 
followed by the Hong Kong Colonial Government for over a half century. Under the 
new policy, any person carrying on business registered in Hong Kong under the Busi
ness Registration Ordinance (Cap. 310) interested in dealing with rice importing could 
apply to the Trade and Industry Department any time of the year. In other words, there 
would not be any restriction on rice imports. It is purely determined by free-market 
forces (Trade and Industry Department, 2010 ). 

In order to evaluate the impact of the new policy, follow-up research was conducted 
in 2009 with an interview of one of the leading Chaozhou rice importers and his son. 
They unanimously told me that under the new policy, a number of rice-importing firms 
had been driven out of the market. Some of the large importing companies, particularly 
those engaged in chain restaurants or fast food shops would get a direct benefit. How
ever, they also disclosed to me thatJor market leaders like themselves, their market
share ratio did not contract but increased from 6-7 percent in the 1990s to 11-12 percent 
in 2009. One of the core reasons for this was their good busin.ess network in Thailand 
(over 90 percent ofrice in Hong Kong is imported from Thailand), Hong Kong, and 
the Chinese mainland as some of their imported rice was re-exported to the mainland 
(Zheng and Wong 2010). 

The recent development in the Hong Kong rice business shows us the following 
poiµts that we should bear in mind: 1) Chaozhou rice merchants still play a dominant 
role in the Hong Kong rice industry; 2) The role of rice retailing has been fully replaced 
by supermarket and chain stores. Only very few Chaozhou rice retailers remain in the 
field; and 3) Although the rice market has become liberalized, the Chaozhou merchants' 
previous good connections on the supply side, particularly in Thailand, still have an im
measurable effect. It also implies the resilience of the ethnic connection. Overall, as the 
local born and educated Chaozhou merchants have become fully assimilated into Hong 
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- - -
Kong culture, and the sub-cultural difference between them has been greatly reduced, 
we speculate that inter~ethnic competition will also become less profound. 

Struggle for Ethnic Domination 

In addition to archival records and interview data that showed inter-ethnic competi
tion in market sharing, we can also use the changing composition of the Executive 
Committee (Exco) and the Supervisory Committee (Supco) of the RMA as support
ing evidence to illustrate the process of inter-ethnic struggle for power and influence. 
RMA was founded by a group of Cantonese rice merchants inHong Kong in 1919· The 
purpose of the association was to unite all rice wholesalers, to protect the interests of its 
members, and to prevent unscrupulous outsiders from entering the business and taking 
advantage of it. According to its constitution, the association was led by the Exco and 
Supco. The Exco was responsible for external relations and administrative work while 
the Supco was a monitoring_ body. These were the key bodies_ of the Association (Rice 
Merchants' Association 1979, 35). 

Before the rice war, the RMA was fully controlled by Cantonese rice merchants. Al
though there were small numbers of Chaozhou members, none was selected to become 
a member of the Exco -or supervisor of the Supco.-Thus, the Cantonese wholesalers 
could use their power of exclusion to "create another group or stratum of ineligibles 
beneath it and enjoy the privileges of earning bigger profit." This phenomenon did not 
change until 1955 when two Chaozhou merchants were invited into the ruling bodies, _ 
one into the Exco and one into the Supco (Table 3 and 4). ~lthough this was a break
through for Chaozhou wholesalers;---the controlling power was still in the hands of the 
Cantonese merchants. 

Table 3. Composition of the Executive Committee of the RMA (by place of origin) 

Year Xinhui Baoan Heshan Zhongshan Shunde Dongguan Chaozhou Other Total 

1948 6* 2 1 0 0 0 1 10 

1949 6* 2 0 0 0 10 

1950 5* 2 0 0 10 

195lt 6 2* 1 0 0 2 11 

1953 8 1 0 1 1* 0 0 0 11 

1955 8 0 0 0 1* 0 11 

1957 8 0 0 0 1* 0 11 

1959 8 0 0 0 1* 1 1 0 11 

1961 7 0 0 0 1* 0 2 11 

1963 7 0 0 0 1* 0 2 11 

1965 8* 0 0 0 - 0 0 2 11 

1967 6* 0 0 0 1 0 3 11 

1969 7* 0 0 0 0 0 3 11 



288 ZHENG 

1971 7* 0 0 0 0 3 0 11 

1973 7* 0 0 0 0 3 0 11 

1975 6* 0 0 0 1 0 4 0 11 

1977 4 0 0 0 1 5* 0 11 

1979 5 0 0 0 0 5* 0 11 

1981 4 0 0 5* 0 11 

1983 4 0 0 0 / 1 5* 0 11 

1985 4 0 0 0 0 6* 0 11 

1987 4 0 0 0 0 6* 0 11 

1989 5 0 0 0 0 5* 0 11 

1991 5 0 0 0 0 5* 0 11 

1993 2 0 0 0 5* 2 11 

1995 2 0 0 0 5* 2 11 

1997 2 0 0 0 5* 2 11 

1999 2* 0 0 0 1 5 2 . 11 
' 

2001 2* 0 0 0 5 2 11 

Notes:* One of the members is the Chief Executive. 
t From that year onwards, the number of the Executive Committee increased from 10 to 11. 
Sources: Interviews 1994, 2003. 

Later, as an increasing number of Chaozhou rice merchants took over Cantonese
owned firms and became official members, their status greatly improved. In 1957, two 
Chaozhou wholesalers were appointed supervisors of the Supco. After a series of con
flicts between retailers and wholesalers in the mid-196os, the Chaozhou merchants' 
influence in the RMA gradually increased. In 1967, the number of Chaozhou directors 
in the Exco had increased to three and one was even elected vice chairman. 

Ten years later, as more and more Chaozhou merchants became members of the 
RMA, the number of Chaozhou directors also increased from three (in °1967) to five 
(in 1977), and the former vice-chair was chosen as chair. In 1981, the heads of both the 
Exco and Supco were Chaozhou, and Chaozhou merchants had become the domi
nant group in the association (Table 3 and 4). Looking at the changing composition 
of Exco and Supco, we can obtain a complete picture of the emergence of Chaozhou 
merchants, or on the other hand, the submergence of the Cantonese merchants in the 
rice-wholesaling sector. 
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Table 4. Composition of the Supervisory Committee of the RMA (by place of origin) 

Year Xinhui Baoan Heshan Zhongshan Shunde Dongguan Chaozhou Other Total 

1948 2 1* 0 0 1 0 0 1 5 

1949 2 1*. 0 0 1 0 0 5 

1950 4* 0 0 0 0 0 0 1 5 

1951 3* 0 0 0 0 0 0 2 5 
1953 4*· 0 0 0 0 0 0 5 

1955 2 1* 0 0 0 0 5 

1957 2 1 1* 0 0 '0 1 0 5 

1959 1 0 1* 0 0 0 2 1 5 

-1961 2 0 1* 0 0 0 2 I 0 5 

1963 1 0 1* 0 0 0 3 0 5 

1965 0 0 1* 0 0 1 3 0 5 

1967 2 0 1* 0 0 0 2 0 5 

1969 0 1* 0 0 1 2 0 5 

1971 1 0 1* 0 0 0 3 0 5 

1973 0 0 1* 0 0 0 4 0 ) 5 

1975 0 0 1* 0 0 3 0 5 

1977 0 1* 0 0 2 0 5 

1979 1 0 1 0 1 1* 0 5 

1981 3 0 0 0 0 0 2* 0 5 

1983 2 0 0 0 0 2* 0 5 

1985 2 0 0 0 0 1* 5 

1987 2 0 1 0 0 0 1* 5 

1989 0 0 0 0 0 3* 1 5 

1991 0 0 0 1 0 3* 0 5 

1993. 0 0 0 b 0 2* 2 5 

1995 0 0 o' 0 2* 5 

1997 0 0 0 0 2* 5 

1999 0 0 0 0 2* 5 

2001 0 0 0 0 ,2* 5 

Notes:* One of the members is the Chief Supervisor. 
Sources: Interviews 1994, 2003. 

To sum up, business_ networking, personal relations, and ethnic ties pave the road 
to s'ocial closure. Social closure implies that some people may be excluded from some 
socio-economic opportunities. Those being excluded may try to penetrate or overthrow 
the domination. The above-mentioned inter-ethnic conflict between Cantonese rice 
merchants and Chaozhou rice merchants; the seizure of power in the RMA, and the 
intricate tension between the RMA and the RRWA are vivid examples that can dem-
onstrate the process of social closure and anti-closure. 
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Discussion and Conclusion· 

After the whole story of inter-ethnic competition in the Hong Kong rice trade, some 
people may ask, "How is it that Chaozhou retailers can break up the Cantonese whole
salers' domination but not the other way round-that Cantonese wholesalers can break 
up the Chaozhou's domination of the import business?" The answer is not very com
plicated. Since the import business requires a huge amount of capital investment, the 
"natural" entrance barrier of huge initial capital requirement is high enough to restrict 
outsiders. Strong connections, not only in the rice trade, but also in the shipping, bank
ing, and insurance industries, not only inside but also outside Hong Kong, are critical. 
More importantly, there are government regulations concerning the import sector. 
Without government consent, no one is allowed to enter that field. Thus, a tiny number 
of wealthy Chaozhou importers once they had successfully entered the business, coulq 
firmly control the sector continuously. 

Unlike the import sector, the monopoly of the wholesaling sector was fragile and 
penetrable. E_rst, this was not protected by law but was a traditional practice. Second, 
as more and more Chaozhou merchants joined the retailing sector, a strong challenging 
force was formed. Third, a strong connection among Chaozhou merchants-import
ing, wholesaling, and retailing sectors-was fomied in the rice business. As Douglas 
Sparks (1978) points out, in a host society, the Chaozhou people's c,:onnections were 
relatively stronger and closer. They could be easily mobilized when their members 
needed help or when they faced threats. Judging from all these complex factors, we can 
say that the opportunities for Chaozhou rice merchants to challenge the Cantonese 
merchants was far higher than those for the Cantonese merchants to challenge the 

\ 

Chaozhou merchants. 
The history of Chaozhou and Cantonese rice merchants' inter-ethnic conflict in Hong 

Kong also raises the issue of ethnic stereotyping, misunderstanding, and mispercep-
- tion. Unlike Shanghai emigrants, when the Chaozho.u migrants came to Hong Kong, 

most of them were poor. Thus, they were negatively stereotyped by other ethnic groups, 
especially the Cantonese. In Eugene Anderson's (1967, 98) study of the Chaozhou in the 
Castle Peak Bay area in the New Territories in the early ig50-196os, the Chaozhou were 
characterized as ''.dishonest, rascals, and involved in triads." Echoing Anderson's find
ings, Sparks (1978) even points out that there was a mostly negative perception towards 
the Chaozhou, regardless of their educational l_evels, from almost all non-Chaozhou: 

The key elements of this stereotype are the conservativeness of the Teochiu; 
their clannishness or tendency to stick together, particularly in the face of 
adversity (thi~ aspect is invariably gh:en an implied negative connotation
original note); their proclivity for involvement in crime and narcotics; their 
religious and non-religious superstitiousness, proven by their commitment 
to certain rituals, particularly the Hungry Ghost Festival; their violent and 
aggressive personality which leads to conflict with others in the market or 
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factory. These elements are causally inter-linked in the minds of non-Teo
chiu. (62) 

Conceivably, this ethnic misunderstanding makes inter-ethnic relations deteriorate. 
The local Cantonese merchants are not eager to do business with the Chaozhou, while 
the Chaozhou migrants consider the local Cantonese too dominant in, most markets/ 
fields. Negative feeling breeds antagonism and hostility. In order to enhance his own 
power and undermine the counterpart's competitiveness, each person seeks help from 
his own ethnic group. The competition for market share and the struggle for ethnic 
domination in the Hong Kong rice industry seem to be a manifestation of inter-ethnic 
conflict. Another s;omment of Sparks (1978) clearly hits the mark: 

Following the immigration of large numbers of Teochiu after 1949; that 
is, in the way that non-Teochiu reacted to this group which initially could 
not speak Cantonese, and in the manner that Teochiu iri turn solidified 
ethnic boundaries and separated themselves ... The initial contact period 
between non-Teochiu and the new immigrants was generally marked by 
eth~ic hostility, at times erupting into physical violence between indi
viduals or groups at places of work. Inter-ethnic rivalry and violence was 
particularly common a111ong coolies. (62-63) 

For nearly a half century of cultural assimilation, there is still ethnic misunderstand
ing between the first generation Cantonese and Chaozhou merchants. During my 
fieldwork, I could easily feel a clear sense of distrust and conflict between these two 
ethnic groups. For instance, when talking about the Chaozhou m~rchants' reputation 
as being hard working and of their trustworthiness in doing business, one Cantonese 
rice merchant seriously told me, "If you want to hear my real feeling, you should stop 
your cassette recording first and promise me not to disclose my identity." I did so and 
vowed anonymity. Then, he told me that when compared to other ethnic groups, the 
Chaozhou merchants were the leasttrustworthy. Even though some Chaozhou busi
nessmen were so successful, he considered that such success may come from malprac~ 
tice in business. He also cited an example of one Chaozhou tycoon who was said to be 
a "bigbrother" in a triad society. 

When I approached the Chaozhou rice merchants and asked them if there was any 
ethnic conflict, most of them told me that they did business harmoniously together. 
However, when I asked, "Do you think the Chaozhou merchants are more of an -'in
group' when compared to other ethnic groups?" Their answer clearly shows the deep
rooted ethnic misperception and misunderstanding: 

Undeniably, when the Chaozhou people gather together, they usually speak 
Chaozhou dialect. But it is a very natural thing. When the Shanghainese 
meet together, they also speak Shanghai dialect. When the Cantonese meet 
to'gether, they speak Cantonese dialect. Speaking one's own dialect doesn't -
imply one's clannishness or one's being mor-e in-group. We welcome any 
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kind of persons, from different places with different kind of identities. In 
conducting business, we only consider economic factor. Ethnicity does not 
matter. I think some people may envy our achievement and raise such criti
cism. I must say that all their accusations are totally groundless. 

Wong (1988) ·explains the inter-ethnic c;onflict as follows: 

Innovation and entrepreneurship require substantial profits as rewards; this 
calls for economic closure to prevent the dilution of profit; closure is best 
attained by mobilizing particularistic ties such as ethnic ones; exclusion of 
potential competitors on ethnic grounds creates a sense of injustice among 
outsiders; ·other groups seek to retaliate and ethnic conflicts ensue. A vicious 
Circle is formed. (183) 

Clearly, when Cantonese merchants initially explored the rice market, they mobi
lized their ethnic identity to set up a barrier-"the creation of a monopoly position" in 
Schumpeterian terms. Then, they dominated the market and gained good profits. But, 
the good profits encouraged others, especially the Chaozhou, to take part. In order to 
penetrate the rice market, the Chaozhou also mobilized their ethnic ties as a kind of 
alliance. They tried to· break the barrier-"the breaking up of a monopoly position." 
Conflicts were then generated while ethnic misunderstanding seemed to add wood to 

·the fire, and caused a series of "wars" in the rice industry. 
In short, closure and anti-closure in the post-war Hong Kong rice trade originated 

in entrepreneurial activity, and the building of personal or business networks based 
on ethnicity. In a free market environment, innovation creates new products (ideas, 
markets; or organizations) and generates profit. Higher profit_ attracts newcomers and 
these newcomers will quickly replicate the formula, produce a similar product, and 
directly compete with the innovative entrepreneurs, and, in the end, cut the profit mar
gin. Building a business network in order to erect a market barrier, especially through 
mobilization of a common attribute (ethnicity), seems to be a way to retain market 
domination/benefit. However, such behaviour. inevitably antagonizes those being ex
cluded. If the excluded parties can also mobilize through their own common attributes, 
they can become a strong challenging force that may ultimately break the market bar
rier (monopoly). In this sense, a process of "incessantly destroying the old one, inces
santly creating the new one" not only happened in terms of new goods, new methods 
of production, and new markets, but in organization. Inter-ethnic competition in the 
rice market between the Chaozhou and Cantonese merchants from the 1960s until the 
198os clearly demonstrates the kind of socio-economic behaviour that has been rightly 
predicted by Schumpeter and Weber. 

Finally, the overseas Chinese diaspora is often treated as being homogeneous while 
questions related to inter-ethnic conflict and tension are seldom raised. In fact, there 
are frequent gang fights in Chinatowns in many host countries for seizing "domains or 
territories." In this context, it is beyond the scope of this article to offer details on the 
triad society, but this at least shows us that there are many social cleavages within Chi-
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nese society, while a common dialect is clearly one of the key sub-identities that pro
vides a basis for collective action. Of course, we should be equally aware that such social 
cleavages do not originate from ideological, political, or religious differences, but purely . 
out of economic interest. Thus, such conflicts could be solved more easily. On the other 
hand, since Hong Kong is a Chinese society and there is strong cultural assimilation 
and cooperation both within the rice business and within Hong Kong society, different 
ethnic groups live harmoniously together most of the time, particularly when second 
and third local-born generations emerge. Moreover, after the implementation ofnew 
government policies, such as registration of the rice wholesalers and the deregulation 
of the rice importation sector, self-erected market barriers originating from ethnicity 
have gradually been submerged. r 
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Entrepreneur with a Social Cause: 
A Radical Case from Japan 

Edson Kenji Kondo 

ABSTRACT This study discusses the case of Hiroshi Naruse, a Japanese entrepreneur, who 
runs a small company in a unique way. The case study describes the principles that have guided 
his decisions. since his early days, the challenges he has faced in key moments of his life, the 
serendipitous events that led to the creation of his company, and the internafstrength created 
by this rare brand of human-centered management that allowed him to make profits continu
ously for 46 years in one of the most competitive markets for small manufacturers in Japan. 

REsUME L'etude de cas concerne Hiroshi Naruse, un entrepreneur japonais qui dirige une 
petite entreprise selon une approche unique. Elle decrit les principes qui ont guide ses decisions 
.depuis son jeune age, les defis qu'il a releves a des moments critiques de sa vie, les heureux 
hasards qui l;ont mene a creer son entreprise et la force interieure resultant de cette forme rare 
de gestion humaniste qui lui a permis de realiser des profits constants durant 46 ans, dans l'un 
des marches les plus concurrentiels pour les petits fabricants du Japon. 

This is the story of a small company in Japan that has continuously recorded profits for 
forty-six years1 since its inception. Yet, company workers are not desperately running 
around to secure orders, nor working extra-long hours to comply with tight delivery 
times. The company is not saddled with high levels of bank finance or constantly preoc
cupied with cutting costs. Hiroshi Naruse, the founder of Nikko, has succeeded despite 
having done exactly the opposite of what qiost small entrepreneurs do in Japan. This 
article will examine the features of his entrepreneurship that have enabled him to sur
vive regardless of having adopted rather unconventional attitudes. It look~ at Naruse's 
entrepreneurship from several viewpoints, particularly his commitment to having his 
entrepreneurship guided by a strong sense of respect and caring for all human beings. 
This sense of respect and caring seems to be the main factor that makes his customers 
look beyond purely monetary eonsiderations and support the values defended by his · 
business. ~· 

i. By July 2005 when the interview with Hiroshi Naruse took place. 
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Naruse's approach stands out in a business environment where companies need to 
accept the conditions demanded or imposed by large firms or by their various stake
holders. For instance, Ibata-Arens (2005, 21) explains that the Japanese system of 
finance favours large firms (working against small firms such as Nikko), and that verti
cally integrated production systems with large established firms at the top subject small 
participating firms to monopsony abuses, among other things. This means maintaining 
low costs, ensuring high quality standards, and fulfilling deadlines that are competi
tive with those offered by other companies in the industry. In this process, owners and 
workers in Japan have to put commitment to the firm above all other commitments, 
such as family or personal interests or projects. \ 

This study will examine the case of Hiroshi Naruse and analyze the reasons why val
ues. other than profit-making strongly affected his decision-making process. Although 
Naruse is a person firmly based in business, his strong concern for human beings both 
inside and outside the firm, makes him similar in certain ways to leaders of nonprofit 
organizations, also referred to as social entrepreneurs by some scholars.2 

This article is organized into six sections. Following the introductory section, the 
second section looks atthe differences between business (for profit)' entrepreneurs, 
social (nonprofit) entrepreneurs, and a hybrid form that we call social business entre
prenem;s. It also provides a simple analytical framework that helps to better understand 
the type of entrepreneur Naruse is. The third section looks briefly at some theoretical 
discussions regarding issues relevant to the case, namely the challenge of dealing with 
stakeholders and of being' a socially responsible entreprene1:1r. The fourth section de
scribes Hiroshi Naruse's case from his early days. Whenever appropriate we bring in 
examples from other cases, both from business and non-business sources. The fifth sec
tioi;i examines the values and managing principles followed by Naruse, contrasted with 
other examples and illustrations as appropriate. The sixth and final section discusses 

1 
the conclusions that can be drawn from the study. 

Differences between Business Entrepreneurs and Social 
Entrepreneurs 

Hiroshi Naruse's approach is business entrepreneurship combined with a strong con
cern for the firm as a community. In order to establish a base for the understanding the 
terminology used in this paper, the next few lines provide some distinctions regarding 
business entrepreneurs and social entrepreneurs. 

Business Entrepreneurs 

From the perspective of the business entrepreneur (henceforth referred to simply as 
"entrepreneur"), Dees and Economy (2001, 4) propose that "(e)ntrepreneurs are in
novative, ?PPOrtunity-oriented, resourceful, value-creating change. agents." For Morse 

2. See for instance Bornstein 2004; Boschee and McC!urg 2003; and Dees and Economy 2001. 



ENTREPRENEUR WITH A SOCIAL CAUSE 299 

and Mitchell (2006, ix) "entrepreneurs create new value through the creation of new 
[economic] transactions." According to Paul Di-Masi (n.d.), the concept of entrepre~ 
neurship includes notions such as 1) risk-taking; 2) putting factors of production to
gether; 3) being innovative; 4) having a vision; and 5) starting a company. 

Entrepreneurs do not necessarily possess all these characteristics, but different sets 
of skills and talents give them the ability to respond flexibly to changing economic con-

, texts stemming from new technologies, new consumer tastes, demographic changes, 
and evolving legal, ethical, and environmental constraints. For Burke (2006, 14) en
trepreneurship is "a management technique or approach, which actively encourages 
creative ideas, and searches for marketable opportunities to set up new ventures, solve 
problems, or more generally, look for ways of improving our way of life." Bolton and 
Thompson (2005, 13) indicate that "an entrepreneur is s'omeone who knows the right 
people, can pick a good team, act quickly and make it all happen." 

Although each definition focuses on certain aspects of entrepreneurship, it is pos
sible to summarize the above by saying that entrepreneurs: l)·are innovative individu
als; 2) create new value; 3) are risk-takers; 4) have a vision; 5) can grab opportunities; 
6) are adaptable; and 7) can put people and factors together to make things happen. 

Social Entrepreneurs 

Social entrepreneurs exist because social ills-such as famine, homelessness, gender 
·discrimination, racial discrimination and the like, and challenges facing abandoned 
AIDS victims, street children, aboriginal people, landless peasants, and victims of do
mestic violence, among others-have not yet been overcome. While it appears that in 
well functioning societies such ills and challenges should. have been tackled at their 
outset by the government, the reality is that the provision of basic citizenship rights . . 

often collic;les with policies for economic development or growth. 
The Schwab Foundation for Social Entrepreneurship defines the social entrepreneur 

as someone "who has found an innovative and sustainable way to solve economic and 
social problems, and one who has created an organisation which aims for large-scale 
and systematic social change" (Almenoar 2005). Bornstein (1004, 1) defines social en
trepreneurs as "transformative forces: people with new ideas to address major problems 
who are relentless in the pursuit of their visions." For Dees and Economy (1001, 4), 

social entrepreneurs are people who have an "explicit social missia'n in mind to make 
the world a better place." Boschee and McClurg (1003) of the Alliance of Social En
terprises in North America indicate that social entrepreneurship refers to innovative 
activity by nonprofit or nongovernmental .organizations. According to them, social 
entrepreneurship is directly tied to the social mission of the organization. Bornstein 
(1004, 233-41) defines successful social entrepreneurs as those who have: 1) willingness 
to self-correct; 2) willingness to share credit with others; 3) willingness to break free of 
established structures; 4) willingness to cross disciplinary boundaries; 5) willingness to 
work quietly; and 6) strong ethical impetus. 
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Summarizing the above definitions, we can say that social entrepreneurs focus on 
solving or addressing grave social problems in a participatory way, and making the 
world a better place. 

Even though one would expect that, because both definitions are types of entrepre
neurship, significant overlap would exist between them, but the two seem to have no 
relationship whatsoever. Given the context of market economies, the authors defining 
entrepreneurship seem to have assumed that entrepreneurs are utility maximizing ra
tional economic actors and therefore that social problems do not come into play. Those 
defining social entrepreneurship, on the other hand, have their focus.on individuals 
tackling social problems. While the two types of entrepreneurs differ regarding the 
main objectives they pursue, they are similar in that neither wait for things to happen 
or for instructions or orders to come from superiors. Instead, they take things into their 
own hands and swing into action. 

Analytical Framework 

The framework used here is based on recent trends indicating the rise of ari entrepre
neurship that is a hybrid between business and nonprofit. 3 These two types, tradition
ally in opposition to each other, are starting to move towards the middle (see Figure 
1). Business entrepreneurs are becoming more sen~itive to social issues, while social 
entrepreneurs are starti~g to generat~ their own incomes. Naruse's business does not 
fit either of these "pure" types, but rather into the third group of hybrid types discussed 
below. 

From the business side, some notable examples have been Patagonia .in the 1970s, 
and The Body Shop and Ben ahd Jerry's in the 1980s. All three made sure their busi
nesses contributed to the community and had responsible attitudes toward social and 
environmental issues. From the side of nonprofits, the microcredit movement started 
by Muhammad Yun us in the 1970s and the more recent movement of fair trade organi
zations are initiatives that attempt to be less dependent on donor contributions. Instead 
of blaming the government and demanding a top-down solution, these organizations 
have explored income-generating options that allow them to make progress indepen
dent of governme~t action. The Mov:ement of the Landless Rural Workers from Brazil 
started by demanding solutions from the government but quickly moved to searching 
for ways of ensuring economic independence through productive activities. 

This study focuses on an entrepreneur who is "moving'" from being a business en
trepreneur, which we will call type 1, to becoming a social business entrepreneur, which 
we will call type 3 (See Figure 1). Although entrepreneurs need first to ensure that the 

3. And all similar formal or informal organizations including NGOs and social movements. 
4. It seems reasonable to think that there are many routes to becoming a type 3 entrepreneur.. 

Some entrepreneurs are naturally more concerned with social issues, some may be touched by the 
gravity of social and environmental problems and have a change of heart, and others may do so only 
because there is increasing pressure from public opinion. 
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firm survives, many factors such as personality, the desire to lead a meaningful life, or 
expectations of local communities are stimulating the creation of new social business 
enterprises with balanced commitment to profits and social responsibilities. 

It is unclear whether the "for profit entrepreneur" or the "sodal entrepreneur" are 
different manifestations of people who naturally differ in their talents and preferences: 
making big money or dedicating their lives to a major cause. According to Cohen and 

. Warwick (2006, 78), however, these choices are not necessarily.mutually exclusive, and 
many entrepreneurs and firms have been moving towards the pursuit of a multiple bot
tom line that includes both profits and social responsibility. 

Challenges for Hybrid Entrepreneurs 

Dealing with Stakeholders 

All businesses have stakeholders, and taking due care of all stakeholders is one of the 
important challenges of entrepreneurship. Werther and Chandler (2006, 4) identify 
three types of stakeholders: 1) organizational stakeholders (employees, managers, 
stockholders, and unions); 2) economic stakeholders (customers, creditors, distribu
tors, and suppliers); and 3) societal stakeholders (communities, government, nonprofits 
and NGOs, and the environmerit). Burlingham (2005), in his book presenting fourteen 
cases of companies he calls "small giants," explains that a common desire of the stake
holders is to make the firm grow. Suppliers want the firm to grow because then they can 
sell more; employees want the firm to grow so that they will have more opportunities, 
higher pay, and more responsibility; investors want the firm to grow so that they can 
receive higher returns, and so on. If the firm agrees to grow, the financing needed for 
growth will come with strings attached, and this will often force the entrepreneur to 
move in directions very different from those originally intended. 

Even social movements may face similar problems. Sarvodaya, for instance, is a so
cial movement present today in 15,000 of Sri Lanka's 25,000 villages that started in 
1958 under the leadership of schoolteacher A.T. Ariyaratne. The movement started 
when Ariyaratne brought some of his students from the Nalanda College, a Buddhist 
high school located in Colombo, to volunteer helping peasants in remote villages. At 
the time, it was unthinkable to have peasants and well-to-do citizens doing anything 
together in Sri Lanka. The children, ho.wever, freed from these prejudices, were happy 
to volunteer and work together. ' 
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Figure 1. Il lustration of how different types of entrepreneurs may "evolve· towards a third hybrid form. 
Source: Prepared by the author. 

This first experience encouraged Ariyaratne to start a village development initiative 
based on shramadana, the act of volunteers spending several days dedicated to each 
other and developing the spirit of gratitude. Soon, several international organizations 
started offering financial support, and Sarvodaya became a large organization with do
nors becoming the dominant presence on its governing board. The donors, however, 
wanted the organization to be run more professionally and efficiently, which clashed 
with Ariyaratne's original objective. In the i98os, Ariyaratne finally decided to disband 
the board, reject the financial support of the donors, and go back to their original way 
of doing things in a more inclusive and participatory way.5 

The path chosen by Sarvodaya and the fourteen small giants described by Burling
ham (2005) is in many ways similar to the path of independence chosen by Naruse from 
Japan, described later in this article. 

5. Personal communication with Udani Ashvini Menclis, Deputy Executive Director for Tech
nological Programme, and G. Subasena de Silva. Deputy Executive Director for Field Operations at 
Sarvodaya headquarters in Colombo, 21 November 2005. See also Bond (2004) . 
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Being a S~cially Responsible Entrepreneur 

The gravity of environmental and social problems stemming directly or indirectly from 
business activity and the resulting pressure from public opinion stimulate' many firms 
to become more socially responsible. As well, probably affected by such developments, 
there is increasing evidence that the attitudes of the various stakeholders of the firms 
are also changing. According to Michelli (1007, 155), "people prefer to do bu~iness with 
and work for socially conscious companies:" 

Notable, particularly among large corporations, is the advent of high-ranking posi
tions responsible for corporate social responsibility (CSR) to establish an appealing 
good-corporate-citizen image. For Kotler and Lee (2005, 25) there are at least six ways 
that such activities can be implemented, namely: i) cause promotions; 2) cause-related 
marketing; 3) corporate social marketing; 4) corporate philanthropy; 5) community 
volunteering; and 6) socially responsible business practices. 

Cohen and Warwick (2006, 78), on the other hand, emphasize the process by which a 
socially responsible company might work a process of dialogue with customers through 
a series of stages as follows: 1) customer buys product or service; 2) customer repeatedly 
returns to buy product or service; 3) custon:ier takes on active interest in the company, 
helping to recruit new customers through word of mouth; 4) customer joins the com
pany in actions to improve the quality oflife in their shared community. -

A similar process of dialogue happens with nonprofits, but iri contrast with for
profits, their bottom line is an ethical and social stance rather than financial. As well, 
their dialogue is with the general society, although their actions may be focused on a 
certain segment of society or a specific problem. Their activities, according to Dees and 
Economy (2001, 5), are characteriz_ed by the following: "adopting a mission to crea~e -
and sustain social value; ... recognizing and,relentlessly pursuing.new opportunities 
to serve that mission; ... engaging in a pro,cess of continuous innovation, adaptation, 
and learning; .. ,acting boldly without being limited to resources currently in hand; ... 
[and] exhibiting a heightened sense of accountability to the constituencies served and 
for the outcomes created." · 

Among the socially responsible businesses, Ben and Jerry's is a good example that is 
providing direct and lasting impact to the community. The company trains inner-city 
youth by hiring them in ice-cream shops run by J uma Ventures, a community partner. 
The Body Shop is another example; it buys ingrediepts directly from Aboriginal groups· 
at fair-trade prices, bringing benefits to their communities while helping them access 
the market economy. 

As already mentioned, Hiroshi Naruse's entrepreneurship is tightly based on the 
firm, but is comple-tely different from traditional entrepreneurial a~tivity concerned 
only with business success (as famously stated by Friedman6

). It is not necessarily simi
lar to Ben and Jerry's or Th~ Body Shop, but it is indeed entrepreneurship that has a 

6. Friedman (1962, i33) insisted that "[F]ew trends could so 'thoroughly undermine 
the very foundations of our free society as the acceptance by corporate officials of a social 
responsibility other than to make as much money for their stockholders as possible." 
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rare kind of caring approach in regard to its employees and to people in gerieral, and 
this makes it an interesting object for study. 

Case Study: Hiroshi Naruse, :President of Nikk07 

Nikko is a small company located in Aichi Prefecture (where the famous Toyota com
pany headqu3;rters and some of its manufacturing plants are located) in Japan. 

The Early Days of a Potential Entrepreneur 

Hiroshi Naruse, the president of Nikko, left his home when he was 11 years old. His fa
ther had passed away and his mother was raising six children alone. Seeing his mother 
cry every night because of her inability to feed all the children, he decided to leave his 
family in the hopes that one.fewer mouth to feed would make life easier for his mother 
and siblings. He traveled to Nagoya and was readying himself to sleep in the bushes of 
a public park when a woman approached him and took him home. The woman owned 
a small family business, the Iwase Photo Shop, with her husband. They offered to send 
him back home the next morning, but he explained that such an act would only burden 
his mother. Moved by the story, the couple decided to take care of him. 

After five years, however, the owners of the lwase Photo Shop had to close their 
business and went back to their home province. With nowhere else to go, Naruse trav
eled back home. Arriving in his hometown, he stopped at the dairy store of an old ac
quaintance. Hearing his story, they also decided to take him in with the family, sending 
him to school while he helped at the store. After concluding technical high school, he 
worked at Aichi Kikai, then a small m~nufacturing firm in the region, and three years 
later, at the age of 21, J:ie got a job at a truck manufacturer, Okazaki <:;huo Seisakusho, 
which produced about ten small trucks per year. Except for the US-made engines, 
purchased from other Japanese car makers, the parts were all made in Japan. Accord
ing to N aruse, the 1930s was a time when car making proliferated in Japan. When the 
Manchuria War started, Okazaki Chuo Seisakusho decided not to engage in the war 
effort. Consequently, orders dried up and Naruse had to look for another job. He joined 
Kokutetsu (National Railways), and was assigned to the maintenance crew of the bus 
transportation division. 

7. Based on the interview with Hiroshi Naruse, president of Nikko Co., at the company head
quarters in Aichi Prefecture, Japan, on 12 July 2005. 
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Becoming an Entrepreneur 

Naruse worked there for several years, and it looked as ifhe had finally settled down 
in one secure job. One day, however, a new rule forbidding smoking on the shop floor 
came into effect. Naruse saw the rule as unfair, since the new rule was imposed only 
on the shop floor but not in the administrative offices. Be took issue with the factory 
manager, mentioning that the rule should either allow or forbid smoking everywhere at 
the workplac.e. The factory manager, who had no arguments to justify the discrimina
tory rule, requested a show of hands by the office workers (only office workers were in 
the area) to decide who was right q_n this issue. As expected, everyone supported the 
factory manager, and Naruse, upset with the unfair treatment and the manager's lack 
of sensitivity, stormed out of the office and left for the day. N aruse, who did not smoke, 
had obviously no personal interest at stake, but was making the point that fairness to 
all workers was an important principle to be upheld in the workplace (or anywhere for 

' ' that matter). 
Bowers (2006, 44-46) shows that this inability to accept unreasonable orders is one 

of the patterns seen among highly effective entrepreneurs. He mentions the case of 
Peter Amico, the founder of Airtrax, the maker of omnidirectional vehicles from Black
wood, USA, who decided to quit a job at a shipyard when he was eighteen, due to ari 
unr.easonable order from his supervisor. The supervisor ordered Amico to bring him 
a soda (which was not part of his job), but told him to walk fast so others would think 
he was working. N aruse stayed much longer than Peter Amico did, but both concluded 

·that they could not accept an unfair workplace. Naruse had to create a fair one himself. 
Interestingly enough, and in a rather serendipitous way, on his way home from Ko

kutetsu, Naruse met a person whose car had broken down on the street. Naruse did 
not know, but the man was the president 9f a company with a fleet of more than 20 

cars. H_e helped the man, repairing his car on the spot. The man was so impressed with 
his skills that he decided to invite Naruse to work at his company. Naruse politely de
clined, explaining that he was not interested in working for anyone anymore. The man 
then agreed to send the cars to Naruse's house for repairs and left. 'Naruse then took 
a bus home, and upon arrival was surprised to see that a car had already been sent for 
repairs. He then continued repairing cars for several days, and in the process, he ended 
up not showing up at Kokutetsu. Soon, one of his superiors from Kokutetsu came to 
his house and prodded him to apologize to the factory manager so that he could return 
to his work. That kind of attitude helped Naruse understand that he was not interested 
in working for others anymore. 

He continued repairing cars, which came in at a steady flow. In his spare time, he 
also produced new tools to make his job easier and more comfortable. Qne day, these 
personal tools caught the eyes of a vendor who-offered to sell thern. Soon, the demand 
for his tools became so large he had to stop the car repair business and focus full time 
on this new business, the business of tool production._ 

As'is fairly well known, Japan is not an entrepreneurial country. Japan is ranked 31 

out of 42 countries surveyed in 2006 by the Global Entrepreneurship Monitor (Bosma 
and Harding 2007, i4). This already shows that Japan is not the mostfavourable place 
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for an entrepreneur. Furthermore, among early-stage entrepreneurs8 in 2006, only 16 

percent started a business due to reasons similar to Naruse's, i.e., because "all other op
tions were absent" (Bosma and Harding 2007, 18). These numbers illustrate the odds 
Naruse was up against when he became an entrepreneur. 

The serendipity of how things proceeded, however, deserves mention. At first, it ap~ 
pears merely a fortunate coincidence that he encountered a man in trouble and helped 
fix his car. Then, after a short while, the popularity of his tool designs consolidated his 
path towards entrepreneurship. Here, we can observe that his focus was always in using 
technology to help humans or to facilitate human work, not to replace human work. · 

It is true, however, that Naruse shows most of the characteristics that define an en
trepreneur, as mentioned by Paul Di-Masi (n.d.) such as risk~taking, putting factors of 
production together, being innovative, having a vision, and starting a company. In a 
sense, his actions were a bit beyond risk-taking, because he did not really have a plan 
outlining potential rewards and risks. Being innovative, however, seems to have been 
part of his nature, or at least' the way his energy was focused: searching for solutions to 
facilitate the activities of workers on the shop floor. 

Starting a new phase in his life as an entrepreneur was certainly far from smooth. 
Soon word about the virtues of his tools spread beyond the town borders and he started 
receiving orders from far away, including a large order from Toyota, one of world's top 
automakers. As usual, after completing the order, Nikko, Naruse's company sent the 
bill. The Toyota purchasing officer, however, sent the bill back saying that the price was 
unreasonably high and suggesting a much lower price. 

As extensively described by Ibata-Arens (2005), this type of use of near monopsony 
power is very common in the Japanese business environment, where large compa
nies exploit smaller companies to the limit, allowing these subcontracted companies 
to (barely) survive, but not letting them walk away from their dependence. Also, van 
Wolferen (1990), in his classic The Enigma of Japanese Power, showed how strictly hi
erarchical the Japanese production system is, with larger, famous companies exporting 
at competitive prices, while smaller companies are under their influence. He explained, 
"as subcontractors these small companies~which make parts, or assemble finished 
products for distribution by the famous firms-provide cheap labour, and in times of 
economic downturn absorb much of the shock" (170-72). 

Challenging the well-oiled system, however, Naruse sent the bill back explaining 
that the price was established based on what was needed to pay a decent wage to his 
workers, and refused to reduce his price. The purchasing officer kept insisting, refusing 
to pay the asking price. Having lost his patience, Naruse sent a letter to the president 
of Toyota, mentioning that he was donating the products listed in the bill to Toyota, 
and refusing to accept any further orders from that company. The president of Toyota 
was impressed with his attitude, went personally to Nikko, praised Naruse for the co
herent stance he was taking, and promised him he would honour the bill as originally 
submitted. 

8. Early-stage entrepreneurs are those business owners who have paid wages for not more than 
42 months (Bosma and Harding 2007, 9). 

i 
I 

Ii 
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For a while, the purchase officers would accept the conditions established by Na
ruse, but with the passage of time, newly appointed managers (in the traditional job 
rotation system typical ofJapanese companies) unaware of the history would revert to 
their usual arrogant behaviour towards Nikko. Tired of making the same explanations 
repeatedly, he decided to discontinue work with Toyota. From that.time onwards, he 
established that Nikko would only accept orders from those who are considerate and 
aware that business relationships need to be based on pmtual respect: "Those who want 
cmr work should come here respectfully. If they are not respectful, we don't want to 
work with such people." 

It is interesting to note that the small giants described by Burlingham (2005) chose 
similar strategies in dealirig with customers. One of these companies, Butler Inc. from 
Redwood City, USA, rejected working with a huge financial services firm that repre
sented 50 percent of the value of their sales because they "were demeaning to us" (Bur
lingham 2005, 92). For socially aware companies, mutual respect is the foundation of 
their relationship with customers. 

Values and Managing Principles 

Environment and Growth 

With regard to the values that drive his company, N aruse keeps his characteristically 
humble stance. For instance, when asked about his attitude towards the environment, 
he said that he does not do anything special. However, other thoughts revealed during , 
the interview show an attitude that does have an important impact on the environment. 
Some may consider his thoughts q~ite unconventional or just plain backward, but his 
fundamental point is that a successful company (in terms of market-related standards) 
or a booming economy is bad for the environment. A booming economy means in
creasing income, increasing consumption, and increasing impact on the environment. 
He states that mass production should be avoided as much as possible, even if overall 
material wealth has to be limited. He added that mass production does not benefit 
human beings involved in the production, but rather makes them obsolete. Therefore, 
quality goods that last· a long time should be produced. Practicing what he preaches, 
N aruse has maintained most of the machine tools used at Nikko in good condition for 
more than thirt}r years. His private car at the time of interview was thirty-five years 
old. His personal goal is avoiding unnecessary consumption. Such thinking, despite 
coming from a different context, is interestingly close to principles held by Sarvodaya, 
the social movement mentioned above, which preaches "a no-poverty, no-affluence 
society" (Bond 2004, 3). 
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Marketing 

Nikko is simply against doing any marketing activity. "If anyone wants our·service they 
should come to us," says Naruse. Currently, the company has a customer portfolio of 
400 firms around the country. Naruse has enough work from them, but accepts orders 
from any firm that approaches them respectfully. Naruse does not accept rush orders 
either. He believes that the order needs to have a decent delivery date, such that work
ers are not unduly strained and can do good quality work. Nikko, in spite of being im
mersed in the utmost competitive environment of Toyota-subcontracted companies, 
has stayed in the black for every one of the last forty-six years since its foundation, 
while spending zero yen on marketing. As much as he treats everyone with the utmost 
respect, Naruse demands the same respectful treatment from all of his customers, and 
therefore marketing is not a concept that has a place in his style of entrepreneurship. 

Respect was also a constant' refrain in the opinions voiced by the members of the 
Movement of Landless Rural Workers from Brazil (Imai 2007 ). Imai reports that land
less peasants consider that respect from society as a whole was one of the very valuable 
gains th·ey obtained from joining the movement. Respect is the same word mentioned . 
by Michelle, a worker with ECCO from Boise, USA, who said that the respect she re
ceived from everyone was what made her life that much more valuable in that company 
(Burlingham 2005, 96). 

Personal and Family Time 

According to Naruse, a company should be a place where people can enjoy working 
without stress. For this reason, he encourages everyone to leave atthe end of regular 
working hours. Moreover, producing enough quality products to sustain his employees 
is done without much overtime. The company policy is to have everyone leave office 
at 5:30 p.m. so that they can interact with family members and participate in family af
fairs. In addition, Naruse always makes sure to leave on time to take part in social dance 
(shakou dansu) classes, even at the age of 95 . 
. Burlingham (2005) notes that successful entrepreneurs "are very clear in their own 

minds about what life has to offer at its best-in terms of exciting challenges, camara
derie, compassion, hope, intimacy, community, a sense of purpose, feelings of accom-· 
plishment, and so on-and they have organized their businesses so that they and the 
people they work with can get it." 

Personal Wealth versus Helping the Community 

Because Naruse does not spend his personal resources, he uses them to help the com
munity. For example, he built a few apartments and. rents them for not more than 300 
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dollars9 each, although the market value would be much higher. Or he uses his personal 
resources to pay overdue house loans for people in trouble due to economic hard times. 
There are' about twenty such people in his neighbourhood, and he has helped all of 
them, either by lending the money himself or by mediating talks with the bank. 

N aruse is highly regarded by the local bank manager because of his selfless acts of 
extending his hand to fellow community members in trouble, but also for his uncon
ventional thinking concerning bank loans. When he started his business in 1959, he 
went to the bank for a loan, and when requested to present a payment plan, he said that 
he had no plans to pay the loan back. He explained that he was asking for money be
cause he needed it. Nonetheless, the bank gave him a loan, and he faithfully continues 
paying the interest on the principal, which he has never returned. Of course, Naruse 
understands that he can pay off his debt by using the savings he has accumulated in the 
same bank, and then would no longer need to continue paying the high interest on the 
loans. However, in a rather "trans" rational line of reasoning, he argues that banks also 
need to make a living. 

Shared Values with Employees 

Asked about whether his employees shared his principles, he responded that "he did 
not know, but everyone was free to stay or to leave." Indeed, if employees are voting 
with their feet, they have given him a huge vote of confidence by staying with the com
pany. The turnover rate is almost zero. He al~o inentioned that absences due to sickness 
are very rare. Naruse remarked, "they are s6 healthy, it is rather amazing.". 

Low turnover rate is, in fact, one of the best-known features ofJapan_ese firms, and 
·is known as the lifetime employment system. Even though media reports may give the 
impression that the lifetime employment system has ended in the 1990s, Inagami and 
Whittaker (2005, 34-35) mention that data between 1980 and 2000 show little evidence 
supporting this. According to them, "employment tenure for males rose from 10.8 years 
in 1980 to 12.5 years in 1990 ·and to 13.3 years in 2000."10 In this sense, Nikko is not much 
different from the average company still v,ery much concerned with maintaining its 
people for the long haul. The difference between Nikko and the average Japanese firm 

9. At an exchange rate of about 115 JPY per USD at the time. 
10. This staying power of the lifetime employment is probably the reflection of the sense of respon

sibility to their workers felt by Japanese busin!!SS leaders. Tsutomu Kanai, for instance, then president 
of Hitachi, one of the largest companies in the world, representing about 2 percent ofJapan's GDP in 
1996, declared that "[F]or us to get out of a business would involve firing people, and that cannot be 
done easily in Japan" (Kano and Robinson 1996). Although Hitachi did not fire people, employment 
at Hitachi Ltd. was drastically reduced from 76,106 in 1995 to 44,375 in 2002, mostly through transfers 
and ~arly retirement plans (Inagami and Whittaker 2005: 145-52). These two forms of reducing the 
personnel suggests that employees either maintained their jobs in another company or received a 
settlement offer perceived as being fair enough as to be accepted. In any event, Hitachi did not cease 
to fulfill its responsibility as a leading company in Japan to which other companies would.look as a 
model for their own behaviour. 
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is that Nikko does not compromise when facing decisions pitting market gains against 
employees' or society's welfare. It will always choose the iatter. 

In terms of pay, Naruse said that wages were neither high nor low, but that employ
ees seem to be satisfied with what they get. Payments are based largely on individual 
needs, although Naruse did not give much detail on this point. On a conceptual level, 
Naruse's system shares an interesting number of similarities with the Movement of the 
Landless Rural Workers,' a social movement in Brazil. This movement has a member
ship of over one million members, with local, regional, and national offices around the 
country. Irrespective of the level at which members are working, from the local level to 
the highest national level, wages are based on members' needs determined by such fac
tors as family size, health and educational expenses, and the like.11 While it is reasonable 
to expect that social movements implement egalitarian pay scales, it is a larger challenge 
for a business to try to implement even a partial needs-based approach. Naruse, by 
managing to maintain such a system, as well as the satisfaction of his employees within 
it, is at the very least demonstrating impressive leadership ability as an entrepreneur. 

Personnel Management: Control versus Democracy 

In terms of his management style, Naruse is not very interested in talking to his em
ployees or in going around the shop floor to see them.,He focuses on whatever techni
cal task he is doing, be that tinkering with a new device or doing some other technical 
work. He considers himself a proud craftsman (as many blue collar workers do in the 
Japanese manufacturing sector) rather than a manager. 

Since the old days, when he was a wageworker, N~ruse has maintained his stance 
against eiten, which means "being promoted or being transferred to a higher position." 
At that time, his personal view was that white-collar managers were unnecessary be
cause responsible blue-collar workers could coordinate and do their work without help 
from white-collar workers. He used to tell managers that "their presence or absence 
had absolutely no bearing on work, and therefore they were unnecessary." To those 
trying to justify their position he would suggest that even if they took a five-day break, 
scheduled work would be completed as usual, but if any shop-floor worker failed to 
come, work would clearly suffer. 

Although Naruse seems to have a strong bias against white-collar workers, partly the 
result of observing ineffective and less than essential managers, it also reflects his strong 
belief that human potential can be best harnessed by giving responsibility and freedom 
to grow, and avoiding too much interference from planners, managers, or supervisors. 

11. The average wage that these executive members received at the time was a little less than twice 
the official minimum wage for the country. Actually, this is the approximate amount that every
body working full-time for the movement receives independent of their role at "higher" (such as the 
national coordination level) or at "lower" (such as local offices) levels of the organization. (Inter
view with Geraldo Fortes, Coordinator oflnternational Relations of the Movement of Landless Rural 
Workers, at their central office in Sao Paulo, Brazil, on 21 March 2006). 



ENTREPRENEUR WITH A SOCIAL CAUSE- 311 

This thought has large implications for the way companies are managed and how 
employees are treated. For instance, Ricardo Semler (2004, 29), the founder ofSemco, 
a diversified industrial service provider from Sao Paulo, Brazil, states that responsible 
adults will live up to the commitments they make. He mentions that workers in Brazil 
are called to elect governors, are heads of families making important decisions every . 
day, and are courted by vendors of all sorts vying for their patronage. However, when 
they enter the firm, they are treated· like teenagers who have to notify their supervisors 
or ask for their permission to do anything that deviates from their regular routine 
(Semler 2002, 115; 2004, 9). 

Because Semler treats employees as grown-ups, nobody is fired for criticizing the 
company or the supetiors,12 and controls were eliminated as much as possible. To fos
ter this culture of "adult behavior," he allowed workers to define their working hours, 
place, and wages in a participatory manner. In fact, workers are encouraged to sit in 
different places every day, even when they come to the same office. This time and place 
flexibility can further eliminate the temptation of superiors to control, given that they 
can talk to their subordinates (an intelligent system reroutes everyone's office telephone 
number to their desk-of-the-day), but cannot exert any kind of physical pressure such 
as looking over the subordinate's shoulder.13 

Naruse, in turn, has a radically different style that does not rationalize much, and 
.his explanations are mostly a reflection of a selfless attitude towards other businesses, 
his employees, or people in trouble. He follows principles similar to Semler's on many 
points, but with his own personal twist. He believes that his employees do not require 
supervision, because he trusts that they will all fulfill their own responsibilities and 
work will be done to the highest satisfaction of the customers. Therefore, the possibil
ity of making rounds in the factory to talk to his employees, as many owners of small 
companies do, never entered his mind. 

Fritz Maytag, owner and CEO of Anchor Brewing from San Francisco USA, has 
organized his company in such a way that all of his 50 full-time employees feel as if 
they are their own bosses, and that "everybody is in charge and nobody is looking over 
anyone's shoulders" (Burlingham 2005, 97). Such an attitude ensures that employees 
feel they are treated with respect, are an active and important part of the company, and 
are also responsible for the destiny of the company. 

At Nikko, with a workforce of thirty-six employees, nobody has to retire. According 
to a survey conducted in 2000 by the Ministry of Health, Labour and Welfare, "91% of 
very large companies [in Japan] had a mandatory retirement age, mostly 60" (Inagami 
and Whittaker 2005, 37). Now, with the prospect of massive retirement of workers from 
the baby-boom generation starting in 2007, added with the ever-shrinking population 
of younger generations, some companies have instituted policies to retain or rehire 
some employees after retirement, but usually not beyond 65 years of age and with sig
nificantly reduced wages. The same survey indicates that "42% of companies reported 

12. Semler explains that if anyone was reprimanded or fired due to criticism, people would 
become afraid of criticizing, which would be a great loss to the company. 

13. Personal communication with Semco's CEO, Joao Vendramin Neto, in August _2005. 
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wage drops of 40% or more, and a further 21% reported drops of 30-40%" (Inagami 
and Whittaker 2005, 37). At Nikko, however, everyone willing to work is retained at 
the 100 percent salary level well beyond 65 years of age. It is certainly a radical policy 
demonstrati~g the attitude of a man who continues working full-time at age 95.14 

Technology and automation 

Nikko has no personal computers in its offices, no CAD/CAM system for designing 
parts or equipment, and no spreadsheets or ·word processing programs for calculations 
or document preparation. Most, if not all of its client companies use printed docu
ments, but Nikko uses only hand-written documents. On the factory shop floor, most 
equipment is more than 30 years old but Naruse has no plans to update them or buy 
new equip~ent. 

Does the lack of modern equipment mean that Nikko is a backward and obsolete 
company? Surprisingly, in spite of its refusal to use modern technology, Nikko is 
known as an innovative company. It has twenty patents, even though Naruse does not 
care much about intellectual property. He explained that he took the patents to prevent 
unscrupulous companies from stealing from him by patenting his inventions and then 
forbidding him from using his own inventions. He insists that anyone is welcome to 
imitate his products because if a product is good for society, production by more com
panies can only increase the overall benefit to society. 

Naruse's refusal to introduce new machinery into the factory is actually the result of 
a very clear principle on how he views technology. He indicates that keeping machines 
for a long time enables workers to upgrade their skills over the course of several years 
or decades. Ne"'. machinery will usually make the skills honed in old machines obsolete, 
and will make substituting younger workers for older ones an attractive proposition. 
Such a strategy can save on labour costs, but doing so would completely disregard the 
contribution that older employees have already given to the company. Therefore, from 
a human-centered perspective, it is better to maintain the old machines. 

Int.erestingly, however, Nikko's main product is a machine that automatically washes 
engines, engine parts, and other parts produced in the manufacturing process. For 
someone so obstinate about avoiding automation, this product seems in contradiction 
of his principles, but Naruse's explanation of the events that led to its development 
shows the extent of his commitment to the welfare of human beings. 

Naruse explained that before starting with this line of products he used to produce 
tools for industrial workers. One day, he went to Tokyo to deliver his tools when he 
observed that at the end of a fully automated production line several women were 
washing and cleaning parts coming out of the production line. He asked the owner 
why that station alone was not automated. The owner explained that automation was 
costly, and for that kind of task not requiring much skill, using cheap female labour 
was more advantageous. Naruse was shocked with this reasoning, even though for the 

14. At the time of interview in July 2005. 
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hundreds of people who had seen this line before, the choice was rational and made 
good financial sense. He, however, thought that the reasoning was completely upside 
down. "Why were activities .that could allow people to learn skills and develop their 
talents completely automated while dirty activities where nothing productive or inter~ 
esting could be learned were being done by people?" Moved by the sense of outrage, 
N aruse went back to his factory and quickly developed an automatic machine to clean 
parts and engines at the end of a production line. The new machine encountered ready 
a_cceptance and soon became the main product of Nikko. Today, orders come from 
literally all over the country. · 

As the example shows, Naruse strongly believes that technology should be used only 
to the extent that it is beneficial to human beings. He indicates that technology that 
replaces creative work by human beings is meaningless. On this point, he is a living 
example of the proposition advanced by Illich and Burremans (i974) who argued that 
technology is meaningful only to the extent that it serves as a convivial tool or helps 
enhance conviviality. 

In addition, Nikko does not use mobile phones either. Naruse declares that there is 
no use for such devices, because his wol.;kers are all independent and do not have any
thing to consult about with the company. One may argue that Naruse is exaggerating 
in the extent to which he refuses to use technology. The ubiquity oflnternet and mobile 
phones in today'.s society make them seem almosf an essential part of everyday life but 
Nikko eschews these technologies. . 

By being so radical, Naruse may be showing that entrepreneurship is a realm where 
nothing should be cast in stone. Undoubtedly he has shown himself a very capable 
entrepreneur who, in spite (or because) of all his eccentricities, has maintained Nikko 
as a profitable company. It may also be that even technologies that seem essential can 
be done without, and that the actual social conseque~ces of these technologies are still . 
to be fully understood. Perhaps, Naruse can see through the fog. And in his view, his 
workplace is better off without' them. 

Schumacher ('1973), who wrote the classic work on appropriate technology, would 
also agree that Naruse is a living example of his motto that only "technology with a 
human face" (163) can bring benefits to human beings. Even more to the point, he said 
that a technology with a human face should help "lighten the burden of work man has 
to carry in order to stay alive and develop his potential" (i57), which is exactly what 
N aruse' s choice of technology has achieved. 

Conclusion 

· Frumkin (2005) mentions that "[a]n important part of nonprofit and voluntary activity 
is expressive in character and speaks to the need people feel to enact their values, faith, 
and commitments through work, prayer, philanthropy, and volunteerism" (96-97). It 
is interesting to note that, while running a business, Naruse gave significant weight to 
enacting his values for fair and respectful producer-client relationships, caring treat-
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ment of employees, trusting relationships with employees and customers (he did not go 
check what the workers were doing but completely trusted their responsible behaviour; 
often he would accept orders from customers without a contract), and concern for and 
participation in the local community. 

In a world in which the market requires a faster pace for everything and we struggle 
to do more work in less time (Gleick 2000 ), it is refreshing to see that somebody can so 
radically carry on entrepreneurial activity but keep centered on human values, where 
the pace of work is so well adapted to his workers' natural pace as to maintain an as
tounding level of physical and mental health. Indeed, Naruse has already implemented 
what Eisler prescribes in her new groundbreaking book: 

We can move to an economic system that uses advanced technologies in 
ways that take the rhythms of our bodies into account rather than pushing us 
into an ever more frantic pace-just as we can design and use technologies in 
ways that take the rhythms of nature into account. (2007, 179) 

With regard to the central question of this paper-namely "what values other than . 
profit-making strongly affected Naruse's decision-making process?"-the response is 
certainly not a generalizable one. It might be said that his major driving forces were 
concern for the welfare of the workers, the desire to make a difference in their lives 
(avoidance of excessive work, the nurturing of skills that enable their realization as 
professionals and human beings), the desire to contribute to society through beneficial 
technologies for its customers, and.the desire to connect with his local community. 

Finally, the largest challenge for a successful entrepreneurial initiative is the mo
ment of change in leadership. Considering that Naruse was already 95 years old at the 
time of the interview, the issu,e of su.ccession is undoubtedly an important issue for 
Nikko. In general, for better or for worse, entrepreneurs are unique individuals, and a 
new leader will bring an entrepreneurship with his or her own flavour. For example, 
when a heart attack forced Carl Schmitt to divest the company-the University Bank & 
Trust-which he had found and led for fifteen years, observers noticed that the trade
mark extraordinary service UBT used to provide had disappeared (Burlingham 2005, 

154-61). In the case of Semco, founded and led for thirty years by Ricardo Semler's 
father in a strict command-and-control style, the succession and change in manage
rial style to a radically "democratic" one ·saw Semco grow from 100 to 3000 employees 
in twenty years. It is probably safe to say that, when the time for succession comes at 
Nikko, the new leader will face the enormous challenge of maintaining the great legacy 
left by Naruse, and continue building on his foundations. 
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Entrepreneurship as a Contributor to 
Growth in Asia: The Case of Hong Kong 

j 

Louis Augustin-Jean 

ABSTRACT The article explores the relationships betWeen entrepreneurship and economic 
growth, theoretically and then by using the concrete example of Hong Kong. It is shown that 

- the entrepreneur stimulates growth in at least three different ways: by means of the creation of 
markets; by means of the creation of networks; and by means of collecting and disseminating 
information. These three functions, which played a major role in Hong Kong growth, concur
rently modified the nature of the entrepreneur, who had to adapt to _the new institutional 
environment he contributed to changing. Finally, while the economic difficulties of the past 
few years provoked a decrease in the number .of entrepreneurs, Hong Kong has transforni.ed 
itself into a genuine "entrepreneurial city." 

RESUME L'article etudie Jes relations entre !'entrepreneurial et la croissance economique 
de fa~on theorique, puis en prenant I' exemple de Hong Kong. II est montre que I' entrepreneur 
a git sur la croissance de'trois manieres au moins : en creant des marches, en· creant des reseaux 
et en collectant et disseminant !'information. Ces trois fonctions, qui ont joue un role majeur 
sur la croissance de Hong Kong, ont en meme temps modifie la nature de !'entrepreneur qui 
s'est s'adapte au nouvel environnement institutionnel qu'il contribuait a modeler. Enfin, si Jes 
difficultes economiques de ces dernieres annees ont implique une baisse sensible du nombre 
d'entrepreneurs, Hong Kong s'est transforme en une veritable« cite entrepreneuriale ». 

· In an often-quoted book related to Asian growth-or, as it states, the Asian "Miracle" 
- the World Bank has carried out the difficult task of conciliating two contradictory 
discourses (World Bank 1993). The first one emphasizes the role of market forces and 
promotes limited government intervention and an export-oriented strategy. For pro
ponents of this theory, the government is important as a referee, a regulator, a protec
tor of macroeconomic stability, and a non-interventionist agent (Krueger i995). The 
second discourse, which is the opposite, is attached to the historical and diversified 
experiences of countries, and focuses on analyzing the different measures taken by the 
governments in East Asia during the course of their economic growth (for the example 
of South Korea, cf. Amsden 2001), 

Both approaches downplay the role of some major actors of economic change: the 
entrepreneurs. This loophole is troubling, since the importance of entrepreneurship is 
constantly emphasized by governments, especially by less interventionist ones, such as 
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Hong Kong's-before and after its retrocession to China in 1997· These governments, 
in contradiction to their ideology of non-intervention, have implemented a set o(poli
cies favouring entrepreneurship and small and medium enterprises (SMEs). Specialized 
training and research centres proliferate' and their staff reaffirms the role of entrepre
neurs for sound economic growth: 

Small and medium companies are the prime engines for economic growth 
in Hong Kong and, to a large extent, in Southern China.( ... ) The managers 
and entrepreneurs behind these companies contribute to all aspects of Hong 
Kong's development. (Farhoomand and Sethi 2005, ix)' 

Thus, academic publications have reinforced the discourse of policymakers, even 
though neither completely clarifies the link between entrepreneurship and economic 
growth. In typical fashion, a recent survey related to entrepreneurship in Hong Kong 
and Shenzhen provides a striking example of the intellectual contortion that both poli
cymakers and academics perform in order to match entrepreneurship and growth. 

In the Foreword of this report, Raymond Young, Director General of Trade 
and Industry, notes, "entrepreneurship is key to Hong Kong prosperity. En
trepreneurs help propel economic progress( ... ). According to the World 
Competitiveness Yearbook 2005 ( ... )Hong Kong ranks [as] the second most 
competitive economy in the world ( ... ). Entrepreneurship is one of the key 
factors underpinning Hong Kong's competitiveness" (Young 2004, vi). 

This statement was published despite the fact that it was emphasized in the same 
report that currently, "Hong Kong has a relatively low level of entrepreneurship" (Cen
tre for Entrepreneurship 2004, 4). This shows the gap between the ideological liberal 
stances of the Hong Kong government, which emphasizes economic non-intervention, 
with its political practices, which concretely support entrepreneurship. 

