The diversity of emerging capitalisms

Globalization, institutional convergence and expemtation

Eric Rougier and Frangois Combarnous (Eds.)

Forthcoming: Palgrave Macmillan (March 2017)






Table of contents
Part One. Analysing capitalisms as institutionategns: Our approach

1. ANALYSING THE CAPITALISMS OF DEVELOPING COUNTRIES : WHAT’S THE POINT?

(R 0 10T = S PPRRUR 5
1.1 The rise Of NEW CAPItAlISINS .......... .ottt e s s e e s en e e e e 5
1.2 Varieties of mature capitalisms: Working owd #lements of a system-based method ........... 7.
1.3 Analysing institutional systems in developirgr®omies: Working definitions ....................... 9
1.4 From institutional clsuters to the 2+4 varigtid capitaliSm...............c.oe oo e s, 10
1.5 What is so special about (analyzing) developmgntries’ capitalisms and how we deal with it? 12
1.6 What this book iS and WHat it IS NOT .......ceeiiiiiiiiiiiiii e 16
YET (=T =] o (o L S PP P PP PP PPEPPPPPPON 19

2. EXISTING TYPOLOGIES OF DEVELOPING COUNTRIES ' INSTITUTIONAL SYSTEMS

(S R (e TU L] =1 SPPPPR 22
22000 110 To [T 10 23
2.2 Varieties of political ECONOMIES ..o ee et e e eeeees 20
2.3 Regional varieties of ‘deviant’ CapitaliSIMS .cc........uvvviiiiiiiiiiiiiii e 22
2.4 Institutional clusters and statistical analy®esconomiC SYSIEMS...........occvvvvveescecmmn e 25
P2 T O o [od 011 o o [ PP PPURP TP 30
L] (=] = o7 31

3. SYSTEMS, INSTITUTIONAL COMPLEMENTARITIES AND POLITICS : VARIOUS

METHODOLOGICAL CONSIDERATIONS (F. COMBARNOUS ANIE. ROUGIER).........ccvvvieeniieennnn. 37
G 700 I 101 0T [T 1[0 37
3.2 Capitalisms as institutional systems: Theoattionsiderations................cccccevvvvvveeeeeee e, 38
3.3 The seven sectors of the institutional SYSteM............coviiiiiiiiiiiiiieeeeee e 41
3.4 Adapting institutional complementarity to dedxihg countriesde jureandde facto
COMPIEMENTAITEY ...t ettt e e e e et et e e e e e e s e e et e e e e e e e e e snnbrnnreeeeeeeeaaannns 43
3.5 The original two-tier methodological approach.............cooooeei i a7
I G o] ][ TP P PP PPRRTTR 50
L] (=] = o7 51
JLIC=To] g TTor= U= Vo] 01T Lo [PPSR 52

Part two. The seven sectors of institutional goaeoe

4. LABOUR AND SOCIAL RELATIONS (E.CALLORDAFOSSAT) ....uuuiiiiiiieeeeeeeeeeeeeeeiiiiiines 35
Nt o (o T ¥ T{ o] o IO PPRPT PP 55
4.2 Economic systems and labour ISSUES: @ FEeVIEW............ceviiiiiiiiiiiiiiiiiiiieiiiieeeeee e 56
4.3 Measuring [abour INSHIULIONS ... e 56
4.4 Models of 1ab0our regUIALION ... s 60
S o T o U1 [0 o 69
T (=T =] o [o L ST PPERPPR PP 69
Y 0] 0 1< T 72
5. EDUCATION (C.RESLINGER .....citttiieiiiutitiuniiaaaaaaeaaeeeaaateeeeessssssssssnnaaaaseeaaaaaaaeeeeeesssssnnnnns 76
oI A [ 11 0T [ Tox 1o o [ PP PPURP TP 76



5.2 Economic systems and educational models: aVIBVE..............cccooeeeiiiiiiii e, 77

5.3 Measuring educational MOAEIS ... 78
L 1Y o To (=T 3 o =T o U To%= 1 (0] o 79
ST ©o] o3 011 o o [P PPURP TP 87
L] (=] = o 87
Y 0] 0 1< T 90
6. PRODUCT MARKET (E.ROUGIER) .....uuiiiiiiiiie ettt ees it 94
L I [ 11 o Yo [T 1o o PP PURP TP 94
6.2 Competition and product market gOVEINANCEVIBVIE.............oeiiurirrriereeeeeeeaamnnernereeeeeeeens 95
6.3 Assessing product Market gOVEIMANCE ..ot 97
6.4 Models 0of go0ds Market QOVEIMANCE ... coommeeiiiiiiiiie et e e 99
LS o] o Tod 1113 o o PSP 106
ST (=T =] o Tor L SO PPTPP S PTP 107
Y 0] 0 1< T OSSP PUUUPPPUSPSPRRPRRRN 109
7. SOCIAL PROTECTION (M. CLEMENT) c.ttttttttiinaaaeeeeeeeeeeeeeeeeeetissssnanasssseeeeeeaeaeeeeessssnnnnnns 112
4% T [ 1 o Yo [T 1o o PP PEPPT TP 112
7.2 The diversity of social protection MOdelS: B@ Y ..............cooviiiiiiiiiiiiiiiiiiiiieeeeae e 113
7.3 Measuring SoCial ProtECLION ... i et eeeeeeeeeeenneennnnnne 114
7.4 Models of social ProteCtion ..........ooi oo 117
48 O o] 4 o] 11 1= [ o TSP 124
ST (=T =] o Tor L PP PPTTP PP 125
Y o] 01T o [ OO E PP PPPPP 128
8. FAINANCIAL SYSTEMS (D. NICET CHENAF) ....uuuiee s e et e e eeeeeeeeeeeeeeevsanan s sne s s s e e e aeeaaeeesaeennnnns 130
S 700 I 1V 0T [T £ PP 130
8.2 The diversity of financial SyStems: @an OVEIVIEW..............eevvvvviieeiieeiiieiiiieiieeeeeeee e eeeeeeeeeeeeees 131
8.3 ASSEeSSING fINANCIAI SYSTEIMS ...t ieeeeeeee e e e e e e e e e 133
8.4 MOUEIS OF FINANCE .....eviiiiiiii e ettt e e e et e e e e e e e s st b e eeeeeeeas 134
S IR O o] o Tod 1113 o o PP 142
L] (=] = o 142
Y 0] 011 T L OO PPPRPRPPNS 145
9. AGRICULTURE (C. BONNEFOND ANDC. GONDARDG-DELCROIN ......uuuiiiiiiiiiiiiiirieieiiaeeeaaeeeens 148
LS B0t I [V 0T [T £ PSP 148
9.2 Agriculture for deVelOPMENT: & FEVIEW. .. ceeeeerrrrrruueiiiieiisee s eee s e e e s s e e e e e e s seeseranna e 149
9.3 Assessing the institutions of agriculture OBBICE ................uuuuiummimmmmmn e 150
9.4 Agricultural MOEIS .........oooii e 152
LS BT ©o] o [od 011 o ] o [ PP PPEPPT TP 157
L] (=] = o 158
Y 0] 0 1= T L O OPPPPPRPPNS 160
10. ENVIRONMENT AND NATURAL RESOURCES (ANDREMEUNIE) .....ccooeiiiiiiiiieeeiieiiiiies 164
0 1 1 o Yo [ o o o PR 164
10.2 Environmental governance models and econoeveldpment: a revView...........ccccccovvveeees 165
10.3 Assessing environmental governance MOdelS.............ovvvvvvvviiiiiieviveiiiiiereeer e 167
10.4 Models of environmental QOVEINMANCE .......oeruiiieaeae e 168
L0.5 CONCIUSION ...coiiiieiiiiiiite ettt eee ettt e e e e ettt e e e e eb bbbttt e e e e e e e s e abb b b e e e eeeeeeeaannnnes 175



L] [T (=T 10T TR 176
Y 0] 011 T L PP PPPPPPPNS 178

Part three. Varieties of emerging capitalisms jtusbnal complementarities
and trajectories

11. THE 2+ 4 VARIETIES OF CAPITALIST SYSTEMS (F. COMBARNOUS ANIE. ROUGIER) ....... 180
11.1 Introduction: Emerging countries’ institutibiganfigurations .............ccccceveviiiiiiiiriiiiiiiinnnns 180
11.2 The three patterns of developing country edipih differentiation...............coocvvimeeee e 183
11.3 Capitalisms in the WOrld: 2 + 4 ... 186
11.4 Geographical and regional patterns of emergapifalisSms.............ccoooeiiiiii e 191
11.5 Confronting our models with the existing viee of emerging capitalisms ........................193
L] (=] = o 195
Y 0] 011 T 196.........
12. INSTITUTIONAL COMPLEMENTARITIES , HIERARCHIES AND REINFORCING FACTORS

(E. ROUGIER ANDF. COMBARNOUS ......ccvtittttutiiiseieeeeeeaeseeesesessssassnnsssnnaseeeaaaeaaseesseesssnnnnnns 198
30 £ 0 Yo 18 ox 1 o o TP PPPPPPPRPPR 198
11.2 Institutional COMPIEMENTAITLIES .......ccoeeeeii e 200
11.3 Institutional NiErarChies ...........oo oottt enennnesnnnnnnns 205
11.4 Long term reinforcing factors.........occecce e e 209
11.5 Back to the complementarities’ analytical grid...............ccoo oo 212
T (=T =] o Tor L S PPPTPR PP 214
Y 0] 0 L= T 217..........
13. INSTITUTIONAL TRAJECTORIES : THREE COMPARATIVE CASE -STUDIES

(F. COMBARNOUS ANIE. ROUGIER) ....ccvviiiitutiiiiaaaeeeeeeeeeeeeeeeeeessasssssnna s s e e e aaeeaaeeeeeeesssnnnnnns 221
R 0 I 1 1 Yo [ o o o SRR 221
13.2 Cote d'Ivoire and GRANQA .............e e ee ettt eee e e e ee e e e e e e e e e e e e e e e eeeeeeeeeeeeees 223
13.3 Brazil N0 IMEXICO ......uvvveiiiiieees s i immmeeeee et e e e e e e e ettt e e e e e e e e et e e e e e s bbbba et e e e e e e e e e e nnnnbbbnneeeaeas 227
13.4 IndoNesia and MalAYSIA............uuieeceeeiie e e e e e e e e 232
13.5 Articulating institutional trajectories andtitutional complementarities...............ceeeeevvvnnnes 238
L] (=] = o = 241

Part four. Emerging capitalisms and paths of iastihal reforms in developing
countries

14. BMERGING CAPITALISMS AND INSTITUTIONAL REFORMS IN DEVELOPING COUNTRIES

(E. ROUGIER ANDF. COMBARNOUS .....ccettttttuutunaaaeaaaeeaaaaeeeeeeeeesassssnnnnaaaaaaaaeaaaseeeeeeessnnnnnns 243
L4.1 KEY POINES....iiiiiiiiiieiiieieeeeeeeee s 4142 e e e e e e e e e e e e e e e e e e e e e aa e e e e et e e ettt aaaaaaaaaeaeaeeaeaaaaaaaaaaaaaaaaeaaaeeaeeeees 243
14.2 Institutional clusters and complementarities........ ..o 244
14.3 The 2+4 models Of CaPItaliSIM ..........commmeeeeeieiiiiiiiiiieee e e e e e e e e e e e eeeeeeeeeeeeaees 245
14.4 ‘Statenessvariations and institutional experimentation . ...........vvveeeeiiiiiiieeiiiiiiieiiieieeeeee. 248
14.5 Lessons for institutional reforms in develgpaountries................ueviieiiiiiiieeeeceeeeeeeeeeenieennees 250
14.6 Paths fOr fUUIE FESEANCK .........i i ieeeeeeie ettt 254
LET (=T =] o (o S ST PRTPP T PPPPP 255
GENERAL APPENDIX ..ttt vttt ettt et et et e et et et e ettt e et e e e et e e et e e e 257.......