These prelimip.ary remarks indicate that the links betWeen entrepreneurship and 
economic growth are far from obvious. Despite the early efforts of Schumpeter (1934), 

neoclassical theory has brought few insights to this question, even when the new find
ings of endogenous growth theory are taken into account (this will be analyzed in 
the first part of this paper). As Mark Casson put it, "neoclassical theory presents a 
view of the market which has no room for the entrepreneurs" (2003, 12). The reason 
is that in neoclassical economics, "competitive equilibrium is analyzed in detail, but 
the process by which this equilibrium is reached is discussed in a highly artificial way" 
(ibid., original emphasis). In other words, since everyone is supposed to have complete 
information, maximize resources, and make rational decisions, the potential niches 

i. For example, the Center for Entrepreneurship at the Chinese University of Hong Kong. 
2. This quote was extracted from a series of case studies realized by "the University of Hong 

Kong's Asia Case Research Centre, with the backing of the Trade and Industry Department of the 
Hong Kong Government" (Farhoomand 2005, ix). 
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· for entrepreneurs are immediately filled-thereby restoring equilibriumand brushing 
aside entrepreneurship. On the other hand,. while endogenous growth aims to explain 
the role of innovation and human capital formation in the growth process, it does not 
specifically address the role of entrepreneurship. In other words, a theoretical discus
sion that revises the role of entrepreneurship in economic growth, which is often taken 
for granted, has to be conducted. This is the object of the first part of this article. 

While clarifying the issues, this first part will also show that the precise contribution 
of entrepreneurship to growth is difficult to assess. As this paper will detail, the reason · 
is that the functions of entrepreneurs ar~ hard to delimitate precisely and, therefore, 
difficult to measure. To complicate things, the definition of entrepreneurship itself is 
subject to debate. Consequently, the second part of this paper will be devoted to provid
ing concrete examples bridging entrepreneurs and growth. In relation to the theoretical 
background developed in the first part, three related functions will be highlighted. First, 
entrepreneurs are a type of "market makers" and influence the institutional framework 
(institution makers) in a context of risk and uncertainty (in the classic sense given by 
Frank Knight).3 Second, they are information collectors and providers (intentionally 
and unintentionally). Third, they are network builders. These three functions are not 
exhaustive,4 but they encompass some of the more traditional· roles of entrepreneur
ship, such as innovation. Besides, the purpose of this article is to demonstrate that en
trepreneurship effectively promotes growth, rather than to show all the ways in which 
it contributes to growth. 

For si.milar reasons, the geographical scope for this paper has been limited to a single 
Asian economy-that of Hong Kong. There are several reasons for this. first, Hong 
Kong has experienced huge economic growth since i9455-although the growth has 
not been linear, as demonstrated by the Asian Financial Crisis (AFC) and SARS. Many 
scholars have attributed this growth to the entrepreneurial nature of its inhabita.nts 
(Wong i988; Yu 2004) and/or to non-government intervention (Krueger i995; World 
Bank i993). Nevertheless, the Hong Kong Government has intervened significantly in 
economic matters (Schiffer i985; Augustin-Jean 2004). Therefore, Hong Kong seems 
to be a good case study to allow one to understand concretely the link between entre
preneurship and economic growth, in relation to a form of limited, but nevertheless 
sigl).ificant, government intervention. In addition, Hong Kong's economy has changed. 
tremendously over the last 60 years, and the nature and function of entrepreneurs has 
undergone significant alteration. Since Hong Kong's economy is becoming increasingly 
integrated with China's. and, more specifically, with that of the Pearl River Delta and 
Shenzhen (Cheung 2002; Augustin-Jean 2005), it may be appropriate for this paper to 

3. According to Knight, risk is related to situations where the decision maker can assign math
ematical probabilities to the randomness he faces, while uncertainty applies to situations when this 
randomness cannot be presented in terms of specific mathematical probabilities (Knight 1921). 

4. The roles of entrepreneurs are multiple and cannot be reduced to the three·aforementioned 
functions. Nevertheless, since these functions can be related to economic growth relatively easily, I 
will give them inore emphasis in this article. 

5. Although no official statistics are available before 1961, there is historical evidence that eco
nomic growth started after World War II. On this point, cf. Graham Johnson, 2007. 
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provide insight in relation to the possible qecline of entrepreneurship in Hong Kong, 
in contrast with the situation in neighbouring Shenzhen (Centre for Entrepreneurship, 
2004). This new situation of"growth with limited entrepreneurship" constitutes a para
dox that needs to be assessed within the framework of this article. 

Growth and Entrepreneurship: A Theoretical 
(Re)assessment 

The relationship between entrepreneurship and economic growth is theoretically far 
from obvious and, to some extent, even leads to contradiction. This section reviews 
some of the key points and examines how it is possible, through a combination of 
Schumpeterian and Kirznerian approaches, to conceptualize entrepreneurship and 
economic growth. ' 

A. Neoclassical Theory and Economic Growth6 

Understanding the causes of ec-onomic growth is a question as old as the economics 
discipline itself. Both Adam Smith and David Ricardo were interested inthis subject
and gave different answers to it. As Holcombe showed (1998), the elaboration of growth 
theories in neoclassical economics, traditionally based on production factors (e.g. the 
Solow growth model), has been influenced by the Ricardian vision rather than the Smi
thian one, which focused more on innovation, division oflabour, and productivity: the 
emphasis is on the production function and the optimal allocation Of resources, while 
innovation is treated as exogenous. 

;Nevertheless, from an historical (or even a logical) viewpoint, the production func
tion, b~sed on the relationship between capital, land, and labour, cannot in itself explain 
economic growth. A simple reason is that these factors exist in any given eco~omy in
dependently of growth. Historians, as well as some economists and management theo
rists, have shown that what is important is not so much the combination of production 
factors, but the process by which they are combined. For example, economic growth has 
been tremendously stimulated by the evolution from the "manufacture" and the cottage 
industry to the modern enterprise. Not only do "institutions matter" (North i990), but 
the internal organization of enterprises do too, and enterprises cannot be reduced to 
"black boxes."1 In short, the function of an entrepreneur has a lot to do with this orga-

6. For a question of place, it is impossible to provide all the details in this article. Readers inter
ested in entrepreneurship and economic growth can usefully refer to Holcomb,e (1998 and 1999) and 
his critics (Shostak 1999 and Hiilsmann 1999), as well as Wennekers and Thurik (1999), Glancey and 
McQuaid (2000), Kalantaridis (2004), Casson (2003), etc. 

7. Whil_e historical matters are not the subject of this article, a few bibliographical clarifications 
are nevertheless useful. An historical analysis was formulated by Fernand Braudel (1979). More 
recently, the putting out, the cottage industries, and their transformation in the course of economic 
growth (during the 18th and 19th centuries, as well as the end of the 20th century) has generated much 
debate among historians and economists alike: On this subject, cf., for example, the special issue of 
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nizational evolution, which, in turn, reshapes markets. In addition, entrepreneurs also 
influence the social and political institutions that combine in order to produce these 
markets. While property rights and other legal factors are important in this process, 
they are only a part of the puzzle: · 

When economies are organized around the traditional lines, people's eco-, 
nomic roles are given and there is little possibility for capitalizing on innova
tion. The ancient Chinese economy had more capital than other economies at 
the time, had a well-developed legal system, had well-defined property rights, 
and had advanced the state of knowledge further than any other place in the 
world (Holcombe i998, 52). 

While this statement can be criticized for several minor aspects, the general argu
ment remains valid, and further explanations are needed:8 entrepreneprship cannot 
exist within a framework in which not only the production function, but also the "inter
nal logic of the rational choice and perfect information" (Wennekers and Thurik i999), 

predominate. This discussion maps the way entrepreneurship could theoretically be 
incorporated into the framework of economic growth. Nevertheless, before we further 
develop this line of argument, it is necessary to address additional comments because 
in recent years, neoclassical theorists have been aware of the criticisms presented above. 
Consequently, they have incorporated them into the main body of the literature iising 
the "new" endogenous growth theories.9 

In fact, the incorporation of entrepreneurship into a formal model of endogenous 
. growth is a difficult task. Writers have to rely on proxies, such as innovation, "creative 
destruction," or human capitai,1° for which it is possible to examine their impact on 
growth. Thus, the question remains: Are these proxies suitable or sufficient to measure 
entrepreneurship concretely? 

Les Anna/es, 1984, with an article by Chao, who analyzed the pertinence of the concept for China. 
In economics, the putting out system was discussed by Williamson (1985), whose positions were 
enlarged by Augustin-Jean (2000). The relationship between entrepreneurship, economic growth, 
and the putting out/cottage industries has also been put forward in Wong's interesting PhD thesis 
(1995). Similarly, within the paradigm of the economic theory of r~gulation, Hatchuel (2004) showed 
that the firm, as we know it today,.is not a natural organization, but is the fruit of a long evolution. He 
saw the firm as a key to regulating capitalism and, beyond that, as an important component explain
ing the functioning of the market. 

8. Some arguments pertaining to why the Industrial Revolution occurred in Great Britain rather 
than in China or India have been developed, among others, by the late Andre G. Frank (1998) and by 
David Landes (1998). For more information, cf. their endless debate, which is posted on H-Asia, an 
Asian research network, at http://www.h-net.org/-asia/ .. 

9. The pioneering work ofleibenstein (1968 and 1979) constituted an earlier attempt to incorpo
rate the activity of the entrepreneur into a model. His X-efficiency rpeasures the degree of inefficiency 
ofth·e firms, and is due to several factors, such as the tensions between employers and employees, or 
the latter's necessary adaptation to new working conditions. Entrepreneurship is viewed as.a solution 
to the X-efficiency problem. 

10. Innovation and "destructive creation" are two major factors emphasized by Schumpeter. The 
concepts will be detailed further below. 
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These models have considerably enlarged our knowledge of growth, but they fail to 
clarify the role of entrepreneurship in this growth fully. For example, even though en
trepreneurs are innovators (cf. below), innovation can also be generated by institutions, 
such as R&D departments. "Schumpeter (~942) himself predicted that( ... ) innovation 
could no longer be the realm of entrepreneurs, but would in _fact primarily be the job 
of innovation professionals and laboratories controlled by big companies, themselves 
directed by managers" (Dejardin 2000, 3). The problem is even more complex because 
there is no consensus among specialists on the functions of entrepreneurs in economics 
(c£. below), some of them being difficult to incorporate into a model. In other words, 
the r.ole of entrepreneurs extends beyond innovation and "creative destruction." 

The recent work of Salgado-Banda demonstrates these limitations. His "paper pro
poses a new variable based on patent data to proxy for productive entrepreneurship. 
Data on self-employmentis used as an alternative proxy. In particular, the paper stud
ies the impact of entrepreneurship on economic growth by using these two proxies" 
(2005, 1). The study, based on 22 OECD countries, found a positive correlation between 
growth and new patents and a negative one between growth and self-employment. 
Nonetheless, it is easily demonstrated that none of the criteria was a suitable proxy for 
entrepreneurship.n Similarly, Reynolds (1999) showed a positive correlation between 
"creative destruction" and economic growth,12 but the "creative destruction" in itself, 
even though it is at the heart of Schumpeter's theory, does not really capture the full 
concept of entrepreneurship. 

In conclusion, since the original growth model of Solow in the 1950s, attempts have 
been made to refine it and to incorporate other variables in order to explain economic 
growth. Some of these attempts, from Leibenstein's to the models of endogenous 
growth (in which human capital and innovation are_ treated as endogenous variables), 
have explicitly or implicitly incorporated some factors pertaining to entrepreneurship. 
Nevertheless, they failed to grasp the full flavour of this multiform concept. On the 
other hand, they clearly showed that growth is also multiform, and entrepreneurship 
is only one factor of growth-an important one, but not the only one. Within this 
framework, it is now possible to move forward and link entrepreneurship to economic 
growth. 

B. Entrepreneurship and Economic Growth 

The previous section, while discussing some limitations of neoclassical theory in rela
tion to entrepreneurship, left an interesting question: What really is an entrepreneur? 
This question is far from neutral, because it is really his or her attributes and function 

11. As pointed out by the author himself, self-employed people are not necessarily entrepreneurs 
(for example, mom-and-pop shop owners). On the other hand, patents _are related to innovation, but 
not necessarily to entrepreneurship. 

12. Reynolds summarized his findings as such: "Without creative destruction, there is no growth; 
creative destruction does not seem to cause growth" (1999, 98). "Creative destruction" is related to 
the creation and destruction of firms (the concept" was defined more precisely by the author), and the 
analysis is done in relation to the US economy only. 
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that affect economic growth. As shown previously, these attributes and functions have 
to be linked in an institutional context, which delimits the possibilities of action for 
entrepreneurs (Alteri996; Augustin-Jean 2000). 

Schumpeter was the first economist to explore the links between economic growth 
arid entrepreneurship systematically.13 This article does not intend to recall his positions 
fully (many scholars have done that already), but a few words are nevertheless neces
sary. For Schumpeter, everything starts at equilibrium, where there are no profits.14 

At this stage, entrepreneurs come up with new ideas ("innovations"), which not only 
bring profits, but also cause disequilibrium-and economic growth. When a new idea 
becomes widespread and accepted (in other words, when it is not "new" anymore and 
the innovator has a host of imitators), the source of the profits dries up, and another 
higher equilibrium level is reached-until a new cycle of innovation begins. The process 
is called "creative destruction" because the innovation replaces older technologies or 
processes that become obsolete and disappear. Therefore, entrepreneurs function as 
innovators. 

In addition, innovation is multiform and takes one or more of the five following 
components: (1) The introduction of a new good; (2) the introduction of a new method 
of production; (3) the opening of a new market; (4) the conquest of a new source of 
supply; and (s) the introduction of a new organization to any industry. 

For Schumpeter, innovations are associated with major breakthroughs that are un
dertaken by an individual. This kind of"Schumpeterian hero," by his own efforts and 
vision, is able to provoke change. Through his or her innovation, the entrepreneur ex
erts change in the daily routine of the local population, which may or may not be well 
accepted.;5 In addition, emblematic entrepreneurial figures like John D. Rockefeller, 
Henry Ford, or Bill Gates are rare, and thus, innovative breakthroughs alone fail to 
explaiii growth cycles. 

thus, innovations are not only major breakthroughs, but also encompass incremen-
. tal changes, which are more in line with social and economic evolutions. They also 
have more chance to be accepted if they are initiated by a "critical mass" of individu- · 
als (cf. below)-that is, if they are generated by local environment.16 As analyzed by 
Granovetter (1985), entrepreneurs are "embedded" into a social context and into a set 
of networks and relationships. As such, they have a social and political function in rela
tion to the evolution of the institutional framework. The" embeddedness," absent from 

13. Nevertheless, Cantillon in the 17th century might have been the first thinker to define entre
preneurs and link them to growth .. 

14. This is consistent with the neoclassical framework that was described earlier. 
15. The rejection by the local population of the introduction to a new process of silk production 

by Chen Qiyuan and his followers in Guangdong province (Southern China) at the end of the 19th 
century is a case in point (Wong 1995, 273-300). . 

16. An alternative explanation would be that equilibrium stimulates the apparition of a bunch 
of entrepreneurs, because at that stage, profits are nil (Benko 1990, 13). With this interpretation of 
Schu.mpeter, entrepreneurs are not necessarily lonely heroes, but they are still separated from the 
social context that generates them (cf. below) and the way the equilibrium is destroyed remains highly 
artificial. 



Schum peter as well as from Kirzner, is one of the reasons why entrepreneurship leads 
to more entrepreneurship-a characteristic noted by both authors.17 . 

In short, the problem with the Schumpeterian approach is that periods of growth are 
not limited to the apparition of an "Innovative Hero," and as noted by Kirzner (1973; 

1986), entrepreneurship is also an incremental process. Moreover, for this author, and 
in a perspective diametrically opposed to Schum peter' s, the activity of entrepreneurs is 
to restore equilibrium. By their alertness and their specific knowledge, they are able to 
spot unnoticed profits ("niches"). But when they try to benefit from these opportuni
ties, they are likely to attract attention, and then other agents may have the incentive to 
join them-thus destroying the source of profits and restoring equilibrium (in a similar 
way to the Schumpeterian imitators). For example, as mentioned by Holcombe (1998, 

49750 ), if a traveler sees a price differential for the same good in different locations, s/ 
he will probably buy it at the cheaper place in order to sell it where it is expensive.18 If 
other agents notice it, they may enter the business until the price of the good reaches 
the same level in the two places. Therefore, a form of entrepreneurship arises from busi
ness opportunities unnoticed by other agents-that is, through imperfect and asym
metric information. 

This vision enriches the Schumpeterian perspective, and the two theories are more. 
complementary than they appear. In fact, their treatment of equilibrium raises similar 
concerns. In the Kirznerian perspe~tive, the entrepreneur, as a middleman, is the co
ordinating agent that helps restore equilibrium: even though s/he is a market maker 
(same as Schumpeter's, but for different reasons), conceptually, s/he is not a promoter 
of economic growth. His/her actions do, however, lead to economic growth and the 
development of exchanges, but also contain the end of the growth.19 There is a con
tradiction here, since Kirzner also assumed that entrepreneurship leads to even more 
entrepreneurship: in this context, one wonders how equilibrium can. ever be reached 
again.2° Interestingly, from the Schumpeterian perspective, the problem is similar: the 

17. ·The consequences, as well as the logical inconsistencies for this observation, will be detailed 
below. 

18._ This is the exact same method employed by Rebiya Kader, a prominent businesswoman from 
Xinjiang Province in Western China (Jacquet 1995). Ms Kader is an interesting example of the inter
action between business and political interests in China. In the 1990s, this successful woman from a 
minority group (i.e., a non-ethnic Chinese) was picked to be a member of the Chinese People's Politi
cal Consultative Conference. This choice later proved to be embarrassing for Beijing, as she became 
a prominent dissident, and was jailed before being exiled to the United States, where she currently 

· lives. She was nominated in 2006 for the Nobel Peace Prize for being a champion of the cause of the 
Uighur people. 

19. For example, in linking two insulated markets, the entrepreneur is developing exchanges (cf. 
note 18 for the case of Ms Kader). . . 

20. Of course, with the example of the traveller-middleman described earlier, it is easy to restore 
equilibrium, but itis difficult to generalize from such a specific case. The Internet boom.ofthe 1990s, 
with its explosion of entrepreneurs, offers a better example. This boom would not have occurred with
out previous innovations in the computer (including software: cf. Microsoft) and Internet industries, 
but then, the end of the cycle and the restoring of the equilibrium are difficult to predict. This remark 
also shows how the Schumpeterian and Kirznerian entrepreneurs are closely related and difficult to 
separate in practice. 
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process of destrudive creation by a lonely hero can seldom lead to growth ifs/he is not 
followed by other entrepreneur~ or imitators (who are seldom simple imitators).21 This 
additional entrepreneurship leaves unanswered the timing by which the equilibrium is 
to be restored (destroyed). Additionally~ it indicates the possibility of the existence of 
"entrepreneurship cycles" in any given economy. If these perspectives clarify the issues, 
a more integrated framework still has to be presented. In short, what is an entrepreneur 
and how can s/he be related to economic growth? The following statements do not 
pretend to be eXhaustive or try to provide a definitive answer for a theoretical question 
first raised more than 200 years ago, but are intended to provide some practical tools 
to explain entrepreneurship as a factor of growth in Hong Kong. 

C. A (possible) theoretical framework 

As noted, the entrepreneur is often a market maker. This perspective is encapsulated 
by both Schumpeter (the s.earch for a new market) and Kirzner and his notion of the 
market coordinator (arbitrage). If this perspective usefully completes the neoclassical 
theory that only considers already constituted markets, it has· other insights that need 
to be presented. 

First, as a market maker, the entrepreneur has to make "judgmental decisions" ( Cas
son 2003) about the future of a market that has yet to exist. These decisions cannot be 
based on complete rationality, since individual actions always have unintended effects 
(this is a typical case of bounded rationality, as theorized by Simon i997).22 

Second, the actions taken by entrepreneurs to create a market are likely to shape its 
organization: the market is historical and social construction, built by the interaction 
of a multiplicity of actors, of which entrepreneurs are of major importance.23 As noted 
by the (neo )institutional school, a trade occurs because there is a transfer of property 

21. The traditional vision that newcomers merely copy or adapt an innovation tintil the number 
of newcomers is so great that profits tend to be zero is not satisfactory: as the Internet revolution 
showed, newcomers can be genuine innovators, not merely followers or imitators. This point has 
already been raised by Schumpeter, and shows that imitation and innovation are not easy to separate, 
conceptually and practically. -

22. The notion of a judgmental decision in the context of bounded rationality was also raised by 
Casson (2003, 20~21). It can also be related to George Shackle, who stated that decisions are based on 
expectations offuture experiences rather than on an objective analysis of the situation (1_972). 

23. Other major actors can be local and central authorities, members of civil society, actors 
coming from other industries or sectors, etc. The importance of the institutional and/or social con
struction of the market can be illustrate_d by the debates surrounding the establishment of norms 
that define qualities for some categories of products: markets exist only if the heterogeneity of the 
products can be transformed into homogenous categories. For example, the wheat produced by each 
individual farmer is different, but it is homogenised into a commodity through the establishment of 
standards. The people who are able to impose standards (for example, agro-fo'od industries) have an 
edge in the value chain. In this sense, the market and its evolution are not neutral. For more analysis 
on this. question, cf. Coriat and Weinstein (2005) and Callon (1998). On the "embeddedness" of the 
economy and the society, cf. Granovetter (1985), and for an analysis of market formation in China, 
cf. Augustin-Jean (2009). · ' 
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rights, and the physical transfer of a good takes place only because it also carries out a 
transfer of rights (Coriat and Weinstein 2005, 1, recalling Commons i934). In addition, 
far from involving an exchange between two people who do not know each other and 
are not going to meet again, the market is often a more or less permanent structure. 
Consequently, the mechanism to fix a price has a lot to do with this structure, which 
favours certain actors.24 This structure is established before the rule of the equilibrium. 
between supply and demand occurs. 

Third, the way entrepreneurs shape the market depends on the information they 
have and on their future expectations (as seen in the first point). In other words, the 
judgmental decisions of entrepreneurs are affected by imperfect and asymmetric infor
mation, which partly depends on their relative positions in the local social organization 
(Augustin-Jean 2000; 2002). The question is, then, why and how entrepreneurs make 
their decision in not only risky, but also uncertain, environments. 

Therefore, the entrepreneur is no longer the individual hero of the tradition of 
Schumpeter. S/he is embedded in a social and economic environment, which shapes 
his/her decision making process. In do!Il.g so, s/he is modifying this environment (i.e., 
the institutional context of which s/he is a part). Thus, entrepreneurs are generated by 
a specific context, and this is why a generation of entrepreneurs is susceptible to appear 
at the same time and same place. Nevertheless, they are innovators (this is the fourth 
propositio~). 

Fifth, since entrepreneurial decision-making relies on judgments in a context of 
bounded rationality and imperfect information, it is based on a different set of criteria 
than rational choice. Thus, relationships and trust take on a lot of importance, as they 
allow decision making to take place in a risky and uncertain environment (Hugon 1995; 

Augustin-Jean 2002). Networks and relationships constitute focal points on which en
trepreneurs base their decisions: the entrepreneur is a "networked man," as empha
sized by Granovetter (1985), and this is true whether s/he is a middlerpan, a market 
coordinator (Kirzner) or an innovator (Schumpeter).25 In addition, individuals with 
little capital (whether economic, social, or cultural in the sense of Bourdieu 1984) may 
become entrepreneurs because they are insensitive to risk or uncertainties (since they 
have little at stake). 

In ·conclusion, it must be emphasized that, even though many components of en
trepreneurship are missing in the previous analysis (for example, the psychological 
dimension), there are sufficient elements to sustain the thesis that entrepreneurs have 
an impact on growth. The first and obvious reason is that, by their action on the cre
ation and institutionalization of the markets, entrepreneurs shape the development of 
exchanges. Of course, they do not do these things for free, as they expect the organiza
tion of these markets to suit their interests.26

•
27 

24. As perfectly demonstrated in the value chain analysis; cf. Kaplinsky (2000) and Gereffi (1999). 
25. Relationships are a way to secure the market, even though the riskS to be cheated remain. 
26. This could also be considered a part cif the reward for the riskS taken. 
27. · For example, McMillan noted how the Internet has changed the nature of the exGhange for 

book collectors. Before the Internet, a considerable amount of time was needed to find a rare book, 
but it is now possible to find several copies at the same time and to make price comparisons. This 



ENTREPRENEURSHIP AS A CONTRIBUTOR TO GROWTH IN ASIA 327 

, But shaping markets do not mean extending them, and the Schumpeterian hypoth
esis of creative destruction makes it difficult to assess if the dynamics of creation are 
stronger than the spiral of destruction: new markets potentially replacing .older ones. 
Nevertheless, as noted earlier, the empirical evidence given by Reynolds (1999) shows 
a correlation between creative destruction and economic growth-although only in the 
American case. The following logical argumentation put forward by Holcombe pro
vides additional hints: "it is clear that the new opportunities created must make better 
use of resources than the old opportunities destroyed, because if they did not, the old 
opportunities would still be potentially profitable" (1999, 76). Besides, the apparition of 
new markets does not necessarily imply the disappearance of older ones. 

Economic growth is further enhanced by the other functions of entrepreneu~s-by 
the way they process information, for example.28 Entrepreneurs possess superior in
formation (or at least they believe they, do) and/or are able to make better use of it. It is 
due to this superior knowledge or their belief that they make judgment decisions that 
they think are s.uperior to those of other people. -, 

At least two consequences can be inferred from this information process. First, 
the coordination of rare resources (including information) is eased by the actions of 
entrepreneurs (Casson 2003, 21).29 Better coordination leads to a better allocation of 
r.esources and thus to economic growth. Second, the use of information generates spill
overs (part of the private information cannot remain private for long after it is used). 
When the environment is favourable, these spillovers are a key to the formation of 
industrial or Marshallian districts (Becattini 2005; Benko 1990; Pecqueur 1996). In such 
a context, growth is generated through the circulation of information among partici-

. pants and the creation of formal or infor~al networks~ More precisely, the circulation 
of information is further enhanced by these networks, 'Yhich link not only enterprises 
(as emphasized by transaction costs theory: cf. William~on 1985), but also different 
entities (local authorities, a variety of consultants, trade unions, etc.) and individuals 
(Augustin-Jean 2006)_. In other words, if networks help transfer information, they also 
create positive externalities and stimulate economic growth: the existence of a pool 
of enterprises and a potentiai market in one place is likely to attract more businesses 
and entrepreneurship (Krugman 1991). In addition to spreading information, networks 
participate in securing the economic environment for participants and easing entrepre
neurial decisions. On the contrary, when entrepreneurs are non-connected individuals 
(e.g. marginalized people),30 their actions and -the profits they make show the path to 

has not only lowered the prices of the exchanged goods, but has also multiplied the number of trans
actions. What the author did no.t say is that, concurrently, the pleasure of a rare discovery has also 
diminished (McMillan 2002, 18-21). 

28. The way people perceive a need for information and collect and analyze it is a complex 
phenomenon that affects the functioning organizations (i.e., their efficiency and relationship to the 
market). This interesting question will not be raised again in this article. The reader can instead refer 
to Woo (1998). 

29. Needless to say, this information process is also the key to market making. 
30. While the entrepreneurial role of the marginalized has been often neglected in the economic 

literature, it was long ago emphasized by sociologists. The argument is that since they are individuals 
with a low social position, they have little to risk through innovating. Innovators are often looked 
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profitab,le activities for others. If the process lasts for a certain time, it may bring about 
social changes and a friendlier environment to innovators (Augustin-Jean 2000). 

In short, at least three functions of entrepreneurship are conducive to economic 
growth: market making, networking, and, in relation to the two first functions, in
formation processing and transmission. Each of them potentially brings institutio-nal 
and social changes and more growth. The question now is to examine this process as it 
pertains to Hong Kong. This is the object of the next section. 

IL Entrepreneurship in Hong Kong: From a City of 
Entrepreneurs to an Entrepreneurial City · 

Hong Kong was damaged and left threadbare by the Japanese invasion and occupation 
during the Second World War before the Union Jack was raised over it again in i945. 

Most of the population, which fled (Jr was banished to China during the war, started to 
return little by little, only to find housing and infrastructure to be severely inadequate 
(Johnson 2007). By i997, Hong Kong had undergone a complete transformation: on 
the eve of its return to China and before the AFC, the "Pearl of the Orient" had a 
GDP per head higher than its soon-to-be former British master. This "miracle" (World 
Bank 1993) was attributed to market forces. The government was reputed to be non
interventionist,31 while the real or imagined entrepreneurial activity of its inhabitants 
has become legendary. 

The point, then, is to link growth, government (non)intervention, and entrepre
neurship~i.e., to paradoxically conciliate the imperfections of the market (market 
creation, the asymmetry of.information, and networks) with the dynamics of growth. 
This analysis also implies an examination of the role of minority groups or marginal
ized people (or, more generally, individuals in a weaker position in society) in relation 
to the existence of risks. Finaily, the historical and institutional perspective, adopted 
in this section, should also provide some clues in relation to the apparent lack of en
trepreneurship (despite economic growth) in the territory over the last few years. The 
presentation starts with the end of World War IL 

From the end of World War II, refugees from China Cfl:me in waves to escape the 
civil war, Communism, hunger, etc. only to find Hong Kong's old industrial core irre
mediably damaged, and a housing system in decay and unable to cope with the flood of 
immigrants. While the territory had few or no comparative advantages, its population 
was able to build on specific competitive advantages, as vividly described by Graham 
Johnson: 

upon with suspicion by the local population, as they bring changes to routines and social practices 
(Alter i996). This point will be elaborated on further in the last part of this article. 

3i. Hong Kong's economy was ranked the freest economy (meaning, with the most limited gov
ernment intervention) in the world for several years by such think tanks as the Fraser Institute and 
the Heritage Foundation (for the Fraser Institute, cf. Gwatney and Lawson 2002). For a criticism of 
these rankings, cf. Augustin-Jean 2004 and 2005. 
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Fortunately for Hong Kong, the influx of population had brought with it a 
new entrepreneurial elite, of which Shanghainese were a major element. By 
necessity Hong Kong had to change its economic character. By good fortune 
it had acquired a set.of dynamic entrepreneurial group and had a potential 
supply of workers who were willing to work hard for relatively low wages. 
The scene was set for a massive transformation from an entrepot to a manu
facti.~ring centre. Hong Kong was set to become the first NIE, a decade or 
more in advance of South Korea, Taiwa:n and Singapore (Johnson 2007). 

From this description, the main ingredients for a rapid economic growth are in place. 
In i945, job opportunities were scarce. Tension in the labour market was intensified 
by the arrival en masse of hundreds of thousands of refugees fleeing the civil war and 
Communism. The anomy resulting from this period of uncertainty and reconstruction 
was certainly a condition for innovation, since most people were not scared of losing 
their social positions-which they already lost while fleeing to Hong Kong-while a 
substantial group of entrepreneurs came-from Shanghai with capital and expertise.32 

. 

Though not everyone was qualified to be an entrepreneur, the "refugee mentality" 
and the context of reconstruction were favourable factors for entrepreneurship and 
economic growth. Hong Kon.g entrepreneurs were Cllso able to build up or reactivate 
their overseas networks. The territory was designed to be a free port from the very be
ginning, and business networks with the United Kingdom, the United States, or other 
developed areas were particularly dense. Those established by the Shanghainese before 
the war were even more important, as they 9pened the gate to the international banking 
system and overseas markets. The significance of networks for Hong Kong's economy 
was manifested during the early adoption of telecommunications devices, such ,as the 
telegraph (in the i9th century), and later mobile phones. 

In this first phase, Hong Kong entrepreneurs mushroomed and established thousand ' 
of small and medium businesses, mainly oriented to the overseas markets-an early 
example of an export-oriented economy (Augustin-Jean 2005). In other words, though 
there was no major innovation breakthrough, the local context, through a combination 

· of pull and push factors, was able to produce entrepreneurs and stimulate the construc
tion of markets (business opportunities, which somewhat answered the unavailability 
of jobs). These entrepreneurs initiated incremental innovations, and played the role of 
market n:iakers, coordinators, and middlemen. 

The successes of the first wave of entrepreneurs provided strong emulation to new
comers (entrepreneurship begetting additional entrepreneurship). Manufacturing, 
which originally started with textiles, mushroomed into plastics, toys, electronics, etc. 
from the i96os to the i98os. Entrepreneurs were even able to take advantage of innova
tfons overseas. For example, concerning Sun Toys motor, a local SME, Tam and Mak 
noted that "in the i98os, there was a fundamental restructuring of toy distribution, be
ginning in the United States [with the creation of the] mega-sized toy retail chain Toys 

32. The role of the Shanghainese in the development of postwar Hong Kong has been analysed 
by many scholars. Cf. for example, Wong 1988. · 
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'R US. ( ... ) Low-cost manufacturers in Asia, and in particular sinall and medium-sized 
Hong Kong toy ( ... ) makers benefited from this new mode of operation. Hong Kong 
manufacturers had an international reputation for flexibility, on-time delivery and high 
standards of product quality" (2005, 3-4). In the same vein, the following example is 
also insightful: 

In 1982, Texas Instruments ( ... ) created three popular electronic educational. 
toys which teach children spelling, pronunciation and arithmetic. Each sold 
for US$35. ( ... ) VTech Ltd. [a Hong Kong SME] ( ... )combined these three 
funttions into one toy called 'Play Tech' which was sold for only US$30 (Yu 
2004, 367). 

These examples illustrate how small Hong Kong entrepreneurs were able to compete 
even with multinational corporations like Texas Instruments. The success of Hong 
Kong manufacturers is also the success of an innovative (in the sense of Schumpeter) 
organizational system, which gave a competitive advantage to local industries. In op
position to the model of the large firm, Hong Kong developed, from the 1950S to the 
early i98os, into a flexible production system with SMEs forming the backbone, which 
was not analyzed before the late i97os to describe the industrial districts in Italy and 
the Silicon Valley in the US (e.g. Piore and Sabel i984).33 

Therefore, during the 196os and i97os, ~hile most economists emphasized the ben
efits of economies of scale with the model oflarge factories/companies, the Hong Kong 
model was exactly the opposite. Manufacturers discovered flexible production and its 
advantages nearly 20 yea'rs before it was first rediscovered by economists. This mode 
of organization, which intertwined the advantage of small size with the benefits of 
networks, allowed local industrialists to adapt their products to the demand in a very 
short period. 

[G]iven the existing plant structure, small entrepreneurial firms in Hong 
Kong could reshuffle their production lines from making transistor radios 
to electronic watches within three months, or from electronic calculators to 
black-and-white TVs within six months, or from black-and-white TVs to 
color TVs within nine months. ( ... )While it took a Chinese firm in Hong . 
Kong only three months to introduce a new electronic product, the Japanese 
took five months and the Americans, eight months. [Hong Kong entrepre
neurs] developed a formula, and exploited it by rapidly flooding the market 
before other large firms could respond (Yu 2004, 365). 

33. The role of the government was important in this process, as it provided business space for 
entrepreneurs (Dwyer i969). Most of these industrial buildings. have toqay been disaffected. During 
this period, the government had many other major functions, which will not be described in this 
article. 
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It is worth noting that networks were important on several accounts. On one hand, 
without sufficient business networks, it would have been difficult for Hong Kong man
ufacturers to reach these overseas markets (whether under their own brand names 
or, more likely, under Original Equipment Manufacturing [OEM] or other forms of 
subcontracting). On the other hand, networks provided fundamental information on 
the evolution of markets. ff Hong Kong manufacturers were able to come first in a 
given market, it was not only because they were able to change their production lines 
within a shorter period, but also because they were able to coordinate and capitalize on 
information flows. This was of special significance for garments, one of the major Hong 
Kong industries at the time. 

At this stage, an important caveat is necessary. The networks described here are 
multiform, which leads to several consequences. First, these networks, which are part 

' . 

of the organization of the market for a given industry, are both horizontal (circulating 
information between firms) and vertical. In this latest case, they link diverse entities; 
such as other manufacturers upstream and downstream along the value chain, (local), 
authorities, distributors, retailers, etc. In order to understand how much Hong Kong's 
economy benefited from exports, it should be interesting to deconstruct the chain and 
check where the largest percentages of value added were made (locally or internation
ally, for example, by retailers) following the methodology elaborated on by Gereffi 
(1999) and others. 

In addition, the networks described here are very different from Chinese networks, 
which were mentioned by some as a major explanatory key for Southeast and East 
Asian development. As shown in the literature, the approach, in terms of Chinese net
works, suffers from at least two major loopholes.34 The first is the shared belief that 
Chinese networks are, if not the motive, at least one of the motives behind the success 
of overseas Chinese and their dominant position in most Southeast Asian economies: 
Hong Kong showed that networks were (and still are) much broader than just ethnic 
ones. Besides, research done on Chinese- networks has been inconclusive, as demon
strated by the ambiguous title article ofMenkhoff and Sikorski ("Asia's Chi_nese entre
preneurs between myth-making and renewal," i.002). Of course, there are examples of 
Chinese networks, but these examples were not enough to be combined into a theory.35 

In short, even though ethnic Chinese have played a disproportionate role in many 
Asian economies, it is difficult to attribute their economic position to ethnic networks.36 

34. For a recent synthesis on this issue, cf. Menkhoff and Gerke 2002. 

35. Zheng, in this issue, shows that ethnic networks are not limited to Chinese networks. They 
give the_ vivid example of how the Teochiu people were able to control the rice business in Hong 
Kong, at the expense of the Cantonese businessmen. Nevertheless, how the coordination pattern that 
was necessary in order to take over the industry (upstream and downstream) remains unclear and 
theo_retical generalizations are difficult to make. 

36. The analysis in terms of minority groups, which fits with our general approach, suffers the 
same insufficiencies. It is therefore difficult to give a definite answer explaining the economic impor
tance of Chinese in Southeast Asia. This point being only marginally related to our topic will not be 
detailed below. Interested readers can refer to Menkhoff and Gerke (2002) and Janet Landa (1994). 
Zheng, in this issue, also demonstrates how ethnic networks can be mobilized by a community to take 
control of a line of business. 
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The second point relates to the previous one. The AFC was attributed in fine by some 
to the failure of the Chinese management system. They have questioned the ability of 
the Chinese networks to transform and adapt to the globalizing world, thereby hinder
ing the recovery of Southeast Asia after the financial crisis. The lack of adaptation in 
the face of economic changes, (family) governance, (bank) loans secured because of 
networks (in Chinese: guanxi) rather than on profitability, the intertwining of business 
and political interests, and cronyism were some of the evils that Chinese networ:ks had 
to overcome (Le., in the idea of these scholars, should even be replaced by a good West
ernized management system).37 It is interesting to note that some ofthese arguments 
were precisely those put forward before the crisis in order to explain economic success 
(for example, family governance). More fundamentally, and while the transformation 
of Hong Kong entrepreneurship since the 198os will be detailed below, in the absence 
of a definitive answer concerning the role of Chinese networks, it is difficult to show 
how their transformation could affect any given economy. On the contrary, economic 
growth should be attributed to the diversity and density of networks, which influence 
the capacity of a given economy to restructure, to acquire new comparative advantages 
based ori the competitive advantages built up at the industry level by entrepreneurs 
(Porter 1986; i991). The restructuring of Hong Kong's economy during the 198os and 
i99os illustrates its ability to transform. Two major and contradictory directions can 
therefore be emphasized. 

On one hand, the role of Hong Kong entrepreneurs as middlemen was reinforced by 
the (partial) integration of Hong Kong and the Pearl River Delta, just across the bor
der in China. Hong Kong entrepreneurs established connections between factories in 
China and overseas buyers, making use of the information they gathered on techniques, 
patterns, and markets-in a system described by many (Lin i997; Sum 2002; Sung i998; 
Augustin-Jean 2005). 

Many companies shifted their manufacturing activities to China starting at the be
ginning of the i98os. The context of high wages and high land prices in Hong Kong, 
which was associated with reforms in China and the establishment of the Special 
Economic Zone of Shenzhen, just across the border, set up the landscape for such an 
expansion. A new pattern of industrial organization was born-later theorized as a 
"borderless economy" and extended to other regions of Asia (Chen and Kwan i997; 
Thant, Tang, and Kakazu i998). 

Nevertheless, despite the economi_c rationale, this delocalization was a gamble for the 
first entrepreneurs who participated in it (a factor seldom mentioned by researchers). 
A judgmental decision related to risk was involved, as nobody could safely assert that 
the reforms process in the PRC would last long enough to provide economic returns 
for Hong Kong entrepreneurs. There was always a possibility that the Maoists would 
come back to power and reverse the reform prosess. Until the beginning of the i99os, 
the reform process in China had its ups and downs, which kept alive the possibility of 
a major political setback. 

37. For a literature review on these different arguments, cf. Menkhoff and Gerke (2002). 
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In other words, the entrepreneurial decision, issued in a particular social and politi
cal context, involved a pool of entrepreneurs (that emulated others who joined them at 
a later stage) and not a single Schumpeterian hero.38 The change in the organizational 
pattern was stimulated by the actions of entrepreneurs who were not only involved in 
the integration of Hong Kong with its hinterland in the Mainland, but also in the trans
formation of the economic activity in the territory; from manufacturers, entrepreneurs 
became traders, specialists in sourcing, transporters, etc. If the econoinic structure of 
the territory were still based on SMEs, by the action of its entrepreneurs, Hong Kong 
became a "network societf" -a term that will be emphasized below. . 

The second direction, which started later {during the 1990s) and is still ongoing, is 
more. original and has inspired fewer studies. Therefore, the analyses presented below 
remain somewhat conjectural. The starting point is a recent series of surveys conducted 
by the Centre for Entrepreneurship (2002; 2004), which showed that the level of en
trepreneurship in Hong Kong (measured by its TEA, cf. below) is now one of the low~ 
est among a group of 34 economies, and is lagging behind the neighbouring city of 
Shenzhen. Even though such data has to be accepted cautiously, it will still call for 
comments and interpretations-especially since they seemed to have contradicted the 
previous point. The first reservation concerning the data consists of the index used for 
the measurement: 

According to the 2004 report, "an entrepreneur( ... ) is a respondent in the survey 
who is currently participating as an equity shareholder in either: 

• A business start-up where work has been done to effect the start-up but wages have 
been paid for less than three months or 

• A new firm where the firm is less than 42 months old at the time of the survey. 
• TEA [total entrepreneurship activity] is the percentage of the respondents who met 

either of the criteria.",( Centre for Entrepreneurship, 2004, 3) 

Whether or not the TEA meets the definition of entrepreneurship remains open to 
debate, as demonstrated during the discussion related to endogenous growth. But even 
if the index is accepted, the short period between the two surveys and the historical and 
economic situation of Hong Kong during this period raises several concerns related 
to the interpretation of the data.39 Nevertheless, the fact that a smaller percentage of 
people in Hong Kong than in Shenzhen in the last few years have started their own 
businesses is beyond debate. In the remainder of this section, I will attempt to explain 
the historical dynamics at work since the 1980s. It is not enough to emphasize that 

38. Also, it was not a situation of equilibrium characterized by the absence of profits as in George 
Benko's analysis (cf. note 16). Additionally, it can be noted that if previous entrepreneurial decisions 
have eroded the profits (a fact which is consistent with Kirzner), that erosion did not lead to equilib
.rium but to a new round of organizational innovations, which were taken in a specific political and 
social context. ' 

39. The Asian Financial Crises, SARS, and the 1997 "handover" to China are the main factors 
that might have affected entrepreneurship during this period. More interpretations will.be provided 
below. 
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the following explanation remains highly conjectural, and that further studies will be 
necessary to confirm it. · 

Nevertheless, it is safe to assert that since the end of the 1970s, four major factors 
have combined to produce changes in the mentality of Hong Kong's people. In short, 
the first is the creation of a Hong Kong identity (Lee 2007), which progressively re
placed the older refugee mentality. More sons and daughters of the first wave of mi
grants were bor~ in Hong Kong and became adults during this period. They made their 
place in a social structure that had been progressively stabilized (despite existing new 
waves of migrants). The second is th~ development of a consumer society, which has 
put more emphasis on pleasure than on work (the first and second factors combined to 
produce 'Canto-pop artists', TV programs, Hong Kong movies, etc.). The third is the 
improvement in the education level of the population, while the last is the evolution 
of Hong Kong's industrial structure. The development of the service industry was ac
companied by an increase in the number oflarge firms, which supplemented the British 
hong, 40 and completed the industrial structure-even though the economy remains 
dominated by SMEs. . 

As a result, it is possible to raise the following hypothesis: the younger generation, 
born in Hong Kong and better integrated, lacks the necessary incentive to engage in 
entrepreneurial activities. Job opportunities are now more diverse, mid with its educa
tional and specialized.background this generation has a better chance of finding more 
financially secure jobs in the trading or banking industries. The decrease in the num- . 
her of new entrepreneurs in recent years can therefore be linked to the maturation of 
Hong Kong's economy, and not necessarily to a long-term decline. Of course, it is also 
a reflection of the political and economic difficulties that Hong Kong went through 
during the last fifteen years (despite a re.cent return to growth): namely its return to 
China, the Asian Financial Crisis, and SARS. During these difficult times, in which 
business opportunities were fewer and the risks greater, people were less likely to start 
new business ventures. On the contrary, China's economy was less affected by the crisis 
and Shenzhen remains a place for migrants7 often young and seeking opportunities to 
get rich, the same characteristics that applied to Hong Kong a generation or two ago.41 

In addition, and paradoxically, the decline in the number of new companies does 
not mean that the territory as a whole suffers from a severe lack of entrepreneurship. 
In fact, part of it is assumed by older firms ("intrapreneurship") that still control most 
of the networks and information, as well as bigger firms, which play the leading role in 
terms of innovation, networking,42 and institutional evolution. Over the years, Hong 

40. Hong is a generic term to qualify the big trading foreign companies that settled in Hong Kong 
during the 19th century. The oldest and most famous, which is still a prominent globalized group 
nowadays, is Jardine and Co., founded in 1832. Hong Kong has also witnessed the emergence oflarge 
conglomerates, such as Hutchinson Whampoa. 

41. Cf. for example the article of the Wall Street Journal Asia, "Youthful Shenzhen Shows China's 
Economic Might," 15-17 December 2006. 

42. For example, Li Ka-Shing, through Cheung Kong International and Hutchinson Whampoa, 
has heavily invested in telecommunications. More importantly, he is the world's largest operator of 
container terminals, controlling six of the ten largest container ports in the world. 
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Kong has become a node for information pooling in relation to business opportunities 
in China and overseas. Therefore, despite the high costs, most multinational corpora
tions still choose the territory as their regional hea~quarters for Asia: 

According to Mr. Mark Michelson, the Associate Director-General of In
vestment Promotion at Invest Hong Kong, "Hong Kong is the international 
business hub of Asia. Companies investing here can leverage the large pool of 
potential customers represented by the largest number of regional headquar
ter operations in Asia. Our proximity to China makes us an ideal entry point 
to this fast growing economy" (Hong Kong Government 2006).43 

This quotation reflects a government policy that aims to promote Hong Kong as an 
entrepreneurial city. The objective is no longer to have a city for, or even of, entrepre
neurs, but to create an entrepreneurial city that collectively possesses all the attributes of 

·a Schumpeterian ~ndividual entrepreneur (Jessop and Sum 2000 ). All the components 
of society, especially business groups, are invited to participate in this effort, and the 
future of the territory is presented as dependent on the ability to project this image 
overseas. Hong Kong should become not only a networked city (Castells i996), but also 
a brand name in itself. A document, also issued by the Hong Kong Government (and 
titled "Brand Hong Kong") stresses this point: ,_ 

Brand Hong Kong is a programme to promote the development of Hong 
Kong as Asia's world city. 

A key component of the brand programme is Hong Kong's visual iden
tity-a stylised dragon-to promote Hong Kong extensively in the interna
tional arena. ( ... ). 

The platform at the heart of the programme is: "Hong Kong is where op
portunity, creativity and entrepreneurship converge. It is a dynamic physical 
and cultural hub with world-class infrastructure. Asia's most strategic loca
tion, and a global network of people( ... ).". 
. Hong Kong's attribute[s] ( ... )are: innovative, cosmopolitan, enterprising, 
leader, connected (Information Services Department 2005). 

In the document, all the ingredients mentioned in the first part of this article are 
present: networks, information, innovation, coordination, 44 etc. Therefore, the city as a 
whole is meant to be innovative, connected, and enterprising, beyond the people who 
are composing it, and it is as a specific entity that it has to join the global competition
with other cities-with the its brand name (the logo) as an asset, 

43. ·Press release by the Hong Kong Government, http://www.info.gov.hk/gia/general/200_606/i3/ 
P200606130175.htm, i3 June 2006. Invest Hong Kong is a governmental body. 

44. "Hong Kong's position as Asia's World City is based on: its role as a manager and coordina
tor of global economic activities ... " (Information Services Department 2005). 
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Whether the program will be successful and whether Hong Kong as an entrepre- · 
neurial city can become more influential than the entrepreneurial spirit of its inhabit
ants remain to be seen, and will depend on a number of factors. Nevertheless, what is 
interesting here is the evolution of the nature of the entrepreneurship. "Brand Hong 
Kong" shows an evolution pattern in which the functions· of middleman, market co
ordinator, and network regulator tend to overcome those of technical or technological 
innovator and/or even market maker. In other words, it is more important to be in 
control of the networks than to produce the goods themselves: Hong Kong has been 
transformed in the same way as London, where the city is functioning separately from 
manufacturing activities (Amin and Thrift, i992). The territory was able to create com
parative advantages based on: the establishment of networks and flexible production, 
as well as competitive advantages, particularly in the service industries. The question 
now is how to maintain and extend these advantages-and the "entrepreneurial city" 
could be a way to achieve this goal. 

Finally, the example of Hong Kong shows the changing nature of entrepreneurship 
in relation to the social and economic evolution of the territory and its environment. 
Its economic organization has been highly flexible over the last 50 years, and its brand 
of entrepreneurship has undergone many changes. While the beginning of the period 
was marked by a refugee mentality, it has gradually evolved to encompass a specific 
identity and become an "entrepreneurial city" with a brand name and logo. Flexible 
production was also transformed through the delocalization of enterprises in China, 
·and Hong Kong has become a node of global networks. 

Conclusion 

The role o( entrepreneurship in economic growth is not easy to capture. One of the 
major reasons for this is that there is no definitive or even reliable measure of entrepre
neurship. Besides, while entrepreneurship has an important role to play in economic 
growth, it is not the only factor that promotes growth, and it is even possible to spot a 
situation in which growth occurs without dynamic entrepreneurship. Despite its en
trepreneurial tradition, Hong Kong might have been getting close to this situation over 
the last few y~ars. 

The second reason is that entrepreneurship can only occur in imperfect markets 
and with imperfect information. This theoretical point somewhat contradicts common 
sense, while on the other hand, too much imperfection also leads to increased risks 
and uncertainties and has a negative impact on entrepreneurship-and growth. This 
article does not offer a definitive answer to this question, and it is suggested that more 
empirical evidence should be provided for this intriguing issue. In the case of Hong 
Kong, it has been shown how the collection and the dispatching of information have 
had a major impact on networks and the establishment of a flexible production model. 
During the first phases of Hong Kong's growth, these functions were combined, and 
together, led to the creation of new markets. 
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As such, entrepreneurs were able to create competitive advantages, which must be 
maintained and modified. In relation to growth, the role and function of entrepreneurs 
take on different forms over time, which depends on the institutional context (at the 
local, regional, and international levels). Therefore, the visionary, the Schumpeterian 
Hero, is only one form of entrepreneurship among many arising. This has obvious 
policymaking implications. The question here is not to recognize that entrepreneurship 
and SMEs are important for growth, whether or not they are related to a non-inter
ventionist economic ideology. On the contrary, the question is more qualitative: What 
kind of entrepreneurship is needed for the healthy development (rather than growth) 
of any given economy? Governments can also take steps to ensure that managers and 
entrepreneurs can access the right level of information. In this sense, the creation of 
organizations, such as the Trade Development Council in Hong Kong or the JETRO 
in Japan, has proven efficient, despite very different institutional and economic condi
tions. Such organizations are part of the efforts to promote an "entrepreneurial city" (or 
an "entrepreneurial state"). It has not been proveh, however, that that kind of organi
zation or the promotion of Hong Kong as a brand will be enough to ensure the future 
growth of the territory, but, at least it will ensure its visibility overseas and will. help 
entrepreneurs operate in a more stable environment; nominally non-interventionist 
Hong Kong has become highly interventionist in the way it influences networks. 
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Entrepreneurship and Philippine Development 

Eric Vincent Batalla 

ABSTRACT Assessments of Philippine development performance raise questions about 
the quantity and quality of Filipino entrepreneurship. Despite the early attempt at indus
trialization, industrial entrepreneurship has failed to flourish in the country. Is industrial 
entrepreneurship constrained more by cultural limitations than by political and economic 
factors? This paper provides a brief historical survey of Philippine entrepreneurship and 
development. It argues that Philippine industrial entrepreneurship did not take off because of 
a combination of external constraints and internal motivations. 

RESUME Les evaluations de la performance des Philippines en matiere de developpement 
soulevent des questions sur !es entrepreneurs philippins tant par rapport a la quantite qu'a 
la qualite de ces derniers. Malgre _leurs premieres tentatives d'industrialisation, !es entrepre
neurs n'ont pas reussi a prosperer dans le pays. Cette restriction de l'entrepreneuriat industriel 
tient-elle davantage a des contraintes culturelles qu'a de!' facteurs politiques et economiques? 
L'article donne un bref aper~u de l'histoire de l'entrepreneuriat et du developpement dans !es 
Philippines. II soutient que l'entrepreneuriat industriel philippin a ete incapable de connaitre 
un essor a cause d'une combinaison de contraintes externes efde motivations internes. 

Introduction 

The decades-long lagging economic performance in the Philippines raises questions 
about entrepreneurship. More than fifty years ago, Hirschman (1958) pointed out that 
developing economies suffered from a shortage of entrepreneurs. This was one of the 
main reasons that he proposed an industrialization strategy focused on a few sectors 
rather than all sectors at once. Recent assessments and commentaries on developing 
country economic performance have also produced questio~s regarding the quality of 
entrepreneurs, particularly differences in national cultures. For instance, in the Philip
pines, business tycoon John Gokongwei observed that local entrepreneurs lacked dar· 
ing compared with their counterparts from Malaysia and Thailand (Philippine Daily 
Inquirer, 2006). This paper examines the quantity and quality of entrepreneurship in 
the Philippine historical context. 
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The term entrepreneur is usually understood in at least two senses. One is that of a . 
business undertaker and the other that of a business leader. Instead of rejecting one or 
the other, it is useful to see these characterizations as extreme categories in a range of 
entrepreneurs. The notion of the entrepreneur as simply one who forms and manages 
a business is apparent in government programs that attempt to develop small-scale 
industries. In the Philippines, many entrepreneurial development-training· programs 
rest on such assumptions. But even without the presence of government support, the 
statistics for the past fifty years or so on the number of business establishments formed 
every year would generally show an increasing trend .. This does not suggest scarcity. 

On the other hand, the accomplished business leader usually applies innovation, 
superior judgment, and organizational talent in 1) creating new products and new 
markets; 2) introducing new processes and organizational mechanisms; and 3) secur
ing resources such as technology and information in order to gain distinct, sustain
able, competitive advantages. The latter is what Leibenstein (1968) calls the new-type 
("N-type") of entrepreneur. This type of entrepreneur is probably the one Hirschman 
·(1958) thought was lacking in economically backward countries. Decades later, East 
Asia witnessed several N~type entrepreneurs responsible for business organizations 
whose power and influence extended outside national borders. These were founders 
and executives of such companies as Toyota, Matsushita, Toshiba, Acer, Samsung, and 
Hyundai. 

In the Philippines, a few N-entrepreneurs led the local business scene and made 
successful forays abroad. They were mostly in food processing, property development, 
and trade' (including shopping malls). In 2005, the top 50 Philippine corporations in 
terms of sales could be broken down into 22 private domestic firms, 23 foreign firms, 
ands government-owned and/or controlled corporations (BizNews Asia 2007). Of the 
private domestic firms, 60 percent originated from the finance, trade, food and bever
age industries (see Table 1). These business empires emerged from_ trade and agro-based 
industries and used banking and insurance for further expansion and diversification. 
In time, they were able to branch out or diversify operations abroad. The 22 companies 
could be identified with 11 families and individuals, mostly Filipinos of Chinese ethnic 
background! 

i. The 11 families and individuals were the Zobel family (Ayala), the Lopez clan, Lucio Tan, Henry 
Sy, John Gokongwei, Alfonso Yuchengco, Eduardo Cojuangco Jr., Jose Yao Campos (Unilab Group 
of Companies), George Ty (Metrobank), Mariano Que (Mercury Drug), and Tony Tan-Caktiong 
(Jollibee). 
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Table 1. Industrial Origins ofTop 22 Privately Owned and Managed Filipino Firms, 2005 

INDUSTRIAL CLASSIFICATION NUMBER % DISTRIBUTION 

Banking, Insurance, and Finance 6 27% 

Trade 4 18% 

Food and Beverage 4 18% 

Transport 5% 

Real Estate 1 5% 

Electricity, Power, Oil 2 9% 

Tobacco 1 5% 

Telecommunications 2 9% 

Mass Media 1 5% 

Total 22 100% 

Source: BizNews Asia 2007. 

The character of the top 50 Philippine corporations suggests the lack ofN-type Fili
pino entrepreneurs in industrial manufacturing. This gap has been selectively filled by 
·foreign companies that responded to government inducements starting in the mid-
197os. Despite the existence of industrial latecomer advantages of developing countries 
(Gerschenkron 1962), the question is why there is a lack of N-type Filipino industrial 
entrepreneurs. 

Based on Leibenstein (1968): one might consider the demand and supply sides. The 
demand side consists of the potential opportunities for gap-filling and input-comple
tion. These opportunities derive from the knowledge of production possibilities versus 
techniques currently in use. Thus, in catching up with advanced nations, there is a · 
great demand for entrepreneurs in developing countries ~o p~ovide the inputs and fil~ 
the gaps in the process of economic modernization. The supply side involves individu
als and firms with input-completing and gap-filling capacities, their motivations, and 
constraints. If one considers Leibenstein (1968), the problem earlier posed relates to the 
supply-side of ent'repreneurship. ,, 

There are two dominant views in this regard. The first deals with the personal quali
ties of entrepreneurs and the cultural aspects of entrepreneurship. Here individual in
clinations for-achievement interact with larger social and cultural environments. Based 
on this view, a lack ofN-type entrepreneur in a particular society could be explained 
by population characteristics, such as the lack of achievement motivation and excessive 
leisure seeking. This view may offer insight for public policy, particularly on training 
and education. However, there-is a da.nget of producing static typecasts of certain eth
nic groups and nationalities as naturally possessing or lacking entrepreneurial quali
ties. What those qualities are, exactly, has not been clearly established in the literature. 
Casson (2003) has· argued that it is difficult to predict entrepreneurial qualities such 
as imagination and foresight. This suggests a larger environment for -~ntrepreneurial 
development. 

The second dominant view sees entrepreneurship as primarily the product of re
sources as well as opportunities and constraints in society. Baumol (1990; 1996) observes 
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that the supply of entrepreneurs tends to be uneven in time and plac~. While accepting 
that culture matters in stirring entrepreneurship, he argued that entrepreneurial ener
gies could be directed in the main towards either rent-seeking or productive activities, 
depending on an economy's payoff structure. Similarly, Leibenstein (1968) stresses the 
importance of the firm's internal and external motivational states. Acrnrdingly, entre
preneurial motivations are based on i) the system of financial rewards for effort, ·2) th<:_ 
system of rewards and punishment for behaviours other than productive ones, and 3) 
the system of approval and disapproval that influences behaviour (Leibenstein 1968, 
175, 176). The institutionalist view suggests that national systems be designed to induce 
economic activities into productive entrepreneurship. 

This article examines the data on Philippine entrepreneurship and economic devel
opment. In Section I, it reviews the Philippine economic structure and performance 
since the 1950s. The discussion shows the country's transformation from a primary 
commodities exporter to a labour- exporting, service-oriented economy. Section II 
provides a historical review of the emergence of Philippine business leaders out of 
policy regime changes. It proposes that despite the presence and potentials of such 
leaders, an unfavourable environment generally constrains the unleashing of energies 
toward industrial entrepreneurship. Section III delves into certain external and internal 
constraints to industrial entrepreneurship. 

I. Philippine Economic Structure and Performance since 
the 1950s 

In the 1950s, the Philippine economy was considered strong relative to neighbouring 
economies (e.g. Krinks 2002). The government induced the development of manufac
turing ip.dustries, particularly consumer goods. During the decade, Philippine perfor
mance was regarded as next to that of Japan, In 1953, per capita income was US$207 as 
compared to Japan's US$322 (based on 1960 prices). Yet the weaknesses of the Philip
pine economy unravelled in the course of time. In a span of 13 years, the average Phil
ippine gross domestic product (GDP) per capita grew by only 1.7 percent per year as 
compared to Japan's 8.4 percent. The Philippine GDP grew by an average of 5.3 percent 
per.year versus Japan's 9.5 percent (Table 2). 
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Table 2. GDP and per capita GDP, Japan and the Philippines, 1953-66 

YEAR AVERAGE ANNUAL GROWTH RATE 
(IN PERCENT) 

COUNTRY/INDICATOR 1953 1960 1966 1953-60 1960-66 1953-66 

JAPAN 

Gross Domestic Product (million 
27,935 51,824 90,822 9.2 9.8 9.5 US$, in constant 1960 prices) 

GDP Per Capita (US$) 322 556 919 8.1 8.7 8.4 

PHILIPPINES 

Gross Domestic Product (million 
4,394 6,209 8,621 5.1 5.6 5.3 US$ in constant 1960 prices) 

GDP Per Capita (US$) 207 226 258 1.2 2.2 1.7 

Source: IBRD/IDA (1969). 

The country's sluggish average long-term growth pattern would continue through to 
the early 21•1 century. From 1950 to 2004, annual Philippine GDP growth averaged 4.4 
percent while average per capita income growth remained at i.7 percent.' Consequently, 
the country had_ been left behind by more dynamic Asian economies, such as South 
Korea and Thailand, which were behind the Philippines in the 1950s. 

The historical patterns in the country's production, trade, and employment struc
tures are suggestive oflong-term economic performance. Historically, the Philippines 
was a major exporter of primary commodities, particularly sugar, hemp, coconut prod
ucts, lumber and wood products, and minerals. With economic restructuring in the 
mid-to-late 1970s, the contributions of food and resource-based goods to total exports 
declined significantly. By 2000, industrial manufactures accounted for more than 70 
percent of total exports (Table 3). This does not mean, however, that the Philippines 
had become an industrial country. On the contrary, the manufacturing sector has de-
clined since the 1980s. · ( 



346 BATALLA 

Table 3. Shares of Principal Exports of the Philippines (in percent), 1920-2005 

Commodity Group 1920 1935 1950 1965 1975 1985 2000 2005. 

Consumer Manufactures 5.2 5.4 7.0 17.0 7.5 6.3 
(garments, housewares, etc.) 

Food and Food Preparations 32.8 35.0 16.7 17.7 32.6 11.8 2.3 3.3 
(including sugar) 

Resource-Based Products 47.8 49.4 70.2 63.1 47.5 23.4 ·,2.6 3.0 
(coconut, timber, minerals, etc.) 

Industrial Manufactures 3.5 23.5 73.3 72.2 
(electronics, machinery) 

Total Share of Principal Exports 85.8 89.8 87.0 80.8 90.6 75.7 85.7 84.8 

Total Exports 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 

Sources: Annual Report of the Insular Collector of Customs (1928; 1938); Baldwin (1975), Lamberte et al. 
(1989), National Statistics Office, and the Bureau ofTrade Promotion. 