1

Analysing the capitalisms of developing countries:
What's the point?

Eric Rougier

1.1. THE RISE OF NEW CAPITALISMS

The world economy is currently undergoing a majevotution: non-OECD countries’
contribution to world GDP has started to overtdiat of mature industrialized countries for
the first time since the late %8&entury, when China and India were dominating dorl
manufacturing (OECD, 2010). Despite the recent sigvdown of this trend, this upheaval
marks a turning point for a group of fast-growirgydloping economies, with countries like
China, India or Brazil, and smaller ones like Vatnor Botswana, being brought to the fore
by the second historical wave of globalization thats to accelerate in the 1990s. Such
countries are now well on the way to accounting dor ever-increasing share of world
income. Besides such well-known causes of theirdrapowth as high rates of capital
accumulation and low production costs, the origiftwims of socioeconomic organisation
currently being developed in these emerging coemtprobably also explain their economic
success. Surprisingly, however, these recent Addcan and Latin American economic
miracles have been bolstered by institutional gpmfitions far removed from those
prescribed by the extended Washington consensuslni®ddrik, 2008a). An apt illustration
of this point is provided by China’s original arilation of market-friendly incentives and
decentralized Statist capitalism, which simultarsdplallows for high-level technological
skills, low labour costs and high-performance ekpgrfirms (Bardhan, 2010; Qian, 2003).
Although they have become ubiquitous on commoditgy goods markets, in global
governance arenas, as well as in business magaalomns, these emerging capitalisms
have, somewhat curiously, seldom been considerdtein own right. Admittedly, experts
might well have expected their capitalisms to cogeetowards those of the OECD mature
countries since they had, after all, undergonesyeistandardized liberalization reforms and
globalization-led inflows of Western technologicaind institutional influence. The
assumption of a “race to the bottom” driven by tfeneralized trend of social protection
spending retrenchment imposed by an environmemjiaifalized competition was also put
forward early in the nieneties (Ohmae, 1992). Yiatjonal systems of rules, regulations, and
policies have remained significantly differentiatezioss industrialized and non-industrialized
economies. Consequently, both the hypotheses i@ca to the bottom” and of a convergence
of national institutional systems under the harmimg forces of globalisation and



technological chandehave been challenged by the systematic divergéresis underlying
the comparative political economy approach.

Although a comprehensive comparative analysiscohemic systems, including both
industrialized and emerging countries, would seeseful for understanding current
globalization trends, such analysis has generadgnbrestricted to mature developed
economies. The convergence thesis has been efigenhallenged by a resurgence of
comparative analyses of OECD countries’ capitaystems with respect to such dimensions
as social protection (Esping-Andersen, 1990), maskerdination (Hall and Soskice, 2001),
as well as education and finance (Amable, 2003grdlinave been far fewer typological or
analytical propositions concerning developing caesf which are undoubtedly, at least for
the middle income ones, involved in capitalist no@é¢ production and distributio.wo
significant exceptions to this general neglect@hnéa and, to a lesser extent, India. Whereas
China’s apparently open-ended rise has engenderedeax increasing number of analyses by
both scholars and experts involved in developmedtglobalization issues, this has not been
the case for other developing countfiealthough some emerging national capitalisms in
Africa or Asia, like Botswana or Vietnam, are iresangly being signaled as models by
international financial institutions or private aslws, the majority of the developing
economies have never, or seldom, been studisdiagenerisccapitalist systems. It is therefore
somewhat puzzling to realize how much emergingtahgms’ originality and heterogeneity
went unnoticed for so long before the present bdtity little academic research has been
explicitly geared towards identifying emerging misdef capitalism and then comparing them
to the mature onés

Analyzing developing countries’ capitalisms asimnally consistent systems of rules
governing markets and sectors is, nevertheledggésnate as it is in the case of developed
economies. An approach of capitalisms based onobservation and comparison of the
systems of institutions and regulations underlyimg working of markets and organizations
in each national economy, whatever its level ofnemsic development, would leave the
institutional convergencissue undeterminea priori. Systems of institutions govern markets
and economic sectors through the incentives andticnts they impose to economic agents,
with these institutions being the joint product tuétorical initial conditions and critical
junctures, cultural preferences and values andopotitical conflict (North, 1990).
Consequently, we can anticipate that differentonisal and political trajectories will reflect
in clearly differentiated ways of organizing makestate and businesses across countries that
need to be identified and compared. This is exacklgt we aim at doing in the present book.

The comparative approach of institutional systemeshave chosen to adopt in this
book precisely investigates the diversity of emmaggforms of capitalist by looking at the
systems of sectoral modes of regulations to berebdeacross a broad range of developing

! The most quoted reference to the institutionaveogence hypothesis is certainly Fukuyama (1998)fok
economists, Benabou (2006) has provided a formalodstration of this convergence mechanism. Acemoglu
et al. (2012) have however recently shown thatpérsistence of different systems of capitalismxisl&ned
by the complementarities in terms of specializatiod demand.

2 For a simple request using China and Capitalisrkegsvords, a well-known on-line book reseller gane
fewer than 1,243 references classified under ttagihg “Politics and Social Sciences”, and 593 urtier
“Economics” heading. A similar request gave 204&mrefices for India under the heading “Economics”fd38
Brazil, and only two for one of the most widely ackvledged African models of emerging capitalism,
Botswana. It should be noted that whereas Japanplttest Asian “former” emerging capitalism, hasl 81
references, Korea has only 135.

% Similarly, the question has only received scargrdion from Development Studies, with the political
economies of emerging and developing countries|Igilmping treated as either more or less identmal,
else being considered as too diverse suidgeneristo be subsumed into modekhose rare attempts are
surveyed in Chapter 2.



countries. Our analysis finally ushers in a widegea of questions. How can we first assess
institutional systems empirically, and then comptrem? Is there an institutional pattern
common to all emerging and developing countriesdf, do individual institutional
configurations cluster into a limited number of ret&? What are the main long-term
determinants of these models, and what specifiteqret of socio-economic outcome are
associated with them? What paths of institutionainalization are open to countries trying to
escape the poverty trap? All these questions argeep interest for all of us who try to
anticipate what the world economy will look likethin the next two decades. Addressing
them is also crucial for the social scientists (eguists, political scientists, sociologists)
investigating how economies, polities and socighésrplay and self-organize in a globalized
world. This book is our contribution towards thisad)

1.2. VARIETIES OF MATURE CAPITALISMS: WORKING OUT HE ELEMENTS
OF A SYSTEM-BASED METHOD

National variations of capitalism have been exauihy comparative capitalism (CC)
literature throughout the last two decades, essgntbby implementing a systematic
comparative approach to mature economies’ institali systenfs National capitalist
economies are generally characterized by distimstitutional configurations, sets of
complementary institutions generating a particslgtemic “logic” of economic action. Five
main sectors, and the institutions regulating thane, usually analyzed: (izdustrial and
labour relations either more or less individualized or else cdiledy negotiated, with
varying rigid hiring and firing regulations; (2prporate governance and finanagenerally
pitting stock-market reliance against dependencianks; (3product market regulation and
inter-firm relations including firm strategies, trade and competitmolicies and the degree
and quality of regulation; (4fraining and education systemgpposing general knowledge
and specific skills training; and (8)e level and type of social protectjayenerally opposing
generous socio-democratic and mixed public-prigateemes Models of capitalism are then
depicted as simultaneously singular and consistdidulations of these sectoral regulations.
It is generally inferred from the ensuing capitalisnodels that different institutional
arrangements have distinct strengths and weakn&ssedferent kinds of economic activity.
Consequently, Comparative Capitalism proposes plapation of performance heterogeneity
based on institutional diversity, and not, as wastended by international organizations like
the World Bank until the mid-2000s, based on thepse distance from an institutional
frontier incarnated by the liberalized market ecormmodel.

Obviously, emerging and developing countries’itnbnal systems do not fit neatly
into the fully complementary institutional configmions that have been honed for mature
industrialised countries. Nor do they conform te timstitutional model inspired by the
Washington consensus, with markets and organizati@mg supported by a minimal set of
regulations and a minimal perimeter of state irgatwon in the economy. That is why some
CC scholars have come to consider that the capitaliemerging in Eastern Europe and Latin

* Hall and Soskice (2001) is probably the most citfdrence inside and outside this strand of litega For an
exhaustive survey, see Jackson and Deeg (2006).

® There is no such thing as a definitive list of ihetitutional domains to be found in the litera@ufFor
example, the status that must be given to the’stdirect intervention remains subject to debatg it same
token, there is uncertainty as regards the optitegiree of disaggregation within each “domain” (Deeg
Jackson, 2006). Domains like labor market and ethcare, for example, sometimes aggregated in® on
single institutional dimension. Furthermore, typpls of capitalism generally consist in “typologie$
typologies”, namely assemblages of institutionahdm typologies (Deeg and Jackson, 2006). Had theea

an agreement on which domains to include, typokdiat are used to describe governance within those
domains would still be so different that they wogkherate different national typologies.
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America, as well as those in China and India, sthda@ grouped together as an “emerging”
capitalism ideal-type (Hancket al, 2007: 4). Still, these isolated attempts to ty@ifvariety
of capitalism for all developing countries tendctansider only a limited number of regions
and generally fail to address capitalism heterdgewithin each region. Moreover, these
studies are generally basedapriori ideal-types of mature OECD capitalisms, subsedyent
used as yardsticks for comparing emerging capitalmodels, with these being merely
catalogued as deviant or intermediate avatars oC@E&vell-identified models. Lastly, by
predefining their ideal-types as internally coremst complementary institutional
configurations, CC scholars seldom discuss theilpiigsof hybrid systems having their own
form of efficiency, especially as regards countriggose capitalism is emerging from
“archaic” forms of relation-based governance meigms.

Comparative capitalism has not, in fact, realkgrpted to analysper se and for a
comprehensive sample of coutries and regionsnteéutional configurations that support the
formation of emerging capitalisms in Asia, Africadalatin America. The exclusive focus of
the CC literature on OECD countries fundamentatgms from the common belief that
capitalist systems of emerging countries are nofully stabilized institutional systems, with
their transitional configurations being destinedctmverge ultimately towards one of the
well-identified mature forms of capitalism. Thesmezging capitalisms might, accordingly,
not attract scientific interest since they wouldeoeisaged as just shifting from one transitory
form to the next more formalized ones. Howevers treéluctance to consider developing
country’s institutional systems in their own righeglects, in fact, two crucial and related
points.