Table 4 shows that between 1965 and 2003, the concentration of gross value added 
and employment shifted from the primary sector to the services sector. The share of 
the manufacturing sector to GDP peaked in 1980 before declining to 23 percent in the 
mid-199os. The impact of a weak manufacturing sector performance i;:ould be seen in 

· its ability to absorb excess labour. In 2004, employment averaged 31.6 million against 
a labour force of 35.86 million. Manufacturing only accounted for around 10 percent 
of total employed labour. In contrast, the tertiary or services sector accounted for 47 
percent of total employment. 

TABlE 4. PRODUCTION AND EMPLOYMENT STRUCTURE OF THE PHILIPPINE ECONOMY, BY SECTOR, 1965-2003 

PRIMARY SECTOR SECONDARY SECTOR MANUFACTURING TERTIARY SECTOR 

SECTORAL 
DISTRIBUTION "" "" "" "" 0 0 0 0 

0 0 0 0 
(IN PERCENT) N N N N .._ .._ .._ .._ 

"' 0 "' N "' 0 "' N "' 0 "' N "' 0 "' N 

'° co °' 0 '° co °' 0 '° co °' 0 '° co °' 0 

°' °' °' 0 °' °' 0\- 0 °' °' °' 0 °' °' °' 0 
N N N N 

Share of Gross 
Domestic 26 25 22 14 23· 39 32 32 20 26 23 23 46 36 46 53 
Product 

Share of Total 57 46 44 38 16 17 15 15 11 10 9 27 37 40 47 
Employment 

Note: 1) The primary sector includes agriculture, fisheries, and forestry. The secondary sector is the 
industri,al sector, which includes manufacturing, construction, utilities, etc. The tertiary sector is the 
services sector; 2) Employment figures are up to 2002 while those for GDP are up to 2003. 

Sources: World Bank Development Report, various issues; ILO Laborsta (http://laborsta.ilo.org/). 
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The decades-long transformation of lhe Philippines into a service economy and the 
stagnation of its manufacturing sector limit the expansion potentials for employment 
and GDP. 111is provides the setting for the massive exodus of PhiUppine labour in the 
closing decades of the 20th century. From 36,000 in i975, the number of documented 
deployed workers rose to close to a million people in 2004 (Figure i). This comprised 
about 3.2 percent of total domestic employment. Overseas Filipino rem ittances helped 
to relieve the fo reign exchange difficulties and low household incomes. In i975, worker 
reminances amounted to $103 million; they exceeded $12 billion starting in 2006. 
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Figure 1. Number of Deployed Workers and Amount of Remittances 

Source: National Statistics Office; Philippine Overseas Employment Agency; remittances for 2002- 2004 
from Bangko Sentral ng Pilipinas. 

The transformation of the PhiJippine economy into a labour-exporting, service 
economy goes against the classic economic development theory, which underscores 
the importance of the manufacturing sector in raising incomes and employment, both 
directly and indirectly. With China's emergence as the world's factory site, hopes of 
industrialization have further diminished. Like many Southeast Asian countries that 
p reviously relied on labour cost advantages, the Philippines has sustained extreme dif
ficulties in sustaining the manufacturing sector. In the midst of these difficulties, the 
government of Gloria Macapagal-Arroyo gave its policy bias for the service sector (e.g., 
call centers, labour export) to the detriment of domestic manufacturers. 
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II. The Emergence of Philippine Entrepreneurs in History 

Philippine economic history to date is characterized by a cycle of repressive and liberal 
economic policies .. Business leaders have emerged either in response to opportunities 
arising from changing policy environments or because of political favours by certain 
state leaders. 

A. The Colonial Era 

Weakened by the Spanish defeat in the Seven Years' War (1756-63), colonial authorities 
encouraged the development of Philippine agriculture and industry. Previously, the 
Spanish colonial government in Manila relied on revenues from the China-Acapulco 
trade,which had Manila as the transhipment point. It also depended on subsidies from 
the Mexican viceroy, which had administrative jurisdiction over it. 

The so-called China-Acapulco galleon trade was significant to national formation. 
Legarda (1999, 49-50) maintained that the country was fortunate because the trade's 
profitability prevented the "horrors of the plantation system" and the abuses of the 
early encomenderos (holders of royal land grants called encomienda). However, he also 
noted that the galleon trade was severely criticized for "the formation of an indolent, 
unimaginative, monopolistic, and numerically small merchant class; the failure to real
ize Manila's full potential as an entrepot; the tolerance or encouragement of widespread 
official corruption and evasion of the law; and the neglect of the country's agricultural 
and industrial development" (Legarda 1999, 49). 

The encouragement of agricultural and industrial development in the 1770s met 
limited success. The colonial government sorely needed revenues, which led to the 
establishment of monopolies, including one on tobacco in q82. The tobacco monop
oly survived for a century because of rising domestic consumption. But it was only in 
the late 19th century that the country began exporting tobacco (Legarda 1999; de Jesus 
1980 ). Following the end of the galleon trade (1815) and Mexican independence (1820 ), 
the Spanish authorities opened Philippine ports to foreign trade. This signalled the 
beginning of free trade in the colony. Foreign merchant houses increased in number 
with the effect of stimulating specialized agiicultural exports (by specialized regional 
producers) and bringing in products, such as looms, which competed with domestic 
industry (Larkin 1992; de Jesus 1980; Legarda 1999; de la Costa 1967). Consequently, 
sugar and tobacco emerged as important export crops. 

The development of agriculture from the 18th century led to the accumulation of pri
vate landholdings. By the late 19th century, large landholdings were being concentrated 
in the hands of a few families and organizations. Landlords were usually members of 
the native principalia, Chinese mestizos, Church orders, Spanish citizens, and govern
ment officials. Agricultural development also meant engaging the broad segment of the 
native population in agriculture. Thus a commercial economy developed that not only 
benefited landlords but also financiers, retailers, merchants, artisans and other.kinds 
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of service providers. Their activities during this growth period broadened the middle 
class, which was instrumental to the revolutionary war for Philippine independence 
late in the 19th century. The German scientist, Feodor Jagor (1917)provides a first-hand 
account of mid-19th-century Philippines: According to him, agriculture thrived in sev
eral provinces and, along with it, local crafts, commerce, and trade. In Bicol province, 
he reported that almost all traders were Chinese. However, he noticed Tagalog women 
traders buying gold and imported stuffs, and other wares in Bicol. There were also fi
nanciers and J agor additionally reported that some mestizos were able to acquire pieces 
of land through mortgages and foreclosures. 

From the 1830s to the 1970s, specialized primary commodities became the country's 
comparative advantage. After the galleon trade, the mercantilist policy adopted by the 
Spanish government also encouraged the formation of modern industries. Among the 

_ prominent entrepreneurs who responded to the opportunities of the 19th century were 
the Roxases and the Barrettos. Domingo Roxas was the patriarch from whom the elite 
families of Zobel-Ayala, Roxa~, and Soriano traced their roots. The early Roxas busi
ness empire included gu-npowder manufacture, iron foundry, textile milling, liquor 
distillery, and agriculture.2 Enrique Barretto was known for having founded San Miguel 
Brewery, which was later controlled by Pedro Roxas. -The Roxas shares in San Miguel 
were later bequeathed to his nephew Andres Soriano, one of the greatest, if not the 
greatest, Philippine entrepreneurs of the 20th century. According to Legarda (1999), the 
original Barretto who came to the Philippines from Macau in the late 18th ,century was 
of Portuguese and Indian descent. By the time Enrique Barretto founded San Miguel 
Brewery in 1890, the family was considered one of the main domestic Filipino entre
preneurial dynasties (229). 

The economy's basic orientation (trnde and agriculture) did not change under Amer
ican rule. The ostensible difference from the previous regime was that a significant 
portion of external trade was with the United States. 3 Under American rule, the pro-. 
duction of primary commodities increasingly became specialized and ~dapted for ex
port to the American market.4 Sugar, coconut products, abaca (hemp), tobacco, wood 
and wood products, as well as metals dominated Philippine exports. From 1937-1940, 
these commodities collectively accounted for 89.8 percent of the total value of exports 
(Golay 1961, 45). Of these, sugar became the most important. For decades even after 

2. See Quirino (1979, 1547-63). Also see relevant sections in Lachica (1985). 
3. Based on Benitez (1954, 356-57), in 1938, the United States accounted for 77.24 percent of· 

total exports; Japan, 6.49 percent; United Kingdom, 2.61 percent; the Netherlands, 2.2 percent; other 
European countries 4.01 percent; and others 7.45 percent. On the other hand, Philippine imports in 
the same year came from the United States, which shared 68.14 percent of total value; Japan, 9.58 per
cent; U.K. and the British colonies, 6.85 percent; Netherlands and the Dutch East Indies, 4.4 percent; 
Germany, 3.13 percent; China, 2.32 percent; and others 5.58 percent. 

4. For instance, the muscovado (brown) sugar mills during the Spanish period were replaced 
by centrifugal mills/centrals that produced white sugar (Ofreneo 1980/1987, 16). Also, Virginia leaf 
tobacco was cultivated instead of native tobacco (Fisher 1964, 715). 
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independence, American free trade policy had preserved and nurtured the country's 
sugar barons, whose economic power influenced the conduct of national politics.5 

Adding to the economy's potential for long-term growth was the introduction of a 
public school system patterned after the American system. 6 But what really contrib
uted to the growth in entrepreneurship during the American period was the liberal 
economic policy buttressed by increasing Filipino participation in government. The 
turning point for the emergence of Filipino family-controlled business groups during 
this period was in 1916. Two important events occurred during this year. The first was 
the passage of the Philippine Autonomy ~ct (or Jones Law), which signified increased 
participation by Filipinos in government. 7 The second was the creation of the Philip
pine National Bank (PNB). Following its establishment, PNB invested heavily in manu
facturing, with loans going chiefly to coconut oil milling and to establishing modern 
sugar centrals. 

In 1934, the United States Congress approved the Tydings-McDuffie Independence 
Act that promised Philippine independence on 4 July i946. In accordance with this act, 
a new. Philippine constitution was ratified in 1935 and a Commonwealth government 
was subsequently established. Members ofthe Philippine business elite held positioris 
in the new government, headed by President Manuel Quezon. 

People of various nationalities were able to set up modern businesses. Even if Amer
ican direct investments in the Philippines were substantial, the business environment 
was open to everybody. New members like Vicente Madrigal joined the domestic 
elite. Chinese businessmen also fortified themselves in trade, although by no means 
restricted themselves to this area of activity (Yoshiliara 1988). Filipino-Chinese busi
nessmen were also involved in banking and finance (e.g. Enrique Yuchengco and Dee 
C. Chuan) as well as manl!-facturing (e.g. Carlos Palanca and Lu Do). 

Inasmuch as a liberal economic policy was in force, however, the prospect of in
dustrial entrepreneurship among Filipinos during the American colonial period was 
discouraged by severe limitations in both resources and markets. Existing entrepre
neurs and aspirants to industry generally faced four major constraints, namely: 1) 
poor national physical infrastructure; 2) the attractiveness of export agriculture; 3) 
the pervasiveness of foreign participation in the economy; and 4) the short supply of 
managerial and technical talent. In the United States, Chandler (1977) pointed out 
that advances in transportation and communications as well as mass production and 
mass distribution conditioned the rise of modern industrial enterprise. In contrast, 

5. The Philippine sugar industry had a guaranteed market in the United States that before 1935 
reached more than a million tons at prices higher than the world market price (Golay et al. 1961, 
25-26; Larkin 1993, 202-3). 

6. Another substantial contribution of the American colonial administration was the introduc
tion of a public educational system. The colonial administration also exercised a liberal policy towards 
private schools. The country's educational institutions were training grounds for private entrepre
neurs and employees. 

7. The law promised Philippine independence· as soon as a stable government could be estab
lished. A few months after the law was passed, a new Philippine legislature was established with the 
power to reorganize the executive departments. Filipinos constituted the.majority of the cabinet, 
which was the advisory board to the American governor-general (Benitez 1954, 316). 
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the initially poor state of physical infrastructure as well as transportation and com
munication in the Philippines discouraged effective economic and social.integration 
among the various ethnic groups of the islands. Such conditions particularly discour
aged many}ocal business people from entering new fields requiring operations on a 
national scale. Of the few Filipino companies that succeeded in the first half of the 
201h century, San Miguel was able to establish a national distribution network for 
its b_everage and ice cream products (Dannhaueser 1993, 91). This outstanding feat 
could be attributed to the extraordinary entrepreneurial traits of Andres Soriano, 
who headed the company until his death in 1963. 

Business expansion was also hampered by the lack of qualified people who could staff 
local (provincial and regional) branches and offices. Such human resource problems 
reflected a problem in education and exposure. In 1948, only 2 percent of the total 
population of 19.2 million had been to college. Carroll's (1970) survey of manufactur
ing entrepreneurs in 1960 also showed that only 48 percent of their fathers reached or 
graduated from college, professional, and v~cational schools. Furthermore, Filipino 
business exposure particularly in a large, modern enterprise setup (with several organ-· 
izational divisions and departments) was limited. Only a few ethnic Chinese, Spanish, 
mestizos, and native members of the elite had the privilege of working in such modern 
enterprises as .those of European and American merchant houses or trading compan
ies:8 For the rest, their business exposure came from household-based enterprises. · 

B. Free Trade and Protectionism during the Independence Period 

The early postcolonial period saw free trade and protectionism contending. Following 
independence in 1946; the Philippines signed an agreement with the United States, 
known as the Philippine Trade Act (or Bell Trade Act) which guaranteed free trade 
between the two countries. One of the biggest local beneficiaries of the free trade agree
ment was the sugar industry. The agreement virtually gave an assured market for Phil
ippine sugar despite inefficiencies in its production, as reflected in its cost vis-a-vis 
those of other sugar producing countries (Larkin 1993). The signing of the trade agree- · 
ment was nevertheless predicated on the granting of parity rights to American citizens, 
including the right to exploit and develop natural resources and engage in business as 

8. Examples include the Elizaldes, Vicente Madrigal, Antonio Roxas-Chua, Jose Campos-Yao, 
and Ayala's Joseph McMicking who were among such privileged individuals who later successfully, 
created or transformed their business empires. The Eiizaldes worked for Ynchausti & Co.; Vicente 
Madrigal for Macondray & Co.; Joseph McMicking for Pacific Commercial Company. Jose Campos 
Yao, whose flagship was United Laboratories, worked first as a drug salesman. Antonio Roxas-Chua 
arrived from China in i922. He received his university education while working. In i935, he became 
general manager of a Chinese wholesale sugar trade outfit. After World War II, he established his 
own sugar export business and from there founded the third Chinese bank, Pacific Banking Corp. 
He diversified to other companies but his businesses "wound up" near the time of his death in the 
mid-197os (Yoshihara i988). 



352 BATALLA 

would a Philippine national.9 The tariff schedules in the Philippine Trade Aci were later 
modified in 1955 by virtue of the Laurel-Langley Agreement, which expired in 1974· 

The Bell Trade Act engendered a strong economic nationalist movement, on the 
grounds that Filipinos did not control the national economy. The movement spawned 
protectionist and anti-alien economic policies, such as prolonged import substitution 
and retail trade nationalization. For a time, such policies worked to broaden business 
opportunities for Filipinos. Import substitution gave Filipino businessmen the chance 
to diversify into manufacturing by acquiring foreign licenses or by ease of entry because 
of diminished competition. 

Retail trade nationalization was a policy that gave Philippine nationals the exclusive 
right to engage in retail trade. It was aimed at eliminating the strong alien presence, 
particularly Chinese, in trade and commerce. The policy resulted in the naturalization 
of many Chinese and in the shift or diversification of many Chinese from trading to 
manufacturing and other businesses. 

The case ofJohn Gokongwei, a Filipino-Chinese whose family controls JG Summit 
Holdings, exemplifies the successful shift from trade to manufacturing. JG Summit 
maintains a broad business portfolio consisting of manufacturing (food, chemicals, 
textiles), real estate and property development, banking, retail, telecommunications, 
air transport, and publishing companies. Gokongwei came from a wealthy Cebu-based 
business family that previously ~wned a chain-of movie theatres. But luck ran out for 
the family when his father died. Orphaned at the age of 13 years, Gokongwei assumed 
the role of breadwinner and engaged in the buy-and-sell business through the 'Second 
World War._After the war, his trading business boomed with the importation of scarce 
necessities (flour, vegetables, and fruits) and surplus clothing from the United States. 
In the late 1950s, amidst import controls and nationalist sentiments against aliens in 
retail trade, Gokongwei ventured into cornstarch production. Unlike other local manu
facturers at that time, his entrepreneurial drive and talent led to him to business di
versification. From cornstarch, he went into branded food products. First, he produced 
instant coffee (Blend 45) for the masses. Then, he went to snack foods under the Jack 
and Jill brand. Manufacturing under Universal Robina Corporation became the base 
of the Gokongwei business empire.'0 

The emergence of a Filipino manufacturing elite in the 1950s stimulated the banking 
and financial industry. The banks, both government and private, were used frequently 
for diversification to other industries. S~veral Filipino-owned, private commercial 
banks sprung in the 1950s and 196os. According to Lamberte (1989), manufacturers 
diversified into banking and bankers to manufacturing, besides loans to manufactur
ers. Of the 27 domestic commercial banks in 1980, 20 were established during these 
two decades. A frequent practice among these banks was lending to directors, officers, 
stockholders, and related interests (DOSRI), which as Lamberte (1989, 10) pointed out 

9. The release of American aid rehabilitation and war damage payments was also tied to the sign
ing of the treaty (Jenkins 1954, 49). 

10. See Footnote 1 and Business World (1994) which provides biographies of certain Philippine 
tycoons, including that of Gokongwei. 



ENTREPRENEURSHIP AND PHILIPPINE DEVELOPMENT 353 

was "the main channel in diverting bank funds to affiliated companies." The owners or 
controlling groups of the private commercial banks came from the landed, manufactur
ing, and financial elite. Thus, the financing of private enterprise was limited in its reach 
and often prioritized to the needs of particular busine~s networks. 

At the same time, Philippine colleges and universities were producing a larger supply 
of technical and managerial skills than what domestic industry could absorb. Private 
universities, for instance, suddenly experienced a large volume of enrolments. Many of 

· the graduates went straight to local firms, government, or out of the country.11 Improve
ments in the educational system supported the expansion of Filipino enterprise. This 
led Bennett (1971, 103) to observe that as the i95os was the decade of the Filipino entre
preneur, the i96os was the decade of the Filipino manager. He further observed that 
many organizational changes occurred after the i96os, including "the shift away from 
the predominance of the entrepreneur to the increasing importance of the manager." In 
the i95os, there were not so many corporations to manage and those that existed were 
not large enough to acquire much managerial capacity. 

By the i96os, the import-substitution period entrepreneurs and their families were 
ready to join ranks with the prewar business leaders. In the backdrop of strong Filipino 
economic nationalism, many Americans in the country divested from their businesses, 
especially as the expiration of the Laurel-Langley treaty drew near (Golay 1968). Their 
withdrawal from the country served as diversification opportunities for Filipinos, espe
cially by family-controlled business groups. Among the notable acquisitions were those 
of the Manila Electric Company (MERALCO) by the Lopez family in i962 and the Phil
ippine Long Distance Co. (PLDT) by the Yuchengco and Cojuangco interests in i967. 

Thus, from the early postwar policies, Filipino entrepreneur~ were able to diversify 
from single-line businesses and to enjoy small but protected Philippine markets. The 
entrepreneurs and their families were usually moneyed or had special access to capital. 
In this sense, while business opportunities broadened for Filipinos, they were available 
mainly to a privileged few. 

C. Economic Restructuring and Cronyism during the 
Authoritarian Period 

By the time President Ferdinand Marcos imposed authoritarian rule in i972, the con
glomeration of many Filipino business firms was already on the upswing. President 
Marcos positioned the Philippines to move away from "alien-wresting" economic 
nationalism by instituting a policy that attracted more foreign investments into the 
country with cheap labour and natural resources as the country's main comparative ad
vantage. This coincided with the changes in the international economic order because 

l . 

11. See Bello, Lynch, and· Maki! (1969) for a discussion and survey of the brain drain problem in 
the.196os. 
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of the first oil price shock. Since foreign equity ownership of firms was limited for most 
, industries, Filipino-foreign joint ventures in the Philippines increased.12 

. The Marcos government also decided to promote the production of non-traditional 
export commodities following the expiration of the Laurel-Langley Agreement. Tre
mendous opportunities sprung up for agribusiness and industrial subcontracting (es
pecially garments and semiconductors) geared for export.13 Many local conglomerates 
entered agricultural export-oriented agribusinesses such as prawn-culture and banana 
production. Firms associated with Soriano, Zobel-Ayala, Araneta-Concepcion also ex
panded the domestic market for agribusiness products such as livestock and poultry. 

The Marcos administration further embarked on the development of energy, com
munication, and transportation. However questionable and improperly implemented 
the infrastructure projects were, the net result attracted many a conglomerate to ex
pand. They could now operate on a national scale. Henry Sy's Shoemart (SM) was 
transformed from a shoe retailer to a mass retailer through the establishment of depart
ment stores and shopping malls. Because of improved transportation, it was possible 
for SM to broaden its range of merchandise from an increasing supply of domestic 
producers. The creation of special export zones also stimulated real estate and service
oriented enterprises in certain growth areas such as Cebu, Baguio, Cavite, Bataan, and 
Laguna. Pioneered by government, more special economic zones were later established 
by the private sector, especially since the late i98os. 

Another important development was the increased outmigration of Filipino work
ers. This situation brought foreign exchange earnings for government and spending 
power for individual families in the lower socioeconomic strata. The entrepreneur
turned-politician Manuel Villar, for instance, relied on the overseas workers' market 
for his low-cost housing projects. 

Progress in infrastructure, transportation and communication, the supply of techni
cal and managerial skills, as well as the development of markets associated with foreign 
capital therefore created tremendous opportunities for entrepreneurship and diversifi
cation. The result of all these activities was the enlarging of domestic markets for several 
industries. The more prominent business leaders during the Marcos period were the 
so-called cronies-capitalists, or business associates of the late president. Cronies like 
Herminia Disini and Roberto Cuenca rapidly built business empires through special 
favours from the Marcos government (loans, market protecting legislation, govern
ment contracts, etc.).14 Almost as quickly, too, their companies fell into financial trouble 
due to overexpansion and large debt exposures. The Marcos governmenthad to bail 

12. Full ownership was granted for those participating in special export zones. The government 
policy on foreign ownership was further relaxed during the administrations of Corazon Aquino 
(1986-1992) and Fidel Ramos (1992-1998). See Aldaba (1994, 8) for a brief chronology of significant 
events in Philippine trade and investment policy up to the election of Fidel Ramos. 

13. Agribusiness exports, international subcontracting, and manufactured exports from special 
economic zones were actually the cornerstones ofMarcos's "export-oriented industrialization" (EOI) 
policy. 

14. Yoshihara (1988) provides brief descriptions of crony capitalists during the Marcos era. See ' 
also Timberman (1991). 
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them out in the early i98os but the rescue attempt raised the regime's vulnerab~lity. 
After a serious political and economic crisis that struck in i983, Marcos was ousted in 
February i986. 

Despite economic reforms instituted by the Marcos government, government re
pression of business activity was felt particularly during the first half of the i98os. Gov
ernment monopolies and corporations proliferated that tended to crowd out private 
industry. Moreover, business people close to the government were accused of unfair 
competitive practices and of cornering certain industries.'5 

D. Economic Liberalization during the Post-Marcos Period 

Under the Aquino and Ramos administrations, democratic space expanded and the 
economy opened further. Consequently, many businesses broadened in scope and 
scale. Improvements in the entry of foreign investments as well as in trade policy.stim
ulated the growth of domestic markets, providing employment and boosting local en- · 
trepreneurship. Many business families, such as the Zobels and Yuchengco, extended 
their reach to several industries through partnerships with foreign firms. Other con
glomerates, such as those controlled by John Gokongwei, Henry Sy, Lucio Tan, Andrew 
Gotianun, Manuel Villar, and George Ty positioned themselves in various industries, 
such as mass retailing, textiles and garments, electronics, chemical products, food and 
beverage manufacturing, real estate development, financial and other services. 

In the mid-199os, special editions issued by the periodical Business World featured 
the country's top business leaders. These issues revealed biographical profiles of ty
coons belonging to different ethnic, socioeconomic, and political backgrounds.'6 The 
Ayala, Soriano, and Elizalde families were of Spanish origin; John Gokongwei, Henry 
Sy, Lucio Tan, and Alfonso Yuchengco were ethnic Chinese; and the Villar, Enrile, 
Cojuangco, Lopez, and Concepcion families were mestizo groups. In contrast to fami
lies of old wealth (Ayala, Soriano, Yuchengco, Cojuangco, and Lopez), other business 
families were built from humbler origins (Gokong\vei, Sy, Tan, and Villar). The Lopez, 
Soriano, Cojuangco, and Tan business groups closely identified with certain political 
administrations in contrast to the non-partisa~ Gokongwei and Sy conglomerates·. 

Tobacco magnate Lucio Tan, reputedly the richest ofall after the Marcos administra
tion, managed to survive through two succeeding presidential administrations, demon
strating his superb business and political manoeuvring skills. During the authoritarian 
years, Lucio Tan's challenge to San Miguel's beer monopoly was also considered high
risk initially. But unlike other previous challengers, his beer products (Asia Beer, Carls
berg) had managed to secure a share in the beer market. In post-Marcos regimes, Tan 
became a political target but he was able to resist government sequestration of his 
properties as well as prosecution.on charges of tax evasion. Later, Tan would add the 

15. See for instance Timberman (1991, 104). Also see Yoshihara (1988) and Ofreneo (1980/i987). 
16. See Business World special editions on Philippine tycoons and their children released in July 

19_94 and April 1995· 



356 BATALLA 

privatized Philippine National Bank and Philippine Airlines to his list of controlled 
companies and invested in prime properties abroad. 

The Zobel de Ayala group had transformed and widened the scope of its businesses, 
with heavy investments in telecommunications, water distribution, automotive assem
bly and distribution, transport infrastructure, computer~related technologies. Follow
ing the downfall of Marcos, the Lopez group resurrected and reasserted its supremacy 
as a media and energy conglomerate. It also immediately diversified to infrastructure 
and telecommunications (Bayantel). 

Gokongwei firms successfully diversified to publishing, air transport (Cebu Air), 
petrochemicals, retail and property development (Robinson's) as well as telecommu
nications (Sun) industries. In Southeast Asia and China, Gokongwei's presence could 
be felt from the variety of branded food products the firms produced such as sauces, 
snack food, and beverages. With Cebu Pacific and the food business, Gokongwei had 
become a regional player. 

The benefits of a liberal economic regime, albeit a severely criticized one, have not 
been confined to big and established businesses. Although big business firms, both 
foreign and domestic, have been highly visible in large-scale projects, members of the 
middle and lower classes were able to benefit from the freer economy buttressed by 
improvements in education and business exposure. An example is the case of Splash 
Corporation, the country's leading skin care products manufacturer. Starting out in 
i985 as a backyard business with a capitalization of PHP12,ooo (less than US$900), 
the company was founded by a married couple, Dr. Rolando and Dr. Rosalinda Hor
taleza, two struggling medical doctors who decided to produce cosmetic products. 
From packing acetone and cuticle removers, the Hortaleza couple saw opportunities 
for the manufacture of hairsprays, soap, lotions, and skin-whitening products, despite 
the strong presence of multinational companies like Unilever and Procter and Gamble. 
Splash Corporation became a multibillion-peso company and joined the top 3,000 cor
porations in the Philippines. It had started to establish' a global presence with a factory 
established in Indonesia and marketing units formed in various countries all over the 
world.17 · 

III. External Constraints and Internal Motivations 

The historical review above tends to reject the notion that the national economy is 
controlled bya few families. Wurfel (1979) cites Carl Lande who had compiled a list of 
57 established (mostly landed) families of wealth and another list of 24 new and devel
oping families (mostly in commerce and industry) in the late i95os. The data suggest 
a fair degree of accessibility of entry into industries even if wealthy families exercised 
considerable political influence. While powerful business interests might discourage 

i7. - See "Splash Corporation: Making waves in the global beauty and personal care industry," 
retrieved 10 December 2010 from <http://www.splash.eom.ph/N ewsAndEvents.aspx?ID=8>. 
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competition, entry into a particular industry was still possible. The Stonehill story is a 
case in point. In his biography of Harry Stonehill, a controversial American business
man in the Philippines after World War II, Lewis (Jleek Jr. (1989) relates an encounter 
with leading Philippine industrialist Andres Soriano. Soriano, who built a business 
empire under the flagship of San Miguel, heard about Stonehil_l's planned venture into 
glass manufacture. Soriano was in the bottling business himself and saw future diversi
fication in glass manufacturing. He therefore asked Stonehill "to confine his talents to 
other projects" ( Gleek 1989, 37 ). However, the latter refused and went ahead to organize 
Republic Glass Corporation, which became the country's leading glass producer. 

Section II also shows that the broadening of the Filipino business elite resulted from 
changes in national economic policy and orientation in the process of economic and 
social modern"ization. From a colonial economy dominated by foreign capital, a cycle 
ofliberal and restrictive business environments had stimulated the emergence oflocal 
entrepreneurs of various racial backgrounds .. However, as suggested by the rise of the 
Filipino-Chinese taipans (Henry Sy, John Gokongwei, and Lucio Tan) and entrepre
neurs like the Hortalezas of Splash Corporation, a liberal economic regime appeared 
to be better than a restrictive one in fostering entrepreneurship. 

In the past, Filipino entrepreneurs had learned that both management and political 
manoeuvring skills were essential for growth. For a long time, the two sources of busi
ness education were tradition and experience. Around the turn of the i9th century, a 
handful ofer,itrepreneurs enjoyed the privilege of gaining a college education and work 
experience in large companies. In the postwar period, more and more Filipino entre~ 
preneurs and managers became educated.18 Although· few of the early generations of 
Filipino entrepreneurs did not receive any formal college education, highly experienced 
and educated managers whom they hired supported their own business experience and 
skills. On the other hand, in spite of their college education, many Filipino managers 
had to work from the bottom, which implied that personal experience and company 
traditions complemented education.19 

More and more Filipinos learned from previous experience and international expo
sure as well as from advances in information technology and business management 
education. Since the mid-197os,. foreign travel, management education, mass media, 

18. Carroll's study (1970) of manufacturing entrepreneurs would provide some indicatiop. of the 
extent of their education. Carroll's 1960 data on Filipino manufacturing entrepreneurs showed that 
72 percent received some college education. Carroll's study was extended by Bennett (1971) who stud
ied Filipino manufacturing entrepreneurs and managers. Bennett compared his 1969 data for 200 
middle-level managers with Carroll's 1960 data for 92 entrepreneurs. One of the findings indicated 
that more managers (71 percent) were educated in technology, science, and engineering. The next 
largest group of managers (22 percent) had degrees in business administration, accounting, or eco
nomics. On the other hand, more entrepreneurs (42 percent) were trained in business administration, 
accounting, or economics. Otherwise, the formally educated entrepreneurs obtained their ·degrees 
in law (29 percent) as well as science, engineering, and technology (23 percent). Maki!, Reyes, and 
Koike's (1983) follow up of Carroll's and Bennett's studies based on 1982 sample data showed a similar 
pattern of increased education of entrepreneurs and managers. . 

19. Based on Bennett (1971), more than 68 percent of the college-educated ·managers started from 
the bottom. At first entry, they worked as salesmen, factory workers and foremen, and clerks. 
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and information technology have increasingly become accessible to inore Filipinos. 
These factors resulted in a mass exposure to modern production and management 
techniques, trends and lifestyles, and other pertinent information for enterprise devel
opment. From these historical trends, one may be led to locate the business energies 
near the tipping point of a knowledge and N-entrepreneurial explosion. However, there 
appear to be lingering structural obstructions this potential. 

A. External Constraints 

Typical of many developing country conditions, new iBvestment and business expan
sion in the Philippines has been constrained by considerations of financing, govern
ment regulation, and security. These problems reveal weaknesses of institutions of both. 
market and state and their effects on private sector .development. 

At the outset, the small number of formal financial intermediaries and their restric
tive policies limited support to lcing-term private sector financing. An economic report 
issued in the midc196os pointed out that private enterprises were suffering from prob
lems of "tightness in their working capital positions and an excessive superstructure 
of short-term debt in their capitalization" (CED 1966, 43). In terms of raising equity 
capital oflarge enterprises, it identified organization and education as major obstacles 
(CED 1966, 47-48). These problems included the ability to recognize and manage the 
risks associated with organizing and managing large, complex enterprises. 

Studies suggest that little had changed decades later. For instance, a survey on small 
and medium enterprises (SMEs) conducted by Salazar et al. (1986) revealed the fol
lowing: 
i. During the formative stage, entrepreneurs initially relied more on their own invest

ment complemented by borrowings from mostly relatives, friends, and informal 
sources. Access to short-term loans was relatively easier than long-term borrow
ings. Only about 10 percent of respondents resorted to bank borrowings during the 
formative stage (see Table 6). 

2. Due to limited finances, 30 percent of 230 respondents availed themselves of fiscal in
centives; 65 percent availed of financial assistance from informal and formal sources 

3. Entrepreneurs found that the process of availing of government fiscal incentives was 
costly and saddled by bureaucratic r~d tape. Accordingly, entrepreneurs incurred 
an average of P1,883 when they applied for government incentives. Although the 
registration fees were minimal, the expenses incurred for project study preparation 
raised the total expenses. 
The findings suggest that equity financing ofenterprises depended primarily on so

cial and family networks. The· findings also reveal difficulties continually imposed by 
government on private l;msiness. The World Bank's Doing Business in 20p5 provides 
clear indicators from which business transactions with government could be measured. 
In various aspects of doing business, transactions with government .were found to be 
costly, time-consuming, and inconvenient. For instance, it took n procedures, an av
erage of 50 days, and a cost of i9.5 percent of income per capita to start a business in 
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the Philippines as compared to 8 procedures, 33 days, and 6.7 percent of per capita 
income in Thailand, and 7 pro~edures, 8 days, and 1.2 percent of per capita income in 
Singapore. 

The inability of government to provide a more conducive setting for private sector 
governance and development has left small and medium enterprises (SMEs) virtually 
to themselves. Based on a 1993 special survey of manufacturing establishments, Tecson 
(2004, 69) noted that of the domestic firms, SMEs shared 64 percent of manufacturing 
output and 44 percent of manufactured exports. Of firms with foreign equity, SMEs 
accounted for 34 percent of output and 66 percent of m_anufactured exports. Tecson 
(2004) thus observed that export-oriented SMEs were generally successful in com
peting abroad. However, most SMEs suffered from several problems including lack, 
of credit, lack of business linkages, relatively high cost of doing business, and lack 
of requisite skills for global competitiveness. A recent survey study also showed that 
SME competitiveness drew less from government and private business associations.20 

Respondents continued to complain of red tape, costly training, and inadequate sup
port to manufacturing. Instead, they identified trade exposure as well as the quality of 
skilled human resources as keys to current competitiveness. Yet firm competitiveness 
had been continuously threatened by macroeconomic weaknesses and foreign compe
tition. In fact, many SMEs failed to participate in the surveys because of poor business 
performance. Either they could no longer be contacted or they had already closed shop. 
Respondents therefore represented survivors, either weak or strong, of a-highly vulner
able business environment of the early 2000s. Increased SME vulnerability came after 
China joined the World Trade Organization (WTO). 

B. Internal Motivations 

While superior entrepreneurs emerged in Philippine history, industrial entrepreneur
ship did not flourish. One reason lies in the powerful external constraints discussed _ 
above. These constraints tended to discourage new ventures and enterprise sustain
ability in manufacturing industries. Another reason relates to the internal motivations 
of entrepreneurs. The earlier literature would suggest that historically conditioned at
titudinal and psychological factors, perpetuated by public policy, affected the quality of 
entrepreneurship in the Philippines. 

Previous works_ have linked the protectionist regime to the low levels of manufac
turing productivity in the country (e.g. ILO 1974; Pauuw and Fei ig73). The reverse 
effect has been shown by Tecson (2000), in which economic liberalization episodes 
bore a positive impact on total factor productivity (TFP) in manufacturing industries 
and overall economic performance. Tecson (1996) has also argued that protection was 
an instrument that bred managerial slack because of the absence of competitive pres
sure. Accordi~gly, "managers operating in proteded environments are not forced to 

- -

20. This study was conducted by a research team from Hiroshima University, Mitsubishi 
Research Institute, and the La Salle Institute of Governance. 
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adopt best practice techniques and/or are engaged in rent-seeking activities that keep 
them from concentrating on more productive endeavors" (Tecson 1996, 4). She further 
added .that the lack of import competition tended to dampen the entrepreneurial drive 
to innovate and conduct R&D. 

Yet the link between trade policy and productivity levels is not always clear. As Os
hima (1987, 219-20) points out, "We are also led to look beyond protection [of domestic 
manufacturing industries] into the quality of entrepreneurship by the fact that in the 
service and non-manufacturing industries where protectionist policies did not apply, 
the growth of labour productivity was even more disappointing than in protected man-. 
ufacturing, with the lowest growth rates among all the East Asian and ASEAN coun
tries." Low productivity levels even in non-manufacturing industries lend support to 
claims about negative attitudes and beliefs toward technical change and new industries. 

The Philippines virtually rejected the idea of manufacturing personal computers and 
parts. In 1982.:..1983, a group of Filipinos had formed a company called Chico Comput
ers. It was probably the first Filipino attempt at cloning the personal computers, par
ticularly the Apple 2e. However, Chico was short-lived and quickly closed shop in the 
midst of a harsh business environment of the mid-198os. No other Philippine company 
ventured i.nto manufacturing personal computers (or parts), which was already by then 
an exciting and emerging industry. "Why reinvent the wheel?" businessmen and top 
e~ecutives asked in the face of proposals to venture into personal computer manu
facturing.21 In contrast, Singapore, Taiwan, and Michael Dell went ahead and became 
important players in the global personal computer industry. 

Why did many Filipino business leaders refuse to "reinvent the wheel"? One per
spective suggests that colonial rule has distorted the Filipino sense of nationalism. Con
sequently, Filipinos have developed a "colonial mentality" (Constantino 1966); they 
have also lacked a useful kind of nationalism (Fallows 1987; Sionil-Jose 2005). 

Constantino (1966) has pointed out that the colonial educational system led Filipinos 
to develop a latent inferiority complex and a general preference for foreign things. This 
system fostered certain economic attitudes that discouraged progress and industrial
ization. For instance, popular pictures of farm settings in the Philippines subtly but 
strongly left the impression that the economy must remain agricultural. According 
to Constantino (1966, 47), "It strengthens the belief that the Philippines is essential~y 
meant to be an agricultural country and we cannot and should not change that." Like
wise, through the educational system, he said that a "new type of American" was being 
produced, with Filipinos imbibing American values. They developed consumption hab
its based on the influx of imported American goods. Finally, the educational system 
reinforced in Filipino minds the superiority of other nations. "Our books extolled the 
Western Nations as peopled by superior beings because they were capable of manu
facturing things that we never thought we were capable of producing" (Constantino 
1966, 48). 

21. A top executive of a Philippine company said that when he proposed a manufac
turing business to his father, he also received the same reply, "Why reinvent the wheel?" 
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More than two decades later, other public intellectuals would echo this point (e.g. 
Fallows 1987; Sionil-Jose 2005). From his interviews, Fallows (1987) gathered that man
ufacturing 1-VaS considered as a potentiality for national development because of its 
inward-orientati?n and of the pervasive belief that Filipinos could not compete abroad. 
Likewise, Sionil-Jose partly blamed the failure of the country's industrialization efforts 
on inward-looking nationalism. "Under its guise," he says, "we protect inefficient in
dustries and monopolies" (Sionil-Jose 2005, 332). 

Another perspective on why business leaders refused to reinvent the wheel relates 
to excessive business conservatism and rent-seeking. Golay (1960; 1961) observed that 
Philippine business was conservative, referring to the risk aversion of wealthy families 
in the 1950s. He also saw obs~rved the political character of Philippine business. He 
wrote, "Filipino entrepreneurship is distinctively Filipino in its strong predilection to 
seek economic advantage through political i~stitutions and processes" (Golay 1961, 85). 

In this sense, the emergence of an entrepreneurial class in the consumer goods in
dustries during the 1950S was considered to be the product of the incentives arising 
from the protectionist regime. But the manufacturing sector failed to grow.because the 
wealthy families that dominated Philippine big business were generally conservative. 
Thus, even if Philippine industrialization started out early, serious resource misalloca
tions occurred that eventually undermined economic performance (Williamson 1969). 

The conservatism of many family businesses was manifested not only in business 
ventures but also in the way organizations were managed. Family corporate ownership 
in the Philippines affected management and organization,al innovation, which slowed 
down technological production and diffusion. This conformed to the observations of' 
North (1981, 169) who said that widespread technical change in the Westwas the result 
of organizational innovations. Modern management knowledge and business practices 
only came to be diffused much later in the Philippines. Even then, the diffusion of such 
knowledge and practices did not reach the broader section of the population engaged 
in business. 

Despite initial educational advantages, research and development (R&D) remained 
weak. Neither government nor the private sector invested heavily in R&D. Instead~ 
manufacturing companies favoured technical licensing agreements. Leff (1979) pointed 
out that many firms in developing countries found it more profitable to conclude tech
nical license agreements than to reinvent the wheel. The reason was that they did not 
have to spend on R&D research and development. This, Leff argued, turned out to be 
disadvantageous for developing countries in the end. Product development relied on 
earlier technological platforms. Thus, for developing countries like the Philippines, 
the technological black box grew-bigger and bigger and R&D became more and more 
expensive. Neither business nor government sector laid the strong foundations for 
scientific education, hence limiting the prospects of science-based entrepreneurial in
novation. 

In choosing between short-term profitability and long-term growth, the choice 
seemed to be frequ(:!ntly the former. Thus, the economic frontier slowly expanded. In 
relation, economic and political decisions were based on the quest for rents (Golay, 
1961; Corpuz 1965; Sicat 1972; Hutchcroft 1998). The rentier economy that developed 
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was characterized by the pervasive practice of granting artificial advantages to entrepre
neurs. Likewise, rather than production-oriented businesses, the economy was domi
nated by rent-oriented industries (e.g. trade, finance, real estate, transport, and other 
utility industries). 

Conclusion 

One might offer the argument that the ascendance of the service economy in the 
Philippines reflected a pervasive rentier mentality and that this mindset provided the 
foundation for the rent-seeking society. However, given the systemic nature of the rent
seeking problem, it is perhaps difficult to ascertain whether such a mindset is the root 
cause. What might be argued instead is that a rentier mentality has become pervasive 
in the country and that public policy tends to reinforce its pervasiveness. The recent. 
development of the public transportation system is illustrative. 

Public transportation is an industry dominated by the private sector based on a sys
tem of rents. Despite rapid urbanization and population growth, the government has 
been unable to provide an adequate mass transit system to address the transportation 
needs of the public. In the mid-199os, in view of a serious shortage in public transpor
tation, the government further opened the doors for private sector actors to invest in 
various types of public transportation. In both urban and rural areas, privately owned 
buses, jeepneys, taxicabs, motorized three-wheel vehicles (tricycles), and pedaled.three
wheel vehicles (pedicabs) became the main means of mass transportation. Poorly 
regulated, public transportation became a highly competitive business with transport 
workers competing for passengers. Workers were compensated based on 1) a daily rent 
(called "boundary" for taxicab and tricycle drivers) or 2) revenue~based commissions 
(in the case of drivers and conductors of large buses).22 The resulting proliferation of 
public transportation vehicles in urban areas worsened traffic congestion and air pol
lution, which the government found extremely difficult to address. Later reform ini
tiatives have been resisted by transport companies and associations that had become 
powerful interest groups. 

Baumol (1996) points out that if efficient institutions are absent, there is a natural 
tendency for entrepreneurs toward rent-seeking and business ma·nipulation. Accord
ingly, "productive contribution is the hard way to obtain the market's rewards. And 
so entrepreneurs are driven constantly to seek alternative paths to their goal" (Bau
mol 1996, 59-60). This "natural" tendency to take the easy way has not been effec-

' tively controlled. For decades since independence, the economy has been dominated 
by rent-seeking, graft.and corrupti~n, and other counterproductive activities (Corpuz 
1965; McCoy 1994; Hutchcroft 1998). Fundamental problems of governance in the po-

22. Poorly regulated, profit-maximizing behaviour in a public service industry may have negative 
social and environmental consequences as iliustrated in the private-sector dominated public trans
portation industry in Metro Manila (Batalla 2005). 
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litical and economic sphere might be considered as the main culprit in the co~ntry's 
poor record of entrepreneurship and development. They have imposed overwhelming 
constraints on manufacturing, which have made other industries and economic ac
tivities more attractive. But the argument can also be forwarded that despite lingering 
governance problems, superior entrepreneurs have emerged at various points in the 
country's economic history~Some of these entrepreneurs? like John Gokongwei and 
the Hortaleza couple, were in the government-neglected manufacturing sector. These 
may be considered exceptional cases indeed. 

Most entrepreneurs would probably have mindsets· that prevent them from engag
ing in productive enterprise, which to paraphrase Baumol, is the hard way. The lack 
of motivation toward manufacturing may stem from a ~ense of inferiority or. from 
excessive business conservatism. However, such mindsets cannot be isolated from the 
larger political and economic environment that continues to reinforce a more attractive 
pay-off structure in activities other than manufacturing. 
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Imagining and Consuming Cultures: Nostalgia 
and Domestic Tourism Development in Taiwan 

Selina Ching Chan 

ABSTRACT This paper looks at the Jenju community at Ilan in Taiwan to examine how 
community cultures are invented for the purpose of identity building and domestic tourism 
development. These community cultures are constructed by the efforts of several parties, 
including government officers at the Council for Cultur.al Affairs, the County Cultural Council, 
intellectuals, business people, cultural workers, and residents. The representative objects of the 
local community are reworked and portrayed as art and.commodities for commemoration and 
for sale: I examine the process involved in creating a nostalgic past and building a community 
niche for tourism development. 

RESUME L'article traite de la communaute jenjue de Yilan, a Taiwan, afin d'examiner com
ment des cultures communautaires sont inventees pour batir une identite et developper le 
tourisme national. Ces cultures sont construites grace aux efforts de plusieurs acteurs, dont les 
responsables gouvernementaux du Conseil des affaires culturelles, le.Conseil culture! de dis
trict, des intellectuels, des gens d'affaires, des travailleurs culturels et des residants. Les objets 
representatifs de la communaute locale sont retravailles, puis offerts en tant qu'reuvres d'art 
et marchandises a des fins de commemoration et de vente. J'etudie le processus par lequel les 
acteurs creent un passe nostalgique et etablissent une niche communa~taire pour le develop
pement touristique. 

This paper examines the development of domestic tourism in rural Taiwan by analyz-. 
ing how community cultures and heritage have been invented for tourist consumption. 
Community heritage is represented by a history associated with people, events, and 
places and is "processed through mythology, ideology, nationalism, local pride, roman
tic ideas or just plain marketing, into a commodity" (Schouten 1995, 21; Herbert 1995, 

9 ). In this paper, I examine how community cultures and heritage in Taiwan have been 
created for tourism and nation building by analyzing the joint efforts of the govern
ment, the local residents, entrepreneurs, and community associations. 

The paper argues that Taiwan's community heritage has been developed for do
mestic tourism as a response to the political and economic transformation there, and 
in particular in response to the independence movement and its entry into the World 
Trade Organization (WTO). Through changing its cultural policies and political ori-
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entation, the Taiwanese government has created a public interest in narrating Taiwan's 
culture rather than merely remembering "Chinese culture." This is in sharp contrast to 
the period from 1949 to the 1980s when the Kuomintang (KMT) government promoted 
Chinese culture and tradition as nationalism (Chun 1994; Chu and Lin 2001; Edmonds 
2001; Harrell and Huang 1994).1 Moreover, local elites, intellectuals, entrepreneurs, and 
residents are now encouraged to work together to build community cultures for their 
own local areas. A diverse Taiwanese culture is now imagined, created, and recognized 
by Taiwanese of different backgrounds through the dynamics and interplay of eco
nomic, political, and social forces. It has also been noted that this new process of creat-

. ing cultures contributes to the making of Taiwanese nationalism (Lu 2002). 
Meanwhile, Taiwan's entry into WTO in 2000 has created difficulties for local ag

riculture. The traditional agricultural industry in the rural areas has therefore tried to 
reinvent itself as a service-oriented industry based on agricultural leisure tourism (Li 
2006, 20). Different government organizations are involved in facilitating this trans
formation of the rural economy. First, to cope with the impact of joining WTO, the 
promotion ofleisure farming is one of the important policies launched by the Council 
of Agriculture in the Executive Yuan.2 Local communities are encouraged to utilize 
local resources to build tourist sites with unique farming features to attract tourist.s. 
Second, the Council for Cultural Affairs in the Executive Yuan provides subsidies for 
promoting.the cultural industry in different localities. Third, the Ilan county govern
ment -launched two big festivals-~he Ilan International Children's Folklore and Folk 
Game Festival and the Ilan Green Expo-that have attracted numerous visitors in the 
spring and summer vacations. Fourth, the Transport and Tourism Bureau launched 
a National Travel Card, which offers subsidies to civil servants for travelling to rural 
places in Taiwan. 

In Taiwan, there are around 23 million people. The island includes aborigines who 
live by their Austronesian culture, Chinese who came from Fujian three hundred years 
ago, and other Chinese who arrived together with the KMT government around 1945· 
About two percent of the population is officially recognized as aboriginal, or "native." 
These aborigines belong to twelve ethnic groups and have been well i;tudied by an
thropologists, although their cultures were hardly represented in the officialtextbooks 
before the 1980s. Many aboriginal sites have been designated for ecotourism and ethnic 
.tourism since the·earthquake of 1999 (Chang, Wall, and Chu 2006, 730; Tai 2007). Ab
original people, like the Tsou, took the initiative to conduct place-making in Tanayiku 
through the re-occupation of traditional sites, reclamation of original names, re-as
sertion of ecological stewardship, development of locally controlled economies, and 
promotion of community-based ecotourism (Hipwell 2007, 886, 894). 

1. Kuomingtang (KMT) is a key political party in the Republic of China. It was the founding and 
ruling party of Taiwan from 1945 until 2000, when Chen Shuibian from the Democratic Progressive 
Party took over the presidency. In 2008, Ma Yingjeou from KMT regained the presidency for his 
party. 

i. Taiwan Xiuxian Nongye Fazanhui, (Taiwan Leisure Agricultural Development Association) 
<http://www.taiwan-farming.org.tw/> accessed I November 2010. 
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This paper will consider the Jenju-literally meaning Pearl-community from Ilan 
as a case study to illustrate how a local place has been developed for domestic tourism. 
Ilan is about 100 km from Taipei, located in the northeastern part of Taiwan. The Jenju 
community is located in central Ilan within the eastern side ofDongshan County. '1t is 
close to the Qingshui Park, with the Dongshan River running through its plains. The 
natural scenery ofilan-especially the Dongshan River, the Nature Park, and the hot 
springs and beaches-has always been a major attraction for city dwellers. Its farmland, 
tea gardens; and bee farms are now open to tourists for DIY (do it yourself) programs 
such as fruit picking in season. Small-scale museums are also booming due to an in
·crease in the number of tourists. The successful promotion of community speciali
ti~s, heritage, and festivals by the Jen ju Community Development Association has also 
drawn tourists to visit, view, and learn about the Ilan cultures.3 As well, the improved 
transportation between Taipei and Ilan has prompted more tourists to spend weekends 
there. 4 Today, Jenju and Ilan have increasingly become a favourite getaway for people 
living in Taipei. .. 

Data in this study were collected at the Council for Cultural Affairs and from 
fieldtrips conducted in Ilari during 2005 an~ 2006. Interviews were conducted in Taipei 
and Ilan during two-week visits in August 2005 and August 2006. Unstructured in- · 

· depth interviews were carried out with informants, including voluntary cultural work
ers, lodge owners, tourists, and community leaders in Jen Ju. Other intei-Views were also 
conducted with four informants from NGOs, the ex-Minister of Council for Cultural 
Affairs, Chen Chic nan, and eighteen government officials from different ministries in 
Ilan and Taipei. 

This paper will begin by discussing the significant shift in government policy from 
narrating Chineseness to narrating the cultural distinctiveness of Taiwan, a move 
marked by the launch of the integrated community-building project, which was one of 
the most important cultural policies launched by the Council of Cultural Affairs in the 
mid-199os. It will be followed by an analysis of how Taiwan's culture has come under 
the nostalgic gaze of cultural policymakers, local residents, cultural workers, artists, and 
entrepreneurs. Lu (2002) has noted that structural nostalgia was evident in the process 
of making local cultures in Taiwan. I suggest that ersatz nostalgia (Appadurai i996)- . 
nostalgia without memory-could also be observed in the making oflocal community 
specialties, especially in the context of domestic tourism. 'This paper will study how 
new and old cultural heritage are manufactured and commodified for sale by cultural· 
workers and businesses. The way in which memories of the past have become a com
memoration of rural life through the gaze on straw artifacts, and bamboo hedges will 
be analyzed. I will explain ·how local lodges have become an important business that 
provides an experience of rural life to city dwellers seeking serenity: In addition, I will 

3. Ilan Dongshanxiang Zhenju Shequ Fazhan Xiehui (Jenju Community Development Associa
tion in Dongshan County, Ilan) <www.jenju.org.tw/chinese/html/link4.htm> accessed 1 November 
2010. 

4. With the opening ofTaipei-Ilan National Freeway in 2006, the journey from Taipei to Ilan ha~ 
been cut to about one hour by car under normal traffic conditions. 
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argue that the imagination of rural life is also realized through creating new festivals to 
display cultural products and introducing new content into old festivals. 

The Shift in Cultural Policy: Narrating China 
to Narrating Taiwan 

Gellner (1983) and Anderson (1991) have argued that shared cultural values, tradition, 
and bonds of solidarity are manufactured by modern nation states. Mass education, 
print capitalism, and colloquial language are identified as the mechanisms disseminat
ing shared social values and constructing "imagined communities" in modern nation 
states (Gellner 1983; Anderson 1991). Imagined communities and nationalism were 
built in the struggle against colonialism in Asia and Africa through to the 1960s. In 
Taiwan, an "imagined community" was formed through essentializing the spiritual 
domain and objectifying Chinese cultures (Johnson 1994, 194). The KMT government 
pursued its vision of a modern nation state through launching state-sponsored mod
ernization projects, implementing changes in administrative geography, constructing 
culture, and evoking tradition (Chun 1994; Chu and Lin 2001; Edmonds 2001; Har
rell and Huang 1994). To facilitate the building of a single Chinese culture in Taiwan, 
Mandarin was introduced as the mandatory language in schools, television, and public 
media (Chun 1994, 56; Lu 2002, 38). In fact, the existence of a common language was 
the main factor in creating a unified culture, as Anderson (1991) found in many new 
nation states. Meanwhile, nation states also monopolize education to develop cultural 
identification further in their citizens (Anderson 1991). In Taiwan, this process was 
carried out by the Ministry of Education with a set of "implementation guidelines for 
nation-building education," which were introduced by Chiang Kai-shek, the leader of 
the KMT at that time (Lu 2002, 39). The "Standards of Public Decorum" were also in
troduced in 1970 in schools at all levels, formalizing adherence to the 'daily flag-raising 
ceremony, singing of the national anthem, saluting of the national flag, and bowing to 
the pictures of the founding father of Taiwan (Lu 2002, 39). 

During that period, Chinese culture was objectified by the KMT government as the 
Sino-centric tradition based on Confucianism, which de-emphasized Taiwan's local 
tradition and colonial culture. Chinese culture was highlighted as the high and elite 
culture associated with national treasures, such as those at the Taiwan National.Palace 
Museum, as well as classic texts, objects of historical antiquity, and classic Chinese 
thought (Chun 1994, 55). 

Representations of the nation as well as those associated with national history and 
identity, as fo~nd in leg~nds and landscapes in Mainland China, were also carefully 
selected by the KMT government for educational purposes. Legends and myths were 
also used for identity construction; for instance, emperors Yan and Huang were identi-
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fied by the KMT government as common ancestors of all Chinese.5 Various landmarks 
in China were commemorated, including the Yellow River, the Yangtze River, and the 
northwest Plateau. 

Since the late i98os, however, Taiwan has undergone many social and political 
changes. There has been a shift of emphasis from the Sino-centric culture to the.cel
ebration of Taiwan's own distinctive culture. This transformation was started by then 
KMT Chairman Lee Teng Hui,_ who initiated policies that searched for and glorified 
Taiwan's own culture (Lu 2002, 35). Local histories and cultures have been the focus of 
these cultural policies. In i994, the first national conference on local historical societies 

. was held, and non-governmental cultural workers thereafter worked more closely with 
the government, receiving its financial support to preserve various local Taiwanese 
cultures (Lu 2002, 54). Not only are local cultures celebrated, but the colonial history 
of Taiwqn and its description as "Illha Formosa" by the Portuguese in the seventeenth 
century have also been popularized in public discourse (Lu 2002, 49). Taiwan's native 
history was included to complement the original "Sino-centric" version of Chinese 
history. Now one-third of the syllabus in history textbooks is dedicated to Taiwanese 
history (Lu 2002). , 

In addition to language, education, and history, place is also a domain that embodies 
changing ideologies in the "imagined community." The ideologies of different regimes, 
whether in the pre-cofonial, postcolonial, or contemporary period, are embodied in 
the place-making process (Allen 2007). For Taiwan, memorial buildings in the Tai
wan Park are representations of changing nationalist memories under various regimes 
(Allen 2007). Statues of nationalist icons (Chiang Kai-shek, Sun Yat-sen) were placed 
in the park as new memories for representing Chineseness, while those of colonial sym
bols (e.g. Governor General Kodoma, Hiro Tatsumi) were removed to imply forget
ting (Allen 2007 ). Recent studies have shown how individual communities constructed 
local places through making local cultures. Lu (2002) argues that community cultures 
in Baimi and Tanshui are built by various local groups to emphasize Taiwan's history 
and identity in the context of "nation-building" and glob~lization. _ 

In i994, the launch of the integrated community-building program by Chen Chi
nan, then vice-chairman of the Council of Cultural Affairs, further revealed a signifi
cant shift in the official cultural policy. Chen, as one of the informal advisors to Lee 
Teng Hui; has been keen on promoting and creating a diverse Taiwanese'culture for 
the independence movement.6 In my interviews with him, Chen also highlighted that 
the integrated community-building program was a means to reinvent local cultures 
in response to nationalism and globalization (Chen 2004), through strategies such as 

5. Emperor Yan and emperor Huang were clan leaders in ancient times in China. Emperor Yan 
contributed to the subsistence economy through introducing various. farming tools and planting 
techniques. Emperor Huang was best known for his invention of travel guidance tools. Today, they 
are widely known as mythical ancestors of all Chinese. In Mainland China, the Yellow emperor was 
not portrayed favourably as an ancestor of Chinese for Chinese nationalism until the mid-198os (Sau-
tman 1997). -

6. Data are collected from personal communication between the author and Chen in Hong Kong 
~nd Taiwan in 1988-1995. 
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improving the local landscape, holding local exhibitions, setting up museums, restoring 
architectural structures of historical significance, developing local specialties, and giv
ing assistance to the cultural industries/ A subproject under the community-rebuilding 
project; named the "new native place community building project," was launched in 
2002. This was aimed at boosting the new native place movement through encouraging 
residents to parti~ipate in remembering and consolidating local cultures in their own 
communities. This process of community building promotes attachment to local com
munities and enhances Taiwan's nationalism (Lu 2002). 

Apart from the Council for Cultural Affairs, the Ministry of Economic Affairs also 
helps with the community-building program by supporting the development of com
munity specialties and ·the cultural industry. The Construction and Planning Agency, 
the Ministry of the Interior, the Environmental Protection Administration, and the 
Department of Health sometimes help to build a more habitable environment for the 
communities. Besides, the Ministry of Education, to.gether with the Council for Hakka 
Affairs (Executive Yuan), and Council oflndigenous People (Executive Yuan), are in
volved in promoting a greater understanding oflocal cultures.8 

In addition to the cultural policy that focuses on the making of Taiwan's local cul
ture, three other factors have also fostered a greater attention to this culture. First, like 
the Chinese who moved into Taiwan a few hundred years ago, migrants since 1945 have 
also been localized and have started to gain more interest in the local Taiwanese cul
ture. This nostalgia, in this context a concern for local history, is a common sentiment 
among Taiwanese (Chow 2001, 201). Secondly, part of the nostalgia was triggered by 
anxiety over the disappearance of culture in post-economic miracle Taiwan (Lu 2002, 

22-23). Residents in rural Taiwan also hope to rebuild their communities and develop 
the rural economy while struggling with emigration to the cities, lack of employment 
opportunities and aging population problems. Thirdly,' a number of people living in 
the cities are also disturbed by modernization and industrialization. Nostalgia is the. 
refuge of modern man, creating special memories that capture things and people from 
the past. Nostalgia for the countryside, a longing for the lifestyle of old and a reinven
tion of the past are responses to increasingly hectic city life, worsening environmental 
degradation and the widening distance between individuals. It is therefore not unusual 
to find many residents and intellectuals involved in searching for and gazing on the 
past, whether through legends and stories, landscapes or visual images. Through the of
ficial launch of the community-building project, government officials at the county and 
mayor levels, cultural policy makers, intellectuals and business people all participated 
in gazing at their own cultures. The viewing is invisible in the mechanics of routine life 
but its influence and impact on the community cultures are real. 

7. Shequ Zhongti Yingzao (Community Integrated Program) <www.cca.gov.tw/business. 
do?method=list&id=s> accessed 2 April 2010. 

8. Hakka is an ethnic group that originally lived in the northern part of China but later moved to 
the south. Some also moved to Taiwan. 
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The gaze on local culture in Jenju is also enhanced through the engagement of the 
Jenju Community Development Association in the Community Building Program.9 

With the aim of improving community ties, the Jenju Community Development As-
. sociation was establish<;!d in 1999 by Mr. Li, a social worker by training. The association 
is a social enterprise that aims to commemorate the local history of the community, 
develop community niches, and promote "xiuxian nongye" (leisure-paced agriculture) 
tourism. It maintains a website that publicizes the community specialties and cultural 
products in Jenju for the tourist gaze.10 It also offers services like arranging for local 
accommodation and organizing trips. These trips highlight the beauty" of the rural area 
through gazing on communal specialties, enjoying the rural scenery, eating local cui
sine or a healthy Chinese medicinal meal, and visiting local scenic spots. The profits 
earne.d from providing these services or from selling souvenirs related to community 
specialties are used for community welfare, such as taking care of the elderly. 

Interaction between the Community and Other 
Organizations · 

--·-" 

Through enrolling in the Community Building Program, the Jen ju Community Devel- · 
opment Association actively sought financial subsidies and professional support from 
the Council of Cultural Affairs. It has developed a cultural industry based on agricul-. 
tural leisure tourism, featuring straw art, kites; local lodges, cycling, and rural cuisine 
(Shen 2006,12; Li 2006). While hay products are turned into cultural products for sale, 
they are also displayed in a Hay Art Community Cultural Museum, which was set up 
to attract tourists. 

Moreover, the association also works together with the local county government, es
pecially in promoting local specialties for domestic tourism. Jenju community worked 
together with the Dongshan Township, to which it belongs, to organize festivals that 
commemorate an historic street and to promote Dongshan River cultural tourism in 
2010.11 

In addition, the Jen ju Community Development ·Association also received funding 
from non-governmental organizations, such as the Youngsun Cultural Foundation. 
The fund was used to seek professional guidance in creati.ng straw art works, exhibit
ing them in public space, and marketing these items for the objective of promoting 
domestic tourism. As well, the non-governmental organization known as Community 
Empowerment Society from Taipei, which is comprised of volunteers who are profes
sionals, teachers, and intellectuals, also played an important role in the community 
building projects. They conducted courses and lectures for residents in the local com-· 

9. In 2000, Jenju community had 483 households and around 1700 residents (Chen 2004, 287). 
10. Jenju Village Community <http://www.jenju.org.twl> accessed 1 November 2010. 