First, in a globalized economy, all capitalistteyss undergo constant pressure for
change. Two rival views have structured the litemat The first view sees globalization as the
main driver of a race to the bottom in what consesacial regulations that may, ultimately,
prompt a convergence of institutional systems to@ane most globalization-friendly model.
According to Freeman (2000) and Benabou (2006),balipation and information
technologies have strengthened the single-peak ofetive world. Labour markdtexibility,
or a modest welfare state, can help advanced edesattain higher competitiveness in an
open world (Benabou, 2006). But globalization mksp arive developing countries to adopt
lower labour standardsnd levels of social protection, with social dungpexerting, in turn,
unfavorable effects on socioeconomic development(iR, 1997; Rudra, 200750, similar
trends seem to affect emerging and advanced dam&l since globalization and
technological diffusion expose all capitalist syseto similar pressuteYet, since they will
not cope with these pressures by adopting simdanemic and social regulations, more
attention should be paid to investigating how depetl and developing economies
simultaneously and strategically adapt to globalra knowing thatthe latter may, in turn, be
strongly endogenous to these adaptation choices.

Second, most of these emerging capitalisms haapetk significant benefits from
globalization, with their firms and exports now reasingly challenging the more mature
industrialized economies. They have also succeedsuynificantly reducing poverty and in
shifting their reform agenda towards social inalesiess, but in their own way. Despite the
globalisation-led pressure for institutional corgece, with the concomitant risk of a

® The thesis that capitalist systems are convergingrds a minimal form of globalization-compatilvelfare
model has also been criticized by Rudra (2007, p@®8 Acemoglu et al. (2012) who both show, althoug
they use radically different approaches, that ditgof national socio-economic models can be naameid and
even strengthened by globalization because therdiit capitalisms are actually complementary. Bgutdr
Hall and Soskice (1999), institutional diversitynche maintained since each singular variety oftaipmn
embodies specific institutional comparative advgesa with these comparative advantages being, rim tu
reinforced by the intensification of trade.



political backlash, both the diversity of institutial models and integration within the world
economy have proven to be remarkably compatiblesacemerging capitalisms. The contrast
with mature capitalisms is so striking that an uefitial periodical likeThe Economist
recently brought out a special issue, entitled “Vistble hand”, which deals with these new
forms of non-liberal State-coordinated capitalidmttare currently emerging in developing
economies. Not only are they in competition with thature economies but, it is argued, their
different models of State support of industriali@atnd growth could, even more surprisingly,
prove a possible source of inspiration for thoséuneacapitalisms, which seem to be durably
stuck into a structural crisis modéhe Economist2012). This affirmation comes over as a
condemnation of the all too frequent quasi-evohitib vision of emerging capitalisms as
being merely unstable transitory forms.

Although development economics and comparativéalagm scholars would be right
to put this topic on the agenda, the large, fundaaialifferences that exist between regional
and national forms of emerging capitalisms stiktai¢o be fully addressédAs explained in
the next subsections 1.3 and 1.4, this necessigategting a multidimensional vision that
simultaneously builds on existing works dealinghmhe role of institutions in economic
development and the variety of capitalist econosystems, whilst going beyond their
shortfalls by developing an appropriate perspedaiveé method. It should notably be borne in
mind that these differences have to be assessedmalgtstood in connection with the specific
context of developing countries as will be docurednh the section 1.5. °

1.3. ANALYSING DEVELOPING COUNTRIES’ CAPITALIST SYSEMS THROUGH
THE LENS OF INSTITUTIONAL CLUSTERS

According to Acemoglu and Robinson (2012: 68), akphg economic development
gaps between nations requires understanding whyéssocieties are organized in socially
inefficient ways”. Since North’s (1990) path-breadibook, economists generally consider
that socio-economic organization is more efficigriten transactions and conflicts across
individuals and groups of individuals are bettergymed. At the scale of the nation,
governance is defined as (i) the set of goals ctiMelly desired and (ii) the set of processes
and instruments by which a given group chooses doage its affairs towards these goals
(Baland et al., 2010). Among these instrumentstitut®ns, commonly defined by
economists as humanly devised constraints on itdali decisions constitute the building
blocks of political, economic and social governahgdraming social, economic and political
interaction. Taken together, all these instituticagy governance to the targeted population
by enabling individuals to reach their individualdacollective goals through any sort of
transactions as well as through the formation génizations.

Neo-institutionalist scholars have regularly pethtout the systemic nature of
institutional governnance. A given institution’spe&ity to provide a convenient set-up to
individuals and organizations fundamentally religsthe pattern of its articulation to other
complementary institutions. In the words of Nort891: 109):

"The institutional matrix (...) consists of an irdependent web of institutions and
consequent political and economic organizationst thee characterized by
massive increasing returns. That is, the organtretiowe their existence to the
opportunities provided by the institutional frametadNetwork externalities arise
because of the initial setup costs, the learningect$ described above,
coordination effects via contracts with other orgaations, and adaptive

" A similar point is made by Becker (2009: 61).
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expectations arising from the prevalence of coningcbased on the existing
institutions”

Surprisingly, although strongly influenced by th®rementioned North’s statement,
neo-institutionalists have tended to disregarddytemic nature of institutions in order to
explain economic development. From the mid-199@sands, a growing number of empirical
papers started to point out the impact of current gast institutions on economic
developmert These papers were generally based on a simplenpsisn: institutional
differences across countries help explain the gienrste of large income gaps, because
different institutions generate different economnicentives for agents (North, 1990; Djankov
et al, 2003). Put simply, badly or weakly enforced imdions and legal economic and
political governance explain African countries’ gistent poverty, while strongly enforced
and highly protective and inclusive institutiongate the conditions for long term social and
economic development in affluent countries. Empirgtudies supporting the hypothesis that
institutions are crucial determinants of econonmegaedlopment differences have grown apace
ever since the turn of the 1990s. Although addngseiore specialized types of institutions,
such as those regulating finance, competition drsoda market, these studies still
predominantly mobilized one-dimensional approachdgt) their empirical analyses being
mainly motivated by efficiency issues, i.e. measgrihe degree of functional attainment of
various degrees of regulation. For example, thexelménvestigated the effect of an increased
finance deregulation on financial development (loat#et al, 1998, Beclet al, 2003) or of
more flexible labour regulations on labour markdficency (Botero et al, 2005).
Consequently, they did not prove of great helpnalyzing the economic systems of sectoral
institutions. Only very recently have several papstempted to identify more explicitly the
clusters of institutions that matter most for eaoi®m development (Rolland and Jellema,
2011; Besley and Persson, 2011). But their approaes not really address the full set of
complementarity characterizing institutional sysseas exposed in Chaptér 2

In fact, analysing national capitalisms’ institutal governance would require
investigating the extent to which the national egstof institutions effectively reaches the
collectively desired goals. According to Balandaét (2010), however, governance is too
vague a rhetoric and it may be intrinsically impbks to unbundle it by unambigously
identifying its subcomponents and relating therthesinstitutions that were initially designed
to supposedly reach these subgoals. For this rets®mpresent book will look at systems of
institutions, by investigating their regularitiesdasingularities, their internal consistency or
inconsistency, without systematically relating thaésstitutional systems to the implicit goals
they may target. Going back to social goals woelguire analyzing political systems and
trajectories for each country which is out of reachthe context of the present book. The
social goals possibly underlying each one of theehaentified are nevertheless discussed in
connection to the institutional hierarchy assumpiioChapter 12. In addition, we try to trace
back institutional trajectories to the historicafjgence of social goals underlying them for the
specific case of six emerging countries (Chaptgr 13

Although we will assess it through the partialdesf institutional systems, the term
“governance” will nonetheless be used, throughbetltook, as a summary term for the main
goals of institutions and organizatiomg, reducing transaction costs, supporting cooperation
and coordination and mitigating conflicts imposgddzonomic interactions in the different
ectors of the capitalist system. Governance isetbez conceived, in the first place, as the
outcome of sets of specialized institutions andaoizations conditioning and influencing

8 Among the most frequently quoted papers are Ke@f95, Mauro, 1995, Rodrik, 1999 or Acemoglu et al
2001.
° Pryor (2006, 2011) constitutes an important exoeptis works are further discussed in Chapter 3.
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individual and collective behaviour in each seabthe economy. Consequently, governance
of the whole capitalist system is the articulatodnts different sectoral modes of governance,
with this articulation proving fully consistent feome countries while being, on the contrary,
deeply dysfunctional for others, as will be exptbie the next chapters.

In addition, we believe that the term governareearticularly convenient for our
purpose since it encapsulates both public and feriseurces of sectoral regulation and their
complementary impact on agents. As an illustrattbe, social protection sector is governed
by a mixed set of public rules and private orgatimzes, complying with these rules, in many
countries. This is also true of environmental ragah which generally articulates publicly
enforced rules and Non-Governmental Organizatior@itoring.

Various patterns of institutions and organizati@rsiculation supporting the working
of the markets or sectors constitutive of the disit economie’S have been observed in our
sample of countries. Each one of them will be atergd, throughout the book, as a “sectoral
governance model” and will be labeled in consistewtth its general logic. For the sake of
convenience, these labels will be reported inasalvithout capitalized initials. Ultimately, the
significant variety of combinations of “sectoralvgonance models” that we will observe at
country-level will be reduced to seven original ahsttinct “models of capitalism”, as will be
explained in the next section. In order to cleaifjerentiate capitalism models from sectoral
governance models, the former’s label will be régabrthroughout the book in italics with
capitalized initials.

1.4. FROM INSTITUTIONAL CLUSTERS TO THE 2+4 MODELSF CAPITALISM

The book is mainly about the institutional clustarnderlying capitalist market
economies, especially in developing and emerginghces. What are these clusters? How
can we identify and then study them empirically2 Anere common institutional clustering
patterns across countries? If so, what are theiin fang-term determinants? Are there
specific economic outcome patterns associated thigése clusters? Can different forms of
institutional complementarity be observed? The gmedook will therefore identify and
compare capitalisms across developing countrigs\mstigating and comparing the systems
of institutions governing their constitutive markeand sectors. Accordingly, we have
deliberately chosen to question these so-calledgngeforms of capitalism without seeking,
a priori, to define them by their distance from the morabdized OECD models of
capitalisms. We have considered, conversely, tivegrging forms of capitalism ought to be
examined in terms of their own underlying pattefrsacioeconomic organization, that is the
specific mode of articulation of the institutionsvgrning transactions between individuals
and organizations in such different sectors asywmtoh and trade, labour relations, finance,
education and training or social protection. Thesecific modes of institutional articulation
are first characterized and then confronted withide array of socioeconomic determinants
and outcomes. Quite predictably, these original efoadf emerging capitalisms that we
uncover do not look like their European or Americaunterparts. What is very surprising,
however, is that most of them are remarkably hetmeous: what is true for Shanghai is not
true for Johannesburg or Rio. This book showsaat, fthat Indian and Brazilian capitalisms
differ in much the same way as Chinese and Europellorth American capitalisms.