11. Ilan. County government has devoted itself to marketing the tourism industry over the recent 
decade, while local communities organize cultural activities on a monthly basis. 
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munities, helping them to crystallize, shape, and consolidate ideas for their community 
cultures. 

Although the Community Building Program seems to be a "bottom-up" project 
initiated by the local leaders, the process reveals a heavy dominance by elites, govern~ 
ment officials, and professionals from NGOs in shaping cultural products. Only a small 
group oflocal lead~rs or elites from Jenju were involved, and they only played the role 
of seeking advice from government organizations in the process of consolidating local 
histories, preserving and reinventing local arts, practicing environmental and ecologi
cal preservation, and providing welfare and public services. The rest of the participants 
from Jenju are students, housewives, non-working mothers, and retired people, all who 
tend to be passive followers. They follow the program set by the community leader and 
other administrators through participating in training classes and carnival festivals. 
They joined the project with different motivations: part-time work, extra-curricular 
activities, or hobby. 

The most enthusiastic participants are residents-cum-lodge owners who are involved 
in the community-building project by running lodges and providing accommodation 
to visitors. These lodge owners are enterprising villagers who are risk-takers and have 
the financial capital to renovate their houses. Today, there are twenty-two such lodges 
in Jenju community, al?le to house a maximum of four hundred people in total, and a 
significant amount of revenue is generated through them. Lodge-owners also form an 
association to discuss measures to enhance quality services to tourists. Some enrol in 
professional training offered by community universities to enhance the quality of man
agement at local lodges and improve communication skills. Lodge-owners are keen 
not only in providing a clean and comfortable environment for tourists, but more im
portantly, in introducing their community history and specialty to tourists. They hope 
visitors will leave with a fond memory of the countryside and an appreciation of the 
warmth and friendliness of the local villagers. 

In sum, the community-builqing project offers more opportunities to everyone
local elites and leaders, non-working mothers, elderly, students and profession.als-to 
participate in the remembrance and creation of their own cultures. To a certain extent, 
it empowers the once-marginalized local residents in the process of searching, remem
bering, and promoting cultural uniqueness. The experiences the locals underwent in 
the process of reworking images df their own communities and creating cultural rep
resentations for themselve~ are worth noting. Such a process of participating in and 

. developing local cultures is likely to strengthen a community's self-realization and at
tachment to place (Stevenson 2003, i46). 

Commemorating Rural Life 

Today, straw has successfully been transformed into decorative arts for the tourist gaze. 
One of the most impressive sights in the Jenju community is the two large haystacks 
in front of the huge open space at the community centre. The faces of two deities were 
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painted by artists invited by the Community Development Ass.ociation and these hay
stacks are seven meters high and seven meters wide, built from hay an,d straw by several 
hundred residents living in Jenju as well as neighbouring areas. These two deities are 
worshipped at the district's two major temples, which are the Chinshing Divine Palace 
and the Holy Grace Temple. The large haystacks have become new landmarks that 
remind local people and. visitors alike of the folk religion and the rural life of the local 
community in the past. · . 

More interestingly, it was'said that the community spirit was further strengthened 
through the process of constructing these two large haystacks. Tue residents in the area 
were once split into two groups worshipping two different gods, and were diametrically 
opposed to' each other. It was not until 2001, when the two groups were persuaded to 
bury the hatchet, that the two haystacks were built next to each other, symbolizing that 
the two groups walk alongside each other in harmony. In March that year, around 
seven hundred worshippers at the Chinshing Divine Palace joined the other group at 
the Holy Grace Temple to participate in the Hungry Ghosts Ritual, and in doing so took 
a big step toward their reconciliation and to becoming one people.12 In other words, the · 
two haystacks have symbolically removed the antagonism between the two groups, and 
led to the solidarity of the community. 

Besides being a site of social memory under the public gaze, the haystacks have also 
raised public awareness of straw, helping to foster an appreciation for the countryside 

· in the city-dwellers. Today, the community centre has created new artistic works of 
practical value, such as brooms, dolls, masks, and shoes, with the help of experts and 
artists. Straw paintings are even available for sale on the Internet and can be delivered 
to customers living in all parts of Taiwan. Moreover, straw products like pulp m~sks 
were invented by consultants as a hybrid of the Venetian mask and the Chinese opera 
mask. These straw products are displayed at the·community centre and Hay Art Com- ' 
munity Cultural Museum. They are spectacular symbols that romanticize the rural life 
of the past. 

Bamboo hedges are also highlighted as an integral part of peasant history in the 
Jenju community. These hedges...:....formed by bamboos closely tied to one another
act as fences surrounding peasant huts and their courtyards. They are an important 
representation of early peasant life; and a distinguishing landmark of the Ilan Plains. 
Modernization has resulted in the bamboo hedges' present status as a spectacle of tradi
tion and nostalgia. Like hay arts, the revival ofbaqiboo hedges is also a result of work 
done by the government, professionals, and the association. Tue existing 25 sets of 
bamboo hedges and _the houses enclosed by them were renovated with the support of 
the government's Council of Agriculture, the advice of a professional architect, and the 
recommendations of two academic specialists from the Ilan Institute of Technology. 
Tue hedges no longer demarcate private space, but are intended as lodges for visitors 
wanting a taste of village life. 

12. Reaping the rewards of agricultu.ral enterpris.e: A village community in Ilan County has an 
interesting story to tell about how art bridged the divide between rival temples <http://www.taipe
itimes.com/News/feat/archives/2004/03/20/2003107106)> accessed i April 2009. 
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There are now 20,000 to 30,000 people visiting the Jenju community every year, 
according to the statistics collected by the Jenju Development Association. Some are 
individual tourists while other visitors came.in tour groµps organized by agencies, 
companies, schools, communities, or associations. Each summer the Ilan International 
Children's Folklore & Folk Game Festival, which coincides with the school vacation, at
tracts many visitors. In spring, the Ilan Green Expo also draws many visitors, while the 
Chinese New Year in winter has become an important occasion for domestic tourism. 

Authenticity and Community Specialties 

While haystacks and bamboo hedges have become rural landmarks to be commemo
rated and gazed upon, straw products are similarly portrayed as symbols of the past to 
be appreciated and remembered nostalgically. Nevertheless, these rural symbols and 
cultural products are largely based on a reconstructed past jointly created by cultural 
workers, experts, intellectuals, consultants and locals upon the request of the Jenju · 
Development Community. These new cultural products are manufactured because of 
nostalgic reflections in an age of consumerism. It is also important to note that the tra
dition and the past as objectified in the community-building project are largelya prod
uct of a learning process. These community specialties are now systematically taught 
to the younger generations and domestic tourists through DIY programs and courses 
run by community centres or community universities. The older generation also joins 
in sometimes because it is a nostalgic experience for them. For the younger generation, 
these cultural artworks present a new experience as they learn to make these products. 
Borrowing a term from Appadurai (1996,• 82), cultural products in the Jenju community 
display "ersatz nostalgia" -nostalgia without memory-since they were only developed 
and commoditized as a community niche aimed at boosting domestic tourism. 

The aestheticization of straw and local lodges implies a commodification process, 
which may lead to an overproduction of signs and images and a loss of authentic
ity. Much has been written on the loss of authenticity due to the manipulation and 
invention of local culture, pseudo-events (Boorstin 1964), and staging (MacCannell 
1973; 1976). Haystacks and straw handicrafts are objects of"pseudo-events" as they are 
largely based on a reconstructed past, as mentioned above. These straw products often 
involve an invention of new styles for old products and the creation of new uses. Mod
ern concepts and concerns such as environmental protection are evident in the pro
cess of reviving and reconstructing the villagers' traditional handicraft products. These 
community specialties are indeed a staged performance intended for tourists and have 
llttle to do with the .residents' everyday life. For instance, the hay masks, which look 
lik~ a hybrid of the Venetian and the Chinese opera masks, are now used for decora
tion and as a costume in dance performances. Tlie big and colourful haystacks are now 
constructed for display and exhibition with the help of artists. These displays are often 
found in tourist settings, as "staged authenticity," to use MacCannell's (1973) words. 
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Nevertheless, Cohen (1988, 380) suggested that even newfangled gimmicks could 
be recognized as an "authentic" manifestation oflocal culture_s if they become popular 
among locals and tourists, although it might first appear as a staged "tourist trap." In 
other words, the genuineness of objects or events and their popularity in local life in th·e 
past is not the sole way of understanding authenticit}r. N. Wang's (i999) "existential" . 
perspective provides another view on the concept of authenticity. He argues that "exis
tential authenticity" should be understood by looking at the "authentic self," a special 
state of being in which one is true to oneself, and which differs from the loss of one's 
true self within the public roles of everyday life and in the mundane world (N. Wang 
1999). The authenticity of the tourist objects may therefore be irrelevant as tourists are 
mostly seeking for "their real selves," and the self-related expei,:ience may contribute to 
the object-related authenticity (Y. Wang 2007, 795). Following the path of"existential 
authenticity," Y. Wang (2007) introduced the concept of"c_ustomized authenticity" in 
studying the tourist experience with home-stay at Lijiang, _China. She suggested, "each 
guest is looking for his/her 'unfamiliar home' that accommodates his/her eclectic self' 
(Y. Wang 2007, 798, 800 ). In Lijiang; these expectations could be met with "customized 
authenticity," which "originates in and orients tourist demands, behavior, perceptions, 
and imaginings toward the authenticity of the toured object" (Y. Wang 2007, 797). "The 
customized authenticity" is found thr~ugh the hosts' reactive and creative customiza
tions of their traditional houses (Y. Wang 2007, 801). Like those tourists who opt for 
home-stay in Lijiang, domestic tourists in Taiwan also come to Jenju to look for "exotic 
otherness," which is a sense of home in their imagined rural past in order to accom
modate their "selves." In Jenju, these expectations could be met from the enjoyment 
of exotic communit)r specialty and home-stay at "traditional" lodges. Indeed, lodge 
owners unmade their homes and customized.them for tourists seeking for the "exotic 
and romantic rural life" of the past. Informants said, "The house exudes rural lifestyle, 
romantic and unique." Meanwhile, a sense of home and the warmth of communal · 
lifestyle are provided to guests. Existential authenticity could be found in this tourist 
experience as a self-oriented authenticity when the imagination of rural life matches 
with the "reality" found in Jenju. 

Indeed, tourists' self-identity is affirmed through their .own understanding of nos
talgia in the process of enjoying symbols of hay products, bamboo hedges, and lodges. 
Nostalgia is a form of remembering a beautiful past, a sense of homesickness, and a 
manipulation or invention of the past through consumerism (Appadurai 1996). These 
nostalgic reconstructions are the past remade in the image of the present, and are col
lective designs made to resemble personal aspirations (Boym 2001, 355). Domestic tour
ists find "existential authenticity" through lingering over nostalgia as they search for 
their personal aspirations. 

Nostalgia "does not principally involve the evocation of a sentiment to which con
sumers who really have lost something can respond. Rather, these forms of mass 
advertising teach consumers to miss things they have never lost" (Appadurai 1996, 

77). Indeed, entrepreneurs in the creative culture industry capitalize on nostalgia 
to mass-produce and promote local history, legends, souvenirs, and festivals, all in 
the interest of profit making. Tourists and even many locals are merely "imagining 
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nostalgia" in Appadurai's (1996) words; they imagine things and culture that never 
truly were previously part of their own. Nevertheless, the Taiwanese discover their 
"real selves" and identity through the process of inventing or imagining their own 

- unique past nostalgically. 

Conclusion: Creating Diversity and the Encouraging 
Mass Participation 

Today, Taiwan's cultural policy has shifted from con:;,olidating the high and homog
enous culture passed down from the elite traditions to making and remembering the 
local "everyday culture" in local communities. Perhaps the biggest change in the cultural 
policy in the recent decade was the new attitude of openness, which led to the heterogene
ity of cultures and an appreciation for diversity, resulting in a reassertion of rights by local 
residents and a decentralized pluralism of cultures. It is indeed in this particular social 
and political context that the local entrepreneurs are allowed to work closely with cultural 
workers and government officials to manufacture local cultures for sale. 

While the government's primary objective in launching the new cultural policy was 
to improve communal solidarity and to build Taiwanese nationalism, the policy was 
received and interpreted with new meanings at the local community level. By making 
use of the financial subsidies from the government, the Jenju Development Association 
has created local niches that have transformed Jenju into a site of agricultural leisure 
tourism for domestic tourists. This case study shows that economic development in 
the local area is tied closely with the creativity of different groups of individual players 
from various segments of society; It is important to note that all residents haye more 
opportunities to access, to pursue, and to create cultures for remembrance and for 
sale. Mass participation is evident, with voluntary cultural workers, intellectuals, elites, 
entrepreneurs, governme·nt officials, local leaders, and ordinary residents all engaged 
horizontally and vertically in this search for cultural traditions. Meanwhile, officials and 
non-governmental organizations fostered the growth of identifiable social practices by 
empowering local residents to revive and reinvent local community cultures. Today, 
the sale of culture is an important business in which there exist overlapping roles for 
entrepreneurs and cultural workers. For instance, the owners oflocal lodges, pumpkin 
gardens, and local cuisine restaurants are business people but also. important narrators 
of focal cultures when they serve tourists. The representative objects of local and pre
viously "low" cultures are now reworked and portrayed as art and commodities with 
the close cooperation between entrepreneurs and cultural workers. Indeed, a complex, 
diverse, hybridized, and enriched array of communal cultures are now invented as local 
niches for sale. 
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From Hand to Mouth: Fishery Projects, 
Women, Men and Household Poverty* 

Marilyn Porter and Rose George Mbezi 

ABSTRACT This paper challenges the assumption that improvements to fisheries know
ledge and practices in Tanzania would benefit not just fishers but their entire households and 
communities by alleviating poverty and improving nutrition. Instead, the paper argues that 
complex household patterns, including polygamous and serial marriages and woll).en-headed 
households, disrupt any such easy transmission. Improved fishing incomes for men do not 
also inevitably help their families. Using data drawn from two fishing communities, we argue 
that a careful analysis· of the social, and especially gender, relations in the household is essen
tial if we are to understand h,ow resources are transmitted from the fishery to the household. 

RESUME L'article conteste l'hypothese selon laquelle de meilleures connaissances et pra
tiques dans le domaine des peches en Tanzanie profiteraient non seulement aux pecheurs, 
mais aussi a !'ensemble de leurs menages et de leurs communautes en permettant d'attenuer 
la pauvrete et d'ameliorer l'alimentation. Les auteures soutiennent plutot que des structures 
familiales complexes, notamment la polygamie, les mariages en serie et les menages diriges 
par une femme, perturbent une transmission aussi facile. Lorsque les hommes tirent un meil-

-, leur revenu de la peche, cela n'aide pas automatiquement leurs families. A partir des donnees 
recueillies dans deux communautes de pecheurs, les auteures soutiennent qu'il est essentiel 
d'analyser attentivement les relations sociales a l'interieur des menages, en particulier les rela
tions hommes-femmes, pour pouvoir comprendre comment les ressources de la peche sont 
transmises aux menages. 

Fisheries development projects are seen as key ingredients in both the natural resource 
management strategies of developing countries and as a valuable coptribution to the 
exports of countries, and thus to their "hard" currency (FAO 2003; FAO 2008; Harri
son 2000; Grafton et al. 2008; Williams 2009). As coastal communities are often among 
the poorest in the country (as is the case in Tanzania), the argument is made that 
improving the artisanal inshore fishery will alleviate poverty and improve nutrition in 
those communities (Heaver 2002; UNDP 2009). Feminist authors have also drawn at
tention to the gender dimensions of fisheries and coastal communities and have noted 

* This paper is based on data gathered during the Association of Universities and Colleges of 
Canada (AUCC) Tier 2 project Sustaining Coastal Fishing Communities,'UPCD Tier 2, S61268-491H. 
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the unequal allocation of resources and benefits to women and men, with women oc
cupying the least lucrative sectors (Nayak 2010; Williams 2008; Ghosh 2009; Neis et al. 
2005; Bennett 2605). 

The project that gave rise to this paper was an institutional linkage project directed 
at improving the capacity and skills of the Faculty of Aquatic Sciences and Technol
ogy (FAST) at the University of Dar es Salaam. The project involved, among other 
things, a series of activities in two coastal communities (Somanga and Songo Songo 
Island, Kilwa District) and was based ori the assumption that focusing attention on, 
and improving the fishery would also benefit the community in the form of improved 
nutrition, enhanced income generating activities (especially in the fishery), and result
ing poverty alleviation. This thinking is derived directly from Canadian government 
policies, as the following quote illustrates: "The project conforms to Canada's ODA/ 
SDP' priorities. Developing sustainable fisheries and producing safer and better qual
ity products addresses basic human needs (food security, nutrition, health), environ-
ment, rural development and income generation ... " It goes on to read, "The Faculty of 
Aquatic Sciences and Technology (FAST) works ... by producing graduates, and un~ 
dertaking research and outreach, related to the sustainable development and utilization 
of national aquatic resources, including those which contribute food to the one-third 
of the populace living in ·abject poverty. "2 

· 

The social arid gender component of the project focused on training four Master's 
level students who would be able to bridge the. gap between the disciplines of aquatic 
sciences and sociology. As part of this training, we carried out a baseline socio-eco
nomic study in the selected communities (Somanga and Songo Songo Island, both in 
the Kilwa District) together with the research for four Master's level thesis projects. The 
results of these projects, together with the contacts and relationships developed in the 
communities, were supposed to integrate with the fish science and media components 
and to lead to targeted community development projects. Within the limits of a rela
tively small project, these overall goals were achieved. However, the research reported 
on here, a Master's level thesis, was not completed in time to influence the outcome 
of the project significantly. We present it here as a partial attempt to influence further 
projects to take account of the issues we raise. 

The study carried out by Rose George Mbezi (2010) focused on the different ways 
in which households in two coastal communities dependent on fisheries were con
structed. She began by looking at the differences between polygamous households 
(in this Muslim dominated coastal region) and formally monogamous households. 
We discuss these differences later in the paper, but the principal finding was that no 
matter what the formal household structure was or what the variations in family and 
household, in practice most households were women-headed with men providing for 
a very small part of the household needs.· While there is not enough data to explore 

1. ODA refers to overseas development assistance and SDP stands for social development priorities. 
2. This text is from an Association of Universities and Colleges of Canada (AUCC) call for pro

posals. The document is no longer available on the AUCC website, as the program has since been 
terminated. 
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in detail how these arrangements worked, what we. do have indicates that women 
largely depended on their own fishing and subsistence activities. Thus improvements 
in men's income did not necessarily benefit their families. This data raised questions 
about whether improvements in artisanal fisheries, especially those directed at sectors 
dominated by men, do inevitably transfer benefits to the household, either in terms of 
increased income or improved nutrition. 

Fishing and associated activities worldwide tend to be characterized by a rigid divi
sion oflabour by sex. Men dominate.the most lucrative sectors of the.fishery, including 
most of the actual fishing activities; women dominate in many of the secondary pro
cessing sectors and in the near-shore collection oflow value species (PAO 2008; Goss 
2005; Iacomini 2006; ICSF 2002; MacAlister Elliott 2002; Maneschy 2009). In the two 
communities we studi~d, as elsewhere, traditional cultural practices excluded women 
from participating in any but the most unrewarding parts of the fisheries. Thus we 
were led to examine in more detail how male incomes from fishing might enter coastal 
fishing households and contribute to poverty alleviation. While we first thought that 
polygamy might be the most significant factor in preventing the benefits of male.fishing 
efforts reaching their families, the study revealed that the vast majority of households 
we studied, whether polygamous or not, were effectively women-headed households, 
dependent almost entirely on the woman's own fishing and other subsistence efforts. 
The paper is, ho~ever, based on a small case study within one fisheries development 
project. As such, we need to be cautious in our conclusions. Our experience provides 
just one example of the complexity and diversity of the communities in which develop
ment projects work and there is a need for interdisciplinary cooperation to identify and 
solve the problems of addressing poverty in the global south. 

I. Literature Review 

Women and natural resource development and especially women in fisheries tends 
to be a less recognized area in feminist studies (Harcourt 2008; Williams, Nandeesha, 
and Choo 2005; Williams 2008; Nowak 2.008; WorldFish Center 2005; MacDonald 
2005). Nevertheless since the late 1980s there has been a strong and international ef
fort to document and analyze women's roles in different fisheries (Allison, Jacobs, and 
Porter 1989; Munk-Madsen 2000; Frangoudes and Keromnes 2008; Mwaipopo 2008; 
W eeratunge, Snyder, and Choo 2010 ), and women's experience in coastal communities 
dependent on fisheries (Nadel-Klein 2000; Binkley 2002; Power 2005; Guhathkurta 
2008; Cole 1991; Grzetic 2004; Skaptadottir 2000; Bene and Merton 2008; Nadel-Klein 
and Davis 1988). Organizations such as the WorldFish Center3 and the International 

3. This organization was founded in i977 as the International Center for Living Aquatic 
Resources Management (ICLARM) in the Philippines. In 2000 the organization shortened its name 
to WorldFish Center and moved. its headquarters to Malaysia. Their website can be found at: www. 
worldfishcenter.org. 
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Collective in Support of Fishworkers (ICSF)• have worked hard to assemble and en
courage research on gender issues in fisheries, and both their websites offer links to 
recent studies and reports. However, as yet there is little.in the way of overview studies 
of wo.men in fisheries in Africa, and while there are a growing number of small-scale 
studies, mostly about women's role in small-scale artisanal fisheries or aquaculture, 
study of women in African fisheries still lags behind that in Asia or North Atlantic 
(Oven'i 2005; Bene and Friend 2009; Msuya 2006; Medard 2005; Mwaipopo 2008). 

Despite these efforts, women's contributions and gender concerns are invisible in 
most studies and policy documents on marine fisheries. In fact, gender disaggregated 
data are seldom even available for those researchers who want to include gender con
cerns. (Williams 2008). Even where women's contribution is documented, the analy
sis still stops short of integrating the data with concern with the broader household 
and community structure in which the activities take place and have their impact and 
meaning. Furthermore, where women/gender are included in data gathering, the grad
ual shift from women (WID) to gender (GAD)5 (Razavi and Miller 1995; Rathgeber and 
Vaino-Mattila 2005; Wood 2005) has changed the focus from women's actual activities 
to social constructs of gender and makes gathering clear data-and data that are cc:im
parable to earlier or later data-even harder. Some writers (Cornwall, Harrison and 
Whitehead 2007; Leach and Scoones 2007; Jackson and Pearson 1998) have observed a 
decline in references to women or to gender concerns in more recent policy documents, 
for example, from the World Bank. 

Nussbaum (2000) has, perhaps, produced the most interesting contribution to un
derstanding gender in the context of development. Her "capabilities" approach, based 
on Nobel Prize winner Amartya Sen's concept (Sen 1999), has much in common with 
the "sustainable livelihoods" approach that is currently fashionable. The sustainable 
livelihoods approach does broaden the compass of development thinking from the nar
rowly economic, and recognizes the integrated nature of people's lives, especially those 
of women. But whereas that approach is still based on what Nussbaum has called "sub
jective welfarism," giving people what we perceive they need, the capabilities approach 
takes a natural justice framework and focuses on the potential of each individual. The 
focus with this approach is discovering what each person is-capable of and enabling 
them to fulfill that potential. This is especially important in terms of deconstructing the 
household. Women are no longer subsumed under the household as either carers or 
dependents, but are seen as fully functional human beings in their own right. 

This literature helps us to understand why women involved in the fishery tend to be 
poor unless they also have access to a male income. The issue under discussion is why 

4. The ICSF is "an international non-governmental organization that works towards the estab
lishment of equitable gender-just, self-reliant and sustainable fisheries, particularly in the small-scale, 
artisanal sector" (ICSF 2010). Their website can be found at: http://icsf.net. 

5. "The WID (or Women in Development) approach calls for greater attention to women in 
development policy and practice, and emphasises the need to integrate [women] into the develop
ment process. In contrast, the GAD (or Gender and Development) approach focuses on the socially 
constructed basis of differences between men and women and emphasises the need to challenge exist
ing gender roles and relations." (Reeves and Baden 2600) 
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the culture in the communities we studied allows men to refuse support to their fami
lies and to increase the number of their "dependents" in such an apparently irrational 
way. As Jacobsen has noted, "there are obvious reasons why, in practice, gender in 
development continues to be largely about women in development" (2006, 3). Recently 
researchers and policy makers have begun to examine "the other half of gender" as Ban
non and Correia (2006) put it. These writers have drawn attention to the consequences 
for men of women's increasing economic power and the vulnerability of men's sense of 
their masculinity, especially in times of economic crisis or when their tradit.ional liveli
hoods_ collapse. Cleaver (2002) notices the emergence of a general crisis in masculinity, 
especially among men who suffer as a result either of women's increase in power or 
because of economic crises. As Amuyunzu-Nyamongo and Frances (2006) discuss in 
the case of Kenya, when women take a greater share in providing for the family "men 
appear to opt out," in some cases, "turning to violence to assert their masculinity" 
(Amuyunzu-Nyamongo and Frances 2006, 219). In the case discussed in this paper, the 
economic poverty and vulnerability of coastal fishers goes some way towards explain-· 
ing their sexual practices, but it does not address the problem of the consequences of 
those practices for their wi~es and children .. 

II. Fishing Activities in Somanga and 
Songo Songo Island, Kilwa District, Tanzania 

Despite the efforts of the Tanzanian government and major donors, Tanzania remains 
one of the poorest countries in the world, with an estimated 50% of the population liv
ing in poverty, with the average income 16% below the national poverty line (W odd 
Bank 2005; United Republic of Tanzania 2002). It ranked 159 out ofi77 on the UN 
2007-2008 Human Development Index (Government of Tanzania 2005). As might be 
expected, women score lower than men on nearly all indices of health, economic sta
tus, and education (TGNP 2007). The Tanzanian government has adopted the Millen
nium Development Goals and, in particular, has addressed the need to reduce poverty. 
Its Poverty Reduction Strategy (United Republic of Tanzania 2000) states that "the 
PRSP, while focusing on antipoverty objectives, will take into account structural re
forms, macro-economic stability and promotion of economic growth, consistent with 
Tanzania's National Development Vision 2025" (1). 6 With the aid from several donor 
countries the government had disbursed US$ 109.5 million to finance activities related 
to health and education by 1999· While there have been some small declines in poverty 
and improvements in soci_al indicators over the last decade, recent high inflation rates 

6. The government formulated a.national vision in 2005 for the Tanzanian mainland, which sets 
out long term aspirations for economic and social development. Tanzania's National Strategy for 
Growth and Reduction of Poverty, known as Mkakati wa kukuza uchumi na kupunguza umasikini 
(MKUKUTA) was completed in June 2005 for implementation over the period 2005-2010. This plan 
is the successor to the Tanzania Poverty Reduction Strategy Paper (a first generation PRSP), which 
was formulated in 2000. 
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and the even more recent collapse of the world financial markets have reversed even 
these small gains (Mascarenhas 2007). 

As in many countries, the coastal regions are especially poor. The project and the 
study reported here focused on two communities in Kilwa· district, which is among 
the poorest in Tanzania with an average annual income of 50 US$, and this despite 
having the richest natural marine resources in the country. In the district as a whole 
barely 2.6% have access to electricity, only 22% have access to clean potable water, 82% 

have wick lamps as their primary lighting source and firewood for cooking, while 90% 

are dependent on pit latrines (United Republic-of Tanzania 20027). Fewer than 40% of 
children graduate from primary school and only 47% of the adult population are liter
ate. There are two hospitals and 34 dispensaries to deal with a total population of nearly 
200,000 (Mesaki 2005). While malaria and diarrhea are still the principal killers, local 
health professionals suggest that the HIV rate is higher than the statistics suggest and 
is growing, especially along the main road, where Somanga is situated.8 The district as 
a whole is primarily dependent on subsistence agriculture (with 70% giving this as their 
main occupation and eco'nomic support), but the coastal communities are also depen
dent on the fishery. The project had selected Somanga, a large fishing and fish landing 
community on the mainland and situated on the main (now partly paved) north/south 
transport route, and Songo Songo, an offshore island, entirely dependent on fishing 
and seaweed farming, although more recently the site of Songas company petroleum 
exploration activity, as a focus for both studies and community interventions. 

Kilwa District has one of the most active fisheries in Tanzania. Somanga and kivinje 
are two key landing sites on the mainland. In Kivinje they land 4500 tonnes of fish 
per year. Somanga has 72 registered boats with 148 resident and 211 non-resident fish
ers fishing out of it. Songo Songo Island has 79 boats, with 246 resident fishers and 
59 non-resident fishers. 9 There is a distinct difference in income between boats with 
and without engines, since the 12% with engines are able to reach more distant fishing 
locations where the fish are more plentiful. These figures do not account for the many 
unregistered boats or boats (especially large boats) that fish on the local grounds but 
land elsewhere. Thus the fishery supports not only fishers from the local communities, 
but large numbers of fishers who come in from other _parts of Tanzania, for example, 
Mtwara, Pemba, Makonde, and Pande-a fact that causes social tension and competi
tion for resources. 

While poverty defines both these communities, there are considerable class and 
other differences within the communities. While class differences ensure that some 

7. The 2002 Census provides the latest available countrywide statistics. 
8. Somanga is a major stopping point on the north/south highway, with considerable traffic. It 

supplies a number of services to truckers and other traffic, including sex. We have no specific data on 
prostitution in Somanga, although informal sources suggest that it is growing, and that increasingly 
young girls are involved. Prostitution is not organized and the girls and women involved have no pro
tection from either infection or violence. More extensive study has been made in Bagamoyo, north of 
Dar es Salaam, see e.g. Sosovele n.d .. See also Kamala et al. 2001, Mayombo 1998, and Nkya et al. 1991. 

9. These details were collected from local fisheries officers by Max Mzuma (2009) and Richard 
Faustine (2008), · 
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fishers earn more than others, inost can earn sufficient for their livelihoods. Fishing 
incomes, after costs, range from about 81,000 TZS10 per month for crew members to 
250,000 TZS per month for fishers who own their own boats (data collated from field 
survey 2008 and local fishery officers). As mentioned above, there is a distinct differ
ence in income between boats with and without engines. On Songo Songo Island, the 
men fish the same species that are exploited from Somanga, but they have also moved 
into octopus fishing now that it has become more profitable, and also participated more 
actively in seaweed farming when it was at its peak in the early 2000s. 

Women also engage in the fishery and in fishery related activities, although in the less 
lucrative sectors. In Somanga, women act as buyers and processers, although on a very 
small scale. They are limited to purchasing such fish as-are left after the male brokers · 
have taken their (much larger) share (often landed elsewhere). Somanga women who 
process and sell fried fish make an average of 10,000 to 15,000 TZS profit in three to five 
days, depending on the availability of customers (Mbezi 2010). Most of the potential 
customers for the fried fish at Somanga are travellers and, truck drivers on the road to 
or from Dar es Salaam, although some unmarried women and female heads of house
holds transport fried fish to N angurukuru, the junction of the Dar es Salaam, Lindi, 
and Kilwa Masoko roads, which is a much more profitable site. A woman selling 30 kg 
of fresh fish can earn an average of 25,000 TZS. While these earnings do not include 
transport costs, this still contrasts with Songo Songo Island women who can only earn 
an average of 15,000 TZS for the same amount of fish because they do not have the 
transport to reach the mainland. 

Sardine fishing was recently introduced in Somanga. Again, the fishing is dominated 
by men, but it also offers opportunities to women, who are employed as casual labour
ers carrying sardines from the boats to the shore to dry for 400 TZS per basket (made 
of coconut leaves) or an average of 3000 TZS. a day. Older Somanga women also gather 
sea cucumber in the shallow water and fish for shrimp from the beach with mosquito 
nets, then drying their catch and selling it by the roadside. 

Women on Songo Songo Island have a more-lucrative share of the fishery. There 
women have collected octopus in the shallow water for many years. But when the price 
of octopus increased and octopus became more scarce, they began to h.ire vessels to take 
them to nearby sandbars, paying one or two octopuses in·exchange for the costs of the 
trip. When the price of octopus reached 1200 TZS per kilo, men began to invade the 
fishery, diving for octopus in the deeper water. This process enables them to get more 
octopus in a shorter time (though not without threat to their health from the effects of 
repeated diving) and deprives the women of many of the octopus, which, consequently, 
do not make it into the shallow water. So, in this case, while both men and women fish 
for the same species, the men now have the advantage. 

Another important marine related activity on Songo Songo Island is seaweed farm
ing. Seaweed farming has been practised commercially in Tanzania since the-198os 
but it was only introduced on Songo Songo in 1999, supported by Mwani Mariculture 

10. TZS is the ISO code for the Tanzanian shilling. As of September 2010, one Canadian dollar 
was worth 1468 Ta.nzanian shillings. 
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Ltd.," which provided the seeds and materials. At this point it was an almost entirely 
female activity. The process is extremely labour intensive and the women generally 
include members of their families in the work. At its peak in 2003-04 seaweed farming 
supported 1373 people, overwhelmingly women. Becallse it brought such good returns, 
men moved into se.aweed farming in larger numbers (in 2003 there were equal numbers 
of men and women). Whether because of pressure on the location or for environmental 
reasons, seaweed has suffered a severe decline due to bleaching and disease in recent 
years (Msuya 2006). Since then male farmers have left seaweed farming, but most of the 
women farmers have remained. Apart from their hope that the seaweed will recover, 
the women also value the activity because it provides them with an income of their own · 
and a sense of independence 

III. Men's Incomes: The Other Side of the Coin 

Apart from seaweed and octopus on Songo Songo Island, women's participation in the 
fishery is at the very lowest end of the chain both of species (shrimp, sea cucumber) 
and the value chain (primary processing and selling of fried fish locally). Few women 
can support either themselves or their families by their fishing activities. The crux, 
therefore, is what happens the other side of the coin: how much of men's (consider
ably larger) fishing income goes into supporting their families. Our study begins to 
illuminate this issue, which is crucial to ensuring that the benefits of improved fishing 
go towards alleviating poverty. Our data suggests that very little, if any, of a fisher's 
income reaches his family or (in many cases) families. 

We studied 20 households in each location, 10 of which were officially "polygamous" 
and 10 of which were "monogamous." Through interviews with all the women in the 
households, and with some men, and tools such as time budgets and income.and ex
penditure analysis, we tried to reach a finer understanding of how different kinds of 
households worked, and, in particular, how women fared economically. In the event 
we fou.nd relatively small differences between the situation of women in polygamous, 
de jure monogamous, and female-headed households (single, widowed, or divorced). 
They were all-economically-single-headed households. The literature on household 
economy in polygamous households (Firth 1966; De Laiglesia and Morrisson 2008) 

focuses on communities where polygamy is both the norm and thus recognized and 
regulated. Even in countries where polygamy is common, women's voices complain 
that men are unable or unwilling to support and treat all their wives equally (Jakarta 
Post 2010). And the situation in coastal Tanzania is different in that polygamous mar-

11. Mwani Mariculture Ltd. is a large private company th,at specializes in seaweed production. It 
was a stakehqlder in the USAID project on Sustainable Env,ironmental Management through Mari
culture Activities and was also a stakeholder in the Tanzanian Government Seaweed Development 
Strategic :Plan (2003). Mwani Mariculture operates by providing resources to local groups (e.g., ropes, 
pegs, gloves, and seeds) in return for the exclusive right to buy the product (seaweed) and process it 
for export. This effective monopoly allows it not only to control the price but also to exercise a mea
sure of control over the producers (the women ofSongo Songo). 
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riages, while recognized (and sometimes recorded in the census), are n_ot part of the 
mainstream culture. The Islamic rules regarding responsibility of husbands towards 
all their wives and Tanzanian law stipulating men's responsibilities for their wives and 
children are well known, but in the communities we studied they are largely ignored. 
_There appears to be no effective mechanism for compelling men to provide for their 
wives, especially if they do not reside in the same household. 

In a small minority of the,households we studied, the resources are shared equally 
and spent equally. Some married couples even run businesses together and have equal 
say in the management of the business, but these cases are even more rare. Some hus
bands are generous and give their wives a fair part of their income-but this is done 
at their discretion and the women know that. In polygamous households especially, 
women's behaviour demonstrates this awareness. For insta.nce, they are careful.tone
gotiate their bargaining position by preparing tastier food when it is their turn for their 
husband to stay with them. Every woman knows that that her husband can and may 
take second and subsequent wives, take a mistress, or spend money on prostitutes or 
a succession of mistresses-or simply spend the money at the pool table, at the bar, or 
on a motor bike or other luxury good. Married women have a right to support under 
Tanzanian civil law. And Muslim law and the Quran state clearly that a man may not 
take a second or subsequent wife unless he can treanhem all equally and can sup
port them all adequately. Despite this, the reality is that, effectively, the vast majority 
of households in both Somanga and Songo Songo Island, especially those with small 
children, ·are entirely supported by women.12 

With our small sample it was difficult to arrive at any accurate assessment of either 
men's sexual practices or the impact on the household of their informal arrangements. 
It is estimated that approximately 20% of marriages in Somanga and 10% of marriages 
in Songo Songo Island are formally polygamous, although this is certainly an underes
timate. Government statistics, especially the census, allow people to declare themselves 
married (monogamously or polygamously), single, divorced or widowed. But many 
people, especially women, will define themselves as divorced iftheir husband takes an
other wife. She may also be divorced if the husband goes the route of serial monogamy, 
which under the sharia law simply requires the husband to declare a divorce. Even if a 
woman is married and her husband has not taken another wife, it is more than probable 
that he will take a mistress or, more often, a series of mistresses (known locally as con
cubines). In this case, the woman's situation is often worse than that of a polygamous 
wife, with fewer rights and even less certainty. Finally, she may be widowed. In a time 
of increased HIV infections, this is an even greater likelihood. (One indication of the 
scale of the problem_is that 14% of households are recorded as headed by children under 
the age of 14 who were orphaned as a result of AIDS.) 

12. This extends even to the mud or coral mix and thatch houses they live in. Some women had 
built their own houses or inherited them; some lived by grace and favour in the houses they occupied; 
some had lost houses to brothers on the death of their parents: Property rights are a key issue for 
women in such circumstances. 
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IV. How Households Are Organized 

A. Polygamous Households 

In most polygamous households there are an average of six to eight members, but in· 
most cases wives stay in separate houses (at some distance from each other) with their 
biological children, so as to avoid domestic conflicts between the wives. Even so, wives 
live in a state of semi-conflict and competition over the households' scarce resources
land, "relish,"13 money, and even the husbands' favour. In order to win that favour, 
polygamous wives cook special dishes during the days of their husband's visits, which 
means increased expenditure. Husbands in polygamous households visit their_wives 
in turn-usually two to three days each week in each house. Husbands do not have a 
permanent dwelling and are supposed to supply essential needs to each wife in each 
household. However, most men are simply too poor to fulfil this obligation, even if they 
wish to. As one polygamous wife put it: 

Nowadays women cannot dare to wait for their husbands to provide each 
and every thing in the house as sometimes they get very little fish to su_stain a 
house. That is why I am currently engaging in different petty businesses and 
I always provide for my house so I do not depend on him entirely ... That is 
why we are really busy looking for cash income and at the same time making 
sure that other things in the households such as cooking, fetching water are 
also done properly. 

Sometimes even married men admitted that .if it was not for their wives' income
generating activities, life would have been very difficult-For instance one polygamously 
married man said: 

My wives helped me a lot indeed. I do not know what I would do with three 
wives I married if they would have been depending on me entirely. I remem
ber last bamvua I got no fish to sell but thank God my wives are working too 
and be able to take care of my homes often. 

Because husbands in most polygamous households had no permanent dwelling, 
wives in such households are forced to do most of the things socially expected of (male) 
heads of households. One polygamous wife said:. 

My situation has no big difference with the one who is not married-we are 
three (wives) and our husband spends two days for each one of us. So I and 
the children see him at most two days a week. If anything happens within the 

i3. "Relish" refers to the minute amounts of fish or meat that are added to the staple meal of 
millet-based "ugali." 
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days he is not supposed to be in your home you have to solve the problem 
on your own. He can give you some advice but at the end of the day it is your 
problem. ' 

Many polygamous wives will describe themselves as "divorced" on official forms 
because they think that this describes their situation better: . 

Last week our child, who is in the secondary school, was sent back home be
cause the school fees (were unpaid). Our husband spends three days in each 
house. It was my co-wife's turn, so my husband was at my co-wife's house 
at Miteja-it is far from here. I went there and told him about that and he 
told me to find ways so that the child could go back to school. I therefore had 
to.give her [the child] the savings from my petty businesses. That is why I 
sometimes do not consider myself being married. There are so many things 
I do and d!'.cide on my own. For instance, I am the one who have to think of 
what we will eat, and in most cases I have to find for the means to get what I 
and my children will eat, especially during the days my husband goes to my 
co-wife or shifts to other fishing grounds. 

These de facto female-headed households in which the male partner is effectively 
absent are often invisible in the planning context. Very often husbands are still consid
ered to be heads of households and wives are perceived as dependants, even if for most 
of their married life they have had primary, if not total, responsibility for the financial 
as ·well as organizational aspects of their households (TGNP 2005; Lindeboom and 
Kilama 2006). One recent example occurred in Somanga when the Rural Integrated 
Project Support (RIPS) project gave goats'to several households on the condition that 
they distribute newly-born goats to other households. Being considered the heads of 
households, the husbands were the custodians of the distributed goats. Naturally this 
was a source of conflict in polygamous marriages, not only over the ownership of the 
goats, but also because some husbands took the money their wives had earned from 
the sale of milk for their own personal use or even gave it to another wife who had not 
taken care of the goats. 

1. Polygamy Case Study: Sipajui 

To see how polygamy works in practice in Somanga, let us look at one woman. Sipajui 
does not know how old she is but does know that she married in 1973 at about 14 years 
of age. She never attended school so had little choice when her parents decided on her 
marriage. She had two children, a daughter; born in 19J6, who .has survived, and a boy 
who died in infancy. In 1978 or 1979 her husband took another wife. A few years later 
and after the birth of her two children her husband took yet another wife, While early 
in the interview, she declared that this was no problem, later she confessed to furi
ous jealousy and "I nearly lost ·everything." Gradually things sorted themselves out, 
especially when her husband took the third wife in 1986, bringing Sipajui closer to, 
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the second. Indeed, when we went to see her, she was away visiting the second wife's 
mother, who was sick. Her husband now rotates around the three houses, for none of 
which does he take full financial responsibility. She is expected to feed her husband on 
the days when he comes to her. She is also expected to take her share of the farming 
duties, rotating the chores of weeding, etc. with the other two wives. However, this does 
give her access to millet and other crops for her sub~istence. As her daughter is now 
grown, she no longer has to support anyone other than herself. Her daughter is mar
ried, and is currently going through the same experience of having her husband select 
a second wife. She is no happier about the situation than her mother was, but nothing 
can be done. "If a husband chooses a second wife, you must justaccept it." Sipajui's 
husband is a prosperous fisher, making 50,000 to 100,000 TZS per day. Sometimes he 
gives her money; sometimes he does not. But usually it is about 500 TZS per day for · 
"relish." She supports herself by fishing for shrimp in the rainy season (with her friend 
who has never married but has six children) and collecting sea cucumber. In between, 
she weaves mats-which sell for 30,000 but on which she only makes about 8000 profit, 
and it takes her a week to make one. She also takes her turn working on the farm, which 
is owned by her husband. This produces about 5 sacks of millet per wife, 6 sacks of rice 
and 3-6 sacks of corn, all of which is used for sustenance. 

B. Monogamous Households 
One would think that the situation would be better, or at least simpler, in "monoga
mous" households. Butthe ideology and Islamic custo~ns that allow men in polyga
mous marriages to act the way they do seem to be aqopted even by men who are not in 
polygamous marriages, so that many of them fail in or refuse their responsibilities to 
their families. We found that "monogamous" households were, on average, larger than 
those of the separate units of a polygamous household. There were more children and 
they tended to be younger.·In addition, the husband lived there full time, increasing the 
cooking, cleaning, and washing responsibilities for the wife. This added up to a greater 
workload for these wives. One illustration presented by s~veral women was that each 
wife in a polygamous household would need to fetch one or two buckets of water a 
day, whereas a monogamous wife would need five buckets. The situation of Mama His 
illustrative: Born in 1969, she left school with Standard 7.14 In i984 she married a fisher, 
who had previously been married.to another woman with whom he had three children. 
Mama H started bearing children soon after getting, married and she now has six chil
dren, four boys and two girls. Even though one of their children has already started his . 
own life, he claims he cannot help them. Since 2007, Mama H's husband has felt sick 
and can no longer fish. This leaves Mama H as the sole support of the remaining seven 
children and her sick husband. The only way she has found to lessen her burden is to 
teach her male children to cook for the family. 

Nor does monogamy actually mean that there is one husband and one wife. Often, 
monogamous marriages are part of a pattern of serial monogamy, differing little in 

i4. Standard 7 is roughly equivalent to grade 9 in Canada. 
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practice from the organization of polygamous households. In addition, there are con
cubines. We do not have exact figures on how many men have how many regular 
concubines, or how many have casual sex. What we do know is that the wives perceive 
that much, of their husbands' incomes is spent on presents to concubines and money 
for paid sex. This is less manifest on Songo Songo, mainly because it is an island. But 
even there, men spend periods away from home fishing and also go to the mainland 
for a number of reasons, and women are readily available in the coastal towns such as 
Somanga and Kilwa Kivinje. Informal information also suggests that the introduction 
of Songas (a petroleum exploration company) on the island and the workers they have 
brought has increased the number of prostitutes and "concubines" on the island. 

C. Female-Headed Households 
Women who have either never married or are divorced, with or without children, are 
the classic form of female-headed household. In most ways their situation and work 
load is not noticeably different from the other women we have described. It seems to 
make little difference that they do not have any man whose support they can lay claim 
to. Widows, as elsewhere, tend to be the poorest of all households. They are, almost by 
definition, older and less able to earn income or carry out subsistence activities. Some 
resolve the problem by living with their children (usually daughters) and helping them 
with their workloads. Households headed by a single woman (whether single, divorced 
or widowed) tended to be smaller (sometimes consisting of a single woman living on 
her own). Some women, as illustrat~d here, find that their freedom and independence 
offset the lack of male support. 

Mama N was born in 1960. Soon after finishing her primary education in 1978 she 
was enrolled in Universal Primary Education training and taught as a UPE teacher for 
a year until she became pregnant'by a man who did not marry her. She was forced to 
leave teaching as she was not entitled to maternity leave. In 1985 she married another 
man with whom she had two children. However the marriage did not last and they 
divorced in the year 1987. In the same year she married another m_an and got four 
more children. That marriage also failed. After that she decided not to marry again. She 
supports herself with a variety of activities. During high tide periods15 she catches and 
sells shrimp and small fish, which she fries and sells by the roadside along with other 
prepared food. During sardine fishing season she sells sardines, and is among the few 
women who transport sardines to Mtwara, Nachingwea and Lindi. Sh~ says that she 
has been able to engage in all sorts of businesses because she is in charge of her own 
activities, unlike married women. She is a~le to live comfortably with her children and 
has even built the house she and her children live in. 

i5. In this case, high tide does not refer to daily tidal fluctuations but to monthly and seasonal 
tidal changes. Women generally do not have access to sophisticated deep-water fishing equipment 
and consequently fish mainly with throwing nets. The spring tides, when the fish can come in over 
the warm sand in search of the even smaller micro organisms they feed on, provide the most suitable 
conditions for this type of fishing. 
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V. How Do Women Survive? 

How then do women, especially those With young children, survive in these various 
household combinations? The answer is with a complex mesh of marginal activities 
and cooperative groups, combined with such support as the husband (if any) is pre
pared to provide. Traditionally, production was mainly for direct consumption con
centrated around the domestic unit; local economies were basically for -subsistence. 
Fish were caught by men largely for home consumption. The surplus was normally 
bartered for other household necessities, usually by women, exchanging sun dried fish, 
octopus, and shrimps for maize, rice, and other households items with the people of 
the Matumbi Hills, where -there is more agriculture. As the market economy, with its 
emphasis on individual wage earners, spreads into rural areas, it is usually men who 
take up wage earning opportunities. The temptation for such male wage earners is to 
treat their wages as solely their own rather than as their contribution to the household. 
Women are then left to perform their half (and more) of the subsistence work necessary 
to maintain the family. 

Our study showed women surviving with diverse activities, all small scale, all labour 
intensive, often simultaneous. As described above, women have a role in the fishery, 
albeit at the lowest paid end, especially in Somanga. Fried fish selling in the market 
and on the roadside is often combined with selling baked goods, fruit, and other quick 
snacks. These women are nearly always tending children at the same time, at least until 
the children are old enough to help with the selling. In the slack times they are also busy 
making mats or other handicrafts-at least three simultaneous tasks. They also collect 
and sell firewood, make food covers (makawa), fans (vihangaisho), and wall decora
tions, as well as fish traps (madema) from raffia palm. In addition, they sell coconuts, 
carry out subsistence cultivation, and collect marine flora and fauna, such as shrimp, 
fish, octopus, seaweed, and sea cucumber, to sell .. 

Some women have access to land, usually land owned by the husband. In polyga
mous families, there are complicated arrangements whereby the women share both 
the labour and the resulting produce from farming. These are subsistence crops of 
millet (which forms the staple ugali), potatoes, and other vegetables (corn, coconuts, 
bananas etc). Women also engage in carrying loads. In addition to carrying sardines 
(as described earlier in the paper), they will also carry other goods from the boats to the 
shore, being preferred for this work over men, as they are seen as less likely to steal the 
products. Some women, in Somanga, have access to salt making-a hot and exhausting 
process of boiling the salt water in the mangrove swamps. 

In addition to performing this work, women have to walk considerable distances to 
collect firewood (although ·some better-off women may also use charcoal). And they 
have to collect water two to three times a day. In the wet season the wells close by are 
usable, but in the dry season the collection ofwater can take several hours. In this, as 
in other ways, the women of Songo Songo Island are better off. Songas has provided a 
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water making facility, but while the charge is only 5(yTZS a bucket, many people still go 
to the traditional wells some distance away, from which the water is not as clean (but 
is free). Sometimes men fetch the ~ater on bicycles but usually women have to carry it. 

Another way of surviving in such difficult circumstances is through cooperation
between wives, between women's families, between friends, and in small cooperatives. 
There are numerous women's groups-some traditional sµpport and lending circles, 
others set up by large projects such as RUMAKP6 and MACEMP.'7 There is consider
able evidence that women prefer to organize economically in groups and are good at 
doing it, repaying small loans and cooperating to buy resources (Mwaipopo 2008). It· 
is interesting to observe-as further evidence of women's commitment to working 
collectively, that in addition to performing work to sustain their households, women 
perform numerous other tasks, such as arranging funerals, as part of their community 
responsibility. , 

VI. Differences between Polygamous and 
Monogamous Households 

Despite our initial focus on polygamous households, we discovered relatively little 
difference between polygamous and monogamous households. This is partly because 
monogamous households are often not monogamous in fact-there are concubines 
who take similar positions (and as significant a share of resources) as ·subsequent wives. 
Indeed, we found that some polygamous wives fared slightly better than those who 
were supposedly monogamous. The differences in how women fared correlated most 
significantly with the .ages of their children: once the children had reached their teen 
years and could help with economic activities, the pressure on the women decreased. 
Age was also a factor: older women, especially those who were divorced or widowed 
and who had no supports at all, were the poorest of all. 

There were distinct differences between the women in Somanga and those in Songo 
Songo, although it is extremely difficult to quantify these differences exactly from our 
qualitative data. However, there are three significant factors that appear to interact to 
create a better environment for women on tlie island. Firstly, on Songo Songo there 
is a much smaller proportion of polygamous marriages (about half the number on 

i6.. RUMAKI (the name is a conflation of Rufiji, Mafia, and Kilwa-the names of three adjoining 
regions of Tanzania with fairly long stretches of coastline and, therefore, a significant reliance on the 
fishery) is a program run by the World Wide Fund for Nature (WWF, formerly the World Wildlife 
Fund) in conjunction with various levels of the Tanzanian government (national, district, and local). 
The program's goals are improving the socio-economic well-being of the three coastal communities 
by promoting the protection and sustainable use of marine and coastal resources (WIO Mariculture · 
Network 2008). · 

17· MACEMP stands for the Marine and Coastal Environmental Management Project-a pro
gram of the World Bank. The purpose ofMACEMP is "to improve management and use ofTanzania's 
Exclusive Economic Zone (EEZ)-the 200 nautical mile ocean space which is Tanzanian territory 
under the Law of the Sea Convention-and its coastal resources" (World Bank 2010 ). 
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the mainland). Secondly, many more of the women on Songo Songo have incomes 
from their independent activities, especially from octopus and seaweed. Although both 
of thes'e sectors are under threat, especially seaweed, it is significant that the women 
continue farming, even when it would not seem to be economically worth their while, 
because of the importance of having even a small income of their own as well as main
taining the status of an independent producer. Within the confines of our small project 

. it is not possible to disentangle cause and effect in the better situation of the women on 
Songo1 Songo. Does their greater economic independence from octopus and seaweed 
mean that they are able to exert more control over their husbands and their economic 
situation? Or has a greater sense of women's empowerment on the island led them to 
take advantage of economic opportunities? What was clear, even from this small study, 
is that the Songo Songo women do feel a greater economic independence and see this 
as feeding back into a greater control within the family, even to the extent of being able 
to refuse a second and subsequent wife. 

Conclusion 

IIi this paper, we have been concerned about two related issues, both of which centre 
on assumptions that are often made in many development projects. The first assump
tion, which lies at the core cif this paper, is that all households operate in an equal and 
transparent manner and can be effectively analyzed according to models developed in 
another culture. We were already involved in this project before we were aware of how 
significantly polygamy and other forms of marriage and sexual behaviour affected the 
distribution of resources and economic effort in the two communities. As we investi
gated further, we identified a wide variety of household compositions. We also found a 
disconnect between how households were supposed to operate and how they actually 
managed, with men consistently unable or unwilling to fulfill their responsibilities. 
The second assumption that was made in the Sustaining Coastal Fishing Communities 
UPCD Tier 2 project of which this paper's research formed a part-as well as in numer
ous other d~velopment projects-is that improvements in fisheries (and other potential 
prosperity-generating natural resources) have any inherent or logical connection with 
food security or with alleviating poverty. Certainly, fish could be an important part of 
improving the nutrition of families in Somanga and on Songo Songo Island and the 
fishery could be a vital mechanism for bringing these communities out of poverty. But 
it will not do so while programs continue to be designed based on unwarranted as
sumptions about what actually happens in a community (or in a household) or about 
the connections between economic resources and social outputs. 

Our study is small and qualitative but it does provide some information about how 
households are constructed, how women manage to sustain themselves and their fami
lies and, most particularly, the disconnect between men's fishing incomes and the re
sources that flow to women and children. It could be argued that the construction of 
multiple and complex household arrangements would result in the broader distribu-
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tion of scarce resources, but in the communities we studied, that seems not to be the 
case. The men, with the exception of the most successful boat owners, are generally very 
poor, but they also do not share what they have fairly with their families. They have too 
many dependents, especially in cases of serial monogamy, polygamy, or even several 
concubines. It would be impossible for them to support all their dependents adequately 
on their small incomes. The majority seem to respond to this situation by not sup
porting any of their dependents and leaving the women to support their households 
on their own meagre resources. This fact brings into stark relief the sexual division of 
labour that leaves women with the least lucrative sections of the fishery and with few 
other resources to generate income. It also raises serious questions about whether rais
ing men's income from fishing is the best way to alleviate poverty among poor coastal 
households. 
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The ChaJlenges of Economic Development 
Policy Governance in Developing 
Countries: The Case of Botswana 

Charles Conteh 

AB.STRACT The Botswana government has been seeking to actively engage in the manage
ment' of the economy in partnership with organized interests in the private sector in order to 
bring about a diversification of the market away from dependence on mining. This discus
sion looks at the institutional mechanisms of economic diversification policy governance and 
examines how the weak legitimacy of the government's approach to state-market partnership 
has negatively affected not only the outcome of economic development policies but also its 
relations with organized interests in the market, mainly business and labour. 

RESUME Le gouvernement du Botswana s'efforce de participer activement a la gestion de 
l'economie en partenariat avec les groupes d'interet du secteur prive afin de susciter une 
diversification qui reduira la dependance par rapport a !'exploitation miniere. L'article expose 
les mecanismes institutionnels de gouvernance relatifs aux politiques de diversification eco
nomique. II examine comment la fragile legitimite dont jouit l'approche des partenariats 
public-prive qu'adopte le gouvernement nuit aux resultats de ses politiques d~ developpement 
economique, mais aussi a ses relations avec les groupes constitues au sein du marche, surtout 

· tes entreprises et !es syndicats. 

Successive governments of Botswana since independence have continued to conceptu
alize their mission principally in terms of fostering national development by diversify
ing the country's economy and strengthening the capacity of the domestic market. In 
the process, they have established institutional mechanisms through which the ·coun
try's administrative machinery could be given the requisite capacity and legitimacy 
to steer the market towards well-articulated economic development goals (Africa Re
search Bulletin 2007; Charlton 1991; Lewis Jr. 1995). Thus, a key dimension of national 
development is not only the exploiting of the country's static and natural advantages in 
mining precious minerals but also .the development of the private sector as the engine 
of growth and development by diversifying the country's economy through market 
capacity building policies (Robinson 2009; Harvey 1997; Stedman 1995). 
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In order to maximize the success of economic diversification, the government of 
Botswana since the late 1990s embarked on a strategic pursuit of state-market partner
ship, in which it seeks to engage private actors closely in the process of building the 
capacity of the economy. However, state-market partnership as envisaged in Botswana 
has been significantly affected by the weak legitimacy of the government's approach 
to economic development policy governance. The following questions are addressed 
in the present discussion: Firstly, what is the nature of the Botswana government's ap
proach to economic diversification? Secondly, what are the challenges and limitations 
of the government's partnership with market actors (primar:ily organized business and 
labour) in its pursuit of economic diversification? The discussion is premised on the 
proposition that the degree of the state's institutional legitimacy-a function of public 
economic agencies' social embeddedness within the market, on one hand, and private 
economic actors' perception of the government's credibility, competence, and author
ity to govern the market on the other-will directly impact the success or failure of the 
state's effort at economic diversification policy implementation. 

In attempting to answer the above-stated questions, the rest of the discussion will 
proceed. as follows: First, the paper develops a conceptual framework of partnership 
involving governments and non-state actors. The focus of the conceptual framework 
is to highlight the significance of the notion oflegitimacy as an essential requisite for 
such partnerships to serve as effective mechanisms of po~icy governance. Following 
this, the paper provides an overview of the Botsw.ana government's economic devel
opment policies and agencies. Next it analyzes the nature of partnership between the 
Botswana government and organized market actors as a mechanism for pursuing 
economic diversification in the country. The paper's conclusion then extrapolates 
some significant lessons for partnership models of governance in developing coun
tries, especially in Africa .. 

L A Conceptual Framework 

In implementing public policies, governments in developed and developing countries 
alike need to possess a reasonable degree of legitimacy or authority to govern the wide 
range of interests that may exist within the respective policy domains. When it comes 

· to development policy management, Montgomery's (1991) notion of the "strategic en
vironment" of public managers provides an insight useful to the present discussion. 
The strategic environment, as conceptualized by Montgomery, refers to fundamental 
elements such as the constellation of actors and ideas within a policy community that 
directly influence or determine the legitimacy of public managers or agents to carry out 
their public policy mandates. Successfully directing economic diversification policy, 
therefore, requires that the administrative machinery deal with the strategic environ
ment consisting of organized interests and competing ideas within the market arena 
(Ayee 2008; Pinaud 2007; Cheung 2005). 
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The imperative of legitimacy necessitates an emphasis on understanding the pro
cesses by which governments engage non-governmental policy stakeholders (Mwanzia · 
and Strathdee 2010; Irvin and Stansbury 2004) and command their trust and acquies
cence (Kumar, Kant, and Amburgey 2007; Gould 1991). In the context of developing 
countries, it also calls attention to how governments motivate policy stakeholders to · 
comply and cooperate with development plans and policies (Boyte 2005; Bingham, 
Nabatchi, and O'Leary 2005). 

Several scholars have in the governance and participatory development literature 
developed various insightful concepts that capture the posHive synergies that could 
flow from sustained networks and policy dialogue between states and societal interests 
(Brinkerhoff 1999; Rethemeyer 2003). Carroll and Carroll (2004, 14) envisage "civic 
networks" consisting of certain forms of policy engagement between states and so
cietal interests, including private sector actors. And as Jackson (2002, 26) also notes, 
"it is precisely the pooling of know-how over a range of actors encompassing public 
and private societal actors which comprises the advantage of networked systems over 
traditional, hierarchical decision-making structures." Esman (2000) also explores the 
merits of alternative (especially collaborative) mod~s of policy implementation as a way 
of dealing with the inherent problems of the administrative pathologies of conventional 
bureaucracies. · , 

Other scholars have described variations of development p~licy partnerships as 
"deliberative development" (Evans 1992), "institutionalized to-production" (Joshi 
and Moore 2004), state-society "concertation" (Pereira 1993), state-market "growth 
coalitions" (Brautigam, Fjeldstad, and, Moore 2008), and '.'state-community syner
gies" (Gupta, Grandvoinnet, and Romani 2004) with various conceptualizations of 
this relationship, ranging from strong participatory theories that reject.any form of 
'authoritative hierarchy to weak theories calling for a rather ritualistic "consultation" 
of societal interests by the state (Brett 2003). This present study synthesizes the various · 
insights mentioned above into a framework that examines development partnership 
in the pursuit of economic diversification policy. The synergies that development part
nerships provide constitute the strength oflegitimacy to govern the market: that is, the. 
legal and moral authority to command (without coercion) the cooperation of relevant 
policy actors in successfully directing the course of economic development policies 
and programs. 

The present discussion focuses on the nature of the partnership between the gov
ernment's administrative machinery and its immediate clientele within the particular 
policy domain of economic diversification. There are some arguments in justification of 
these forms of partnership. First, it has been observed that the technical nature of cer
tain policy issues would tend to justify a focused partnership with those interests within 
society that are technically competent to participate (Pinaud 2007; Irvin and Stansbury 
2004). Moreover, some would argue that direct beneficiaries of a given policy are often 
the ones with the disposition and commitment to assess policy implementation, as 
well as give useful inputs (Koehn 1991). Furthermore, some scholars have expressed 
the need for the developmental state to focus on collaboration with relevant organized 
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interests aimed at facilitating real state ownership of policies and programs, rather than 
just administrative responsiveness to a somewhat amorphous citizenry (Vigoda 2002). 

The essence of these observations is that at the level of policy implementation the 
focus should be on understanding the relationship between public agencies and mo
bilized-policy stakeholders rather than calling for vague "citizen participation." More
over, in a globalized market environment, the legitimacy of private sector development · 
policy governance is usually assessed not merely by citizens but simply by "market· 
actors" (who may be foreign investors) whose perception of the government's cred
ibility and competence is crucial for the success of economic policy implementation 
(Bair 2007). 

In their shared role of coordinating and integrating the process of national devel
opment, close institutional links are thereby established between public agencies and 
the business community (Kim and Roh 2008; Evans i992; Migdal 1987). This study · 
refers to the close collaboration that can exist between public agencies and market 
actors as the "market legitimacy" of the state. Market legitimacy is an analytical lens 
through which public agencies' relations with market actors could be evaluated as a 
dete~minant of the success or failure of economic- diversification policy implementa
tion. Market legitimacy refers to the business community's and organized labour's trust 
in the government's market capacity-enhancing policies and programs; a recogp.ition 
of the authority of agency officials and government bureaucrats to direct the trajectory. 
of market transformation; an~ a perception among market actors that the state's poli
cies are consistent with their medium- to longer-term interests and overall economic 
development (Aleman 2009; Kumar, Kant, and Amburgey 2007; Castells i992). 