Our method of institutional systems comparativalysis is original since it is both
guantitative and qualitative and is two-tiered. ngsia comprehensive sample of 140
developing and developed countries, the institaticarrangements of the various sectors
constitutive of the whole socioeconomic systemdlab competition, education, agriculture,

' These sectors and markets are goods and labor tsafikance, social protection, education, envirentror
agriculture.
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environment, finance and social protection) hav&t been systematically investigated, with
this first step being reported in the seven chappéthe book’s Part two. Each sector (labour,
competition, finance, social protection, educatmd training, agriculture and environment)
is separately analysed. The choice of variabled tsanalyse the institutional governance of
the sector is initially justified as regards theerature. The countries are then clustered with
respect to their similarities in terms of the ingibnal variables governing the sector. The
resulting country clusters are finally charactettiznd labelled as distinctive institutional
governance types for that sector. As this procedvas replicated for all seven sectors, a
corresponding set of seven sectoral governances typee per sector, was ascribed to each
country to depict its socioeconomic system. We ttadl set the country’s vector of sectoral
governance models/types or the country’s instit@i@onfiguration.

It is only in a second step, reported in the bedRart three, that these are used to
reconstitute the institutional systems of our coshpnsive set of countries. These country-
specific vectors of sectoral governance types whue clustered, with each cluster grouping
the countries that are most similar in terms ofrtiaector of sectoral governance types. Each
group of country thus identified constitutes a ididive capitalist system model. The
diversity of the national institutional configuratis highlighted at country-level, as described
by the vectors of sectoral governance types, haslieen reduced until 2+4 varieties of world
capitalisms are clearly and robustly identified.eThrst two models support the existing
literature concerning OECD capitalist models, simee find that the twdLiberal Market
Economy(LME) andCoordinated MarkeEconomy(CME) ideal-types are generated by our
data analysis, and those two models also includared Asian, Latin American and
European economies that are often labelled as emgerforea, which has progressively
developed an economic system close to thatME, and Argentina and the Ex-Socialist
CEECs that went on to reform their institutiondime with the Washington Consensus or the
European Union socioeconomic organization. Incaog environmental regulations entails
significant and new patterns of differentiationvbe¢n the mature and emerging capitalisms.
For theCME and LME clusters, which mainly include OECD countries, #mironmental
regulations are very marked.

The four models that remain are specific to degwelp and emerging economies.
Strikingly, no regional model clearly emerges faher Latin America or Asia. Low-income
countries, mostly to be found in Africa do, howevarare common patterns as regards their
institutions and regulations. Since they have a idant institutional configuration, poor
countries tend to cluster into th&ormal (Weak Stafesocioeconomic model, a model which
remains remarkably stable throughout the differgages of clusterization. As for middle
income and emerging market economies, we find ttistenctive types of economic systems.
The first model, theSlobalization-Friendlyone, includes small and open countries that owe
their economic performance to a deregulated outwarhted private firm-type of capitalism.
This model fits remarkably well with the High Perfang Asian Economies (World Bank,
1993). The secondstatist (Resource-Dependgninodel, includes bigger countries that are
heavily regulated and in which State interventiorthe economy is high, via State-owned
firms, strong degrees of red tape and market régaland high levels of State transfers to
consumers and producers. Wher&8#atist(Resource-Dependgntountries are aware of the
need for biodiversity and environmental preservgtithis is less so in the case of
Globalization-Friendly countries. These two groups have, however, deedlop certain
number of minimal regulations, wherebdormal (Weak Stafelow-income countries have
developed very few.

A strong and additional originality of our worle$ in the cluster of countries that have
experimented singular institutional configuratiamsich predominantly combine original and
singular sector-related institutional typedigsyncratig, or else mix well-identified sector-
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related institutional types in a deeply originatiaingular way Klybrid). It should be noticed
that, within theHybrid sub-component, some countries have deliberatelgerhto adopt such

a hybrid or disarticulated system. Others, howekiave engaged in the difficult process of
transition from a predominantly informal systemataonore formal one. This has led to the
articulation of institutions and regulations thhosld not have been associated, either because
they are not complementary, or because they dodmsmglay homogeneous degrees of
“formalization™*. Although the transitory nature of institutionayseems in developing
economies is one of the challenges we had to asldnethe present book, other features of
developing countries had to be accounted for amadt deth by our methodology as explained

in the next section.

1.5. WHAT IS SO SPECIAL ABOUT (ANALYZING) DEVELOPI& COUNTRIES’
CAPITALISMS AND HOW WE DEAL WITH THAT?

CC represents capitalist systems as more or labgestquilibria simultaneously determined
by domestic and external conditions. As soon asethoonditions change, institutional

systems have to adapt in order to remain functiandker the new set of internal and external
constraints. Any institutional system therefore gyates obvious incentives towards the
preservation of its structural specificities be@aubese specificities feed its comparative
advantages, thereby binding actors to the systeafi @d Soskice, 2001). Accordingly, all

national institutional systems, including thosecofrently developing countries, were crafted
under a wide spectrum of external and domestic itiond. Among the various sources of

influence commonly experienced by most of thesent@s, two specific and complementary
ones should be highlighted: the pressure of rap@h@mic change on institutions, and the
specificity of institutional change patterns, cltdesized both by huge external influence and
the persistence of informal or inefficient instituts.

As argued by the modernization school, rapid egooochange puts continuous
pressure on socioeconomic organisations and rfdesng them to constantly adapt under
path dependency constraints (Lipset, 1958). Side®y trequire changes in productive
organizations and of socioeconomic incentives, etl@mof structural transformation such as
the shift from traditional or agricultural to modeor manufacturing industries, growing
urbanization or the rise in population educatidesakls generally go along with institutional
change. Institutional adaptation must match thewea needs for transaction cost reduction,
impersonal exchange, socioeconomic empowerment,pahtical accountability that come
with economic development. Similarly, income distition change, such as the rise of middle
classes, can trigger change in the balance of gmmditical forces for countries still facing the
high stakes of both poverty reduction and demaoctednsition or consolidation.