Market legitimacy, therefore, consists of the depth and breadth of social network 
linkages that the state maintains with economic actors, without the former's ability 
to govern the market being eroded, undermined, or compromised by the latter (Brett 
2003). Legitimate forms of network partnership between state and private sector actors 
minimize transaction costs and facilitate information transfer through a collaborative 
decision-making strategy that encompasses key stakeholders within.the market arena. 

The next section provides a brief overview of the Botswana government's economic 
development policies and agencies. In doing this, the section answers the first of the 
two questions raised in the introduction, namely, what policies constitute the Botswana 
government's approach to economic diversification. This discussion will then be fol
lowed by an analysis of the nature of partnership between the government and orga
nized market actors as a mechanism for pursuing economic diversification in Botswana. 

II. Economic Diversification Policy in Botswana-
An Overview · 

Botswana has a per capita income of over 3000 US$ and has experienced a steady posi- . 
tive growth of GDP averaging more than 8% per annum over the past 30 years (World 
Bank 2010). It is considered to have been one of the fastest growing economies in the 
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world between 1965 and 1998 (World Bank 2000; Norwegian Ministry of Foreign Af
fairs 1996). The macroeconomic indicators, though, hide certain structural weaknesses 
in the Botswana economy (IMF 2007). On closer inspection, one finds social and eco
nomic vulnerabilities that belie the claim of successful economic management (Good 
2008). 

The structure of the Botswana economy is fragile in that it is largely mineral depen
dent (Joseph 2010; Republic of Botswana 2004b; Gergis 1997). Overall, about 43% of 
Botswana households live i11 poverty (World Bank 2007). Despite government provi
sion of services for redistributive purposes, Botswana has high income inequality, with 
a Gini-coefficient estimated at 0.56, one of the highest in the world (World Bank 2007; 
Nordas 2000). 

Because of the mineral-dependent nature of the economy, private sector develop
ment policy in Botswana is rightly referred to as "economic diversification" (Conteh 
and Ohemeng 2009; Hope 2002; Molutsi 2004). As part of its model of economic man
agement over the past 30 years, the Botswana government has employed various policy 
instruments aimed at encouraging and supporting the development of new industries 
so as to diversify its economy away from dependence on mineral (mostly diamond) and 
beef exports (African Business 2006; Isaksen, 1996). 

Central to the.state's development strategy towards economic self-reliance and sus
tainability was the policy stance of strategic and purposive resource allocation across 
sectors and industries and the creation of public agencies to promote and nurture the· 
country's private sector (Republic of Botswana 2000, 3-4; Mmusi 1998).' Various poli
cies have been developed since the early 1970s in pursuit of this goal of private sector 
development, and central to these is the use of development planning to reallocate 
or direct capital resources into business development (Africa Research Bulletin 2007; 
Republic of Botswana 2005a; Isaksen 1981; Mmusi 1998). 

The government also introduced the Industrial Policy (IP) of 1974 which, along with . 
the National Development Plans (NDPs), created the initial framework for the In
dustrial Development Policy (IDP) of 1984 (Republic of Botswana 2004a). The IP and 
IDP were themselves rooted in the Industrial Development Act (IDA) ofi968 (revised 
in 1988 and revisited in the late 1990s). The underlying purposes of the government's 
industrial policies were to take practical steps beyond legal and regulatory instruments 
and to engage in targeted entrepreneurial development incent_ive and support mecha
nisms. 

The most significant policy tool of the government in pursuing economic diversifica
tion, however, was the Financial Assistance Plan (PAP) introduced in 1982 (Siwawa
Ndai 1997, 335-352). The PAP put into practice the government's pronouncements on 

i. This is corroborated by an· interview the author conducted with a senior official in the Planning 
Division, MFDP, in Botswana in 2008. 

' Because the author ente~ed into confidentiality agreements with those he interviewed for his 
research, the names of interviewees cannot be given, nor can the author reveal the town or city where 
the interviews took place (since some field offices have only one seniOr official); therefore, to protect 
the identity of interviewees, all interviews cited in this paper will be identified only by the rank of the 
official interviewed, Botswana (the location of the interview), and the year of the interview. 
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industrial development and was a direct outflow from the government's adoption of 
the National Policy on Economic Opportunities (Republic ofBotswana 1982). The FAP 
was to expand the business opportunities and entrepreneurial capacity of primarily 
Batswana (i.e., citizens ofBotswa:na) (Lisenda 1999). 

A key part of the policy implementation strategy of the government of Botswana is 
to create public agencies that can complement the operations of the main ministries in 
supporting the private sector (Republic of Botswana 2005a). These agencies are given 
specific mandates jn a particular area of pr~vat~ sector development, such as financial 
or capital support, market information services, assistance with technology and techni
cal upgrades in production processes, entrepreneurial skills training, product market 
creation, and so on (Marobela 2010 ).2 

The agency that is considered the hub of industrial development in Botswana is the 
Botswana Development Corporation (BDC), created in 1970. Other agencies related 
to economic diversification include the Botswana Trade and Investment Promotion 
Agency (BIPA); the National Development Bank (NDB); the Botswana Savings Bank 
(BSB); and, in the past decade, the Botswana Export Development and Investment 
Agency (BEDIA), International Financial Service Centre (IFSC), and the Citizen Em
powerment Development Agency (CEDA) (National Business Conference 2002). 

Although designed to be outward extensions of the government into the market, 
these agencies are positioned under central ministries like the Ministry of Finance and 
Development Planning (MFDP) and the Ministry of Trade and Industry (MTI). In 
principle, the agencies are semi-autonomous entities distinct from the ministries and 
departments that constitute the country's bureaucracy. The main rationale for creating 
these agencies as the institutional mechanisms for implementing economic diversifica
tion policies is that they are expected to have the operational flexibility that ministries 
do not have (Mothusi 2009). Public agencies are supposed to be able to adjust to the 
expediencies of market conditions as they promote private sector development by em
bedding themselves into the market in strategic collaboration with market actors. The 
agencies were thus designed to be specialized extensions of the state's administrative 
machinery-outward expansions of the government into the market. 

After years of implementation of economic diversification, however, the depth and 
spatial distribution of private sector activities in Botswana remain shallow and narrow. 
Inter-sectoral diversity and production links are weak in the economy. Private sector 
activities are mostly concentrated in the capital city Gaborone and two other major 
towns, to the virtual exclusion of much of the country (Good 2008; Tsie 1995). The 
failure of the economic diversification of Botswana's economy is revealed in the fact 
that unemployment remains a problem, and some goods and services provided by the 
locahilarket are not meeting the increasing requirements of International competition, 
while at the same time domestic resource consumption is also increasing (World Bank 
2007, 2010; Hope 2002). Entrepreneurial capacity still remains low. Agriculture has 
been steadily declining relative to mining since the 1970s (Hubbard 1998; World Bank 

2. Corroborated by an executive officer ofBOCCIM in an interview with the author, Botswana, 
2008. 
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2007). The economy is still by and large lopsided with overdependence on mining. 
There is a plethora of low-efficiency service·sector companies mostly in commercial 
distribution and mostly small-scale, with low sustainability. 

The complication is further compounded by the fact that by most, if not all, macro~ 
economic indicators, Botswana has an ideal monetary and fiscal environment for pri
vate sector development,3 being one of the best managed economies (in fiscal, monetary 
and, even, regulatory terms) in Africa (World Bank 2010; Robinson 2009; Leith 2005). 

The much-celebrated economic groWth, while impressive at face value, seems, on closer 
inspection, to be a statistical illusion, since it does not affect the whole economy. It is 
growth without employment 

III. An Assessment of the Legitimacy of State-Market 
Partnership 

Fortunately, the government of Botswana has not been deceived by the illusion of 
"economic growth." The issues of economic diversification and employment creation 
seem to have been taken more seriously since the turn of the millennium; given the 
increasing politicization of the unemployment crisis (Beaulier and Subrick 2006). The 
Botswana government has, therefore, been attempting to change its model of market . 
governance. In the face of simmering discontent about the level of unemployi;nent and 
the slow pace of economic diversification, the government of Botswana has seemed 

- more serious about experimenting with alternative models of governance.4 The govern
ment started espousing a narrative claiming a new drive toward economic diversifica
tion that involv:es the adoption of more inclusive partnership strategies (Budget Speech 
2009; Carroll and Carroll 2004; Republic of Botswana i997). 

A key element of the new drive toward economic diversification, therefore, is the 
recognition of the need to strengthen state-market partnership (Mothusi 2009 ). This 
brings the present discussion to the second question raised in the introduction: what 
are the challenges and limitations of the government's partnership with market actors 
(primarily .organized business and labour) in its pursuit of economic diversification? 
The premise of the analysis is that the success or failure of a government's effort at 
economic diversification policy governance is often a function of the legitimacy of the 
state's engagement with market actors. Legitimacy, as a-concept, is operationalized as 
the nature of public agencies' social, embeddedness within the market, on one hand, 
and private economic actors' perception of the state's credibility, competence, and au
thority to govern the market on the other. 

The significance oflegitimacy in state-market relations has its underlying logic in 
the very complex web of economic, social, and cultural dynamics that constitute the· 
implementation of public policies. A state-market relationship would include, first; 

! 

3. Senior official, MFDP, in an interview with the author, Botswana, 2008: 

4. BEDIA official, in an interview with the author, Botswana, 2008. 
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developing a common vision for the future, and second, creating a wider platform for 
regularized government/private sector contact towards a more strategic collaboration 
that builds a form of synergy whose force is greater than the sum of its parts. Such an 
approach to economic diversification policy implementation views the market as a? 
organic collection of interconnected production and exchange variables and interests 
and governs it as such. 

What the present discussion conceptualizes as market legitimacy consists of the 
depth and breadth of institutional links that the Botswana government se.eks to nur
ture with the private sector without compromising the former's ability tb direct the 
formulation and)mplementation of economic development policies. The gains from 
legitimate forms of partnership models of governance between state and private sector 
is that they can minimize transaction costs and facilitate information transfer through 
a collaborative decision-making strategy that encompasses key non-state policy stake-
~~ . 

One major element of the new emphasis on a partnership model of market gover
nance over the past decade is the revamping of old economic diversification schemes 
and agencies and the creation of new ones to reflect the greater policy priority or, even, 
urgency of collaborative private sector development (Poteete 2009; Hope 2006). Ac
cording to the Minister of Finance and Development Planning, several policies and 
public sector reforms have been introduced in recent years to enhance the collabora
tive economic. diversification drive involving the private sector and the government 
(National Business Conference 2006). 

The FAP scheme mentioned earlier in the paper has been reformulated by the gov
ernment into the Citizen Entrepreneurial Development Agency (CEDA). The CEDA 
provides financial assistance through subsicllzed loans, with the rate of interest and the 
repayment period bei11g much more liberal than the natural market rate. A venture 
capital fund under the CEDA also provides a window for joint business ventures be
tween citizens and foreign investors. Moreover, two new agencies-the Botswana Ex
port Development and Investment Authority (BEDIA) and the International Financial 
Services Centre (IFSC)-that were created in the late 1990s have seen their mandates 
strengthened over the past decade (Budget Speech 2009 ). Similarly, the BDC, an older 
agency, and still considered the hub of inqustry in Botswana, has undergone a review 
and redefinition, with a strategic redirection away from.playing a reactive role toward 
being a catalyst of collaborative economic diversification poljcy governance. 

The underlying reason for creating the above-mentioned new agencies and strength
ening the mandates of older ones is so that they will be more strategically focused 
on specific sectors of the economy (Budget Speech 2009). More importantly, for our 
present purpose, the structural reconfiguration of economic diversification policy gov
ernance in Botswana is considered by the government as a reflection of its desire to 
e~gage in a more strategic partnership with various industries and their associations 
in the private sector (Budget Speech 2009). The government views the strengthened 
mandates of the agencies as a shift from hierarchical policy governance to deliberative 
and collaborative models of development policy implementation. 
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Another dimension of the new emphasis on state-market partnership over the past 
decade in Botswana is the introduction in 2000 of a bi-annual National Business Con- -
ference consisting of organized industrial sectors in the market as well as officials of 
public agencies whose mandates relate to economic development (Botswana National 
Business Conference 2002, 2006, 2010). Moreover, since the late 1990s, the.government 
introduced an informal structure called the High Level Consultative Council (HLCC). 
The HLCC is a form of tripartite governance structure involving senior government of
ficials and public agencies (such as the BDC, BEDIA, and CEDA), organized business, 
and limited labour representation. Though a largely consultative body, the HLCC has 
been heavily promoted over the past decade as evidence of the government's desire to 

- engage in a partnership mode of market goverp.ance. The government views the na
tional business conferences and the HLCC forum as mechanisms for embedding itself 
within market. 

Despite the above-mentioned institutional initiatives, however, the character of the 
relationship between the government and the private sector is fraught with limitations 
and challenges. Firstly, even though new agencies such as the BEDIA and the IFSC 
have been created.and the mandates of older ones like the BDC revamped with the aim 
of deepening their engagement with the private sector, the administrative machinery's 
culture of governance still remains rather technocratic in orientation. For instance, 
the BDC is still constrained by,its founding mandate under the Companies Act from 
engaging in close collaborative relationships with industrial associations.5 Whereas the 
BDC has made some considerable improvement in engaging market actors in collab
orative partnership, its operations are still exclusive, and its dealings with private part
nyrs less formalized (BIDPA 2004; Republic ofBotswana 2005b; Budget Speech 2009). 

The private sector has also expressed dismay at what it considers the public agencies' 
operational culture of relative detachment and reactive disposition to opportunities, as 
contrasted with a proactive creation of opportunities (National Business Conference 
2010 ). Jones; Brunt and Sharma's (1996) (somewhat hyperbolic) characterization of the 
policy governance in the mid-199os as "paternalistic" seems still relevant more than a 
decade_later, despite the institutional reconfiguration in recent years. 

As an interviewee at BIDPA put it, "they've [the goven:iment] been talking a lot lately 
about strengthening partnership and consultation in Botswana ... but it's like having 
your uncle consult your opinion ... So when you put that in perspective, this partner
ship only tends to reinforce bureaucratic centralism and elitism. It is in the culture of 
governance itself."6 Thus, even though recent institutional innovations in the national 
business conferences and _the HLCC have formalized the "partnership framework" of 
state-market relations in Botswana, the public sector's technocratic approach to eco
nomic policy implementation means that the engagement by the administrative ma
chinery of its "policy stakeholders" remains more or less merely consultative and highly 
managed by the former. 

5. BDC official, in an interview with the author, Botswana, 2008. 

6. BIDPA official, in an interview with the author, Botswana, 2008. 
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Another limitation of the partnership model of economic diversification in Botswana 
is that while the government espouses collaborative policy governance, it still inter
nalizes the processes of economic diversification and seeks to actually manage labour 
and capital as "useful variables" in its centrally formulated development policy plans. 
But the governmentis not solely responsible for this. Organized business in particular 
has tended to reinforce this state of affairs by its focus on securing concessions from 
government (National Business Conference 2010 ). Businesses seem often preoccupied 
with gaining greater acc.ess to the various "assistance schemes" that they can get from 
government, thereby reinforcing a dependent relationship. 

Furthermore, even though the general rationale for the above-mentioned national 
business conferences as well as the HLCC is to create a regular policy forum where the 
government and business can exchange perspectives and build synergies between the 
two sectors, the reality is rather different. In particular, organized labour represented by 
the Botswana Federation of Trade Unions (BFTU) has not warmed to the government's 
insinuations (Beaulier and Subrick 2006; Carroll and Carroll 2004). The government's 
attempt at increased engagement with the private sector has been viewed by labour 
unions as mainly focused on organized businesses, to the virtual exclusion or alienation 
oflabour unions as legitimate stakeholders. Labour unions still feel a sense of d_etached 
suspicion that market governance is a state-business affair where they (labour) must 
seek to hold their own against the excesses of market exploitation. 

The government's position is further complicated by the fact that in spite of its per
ceived tendency to court the goodwill of organized business over the interests of la
bour, its outreach to business is not without tensions. For instance, most of the public 
agencies, especially the BDC, BEDIA, and CEDA, have been called upon by the private 
sector to improve on their outreach to private enterprises. This reflects some degree 
of private sector dissatisfaction with agencies so central to th~ government's engage
ment in the market (National Business Conference 2010). Moreover, at the last busi
ness conference, business representatives implicitly rejected the Ministry of Finance 
and Development Planning's (MFDP) macroeconomic management as laissez faire 
and complacent about the needs of Botswana's private sector (National Business Con

. ference 2010 ). The MFDP is viewed as content with positive macroeconomic growth 
statistics even when such growth does not derive from a robust and diversified private 
sector nor translate into job creation or poverty reduction. 

Part of the existing tensions between the government and the private sector is that 
the government's interaction with "businesses" in the private sector is considered by 
some citizens to be dominated by the interests of foreign capital in mining even while 
at the same time the government has been developing economic diversification policies 
(Mosarwa 2007; Robinson 2009; Legwaila 2002). Inasmuch as the interests of busi
nesses are divided between domestic and foreign entrepreneurs, the outcome tends to 
be contradictory policies that serve to protect indigenous businesses while at the same 
time claiming to promote Botswana as an open eco.nomy. The government, it seems, 
must walk a fine line between maintaining the confidence of international investors in 
Botswana and commanding the trust and cooperation of indigenous businesses (Africa 
Research Bulletin 2007). 
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The unfortunate outcome of all the above~mentioned challenges is that the overall 
effectiveness of the partnership model of market governance in Botswana is compro
mised, and economic diversification in Botswana is slow at best . .In principle, market 
legitimacy through non-hierarchical collaborative engagement with private actors pro
vides the critical synergies for effective economic development governance. Horizontal . 
mechanisms of development policy steering are particularly critical for the efforts of 
a government in an emerging democracylike Botswana to acquire the cooperation of 
non-state actors. It provides the requisite authority to command, without coercion, the 
cooperation of relevant policy actors in successfully directing the course .of economic 
development policies and programs. Moreover, incorporating the knowledge of policy 
stakeholders in the private sector through collaborative governance arrangements will 
serve to not only legitimize policy intervention but also open the possibilities for more . 
innovative service provision. Actualizing these advantages in Botswana, however, still 
remains a challenge. 

Conclusion 

The discussion has examined economic Rolicy implementation in Botswana-a country 
where economic development policy could be described as one in which the state is 
actively engaged in attempts at diversifying the economy and creating jobs. It examines 
the effects of legitimacy on Botswana's engagement with non-state economic policy 
actors in the pursuit of its economic development goals. The discussion is premised on 
the assertion that the legitimacy of public economic agencies within a particular policy 
domain will directly impact the success or failure of the government's effort to carry 
out its policy mandates. . 

The analysis used. the conceptual framework developed earlier in the paper to an -
swer the two questions posed in the introduction. The questions are, firstly, what is 
the nature of the Botswana government's approach to economic diversification? And· 
secondly, what are the challenges and limitations of the government's partnership with 
market actors (primarily organized business and labour) in its pursuit of economic 

· diversification? The answer to the first question served as a background to the main 
analysis, providing a descriptive overview of Botswana's economic diversification poli" 
cies as well as the agencies mandated to implement them. 

The answer to the second question constituted the major focus of the paper as it 
examined the limitations of the government's partnership with market actors in its 
pursuit of economic diversification policy pver the past decade. The main conclusion to 
be drawn from the discussion is that despite the plethora of policies and agencies dedi
cated to economic diversification in Botswana, there are problems with the institutional 
mechanisms by which the government engages the diverse interests within the market. 

Several inferences can be extrapolated from the above discussion to serve as useful 
lessons for developing countries as they attempt to pursue their development aspira
tions through partnerships models of policy. governance. A key challenge of policy 
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governance in developing countries is the logic oflegitimacy~ Governments in Africa, 
for instance, could pay closer attention to improving institutional flexibility conducive 
to adapting their governance models to the changing exigencies of state-society rela- ~ 

tions. The bureaucratic pervasiveness of post-colonial governance models is increas
ingly being confronted with participatory pressures from better educated-and highly 
mobilized societies across Africa. How governments respond to these emergent forces 
is critical to the success of development management and policy delivery. 

In economic development policy, the political culture of the strategic environment 
provides a crucial lens for understanding market governance. Society is often dynamic, 
and thus changes over time, especially as modernization and globalization interact with 
civilizatiqns and cultures around the world. These changes have significant implica
tions for state-society relations and, therefore, for policy and administration. But the 
imperatives of, and demands for, inclusive governance in developing countries are not 
to be viewed as phenomena that can be satisfied by vague rhetoric like participatory 
development through broad policy consultation exercises. Such exercises in symbolic 
politics are increasingly viewed by African societies as empty gestures. 

The Botswana case illustrates that sustained partnership with major stakeholders 
within each policy domain is critical to the enhancing the legitimacy of the state and 
the ability of governments to effectively carry out its policy mandates. The implication 
of this emphasis is that partnership models of governance go beyond vague consulta
tion processes and refer to collaborative arrangements between publ~c agencies and the 
immediate clientele within the respective policy domains. It insists on institutionalized 
co-governance arrangements rather than just administrative consultation with a some-
what amorphous citizenry. , 

Co-governance partnership models of development management are conducive to 
the complex nature of certain policy issues since it focuses partnership efforts on those 
interests within society that are predisposed to provide competent feedback and cri-. 
tique of government policies. Direct beneficiaries of a given policy are arguably the ones 
with the disposition, sustained commitment, and competence to assess development 
policies, as well as provide useful inputs. 

What this study refers to as "market legitimacy" is the close collaboration that can 
exist between public agencies and market actors in the domain of economic develop
ment policy in emerging democracies. The imperative oflegitimacy through sustained 
engagement with non-governmental policy stakeholders is not, however restricted to 
economic development policy but runs the whole gamut of public policy governance in 
developing countries. Legitimacy consists cif the depth and breadth of policy network 
linkages that the state maintains with policy actors, without the government's ability 
to govern being eroded. 

Development management in emerging democracies, especially in Africa, requires 
that governments possess a reasonable degree of legitimacy that allows them to gov
ern the wide range of interests that often exist within the respective policy domains. 
This particularly holds true for societies that are highly heterogeneous and where the 
·divers.e interests and ideas that exist in the strategic environment policy governance 

,/ 
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would need to be factored into the processes of development policy formulation and 
implementation. 

Whether conceptualized as "civic networks," "deliberative development," "institu
tionalized co-production," or state-society "concertation," the advantage of networked 
systems over traditional, hierarchical decision-making structures is in the pooling of 
know-how over a range of actors. This is critical to African countries being able to over
come the much-lamented pathologies of conventional bureaucracies. Such institutional 
and process reforms go beyond the structural adjustment recipes of the public sector 
reform blueprints that have been in vogue over the past three decades. The emphasis 
instead will be on building organic synergies through collaborative partnerships that 
will enable governments to tap the resources and ideas of critical policy stakeholders 
in directing the course of development policies and programs. 
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Citizenship, Reproductive Rights, and 
Maternal Health in Mexico* 

Lisa Mills 

ABSTRACT This article examines how reproductive rights in Mexico have been affected by 
the existence of an international reproductive rights regime. The paper argues that, in the case 
of maternal health, decentralization of the health care system undermined the nation-state's 
capacity to flllfill reproductive rights. A degree of re-centralization has taken place since 2004; 

however, the ability to improve the health care system has been limited by the legacy and 
continued influence of decentralized responsibilities. In the case of Mexico City, the decen
tralization of political power opened up the opportunity for feminist lobbying on abortion. 
However, this was only possible because of the presence of a social-democratic government; in 
other states, abortion rights have since been rolled back. 

RESUME L'article examine !'impact qu'a eu, au Mexique, le systeme international des droits 
lies a la procreation. L'auteure soutient que la decentralisation du systerrie de sante a mine la 
capacite de l'Etat-nation de mettre en ceuvre ces droits en ce qui a trait a la sante maternelle. 
Malgre une certaine recentralisation amorcee en 2004, la decentralisation des responsabilites 
a laisse un heritage dont !'influence persistante a limite la ·capacite du gouvernement mexicain 
d'ameliorer le systeme de sante. Dans la ville de Mexico, la decentralisation du pouvoir politi
que a ouvert la porte aux demarches des feministes en faveur de l'avortement. Cette situation 
n'a toutefois ete possible qu'en raison de la presence d'un gouvernement social-democrate; 
dans d'autres Etats du pays, le droit a l'avorternent a subi des reculs. 

Since the 1990s, a new discourse on reproductive rights has entered the vocabulary of · 
international organizations and development agencies. The International Conference 
on Population and Development in Cairo in 1994 ("Cairo Conference") and the Fourth · 
World Conference on Women in Beijing, 1995 ("Beijing Conference"), resulted in the 
construction of "a new paradigm in population policy ... which shifted emphasis from 
a macro concern with rapid population growth to individual rights in sexuality and 
reproduction" (De Jong 2000, 941). The increasing number of international agreements, 

' 
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such as the Cairo and Beijing Platforms of Action, exhorting states to establish and 
protect human rights has led some commentators to posit the concept of "transna
tional citizenship." I will argue; however, that the reproductive health rights established 
through international agreements can only be considered citizenship rights when guar
anteed by nation-states.' As Tilly (1998) notes, rights claims only become citizenship 
rights "when the object of claims is a state orits agent" (56). 

There. are several reasons why the codification of reproductive rights at Cairo and 
Beijing has not translated into fulfillment of these rights at a national scale. One is that 
the fulfillment of reproductive rights requires, among other things, a well-functioning 
health care system (Freedman et a:l. 2004). In many developing countries, the coher
ence of such a system was undermined by neoliberal health care reforms in the 1980s 
and 1990s and has not been entirely ameliorated by further reforrri in the new millen
nium. Indeed, the Cairo and Beijing documents themselves reflect a tension between 
the recognition of reproductive rights, on one hand, and on the other an acceptance of 
health reforms that incorporate user fees and encourage private-sector service delivery, 
thereby undermining poor women's access to the health care system (Petchesky 2003, 
43). The Cairo and Beijing documents have also been superseded by the Millennium 
Development Goals (MDGs), which did not incorporate reproductive health as a goal; 
this concept was not included in the MDGs until 2005, when it became the second tar
get of MDG 5, which aims to improve maternal health (WHO 2010b ). Also, not only 
feminist organizations have influenced the international and national arenas: organiza
tions opposed to women's rights, particularly the Holy See, have been able to operate 
transnationally to limit women's reproductive rights (see Haussman 2005, Chapter 5). 

I will examine citizenship and reproductive rights by considering two dimensions of 
reproductive health in Mexico: maternal health, that is, women's health during preg
nancy and childbirth; and abortion care.2 I will argue that while the existence of in
ternational agreements and forums has given local and national actors within Mexico 
leverage with which to demand state action, in the case of maternal health these rights 
cannot be fulfilled because of ongoing problems with the health care system. In the case 
of abortion rights, the combination of state jurisdiction over abortion-related laws, and 
political decentralization in the 1990s, allowed feminists in Mexico City to achieve the 
decriminalization of abortion in 2007. Since then, however, there has been a backlash 
against the Mexico City decision. Using the same powers exercised in Mexico City, 

1. I will use the term "nation-state" rather than "state" here in order to distinguish the concept 
from sub-national governments, which will be·discussed later in the paper. 

2. Access to abortion should be, and sometimes is, considered as a dimension of maternal health; 
however, the two are often separated, in discourse and practice. The Millennium Development Goal 
of improving maternal health by 2015 does not mention access to abortion (see UN Millennium 
Development Goals at www.uri.org/millenniumgoals/goals.html). The conflict over whether access 
to safe, legal abortion is crucial for ensuring improvements in maternal health has not been confined 
to the developing world. In the summer of 2010, Canadian Prime Minister Stephen Harper excluded 
abortion from his initiative to promote maternal and cliild health in the developing world. Initially, 
family planning services were also excluded; later, contraception, but not abortion, was included.in 
Canada's commitment (York 2010). 
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seventeen of Mexico's thirty-two states3 have introduced Constitutional reforms recog
nizing the right to life from the moment of conception. Without a federal guarantee of 
abortion rights, reproductive rights in Mexico will be realized unevenly across national 
space, and so cannot be considered citizenship rights. 

This article will proceed as follows. In the first section, I will examine' the literature 
on citizenship, and consider the literature on the politics of scale, which theorizes the 
relationship between local, national, and international organizations and spaces of ac
tion. In the second section, I will outline the problems of maternal mortality in Mexico, 
and examine how the processes of decentralization and re-centralization in the health 
care system have affected its capacity to improve maternal health outcomes. In the final 
section, I will outline the contradictory impact of decentralization on abortion rights. 

The article is based on an analysis of government and NGO documents, newspaper 
reports, secondary literature, and interviews conducted in Mexico City in 2008 and 
2010. 

I. Citizenship, Social Rights, and Scale 

The existence of international human rights instruments, including those that codify 
reproductive health and autonomy as a human right, has led some commentators to 
posit the concept of "transnational" or "globalcitizenship" (Lister i997; Turner 1993). 

This conceptualization of citizenship "loosens its ·bond with the nation-state, so that 
citizenship is defined over a spectrum which extends from the local to the global, re
flecting local and regional pressures for greater political autonomy on the one ha.nd and 
globalizing tendencies on the other" (Lister 1997). · 

Commentators have posited four reasons why-citizenship rights are no longer con
fined to the boundaries of the nation-state. First, nationally-guaranteed rights have 
been undermined through the actions of international organizations and economic 
globalization; second, transnational migrant communities are increasingly politically 
active; third,. transnational civil society networks have effected changes in the concept 
and practices of human rights; and finally, multilateral and regional institutions, par
ticularly in Europe, are recognizing some forms of individual rights (Fox 2005, 173). 

Although the processes associated with globalization, transnational networks, and 
creation of international conventions represent significant challenges (and opportuni
ties) for the nation-state and for human rights advocates, as Fox and otht;:rs note, they 
do !_lot necessarily create transnational citizenship. In order for rights to be effective, 
there must be a body upon which claims can be made; in Tilly's (1998) formulation, this 
body must be a state in order for these claims to constitute citizenship rights: 

Rights exist when one party can effectively insist that another deliver goods, 
services, or protections, and third parties will act to reinforce (or at least not 

3. I have included the Federal District (Distrito Federal, or DF) in the number of states here. 

I 
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hinder) their delivery. Such entitlements become citizenship rights when the 
object, of claims is a state or its agent and the successful claimant qualifies / 

by simple membership in a broad category of persons subject to the state's 
jurisdiction. (56) 

Marshall (1950) conceived of three dimensions ofdtizenship: civil, comprised of the 
rights necessary for individual freedom of action, thought, speech, and faith; politi
cal, comprised of the right to vote, hold office, and participate in the political process; 
and social, comprising the right to receive social services such as education (74-107). 
Marshall emphasizes that the provision of social services does not equalize income; in
deed, social rights may co-exist with, and even legitimize, class inequality. What social 
rights do promote, however, is equality of status; they improve life chances regardless 
of income and reduce the risks created by illness, unemployment, or poverty (121). The 
provision of social welfare is necessary, therefore, for the exercise of one's civil and 
political rights, an~ to realize "a claim to be admitted to a share in the social heritage, 
'which in turn means a claim to be accepted as full members of the society, that is, as 
citizens" (72). 

Feminist theorists have argued for an expanded understanding of Marshall's con
cepts of citizenship (Dietz 1987; Phillips 1991; Voet 1998). Lister (1997) re-constructs 
them from a feminist perspective, extending the concept of the "political" and argu
ing that the women's movement has brought about a new understanding of each of 
Marshall's dimensions. She understands the right to reproductive health-which has 
been defined as the right to reproduce; to regulate one's fertility, and to enjoy a safe 
sex life4-as encompassing Marshall's three dimensions of citizenship. Reproductive 
rights are a form of social citizenship, because they improve life chances and reduce 
the risks of illness and bodily harm. Reproductive rights are also necessary components 
of the other forms of citizenship rights: civil and political. Reproductive and sexual 
autonomy is itself a civil right, and is necessary for the realization of other civil entitle
ments and for political participation. The concept of human agency allows the political 
and civil dimensions of citizenship to be linked; civil rights enable people to exercise 
their agency in the political arena. 

4. The full definition is as follows: 

Reproductive health is a state of complete physical, mental and social well-being and not 
merely the absence of disease or infirmity, in all matters relating to the reproductive system 
and to its functions and processes. Reproductive health therefore implies that people are able 
to have a satisfying and safe sex life and that they have the capability to reproduce and the 
freedom to decide if, when and how often to do so. Implicit in this last condition are the 
right of men and women to be informed and to have access to safe, effective, affordable and 
acceptable methods of family planning of their choice, as well as other methods of their choice 
for regulation of fertility-which are not against the law, and the right of access to appropriate 
health-care services that will enable women to go safely through pregnancy and childbirth and 
provide couples with the best chance of having a healthy infant. (UN Department of Public 
Information 1995, para. 94) 
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An expanded understanding of reproductive health as a human right would, there
f<~re, seem to have important implications for women's status as citizens. In the Mexi
can case, commitment to the Cairo and Beijing Platforms of Action has been important 
for women's rights; nevertheless, the commitment has had to be made'-and imple
mented-by the Mexican nation-state and claims made by members of that commu
nity. 

The literature on the politics of scale can help us· to understand how the state me-. 
diates these international pressures and actively reconstructs social relations across 
domestic space. Citizenship regimes have a spatial dimension: they "encode within I 

them assumptions about the proper scale for designing and delivering social citiz.enship 
rights" (Jenson 2004, i). In the postwar welfare states of the developed world, social' 
citizenship regimes encompassed the national scale in an effort to overcome regional 
inequality. In Mexico, rights to social insurance and health care were not recognized 
as citizenship rights, but associated with employment in the formal sector; neverthe
less, because formal-sector employment was more prevalent in the north _and central 
·regions of the country, access to social protection and services had a spatial dimension 
(Noonan 2002). 

Under neoliberal policies pursued by developed and developing countries alike 
during the 1980s and i99os, responsibilities for health and social services were not 
only devolved to non-state actors, such as families and non-governmental organiza
tions (NGOs), but to lower levels of government. While decentralization has been a 
widespread phenomenon, the nation-state has played an important role in managing 
processes of de- and re-centralization and setting the terms under which transfer of 
responsibilities, resources, and powers will take place. While the re-scaling of state 
functions ~requently involves the devolution of responsibility, if not power, to lower 
levels of government, the national state retains a crucial role as "scale manager" (Peck 
2002, 339): it mediates globally-determined rules and directs the reconstruction of in
stitutions at lower levels of operation. While this may involve downloading risks to 
localities and individuals, the nation-state helps to determine and manage what Peck 
refers to as the "interscalar rule regime": the rules~that guide the operation of institu
tions at the state, regional, and/or local scales and the division of responsibilities among 
these scales. 

Scale is defined here as "the local focal setting at which spatial boundaries are defined 
for a specific social claim, activity, or behaviour" (Agnew i997, 100; in Masson 2006, 
3). While the scalar vocabulary of the local, global, and national is common in· the 
social sciences, the sc_ale literature emphasizes the contingent nature of these catego
ries-rather than existing in fixed hierarchies, spatial boundaries are constructed and 
contested by agents (Masson 2006, 3). While the national state still has a role to play in 
ordering spatial and social relations, therefore, this re-ordering is negotiated and con
tested. Social actors struggle to appropriate space; the stabilization of scale represents 
a temporary institutional arrangement that may be reconfigured through political and 
socio-economic conflict. 
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II. Maternal Health and Health Care Reform in Mexico, 
1985-Present 

A. Maternal Health in Mexico 

The extent to which women's reproductive health rights are compromised is evident 
from Mexico's maternal mortality statistics. Each year, more than 1100 women die 
from complications associated with pregnancy and childbirili.5 (Juarez et al. 2010, 6). In 
2008, the maternal mortality ratio6 (MMR) was 57.2 per 100,000 live births; in contrast, 
there are fewer than 5 maternal deaths per 100,000 live births in Canada (PHAC 2002). 

While Mexico's maternal mortality ratio is lower than that of many other developing 
nations, national figures mask differences among states and regions of the country. 
States in the south and southwest, which are economically marginalized and largely 
indigenous, have a higher incidence of maternal death. The region incorporating Chi
apas, Guerrero, and Oaxaca has an MMR of 97:3' almost double the national figure 
(Juarez et al. 2010, 6). The high maternal mortality levels can be attributed to poor qual
ity of care in primary health clinics and hospitals in the affected regions. In rural areas, 
hospitals and clinics lack trained staff and frequently depend on the services of recent 
graduates undertaking social service obligations. Rural health services also lack the 
drugs and equipment necessary to avert or treat obstetric emergencies (see Castaneda 
i.004; Mills 2006; Nunez Urquiza 2004). 

The AIDeM program/ which examines cases of maternal death in order to find the_ 
"critical links" (eslabones criticos) that have led to this outcome, has found significant 
problems with the management of obstetric complications in this region. In Chiapas, 
the group attributed the cause of death to mismanagement of complications in ap
proximately 18% of cases; failure to refer the patient to· the next level of i;::are, or untimely 
referral, in approximately 20% of cases; and the failure to identify risk factors in ap
proximately 9% of cases (Luna Gordillo 2009). Unsafe abortion is also a major cause 
of death. In 2006, unsafe abortion was the fifth-highest cause of maternal mortality 
(Diaz Echeverria 2010, 30). In spite of increasing restrictions on access to abortion, the 
number of pregnancy terminations is rising, because access to contraceptives is not 
sufficient to meet the needs of the population (Guttmacher Institute 2008). 

5. Maternal death is defined as: "the death of a worrian while pregnant or within 42 days ofter
mination of pregnancy, irrespective of the duration and site of the pregnancy, from any cause related 
to or aggravated by the pregnancy or its management but not from accidental or incidental causes" 
(WHO 2010a). 

6. The maternal mortality ratio indicates the risk of maternal death among pregnant and recently 
pregnant women; the maternal mortality rate reflects both the risk of death among pregnant and 
recently pregnant women and the proportion of all women who become pregnant in a given year 
(Cook et al. 2001, 10). Studies indicate that most maternal deaths occur during birth, or within 24 
hours postpartum (Espinoza Damian 2003, 13). 

7. AIDeM-Grupo de Atenci6n Inmediata a Defunciones Maternas (Group for immediate atten
tion to maternal deaths). 
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B. Health Care Reforms in the 1980s: The First Phase of 
Decentralization 

The Mexican health care system is divided according to employment status. Workers in 
the formal sector, and their families, receive health coverage and pension entitlements 
through one of the social security institutions8: about 45% of the population is covered 
by this system (SSA 2006a, 18). Workers inthe informal sector, small business owners, 
peasants, and the unemployed have been left outside the social security system and 
hence not covered by pensions nor the health care services provided by these institu
tions. In the wake of the 1982 debt crisis, the federal government cut health care funding 
for the uninsured population by approximately 60% and decentralized responsibility 
for Ministry of Health (Secretaria de Salud) services to fourteen of Mexico's thirty-two 
states. Decentralization has been defined as: "the transfer of authority, or dispersal of· 
power, in public planning, management and decision-making from the national level to 
subnational levels, or more generally from higher to lower levels of government" (Mills 
et al. 1990, n). In the context of the debt crisis, decentralization was an attempt to shift 
responsibility for health care and detract from the federal government's drastic cuts to 
health spending (Birn 1999, 102). 

During the presidency of Miguel de la Madrid (1982-1988) the federal government 
attempted to decentralize by handing over responsibility to the states for services de
livered through the Ministry of Health and through the branch of the Institute for 
Social Security that provided services to the poor, IMSS-Solidaridad,9 which later be
came known as IMSS-Oportunidades. At that time, only 14. of the 32 Mexican stat~s 
participated. Ministry of Health (MoH) services were merged with those provided by 
IMSS-Solidaridad, creating a single, state-level service (Gershberg with Jacobs 1998, 
30 ). One area in which states gained autonomy was in the charging of user fees for 
health services. In the past, states had been obligated to remit.funds raised through user · 
fees to the federal Ministry of Health, which reduced the incentive for charging the91. 
After decentralization, states were free to keep these proceeds (Homedes and Ugalde 

. 2006, 58-61). 
Decentralization in this period increased rather than decreased the inequity among 

states. First, the merger meant that more services were subject to user fees. IMSS
Solidaridad services were free (or granted in exchange for community service); MoH 

8. In the formal sector, private sector workers are covered by the Mexican Social Security·Insti~ 
tute (IMSS, Instituto Mexicano del Segura Social); public sector workers are covered by the Public 
Sector Workers Social Security and Services Institute (ISSSTE, Instituto de Seguridad y Servicios 
Sociales de las Trabajadores del Estado ). There· are also separate institutions for employees of the 
state-owned oil company, Pemex, and for the military. Each of these systems has its own network of 
hospitals, clinics, and other services and its own administrative infrastructure (Birn i999, 87); servi
ces-and pensions-are financed by contributions from the worker, the employer, and the federal 
government. 

9. IMSS-Instituto Mexicano de Servicios Social. In the late i97os, the federal government devel
oped a division of IMSS that provided services in poor and marginalized rural areas. This service was 
initially called IMSS-Coplamar, then IMSS-Solidaridad, and is now referred to as IMSS-Oportuni
dades. 
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services were subject to user fees. When the two were merged, more poor people were 
forced to pay for basic attention.10 As noted above, the incentives for the state to charge 
user fees had increased. Second, the quality of service declined; IMSS-Solidaridad ser
vices were better organized, with more qualified staff and greater coverage (Fajardo 
Ortiz 2001, 49). Third, there was a net loss of personnel in the system after decentraliza
tion: fearing poorer working conditions, 10% of former IMSS-Solidaridad employees. 
left the state system (Birn 1999, 90 ). 

The federal government suspended further decentralization plans because of op
position from IMSS, state governors, and beneficiaries of IMSS-Solidaridad services 
(Gonzalez Rosetti 2004, 73). The deterioration of services in the rural areas of Guer
rero" were an important factor in the decision: IMSS convinced federal authorities, 
including the president, that health service indicators had worsened as a result of the 
state's inability to cope with decentralization (Gonzalez-Block et al. 1989, 306). 

C. The Second Phase of Decentralization: The i99os 

In the second phase of reform, the Zedillo administration (1994-2000) decentralized 
services to all states, but this time there was greater sharing of the fiscal burde~ by the 
federal government and extensive consultations with the state governments and trade 
unions. The National Accord for the Decentralization of Health Services was signed on 
August 20, 1996. Under these accords, states agreed to take on greater responsibility 
for health financing in return for federal transfers. The federal government assumed 
responsibility for establishing norms and guidelines, planning, co-ordinating, and 
evaluating the health care system. It also continued to negotiate collective agreements 
with the union representing former federal employees. Learning from the experience 
of the 1980s, IMSS-Solidaridad services were excluded from this phase of decentral
ization: that is, they remained under federal control (Moreno Jaimes and Flamand 
2004, 8). While the exemption of IMSS-Solidaridad may have protected some poor 
and marginalized areas from the loss of services, the overall impact of this phase of de
centralization did not 'remedy existing inequalities. A new Special Health Care Savings 
Fund (FASSA)12 was created under Section 3313 of the federal budget; however, funds 
dispersed through this mechanism have been distributed according to an historical 
formula.that reinforces existing inequities. The states also continued to charge user fees 
for services (Homedes and Ugalde 2006, 74-48). 

While there was far greater consensus around the 1990s process of decentralization 
than its predecessor, even the MoH recognized that the reform had exacerbated in-

10. User fees more than doubled as a proportion of total spending for the uninsured in states 
where decentralization was implemented, from an average of 4% in 1985-87 to 9.3% in 1994-95 (Ger
shberg with Jacobs 1998, 33). 

· 11. Guerrero lost more IMSS-Solidaridadclinics than any other state (Gonzalez-Block et al. 1989, 
306). 

12. Fondo de Aportaciones para los Servicios de Salud. 
13. Ramo33. 
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equalities among states in the financing of health services (Moreno Jaimes and Flamand 
2004, 29). The Fox administration's first health plan acknowledged that the size of the 
health transfer to the states was largely determined by past health spending and not by 
the needs of the specific population nor by the need to redistribute resources across 
states (SSA 2001, 125). State government contributions to health services vary widely as 
a proportion of their budgets; only five states spent more than 20% of their budgets of 
health (OPS 2002, 11). 

The Zedillo administration also introduced two targeted health programs which pro
vided very limited coverage to those in extreme poverty. The first. intervention was the 
health component of Progresa, re-named Oportunidades by the Fox administration, 
which mandated pre-natal consultations for pregnant women and regular health checks 
for children. The second intervention, the Program of Extended Coverage (PAC, Pro
grama de Ampliaci6n de Cobertura) provided a package of thirteen basic services to the 
uninsured population in highly and extremely impoverished regions.'4 Even these in
terventions, however, were not readily available; health workers travelled to the regions 
once a month, in some cases even less frequently, to attend to the population but often 
without the equipment or medication to diagnose or conduct examinations adequately. 
PAC was funded by the World Bank, according to the principles of ~Ost-effectiveness 
that guided the organization's health financing at that time. 

D. Seguro Popular, 2004-

Both critics, and supporters, of the most recent health care reform in Mexico agree 
about the structural problems that beset the system. The system is highly fragmented. 
Public health funding is relatively low; over half the health expenditure in Mexico iS 
in the private sector (OECD 2005). Public funding is also maldistributed between the, 
social security and uninsured sectors: in 2000, the 55% of the population outside the 
social security system received only 29% of federal funds (SSA 2006a, 18). Both pub
lic and private sector services are unevenly distributed geographically, with a greater 
.concentration in urban areas and the northern states. President Fox's health minister, 
Julio Frenk, introduced Seguro Popular15 (Popular Insurance) with the intention of al-

14. These include-treatment-of diarrhea (household treatment,package); treatment of common 
parasitic diseases; treatment of acute respiratory infections; prevention and control of tuberculo
sis; prevention and initial treatment of cervical cancer; prevention and control of hypertension & 
diabetes; prevention of accidents and initial treatment of injuries; community training for health 
promotion; basic household sanitation measures; family planning; prenatal, natal & postnatal care; 
nutrition and growth surveillance; immunizations; community training for health promotion (San-

. chez-Hidalgo and Diaz Echeverria 2004, 23). 
15. Seguro Popular was introduced as a pilot program in five states in 2002, established in leg

islation in 2003, and extended to the remaining states in 2004 (SSA 2cio6b, 64). The program began 
covering 91 services; by 2008, the number had been increased to 266 interventions in public health, 
family medicine, dentistry, and hospital and surgical treatments. A further 18 high-cost services 
such as treatment for HIV/AIDS, neo-natal intensive care, and some forms of cancer are covered 
by the Fund for Protection against Catastrophic Expenses (FPGC, Fonda de Proteccion Contra Gas-
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leviating these problems and providing a system of coverage for the uninsured. There 
have, however, been a number of elements in the design and implementation of the 
program that have made it difficult for it to achieve its goal of universalcoverage by 
2010. First, the program is an insurance program, rather than a health care program 
(Lakin 2010, 315). Because it relies on individual contributions (except for the lowest 
two income deciles), it cannot be said to foster social citizenship. In practice, however, 
97% ofSeguro Popular affiliates have been exempted from payment (Lakin 2009, 1948). 

·The over-representation of payment-exempt families may suggest that at least the ex
tremely poor are being enrolled in the program. However, Scott (2006) argues that the 
program has both mis-targeted exemptions and mis-reported the number of extremely 
poor families covered by the program, compared to the statistics reported.by a nation
ally representative survey (149).16 

By financing many of the costs involved in providing care to newly-insured people, 
the federal government has facilitated an· expansion in services and an increase in the 
number of personnel and availability of medications. However, because the empha
sis has been on financing demand rather than supply, infrastructure development has 
been neglected. This has meant that regions without infrastructure, particµlarly rural 
and indigenous areas, have fewer affiliates to the scheme than urban areas, because. in 
marginalized areas, there are no hospitals and clinics to provide the services guaran
teed by the schem~. Another issue of concern regarding Seguro Popular relates to its 
federalized financing structure. In the original program design, both the states and 
the federal government had to make contributions to its financing.' However, states 
were able to avoid paying their contribution by crediting past infrastructure spending 
toward their share of the bill.17 Ironically, states' infrastructure spending has been low; 
only a fraction of the federal government's separate fund for infrastructure has actually 
been spent by the states. 

1. Seguro Popular Evaluation 

In 2006, Harvard University and the Mexican Nafional Institute of Public Health 
(INSP, Instituto Nacional de Salud Publica) released an evaluation of the program. The 
evaluation group's major findings were that catastrophic health expenditures had de
creased; resources for health care had increased; effective health coverage had increased 

tos Catastr6ficos) (SSA 2006a, 22). Ninety per cent of Segura Popular funds cover the 266 standard 
interventions; another 8% of funding covers catastrophic expenses; the remaining 2% is dedicated for 
infrastructure improvements in poor communities (22). 

16. The Encuesta Nacional de Ingreso y Gasto de /os Hogares (ENIGH, National Survey of House
hold Income and Expenditure), an income and expenditure survey for 2004 with a sample of 25,000 
households in rural and urban areas (Scott 2006, 149). 

17. States can be credited for infrastructure spending that occurred up to five years before 
incorporation into the program (SSA 2006a, 66) and that may not have been for Segura Popular 
beneficiaries (Lakin 2009, 1948). In 2004, only 18% of states' contributions were comprised of new 
funds; in 2005, this proportion increased, but only to 25% (SSA 2006a, 67). 
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(for those affiliated to the program and in general); and the distribution of health re
sources among the states was less inequitable (SSA 2006c, 15). 

However, program coverage has been uneven amorig states. Three states-Micho
acan~ Guerrero, and Durango-had affiliated fewer than 15% of eligible families by 
2005.'8 Guerrero's failure to affiliate families is particularly troubling, given that it has 
the highest maternal mortality statistics in Mexico. It would have to spend 24 times its 
current contribution to the program in order to reach the target of universal coverage 
by 2010 (SSA 2006a, 35). The states with the lowest affiliation rates are characterized 
by later entry into the program, dispersed populations, and a higher proportion of 
indigenous inhabitants (62). _ / 

While the evidence suggests that those who are covered by Seguro Popular have 
better access to health care, this does not tell us whether universal health care coverage 
will be achieved. The program data indicated that 60% of Seguro Popular beneficiaries 
live in urban areas; only a quarter in areas of high or very high marginality, and 6% in 
indigenous communities {151). 

Families in extreme poverty may be excluded from Seguro Popular for the same rea
sons that they are excluded from Oportunidades-in the case of the latter, a community 
has to have a minimal level of infrastructure, such as a school or something resembling 
a health centre, in order for families to comply with the conditions of the ,program such 
as attending health check-ups and classes. Areas so marginalized that this infrastruc
ture does not exist do not therefore receive Oportunidades. Because Seguro Popular is 
demand, rather than supply, driven, new infrastructure is not being built that would 
allow formerly excluded-families to be affiliated. The Harvard/INSP evaluation notes 
that extending the reach of the program into marginalized areas will be difficult (SSA 
2006a, 81). Similarly, when controlling for income, rural residency, and degree of com
munity marginalization, the evaluation found that the probability of affiliation islower 
for indigenous people ( 66). The states with the lowest number of indigenous. people had . 
had the greatest success in affiliating the majority of their populations (61-62). 

· 2. Infrastructure 

Few of the program's resources are dedicated to infrastructure spending; but of these 
funds, only a fraction has actually been spent. Over 3 billion MXN19 were assigned for 
health infrastructure spending between 2004 and 2007; only 30% of that amount had 
been spent (Godinez Leal 2008).2° 

Mexico's National Commission on Human Rights21 (CNDH) has argued that Mexico 
is in violation of the human right to health because of its failure to guarantee access
ible and acceptable health care services (CNDH 2009). Between 2000 and 2009, the 

18. The Harvard/INSP evaluation includes the Federal District as one of the states with the low
est level of affiliation. However, the DF has implemented its own universal health care program, so 
city residents who are not affiliated with Seguro Popular may nevertheless have access to health care 
services; hence I have not included DF in this list. 

19. MXN is the current ISO code for the Mexican peso; formerly the code was MXP. 
20. Author's interview with a representative from Fundar, Mexico DF, June 22, 2010. 

2i. Comisi6n Nacional de Derechos Humanos. 
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Commission received over 11,000 complaints about the health care system, the most 
serious of which concerned the lack of doctors, nurses, and specialists; the inability of 
medical personnel to provide adequate diagnoses and treatment; and the insufficient 
supervision of medical residents, interns, and social service students (pasantes). Under 
Mexican law, upon graduation medical students are required to work for a year in eco
nomically disadvantaged communities, a policy introduced by Cardenas in the 1930s. 
The law specifies that they must be adequately supervised-but complaints to the Com
mission indicated that the graduates are treating patients without such supervision. 

A study of the utilization of obstetric services in Mexico between 2001 and 2006 
argued that Seguro Popular "has had a robust, significantly positive effect on the access 
of poor women to obstetrical care, an important outcome measure of maternal and 
infant health" (Sosa-Rubi, Galarraga, and Harris 2009, 21). Tlfe authors acknowledge, 
however, that they have not investigated the quality of obstetrical se~ices nor maternal 
health outcomes. They also found that although participation in the program reduced 
women's attendance at private clinics, it "reduced pregnant women's attendance at an 
SSA-sponsored clinic much more than it reduced the probability of delivering a baby 
in the private sector" (21). The authors suggest that this may be because SSA-sponsored 
facilities are perceived as low quality, and that affiliation with Seguro Popular may 
have an "income effect" because some family members no longer have to pay for med
ical care, thereby freeing up some income to pay for obstetric services: "when [Seguro 
Popular] pays for treatment of the complications of a parent's diabetes, a pregnant 
daughter may be able to afford a private obstetrician" (31). The study, therefore, does 
not present evidence for improvements in obstetrical care in the public system as a 
result of the program. 

Seguro Popular, therefore, has resulted in an improvement .to the health care sys
tem compared to the 1980s and 1990s. However, the legacy of decentralization, and 
continued state responsibility_for delivering services, has meant that service quality 
and access is uneven across regions. Because the program is not a citizenship entitle
ment, but a contributory system, its ability to further social rights is limited. In prac
tice, many affiliates are exempt from payment; but this may be occurring because of 
officials' discretion, resulting in different forms of stratification. The lac;k of attention 
to infrastructure and human resources issues means that people, particularly in poorer 
regions, are not receiving good quality of care, so the right to adequate maternal health 
care is not being realized. 

III. Abortion 

Abortion is another dimension of reproductive, and indeed, maternal health that has 
been de-emphasized in discourse and practice at the international and at the national 
scale since 2000. Barbara Crossette (.2005) notes that when reproductive health was not 
included in the MDGs (announced in 2001), it fell off the international development 
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agenda.22 In the same period, President Vicente Fox of the National Action Party23 

(PAN)? which has close ties to the Catholic Church and opposes abortion rights, took 
power in Mexico. The PAN was re-"elected in 2006, and the Calderon administration 
has, if anything, opposed abortion more vehemently than its predecessor. 

The Mexican government included abortion as a crime under the federal criminal 
code in 1931 (Haussman 2005, 105). The federal law served as a model for state penal 
codes; as in most states, until the year 2000, the Federal Dist~ict24 (DF) penal code out
lawed abortion except in the case of rape, threat to the woman's life, or when brought 
about by an accident (GIRE 2007). The Mexican Constitution allows the Congress of 
each state to modify their constitutions and penal codes, provided that these reforms 
do not conflict with the corresponding federal Constitution and laws (Castellano 2009 ). 
This provision has enabled some states to introduce reforms that support reproductive 
rights, on one hand, and others to undermine them, on the other. In Mexico City, pro
choice NGOs have used transnational forums and linkages with state governments 
to effect change at the state level. However, since then more than half the remaining 
states in the federation have reversed previously existing legal rights, thereby overrid
ing women's historical right to an abortion in cases of rape and threat to her life. 'In 
order for reproductive rights to be fulfilled for all women in Mexico, abortion must be 
decriminalized at the federal level. 

A. Transnational Action, NGOs, and Abortion Rights 
in Mexico City 

From the late 1980s onward, there was both increased international advocacy for repro
ductive health rights and greater opportunity within Mexico for NGO participation. 
Haussman (2005) notes two turning points in abortion politics in Mexico. The first 
was the declining legitimacy of the ruling Institutional Revolutionary Party25 (PRI) in 
the wake of the 1988 electoral fraud and its decreased capacity to manage economic 

. and social crisis arising from the 1982 debt crisis and 1985 Mexico City earthquake. The 
second change was instigated by the mobilization of women's groups, first to deal with 
gender inequality and hardships faced by women during a period of economic auster
ity, and second, to increasingly focus, in the late 1980s, on reproductive health issues. 
The Group for Information on Reproductive Choice (GIRE, Grupo de Informaci6n en· 
Reproducci6n Elegida) arose during this period (Haussman 2005, i22). Other major 

22. For a discussion of why the MDGs did not include reproductive health, please see Crossette 
(2005). 

23. Partido Acci6n Nacional. 
24. Distrito Federal (DF) The Federal District makes up a large part of Mexico City, but not its 

entirety: the remainder of the city spills into the state of Mexico and one municipality of the state of 
Hidalgo. The population of Mexico City is close to 22 million (US Department of State 2010), of which 
DF has almost 9 million people (CONAPO 2010). · 

25. Partido Revolucionario lnstitucional. 
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NGOs working ~m reproductive health issues include Mexfam,26 which is affiliated with 
the International Planned Parenthood Foundation, and I pas, a North-Carolina based 
organization with affiliates ar_ound the world that "seeks to expand the availability, 
quality and sustainability of abortion and related reproductive health services, as well 
as to improve the enabling environment" (I pas 2010). 

Mexico's commitments to the Cairo and Beijing Platforms of Action created open
ings for Mexican and transnational NGOs. The Zedillo administration introduced 
recommendations from the 1994 Cairo ICPD in its five year plan for the National Pop
ulation, Reproductive Health and, Family Planning Program (Haussman 2005). At the 
ICPD +5 meeting the Administration re-affirmed its recognition of unsafe abortion 
as a public health issue, and its commitment to address it (125). Haussman notes that, 
"Cafro and then the Mexican RHFP reports provided a technical opening in which 
the expertise of groups such as the Population Council and IPAS could be solicited to 
officially quantify the existence of different types of facilities and training programs, 
where previously this seemed to have been impossible at the national level" (128). The 
DF government also asked GIRE and other NGOs to train public officials regarding the 
significance of the sexual and reproductive rights that Mexico had committed to up
hold at Cairo and Beijing. Maria Luisa Sanchez-Fuentes, from GIRE, notes that, "After 
Cairo and Beijing, we began to give a lot of workshops about reproductive health, the 
content of these agreements, and the nature of the Mexican state's commitment. We 
were also able to speak about abortion, because paragraphs 8-25 [of the Cairo Platform 
for Action] speak explicitly about abortion."27 

In the post-Beijing period, pro-choice NGOs began developing a collaborative re
lationship with the DF government. Through public opinion surveys, they had dis
covered that public acceptance of abortion was highest in cases in which the woman 
had been raped. They decided, therefore, to begin an information campaign on this 
specific issue, informing the population about the right to legal abortion under these 
circumstances. This allowed them to work with the governmen~ on publicizing existing 
law rather than challenging it, and NGOs were also able to observe the procedures for 
implementing the law and identify problems and bottlenecks in its implementation. 
They were therefore able to make recommendations as to how the access to abortion 
in the case of rape could be improved in the City.28 

The collaboration between the NGOs and the city government would not have been 
possi_ble without a transfer of power from the central governinent29 to the DF, which 
permitted, in 1997, the election of a centre-left party, the Party of the Democratic Revo
lution30 (PRD), which was receptive to lobbying efforts by the women's movement. 

26. Fundaci6n Mexicana para la Planeaci6n Familiar (Mexican Foundation °for Family Plan
ning). 

27. Author's intel"View .with Maria Luisa Sanchez-Fuentes of GIRE, M~xico DF, July 2, 2008; 
translation by the author. 

28. Author's interview with Maria Luisa Sanchez-Fuentes of GIRE, Mexico DF, July 2, 2008. 
29. Political decentralization had taken place in other regions of Mexico from the 1980s onward; 

however, the Federal District only obtained politicat autonomy in i997. 
30. Partido de la Revoluci6n Democratica. 
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The PRD government brought women's issues to th_e forefront. The first PRD govern
ment made Clara Jusidman head of the Ministry of Social Development; Jusidman's 
focus was on programs fostering equity for women. Women's rights progressed further . 
in 2000 when mayor Cuahtemoc Cardenas resigned to pursue the presidency of the 
country and interim mayor Rosario Robles introduced a bill to expand the circum
stances under which an abortion could be legally obtained (Ward and Durden 2002, 

24). The bill, known as the "Robles law," was passed by a majority of the DF Legislative 
Assembly an~ resulted in the decriminalization of abortion when the fetus is severely 
malformed; the pregnancy is a result of artificial insemination without consent; or the 
pregnancy presents a "grave risk" to the health of the wome_n (the earlier woman's 
health exemption applied only in the case oflife-threatening conditions) (Billings et a[ 
2002, 88). Even more importantly, the law specified enabling regulations outlining how 
a woman may legally obtain an abortion in the case of rape and the responsibilities of 
the judicial and health sectors under these circumstances (89). 

The PAN and Green Ecologist Party31 (PVEM) contested.the constitutionality of the 
law permitting abortion in the case of fetal abnormality (Billings et al. 200·2, 89). The 
Supreme Court's ruling was ambiguous-because eight votes are required in order to 
determine whether a law is "constitutional" or "unconstitutional," and only seven votes 
were cast in support of the law, both pro- and anti-choice groups were able to claim 
victory (Barraza 2007, 5). The court tried to hold a contradictory position: while it did 
not declare that life begins from the moment of conception, it also stated that because 
pregnant women are protected under the constitution, the product of conception is 
also protected. Ultimately, the court concluded that abortion was a criminal act, but 
one in which the state could, under circumstances such as congenital malformation of 
the fetus, decide not to impose punishment for the crime (this is known as an "absolu~ 
tory excuse" in which the particular conduct continues to be classified as criminal yet 
a penalty is not imposed) (Barraza 2007, 7-10). 

Abortion rights were.further expanded when, in March 2007, a coalition» of politi
cians from the PRD, PRI, and four smaller parties of the left introduced legislation to 
decriminalize abortion if performed in the first 12 weeks of pregnancy (Llanos and 
Munoz 2007). The coalition framed the reform in terms of public and maternal health 
a consequence, of global injustice: "Unsafe abortion is a public health problem and a so
cial injustice at the global level that contributes significantly to maternal mortality and 
morbidity among women of reproductive age" (Romero and Llanos 2007 ). In 2005 and 
2006, hospitals attended 7000 cases of complications arising from unsafe abortion-al
most 10 per day. For each one attended, it is estimated that four do not teach the health 
system (Romero and Llanos 2007). By the end of April, the coalition had succeeded 
in decriminalizing abortion in the first 12 weeks of pregnancy; more than two-thirds 
of the legislature supported this reform to the penal code and health laws (La f ornada 
2007). The DF government immediately took steps to ensure effective implementation 
of the law, and trained 858 doctors, 1875 nurses, 634 social worker~, 1200 educators, 

3i. Partido Verde y Ecol6gica de Mexico. 
32. La Coalici6n Socialdem6crata de la Asamblea Legislativa. 
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and 400 support people, so that no one would have an excuse for not fulfilling their 
obligations under the law (Gonzalez Alvarado 2007). Between April 2007, when the 
law was passed, and April 2009, 23,000 abortions have been performed legally in DF 
(Gonzalez Mendez, 2009). Although abortion was legally permitted in cases of rape 
and grave threat to the mother's health in DF for several years prior to the 2007 law, 

· there were still a large number of women who endured unsafe and illegal abortions; 
as mentioned above, between 2005 and 2006, hospitals attended approximately 7000 
cases of abortion per year, and the Minister of Health estimated that for every regis
tered abortion there were four unregistered abortions, many performed in conditions 
that threatened the woman's life. Illegal abortion, therefore, was "a problem of public 
health and social justice, which ... contributes significantly to maternal mortality and 
morbidity" (Romero and Llanos 2007). The decision, therefore, has significantly im
proved women's reproductive rights and helped with efforts to reduce maternal mortal
ity. In Latin America, Cuba, and Puerto Rico are the only two other jurisdictions which 
permit legal 'abortion in the first 12 weeks of pregnancy without further conditions. 

Paradoxically, in both 2000 and 2007, the women's movement was able to push for
ward with legal reform at the sub-national level when a more conservative government 
had been elected at the federal level; the abortion issue allowed the DF government to 
define itself as a party of the left, with policies distinct from those of the National Action 
Party (PAN) in power federally. Although a political disjuncture between national and 
sub-national levels of government favoured reproductive rights in the case, constitu'
tional legitimacy was still critical, and had the Mexican Supreme Court not recognized 
the constitutionality of DF's decision, its implementation could not have continued. 

In 2008, the Supreme Court, in a vote of 8-3, declared that DF's law did not violate 
the national constitution. The law had been contested at the federal level: the federal 
Attorney-General's Office (PGR)33-and the National Commission on Human Rights 
(CNDH),34 had taken the case to the Supreme Court on the grounds that human life 
was protected from the moment of conception. The court, however, found that protec
tion of the embryo was not guaranteed under the federal constitution (Godinez Leal 
2008). 

A federal constitutional provision recognizing the right to make decisions about 
procreation has also been important for the feminist movement. The constitutional 
reform ofi974 opened the way for second-wave feminists to contest abortion law on 
human rights and constitutional grounds. With this reform, Article 4 reads that each 
person has the right "to decide in a free, responsible and informed manner about the 
number and spacing of his/her children" (Billings et al. 2002). In the 1970s a coalition 
of feminists ( CMF, la Coalici6n de Mujeres Feministas) repeatedly presented proposals 
for the de-crim~nalization of abortion to the Congressional Chamber of Deputies and 
were rejected. Although feminist groups were unsuccessful in creating change at the 
federal level, the existence of Article 4 has been important to their claims that Mexican 

33. Procuradurfa General de la Republica. 
34. Comisi6n Nacional por los Derechos Humanos. 
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women have a right to reproducti.ve health, including a right to access abortion.under 
certain circumstances. 

B. The Backlash against the Mexico City Reform 

The Mex;ico City reform has been, and continues to be, opposed by the Catholic Church, 
by federal and state representatives of the PAN, by the anti-abortion group Provida, 
which is linked to the international anti-choice organization-Human Life International, 
and organizations such as the College of Catholic Lawyers of Mexico. In the wake of 
the Mexico City decision, sixteen states35 approved constitutional amendments guar
anteeing the right to life from the moment of conception. Of the sixteen states, six had 
a majority or plurality of PAN deputies in Congress; nine had a majority or plurality of 
PRI deputies~ The PRD is the only party whose leadership has ordered its state legisla
tors to oppose right-to-life amendments (Cruz Martinez 2010). However, in Chiapas, 
the only state with a PRD governor that approved such a reform, the vote in favour of 
a constitutional amendment was unanimous, and 11 PRD deputies supported it. With 
the exception of Chia pas, deputies from the PAN and PRI formed a coalition on this 
issue in the states where a change was made. In states in which the PAN was strongly 
represented, the P.RI supported the_ mea:sure; the reverse was true in states with strong 

·support for the PRL The PRI's support has varied across the country, however. In DF, 
PRI deputies supported decriminalization, and in 2009, a PRI federal deputy proposed 
an amendment to the General Health Law that would guarantee that the public health 
sector would supply the services necessary to support the legal termination of preg
nimcy (Torres Ruiz 2009). 

The state of Guanajuato, which has been governed by the PAN for almost twenty 
years (Mexico's former president, Vicente Fox, was governor of the state,before win
ning the presidency), has prosecuted not only wome·n who have had abortions but 
women who have miscarried. In 2010, four women who went to hospital emergency 
rooms after miscarrying were denounced to the public prosecutor by doctors who at
tended them (Aviles and Garcia 2010). In the last ten years, state prosecutors have 
investigated 166 women suspected of having abortions; nine have been convicted. Eight 
more have been convicted for homicide, possibly because the penalties are higher than 
those for abortion (Malkin 2010). 

Feminist g~oups have tried. to have the constitutional amendments overturned by the 
Supreme Court, on the grounds that they violate women's human rights, particularly 
the right to decide whether and under what circumstances to have children (Article 4 
of the Constitution). At the time of writing, these appeals have been unsuccessful or are 
still in process. More than six hundred appeals have been brought before the Supreme 

35. Baja California, Campeche, Chiapas, Colima, Durango, Guanajuato, Jalisco, Morelos, Nayarit, 
Oaxaca, Puebla, Queretaro, Quintana Roo, San Lufs Potosi, Sonora, and Yucatan. The state of Chi
huahua also amended its Constitution to recognize the right to life from the moment of conception; 
however, this amendment was made in i994, before the DF's decriminalization of abortion. 



434 MILLS 

Court (Cruz Jaimes 2010) under the Ley de Amparo, which allows individuals or corpo
rations to appeal to federal courts for protection against laws or acts by public authori
ties that violate any of the first twenty-nine articles of the federal Constitution (Vargas 
2008). In September 2010, the Court rejected an amparo appeal from women in Colima 
(Zamora 2010 ). Women from Sonora and Baja California, and later Chia pas, have also 
petitioned the Human Rights Commission ( CNDH) t<? appeal the decision before the 
Supreme Court (Nunez Esquer 2009; Cruz Jaimes 2010). At the time of writing, the 

·response of the CNDH is unknown; however, this organization, along with the federal 
government, opposed Mexico City's decriminalization of abortion and appealed it at 
the Supreme Court. Nevertheless, the president of the organization has changed since 
the CNDH opposed the Mexico City law, so there may be some possibility for support. 

Conclusion. 

In the 1990s, the Mexican government committed to the Beijing and ·Cairo Platforms 
of Action on reproductive rights. The consolidation. of rights in international forums 
has led some commentators to posit the existence of "transnational citizenship." The . 
capacity to fulfill these rights, however, must be exercised by a nation-state, and in the 
i99os the Mexican government's capacity to meet rights claims in the area of reproduc
tive and maternal health was compromised by its re-scaling of the public health care 
sector. Decentralization of this sector was accompanied by targeting and increased 
reliance on user fees. Since 2004, the federal government has re-scaled by retaking 
greater responsibility for health care programming; the new program, Seguro Popular, 
has resulted in an expansion of health care services. However, the legacy of decentral
ization, the continued reliance for program financing on states that are unwilling or 
unable to contribute to it, and the poor state of health care infrastructure has made it 
difficult for women to receive adequate maternal health care, especially in the poorest 
regions of the country. 

In the post-millennium period, the focus on maternal health has been reinforced 
by its inclusion in the MDGs, but at the expense of abortion and reproductive rights. 
Nevertheless, feminist activists in Mexico City were able to use the Federal District's 
constitutional powers to.expand abortion rights. They were able to achieve this because 
a social democratic government was in power, with whom they were able to collaborate 
on the abortion issue. The federal government, however, has opposed abortion rights, 
and, although it has not been victorious at the Supreme Court, the PAN, in collabora
tion with the PRI, has succeeded in reversing women's rights acros~ Mexico. 

Mexico is not the only country in which citizenship rights are contingent upon one's 
place of residence. However, in a country with relatively high levels of ma tern.al mortal
ity, it is even more imperative that the federal government increase its investment of 
resources in the health sector, and expand abortion rights. 
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Perceptions of HIV/AIDS Risk and Sexual 
Risk-Taking of Young People in Ghana 
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ABSTRACT . Young pe~ple in sub-Saharan Africa are identified as vllinerable to HIV infection; 
their vulnerability is attributed to risky sexual behaviours, low risk perceptions, and lack of 
access· to HIV information. Very few studies, however, have linked perceptions of HIV /AIDS 
risks and knowledge about AIDS to sexual behaviours of youth in Ghana. Using the 1998 Ghana 
Demographic and Health Survey, this paper explores whether knowledge and perceptions of 
HIV /AIDS risk inform the sexual behaviours of never-married youth aged 15 to 24 years. We 
also assess whether such perceptions vary between females and males. From a policy perspec
tive, understanding this link may be crucial to checking the further spread of HIV /AIDS. 

RESUME On considere !es jeunes de l'Afrique subsaharienne comme une population sus
ceptible de contracter le VIH en raison de ]eurs comportements sexuels a risque, de leurs 
perceptions des faibles risques de contagion et de leur manque d'informations sur le VIH. Tres 
peu d' etudes ont toutefois examine !es liens entre !es perceptions des risques associes au VIH/ 
sida, !es connaissances apropos du sida et !es comportements sexuels des jeunes au Ghana. A 
!'aide de l'enquete de 1998 sur la demographie et la sante dans ce pays, !es auteurs verifient si 
!es connaissances et !es perceptions au sujet des risques de contracter le VIH/sida influencent 
!es comportements sexuels des jeunes celibataires de 15 a 24 ans. Ils evaluent egalement si'les 
perceptions des femmes et des hommes varient. Pour !'adoption de politiques, ii peut s'averer 
essentiel de comprendre Ce lien afin d'arreter la propagation du VIH/sida. 

Recent evidence shows that the global HIV I AIDS pandemic has stabilized, particularly 
in sub-Saharan Africa where significant ·declines in infections have been recorded. Yet, 
the region remains the most affected in the world, accounting for over 70% of the 2.7 

million new infections in 2008 (UNAIDS 2010). There are, however, significant :vari
ations across countries. South Africa has the highest absolute number of infections of 
any country in the world (close to 5 million) while Botswana has the highest HIV preva
lence with about 33% of the country's adults infected with the virus (UN AIDS 2010 ). 

Ghana's HIV prevalence is not as high as those recorded for South Africa and Bot- . 
swana. A progress report by the Ghana AIDS Commission indicates that about 2.9% 

of the population in the 15-49 age 'group are infected with HIV, with the highest infec-
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tion rate of 4% among those aged 40-44 years, although persons aged i5-24 infected 
with. the virus are rapidly catching up (2.1%) (Ghana AIDS Commission 20.10). Be
haviours that predispose people to the risk of contracting the virus, however, remain 
widespread. For instance, there are high levels of transactional sex, high-risk sexual 
behaviour among youth, inaccurate perceptions of HIV risks, unequal gender relations, . 
and misconceptions about how the disease is transmitted ( Chatterji et al. 2004; Gyimah 
et al. 2010; USAID 2008; Tenkorang and Owusu 2010). 

To limit the prevalence ofHIV in Ghana, there are calls to reduce infection rates par
ticularly among young people through sexual behaviour change built on the assump
tion that individuals' own behaviours put them at risk of contracting the virus. Such 
assumptions also underlie rational choice models often used in HIV prevention that 
suggest that individuals will weigh the cost of an illness such as HIV/AIDS against the 
cost of prevention, such as using condoms, before making decisions about which action 
to take (Macintyre. et al. 2004; Tenkorang, Rajulton, and Maticka-Tyndale 2009). In 
one of the simplest but widely used health prevention models, the Health Belief Model 
(HBM) (Rosenstock i974), behaviours to reduce HIV risks are assumed to be taken if 
individuals perceive the risks to their health to be serious, that they are personally at 
risk, and that they are aware that behaviours of interest (e.g~, using condoms) reduce 
their risk of contracting HIV. 

The HBM thus treats risk perception as essential and, indeed, the first stage of change 
from risk-taking to safer sex (Akwara, Madise, and Hinde 2003), yet the empirical find
ings are mixed. While some find high levels of sexual risk-taking to be associated with 
high perceived risks of contracting HIV (Akwara, Madise, and Hinde 2003; Tenkorang 
and Maticka-Tyndale 2008), others find no relationship (Toroitich-Ruto i997). Results 
from recent studies in South Africa and Nigeria, however, are consistent with the theo
rized relationship between risk perception and sexual behaviours, that is, that higher 
perceived risks of coptracting HIV promotes safer sexual behaviours (see Anderson, 
Beutel, and Maughan-Brown 2007; Tenkorang, Rajulton, and Maticka-Tyndale 2009). 

Using the i998 Ghana Demographic and Health Survey,' this study examines the 
effects of perceptions of HIV risks and other core HBM elements such as knowledge 
about HIV I AIDS on the sexual behaviours of young men and women in Ghana. Young 
people are the focus of the study due to their vulnerability to risky sexual behaviours 
that underlie the spread of the virus. Thus, understanding how their perceptions influ
ence sexual behaviour is important for HIV prevention programs. It is expected that 
youth with high perceived risks of contracting HIV will refrain from risky sexual be
haviours. The study also explores the effects of socio-economic and cultural variables 
on the sexual behaviours of young people in Ghana. 

i. We use the i998 GDHS and not the most recent versions of the data, such as 2003 or 2008 
GDHS, because our focal independent variable, risk perception, was only asked in i998 but not.the 
subsequent versions. · 
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I. Background 

Studies on HIV I AIDS knowledge, risk perception, and other related correlates of 
sexual risk taking among adolescents have intensified in the past decade. This may 
be partly due to the harm caused by the virus, especially in countries with high HIV 
prevalence, and the consensus that unprotected heterosexual intercourse is the major 
transmission route of the virus in sub-Saharan Africa. As a way of combatting fur
ther spread of the disease, many countries have embarked on educational campaigns 
geared towards changing the sexual behaviour of adolescents. Adolescents have be
come the target for such campaigns due primarily to their vulnerability to high risk 
sexual behaviour and the fact that they may not be well equipped to cope with the 
consequences of their actions. 

The relationship between risk perception and sexual behaviour dr:aws on the socio
psychological literature that argues that individuals' perceptions affect their actions 
or inactions after a systematic, ·rational analysis of the consequences of those actions 
or inactions. To this extent, young people-are expected to weigh the potential cost of 
an illness, such as HIV I AIDS, against the cost of following preventive measures such 
as buying condoms and overcoming the reluctance to wear a condoIJ1 (Macintyre et 
al. 2004). The assumption then is that young people will adapt their sexual behaviour 
depending on their risk perception, which is affected by a- host of factors. The Health 
Belief Model (HBM), however; considers knowledge and awareness about HIV I AIDS 
as important factors in forming perceptions. Generally, persons with high levels of 
awareness and knowledge about HIV I AIDS will have a fair and true assessment of their 
risks, compared to those with low awareness and knowledge about how HIV I AIDS is 
transmitted and prevented. For instance, Zellner (2003) described AIDS knowledge as 
a form of self-empowerment that may influence a person's perception of i:-isk and create 
awareness for sexual behaviour change. 

In the sub-Saharan African context, however, the relationship between risk percep
tion and knowledge about HIV I AIDS is confounded by a host of factors. At the micro
level, individuals with relatively higher levels of education may be more informed about 
the disease and hence exhibit more accurat~ percep!ions of their risks of contracting 
AIDS compared to those with lower levels. of education (Bertrand et al. 1995). This is 
in a context where schools are sometimes used as effective channels for disseminating 
HIV I AIDS information. While increased awareness and knowledge of HIV I AIDS may 
contribute to forming accurate perceptions about the risk of contracting HIV, supersti
tion (false beliefs), c;ulture, and religion may undermine such endeavours (Trinitapoli 
and Regnerus 2006; Kiragu and Zabin 1993). For instance, some South Africans believe 
that AIDS can be cured by sleeping'with a virgin (Smith 2003). Others believe HIV 
could be contracted through mosquito bites, touching an infected person, kissing etc. 

·(Bernardi 2002). In addition, there is the idea that HIV/AIDS is a punishment from 
God for sexual promiscuity and, conversely, that it is largely pre-ordained. (Yamba 
1997). In the light of this, some adopt a fatalistic attitude, thinking the disea·se cannot be 
prevented (see Macintyre, Brown, and Sosler 2001; Awusabo-Asare et al.1999; Caldwell 
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1999). These misconceptions about the disease may not only affect evaluations or judg
ments about risk perceptions, but also lead some to believe that they are not at risk of 
contracting the virus, all of which have implications for sexual behaviour. 

In spite of the theoretical relevance of risk perception and knowledge about HIV I 
AIDS to sexual behaviours, very few studies have investigated how these affect safer 
sexual behaviours, including condom use and sexual abstinence, especially among 
youth in Ghana. Condoms remain one of the effective strategies in curbing the spread 
of sexually transmitted infections, including HIV I AIDS. Yet condom use among young 
people in sub-Saharan Africa is low (see Hendriksen and Pettifor 2007; Meekers and 
Klein 2002; Bryan, Kagee, and Broaddus 2006). In a qualitative. study of 91 young peo
ple who reported symptoms ofSTDs in Ghana (Accra), Anarfi (1999) found infrequent 

· condom use, with ab.out half of respondents claiming they had never used condoms 
and about a quarter indicating that they rarely used them, although almost all had 
heard about HIV/AIDS. According to Anarfi, lack of knowledge and appreciation of 
the usefulness of condoms accounted for the high rate of non-use, especially among 
males. The findings of this study not only question the widely held assumption of high 
knowledge about HIV/AIDS in Ghana but also confirm the low level of condom use 
even among the knowledgeable populace. 

While Anarfi's study may be criticized for a number of reasons including the small 
sample size, it nonetheless adds a new dimension to the debate about the gap between 
knowledge and behaviour change. It highlights the possible inaccuracies of sexual and 
reproductive health information received by young people and also questions the con
tribution of HIV I AIDS information to sexual behaviour change. This is especially true 
when young people's knowledge about HIV I AIDS in most African countries has been 
found to be above 90% but seems to have little effect on their sexual behaviours. For 
example, a group of young people interviewed in Kenya ranked fear of contracting 
sexually transmitted diseases like HIV I AIDS as low among other competing reasons for 
sexual abstinence, despite high knowledge and personal experiences with HIV I AIDS 
deaths in their households and communities (Amuyunzu-Nyamongo et al. 1999 ). Here, 
the relationship between knowledge and perception is again questioned. 

Recently, there are calls to move beyond individually-focused AIDS risk reduction 
models to broader frameworks that identify the cultural and socio-economic contexts 
in which sexual behaviour is embedded (Maticka-Tyndale and Terikorang 2010). This 
is proposed on the understanding that a multiplicity of factors predisposes individu
als to the risk of contracting HIV. It is argued that correcting high risk behaviours, 
such as not using condoms during sexual intercourse, would require taking a critical 
look at the broad range of factors responsible for such behaviours. We explore this 
by examining the influences of socio-cultural, economic, and demographic variables 
such as education, religion, ethp.icity, and residential status, among others, on condom 
use among yo~ng people in Ghana. For instance, differences in level of education or 
residential status could determine access to and use of HIV information relevant for· 
behaviour change. Additionally, religious teachings have a prominent place in people's 
understanding of HIV transmission in Africa (see Amuyunzu-Nyamongo et al. 1999; 
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Caldwell 2000; Yamba 1997; Gyimah et al. 2010; Tenkorang, Rajulton, and Maticka
Tyndale 2009). 

II. Data· 

B. Measures and Methods 

Data from the 1998 Ghana Demographic and Health Survey (GDHS) are used for this 
analysis. The 1998 GDHS is a nationally representative survey of 4.843 women aged 
15-49, and 1546 men aged 15-59 years (GSS, NMIMR, and ORC Macro 1999). For the 
purposes of this study, we limit our sample to 494 and 979 never-married men and 
women respectively, aged 15-24. The data include a number of variables that allow for a 
comprehensive measurement of risk perception, knowledge of HIV I AIDS prevention, 
and risk behaviours (Benefo 2004). 

The dependent variable used for this study is "sexual riskctaking" coded "no risk-o" 
for respondents who reported nofhaving experienced sexual intercourse, "low risk-1" 
for sexually active youth who used condoms at the most.recent sexual encounter, and 
"high risk-2" for sexually active youth who did not use condoms at their most recent 
sexual encounter. 

Independent variables used are perception of risk of contracting HIV I AIDS, knowl
edge about HIV/AIDS, education of respondents, place_ofresidence, region of resi
dence, ethnicity, religious denomination, and age of respondents at the time of the 
survey. A multiple item measure (weighted summative index) of knowledge was cre
ated from questions asking respondents ways of avoiding HIV I AIDS using principal 

· component analysis (PCA). Questions specifically asked whether respondents knew if 
abstaining from sex, using condoms during sex, having only one sexual partner, and 
avoiding sex with prostitutes were ways of preventing the AIDS virus. Higher values 
on this scale indicate higher knowledge about HIV I AIDS, while lower values indicate 
low knowledge about the disease. The primary independent variable, risk perception, · 
consists of dummy coded variables representing five possible outcomes asking if re
spondents perceive of any chances of getting HIV I AIDS. Response categories include 
"no risk," "small risk," "moderate risk," and "great risk'" (see Table l for description 
of variables). 

2. The fifth category "undedded" is made up of about 11% of the sample who did not know their 
risk perception. To avoid losing information we retained a category of"undecided" rather than treat
ing them as missing. 
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Table 1. Description of selected dependent and independent variables. 

Male Female 

Frequency % Frequency % 

SEXUAL RISK-TAKING 

No risk 347 70.2 624 63.7 

Low risk 59 11.9 70 7.2 

High risk 88 17.8 285 29.1 

PERCEPTION 

No risk at all 290 58.7 541 55.3 

Small 81 16.4 . 174 17.8 

Moderate 22 4.5 25 2.5 

Great 24 4.9 54 5.5 

Undecided 62 12.5 140 14.3 

EDUCATION 

Secondary/higher 351 71.0 669 68.4 

Primary 78 15.8 158 16.1 

No education 65 13.2 152 15.5 

PLACE OF RESIDENCE 

Urban 163 33.0 400 40.9 

Rural 331 67.0 579 59.1 

REGION 

Greater Accra 77 15.6 191 19.5 

Western 63 12.7 128 13.1 

Central 40 8.1 96 9.8 

Volta 68 13.8 99 10.1 

Eastern 44 8.9 95 9.7 

Ashanti 50 10.1 110 11.2 

Brong Ahafo 32 6.5 69 7.1 

Northern 35 7.1 42 4.3 

Upper West 36 7.3 51 5.2 

Upper East 49 9.9 98 10.0 

ETHNICITY 

· Akan 205 41.5 491 50.2 

Ga-Adangbe 28 5.7 70 7.1 

Ewe 93 18.8 151 15.4 

Mole-Dag bani 67 13.6 76 7.8 
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Other 101 20.4 191 19.5 

RELIGION 

Christians '368 74.5 775 79.2 

Muslims 61 12.4 133 13.5 

Traditional 20 4.0 29 3.0 

Other 45 9.1 42 4.3 

KNOWLEDGE (MEAN) 0.048 -0.025 

AGE (MEAN) 18.5 (yea rs) 17.9 (years) 

NUMBER OF OBSERVATIONS 494 100 979 100 

B. Analytical Method 

An ordered logit model is used to examine the effects of relevant covariates on the 
likelihood of engaging in risky sexual behaviours. This is because the dependent vari
able, "sexual risk-taking" is an ordered categorical variable (Long 1997). The model · 
estirriates the likelihood of engaging in risky sexual behaviour using the maximum 
likelihood function. Given that the dependent variable in·this study is coded "no risk
o," "low risk-1," and "high risk-2," a positive coefficient means the likellhood of being 
classified into a higher order category, that is, high risk sex. On the contrary, a covari
ate with a negative coefficient would mean falling into lower order categories, that is, 
sex with "no risk" compared to "low risk" or alternatively into "low risk" compared to 
"high risk." For a ,meaningful interpretation, the coefficients are transformed through 
exponentiation (exp b), where covariates greater than 1 indicate that youth with those 
characteristics are.more likely to engage in high risk sex while the reverse is true for 
covariates less than 1. 

III. Results 

Preliminary analyses with the outcome and predictor variables show that a majority 
of youth aged 15-24 had not experienced sexual intercourse, given the percentage of 
cases falling in the. "no risk" category compared to the other categories (see Table 1). As 
reported elsewhere in Africa, a majority of Ghanaian youth aged 15-24 perceive no risks . 
of contracting HIV, compared with those reporting to have small, medium, or great 
risks of contracting the virus. Table 1 also shows that a majority of Ghanaian youth 
aged 15-24 have secondary/higher education, live in the rural areas, are Christians and 
identify with the Akan tribe. The mean knowledge scores illdicate that knowledge about 
HIV I AIDS is higher among male youth than female youth. Generally, boys in the sam
ple are older (18.5 years) than girls (17.9 years). 
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·Table 2. Bivariate ordered log it model of risky sexual behaviours among youth aged 15-24 in Ghana, 1998 

Male Exp. B Female Exp. B 

KNOWLEDGE 1.054 1.280*** 

PERCEPTION 

No risk at all (reference) 

Small 

Moderate 

Great 

Undecided 

EDUCATION . 

S.econdary/higher (reference) 

Primary 

No education 

PLACE OF RESIDENCE 

Urban (reference) 

Rural 

REGION 

Greater Accra (reference) 

Western 

Central 

Volta 

Eastern 

Ashanti 

Brong Ahafo 

Northern 

Upper West 

Upper East 

ETHNICITY 

Akan (reference) 

Ga-Adangbe 

Ewe 

Mole-Dagbani 

Other 

. RELIGION 

Christians (reference) 

Muslims 

Traditional 

Other 

Age 

Significance: ***p<0.000; **p<0.05 

2.070** 

2.614** 

2.812** 

0.615 

0.851 

0.812 

1.021 

1.164 

0.899 

0.892 

1.231 

1.698 

2.166* 

0.33_2 

0.585 

1.255 

1.821 

0.803 

0.564* 

0.951 

0.582* 

0.871 

· 1.249 

1.477·*** 

1.791** 

1.613 

1.718 

0.943 

1.482** 

1.152 

1.168 

1.841** 

1.411 

1.377 

1.353 

1.208 

1.451 

0.721 

0.836 

0.912 

0.814 

0.869 

0.604 

0.795 

1.276 

0.212** 

1.324 

1.534*** 
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Table 2 presents bivariate associations between the dependent variable, sexual risk
taking, and selected covariates. The.results show that components ofHBM are signifi-

. candy associated with sexual risk-taking. Compared to youth with no perceived risks 
of contracting HIV, male and female youth with at least some perceived risks are more 
likely to engage in risky sexual behaviours than to have abstained (no risk) or have 
used condoms (low risk). Also, young people with high knowledge about HIV/AIDS 
are more likely to engage in risky sexual behaviours (the possible reasons for this are 
discussed in the conclusion), although the effect is not significant for young men. Most 
socio-economic and demographic variables are not significantly associated with sexual 
risk-taking, especially for boys. For girls, however, education is significant, indicating 
that female youth with primary education have higher odds of engaging in risky sexual 
behaviours, compared to those with secondary/higher education. Girls from the West
ern region have higher odds of engaging in risky sexual behaviours compared to those 

. from Greater Accra. For both boys and girls, age is significant, indicating a positive 
relationship with risky sexual behaviours. · 

In the multivariate analyses, three models are estimated for males and females sepa
rately and the results are presented in Tables 3 and 4 respectively. The first model con
siders the effects of HBM components on the sexual behaviours of Ghanaian youth 
aged 15-24. The second model adds the socio-economic variables such as education, 
rural/urban residence, and region of residence on adolescent risky sexual behaviours. 
And the final model adds socio-cultural and demographic variables, including reli
gion, ethnicity, and age of resporidents, as determinants of risky sexual behaviours. 
Even after controlling for socio-economic and cultural variables, the results indicate 
that risk perception, our focal predictor variable, is significantly associated with sexual 
risk-taking for both male and female youth. Respectively, male and female respondents 
who perceived themselves at great risks of contracting HIV were 3 and 2.2 times more 
likely to have engaged in risky sexual behaviours, compared to those who perceived 
themselves at no risk of contracting HIV. Knowledge about HIV/AIDS is positively 
related to risky sexual behaviours among females, but not males. Consistent with ob
servations at the bivariate level, the multivari~te models show socio-economic and 
cultural variables as more relevant for females than males. Females with no education 
and those with primary education are significantly more likely to fall in the high 'sexual 
risk-taking category than the "no or low" sexual risk-taking categories, compared to 
respondents with secondary/higher education. Male and female youth from the Brong 
Ahafo and Western regions ~re more likely to engage in high sexual risk-taking behav
iours than are youth from the Greater Accra region. By contrast, male youth from the 
Northern regions of Ghana are significantly less likely to have engaged in high sexual 
risk-taking behaviours th~n are youth from Greater Accra. Female youth living in rural 
Ghana and those identifying as Muslims have higher risks of engaging in risky sexual 
behaviours than do non-Muslim young women or those living in urban settings. For 
both boys and girls, age is statistically significant indicating a positive relationship with 
risky sexual behaviours. 
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Table 3. Multivariate ordered log it models of risky sexual behaviours among Ghanaian males 
aged 15-24, 1998 

KNOWLEDGE 

PERCEPTION 

No risk at all (reference) 

Small 

Moderate 

Great 

Undecided 

EDUCATION 

Secondary/higher (reference) 

Primary 

No education · 

PLACE OF RESIDENCE 

Urban (reference) 

Rural 

REGION 

Greater Accra (reference) 

Western 

Central 

Volta 

Eastern 

Ashanti 

.Brong Ahafo 

Northern 

Upper West 

Upper East 

ETHNICITY 

Akan (reference) 

Ga-Adangbe 

Ewe 

Mole-Dagbani 

Other 

. RELIGION 

Christians (reference) 

·Muslims 

MODEL 1 

1.017 

2:066** 

2.625** 

2.790** 

0.616 

MALES 

MODEL 2 

0.965 

2.297** 

2.697** 

3.924** 

0.625 

0.894 -

1.617 

1.163 

1.291 

0.921 

0.875 

1.160 

1.548 

2.499** 

0.161** 

0.498 

0.925 

MODEL 3 

0.909 

2.078** 

1.375 

3.025** 

0.828 

1.354 

1.151 

1.143 

2.466* 

2.551 

1.953 

2.442* 

3.675** 

5.572** 

0.539 

0.587 

3.383* 

2.187 

0.887 

0.561 

1.087 

0.700 
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Traditional 2.788 

Other 1.163 

AGE i .533*** 

PSEUDO R2 0.027 0.056 0.188 

LOG LIKELIHOOD -382.45 -371.07 -319.22 

CUTl 1.028 1.206 J0.02 

CUT2 1.736 1.943 10.93 

NUMBER OF OBSERVATIONS 479 479 479 

Significance: ***p<0.000; **p<0.05 

Table 4. Multivariate ordered log it models of risky sexual behaviours among Ghanaian females aged 
15-24, 1998 

KNOWLEDGE 

PERCEPTION 

No risk at all (reference) 

Small 

Moderate 

Great 

Undecided 

EDUCATION 

Secondary/higher (reference) 

Primary 

No education 

PLACE OF RESIDENCE 

Urban (reference) 

Rural 

REGION 

Greater Accra (reference) 

Western 

Central 

Volta 

Eastern 

Ashanti 

Brong Ahafo 

Northern 

Model 1 

1.279*** 

1.807** 

1.563 

1.739** 

0.972 

Females 

Model 2 

1.339*** 

2.167*** 

2.180* 

2.533** 

0.939 

1.55** 

2.040** 

1.12 

2.311** 

1.667* 

1.420 

1.331 

1.208 

1.48~ 

0.571 

Model 3 

1.229** 

1.922** 

1.274 

2.200** 

0.943 

2.134*** 

2.062** 

1.739** 

2.419** ' 

1.681 

1.768 

1.537 

1.101 

2.398** 

0.782 
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Upper West, 0.691 0.806 

Upper East 0.614 1.016 

ETHNICITY 

Akan (reference) 

Ga-Adangbe 0.634 

Ewe 0.706 

Mole-Dag bani 0.561 

Other 0.762 

RELIGION 

Christians (reference) 

Muslims 1.693** 

Traditional 0.206* 

Other 1.421 

AGE 1.599*** 

PSEUDO R2 0.019 0.044 0.193 

LOG LIKELIHOOD '\ -778.24 -758.65 -640.55 

CUTl 0.669 1.17 9.982 

CUT2 1.016 1.53 10.45 

NUMBER OF OBSERVATIONS 934 934 934 

Significance: ***p<0.000; **p_<0.05; *p<0.10 : 

Discussion 

The results from this study provide support for some components of the HBM as sig
nificant in predicting risky sexual behaviours among young people in Ghana. The find
ing that male and female youth with some perceived risk of contracting HIV engage in 
risky sexual behaviours is inconsistent with the theoretical assumptions of the HBM 
but consistent with several other studies in sub-Saharan Africa (see Akwara, Madise, 
and Hinde 2003; Tenkorang and Maticka-Tyndale 2008; Hulton, Cullen, and Kha
lokho 2000; Kalunde 1997; James et al. 2004; Macintyre et al. 2004; Maswanya et al. 
1999; Najjumba et al. 2005; Kibombo, Neema, and Ahmed 2007). However, the rela
tionship between risk perception and sexual behaviours may be non-recursive in that 
while individuals' risk perceptions may affect their sexual behaviours, previous sexual 
behaviours may also help in forming their perceptions about risks of cont;acting HIV. 
Thus, it is possible that Ghanaian youth with some, moderate, and great risk percep
tions may have formed these based on previous sexual lifestyles. As some scholars have 
acknowledged, the complexity that surrounds perceived risks of HIV/AIDS and sexual 
behaviours ~s a methodological issue that requires longitudinal data for which the time 
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sequencing between the two variables are known. In fact, using longitudinal data with 
the proper time order, Anderson, Beutel, and Maughan-Brown (2007) and Tenkorang, 
Rajulton, and Maticka-Tyndale (2009) show perceived risks of contracting HIV/ AIDS 
as negatively associated with sexual behaviours among youth in Cape Town, South 
Africa. The data for the present study are cross-sectional and as a result we are unable' 
to resolve the complex causal relationship between the two variables. 

Like ri~k perception, the HBM considers knowledge about AIDS as essential for 
sexual behaviour change. For instance, Zellner (2003) described AIDS knowledge as a . 
form of self-empowerment that may influence a person's perception of risk and cre
ate awareness for behaviour change. This study shows, however, that for male youth, 
knowledge about HIV I AIDS is not associated with risky sexual behaviours. For female~, 
having higher knowledge about HIV I AIDS does not lead to the desired effects bf reduc
ing sexual risk-taking; rather, knowledge about the disease increases sexual risk taking. 
While these findings are counterintuitive and inconsistent with the theoretical assump
tions of the HBM, there are plausible reasons. It is worth noting that the decision to 
embark on safer sex behaviours such as using condoms for protection against HIV does 
not rest solely on the individual. Social pressures, cultural expectations, and economic 
factors work together to influence decisions taken by individuals. Of particular interest 
are negotiations that take place between partners before initiating sexual intercourse. 
Varga (2003) observes that these negotiations are largely influenced by' gender ideals 
or notions of masculinity and femininity. Adolescent girls are expected to be sexually 
available and allow their male partners to ,have power in all decisions regarding sex. 
Decisions taken regarding contraceptive use and knowledge about them are thus seen 
as a prerogative of the man, and young girls who show considerable knowledge about 
contraceptives are sometimes tagged "bad girls" or prostitutes. Thus, the gender-based 
power imbalances that characterize sexual relations of adolescents, and the fact that 
females usually lack sexual bargaining power means that knowing about HIV I AIDS is 
not always useful and may explain why, in spite of being knowledgeable about HIV I 
AIDS, female youth have higher odds of engaging in risky sexual behaviours. 

The power dynamics characterizing sexual relations am9ng adolescents and the eco
nomic environment within which decisions about sex are made make it crucial to look 
beyond proximal factors such as risk perception and knowledge about HIV I AIDS as 
proposed by the HBM. In fact, the influence of education on the sexual behaviours of 
females in this study confirms· the social emheddedness of sexual behaviour. The posi
tive impact of education on sexual behaviours and specifically on condom use among 
youth is consistent with previous studies in sub-Saharan Africa. 

Zellner (2003) has averred that persons with secondary education or higher are less 
likely to have sex without using condoms, a finding consistent with this study. Theo
retical reasons cited for the expected effects of differences in education on risky sexual 
behaviour hinge on the ability of people (in this case youth) with higher education 
to better comprehend and analyze the repercussions of engaging in such behaviours 
compared to those with somewhat lower education. A United Nations' report has iden
tified some of the benefits of formal education as not ollfy providing some specific 
information on HIV transmission, but also as providing youth with the life skills to 
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make informed decisions and to develop both economic and intellectual independence 
(UNAIDS 2003). . 

Female youth in Ghana tend to be more enduring in their relationships than males, 
and are pressured to show their interest and affection in relationships through sex 
(see Anarfi i999). Thus, sex is interpreted as an expression oflove, and feniale youth 
succumb to pressure to have sex due to their dependence on male friends whom they 
may see as "prospective husbands" (Awusabo-Asare and Anarfi i999). Education of 
female youth may therefore play a crucial role in correcting some of these perceptions 
while restoring a proper balance in the power relations that characterize male-female 
relationships. · 

The circumstances of youth, especially females in rural areas, are worth noting. Re~ 
sults indicate female youth in rural areas as more likely to engage in risky sexual behav
iours, compared to those in urban areas. This finding may be a reflection of the differing 
socio-economic circumstances charactering the rural-urban divide in Ghana. Rural 
areas in Ghana have been disadvantaged on broad scale measures of socio-economic 
indicators such as education, income, and health facilities compared to the urban areas. 
As a result, dissemination of information regarding protection and access to condoms 
is sometimes lacking in rural areas. The lack of education and access. to information on 
sexual reproductive health in the rural areas of Ghana means females in these parts of 
the country face heightened risks of contracting HIV. 

Gyimah et al. (2010) argue that religious differences in sexual decision-making in 
Ghana can be attributed to socio-economic and location factors rather than to intrinsic 
factors associated with religion. With risky sexual behaviours conceptualized as the 
ability to pay for sex and having multiple sexual partners, Gyimah and his colleagues 
found that Muslims and traditionalists in Ghana were less likely to have sex that car
ried the risks of contracting HIV. With risky sexual behaviours defined in relation to 
abstinence and condom use, we find female Muslim youth as more likely to indulge 
in risky sexual behaviours. Both findings taken together show Ghanaian Muslims as a 
vulnerable group probably because they are less educated and tend to be geographically 
located in the rural areas of the country where access to resources are limited. ' 

We also find regional differences in the sexual behaviours of young people in Ghana. 
Both male and female youth from the Brong Ahafo region have elevated risks of engag
ing in risky sexual behaviours, compared' with those from Greater Accra. Respectively, 
male and female youth from the Ashanti and Western regions have higher odds of 
engaging in risky sexual behaviours. These findings are consistent with other studies 
that show the Ashanti, Brong Ahafo, and Western regions of Ghana as areas with rela
tively high HIV prevalence, specifically when compared to the Greater Accra region. 
For instance, Eikwe, a rural village in the Western region had an HIV prevalence of 
about 5% in the sentinel survey conducted in 2003 (Akwara et al. 2005). Similarly, HIV 
prevalence doubled in W enchi, in the Brong Ahafo Region, between i993 and 2003 

(Akwara, Madise, and Hinde 2003). 

The strong effects of age on risky sexual behaviours is not very surprising, since 
youth in their sexually active years are more likely to engage in sexual intercourse; this 
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is consistent with Kibombo, Neema, and Ahmed (2007), who argue that adolescents 14 

years and below are, for the most part, not sexually active. 

IV. Conclusions and Policy Implications 

With heterosexual intercourse as the commonest mode of HIV transmission in Ghana, 
it is expected that minimizing risky sexual behaviours among youth will help reduce 
further spread of the disease. Youth have become the main focus of HIV risk-reduction 
programs due to their vulnerability at that stage of the life course. Bankole et al. (2004) 

argue that youth naturally explore and take risks in many asp~cts of their lives, includ
ing by having sexual relationships, frequently changing sexual partners, or engaging in 
unprotected sex. 

This paper examined the effects of some components of the HBM, namely percep
tion of AIDS risk and knowledge about HIV I AIDS, along with other socio-economic 
and demographic factors, on the sexual behaviours of Ghanaian youth aged 15-24. 

Findings suggest that it is importantto consider individual psycho-social measures that 
affect risky sexual behaviours and also that the social context, captured in this study 
by socio-economic and cultural variables, is crucial for AIDS risk-reduction, especially 
among female youth in Ghana. The robustness of our focal predictor, risk perception, 
even when other contextual variables are controlled confirms its relevance to the sexual 
behaviours of male and female youth in Ghana. Our study also underscores the com
plexity of the relationship between risk perception and sexual behaviours bringing to 
fore the application of more complex survey designs (longitudinal surveys) to disen
tangle the complex causal connections between these two variables. 

The finding that knowledge about HIV I AIDS affects risky sexual behaviours among 
female Ghanaian youth, albeit contrary to the theoretical assumptions of the HBM, and 
the interpretations provided for such findings 'suggest that the rationality that under
pins cognitive models like the HBM is different from other rationalities at play in the 
socio-cultural environment in sub-Saharan Africa at present. These rationalities, we 
believe complement each other, and cannot be substituted for each other. Of particu
lar note· is the effect of formal education on the sexual behaviours of young women in 
Ghana. Awusabo-Asare et al. (1999) argued that education is important for removing 
some traditional barriers that have stood between HIV I AIDS knowledge, perception 
of risk, and behaviour change. Formal education has multiple benefits crucial for pre
venting risky sexual behaviours among female youth. These include poverty reduction, 
delaying marriage, increasing self-confidence and decision-making power, and reduc
ing the cultural phenomenon of female-genital cutting (UNAIDS 2003). 

In Ghana, basic education is virtually free. The cost of education gets relatively ex
pensive when children progress from primary to junior and senior high school where 
most of them drop out for reasons including lack of finance and motivation. It would 
clearly be useful, therefore, if the government encouraged the pursuit of education 
among youth, in particular females, through scholarships and other financial waivers. 
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As indicated by the United Nations, primary education is the threshold for youth to 
benefit from health intervention programs including HIV/AIDS programs (UNAIDS, 
2003). Increasing formal education in the rural areas is likely to reduce risky sexual 
behaviours among majority of women who reside in these parts of the country. 

Although this study produced interesting results, it has some shortcomings worth 
mentioning. First, the cross-sectional nature of our data means we cannot draw causal 
connections between outcome and predictor variables. Also, in common with most 
other studies, the findings are based on self-reported data, whose reliability and validity 
have been questioned, especially when related to issues of sexuality and HIV I AIDS (see· 
Zaba et al. 2004; Plummer et al. 2004). For instance, there are concerns regarding the 
reliability of risk perception as an objective measure of the actual risks of contracting 
HIV. There is also an ongoing debate on whether perceived risks translate into actual 
risks and how perception of risk may change over time (Skinner et al. i998; Tenkorang 
et al. 2009). Notwithstanding these issues, survey research examining the relationship 
between risk perception and sexual behaviours has produced plausible and reliable re
sults (see Cleland i995; Trinitapoli and Regnerus 2006; Kibombo, Neema, and Ahmed 
2007; Tenkorang et al. 2009). 

Despite these limitations, this study demonstrates that it is important to consider 
both the social embeddedness of sexual behaviours and the rational components of 
decision-making in designing HIV I AIDS prevention programs. Thus, our findings sup
p.ort the expansion of research that considers not only cognitive variables but also those 
that tap the social context in explaining sexual behaviours. 
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Interest Rate Smoothing and Macroeconomic 
Instability under Post-Capital Account 
Liberalization Turkey1* 

Hasan Comert, A. Erin<;: Yeldan, and Gok<;:e Akm Ol<;:um 

ABSTRACT This paper considers· the interest rate policy of the Central Bank of the Republic 
of Turkey (CBRT) in the post-financial liberalization and deregulation era. We find that (1) 
the Bank's interest rate smoothing tendency is the main determinant of its monetary policy in 
this period, (2) the CBRT does not seem to be responsive to the developments in real economy 
(output), and (3) although inflation targeting central banks are not supposed to pay attention 
to exchange rates, the CBRT appears to be slightly responsive to changes in real exchange rate. 
In answer to the question of whether there is a deeper underlying structural constraint binding 
the CBRT's "independence," it seems clear that the global financial system is restricting the 
ability of the central banks to pursue "independent" policy objectives. 

RESUME L'article aborde la politique des taux. d'interet de la Banque centrale de la 
Republique de la Turquie (BCRT) durant la pfriode qui a suivi la liberalisation et la dere
glementation des marches financiers. Les auteurs constate.nt que : (1) durant cette periode, 
le facteur determinant de la politique monetaire de la BCRT a ete sa tendance a modifier a 
petite dose !es taux d'interet; (2) la BCRT ne semble pas avoir reagi aux faits nouveaux dans 
l'economie reelle (production); et (3) meme si !es banques centrales ayant une cible d'inflation 
ne sont pas censees preter attention au taux de change, la BCRT semble avoir reagi un peu aux 
variations du taux de change.reel. Quant a savoir si une structure sous-jacente plus profonde 
exercerait une contrainte qui limite « l'independance » de la BCRT, la reponse est claire: le sys
teme financier mondial restreint la capacite des banques centrales de poursuivre des objectifs 
« independa~ts » en matiere de politiques. 

i. ·An earlier version of this paper was presented at University of Massachusetts, Amherst - New 
School Economics Graduate Student Workshop, 26-28 October 2008 at Amherst. We are grateful to 
Vuslat Us Alioglu and Hakan K1rklar for their help in gathering data and to the participants of the 
workshop, Michael Ash, Geoffrey Woglom, Ebru Voyvoda, James Crotty, Gerald Epstein, Hakan 
Berument, and Omit Ozlale, for their comments and suggestions on earlier drafts of the paper.· 
Research for this paper was initiated when Erinc; Y eldan was a visiting Fulbright scholar at the Uni
versity of Massachusetts, Amherst, for which he acknowledges the generous support of the J. William 
Fulbright Foreign Scholarship Board and the hospitality of the Political Economy Research Institute 
at UMass, Amherst. · 
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Introduction: From Inflation Targeting to Interest Rate 
Smoothing 

The art of modern central banking has gone through profound changes over the last 
two decades. After long, and at times futile, debates on the specification of the macro 
aggregate that is to be targeted, or on the optimality characteristics of the so-called "ob
jective functions," the 1990s had witnessed a new· sanctimony, calling itself "inflation 
targeting" (IT).2 Perhaps more properly referred as "inflation forecast targeting," the 
approach was initially announced in New Zealand as a set of policy guidelines to help 
reduce the markets' uncertainties in a volatile global market. With the accumulated 
experiences of the crises in East Asia in 1997, Russia and Brazil in 1998, and Turkey 
and Argentina in 2001, such perceptions were further finessed and evolved into new 
concepts such as "institutional and instrument independence," "credibility," "expecta
tions management," and "transparency." 

As the IT framework deepened and became elevated to the status of the new norm 
of global orthodoxy, new institutional mechanisms were also devised, such as estab
lishing a "monetary policy board" with a pre-announced meeting calendar and open 
public display of the board's meetings, along with the disclosure of voting behaviour 
of its members, to "facilitate transparency" of the bank's intentions. In this vein, many 
developing countries have changed their central bank laws in order to decrease the 
influence of democratically elected governments on central banks (CBs). 

Following this trend, the orthodox approach has continued to exclusively emphasize 
indirect, market-based instruments, such as short term interest rates; as the primary 
tooi of monetary policy (Masson, Savastano, and Sharma 1997).3 Given this exclusive 
focus on price stability via interest rate responses, however, there has been a concomi
tant commo~ observation that historical responses of the nominal interest rates to 
shocks have been significantly more gradual and sticky than the optimal policies called 
for by the efficiency rules generated from intertemporal consumption smoothing 
(Cass-Koopmans-Ramsey) models. To account for this fact, some authors noted an 

2. In broad terms, the IT policy framework involves "the public announcement of inflation 
targets, coupled with a credible and accountable commitment on the part of government policy 
authorities to the achievement of these targets" (Setterfield 2006, 653). In addition, inflation targeting 
is usually associated with appropriate changes in the central bank law that enhance the independence 
of the institution (Bernanke et. al. i999,102; Mishkin and Schmidt-Hebbel 2001, 8; see also Buiter 
2006 for an evaluation). For a recent assessment of the inflation targeting regimes, see Epstein and 
Yeldan (2008) and the-special issues in the Journal of Post Keynesian Economics (2006, Vol. 28, No. 
4) and International Review of Applied Economics (2008, Vol. 22, No. 2). 

3. Note, for instance, the Bank of England's policy mandate: "One of the Bank of England's two 
core purposes is monetary stability [the other core purpose is financial stability - authors' note]. 
Monetary stability means stable prices-low inflation-and confidence in the currency. Stable prices 
are defined by the _Government's inflation target, which the Bank seeks to meet through the decisions 
on interest rates taken by the Monetary Policy Committee" (Bank ofEngland n.d.) [emphases added]. 
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evident desire on the part of the IT-central banks to smooth their rates of interest-over 
and above the openly stated objective of achieving price stability.4 

This desire for interest rate smoothing has gradually emerged as the main underly
ing motive of the modern CBs under the age of financial globalization. Consequently, 
in an attempt to secure investor confidence and credibility, the CBs have come to be 
increasingly constrained to maintain a high and constant rate of interest in their opera
tions. The purpose of this paper is to support this assertion with evidence from a newly 
"emerging market economy," Turkey. 

Turkey's recent macroeconomic history provides an interesting case study in the 
IT literature with its prolonged experience of persistent, inertial, and moderately high 
rates of inflation (at' around a plateau of 60-70% per annum) and highly volatile cycli
cal boom~bust growth episodes. Turkey completed its capital account deregulation in 
1989, and in the relatively short time span since then it has experienced np less than 
three major economic crises. The latest of these erupted in early 2001, during which 
time Turkey was following an IMF-led disinflation program. The announcement of 
'the independence of the Central Bank of the Republic of Turkey (CERT) came shortly 
afterwards in that year. The CERT announced in October of2001 that it would follow 
an implicit/disguised inflation targeting rule until conditions were ready for full target
ing; which was declared officially on January 1, 2006. 

In what follows in this paper, we seek to provide answers to the following questions: 
(1) How did the CBRT's policy objectives and strategic instruments evolve after the 
onset of explicit inflation targeting? (2) What were the main determinants of the Bank's 
interest rates? And in particular, (3) has IT changed the responsiveness of the CERT to 
different macroeconomic indicators? 

To this end, we will use a central bank reaction function framework, which, in some 
. ways, can be seen as an expanded Taylor Rule regression, over 2002-2008. Here our 
aim is not to reveal the CBRT's official monetary policy rules per se, but rather to docu
ment ex post the behaviour of the CERT while operating under its official guidelines 
and responding to the conditionalities imposed by the international finance commu
nity. We find that over this extended time horizon, during when significant shifts in 
the macroeconomic environment have occurred, the CBRT's almost exclusive focus on 
interest rate smoothing has not changed and the CERT has not shown any significant 
response to swings in the business cycles. This raises the question of whether there is 

'a deeper underlying structural constraint binding the CBRT's "instrument-independ
ence" in its conduct of monetary policy. We trace the basis of this structural constraint 
to the nature of the global financial system restricting the ability of the central banks to 
pursue independent policy objectives. 

4. See, for example, Srour (2001); Lowe and Ellis (1998); Sack (1998a, 1998b); Drew and Plan
tier (2000); Mehra (2001); Benhabib, Schmitt-Grohe, and Uribe (2003); and Woodford (2002) for a 
detailed analysis of measuring the interest rate smoothing. In its most succinct form, the argument is 
that monetary authorities are assumed to minimize a loss function of the form: Minimize (/3, var(yt) + 
[3, var(Pt) + f3/ar(i

1 
- i,)) where y

1 
is real output; P

1 
is the price level; and it is the interest rate instru

ment. Var(.) denotes the variance of the associated variables, and f3,, [3,, {3
3 

are positive coefficients. 
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The remainder of the paper is organized in four further sections. Firstly, we provide 
a brief overview of the literature on interest rate smoothing,_ which is in turn followed 
by a section giving a short monetary history of Turkey since full capital account lib

. eralization. We implement our econometric assessments in the next section. And the 
final section summarizes and concludes. 

I. Empirical Evidence on Interest Rate Smoothing 

There is now a significant body of accumulated empirical evidence suggesting that 
CBs tend to change their policy interest rates only gradually and thanhey reveal even 
greater reluctance to initiate reversals. It was argued by Lowe and Ellis as early as 1998 

that the interest rate smoothing strategy has been an important part of central banks' 
policies in the US, Japan, and Germany. Goodhart (1998) documents similar results 
in France, Italy, Canada, Spain, the Netherlands, Belgium, and Australia. In this re
gard, Srour (2001) cites further evidence from the monetary history of 12 industrial
ized economies where t~e CBs respond gradually to e~onomic shocks, moving their 
interest rates in relatively small discrete steps in the same direction. Based on time se
ries econometrics, Srour's results indicate that there is a sustained divergence between 
the historically realized responses of nominal interest rates and the optimal responses 
as suggested by the conventional loss functions. 5 Some economists even try to find 
optimum interest rate smoothing rules (Woodford 2002). Some claim interest rate 
smoothing can decrease volatility and contribute to stability under certain conditions 
(J3enhabib, Schmitt-Grohe, and Uribe 2003). In this vein, Woodford (2002, 2) claims 
that "a concern with_ interest rate smoothing on the part of a central bank can have de
sirable consequences. This is because such an objective can result in history-dependent 
central bank behaviour which, when anticipated by the private sector, can serve the 
bank's stabilization objectives through the effects upon current outcomes of anticipated 
future policy." In contrast, however, one might also argue that in many cases it can also 
be interpreted as an indication of "constrained/passive" central banking. This would be 
the case especially if other economic variables are not claimed as being significant in 
explaining movements in the central banks' interest rates. 

Several theoretical explanations had been advanced to account for this phenomenon. 
The first is based on arguments of attaining and maintaining "credibility" in an uncer
tain and often hostile world of international finance. Monetary authorities often find 
it more effective to commit to a given level of its main instrument-the interest ra~e 
over extended periods of time-rather than creating the image that "they are lost in the 

5. Similarly, Drew and Plantier (2003, 3) argue that "in general terms models that are typically 
used by researchers ... normally suggest fairly rapid and aggressive responses of short term interest 
rates, even under a flexible approach." 
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dark."6 The threat of capital flight in an uncertain domain warrants the CBs to follow 
"predictable" rules. In order to reduce the risks associated with increased financializa
tion (see, among· others, Crotty 2007; Epstein 2005; Stiglitz 2000, 2002; Grabel 1995), 
the CBs are often committed to follow simple and well-defined rules in the name of 
accountability and transparency.7 Fearing that they would lose credibility, the CBs often 
prefer to follow smooth interest rate paths, even if"optimality rules" from their econo
metric models suggest otherwise. Second, and related to this, is the relevant concern for 
avoiding financial instability. The CBs are conditioned by the markets to avoid frequent 
variations in its instruments that would cause large swings in asset prices and financial 
rates of return. Such swings could cause insolvencies in public debt and might have a 
severe negative impact on corporate balance sheets, For instance, Cukierman (1996) 
argues that this is a· very important factor behind the Fed's interest rate smoothing 
strategy. Third, but not least, persisting uncertainties might force c;entral banks to ad
just their interest rates only gradually. There are different types of uncertainties that can 
be used to explain the interest rate smoothing phenomena. Central banks are uncertain 
about the impacts of their tools on their economies (known as parametric uncertainty 
in the literature); the state of their economies (known as modelling uncertainty); the 
reliability of existing data (data uncertainty), and the characteristics and magnitude 
of future shocks. By using a VAR model, Sack (1998a) argues that a significant part of 
interest rate smoothing can be attributed to parametric uncertainty. 

In our view, the origins of all these ideas have much to do with increased financial
ization of the world ecorwmy and intensified pressures for capital deregulation.8 "End 
the financial repression!" were the battle cries of McKinnon (i973) and Shaw (1973), 
.championing the elimination of all controls that inhibit free movement of capital across 
the globe and urging the national CBs to liberalize their credit markets by abandoning 
all interest ceilings. To this end, the integration of the developing nation-economies 
into the evolving world financial system has been achieved through a series of policies 
aimed at liberalizing their financial sectors and privatizing major industries. 

6. From a different perspective, Caplin and Leahy (1996) advance a similar motivation. They 
argue that policymakers do not like frequent and sudden inte·rest rate chimges·because they do not 
want to give an impression that they are poorly informed. 

7. A 2007 study by JP Morgan states, for instance, that "the incremental gain of credibility from 
central banks' efforts to increase dialogue and accountability is minimal. What really matters in the 
current conjuncture is maintaining clear and predictable rules for interest rates" (JP Morgan, Daily 
Report, 14 May 2007). 
, 8. Financialization, as it stands, is a loose term and no consensus yet exists among economists 
on its definition. However, starting from David Harvey's seminal observation that "something sig
nificant has changed in the way capitalism has been working since about 1970" (Harvey 1990), a set 
of distinguishing characteristics of the concept can be unveiled. Krippner (2006, 174), in line with 
Arrighi's The Long Twentieth Century (1994), defines it as a pattern of accumulation in which profits· 
accrue primarily through financial channels rather than through trade and commodity production. 
According to Epstein (2005, 3) "financia!ization means the increasing role of financial motives, finan
cial markets, financial actors and financial institutions in the operation of domestic and international 
economies." In what follows, in a broader way, we can consider financializ<J,tion as a phenomenon 
that can be described by increasing financial motives, volume of financial activities, and impact of 
financial activities within and among countries. 
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The orthodox attempted to explain the motives behind financial liberalization by 
arguing that such measures would restore growth and stability by raising savings and 
improving economic efficiency. Accordingly, as the "strangulation" of financial repres
sion is dismantled, loanable funds would expand, the real cost of credit would fall, and 
the consequent increases in the pace of capital accumulation would generate sustained . 
growth. This claim, referred to as the McKinnon-Shaw hypothesis, provided the theo
retical backbone of the neo-liberal orthodoxy advocating financial deregulation and 
liberalization. 

The reality, however, has been quite different. Following full-fledged financial lib
eralization, those developing economies that underwent financial deregulation found 
themselves trapped within high and persistent real interest rates. They also bore witness 
to a self-distorting foreign exchange market operating through attacks of speculative 
hot money flows into the fragile and shallow asset markets, luring .residents to over
zealous spending and excessive debt accumulation.' Furthermore, contrary to expecta
tions, the post-liberalization episodes were afflicted with the divergence of domestic 

. savings away from fixed capital investments towards speculative financial instruments 
with often erratic and volatile yields. 

Turkey has been one of the critical examples of such cases, given its repeated (specu
lative) expansion-fragility-crisis episodes since its post-capital account liberalization in 
late 1989. It is to this subject we now turn. 

II. The Central Bank of Turkey under Post-Capital 
Account Liberalization 

Turkey completed its financial liberalization with full deregulation of the capital ac
count in August 1989. Consequently, with the advent of elimin~tion of controls on 
foreign capital transactions and the declaration of convertibility of the Turkish lira in 
1989, Turkey opened up its domestic asset markets to global financial competition. In 
this setting, the Central Bank had to abandon its traditional instruments of monetary 
control and became directly vulnerable to the speculative conditions of financial arbi
trage in the global markets. 

The immediate three year period after the 1989 reforms was marked by the virtual 
elimination of the foreign exchange gap that had crippled the Turkish macro balances 
for almost four decades. With the eruption of"hot money" inflows enabling abundant· 
foreign exchange, Turkish commodity markets were suddenly flooded with cheap im
ports. Erratic movements in the current account, a rising trade deficit (from 3.5% of 
GNP in 1985-88 to 6% in 1990-93 and then up to 8% in 2000-01), and a drastic dete
rioration of fiscal balances showed the unsustainability of the post-1989 model, with the 
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eruption of severe financial crises in April 1994 and February 2ooi.9 In Boratav, Tiirel 
and Yeldan's (1995) words, 

... the post-1990 Turkish experience shows the serious problems confronting . 
a developing economy which decides to move into full external and internal 
deregulation in the financial system under conditions of high inflation. The 
specter of capital flight becomes the dominant moti~e in policy-making and 
creates commitment to high interest rates and expectations for cheap foreign 
'exchange. The links of these two policy variables with the real sphere of the 
economy, i.e., investment on physical capital and the cur~ent account balance 
of payments, are deeply severed. Instability in the rates of foreign exchange 
and interest rates creates feedbacks which lead the economy into further in
stability. (22) 

In Figure i below, we document the paths of consumer price inflation and the rates of 
interest on credit and the government's debt instruments (GDis) along with the over
night ( O/N) interest rate of the Central Bank following capital account liberalization. 
The turmoil following the currency crises of 1994 and 2001 is clearly visible. The rate of 
inflation, which hovered around the plateau of 60-80% through the 1990s, could have 
finally been brought under control after 2003. Despite the positive achievements on 
the disinflation front, rates of interest remained slow to adjust. The real rate of interest 
remained above 15% through much of the post-2001 crisis era and generated heavy 
pressures on the fiscal authority over meeting its debt obligations. The persistence of 
real interest rates, on the other hand, had also been conducive to attracting heavy flows 
of short term speculative finance capital over 2003 and 2006. This pattern continued 
into 2007 at an even stronger rate. 

9. For a thorough review of the post-1989 capital account liberalization era in Turkey, see Bi<;er 
and Y eldan (2003); Cizre-Sakalhoglu and Y eldan (2000 ); Boratav and Yeldan (2006); and Ertugrul 
and Selcuk (2601). . 
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Figure 1. Consumer price inflation and selected interest rates in post- financial liberalization Turkey 

Source: CBRT, www.tcmb.gov.tr. 

On the monetary policy front, the CBRT was granted its independence from political 
authority in October 2001. What followed was that the central bank announced that its 
sole mandate was to restore and maintain price stability in the domestic markets and 
that it would follow implicit inflation targeting until conditions were ready for fu)j tar
geting. Thus, over 2002 and 2003, the CBRT targeted its "net domestic asset position" 
as a prelude to fuU inflation targeting. Finally on January i, 2006, the CBRT announced 
that it would adopt full-fledged inflation targeting. The Bank's current mandate is to set 
a "point" target of 5% inflation for consumer prices. Given internal and e:Kternal shocks, 
the Bank has recognized an internal (of i%) and an external (of 2%) "uncertainty" band 
around the point target. Thus, the Bank will try to keep the inflation rate at its point 
target, while recognizing a band of maximum 2 percentage points below or above the 
5% target rate. The Bank has announced that it will continue to use the overnight inter
est rates as its main policy tool to reach its target. It is stated ex'Plicitly that the "sole 
objective of the CBRT is to provide price stability," and that all other possible objectives 
are out of its policy realm.10 

10. Further institutional details of the Central Bank's inflation targeting framework can be found 
in the December 2005 J ocumenl, General Framework of Inflation Targeting Regime and Monetary 
and Exchange Rate Policy for 2006 (CBRT 2005). Turkey's experience wi1h the implicit inAatioo 
targeting era can be found in Kara (2006). 
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One of the earlier attempts to estimate an (implicit) monetary policy function of 
the CBRT is the seminal paper by Berument and Malatyali (2000). Using a.general
ized form of a Taylor-type reaction function over 1989.07 to 1997.03 Berument and 
Malatyali found that the CBRT has targeted M2 Y growth and that neither real nor 
nominal depreciation was sought. They also report that, over the 1990s, the CBRT has 
not targeted currency issued, M2, net domestic assets, of net foreign assets, nor has it 
taken any of the budget deficit measures into account while determining its monet~ry 
policy. A similar result was also deduced by Kaya (2006), ,Where within a generalized 
Taylor form of monetary policy rule, Kaya reports that none of the conventional macro 
aggregates yield a statistically significant explanation of the behaviour of the CBRT's 
short term interest rate over the post-1990 period. 

The above results were put to a further test in Berument and Tasci (2004), where 
the authors suggest that over the 1990s the CBRT actually used the spread between 
the interbank rate and the rate of nominal· depreciation as its main policy rate, rather 
than the simple short term interest rate. Considering monthly data from January 1990 
to October 2000, Berument and Tasci found that the CERT responded to its foreign 
exchange reserves, output, and M2 growth and that it targeted neither the future nor 
the lagged inflation rate. In other words, iri the period immediately following capital 
account liberalization, the CBRT was more concerned with the stability of the markets 
than with inflation. 

Us (2004, 2006) further studied alternative monetary rules for the CBRT under the 
inflation targeting regime using a small-scale macroeconomic model. She argues that 
in setting forward rules for macro stabilization, a monetary policy rule driven by a 
monetary condition index (MCI) is superior to a simple Taylor Rule framework and 
that the exchange rate is an important variable in driving the policy reaction function. 
Us's (2006) results were contrasted in Karasoy, Kunter, and Us (2006), who, utilizing a 
similar macroeconometric model, studied the channels under which monetary policy is 
transmitted within an IT regime. Their results indicate that at a time of weak domestic 
.demand, the output gap has been seemingly less significant in determining inflation. 
Risk premium as measured by "Embi+ Turkey" was found to have a high explanatory 
power in shaping government borrowing rate and the exchange rate. However: Kara- · 
soy, Kunter, and Us found no direct relation'ship between primary surplus (as a ratio 
to the GNP) and inflation, corroborating Kaya's (2006) results. 

III. The Econometrics of Interest Rate Smoothing 

Given the above background, we now turn our attention to the investigation of how the 
CBRT reacted to changes in the economic co.nditions from 2002 to the end of 2008. For 
this purpose, we will benefit from a central bank reaction function framework, which 
in some senses can be likened to a modified version of the taylor Rule (TR), which was 
first proposed by John Taylor in 1993· The initial idea behind the T.R was that central 
banks could set their interest rates by following a simple formula based on inflation 
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and output gaps. Later, Taylor himself and many others elaborated ori. this simple rule 
(Taylor 1999; Hebbel and Werner 2002; McCallum and Nelson 2004) and, at a more 
general level, it has provided the backbone of the new monetary policy (see, among 
others, Romer 2002; Setterfield 2006). 

In devising a TR-type monetary policy, Woglom (2003, 200) directs our attention 
to the distinction between rules for policy instruments and rules for p.olicy targets. 
While the former specifies "how the central bank will determine the value of its policy 
instrument such as the short term interest rate," the latter sets the broad objectives of 
monetary policy. 

We thus hypothesize that a TR framework can be used to capture the changes in the 
responsiveness of the CERT to different macroeconomic variables in its conduct of 
monetary policy. Before taking further steps, however, it should be noted at the outset 
that we do not claim that the _CERT has officially followed a variant of the TR. In other 
words, we do not aim either to set or to discover a specific TR for the Turkish economy. 
Rather, our purpose is to check, ex post, which explanatory variables were significant in 
explaining the historically observed behaviour of the Bank's interest rate from 2002 to 
the end of 2008. Hence our method joins the authors cited above in its use of the TR_: 
that is, rather than using it as a forward rule in setting the interest rate policy, we will 
use it to elucidate the CBRT's responses to changes in macroeconomic variables from 
2002 to 2008. Furthermore, as we discuss below, our reaction function specification is 
broader than the standard TR-type specifications. 

A. Data and Periodization 

The period of our econometric analysis covers monthly observations on various macro 
prices and aggregates from July 2002 to December 2008. Different specifications of the 
following simple dynamic equation were implemented to investigate which variables 
had been significant in explaining the monetary policy behind the interest rate. Our 
main model runs as follows: 

where, Rt (Rt_) stand for the nominal short term interest rate at time t (t-1); 11/or the 
inflation rate at time t ; ygap/or the income gap at t; aprctJor the real exchange rate 
index at time t; and fr

1 
for the federal reserve rate (US interest rate) at time t. 

The above model can be seen as an augmented TR equation. Some models use real 
interest rates as dependent variables instead of nominal rates. Although this method 
could be used, we think using nominal interest rates is more relevant, because changes 
in nominal interest rates are genuine responses of central banks, given the fact that 
they cannot directly control the real rates. We specifically used the overnight interest 
rate, because this has been the Bank's main policy instrument. The CERT started using 
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its overnight (O/N) interest rate as its main policy instrument after 2002.u The data is 
· available on' the Bank's web page. 

For inflation we used annual changes in the consumer price index (CPI) for each 
month as reported by the Turkish Statistics Institute (Turkstat).12 The expected sign of 
this variable is positive due to the fact that central banks try to curb inflation by increas
ing their policy rates, which are supposed to decrease aggregate demand through the 
different channels of the transmission mechanism. It can further be argued that using 
changes in the consumer price index as an explanatory variable can be misleading 
in explaining the behaviour of a central bank, because central banks might generally 
consider the deviation between the targete~ inflation rate and the expected inflation 
rate when they implement an inflation targeting strategy. Hence, we further checked 
whether our results would change ·when we made use of "targeted inflation minus ex

pected inflation" as an explanatory variable instead of the lagged inflation rate. Annual 
expected inflation data for each month has been collected by the Bank since 2001 and 
is available on the Bank's web page. After 2002, the CERT started announcing only 
one annual target for "end of the year"; to convert the end-of-year inflation target into 
monthly segments, we created a monthly series by using a linear transformation based 
on a linearly gradually decreasing gap between the previous year's inflation target and 
the current year's inflation target (see the Appendix for further details). Given that the 
central banks would tend to raise interest rates to curb inflationary pressures, if the 
expected inflation rate is greater than the targeted inflation rate, the expected sign of 
the inflation coefficient is positive too. 

In order to account for the output gap, we used industrial production index. To solve 
the seasonality problem we first used the X-12 method. Then we obtained the potential 
output by using the classical Hodrick-Prescott filter. We defined output gap as actual 
output minus potential output. The expected sign of the coefficient is positive, as the 
central bank is assumed to increase its interest rate in response to positive gap between 
actual and potential output. 

In most of the "simple" versions of the TR equations, only the inflation rate and in
come gap variables were commonly used as explanatory variables. In its more modern 
treatment, the nominal interest rate in lag form has become a standard component 
of the TR equations, which we~ regard as an indication of the interest rate smoothing 
practices of central banks. The expected sign of the coefficient of interest lag is positive 
under the hypothesis of interest rate smoothing-that is, the central banks would main-· 
tain the sign of the past period R1-1 in setting their current rate, Rt" High responsive
ness to the lagged interest rate and small coefficients of other variables in the reaction 

11. However, the Bank used to manoeuvre its overnight rates actively in the preceding period as 
well. In fact, given that the CERT abandoned its ·regulatory controls on the capital markets after the 
onset of de.regulation, the Bank's overnight interest rates had always been an important indicator 
of its monetary policy even before 2002. As Aksoy and Leon-Ledesma (2005, 6) point out "even if 
monetary aggregates or short term interest rates are not used as operating targets these can be used 
as indicator variables if these contain useful information ... " 

12. Although the original data is disseminated by Turkstat, we obtained the data from the Bank's 
web page. · 
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function can be seen as important indicators of high interest rate smoothing (Sack and 
Wieland 1999).13·•4 

Ball (2000) argues that for open economies an exchange rate variable should also be 
included in the TR equations, because central banks have to take developments in the 
exchange markets into account for their objectives. Indeed, movements in the exchange 
rate can be a very important determinant of the central banks' behaviour, especially 
in developing countries, where exchange rate volatility is high and can even threaten 
financial stability. Central banks may have to protect exchange rates from depreciation 
by increasing their interest rates in an attempt to counter the pass-through effects of 
higher foreign prices on domestic inflation. By the same token, they may attempt to 
protect their domestic currency from excessive appreeiation by decreasing their policy 
rates based on competitiveness considerations. For our analysis, we use a real exchange 
rate index (based on consumer price index) calculated and reported by the Bank. Based 
on these considerations, the expected sign of the coefficient is negative. 

Furthermore, it can be argued that foreign rates of interest are also important in af
fecting the behaviour of financial agents in open economies, which, in turn, can affect 
the developing country central banks' policy responses. We thus included the Federal 
Reserve's policy interest rates (short-term overnight interest rates) mainly to capture 
such international arbitrage effects.15 The effective Federal Reserve Funds Rate, which 
is available oil the Fed web page, is used in our analysis. It is expected that an increase 
in the Fed's interest rate would typically g~nerate a signalling effect and would lead to 
a higher interest rate in a small, open economy. Thereby, the expected sign of the coef
ficient of the world interest rate variable is positive. 

13. A similar method to check the interest rate smoothing tendency of central banks is used by 
Orphanides and Wieland (1998). 

14. Some authors used a different method to analyze interest rate smoothing (see Judd and Rude
busch 1998; Drew and Plantier 2000; W 9odford 2003). This method can be summarized as follows: 

R, - T,_, = e(R7- R,_) + o (R,_, - R,_) 

R, = (1 - e) R,_, + eR; + 0 (R,_, - R,_) 

R* = r* + oc ('IT - 'IT*)+ oc (ygap) =I oc V 
t u t I t t ~ n t 

Where R, is nominal interest rate, R7is desired real interest rate, 'IT, is iiiflation rate, 'IT7 is tar
geted inflation rate, ygap, is the difference between actual and potential income, and V, is· vectors of 
variables that can be considered important for a c.entral bank's decision making procedure. Here, 
(1 - e) indicates the interest rate smoothing of a central bank. Although this method is very appealing 
because of its easiness and its partial adjustment nature, we do not prefer it, because it assumes that 
there are desired interest rates which can· be obtained from a Taylor type ofreaction function. How
ever, first, in general, central.banks may not have desired interest rates in mind. Second, even if they 
have desired rates in mind, we do not believe that a central bank reaction function can give us these 
desired rates-because this requires that a central bank's decisions are mostly driven by a· Taylor type 
framework. As we pointed out, we only want to use a reaction function to assess the sensitiveness of a 
central bank to different macroeconomic indicators. And, as opposed to those who used this method, 
we do not start with a claim that central banks significantly utilize a Taylor type of monetary rule in 
their decision-making process. · 

15. Sinclair (2005) also uses the Federal Reserve rate to check the impact of foreign interest rates. 
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B. Regression Analysis 

For our econometric analysis, as a: benchmark case, we use a simple ordinary least 
squares (OLS) regression. To address possible unit root problems, we implement our 
framework with the differences of the variables. Moreover, to address possible endoge
neity problems, we further use a general methods of moments ( GMM) method. 

In the literature, the Taylor type of regression results have beeri criticized because 
of the ignorance of the stability of the variables used in the regressions. (See, e.g., Os
terholm 2003). Hence, before running regressions we checked whether variables have 
unit root problems. However, unit root tests notoriously demonstrate lack of statistical 
power. So we employed three different unit root tests for the whole period and sub-pe
riods to decide whether our variables suffer from unit root problems. Specifically, these 
tests are agumented Dickey Fuller (ADP), Philips-Perron (P-P), and Kwi.atkowski-Phil
lips-Schmidt-Shin (KPSS) test statistics. Results can be followed in Table i. The results 
are ambiguous.16 There is no definite picture which can fully prevent us from using an 
OLS framework. However, there is enough sign to be cautious about relying on OLS 
regression results. Therefore, we will also use the differences of our variables to address 
possible unit root problems. 

In our regression spedfication with expected inflation minus targeted inflation vari
able, we expected to encounter endogeneity problems. For example, the expected in
flation variable may be influenced by the current overnight interest rates. Economic 
agents may expect lower expected inflation in response to a tighter monetary policy 
stance. But since monetary policy exerts its influence on other variables in our regres
sion equation with several lags, there is no theoretical reason to worry about endogene
ity problems with other variables.17 

Table 1. Unit root results 

Variables 

Lag overnight interest 
rate 

Inflation (change in 
CPI) 

ADF 

T-stat 

-3.02 

-4.75 

Constant 

P-P 

Adj. 
t-stat 

-3.25 

-7.62 

Constant and trend None. 

KPSS 

LM 
stat. 

ADF 

T-stat 

0.84* -1.89* 

0.87*. -4.07 

P-P 

Adj. 
t-stat 

-1.73 

0.00 

KPSS 

LM 
stat 

ADF 

T-stat 

0.27* -3.41 

0.29 -5.51* 

P-P 

Adj. 
t-stat 

-4.08 

-6.79 

i6. The ambiguity of unit root results prevented us from using a co-integration analysis and an 
error correction model. Since we employed different robustness checks methods, this may not be very 
big handicap for our analysis. 

17. We checked if other vari_ables are endogenous by using formal tests as well. These test sta
tistics do not suggest an important endogeneity problem-with other variables. Test statistics.can be 
obtained from the authors upon request. . 
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Income gap -1.40* -4.53 0.07 0.15* -4.42 0.07 -1.50* -4.58 

Fed rate -3.20 -0.72* 0.53 '-3.25 0.86* 0.19 -0.80* -0.71* 

Appreciation -1.93* -1.93* 1.04* -4.57 -3.25 0.05 0.17* 0.29* 

Expected inflation -3.23 -3.131 0.86* -3.00* -3.01* 0.13 -3.68 -3.43 -targeted inflation 

* Indicates possible unit root problem. . 
ADF: Augmented Dickey-Fuller test statistics; P-P: Philips-Perron test statistics, KPSS: Kwiatkowski
Phillips-Schmidt-Shin test statistics. 
Null hypothesis of ADF and P-P: variable has a unit root; null hypothesis of KPSS: variable is stationary. 

Instrumental variable (IV) or GMM techniques can further be used to address en

dogeneity problems. We will use a GMM estimation method for this part. One crucial 
issue concerning IV or GMM is finding relevant instruments. The valid instruments 
must have high correlation with the variables considered endogenous and ·must be 
orthogonal to the errors of the original regression. Furthermore, implementing more 
valid instruments than the.number of endogenous variables can produce relatively 
more efficient results. We use the first lag values of the actual inflation rate and the 
second lag values of the expected inflation minus targeted inflation variable.18 Although 
previous period inflation rates may have high correlation with the current expected 
inflation, past inflation is not expected to be-affected by current change in the overnight 
interest rate. The differences or the lag values of the variables are commonly used as 
instruments as well. Thereby, potentially the first lag values of the inflation rate and the 
second lag of expected inflation minus targeted inflation can serve as the instruments. 
As can be seen from the GMM regression (Table 5), these instruments successfully 
passed the redundancy, weak identification, and orthogonality tests. Weak identifica
tion tests check for the joint significance of the instruments, whereas the redundancy 
test investigates individual significance of the specified instrument(s). In other words, 
these tests investigate if there is enough correlation betweeri in_struments and the speci
fied endogenous variable(s). Hansen's J-test is used to check the orthogonality condi

tion (for details see notes in Table 5). 

1. Dealing with Autocorrelation, Heteroskedasticity and Multicollinearity Problems 

,Regardless of the technique used for an econometric analysis, heteroskedasticity, auto
correlation, anci multicollinearity problems can significantly distort time series econo

metric results. 

i8. Several other instruments such as the first and the second differences and the first lag of and 
the third lag of the expected inflation minus targeted inflation variable were also tried as instruments. 
However, they failed either the redundancy test or the orthogonality test. · 
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Multicollinearity is one of the facts of life for many time series practitioners. In the 
presence of multicollinearity problem, regression results may not differentiate the im~ 
pac·t of independent va~iables correlated with each other. Our regressions do not seem 
to suffer from multicollinearity problems. Variance inflation factors as a measure of 
multicollinearity can be found in Table 2.19 

In the pres.ence ofheteroskedasticity and autocorrelation problems, regular standard 
errors cannot be used for significance and other tests. We reported autocorrelation 
, and heteroskedasticity test results in each tables. For the regressions with levels, we 
used Breusch-Pagan I Cook-Weisberg test for heteroskedasticity with the null hypoth
esis that the residuals have a constant variance. A White test was used to investigate 
heteroskedasticity for the regressions with differences. A Breusch-Godfrey LM test 
was employed to check autocorrelation problems. As Baum, Schaffer, and Stillman 
(2007) suggest, a Cumby-Huizinga test with the null hypothesis that errors are not 
autocorrelated at order 1 and a Pagan-Hall g_eneral test with the null hypothesis that 
the disturbance is homoskedastic were utilized in the GMM regression. Whenever test 
results indicate that there is only a heteroskedasticity problem, heteroskedasticity ro
bust standard errors are used for significance tests. Whenever test results indicate that 
there are autocorrelation and/or heteroskedasticity problems, heteroskedasticity and 
autocorrelation robust test statistics obtained from a Newey-West procedure are used 
for significance tests (see no~es_ in the regression tables for further information). 

Table 2. Multicollinearity statistics (variance inflation factors) 

Levels Differences 

Variables For regression 1 For regression 2 For regression 3 For regress.ion 4 

Lag overnight interest 3.56 14.9 rate 1.02 1.26 

Exchange rate 
2.43 2.7 appreciation 1.10 1.06 

Fed rate 1.57 1.5 1.07 1.07 

Income gap 1.11 1.1 1.02 1.03 

Expected inflation 
2.17 -targeted inflation 1.04 

Inflation (change in CPI) 10.5 1.25 

2. Findings 

There are three robust findings of this study. First, the Bank's interest rate smoothing 
tendency is the main determinant of its monetary policy in this period. The coefficient 

·of the interest rate smoothing variable is 0.947 and o.888 in the regressions with levels; 
it is 0.521 and 0.341 when we used the differences of the variables in the regressions. All 

19. We also checked condition indexes to investigate subtle multicollinearity problems. 
They also imply that we do not have serious multicollinearity problems in our regressions. 
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other coefficients are very small relative to the interest rate smoothing variable. This 
is a further support for the argument that the Bank maintained its inflation targeting 
framework by mainly following an interest rate smoothing strategy during this period. 
Second, the CBRT does not seem to be responsive to the developments in real economy 
(output). Our econometric results indicate that the coefficients of income gap variable 
are very sniall and insignificant in all regressions. Third, although inflation targeting 
central banks are not supposed to pay attention to exchange rates, the CBRT appears 
to be slightly responsive to changes in the real exchange rate. However, the coefficients 
of this variable are relatively small. 

Furthermore, there are two more secondary findings, which are not as robust as 
the first set of findings: The CBRT seems to pay attention to changes in .the consumer 
price index rather than the difference between expected and targeted inflation. Second, 
changes in international interest rates represented by the Fed rate might have played 
a role in the determin·ation of the bank's policy rate. However, as stated before, these 

. results should be cautiously interpreted. 
We reported our results in Tables 3, 4, and 5. Table.3 presents regression results with 

the levels of variables. The coefficients in column I belong to the regression includ
ing expected inflation minus targeted inflation. Column 2 displays the second set of 
coefficients obtained from the regression equat~on including consumer price index. 
The results from these two regressions are very close to each other. All variables have 
their expected signs. The coefficients of the interest rate smoothing variable are 0.947 

and o.88 in regression i and in regression 2 respectively. They are significant at the i % 

significance level. The exchange rate and the Fed rate interest rate are also significant 
in both cases, though they are not as important as the interest rate smoothing variable 
in explaining the policy rate. 
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Table 3. Regression results (levels) 

2 

Variables Coefficient Std. error Coefficient Std. error 

Interest rate smoothing variable 0.947*** il.020 0.888*** 0.046 (lag overnight interest rate) 

Income gap 0.016 0.014 0.020 0.016 
Expected inflation - targeted 0.022 0,035 inflation 
Exchange rate appreciation -0.059*** 0.020 -0.066*** 0.022 

Fed rate 0.274*** 0.081 0.243** 0.100 

Inflation (change in CPI) 0.053 0.037 

Constant/\ 6.694*** 2.509 8.385*** 2.863 

No. of observati.ons 82 82 

Prob> F 0 0 

R-squared 0.9938 0.994 

Heteroskedasticity test 0.0062 0.0045 

AUTOCORRELATION TEST 

lags(p) Prob> chi2 Prob> chi2 

0.1017 0.0364 

2 0.24i7 0.1037 

3 0.0454 0.022 

4 0.0679 0.0395 

5 0.0939 0.0487 

***Indicates 1 % significance level;** indicates 5% significance level;* indicates 10% significance level. 
Heteroskedasticity test: Breusch-Pagan I Cook-Weisberg test with the null hypothesis that the residuals 

have a constant variance. 
Autocorrelation Test: Breusch-Godfrey LM test with the null hypothesis that there is no serial correlation. 
P values are reported for heteroskedasticity and autocorrelation tests. Heteroskedasticity and 

autocorrelation test statistics were obtained from the regular OLS regressions. Whenever test results 
indicate that there is only a heteroskedasticity problem, heteroskedasticity robust standard errors 
are used for significance tests. Whenever test results indicate that there are autocorrelation and/or 
heteroskedasticity problems, heteroskedasticty and autocorrelation robust test statistics obtained 
from Newey-West procedure are used for significance tests. In this sprit, the standards errors for 
the first regression estimation are heteroskedasticity robust. The standards errors for the second 
regressions are obtained from Newey-West procedure. 

Table 4 presents regression results with the differences of the variables. The interest 
rate smoothing coefficients are still the largest coefficients with a significance level of 
1 %. The coefficie,nts of the exchange rate variable are still significant in the regression
including expected minus targeted inflation and in the regression including the change 
in the consumer price index. Although the Fed rate lost its significance, the regression 
results in column 4 imply that the Bank seems to be responsive to changes in consumer 
price index. 
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Table 4. Regression results (differences) 

3 4 

Variables (in difference form) Coefficient Std. error Coefficient Std. error 

Interest rate smoothing variable (lag 
overnight interest rate O.S21*** 0.107 0.341*** 0.095 

Income gap -0.013 0.020 -0.008 0.021 

Expected inflation - targeted inflation 

Appreciation 

0.037 

.-0.080** 

0.828 

. 0.090 

0.033 

0.518 

-0.081*** 0.029 

0.557 Fed rate 

Inflation (change in CPI) 

No. of observations 

Prob> F 

R-squared 

Heteroskedasticity test 

0.889 

0.273*** 0.064 

81 81 

0 0 

0.3269 

0.8188 

AUTOCORRELATION TEST 

lags(p) Prob> chi2 

0.0192 

2 0.0005 

3 0.0018 

4 0.0007 

5 0.0017 

Prob> chi2 

0.7988 

0.9028 

0.3599 

0.1137 

0.1818 

0.4562. 

0.3814 

(1) ***Indicates 1% significance level;** indicates 5% significance level;* indicates 10% significance 
level. 

(2) Heteroskedasticity test: White's test with the null hypothesis that the residuals have a constant 
variance. Autocorrelation test: Breusch-Godfrey LM test with the null hypothesis that there is no serial 
correlation. P values are reported for heteroskedasticity and autocorrelation tests. Heteroskedasticity 
and autocorrelation test statistics were obtained from the regular OLS regressions. 

(3) Whenever test results indicate that there is only heteroskedasticity problem, heteroskedasticity 
robust standard errors are used for significance tests. Whenever test results indicate that there are 
autocorrelation and/or heteroskedasticity problems, heteroskedasticty and autocorrelation robust 
test statistics obtained from Newey-West procedure are used for significance tests. In this sprit, the 
standard errors for the first regression estimation are heteroskedasticity and autocorrelation robust. 
Since there are no heteroskedasticity and autocorrelation problems in the second regression, original 
standard errors are used for significance tests . 

. The results obtained from the GMM technique are presented in Table 5. If the spec
ified variable is endogenous, with the valid instruments, GMM-'estimates are more 
consistent and have large sample normal distribution properties. Although we estab
lished that our instruments are valid instruments, we still need to test the validity of 
the endogeneity of the specified variable. We used theDurbin-Wu-Haussman type of 
endogeneity test, which is robust to various violations of conditional homoskedasticity 
(Baum, Schaffer, and Stillman 2007). However, the variable expected inflation minus 
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targeted inflation failed to pass the endogeneity test. This means that OLS estimators 
are consistent and fully efficient relative to GMM estimates. In other words, OLS results 
are preferred over GMM results. However in small samples, it would be difficult to es
tablish the endogeneity of a variable. Hence, for the sake of an extra robustness check, 
we will also briefly discuss the GMM results. These are very close to those obtained 
from OLS results. The interest rate smoothing coefficient is very large and significant. 
Furthermore, the Fed and exchange rate variables seem to be significant too. The CBRT 
is not responsive to developments in incom~. . · 

Table 5. GMM regression results. 

Variables 

Expected inflation - targeted inflation 

Interest rate smoothing variable 

Income gap 

Appreciation 

Fed rate 

Constant 

No. of observations 

Prob> F 

R-squared 

Autocorrelation 

Heteroskedasticity test 

Under-identification 

Redundancy 

Weak identification 

Orthogonality test 

Endogeneity 

5 

Coefficient 

-0.027 

0.932*** 

0.012 

-0.055*** 

0.247*** 

6.794*** 

Test-statistics 

4.1871191 

4.314 

8.511 

. 10.78 

81.794 

0.059 

11.489 

82 

0 

0.9936 

Std. error 

0.032 

0.017 

0.020 

0.015 

0.087. 

1.910 

P values or critical values 

0.04073226 

0.0378 

0.0142 

0.001 

19.93 

0.8088 

0.0184 

***Indicates 1 % significance level;** indicates 5% significance level;* indicates 10% significance level. 
Autocorrelation test: Cumby-Huizinga test with null hypothesis that errors not autocorrelated 

at order. Heteroskedasticity test: Pagan-Hall general test with the null hypothesis that the 
disturbance is homoskedastic. Under-identification test: The Kleibergen-Paap rk LM statistic is · 
with the null hypothesis that the specified endogenous regressor is under-identified by the specified 
instruments. Redundancy test: IV redundancy test (LM test of redundancy of specified instruments) 
with the null hypothesis that the specified instrument is redundant. Weak identification test: 
Klei bergen-Paap rk Wald F statistic with the null hypothesis that instrument(s) are weakly correlated 
with the specified endogenous variable(s). Orthogonality test: Hansen's J-statistic with the null 
hypothesis that the specified instruments are not correlated with error terms. Endogeneity test: 
Durbin-Wu-Hausman test with the null hypothesis that the specified regressor is endogenous. 
Formally, this test assesses if the OLS estimator is consistent and fully efficient. 

P values are reported for autocorrelation, heteroskedasticity, under-identification, redundancy, 
orthogonality, and endogeneity tests. The Stock-Yo go weak ID test critical value at 10% significance 
level is reported for weak identification test 
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Since theregression seems to have both heteroskedasticity and autocorrelation problems, as Baum, 
Schaffer, and Stillman (2007) suggest, heteroskedasticity and autocorrelation robust standard errors 
are used for all test statistics. 

Concluding Remarks 

In this paper we studied how the Central Bank of the Republic of Turkey (CBRT) has 
reacted to changes in the economic conditions from 2002 to the end of 2008. Using 
econometric metho'<ls on a generalized form of a Taylor Rule, we searched for the pos
sible revelation of a variety of determinants of monetary policy with different objectives 
in this period. Our findings suggest that the lagged interest variable is the most robust 
significant variable under all specifications. Another robust finding is that the output 
gap vari~ble was not significant in any of our specifications. Hence, it can be argued 
the CBRT's strong focus on "interest rate smoothing" is apparent during this period, 
and the Bank persistently ignored (or had to ignore) the developments in output gap 
in designing its interest rate policy. These results are statistically significant in all cases 
and in all periodizations and robust to a large range of different specifications. The 
movements in the real exchange rate seemed to influence the Bank's interest rate policy,· 
although the magnitude of the coefficient of this variable turns out to be very small. 
There is some econometric evidence that the current inflation rather than the "expected 
minus targeted inflation rate" seemed to be the main determinant of the interest rate 
policy decisions of the Bank. Furthermore, there is some econometric evidence that 
international interest rates might have affected the Bank's decisions, though this point 
needs further investigation. 

It can be argued that, under the constraints of the global financial markets, the Turk
ish central bank was conditioned to following an interest rate smoothing strategy for · 
at leasfthree reasons. First of all, rising volatility along with associated uncertainty and 
fragility might make it almost impossible to assess the true fundamentals of the econ
omy. Secondly, and related to the first point, the CBRT has several times only passively 
responded to shocks to the economy, as it probably was not "confident" about the out
comes of its policies (i.e., the reaction of mqrkets). Trying to keep interest rates stable 
for a sufficiently long time can thus be seen as a remedy against this self-acclaimed 
non-assurance, in order to enhance "credibility." Thirdly, even when the Bank could 
have correctly assessed the situation, its instruments might simply turn out to be inef
fective, and the Bank might surrender to the pressures of domestic and international 
arbitrageurs. 
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Appendix: Calculation of Monthly Targeted Rates 

Our method for calculating the monthly inflation targets is as follows: First, the equa
tion of the line connecting the previous year's target with the current year's target, as 
in the graph below, is obtained using availa.ble information. Then, using this equation, 
corresponding inflation rates are assigned to months of the current year. This idea is 
based on the fact that the Bank has a target path for the end year target inflation rate. 
This is in line with the TCB's announcements and practices (see, for example, CBRT 
2005, 7, Table i). 

Corresponding 
Calculated 
Targets 

Previous 
Year's Target 
(available) 

Months (from 1 to 12) 

Figure 2. Calculation of monthly targeted rates 

Current Year's 
Target 
(available) 

' / 
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CSR and Development: Seeing the Forest for the Trees" 

Julia Sagebien and Melissa Whellams 

ABSTRACT This paper examines the role of corporate social responsibility (CSR) in the 
development agenda. First, it examines highlights of the debate on whether CSR is "good 
or bad development." It then contextualizes these debates by examining (1) the mainstream 
debates on whether CSR is "good or bad business management";. (2) how CSR fits within the 
private sector-led development model; and ·(3) the institutional infrastructure in which CSR 
operates. We argue that this contextualization allows for a more sober and realistic assessment 
ofCSR's potential benefits and limitations in the development agenda. 

RESUME L'article traite du role de la responsabilite sociale d'entreprise (RSE) dans le pro
gramme d'action pour le developpement. Les auteures examinent d'abord les faits saillants des 
debats a savoir si ta RSE constitue « une bonne ou mauvaise forme de developpement ». Elles 
les replacent ensuite dans leur contexte en etudiant : (1) les principales discussions a savoir 
si la RSE est « une bonne ou mauvaise forme 'de gestion des affaires »; (2) la maniere dont la 
RSE s'inscrit dans le modele de developpement axe sur le secteur prive; _et (3) !'infrastructure 
institutionnelle dans laquelle fonctionne la RSE. Elles soutiennent que cette mise en contexte 
permet d' evaluer de maniere plus mesuree et realiste les even tu els avantages et limites de la 
RSE par rapport au programme d'action pour le developpement. 

The business literature is awash with evidence to support the claim that corporate so
cial responsibility initiatives can and do make a positive contribution to companies, to 
society, and to the environment. A review of the website of nearly every major national 
or international corporation will have a link to its enthusiastic CSR report. The business 
press is also generally "on-board." Many industry associations and international orga
nizations have adopted CSR guidelines and created industry specific -how-to primers. 
Management oriented learned societies devote·journal space and annual conference 
time to CSR management purposes and processes. CSR projects and initiatives are well 
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documented in business school teaching case sites, academic and practitioner journals, 
and in electronic newsletters. 

Though CSR is increasingly regarded as "business as usual" and as morally correct 
as motherhood and apple pie, concern within the corporate ranks about the tangible 
benefits of CSR expenditures, to the firm and somewhat less so to the intended benefi
ciaries, is returning to the public (it never left the private) business debates. According 
to the 2009 McKinsey Survey, while "the perceived importance of corporate environ
mental, social, and governance programs has soared in recent years, as executives, in
vestors, and regulators have grown increasingly aware that such programs can mitigate 
corporate crises and build reputations ... no consensus has emerged to define whether 
and how such programs create shareholder value, how to measure that value, or how 
to benchmark financial performance from company to company" (McKinsey Quarterly 
2009 ). This lack of tangible measurable results is likely to strain CSR budgets in the cur
rent era oflimited resources. However, expectations of good corporate citizenship and 
the increasing push by governments and civil society towards increased transparency 
and accountability measures will keep CSR prominent in the corporate agenda. 

CSR discourse has also noisily entered the development agenda, if somewhat by de
fault. A review of the websites of major global corporations reveals a plethora of CSR 
activity in the developing world, often articulated in the discourse of the Millennium 
Development Goals (UN 2003). CSR has been tasked with minimizing and redressing 
the social and environmental externalities that often result from the growing commer
cial and industrial activity. CSR has also been called into action as a way to fill in the 
"governance gaps" (Ruggie 2002) opened by rapid economic globalization, especially 
in weak/failed states. According to Ruggie: 

The root cause of the business and human rights predicament today lies in 
the governance gaps created by globalization-between the scope and im
pact of economic forces and actors, and the capacity of societies to manage 
their adverse consequences. These governance gaps provide the permissive 
environment for wrongful acts by companies of all kinds withoµt adequate 
sanctioning or reparation. How to narrow and ultimately bridge the gaps in 
relation to human rights is our fundamental challenge. (189) 

This positive view of corporations within development circles " ... marks a change 
from previously established views of corporations as the enemies, unconscious engines, 
or ungrateful beneficiaries of development." (Bendell 2005, 363). 

The news, however, isn't all good. Corporate watchdogs and advocacy NGOs (e.g.,· 
Greenpeace, Oxfam, Mining Watch) also provide ample evidence that business activity 
has significant negative consequences on people and the environment, and that CSR 
is not meeting its mark, especially in the development world. Examples of corporate 
malfeasance in the developing world, impunity over human right abuses, and disregard 
for ecological impacts abound. For these critics, CSR is mostly seen as greenwash, and 
as limited and naive, and therefore something that does not and cannot lead to sustain
able development. 
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Development practitioners and·scholars, like business executives and NGO staff, 
are also concerned about the lack of robust empirical evidence supporting the claims 
of CSR's contributions to development (Blowfield 2007). The narrow focus of the 
mainstream CSR agenda and particularly its failure to address the more structural de
terminants of underdevelopment, has raised many questions in learned circles about 
whether corporations, despite their best intentions, can make reliable agents of devel
opment and whether CSR can make broad-based, long-term "Cont.ributions. 

This paper examines the role of Corporate Social Responsibility (CSR) in the develop
ment agenda. First, borrowing from the taxonomy developed by Blowfield and Frynas 
(2005), it examines highlights of the debate on whether CSR is "good or bad develop-

. menC It then contextualizes these debates by examining (1) the mainstream debates 
on whether CSR is "good or bad business management"; (2) where CSR fits within the 
private sector-led development model; and (3) the interaction of firm-centric CSR with 
other actors within the "institutional infrastructure" in which CSR operates. We argue 
that the contradictory nature of these CSR-in-development debates can be partly clari
fied by locating CSR within this broader context. As in the case of the blind meri. and the 
elephant, debates about the shape of the whole can best understood by examining the 
outlines of the parts, and how they all fit together. Similarly, focusing too closely on the 
CSR and development debates perhaps doesn't allow for the big picture-for seeing the 
forest for the trees. This contextualizing of CSR-in-development debates should allow 
for a more sober and realistic understanding and assessment of its potential benefits 
and limitations and about what companies can and cannot contribute to development. 
We conclude that CSR efforts, alone, are not capable of making substantial long-term 
and broad-based contributions to sustainable development. Norivithstanding this, we 
also argue that CSR contributions, however limited, are a critical component of devel
opment and that their impacts can be optimized when leveraged and embedded in a 
much larger context of social and economic value creation. 

There are a number oflimitations to this paper. Most importantly, the fundamental 
orthodoxy of capitalism and of the neo-liberal premises that support a primary role for 
the private sector in .economic developmen.t is not questioned. Instead, a global politi
cal economy dominated by market forces is assumed to be the global modus operandi 
for the foreseeable future and what this paper examines is the optimum role of CSR 
within that. 

An additional limitation is that the conception of CSR discussed here is one that 
corresponds primarily to the CSR of transnational corporations (TN Cs) operating in 
the developing world and thus excludes other types of CSR activity (e.g., CSR in small 
and medium size and/or national enterprises, etc.). Lastly, we do not offer any new 
empirical evidence in support of the positions taken by various proponents in the CSR 
and development debates. Rather, we summarize and organize the debates and then 
suggest ways to examine CSR in a larger context. 
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I. Corporate Social Responsibility, Sustainable 
Development and the Developing World: Clarifying the 
Building Blocks for a Discussion 

Despite the lack of a clear definition of CSR and of its derivative terms (e.g., corporate 
citizenship), there is agreement that the distinguishing characteristics of CSR are that 
it is company initiated, voluntary (not legally mandated or required by regulation), 
discretionary (the company sets the budget and chooses the activities), and managed 
by the firm as a form of stakeholder engagement and risk management tool. The term 
corporate social responsibility is universally used to define the firm's responsibility to its 
"stakeholders," parties that can affect or be affected by the actions of the firm (Freeman 
1984; Freeman, Harrison, and Wicks 2007). These stakeholders generally include (1) 

internal stakeholders (e.g., shareholders, management board, managers, employees); 
(2) primary external stakeholders (e.g., supply chain members, consumers/custom
ers/clients, communities, home/host governments, industry members, etc.); and (3) 
secondary external stakeholders (society at large and the environment). In this paper 
CSR is used as a generic term. Though they actually stand for somewhat different legal 
entities, we use the terms corporation, company, firm, and business interchangeably. 

Further clarification of terms is germane to the discussion. There is an equally per
plexing debate regarding what constitutes "development" versus what constitutes 
"sustainable development." This discussion is beyond the scope of this paper. There 
is, however, a clear understanding that not all development is sustainable develop
ment. We use the term sustainable development in this paper to refer to development 
that indudes an economic growth component, as well as a social and environmental 
value, and, as defined in the Bruntland report, as development that meets the needs of 
the present without compromising the ability of future generations to meet their own 
needs. 

Idemudia (2008) states that the lack of clear definitions is a casual agent of the confu
sion about the relationship between CSR and development. Similarly, Prieto-Carron 
and colleagues (2006) warn that the words poverty and development are often vaguely 
defined in the private sector development literature and that the relationship between 
business CSR activity and poverty reduction is not well understood. However, for the 
purposes of this paper, the definitions given above suffice. · 

II. The CSR-in-Development Debates 

Like a number of observers (Blowfield 2005; Jenkins 2005; Idemudia 2008), we do not 
see CSR as having arisen specifically as a response to the business society challenges 
of TN Cs in less developed countries. Rather, CSR is a fairly well estabHshed tradition 
within northern/western business management culture. We attribute the more recent . 
rise of the notion of CSR as a development agent to the intersection of six dynamics: ( 1) 
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the sheer size of corporate global activity, power, and influence that resulted from the 
liberalization of markets of the i99os; (2) the magnitude of the global challenges posed 
by externalities such as climate change, growing poverty, and political instability; (3) 
the limited ability of states, especially in the developing world, to address the impacts of 
the former two dynamics; (4) the inclusion by national and international development 
agencies and development banks of the notion of private sector-led development in 
their agenda; (s) the activism of civil society in a wired world;1 and (6) the pressure to . 
curtail corporate abuses abroad being felt by the governments of the firm's headquar
ters' home states. In sum, though companies may or may not have behaved responsibly 
in their home states, the globalization of markets and supply chains has required a 
fundamental reassessment of the rights and responsibilities of corporations operating 
in less developed countries (LDC) host states, especially in those with multiple gover
nance gaps and deeply rooted asymmetrical socio-economic power relations. 

Our review of the highlights of the debates of CSR as a development agent suggests 
that the arguments underlying these debates can be summarized and divided into two 
broad arguments as shown in Table i. Though certainly simplistically defined, we de

. fine "good development" as that can lead towards sustainable development and "bad 
development" as one that does not do so. 

Table.1. Summary of the CSR in a development context debates 

CSR IS GOOD DEVELOPMENT 

·Maximizes spillover effects of foreign direct 
investment (FDI) 

·Addresses governance gaps 
·In some areas, corporations can have greater 
· resources than governments 

.• Decreases finandal/regulatory burden of the state 
·Contributes to Millennium Goals and to 
sustainable development. 

·Can introduce higher levels of.performance than 
those required (or enforced) by local law 

• Promotes corporate/stakeholder cooperation and 
coordination towards development goals 

·Key component in the creation of supply chains 
that lead to inclusive markets 

·Reduces social and political conflict and prevents/ 
· remediates environmental damage 

CSR IS BAD DEVELOPMENT 

·Ignores the structural dimensions of poverty and 
inequality 

·Usurps the proper role of government 
·Though formulation involves stakeholder 
dialogue, the effect of inherent unequal power 
relations is left unexamined 

·Calls for change only within the current capitalist 
framework 

·Business and development have conflicting 
agenda 

·The business case for CSR is duplicitous 
·Accountability is needed 
·Corporations lack development expertise 
·Mainstream CSR agenda is North-driven and 
.gender and race myopic 
·No matter how good, CSR cannot ever be 
sufficiently broad based or long lasting because 
it is voluntary and discretionary 

·In line with the strategic firms of the firm, 
and not with the developments needs of 
communities/states 

i. The internet has done for corporate presence in developing countries, what TV did for the war 
in the Vietnam; it brought it into people's living rooms. 
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A. Is CSR Good or Bad Development? 

I. CSR ls Good Development 

In the context of the developing world, CSR is conceptualized primarily as a means 
through which to expand the benefits of private profit making activities beyond the 
boundaries of the firm. In this sense, CSR efforts in the developing world allow for 
corporations to folfill Donaldson's "maximal duties" by voluntarily going beyond the 
ethical, legal, and public expectations that society has of business (Weiser and Zadek 
2000; Vives 2004; Fox, Ward, and Howard 2002; Maresca 2000) by making direct 
contributions to the development agenda. 

Given that TN Cs (including those headquartered in the developing world, such as 
CEMEX, Tata, Cisneros, etc.) have. been the major exponents of CSR in the global 
South, CSR is often regarded as a form of"FDI plus" that can maximize the spillover ef
fects ofFDI. For example, Fox, Ward, and Howard (zoo2) claim that governments can 
better ensure that foreign investors contribute to development through job creation, 
knowledge and technology transfer, and the provision of infrastructure by adopting 
inward investment policies linked to CSR-friendly practices. These types of policies 
may include requirements on technology transfer, local economic linkages, local com
munity consultation, or public-private partnerships that seek to align corporate invest
ment with public sector investments. 

CSR is also seen as a way to optimize state-led investment in development. _For 
Jenkins (zoos), "development agencies have come to see CSR as a way of reconciling 
support for the private enterprise and a market-based system with the central aim of re
ducing global poverty" (s30 ). Antonio Vives of the Inter-American Development Bank 
sugg~sts that "CSR, by its very nature, is development done by the private sector, and it 
perfectly compliments the development efforts of governments and multilateral institu
tions" (in Jenkins 2005, 525). ~oreover, Blowfield (zoo4) purports that CSR as a form 
of voluntary regulation can be effective in developing countries since it can "reduce the 
financial burden of enforcement from cash strapped governments, theoretically freeing 
up funds for development initiatives" (63). 

In countries governed by weak or predatory states, where governance gaps are most 
acute, corporations may be more capable of delivering development than governments. 
Kuper (zoo4) argues that "if on some occasions corporate leaders.are better (morally) 
motivated than rulers of developed as well as developing states, then we cannot decide 
by fiat that states are the primary agents of development" (15). To this end, UN CT AD 
(1999) remarks: · 

In countries with weak competitive discipline of efficient markets or lacking 
"good governance" reflected in effective governmental institutions to repre
sent the public interest, TNC social responsibility requires that the corpora
tion pay special attention to the interests of underrepresented stakeholders 
that could be adversely affected by business operations. (1) 
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Certainly a number of "philanthrocapitalists" (Economist 2006) such as Bill Gates 
and Warren Buffet have resources (financial and knowledge) of a large enough scale as 
to have an impact similar to or sometimes even greater than those being funded and led 
by national and international public agencies. These private efforts are often structured 
as foundations (e.g., the Bill and Melinda Gates Foundation and Skoll Foundation) to 
allow for greater freedom of action and to avoid the restrictions that corporate charters 
place on executive decisions that affect shareholder wealth. 

As an extension of the argument that CSR is an effective means through which to fill 
governance gaps, CSR is also seen as a means through which to introduce higher levels 
of performance than those required by local law. As Blowfield and Frynas (2005) argue, 
where the rule of law is weak, "CSR can be a useful step on the way to better national 
legislation iq countries that have failed to enforce their laws." Sayer (2005) explains: 

Voluntary codes are an immediate way of reducing environmental harm and 
the suffering caused by the negative social impact of business. But they are 
also a method of designing and testing the benchmarks, feasible ideas, norms, 
and standards for more ethical business conduct which wHI, in future, inform 
the regulatory frameworks and mechanisms. (265) 

Conversely, while it is recognized that legislation is often needed in order to reduce 
excessive exploitation of labour, reduce bribery and corruption, and level the playing 

·field for corporations, propon~nts of CSR point out that new legislation could in fact 
reduce CSR to the lowest common denominator. According to Henriques, "if there 
were legislation around CSR, then companies will deliver what the law requires, but 
never more" (Hopkins 2004, 7). Moreover, while some CSR proponents agree with 
their critics that tougher regulation is optimal, they point out that it is not always fea
sible (UNRISD 2000). In such cases, voluntary initiatives can be effective way to fill 
governance gaps (e.g., the Fair Trade movement). 

An examination of company websites shows that CSR programs are moving away 
from strictly philanthropic initiatives (such as building schools and hospitals) towards· 
investments in projects focused on sustainability. For example, companies are now 
working more with local governments, non-government organizations, and commu
nities themselves in more participatory ways to design, develop, and implement com
munity development projects that best serve the longAerm interests of community 
members. 2 Though traditionally companies have not possessed much development 
know-how, anecdotal evidence reveals that the number of skilled development practi
tioners working in CSR departments in the developing wo.rld is growing. Proponents of 
CSR as an agent of development claim that because CSR programs are becoming more 

2. The.Business Partners for Development Program, managed by the Overseas Development 
Institute, provides a number of examples of these types of tri-sector partnerships between business, 
gover~ment, and NGOs aimed at fostering community development. For further information, see 
www.bpd-naturalresources.org/. · 
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sophisticated and staff better informed, they are progressively becoming more capable 
of making a greater contribution to development than in the past. 

Development-oriented CSR investments are also highly beneficial to the firm. Not 
only do they provide good examples through which to demonstrate good citizenship to 
many corporate audiences, from employees to financiers to potential public and private 
investment partners, but they also provide the basis on which local communities often 
grant firms the required "social license to operate." 

In the twenti-first century, CSR is becoming de rigueur for firms operating in the 
developing world. It is expected by shareholders, home/host states, and local commu
nities. The question remains, however, of whether or not CSR makes a real difference 
in the quality of life of those it is intended to benefit. Below is a review of some of the 
salient points of the critiques of CSR as an effective agent of sustainable qevelopment. 

2. CSR Is Bad Development \ 

A significant shortcoming of CSR as a development tool argument is that it often ig
nores the structural dimensions of the business-poverty relationship (Prieto-Carron et 
al. 2006). Lund-Thomsen (2005) observes that CSR does not challenge the global-level, 
structural causes of conflicts between companies and stakeholders. Similarly, Blowfield 
(2005) remarks that if poverty is a result of structure rather than a matter of capadty, 
access, and opportunity, then CSR is unlikely to provide. a solution. For example, it is· 
questioned whether fundamental issues of land rights and resource distribution can 
be adequately addressed merely by a corporation's improvement of their social and 
environmental performance in a region. This problem is articulated by Kemp (2001), 

who argues that while the notion of CSR is not under question, its application and 
relevance are, and by Utting (2005), who argues that in order for CSR to make a sig~ 
nificant contribution to development, the CSR agenda needs to address the structural 
and policy determinants of underdevelopment and the relationship of TN Cs to those 
determinants. · 

A key weakness of CSR is that it calls for change, but only within the current capital
ist framework. According to Blowfield (2005), "[CSR] treats capitalist assumptions and 
values (e.g., commoditized labour, the rights of capital) as universal norms even when 
these might run counter to the well-being or experience of workers and local communi
ties" (522). Consequently, it has been argued that "CSR as a discipline lacks the means 
to consider its own orthodoxy" (Blowfield and Frynas 2005, 510). 

According to Kemp (2001), "It is pertinent to ask whether CSR and voluntary initia
tives, which are largely western led, comprise a diversion from the real issues oflegisla
tive reform and multilevel political and social development" (35). Some critics suggest 
that it is no coincidence that CSR is being promoted by the same institutions that 
advocated market liberalization and privatization (Doane 2005; Hopkins 2004; Jenkins 
2005; Blowfield 2005; Kemp 2001). Doane (2005) explains: "Rather than shrink away 
from the battle, corporations emerged brandishing CSR as the friendly face of capital~ 
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ism, helped, in part, by the very movement that highlighted the problem of corporate 
power in, the first place" (para. 3). 

The notion of "development done by the private sector" is somewhat worrisome, 
given that the objectives of business and development are often conflicting or incom
patible (Frynas 2005; Blowfield 2005). The "privatization of governance" (Prieto-Car
ron et al. 2006) calls into question the political legitimacy of actors. Doane (2005) 
maintains that it is difficult for the market to deliver long-term social benefits because 
the short-term demands of the stock market provide disincentives for doing so. For 
example, if corporate executives are obligated to maximize shareholder profits, it is 
_difficult for them to justify corporate expenditures on community development or the 
environment if these expenditures reduce profits. While most critics do not deny that 
some corporations have managed to simultaneously deliver long-term social benefits 
and short-term financial returns, it is argued that these cases are the exception, rather 
than the norm (Fig 2005). Moreover, it has been noted that CSR often only addresses 
the social and environmental issues that business is willing to accept as negotiable 
(Blowfield 2005). 

Related to the last point is the c~iticism that CSR ignores key development issues 
(UNRISD 2000). For example, a company's CSR policies are more iikely to prohibit 
things like slavery and child labour, yet ignore the right to a living wage and freedom 
of association. Blowfield and Frynas (2005) explain that outlawing the former two prac
tices does riot cost a company too much money and could in fact help the company 
avoid consumer backlash. Raising employee wages and permitting unionization, how
ever, could negatively affect the company's financial bottom line. In a similar vein, the 
mainstream CSR agenda has been cfiticized for failing to challenge companies in areas 
where their corporate citizenship is most tangible and effective-the payment of taxes 
and royalties (Jei:ikins·2005; UNRISD 2000). 

The CSR agenda is written by corporations, and the extent to which it benefits corpo
rations rather than meets larger social and environmental objectives is hard to discern. 
To this end, Blowfield and Frynas (2005) point out that "we need to consider how far 
the business case shapes not only.the choice of issues or relevant constituents, but also 
the very discourse that delineates the boundaries of CSR" (512). Utting (2003) agrees, 
noting that the CSR agenda must become more "South-centered" and claims that the 
current CSR agenda may be used more to vindicate the actions of corporate managers, 
northern consumers and some NGOs, than as~ means to improve the conditions of 
workers and communities in the developing countries. He argues: 

The CSR agenda tends to be somewhat "northern driven" and focuses on a 
fairly narrow set of issues, sectors and companies. Various social and envi
ronmental issues or business activities of concern to workers and communi
ties in developing countries may not get much attention ... Aspects related 
to workers' empowerment, industrial relations and labour rights, and the 
conditions of workers in sub-contracted activities, receive far less attention. 
(Utting 2003, Development impacts of CSR, para. 1) 
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A review of CSR reports will demonstrate that, to varying degrees, company CSR 
programs have resulted in greater environmental protection and conservation, in
creased access to health care, better sanitation, and improved labour practices for many 
people in developing countries (Sagebien et al. 2008). However, it remains uncertain 
whether these improvements act to better the lives of any people beyond the small 
number of those who come into direct contact with these companies: Thus the analysis 
of CSR must ask: "for whom do CSR bells really toll?" Because western- and northern
based companies are leading the charge in CSR, many. CSR initiatives are indeed fo
cused on addressing developed country priorities such as the reduction of greenhouse 
gas emissions, employee engagement, and corporate governance. Consequently, issues 
of poverty reduction and human rights abuses become secondary on the CSR agenda. 
While companies are investing in community development, the projects are for the 
most part piecemeal and localized, so they do not effectively contribute to development 
on a regional or national scale. 

As mentioned by Blowfield (2007), though, we know a lot about CSR, but most of 
what we know reflects business concerns and little about how CSR affects the major 
societal issues it was intended to address. He argu~s that, in part, this is due to the na
ture of the sources of information on CSR (mostly case studies, company documents, 
and ratings) and on a focus on instrumental outcomes (that is, outcomes rather than 
impacts). 

A related criticism regarding the predominantly northern-driven CSR agenda is that 
it could present a harder to entry for small and medium-sized enterprises (SMEs) in 
developing countries. While CSR is promoted as a voluntary mechanism to improve 
the social and environmental practices of business, the IISD (IISD et al. 2004) explains 
that it has become more of a "market entry requirement" for SMEs. As more and more 
large multinationals incorporate CSR into their supply chain management, there is 
fear that they will discriminate against SMEs that do not have the financial resources to 
adopt CSR practices. Blowfield and Frynas (2005) point oufthat in this way, CSR can 
act as a burden rather than a benefit to developing cou.ntries: 

Ironically, a firm's commitment to CSR can actually lead to these marginal
ized groups being seen as a threat to the company's claim to responsible 
operation. Some major sporting goods companies, for instance, have reduced 
the amount of outsourcing to smaller producers in part because it is difficult 
to monitor those facilities. (sos) 

The fact that CSR ~ould conceivably c.reate more problems than solutions for de
veloping countries leads to a further criticism of CSR: corporations lack development 
expertise (Frynas 2005; Christian Aid 2004). Development projects are likely to fail if 
companies do not have the time or experience necessary to tailor projects to specific 
countries or regions, involve the beneficiaries of CSR in the project design, or integrate 
CSR initiatives into a larger development plan (Frynas 2005). For example, Bendell 
(2005) notes that initial corporate responses to campaigns against child labour in the 
sporting goods industry in Pakistan led to many children losing their jobs and seeking 
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work in more hazardous or abusive industries (163). This need to broaden expertise is 
one of the main reasons that there has been greater engagement with stakeholder com
munities and that tri-sector partnerships between business, NGOs, and government 
have been established. · 

While some critics do not necessarily take issue with CSR, they remain skeptical 
about corporations' stated intentions to act responsibly. According to Frynas (2005), 

this skepticism is justified due to the mounting evidence of a gap between the stated 
intentions of business leaders and their actual behaviour. As a result, non-government 
organizations such as Rights Action and Christian Aid claim that CSR is used to mask 
the sometimes devastating environmental and social impacts multinational companies 
can have on communities (Christian Aid 2004). By pointing to their token "develop
ment projects" corporations can divert attention away from some of the more deleteri
ous activities they may be involved in. Corporations have been accused of using CSR 
as a public relations tactic to improve their public image 

The voluntary nature of CSR poses its own set of problems. It is argued that CSR is 
used by companies to block tougher national or international regulation of corporate 
activities (Lund-Thomsen 2005; Christian Aid 2004). In addition, it is argued that in 
the absence of binding regulation, companies are free to determine the range and level 
of obligation they are expected to fulfill (Newell 2005). Because CSR is entirely volun
tary, there is a worry that the worst corporate offenders will be left unrestrained and the 
victims of their actions will have little or no means of reparation (Christian Aid 2004). 

This was a significant criticism from NGOs following.the Canadian government's de
cision to adopt a voluntary CSR Framework for Canada rather than something more 
binding.3 The movement towards corporate "accountability" (legally bound) is growing 
(Bendell 2005). 

In sum, Utting and Marques's (2010) analysis of the failure of CSR to deliver sub
stantial positive development results argues that "what was at fault was not simply a 
number of strategic and operational limitations but indeed the intellectual project sur
rounding CSR itself' (3). The authors present a comprehensive critique of mainstream 
academic work focused on CSR, pointing to four analytical and empirical limitations 

· of CSR thinking in a developing world context, namely, that CSR thinking is largely (1) 
ahistorical; (2) empiiically weak; (3) theoretically thin; and (4) politically naive. · 

III. Seeing the Trees as Part of the Forest 

Many of the arguments in the debate appear contradictory because they are, like trees 
in a forest, single parts of a much larger whole. An understanding of where the CSR-in-

3. In 2009, the Canadian government officially launched its Building the Canadian Advantage 
initiative, which includes a voluntary CSR Framework that Canadian mining and oil and gas·compa

. nies are expected to adhere to when operating in developing countries. 
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development arguments are located in a larger context can help more soberly identify 
what CSR can and cannot do in a developing country context. 

Edward and Tallontire (2009) have organized the business and development de
bates using a heuristic model that simultaneously addressees (1) the role of business in 
development-as an instrument for delivering development or as a shaping force in 
society-and (2) the perception of development itself-as a transformation of social 
systems or as more instrumental poverty reduction/public goods delivery. Their model 
goes a long way in demonstrating the tensions that are inherent in the relationship 
between business and development and in "locating" the debates. 

Idemudia's (2008) review of CSR in the development literature reveals three inter
related factors that lead to the difficulty in substantiating whether CSR can or cannot 
make a difference to development: (1) lack of definition of CSR and development; (2) 
overemphasis on corporate responsibility and too little attention to reciprocal respon
sibility and local context; anq (3) limited analytical focus in the research agenda. 

We frame the analysis of the debates within a framework that focuses on three key 
questions: (1) How do the mainstream.CSR debates on whether CSR is good or bad 
management affect the CSR-in-development agenda? (2) What is the contribution of 
the private sector, overall, to development and where does CSR fit into this scheme? (3) 
What is the impact on firm-centric CSR of the global institutional infrastructure within 
which firm-centric CSR operates? 

A. How Do the Mainstream CSR Debates oil Whether CSR Is Good 
or Bad Management Affect the CSR-in-Development Agenda? 

We felt it was necessary to examine the mainstream CSR debates (Table 2) separately 
from the CSR-in-development debates (Table 1) because, though often broadly consul
tative in its processes, CSR is developed and implemented by executives and is managed 
.and decided by executives with the strategic interests of the firm at heart; it is thus a 
firm-centric managerial decision. Moreover, CSR did not arise as a response to the 
challenges of TN Cs in developing countries but rather it is a well-established busi- · 
ness practice in developed countries and headquarters. The question for executives and 
shareholders, then, is whether CSR is good or bad business management. 

We defined good business management as that which meets the objectives of the 
. firm, and bad business management as that which does not meet the objectives of the 
firm. 4 Granted, these "good vs. bad" categorizations are debatable, as is the criteria used 
for selection (is the objective of the firm a single bottom line of profit or a broader triple 
bottom line?). 

CSR discourse has. gained a great deal of visibility in the first decade of the twenty
first century. Compendiums assembled by Crane and colleagues (2008), Scherer and 
Palazzo (2009 ), Visser and colleagues (2007 ), and McBarnet, V oicelescu, and Campbell 

4. ·This taxonomy is derived from the Economist's 2005 discussion of CSR as either good or bad 
capitalism. 
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(2007) present a vast array of issues and debates that are actually much broader than· 
those presented below. What we present below is a subset of the issues in mainstream 
CSR debates that _we believe are most germane to the discussion of CSR in develop
ment. 

TABLE 2. SUMMARY OF THE CSR AS GOOD OR BAD MANAGEMENT DEBATES 

CSR is good business management 

~Acts as a form of reputation and brand equity 
builder/protector 

·Serves as a risk management tool (e.g., labour 
disputes, social unrest, government interference) 

·Gives companies a competitive advantage by 
attracting socially responsible investors and 
consumers 

·Helps attract and retain top talent by increasing 
employee satisfaction and job morale 

·Leads to better financial results • 
·Improves access to financing of company and of 
projects . 

·Provides a license to operate 
·Creates good value and acts like a proxy for good 
management for investors 

·Good corporate behaviour and voluntary 
approaches avoid pressure for home/host country 
and international regulation 

CSR is bad business management 

·Brand value cannot be built or held without good 
financial performance 

• Experiditures compromise the legally mandated 
pursuit of shareholder wealth 

·Development is the government's responsibility 
·Corporate executives are not qualified to make 
decisions regarding environment/society 

·Undermines how capitalism best serves the 
public good by diverting management attention 
and resources away from wealth creation 

·No conclusive evidence that CSR leads to better 
financial results while it is evident that it involves 
costs 

·No conclusive evidence that consumers will 
prefer ethical products/ethical companies in. 
most circumstances 

A number of fundamental questions underlie these debates. How one answers these 
fundamental questions is a major determinant of the reasons given to categorize CSR 
as being either good or bad business management. Below we examine some of these 
key questions. 

I. What are the essential responsibilities of the firm and to whom is it accountable? 

According to Friedman (1970) "there is one and 011ly one social responsibility of busi
ness-to use its resources and engage in activities designed to increase its profits so 
long as it stays within the rules of the game, which is to say, engages in open and free 
competition without deception or fraud" (91). This reasoning is often understood to . 
mean that as long as a company operates within the law, CSR is redundant. 

Conversely, CSR is premised on the notion that corporations and society are bound 
by a reciprocal social contract in which businesses fulfill economic needs and social 
goals in exchange for the use of society's resources (e.g., Goodpaster and Matthews 
2003). Based on social contract theory, Simon, Powers, and Gunneman (1972) intro
duce the concept of a moral minimum to help corporations gauge the degree of respon-

' sibility they have to society. The moral minimum states that all citizens, both individual 
and institutional, are to avoid and correct self-caused social injury.5 In the same vein, 
Donaldson (1989) outlines minimal and maximal duties of corporations to society. 

5. .Social illjury b~ing "activities which violate, or frustrate the enfprcement of, rules of doinestic 
or international law intended to protect individuals against deprivation of.health, safety or basic 
freedoms" (Simon, Powers, and Gunneman 1972). 
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Minimal duties include (1) enhancing the welfare of consumers and employees; (2) 
respecting the rights and justice !Jf the people in society; and (3) minimizing harm or 
other adverse effects such as depletion of natural resources and misuse of power. Simi
larly, Idemudia (2008) suggests a need to balance "affirmative and negative injunction 
duties" more critically. 

In the absence of regulation, companies are left to decide what obligations they 
have and to whom within the spectrum of minimal and maximal duties. Since CSR is 
"discretionary" and aims to improve stakeholder relations, the needs of the internal 
stakeholders will likely be met first, and the needs of the external primary and then 
secondary stakeholders (however the firm defines them), will be triaged based on the 
strategic concerns of the firm. 

Zadek's (2001) notion of generations of CSR is useful in understanding a possible 
evolution of corporate concern from minimal to maximal duties. Most CSR programs 
are conceptualized within what Zadek (2001) calls first generation CSR, where com
panies "can be responsible in ways that do not detract from and may add commercial 
value to their business" (14). For many, this means complying with the law, having good 
employee and investor.relations, and, for the more eager ones, engaging in traditional 
philanthropic and charitable activities. For the vast majority of these companies, CSR 
programs are conceptualized within local, community, and national boundaries. If so
phisticated enough, th~se programs will follow "strategic philanthropy" (Porter and 
Kramer 2003) that can reinforce the companies' business models. It could be claimed 
that quite often these types of efforts simply repackage their existing empl~yee policies 
and charity programs under the new CSR rubric in order to better "report" it for rank
ings surveys. 

For "second generation" companies the "business case for CSR"-the notion that 
responsible companies are "likely to be the ones which prosper in the future" (Zadek 
2001, 14)-is evident and desirable. Beyond companies in "green" and/or "ethical". 
niches, there are probably few companies for whqm-this win-win scenario is easily at
tainable. In third generation CSR, corporate citizenship is "likely to make a significant 
contribution to addressing the growing levels of poverty, exclusion and environmental 
degradation" (14). In a parallel fashion to Sharp Paine's discussion of the need for a 
"value shift" in the business ethics discourse, these third generation CSR companies 
have realized that CSR, like ethics, does not necessarily pay, but it does count (Sharp 
Paine 2003). · 

2. Does maximization of wealth really make a society "better off"? 

Corporate CSR reports allege that CSR adds value to society. Critics, however, claim 
that it decreases collective welfare, undermines the market economy, reduces econon;_ic 
freedom, and deflects business off its primary role of wealth creation (Henderson 2001, 
2005; Kerr 2004). Proving that it either adds or decrea1>es value to society is nearly 
impossible since the rationales used to prove either position reflect the underlying ideo
logical paradigms about the proper role of states and markets in bringing about societal 
welfare. This belief will, in turn, affect one's position regarding whether companies 

-themselves should exert a "visible hand" through CSR or let the "invisible hand" of 
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the market guide outcomes for society. For example, a recent op ed in the Wall Street 
Journal stated that: 

The idea that companies have a duty to address social ills is not just flawed ... 
In cases where private profits and public interests are al_igned, the idea of cor
porate social responsibility is irrelevant ... In circumstances in which profits 
and social welfare are in direct opposition, an appeal to corporate social re
sponsibility will almost always be ineffective, because executives are· unlikely 
to act voluntarily in the public interest and against shareholder interests ... 
But it's worse than that. The danger is that a focus on social responsibility 
will delay or discourage more effective measures to enhance social welfare in 
those cases where profits and the public good are at odds. (cited in Karnani 
2010) 

In-other words, CSR decreases social welfare .because it requires that executives 
compromise shareholder earnings, make decisions that they are not qualified to make 
(Korten 1996), interfere with government responsibilities, and impose costs on their 
stockholders, customers, and employees. Moreover, market forces, _such as competi
tion, limit a corporate executive's ability to manage a.corporation in the public interest 
(Korten 1996; Doane 2005) and CSR is a luxury that is often placed on the sacrificial 
chopping block when the going gets rough (Doane 2005). 

CSR is intended to complement the regulatory framework established by govern
ments, rather ~han relieve governments of their duty to serve the public interest. Blow
field (2004) reasons, "For government and private development agencies faced with 
stagnant or declining funds, business offers a way of increasing resources and revenues, 
and CSR is one route to working with companies" ( 61). However, critics of the "private 
policy" that this implies suggest that it may reduce governments' motivation to fulfill 
their responsibilities to their citizens and potentially foster communities' dependence 
on a corporation. This dependency is cause for concern primarily because corporations 
and foundations lack the democratic credentials to serve the public good, and only 
elected government officials are accountable to the polity (Korten 1996). 

3. Should the visible hand of the state interfere? 

It is argued that "participation in voluntary initiatives will offer learning opportunities 
about compliance, the result being that corporations will have less reason to fear and 
resist the introduction of compulsory codes" (Kuper 2004, 12). However, regulation re
stricts corporate freedom to act and industry resistance tends to be fierce. For example, 
in Canada, proposed legislation making companies in the extractive sector liable for 
their illegal actions compiitted in a foreign country (e.g., proposed Bill C 300) is garner
ing strong resistance from the ·industry. 

However, regulation is again being seen as perhaps, a "good thing." For example, 
regulation, especially in the financial markets, is back in vogue (see Griffith-Jones, 
Ocampo. and Stiglitz 2010). High profile corporate scandals (e.g., the Bernie Madoff 
Ponzi scheme), environmental disasters on American shores (e.g., the BP oil rig explo-
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sion and spill), and the global financial crisis sparked by the meltdown of the US hous
ing market has shown cracks in the "market knows best" model. 

4. Can CSR build and hold brand value? 

Advocates of CSR claim that it can help companies improve their reputation and pub
lic image by strengthening the ties between companies and its stakeholders, as well 

·as the communities in which they operate. According to analysts at Interbrand, the 
top consulting firm on brand value, "for the companies in the analysis, 13 cents out 
of every dollar of brand value is linked to CSR efforts." However, Interbrand is quick 
to also point out that "as this analysis is one of simple correlations, this should not be 
interpreted as causal. There is the possibility that larger companies with more revenue 
... can afford to- partake in CSR efforts." (Silverman 2010 ). 

Perceptions of good citizenship, often built slowly and at great cost, can be lost very 
quickly. For example, despite its earlier efforts to brand itself as the green "Beyond Pe
troleum," as a result of its management of the 2010 Gulf of Mexico spill, BP experienced 
a precipitous drop in not only the share value of the company, but in "brand value" of 
the BP brand (Interbrand 2010 ). 

5. Can CSR serve as a risk management tool? 

Although companies may have the legal right to operate, they may not have society's 
approval to do so and must also seek a "social license to operate." This is especially 
important for firms in the extractive sectors, given that they must make substantial 
long-term capital investments and that, unlike manufacturing firms, they must oper
ate "in situ." For example, Canadian mining company Barrick has invested substantial 
amount of money and resources on thorough CSR programs and meeting international 
standards (e.g., ISO 14001). However, they remain a_ favourite target of anti-mining, 
human rights, and environmental advocacy NGOs (Sagebien et al. 2008 ). For both BP 
and Barrick, their efforts to be good citizens-and be perceived as such-are going to 
be tested every step of the way. 

6. Can CSR improve a company's financial attractiveness? 

Though a positive correlation between socially responsible companies and their finan
cial perfoqnance has been shown, there is no. conclusive evidence that this is neces
sarily the case. Causality is disputable; the value of what is being measured, by whom, 
for what purpose and how, is not clear. For example, McKinsey Global Survey results: 

indicate agreement that environmental, social, and governance programs do · 
. create shareholder value, though the current economic turmoil has increased 
the importance of governance programs and decreased that of environmen
tal and social programs. Nonetheless, a significant proportion of respondents 
don't fully consider these programs' financial value when assessing the at
tractiveness of business projects or companies. Some think the value is too 
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long-term or indirect to measure, and others just aren't satisfied with the 
metrics available. Moreover, there are notable differences between CFOs and 
professional investors in a few areas, including how much value these pro
grams create, which specific environmental, social, and governance activities· 
create value, and whether such programs are a proxy for good management. 
(McKinsey Quarterly 2009, 1) 

A report published by the United Nations Conference on Trade and Development 
(UNCTAD 2010) examined the CSR practices of the world's 100 largest transnational 
corporations (TNCs), as well as the sustainable investment practices of the world's 100 

largest institutional investors. The report finds that although most of the largest TN Cs 
now issue CSR reports, the quality of those reports varies widely, as does the amount 

· and the kind of information provided. This makes direct comparison of corporate per
formance very difficult and limits the usefulness of the information for investment 
decision-making and for managerial benchmarking, since only 13 of the top 100 insti
tutional investors publish an annual re.port on their firm's own sustainable investment 
policies and practices. 

According to. the Network for Business Sustainabiiity's systematic revie~ of the aca
demic and practitioner knowledge (159 studies) on Best Practices in Valuing Business 
Sustainability (Pelozza and Yachnin 2008), 63% of the studies reviewed showed that 
investments in "sustainability" (a topic closely associated with CSR) enhanced the fi
nancial bottom line, while 15% of the studies claimed that they did not. The rest (22%) 

had mixed results. 
Sustainability initiatives, however, suffer from a perceived lack of measurability, 

making it hard to link the investments to the bottom line. Reporting frameworks, such 
as that provided by the Global Reporting Initiative ( GRI), have helped standardize 
reporting formats. However, the passage oflegislation mandating standardized report
ing, for example through stock exchange listing requirements, is becoming more wide
spread (e.g., in De.nmark). Again, opinion is divided regarding whether this type of 
state visible hand, is a good idea (since it is mandated and comparable) or not (because 
it is too rigid and hard to change and not adequate for such a fast learning curve). 

Though the jury is still out on the returns offered by corporate social responsibility, 
CSR advocates maintain that acts of corporate social irresponsibility can decrease a cor
poration's profits (Vogel 2005; Hamann and Kapelus 2001). Hamann (2003) explains 
that poor community relations can cause costly delays in a business's operations. More
over, it is argued that companies cannot afford to be socially irresponsible, since high 
profile cases of environmental and social devastation can severely tarnish a company's 
reputation-witness the case of BP. 

If CSR has no clear financial or market return, it can be argued that it is only an ill
advised expense. On the other hand, while it is true that CSR might impose some costs 
on employees, customers, and stockholders, so do other "justified" expenditures such 
as excessive executive remuneration and expensive marketing campaigns (Moon 2005). 

The positive correlation between CSR and finance, however, is making ·progress in 
several very important areas. Ethical consumerism and socially responsible invest-
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ment (SRI), as market niches, are growing trends.6 Project financing, especially in ~he 
extractives industries is becoming more socially and environmentally demanding. 
Most international financial institutions (IFis) and private banks have signed onto the 
Equator Principles7 which require them to conduct an analysis of the social and envi
ronmental past and planned future performance of their borrowers before approving 
project financing and risk insurance.8 In many cases, especially in that of "export de
velopment corporations" (e.g., Export Development Canada), fulfillment of social and 
environmental guidelines is a requirement that is carefully audited. International third 
party certifications such as ISO 14001 (environmental management systems) are highly . 
sought after by companies as proof that they are doing this "right." 

White (2004) suggests that while a number of elements influence ·a corporation's 
decisions-such as securities regulations; corporate governance; capital ownership; 
corporate and, to a lesser degree, voluntary initiatives (such as CSR); international 
norms; company codes and policies; and company leadership-it is the core attributes 
that exert the most influence over its actions. These core attributes are designed to 
make the corporation an engine of private wealth creation by enshrining "shareholder 
primacy, limited liability of equity holders, and corporate personhood-the rights of 
corporations under law to protections and privilege.s accorded human beings" (White 
2004, 22). Consequently, White argues, "If the corporation is to be transformed from 
primarily a private value generator to a public benefit generator (or a balance of the 
'two), it is essential to decode, analyze and, as needed, alter its genetics" (22). 

In order to address the difficulties that shareholder primacy causes to the consider
ation of other stakeholders, as well as the absence of consistent transparency standards 
that would make it possible to differentiate between a "good company" and "good 
marketing," experiments with corporate genetics are being conducted. Though still in 
their infancy and so far restricted to small enterprises with a social mission, "B Cor
porations" are breaking new ground in the process of institutionalizing the interests 
of non-shareholder stakeholders. Their legal structure is aimed at expanding corpo
rate accountability by requiring in the company charter that the B Corporation have 
transparent and comprehensive performance standards that allow consumers to know 
ifa businesses is aligned with their values, investors to drive capital to higher impact 
investments, and governments and multinational corporations to implement sustain
able procurement policies (B Lab 2011). 

6. As evidence of this, see www.socialfunds.com/. 
7. The Equator Principles ate a set of standards for determining, assessing, and managing social 

and environmental risk in project financing. They have been adopted by international financial insti
tutions to ensure projects they finance are developed in a manner that is socially and environmentally 
responsible. 

8. The IFC Performance Standards, developed by the International Finance Corporation, are a 
set of eight comprehensive standards and associated implementation guidelines (Guidance Notes and 
Environment, Health and Safety Guidelines), which are underpinned by a social and environmental 
review procedure and disclosure policy. The Performance Standards were developed in consultation 
with key stakeholders (including clients and NGOs) and are based on the 10 Safeguard Policies for
merly applied to international project finance lending by the IFC. The Performance Standards have 
since been adopted by the Equator Banks as the requirements for projects they finance. 
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7. Can CSR help companies attract and retain top talent? 
Willard (2002) suggests that one way top talent could reward or punish their own 
company would be to stay in or leave their job. Due to the high costs associated with 
employee recruitment, Willard argues that socially responsible companies could save 
money because they would experience less staff turnover. CSR can make staff feel 

·more positive about the company they work for, particularly expatriates working for 
. companies in developing countries where they witness widespread poverty despite the 
presence of their large wealth-generating operations. The ever-increasing inclusion of 
CSR-related topics (e.g., business ethics, value7driven leadership) in the MBA curricu
lum suggests that employers expect their newly hired staff to be conversant with this 
topic. Recent high profile (and expensive) cases of fraud by young executives are only 
likely to increase vigilance regarding the ethics of new hires. 

8. Can CSR increase market share and preferential industrial/government sourcing? 

Again, there is a lack of conclusive, empirical evidence that consumers will pay more 
for socially responsible products or services. A Research Network for Business Sustain
ability survey of knowledge ( Cotte and Trudel 2009) reveals that consumers will buy 
responsible products only if "quality, performance, and price are equal," though the 
group of consumers most interested in socially responsible products is growing across 
the world. In this case, it is good business after all. 

Small- and medium-sized enterprises that have made a greater commitment to being 
socially and environmentally responsible are often favoured by international buyers up 
the supply chain (e.g., Rugmark and Fair Trade certifications). This \atter point, how
ever, has been criticized for making it more difficult for SMEs to get contracts because 
it increases operating costs (wages, monitoring, etc.)-costs that are, more often than 
not, not borne by the international buyers. 

9. If CSR is good/bad management, is it alsQ good/bad developme_nt? 

For those who support the notion that CSR is good business management to begin 
with, the notion that CSR can make a positive contribution to development is probably 
not a far-fetched one. Since CSR brings benefits to corporations themselves, a:s well 
as to its stakeholders in develOped and developing countries, it results in a "win-win" 
scenario for both the companies and society at large. Even for those who support the 
notion that CSR is bad business management, it can be argued that if CSR facilitates 
a license to operate in the developing world, and it reduces risk, perhaps it is not such 
bad management after all. CSR in this case is likely seen as a necessary cost of doing 
business abroad. 

B. What Is the Contribution of the Private Sedor, Overall, to 
Development and Where Does CSR Fit into This Scheme? 

In his discussion on the difficulty of proving the causality between a company's action 
and major societal issues, Blowfield (2007) notes that "rather tha_n framing the debate 
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in terms of the impact of CSR, it might be more fruitful to think about the value of 
business to society ... the value of business to development goals" (693). This section 
explores the role of CSR within the private sector development model in more detail. 

Much of the impetus behind the market liberalization policies of the 1990s lay in 
the belief that the organizing principles of the market, when given a supportive and 
enabling public policy environment, would result in economic growth and, eventually, 
in shared prosperity for the majority of citizens. CSR's role within this larger "private 
sector as agent of development" scheme is seen as that of providing a better interface 
between the business concerns and the development agenda. For example, according to 
the UK.Department for International Development, "By following socially responsible 
practices, the growth generated by the private sector will be more inclusive, equitable 
and poverty reducing" (in Jenkins 2005, 525). 

McKague and colleagues' (2004, 7) adaptation of Schulpen and Gibbon's (2001) 
framework on private sector development is helpful in conceptualizing layers of em
bedded discourse. Private sector development involves several irnbedded layers:· macro 

level international and national enabling environments, mesa level institutional struc
tures (e.g., financing mechanisms, trade and entrepreneurship promotion), and micro 

level contributions of companies (e.g., job creation, technological and human capital 
knowledge transfer). McKague and colleagues (2004) suggest that CSR is a mesa level 
institutional structure. Seen within this broader context, CSR's limitations, as well as 
the grandiose claims made about its potential, become more understandable_.:.in that 
the term CSR is often used interchangeably to refer to a number of many of the higher 
and lower level dynamics of the entire private sector-led development model, many 
of which a company, no matter how well intentioned, can affect but has no capacity to 
control. 

Furthermore, when examining the micro level contributions of corporations to 
development, McKague and colleagues (2004) suggest that the potential corporate 
contribution to/in developing countries can be organized into three main categories: 
"1) contributions arising from core business activities (pay taxes, create jobs, improve 
supply chains, etc.); 2) the contribution from companies engaging in innovation and 
policy dialogue and institution building; and 3) the benefits of social investment and 
philanthropy" (McKague et al. 2004, 8). Again, this model sheds light on both the pos
sible contributions and inherent limitations of CSR by highlighting how it represents 
only a part of the overall contributions that, in principle and sometimes in practice, the 
private sector and corporations can make to development. 

The role of the private sector as an agent of development, however, goes beyond the 
"top down" efforts of state deregulation (or re-regulation) and large TNCs and their 
CSR to include "bottom up" approaches involving "the poor." For example, the no
tions of "making markets work for the poor" and "unleashing entrepreneurship" have 
been promoted by development agencies like the UNDP (Martin and Zedillo 2004) _ 
and NGOs such as CARE Canada (Watson 2004). According to Watson, development 
theory and practice has undergone three distinct historical phases or waves: 
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The first wave addressed needs in the developing world through organi
zations in the voluntary sector such as churches, community groups and 
NGOs, consisted of charitable contributions from concerned individuals ... 

. . ' 
The second wave of development assistance operated through governments 
and multilateral institUtions, and was dominated by the state. This wave 
sought to redistribute domestic tax resources based on an enlightened con
cept of national interest in which aid flows fulfilled a commitment to basic 
human rights ... Whereas the first two waves addressed needs and upheld 
rights, the third wave seeks to take advantage of opportunities. By creating 
the conditions necessary for successful entrepreneurship in the developing 
world, the third wave enables the poor to take ownership of their livelihoods 

. and harness the engine· of private sector growth for social returns. (4) 

·Watson's progression implies the relative inadequacy of the first two waves of devel
opment, and as such, bears some resemblance to the current critique of development 
aid as being utopian in vision, poor in its achievements, and very much in need of · 
decentralized grassroots efforts (Easterly 2006). It is thus useful in understanding the 
relatively recent impetus for the promotion of bottom-up approaches to the role of the . 
private sector in development such as micro-~nterprise, micro-finance, property reg
istries (De Soto 2000), social venturing/social entrepreneurship, and local enterprise 
networks (Wheeler et al. 2005). 

The recent emphasis on tri-sector development-oriented partnerships suggests that 
development theorists, policy-makers, and practitioners are weaving a new tapestry 
made out of the activities and policies belonging to all three waves. For example, micro 
entrepreneurs in developing countries are linked to supply chains of TN Cs selling . 
products in developed countries. These efforts are facilitated by state and international 
development agencies and NGOs and funded by micro-credit institutions, philan
thropic foundations, social venture funds, and direct civil society investments (e.g., 
Kiva). These kinds of"inter-wave" initiatives show great promise as a means to facilitate 
the potential positive contributions of CSR in development. 

In order to further maximize the possible benefit of firms on development, corporate 
decision-makers have been encouraged to find ways to go beyond the confines of CSR 
initiatives and bring pro-poor and. pro-environmental concerns to bear on the core 
business strategies and activities of the firm. In this line, Prahalad (2005) and Hart 
(2005) suggest that TNCs' core business activities are capable of mobilizing enormous 

·technical, human, and financial resources to deliver innovative solutions to the prod
uct and service needs of the 4 billion people that live at the "bottom· of the pyramid" 
(BOP), and to create "market-oriented ecosystems" that facilitate the participation of 
the poor in the market. Supply chains strnctures that have been re-configured and are 
being managed along CSR lines have also provided means through which to integrate 
the values and concerns of sustainable development into the-core business activities of 
the firm. Prahalad and Hart's conception of the impact of the private sector (beyond 
and apart from CSR) move corporate benefits of development up the ladder from micro 
level contrib~tions to meso level institutional contributions. 
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· C. What Is the Global Institutional Infrastructure within Which 
Firm-Centric CSR Operates and How Does This Affect CSR 
Outcomes? 

Firm-based CSR activities exist within the activities and disabling/enabling dynamics 
of a host of organizations and their policy mechanisms. For example-to mention just 
a few-codes (e.g., UN Global Compact); principles (e.g., Equator Principles); indexes 
(e.g.; FTSE 4Good, Dow Jones Sustainability Index, Jantzi Social Index); reporting 
mechanisms (e.g., Global Reporting Initiative); rankings (e.g., Globe & Mail, Corpo
rate Knights, Jantzi-Macleans); research firms (e.g., KLD Research and Analytics); in
vestment funds (e.g., Domini Funds); CSR NGOs (e.g., Canadian Business for Social 
Responsibility, a member of the Americas wide network Forum ·Empresa); certifica
tion schemes (e.g., ISO); industry association guidelines (e.g., International Council 
of Mining and Metals' Sustainable Development Framework); project financing cri
teria (e.g. International Finance Corporation's Performance Standards on Social and 
Environmental Sustainability); laws with national (e.g., tax laws) and extra-territorial 
reach (e.g., the proposed Bill C-300 regulating Canadian mining companies); electronic 
newsletters (e.g., CSRWire); academic journals (e.g., Journal of Corporate Citizenship 
and Journal of Business Ethics) and trade publications; activist NGOs (e.g., Corpo
rate Watch); civil society and community-based organizations (e.g., Brazil's Landless 
Workers Movement). In sum, a new complex and rich "institutional infrastructure for 
corporate responsibility" is emerging (Waddock 2008). 

The conflicts of governments and communities in the developing world do not arise 
from poor corporate behaviour alone. Rather, these dynamics are conditioned by a 
much broader political economic context ·(e.g., poverty, inequality, environmental 
damage, etc.). Research is recently focusing on the systemic constraints faced by CSR, 
'Yhich arise from wider systems of social governance (Frynas 2008). Thus firms can 
best address these historical systemic imbalances by designing CSR strategies that en
able, rather than disable, the positive impacts of other actors in the institutional infra
structure of CSR outlined above, in addition to the traditional structure of the home/ 
host state and of civil society. Leveraging systemic dynamics, rather than depending 
on isolated voluntary and discretionary firm-centered corporate activities will become 
increasingly important as the social, economic, and ecological pressures of twenty-first 
century society begin to grow in intensity. 

This notion of the need for systemic multi-actor solutions to _the systemic problems 
of development echoes the ideas advances by Idemudia (2008). Idemudia calls for co
responsibility of all actors and for reciprocal duties, and highlights the need to lever
age all contributions optimally, as well as the need to balance affirmative and negative 
injunction duties more critically. Sagebien and Lindsay (forthcoming) propose a model 
that addresses these concerns and develops the institutional framework notion out
lined above in more detail, arguing that without systemic support from the institutional 
infrastructure of CSR, the reorientation of corporate behaviour required to address 
deep systemic problems seems almost unthinkable, but with a systemic view, it may be 
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possible to strategically leverage the capacities of a variety of actors in order to move 
synergistically in a new direction. 

IV. Discussion and Conclusion 

The debates surrounding CSR as good/bad development are both fervent and multifac
eted. This review of the debates reveals a mosaic of seemingly contradictory conclusions 
and curious agreements and suggests that the benefits and the limits of CSR are both 
real. In other words, a company's CSR program has the potential to contribute to sus
tainable development although these contributions are, thus far, limited in scope. We 
agree with Newell (2005, 556) that "CSR can work, for some .People, in some places, on 
some issues, some of the time." The question remains, however, how can we maximize 
the potential of CSR within the development agenda so that "some" includes more? 

We argue that perhaps a helpful.first step is to locate CSR within a number of con
structs, given that the contradictions surrounding the exaggerated claims made about. 
CSR in development, as well as the rabid criticism made about its limitations, arise, in 
part from confusing the part (CSR) with the whole (management/private sector-led 
development/CSR institutional framework) and vice versa. Clearly, underlying these 
constructs are political/economic theoretical perspectives along a left/right axis. But 
these theoretical perspectives were not examined directly' in this paper. 

"Management:' is a firm-specific micro pursuit, while "development" is a society 
based collective and macro pursuit of"large scale systematic transformation" (Edward 
and Tallon tire 2009 ). Thus, the character of the good/bad business management and 
the good/bad development debates changes to reflect these very different micro versus 
macro basic orientations. As long as development-related decisions under the rubric 
of CSR are reached within the confines of the firm (i.e., they are voluntary and discre
tionary), managerial logic will prioritize the interests of primary stakeholders (such 
as shareh0lders and employees) over the interests of internal and external secondary 
stakeholders.· Moreover, CSR is, ultimately, headquarters managed (read "northern 
driven.") and it must be articulated by CSR managers as a way to advance corporate 
strategic objectives-otherwise it will probably not get a "green light" from upper man
agement. 

It is plausible to assume that fC!r those who see CSR as good management, CSR can 
also be seen as good development. It perhaps within this logic that undue expectations 
about CSR's development potential arise. Firms will, more often that not, lack sufficient 
know-how and resources to make CSR the broad-based societal transformative process 
that would qualify it as sustainable development. Thus, CSR may be good management 
but, perhaps, not quite good (enough) development, because the visible hand of CSR 
alone is inadequate to the task of achieving·sustainable development. 

Adherents to the view that CSR is bad management would likely agree with the 
proponents that CSR is bad development, but for different rea_sons. On the right of the 
debate, because it tak~s executive resources away from the maximization of shareholder 
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wealth, it is not only bad management but also bad for society. On the left, on the other 
hand, CSR is bad development because firm privileges do not match firm responsi
bilities and because development is best conducted by government agencies with the 
consent and input of the intended beneficiaries. This view holds that firms should not 
usurp and interfere with the right of the state to regulate itself for the sake of the well 
being of all of its citizens. However, even for those who think CSR is bad management, 
managing in developing countries has special requirements and CSR may just happen 
to be one of them. For example, obtaining a license to operate in countries ridden with 
governance gaps is simply a way to manage risks. 

While some of the above statements may cause shudders in advocacy NGO board
rooms and in development studies classrooms, they are truisms of business practice 
and are defended by executives and business students. However, this is not really only 
a question of i;norality (i.e., the amorality of the firm) but rather a question about dif
ferent assumptions on how to best achieve optimum collective outcomes and of the 
proper role for various agents (the state, the private sector, and civil society) in this 
process. 

CSR is only a small part and a relatively recent construct (more like an afterthought) 
within the "private sector-led development" notions that accompanied the neo-liberal 
policies of the i99os and 2000s. Growing poverty, global environment threats, and a 
deep global financial crisis, however, bring forward the question: Does the free-market 
development model that has been in vogue for the last 20 years actually work? Has it 
delivered the promised optimum outcomes, either in the developing or in the devel
oped world? The answer: It is back to the drawing board not only for CSR, but also 
for the global free market experiment. Former US Federal Reserve Chairman Alan 
Greenspan acknowledged on October 2008, under questioning by the House Oversight 
Committee, that he had made a "mistake" in believing that banks, operating in their 
own self-interest, would do what was necessary to protect their shareholders and insti
tutions. Greenspan, in a "state of shocked disbelief," called that "a flaw in the model ... 
that defines how the world works" (Associated Press 2008). 

Critics and proponents of CSR in development alike must be realistic about what 
companies can and cannot do, legally and/or wi!hin corporate culture and values. CSR 
is by definition a firm-centric activity, and as such, a narrow, voluntary, and discretion
ary activity incapable of delivering sustained comprehensive and equitable develop
ment. Rather than expect CSR to deliver more than it can, we must strive to develop 
conceptualizations of the relationship between business and society that include syn
ergistic interactions between all pertinent actors in the institutional framework of CSR 
(e.g., markets, social movements, historical inequities, institutional integrity, regula
tory regimes, information flows, etc.). The intention and the mechanisms for the firm 
to behave ethically and responsibly at home and abroad in relation to its stakeholders 
and society at large will always be needed, but we must explore ways to leverage the 
dynamics of other actors in the CSR institutional framework in order to achieve opti~ 
mum development results. 

Lastly, echoing Prieto-Carron and colleagues (2006), Blowfield (2007), Frynas 
(2008 ), and others, business and development academics must include in their research 
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agenda the task of creating protocols and methodologies that can allow for better as
sessment of the economic, social, and environmental impacts of CSR as an agent of 
development. This effort would promote not only better measurement of impacts but 

· comparability of results and discernment of whether specific CSR initiatives are good 
or bad development. A theoretical as well as a field-based applied undertaking should 
help better define the outlines of the parts and of the whole. . 

Knowing what trees make up the forest allows for better management. Knowing 
how these trees work together to make up the forest also allows for better management. 
CSR is but one of the tools of one of the m'ultiple actors (the firm) in an ecosystem of 
governance that can fostei: for sustainable development under the right conditions. The 
exploration of these conditions, and of how to foster them, should be a key item in the 
research agenda of business and development scholars alike. 

References 
Associated Press. 2008. Greenspan admits "mistake" that helped crisis, 23 October. wwvir.msnbc.msn. 

com/id/27335454/# (January 2009). 
B Lab. 2011. Why B corps matter. B Corporation web page. www.bcorporation.net/why (17 January 

2011). 
, Bendell, J. 2005. In whose name? The accountability of corporate social responsibility. Development 

in Practice 15 (3-4): 362-74. 
Blowfield, M. 2004. CSR and development: Is business appropriating global justice? Development 47 

(3), 6i-68. 
--. 2005. Corporate social responsibi)ity: Reinventing the meaning of develop,ment? International 

Affairs 81 (3): 515-24. 
-.-. 2007. Reasons to be cheerful? What we know about CSR impact. Third World Quarterly 28 

(4): 683-95. 
Blowfield, M., and J.G. Frynas. 2005. Setting new agendas: Critical perspectives on corporate social 

responsibility in the developing world. International Affairs 81 (3): 499-513. · 
Christian Aid. 2004. Behind the mask: The real face of corporate social responsibility. London, UK: 

Christian Aid. 
Cotte, J., and R. Trudel. 2009. Socially conscious consumerism: A systematic review of the body of 

knowledge. Network for Business Sustainability K.nowledge Project Series 2009. www.nbs.net/ 
·wp-content/uploads/NBS_Consumerism_SR_Researcher.pdf.(20 January 2011). 

Crane, A., A. Mc Williams, D. Matten, J. Moon, and D. Siegel. 2008. The Oxford handbook of corporate 
social responsibility. New York: Oxford University Press. 

De Soto, H. 2000. The mystery of capital: Why capitalism triumphs in the west and fails everywhere 
else. New York, NY: Basic Books. 

Doane, D. 2005. The myth of CSR. Stanford Social Innovation Review (Fall). 
Donaldson, T. 1989. The ethics of international business. New York: Oxford Press. 
Easterly, W. 2006. The white man's burden: Why the efforts to aid the rest have done so much ill and 

so little good. New York: Penguin. 
Economist. 2006. The business of giving: A survey of wealth and philanthropy. Economist, 25 Febru

ary, Special section, 1-16. 
Edward, P., and A. Tallontire, 2009. Business and development: Towards re-politicisation. Journal of 

International Devel/Jpment 21 (6): 819-33. 
Fig, D. 2005. Manufacturing amnesia: Corporate social responsibility in South Africa. International 

Affairs 81 (3): 599-617. 



508 SAGEBIEN AND WHELLAMS 

Fox, T., H. Ward, and B. Howard. 2002. Public sector roles in strengthening corporate .social respon
sibility: A baseline study. Washington DC: World Bank. http://www.cpf.sk/files/File/VV%20 
Public%2osector%20roles.pdf (3 April 2010). 

Freeman, R.E. 1984. Strategic management: A stakeholder approach. Boston: Pitman. 
Freeman, R.E., J.S. Harrison, and A.C. Wicks. 2007. Managing/or stakeholders: Survival, reputations, 

and success. New Haven, CT: Yale University Press. 
Friedman, M. 1970. The social responsibility of business is to increase its profits. In Beauchamp and 

N. Bowie, eds. Ethical theory and business, 87-91. Upper Saddle River, NJ: Prentice Hall.· 
Frynas, J.G. 2005. The false development promise of corporate social responsibility: Evidence from 

multinational oil companies. International Affairs 81 (3): 581-98. 
--. 2008. Corporate social responsibility and international development: A critical analysis. Cor

porate Governance.: An International Review 16 (4): 274-81. 
Goodpaster, K.E., and J.B. Matthews Jr. 2003. Can a corporation have a conscience? In C.K. Prahalad 

and M.E. Porter, eds. Harvard Business Review on Corporate Responsibility, 131-55. Boston: Har
vard Business Publishing. 

Griffith-Jones, S., J.A. Ocampo, and J.E. Stiglitz, eds. 2010. Time for a visible hand: Lessons from the 
2008 world finaneial crisis (Initiative for Policy Dialogue). Oxford, UK: Oxford University Press. 

Hamann, R. 2003. Mining companies' role in sustainable development: The "why" and "how" of 
corporate social responsibility from a business perspective. Development Southern Africa 20 (2): 
237-54. 

Hamann, R., and P. Kapelus. 2001. The business of business is changing. lyfail & Guardian, 30 Octo
ber. www.chico.mweb.co.za/za/archive/20010ct/features/3ooct-business.html (4 April 2006). 

Hart, S. 2005. Capitalism at the crossroads: Ihe unlimited business opportunities in solving the world's 
most difficult problems. Upper Saddle River, NJ: Wharton School Publishing. 

Henderson, D. 2ooi. Misguided virtue: False notions of corporate social responsibility. London, UK: 
Institute of Economic Affairs. 

--. 2005. The role of business in the world today. Ihe Journal of Corporate Citizenship 11: 30-32. 
Hopkins, M. 2004. Corporate social responsibility: An issues paper. Working Paper No. 27. Policy Inte

gration Department, World Commission on the Social Dimension of Globalization, International 
Labor Office, Geneva. 

Idemudia, U. 2008. Conceptualizing the CSR and development debate: Bridging existing analytical 
gaps. Journal of Corporate Citizenship 29: 91-110. 

IISD (International Institute for Sustainable Development), IIED (International Institute for Envi
ronment and Development), IUCN (The World Conservation Union), AICC (African Institute of 
Corporate Citizenship), Development Alternatives and RIDES (Recursos e Investigaci6n para el 
Desarrollo Sustentable). 2004. Issue briefing note: Small and medium sized enterprises. www.iisd. 
org/pdf/2004istandards_sme.pdf (20 July 2005). · 

Interbrand. 2010. Best global brands. Interbrand Releases nth Annual Ranking of the 100 Best Global 
Brands,, press release, 15 September. www.interbrand.com/en/news-room/press-releases/Best
Global-Brands-2010.aspx (October 2010). 

Jenkins, R. 2005. Globalization, corporate social responsibility and poverty. International Affairs 81 
(3): 525-40. 

Karnani, A. 2010. The case against corporate social responsibility. Wall Street Journal, 23 August. 
http:/ I online. wsj .com/ article/SB10oo14240 527 48703338 004575 23011266450489 o .html (October 
2010). 

Kemp, M. 2ooi. Corporate social responsibility in Indonesia: Quixotic dream or confident .expec
tation? Paper No. 6, PP-TBS-6, UNRISD, Geneva. www.unrisd.org/80256B3Coo5BCCF9/ 
(httpPublications)/EF8F8!)E50D18E6D480256B61005AE53A?OpenDocument (n February 2005). 

Kerr, R. 2004. Why profits are good. Institute of Public Affairs Review 56 (3): 3-5. Retrieved from 
Academic Search Premier database. 

Korten, D.C. 1996, June). Limits to the social responsibility of business. Retrieved from http://www. 
pcdf.org/1996/19korten.htm 

Kuper, A. 2004. Harnessing corporate power: Lessons from the UN global compact. Development 47 
(3): 9-19.' 



CSR AND DEVELOPMENT 509 

Lund-Thomsen, P. 2005. Corporate accountability in South Africa: The role of Community mobiliz
. ing in environmental governance. International Affairs 81 (3): 619-33. 

Maresca, J.J. 2000. A new concept of business. Washington Quarterly 23 (2): 155-63. 
Martin, P., and E. Zedillo. 2004. Unleashing entrepreneurship: Making business work for the poor. 

Commission on the Private Sector and Development, report to the Secretary General of the United 
Nations, UNDP, Geneva. www.undp.org/cpsd/documents/report/english/f~llreport.pdf(Septem-
ber 2009). . 

McBarnet, D., A. Voicelescu, and T. Campbell, eds. 2007. The new corporate accountability. Cam
bridge, UK: Cambridge University Press. 

McKague, K., A. Snelgrove, M. Prada, J. Medalye, G. Stein, R. Alam, J. Greenspoon, and D. Wheeler. 
2004: The private sector and development: Scan of activities and research. Report to Private Sector 
Development Task Force, IDRC, Ottawa. www.irisyorku.ca/wp-content/uploads/2007/06/priva
tesector-summary.pdf (20 January 2011). 

McKinsey Quarterly. 2009. Valuing corporate social responsibility~ McKinsey Global Survey Results. 
The Online Journal of McKinsey Quarterly. www.mckinseyquarterly.com/Valuing_corporate_ 
social_responsibility _McKinsey _Global_Survey _Results_2309 (20 January 2011). 

Moon, J. 2005. CSR and the good company: A response to the Economist survey of CSR. www.notc 
tingham.ac.uk/business/lizjwm_Links.html (28 March 2005). 

Newell, P. 2005. Citizenship, accountability and community: The limits of the CSR agenda. Interna
tional Affairs 81 (3): 541-57. 

Pelozza, J., and R. Yachnin. 2008. Valuing business sustainability: A systematic review. Research 
Network for Business Sustainability. www.nbs.net/wp-content/uploads/NBS_ Valuation_SR_ 
Researcher. pdf. 

Porter, M., and M. Kramer. 2003. The competitive advantage of corporate philanthropy. Harvard 
Business Review on Corporate Social Responsibility So (12): 56-68. 

Prahalad, C.K. 2005. The fortune at the bottom of the pyramid. Upper Saddle River, NJ: Wharton 
School Publishing. 

Prieto-Carron, M., P. Lund-Thomsen, A. Chan, A. Muro, and C. Bhushan. 2006. Critical perspec
tive on CSR and development: What we know, what we don't know and what we need to know. 
International Affairs 82 (5): 977-87. 

Ruggie, J. 2002. The theory and practice oflearning networks: Corporate social responsibility and the 
global compact. Journal of Corporate Citizenship 5 (Spring): 27-36. 

Sagebien, J., and N. Lindsay, eds. forthcoming. Corporate responsibility and governance ecosystem: 
Canadian mining in Latin America. Basingstoke, UK: Palgrave MacMillan. 

Sagebien, J., N. Lindsay, P. Campbell, R. Cameron, and N. Smith. 2008. The corporate social respon
sibility of Canadian mining companies in Latin America: A systems perspective. Canadian Foreign 
Policy 14 (3): 103-38. 

Sayer, J. 2005. Guest editor's introduction: Do more good, do less harm: Development and the private 
sector. Development in Practice 15. (3/ 4): 251-68: 

Scherer, A.G., and G. Palazzo, eds. 2008. Handbook of research on global corporate citizenship. Chel
tenham, UK, and Northampton, MA: Edward Elgar. 

Sharp Paine, L. 2003. Value Shift. New York: McGraw-Hlll. 
Silverman, G. 2010. Uncovering the link between CSR and brand value: Developing a new meth

odology. Interbrand. www.interbrand.com/en/best-global-brands/best-global-brands-2009/ 
the-Link-Between-CSR-and-Brand-Val ue.aspx. 

Simon, J.G., C.W. Powers, and J.P. Gunneman. 1972. The responsibility of corporations and their 
owners. In T. Beauchamp and N. Bowie, eds. Ethical theory and business, 5th ed., 61-66. Upper 
Saddle River, NJ: Prentice Hall. 

UN (United Nations). 2003. Millennium development goals. www.un.org/millenniumgoals/ (Septem-
ber 2009). · 

UN CT AD (UN). 1999· The social responsibility of transnational corporations. www.unctad.org/en/ 
do.cs/poiteiitm21.en.pdf (8 September 2005). 

--·. 2010. Investment and enterprise responsibility review: Analysis of investor and enterprise 
policies on_corporate social responsibility. www.unctad.org/en/docs/diaeed20101_en:pdf. 



510 SAGEBIEN AND WHELLAMS 

UNRISD. 2000. Promoting socially responsible business in developing countries: The potential and 
limits of voluntary initiatives. Report of the UNRISD Workshop, 23-24 October 2000, Geneva. 
www.1Jnrisd.org/80256B3Coo5BCCF9/(search)/4AF99930FCA7B964C125 6BDF00484BF1?0pen 
document&highlight=2,promoting,socially,responsible,bus iness,in,developing,countries.&from 
search=yes&query=Promoting+Socially+Res ponsible+Business+in+Developing+Countries.+ (7 
February·2005). 

Utting, P. 2003. Promoting development through corporate social responsibility-Does it work? 
Global Future, Third Quarter. www.unrisd.org/unrisd/website/newsview.nsf/o/B163470112831808 
C1256DA90041ECC5?0penDocument (15 July 2005). · 

--. 2005. Rethinking business regulation: From self-regulation to social contract. Technology, 
Business and Society Programme Paper No. 15, UNRISD, Geneva. 

Utting, P., and J.C. Marques, eds. 2010. Corporate social responsibility and regulatory governance 
towards inclusive develop.ment. UNRISD. Basingstoke, UK: Palgrave MacMillan. 

Visser, V., D. Matten, M. Pohl, and N. Tolhurst. 2007. The A to Z of corporate social responsibility. 
London, UK: John Wiley & Sons. 

Vives, A. 2004. The role of multilateral development institutions in fostering corporate social respon
sibility. Development 47 (3): 45-52. 

Vogel, D. 2005. The market for virtue: The potential of corporate social responsibility: Washington, 
DC: Brookings Institution. 

Waddock, S. 2008. Building a new institutional infrastructure for corporate responsibility. Academy 
of Management Perspectives 22 (3): 87-108. 

Watson, A.J. 2004. Making markets work for the poor. CARE Canada. Ottawa: CARE. 
Weiser, J., and S. Zadek. 2000. Conversations with disbelievers: Persuading companies to address social 

challenges. www.brodyweiser.com/pdf/convdisb.pdf (28 February 2005). 
Wheeler, D., K. McKague, J. Thomson, R. Davies, J. Medalye, and M. Prada. 2005. Creating local 

sustainable enterprise networks. MIT Sloan Management Review 47 (1): 33-40. 
White, A,.L. 2004. Lost in transition? The future of corporate social responsibility. Journal of Corpo-

rate Citizenship 16 (Winter): 19-24. · · 
Willard, B. 2002. The sustainability advantage. Gabriola Island, BC: New Society Publishers. 
Zadek, S. 2001. Third generation corporate citizenship. A Foreign Policy Centre/AccountAbility. 

Report. http://fpc.org.uk/fsblob/49.pdf (27 July 2005). 

JULIA SAGEBIEN is an Associate Professor at the School of Business Administration and an Adjunct 
Professor in the International Development Studies program at Dalhousie University and at St. 
Mary's University in Halifax. She is also a Full Professor at EGAE, University of Puerto Rico. She 
served as Senior Fellow for the Canadian Foundation for the Americas (FOCAL) and is Senior Fellow 
for Forum Empresa (an Americas-wide CSR NGO). Dr. Sagebien's areas of expertise are corporate 
social responsibility, growing inclusive markets, and Canada-Latin America relationships with a 
focus on Cuba. She can be reached at julia.sagebien@dal.ca. · 

MELISSA WHELLAMS is a CSR specialist and a partner with Avanzar Consulting. She has worked 
on numerous projects with international oil and gas and minillg companies in the areas of stake
holder engagement, social risk assessment, multi-sector partnerships in community development, 
community relations, stakeholder mapping and analysis, human rights and security, social manage
ment systems, and CSR performance measurement and reporting. Melissa has also assisted a number 
of extractive companies to develop CSR policies, strategies, and programs in Canada, Latin America, 
Asia, and Eastern Europe. Her· current research interests include community involvement in the 
development and implementation of CSR initiatives. She can be reached at Melissa@avanzar.biz. 



Reviews ~ Recensions 

Contesting Development: Critical Struggles for Social Change 
Philip McMichael, ed. 
Routledge, 2010, 274 pp., $39-95 (paperback), ISBN: 978-0-415-87332-1 

In recent years, there has been a retreat from the most relativist and/or romantic ex
cesses of some branches of post-development theory, as well as an effort to deconstruct 
and reconstruct the notion of development on new terms. The 16 essays of this edited 
volume propose to re-envision development from the perspective of its casualties-the 
"dispossessed, the displaced and excluded." As such, Contested Development focuses 
on "social struggles" rather than "social movements"; according to editor Philip Mc
Michael, the latter term is pregnant with positivist, cause-and-effect notions of social 
change (4-5). The authors in the book opt for a more "dialectical" stance, asking what 
local struggles by "capitalism's externalities" can tell us about the "global contradic
tions" (12) produced by devel9pment. 

It is refreshing to find a collection within the post-development framework that does 
not eschew, at least in its entirety, political economy or the Enlightenment. In the in
troductory essay, McMichael makes reference to Marx's and Polanyi's contributions to 
our understanding of capitalist development, particularly the process of commodifica
tion and the inherently political nature of markets. The concluding essay (co-authored 
by McMichael and Kamna Morarji) notes the way that the ideals of the Enlighten
ment such as "rights" and "citizenship" inspired slaves to overthrow their master~ in 
nineteenth-century Haiti. 

The collection is divided into three parts: "Development for What, and for Whom?" 
"Global Markets, Local Justice," and "Overcoming Exclusion, Reclaiming Develop
ment." As with any-edited collection, the papers vary in quality; some search to redeem 
what turns out to be rather limited struggles of people living in dire situations, and oth
ers offer serious reflections on the strengths and limitations of social struggles in their 
political-historical contexts. 

The first two parts of the book deal with the -definition of development, exposing 
the "market episteme" promoted by it and describing the way that local struggles are 

. connected to their macro-contexts. For the most part, the papers in these sections are 
grounded in some notion of political economy, drawing on the work of Marx, Polanyi, 
and Gramsci, among others. 
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Highlights include Raj Patel's essay (Chapter 3) on the shackdweller movement for 
urban land reform in Durban, South Africa, one of the few essays that makes reference 
to the class nature of these struggles. Patel holds no illusions that the African National 
Congress prioritizes the interests of the poor, rather viewing it is a party that has long 
"advanced middle-class interests 9ver those of the majority" (34), and seeks to explain 
why the shackdwellers retain a tactical alliance with the ruling party. Karuna Morarji's 
essay (Chapter 4) on the experience of mountain dwellers in northern India challenges 

. one of the sacred tenets of western liberal thinking-that education is inherently sup
ported to enhance "freedom" along the lines described by Amartya Sen. As one of 
the interviewees put it, educated people who come back to the village just "feel disap
pointed without things" (54). Rachel Bezner Kerr (Chapter 7) analyzes the difference 
between the market-oriented "food security" agenda promoted by neoliberal govern
ments and the "food sovereignty" agenda of local farmers in the context of Malawi. 
Emilie Kaye Peine (Chapter 9) analyzes why small farmers· in Matto Grosso, Brazil, 
blame the state when the prices of soy fall, rather than large agribusinesses that control 
the industry and to whom the farmers are deeply indebted. 

The last section about resistance contains soine of the weaker papers on the topic 
of "alternatives," an area where serious analysis is lacking. The most intriguing papers, 
such as Hannah Wittman's paper (Chapter 11) on the Movimento dos Trabalhadores 
Sem Terra's (MST) struggles for "agrarian citizenship" in Brazil and Alexandre da Cos
ta's paper (Chapter 13) about th.e challenges the afro-Brazilian population has posed to 
the notion of multiculturalism, offer careful and sympathetic descriptions of people in 
their attempts to deal with difficult circumstances and propose alternative concepts. 
The most limiting paper, Gayatri Menon's description (Chapter 10) of slumdweller 
struggles in Mumbai, is an homage to the weapons of t4e weak that is depressing. The 
author struggles to see signs of resistance, assuming that the existence of such signs 
means that somehow the victims will overcome their dire predicament by re-imagining 
the notion of private property. 

On the whole, those looking for a clear depiction of "alternatives to development" 
will have to look elsewhere. Alternatives are obviously specific to their particular con
texts, but are they anti-neoliberal, anti-capitalist, or both? The bleeding together of 
development, capitalism, and neoliberalism limits the collection's usefulness as a text
book, particularly for undergraduates who often fail to see the distinctions and relation
ships between these concepts. 

Secondly, while the struggles depicted in the volume may be "significant" ,because 
they delegitimize the "market episteme" of development, with exceptions such as 
the MST in Brazil, the neo-Zapatistas in Mexico, and the eco-agricultural project in 
Malawi, the "alternatives" proposed do not appear to be effective in changing mate
rial conditions. McMichael himself acknowledges this point (4), but seems at pains to 
convince us that voicing such concerns indicates that we are trapped in the traditional
modern dichotomy that plagues the notion of "development." 

The above observation leads me to a deeper concern. It is undeniable that challenges 
to the "market episteme" are essential to overcome what Gramsci referred to as "com
mon sense," but concerns with political economy get somewhat lost in the collection. 
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The underlying assumption of all these pieces is that the causes of under-development 
and rural poverty are basically ones of knowledge, implying that state bureaucrats 
would very quickly change politics for the better if they really understood the true na
ture of the problem. Such a view tends to downplay the main reason why the capitalist 
state fails to implement plans or policies that would be advantageous to the dispos
sessed-namely, that political power in national or international contexts is based on 
the fact that the ruling class owns or controls the means of production, distribution, 
and commercialization. However intrigui.ng and engaging analyses of"epistemic chal
lenges" to development may be, the point is not just to understand the wodd differently 
but also, ultimately, to change it. 

Susan Spronk, Assistant Professor 

School of International Development and Global Studies, University of Ottawa 

Global Institutions: Global Food and Agricultural Institutions 
D. John Shaw 
Routledge, 2008, 256 pp., $27.95 (paperback), ISBN: 978-0-415-44504-7 

This book is one of the first of its kind in addressing the links between global gover
nance, hunger, and poverty alleviation in relation to five of the global food institutions: 
the Food and Agricultural Organization (FAO ), the International Fund for Agricultural 
Development (IFAD), the World Bank, the World Food Programme (WFP), and the 
Consultative Group on International Agricultural Research (CGIAR). The first four' 
organizations are part of the UN system. Global Institutions focuses on the context in 
which these institutions are operating and the reasons and underlying conditions for 
the world's state ofhuriger, particularly the origins, mandates, policies, and projects of 
these five institutions. The book uses ethnographic methods such as interviews, partici
pant observation, and document review: 

D. John Shaw served for over 30 years with the WFP at its headquarters in Rome 
as its economic advisor and chief of Policy Affairs Service, as well as a consultant for 
the FAO, the World Bank, and the Commonwealth Secretariat. He spent eight years 
as Senior Lecturer in Rural Economy at the University of Kha~toum, Sudan, and was a 
Fellow in Agricultural Economics and founding member of the Institute of Develop
ment Studies at the University of Sussex. In addition to including interviews and an 
extensive review of reports in order to gather evidence, Shaw draws from his personal 
experiences of working for these organizations. 

Given that these global institutions are responsible for world food security, the pur
pose of this book is to reflect on their successes and difficulties in attaining food se
curity and to identify future steps. The book begins with the background required to 
assess the work of the five institutions, particularly the current dimensions of poverty 
and hvnger with a focus on the fact that, thus far, efforts have not met the millennium 
de'.'elopment goals. 
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Shaw notes that Africa's food insecurity is due as much to failure of understanding 
the problems as to failure of interventions. He highlights the dimensions of hunger 
and poverty as being related to food and nutrition insecurity, the effects of population 
growth, the income factor, the importance of education, the link between employ
ment and productivity, international trade, and human security. Shaw argues that these 
problems need to be understood comprehel)sively, rather thap. singularly in individual 
reports, and that by understanding the interrelationships we can address the food crisis. 
He states the importance of knowing where the most vulnerable are in order to help 
target intervention programs. Shaw identifies the most vulnerable .as being children, 
people living in drylands, female single-headed households, and landless farm workers. 
He notes that the lack of progress has led to the adoption of a human rights approach, 
particularly to the "right to adequate food." 

The second part of Global Institutions.describes four of the UN organizations con
cerned with food and agriculture and the special circumstances that led to the establish
ment of CGIAR. The origins of these four organizations are traced back to President 
Roosevelt's speech given to Congress on 6 January i941, his famous declaration of hope. 
The origins of CGIAR lie in the scientific work that led to the green revolution'. it was 
agreed that agricultural research is of profound significance and CGIAR was formed 
to oversee the collaboration between agricultural research centres for the scientific en
hancement of agriculture throughout the developing world. 

The third part of the book deals with the mandate, governance, finances, and sub
sequent projects of each of the five institutions under analysis. The F AO focuses on 
raising the level of nutrition and efficiency of production, the distribution of foocf,.and 
eliminating world hunger. Some of its projects, termed "special programs," help devel
oping countries achieve food security that, for example, aid in reducing post-harvest 
losses (estimated to be more than 20%) and promote integrated pest management. 
The World Bank focuses on fighting poverty by the provision of resources, knowledge, 
capacity building, and establishing partnerships in the private and public spheres. In 
particular, the book notes that in 2003, structural adjustment programs were to be cor
rected by a renewed strategy for rural development and reaching the rural poor, which 
was followed up in 2005 by a particular focus on agriculture. 

Shaw explains that the WPP provides food aid in cases of emergency to save lives and 
. improve the quality of nutrition for the most vuln_erable. Its projects include provid
ing food during flood crises in Africa and, recently, due to an increase in man~niade 
disasters, joint programs with the UN High Commissioner for Refugees for responding 
to the urgent needs of refugees and displaced persons. According to the author, over 
the past two decades, the WPP has made strong and persistent attempts to enhance the 
status of women not only through food aid but also through funding their education, 
capacity building, and employment. 

IF AD finances projects that improve agricultural production especially in the poor~ 
est, food-deficit countries. IFAD projects are broadly meant to be related to sustainable 
projects for the rural poor to overcome poverty by focusing on innovation and the 
scaling up of such innovations. 
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Finally, Shaw analyses CGIAR, which aims to increase production related to staple 
foods (maize, rice, and wheat). CGIAR has since expanded its research to encompass· 
local foods and livestock management. It c9nstitutes a group of 15 autonomous agricul
ture research centres, 13 of which are located in developing countries. 

Based on external evaluation reviews and opinions, Shaw concludes with recom
mendations for the future: FAO should work on balancing interests of knowledge pro
duction related to food and agriculture in the private domain with that in the public 
domain. He also emphasizes the importance that the four UN food agencies collaborate 
and adopt multidisciplinary approaches. Regarding the World Bank, Shaw argues the 
need to make its governance more representative of governments and, hence, more 
legitimate arid democratic. He also suggests the essential change toward supporting 
local economic and political institutions and formulizing wholly grant-based projects 
for the poorest countries. Shaw deems WFP efforts for providing emergency food im
pressive and suggests only incremental improvements, such as narrowing focus on the 
poorest countries. 

Global Institutions is an essential read for negotiators, diplomats, practitioners in 
non-governmental and intergovernmental organizations, and graduate and under
graduate students interested in the role of global institutions, international relations, 
agricultural development, and the state of world hunger. The book provides a pertinent, 
accessible commentary on the current world food crisis, and is among the first to link 
global food issues with the agrieultural institutions responsible for food security. The 
book meshe_s well with the nascent focus in the field of anthropology on ·international 
organizations. 

Dina Najjar, Doctoral Student 
Department of Anthropology, University of Western Onta'rio 

Rescuing a Fragile State: Sierra Leone'2002~2008. 
Lansana Gberie, ed. 
Laurier Centre for Military, Strategic and Disarmament Studies, 2009, 134 pp., $19.95 · 

(paperback), ISBN: 978-0-97834-417-7 

The West African country of Sierra Leone endured a civil war from 1991 to 2002 that 
gave rise to the signing of two peace accords: the Abidjan Peace Accord in 1996 and 
the Lome Peace Accord in 1999. Sierra Leone's history and current political situation is 
examined in Rescuing a Fragile State: Sierra Leone 2002-2008. 

The book is edited by Lansana Gberie-a well-known Sierra Leonean academic who 
has written extensively on conflict and security in 'Africa, often focusing on the Mano 
River Region-and is based on a collection of papers presented at the "Fragile State: the 
Case o~ Sierra Leone" conference, held at Wilfrid Laurier University in 2007. The title 
of the book generates questions of who. is doing the "rescuing" and what this entails, 
and these questions are addressed in its 134 pages. 
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The book can be seen as divided into two sections: the first.focuses on the political 
economy of the country, and the second explores Sierra Leone's security sector and se
curity sector reform processes. The authors discuss such topics as the influx and impact 
of foreign aid in the country, the role of diamonds in fuelling 11 years of civil conflict, 
the background of the Sierra Leone Truth and Reconciliation Commission, the role and 
impact of the Special Court for Sierra Leone, the history of the Sierra Leonean Army, 
the Special Court's PC?rtrayal of the Civil Defence Forces (CDFs), ,and the security
development nexus occurring in the country. The chapters are concise, and together 
they provide a general overview of the African country, from the post-colonization 
period through to 2008. 

Rescuing a Fragile State discusses many key issues surrounding the conflict, such as 
the lack of timely intervention from foreign actors during the civil war, how diamonds. 
were used by armed forces as capital and how the concept of"blood diamonds" devel
oped, as well as present challenges facing the country, touching on the security sector, 
the military, and the prominent youth population. 

The opening chapters (introduction and Chapter i) by Lansana Gberie and Ian Smil
lie highlight important background information tracing the intricate history of the 
country a~d providing essential information to understanding the complexity of the 
post-conflict context. The diverse experiences and backgrounds of the contributing 
authors provide valuable-insights and thought-provoking discussions for the reader. 
Mark White's chapter (Chapter 8) discusses the approach taken by the UK's Depart
ment for International Development (DFID) toward security and development in Si
erra Leone, which draws from his experience working with DFID for two years in 
country. Zoe Dugal (Chapter 2), who writes on the Sierra Leone Truth and Reconcilia
tion Commission, is a peace and security practitioner and researcher who spent several 
years in Sierra Leone and, like contributor Danny Hoffman, is thus able to offer insights 
rooted in experience. 

In Chapter 6, ismail Rashid examines the Sierra Leonean Army from 1961 through 
to 2007, providing background information for the subsequent chapter by Major Don 
Saunders. Saunders offers an interesting perspective on the development of the army 
in post-conflict Sierra Leone, based on experiences throughout his extensive military 
career in Haiti and Sierra Leone. For some readers these latter chapters may be too 
subjective in their approach; however; this reviewer found the richness of personal 
experiences to be of benefit. 

Peter Penfold' s chapter (Chapter 4) on the Special Court for Sierra Leone is timely, 
since the Court is prep'aring to wind down its operations, and discussions surrounding 
the impact of this hybrid court abound. Penfold discusses the legacy and future of the 
Court in regard to its effects and large physical structure. He is heavily critical of the 
Court, its approach, and its limited impact, sentiments that are also shared by Hoffman. 

In Chapter 9, Danny Hoffman argues against the approach taken by the Court to
ward the CDFs in reference to the Court's indictments against CDF members Sam 
Hinga Norman, Moinina Fofana, and Allieu Kondewa. According to Hoffman, the 
CDFs were more of a community group based on respected communal values.than an· 
armed rebel force. Penfold's and Hoffman's chapters contribute to current, popular dis-



REVIEWS · RECENSIONS 517 

. . 
cussions surrounding the work of the Court, which often focus on the ongo_ing Charles 
Taylor trial and a new documentary that explores Issa Sesay's trial. Hoffman's stance 
comes from his thorough research conducted in the country and the time he spent with 
the group in particular. 

Ozonn~a Ojielo provides a chapter on governance and Sierra Leone, which explores 
the critical "youth question" and the role of youth in the country's economic and politi
cal development. The number of youth in Sierra Leone is a significant issue: 43.4% of 
the country's population is between o and 14 years of age (UNdata, 2009). The focused 
discussion is very useful and the book would have benefited from a similar section on 
women and gendered post-conflict experiences. The book also would have benefited 

. from a brief concluding section, which could have tied together the nine chapters and 
offered comments on progress in the country since the conference. 

Individuals in the international development community or who have studied secu
rity sector reform processes will benefit from reading this work. Students of colonial 
studies should also read this book, since it contributes to discussions regarding the 
relationship between previous colonial powers and former colonies. Readers who do 
not specifically study Sierra Leone will come away with a more complete understanding 
of the country, the civil conflict, and the present political situation. 

The book provides rich arguments regarding justice interventions in post-conflict 
countries, and consequently adds to the justice/reconciliation debate that is critical for 
much of Africa. · 

Carley J. Robb-Jackson, Research Intern 
International Development Research Center, Women's Rights and Citizenship Program 

Knowledge to Policy: Making the Most of Development Research 
Fred Carden . 

SAGE Publications, 2009, 219 pp., $32.95 (paperback), ISBN: 978-81-7829-930-3 

Why do some development research initiatives successfully improve public policy, 
while others remain totally ignored by policymakers? This question is central to Fred 
Carden's book Knowledge to Policy, which examines the relationship between devel
opment researchers and policymakers through an analysis of 23 case studies in the 
global South. As the current Director of Evaluation at the International Development 
Research Centre (IDRC) in Ottawa and a former Research Fellow in Sustainability Sci
ence at Harvard University's Center for International Development, Carden is in an 
excellent position to comment onboth the difficulties researchers face in disseminating 
their findings and the constraints within which policymakers operate in institutional 
settings. Acad~mics, policymakers, students, and staff at development NGOs and re
search institutes will find this book enormously useful as a practical guide to effective 
research design, irp.plementation, and dissemination. 



518 REVIEWS · RECENSIONS 

Divided into three sections, the book first summarizes the findings of the IRDC's 
evaluation of 23 case studies that span 60 projects in oyer 20 countries. In his analysis of 
the findings, Carden reveals a number ofinsights into the policy world that researchers 
can use to more effectively direct and time the dissemination of their research. Insti
tutional demand, leadership capacities, issue relevance, economic factors, and even 
government disinterest are examined and discussed as salient factors that affect the\ 
relationship between research and policy. · 

The book's second section provides an analysis of the IRDC case studies across a 
variety of thematic groups: poverty monitoring, trade and finance, resource manage
ment, water management, health and education reform, networks and innovation, 
and information. and communication technologies for development. Carden strati
fies the analysis of each thematic group by region (sub-Saharan Africa, Middle East 
and North Africa, Asia, Latin America, and "Other"), which makes this section of the 
book particularly useful for researchers who wish to quickly obtain relevant.informa
tion specifically about their geographic area of interest. Each section contains thematic 
group-specific lessons that Carden has extracted from his analysis of the data, which 
may prove invaluable for other development profossionals who wish to influence policy 
in the same area. 

Lastly, Carden concludes the book with technical notes about the evaluation itself. 
The criteria against which each case study was examined are scrupulously laid out, and 
the reader is given a sense of the vast amount of time, energy, and resources that were 
funneled into this study. Carden also includes information about strategies used within 
the IRDC to facilitate the output of quality research-strategies that include the admis
sion, "We had fun with the study[!]" (196). 

P~rhaps the largest contribution of this book can be located in its potential useful~ 
ness for young development professionals and students in international development 
programs. Knowledge to Policy reveals key insights into the policymaking world that 
may be well known to seasoned researchers but less obvious to those who are newly 
establishing themselves in the field. Luckily for young researchers, this book outlines 
such information in a straightforward, well-reasoned, and practical manner that is eas
ily accessible for anyone in international development today. 

Connor Cavanagh 
Department of International Environment and Development Studies (NORAGRIC) 

. Norwegian University of Life Sciences (UMB) 
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fois par an par l'.Associatton canadienne detudes du dtvtloppement 
international 

Orientat ion et objectifs 
La Revue canadie1me detudes du developpement off re une tribune plu 
ridlsciplinaire et bil ingue qui vise a stimuler la recherche el la reflex.ion 
critique sur la theorie du developpement et sur les problemes complexes 
lies ii son exerclce et :I !elaboration de politiques. La RCFD publie des 
articles et des comptes rendus revus par des pairs. Elle vise a informer 
les Jecteurs par des commentaires, des nott'S de recherche et des cri 
tiques de hvre' recemmenl publies portant sur le developpement. la 
RCED est 1nterna1ionale dans .sa perspective et encourage les contri· 
but ions d~ umver.1taircs et des praticiens de partout dan~ le monde. 
En tant que revue canad1enne, la RCED demontre un interet paruculier 
pour le r61e joue par le Canada dans le developpement mternational, 
sur les plans des polttiques et de la pratique. 
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