Almost all developing economies markedly face thmallenge of a transition to
formalized systems of institutions, requiring agetat move from a relation-based system of
rules to a formal one (North, 1990; Dixit, 2006ucE a formal system usually relies on
centrally enforced rules (Pryor, 2010; North et 2008), with the State having the necessary
fiscal and legal capacity to impose the rule of @esley and Persson, 2012). During the
transition process, however, countries can becamtengled in contradictory patterns. In the
first phase of economic development, economic diets/on a small scale can be backed up
exclusively by relation-based norms and enforcenmeethanisms. Since private modes of
economic and social governance tend to self-enfancecentralized State governance is

™ This is why Chapter 13 proposes a more fine-gthiagalysis of those different Hybrid-Idiosyncratic
institutional trajectories, essentially by devetgpihistorical comparative analyses for Brazil, Bi@lippines,
Cote d'lvoire and Colombia in order to deciphersihadalifferent patterns. Focus is also placed oratgest
emerging countries: Brazil, China, India and Russia
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needed. In such a setting, certain forms of comwaptnay well favour economic efficiency,
provided that corrupt organizations avoid excesgiradation. Dixit (2004: 152), however,
argues that, at some intermediary levels of incotine,relation-based information network
may weaken, to the point where contract enforcenremio longer sustained, essentially
because the cost of setting up centralized Staeeba@nforcement mechanisms remains
excessive as regards the current scale of activitisofar as the weak efficiency of poorly-
qualified civil servants reduces the credibility thfe centralized enforcement system, the
survival of traditional modes of governance canridepthe new system of the experience it
needs to gain in efficiency and credibility.

It could be argued, accordingly, that analyzindydormally measurable institutions
does not fully address the complexity of developtogntries’ mechanisms of coordination.
As an illustration, Dasgupta (2005) reports thatgountries where the law does not function
well because of high corruption or the poor degoéeproperty rights and contract law
enforcement, communitarian relationships help kssgple alive and allow them to trade and
invest. In poor countries where a formal legal eysis lacking or is insufficiently enforced,
informal trust, with or without third-party enfomoent, may be the only option (Heller,
2009). As economic development spills over, thedniee impersonal market mechanisms
increases but, as long as the communitarian itistitsl arising from interpersonal networks
survive, they can crowd out markets and hinder@ogress toward a deeper enforcement of
market-supporting formal institutions. Although antbination of traditional and modern
systems can lead to excessive transaction costs, db efficiency and an increase in
opportunistic behaviour (Dixit, 2004; Rodrik, 200&)ost developing countries have found it
difficult to introduce and enforce formal bodiesrofes, mostly because the persistence of
informal institutions based on kinship or netwonkay eventually trap poor economies into a
low-level equilibrium (Akerlof, 1976; Hoff and SeRB006). Hence, measuring institutions for
mainly informal economic systems is tantamountdcoading a value (generally subjective)
to formal institutions whereas, in fact, informabvgrnance mechanisms are at work.
Accordingly, there is a significant risk that tlevél of rule enforcement may be undervalued,
because the expert only evaluates the degree ofcemfient of formal rules, and not the
possibly efficient functioning of informal mechamis of governance.

The survival of inefficient or sub-optimal instiions is therefore a critical feature of
developing countries. Developing countries may tekéd into inefficient institutions or
institutional configurations because there aredixetial setup costs, with increasing returns
being attached to the adoption of a given instnl architecture (North, 1990, 2009he
risk of inefficient institutions surviving is furén worsened by political or economic losers’
resistance to change (Acemoglu and Robinson, 2@0Q2). In most poor economies,
institutional change is actually hindered by stuuat factors of inertia limiting the potential
for collective action of a broad share of the pagioh (Olson, 1964; Bardhan, 2005). Among
these factors, agriculture predominance, high dégece on natural resources, high
inequality in income and assets, or non-democratid non-participative institutions have
been pointed out at by recent literature. Endogenostitutional formalization can thus be
blocked in poor developing economies, where th@asad economic activity is not sufficient
to cover the costs of enforcement. Simply tryingremsplant western norms of centralized
State governance to such countries can, howeware pneffective, as explained below.

Drivers of institutional change may also be relate changes external to the
developing economy. First, few developing counttiese avoided, at some point in their
history, the need to modernize their legal systbyna process of transplantation (Berkovitz et
al., 2003). Various legal systems have been pirtiednsplanted in developing countries,
first by colonizers (Shleifer et al., 2008; Acemoghnd Robinson, 2012) or, after
independence, via international experts’ soft po(izezalay and Garth, 2002), or even by
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military influence (Bergeret al 2012). Likewise, during the last two decades, ynan
developing countries have been constrained, eithertrade agreements or structural
adjustment, to open up and liberalise their ecoremiery suddenly, thereby imposing
competitive and technological pressure on theimesgavith subsequent distributive effects.
Even though common law transplants have been fdanble more propitious to income

growth and financial development (Shleifer et 2008), transplant conditions tend, in fact, to
be more important for economic development thanpimticular rule being imported. More

specifically, rule-based governance is shown tobee effective when the receiving country
has developed legal systems internally, or has bbento graft the transplanted law onto its
indigenous legal system (Berkovitz et al., 2008).most developing economies, however,
socioeconomic systems are still governed by simattasly operating conflicting systems of
rules and enforcement, with each system bringmg@wn specific benefits and costs. Certain
dimensions of the systems are close to the institat frontier, whereas others stand very far
from best-practice standards.

Finally, globalization-related trends have alseréed a considerable influence on
domestic institutional systems. On the one hantggmation to global value chains of
financial markets impose that developing countsesultaneously adapt their policies and
regulations to international standards or besttjmes: But, on the other hand, the growing
competition between developing countries to attféldt or increase their share of global
markets intensifies the need to further differaetianstitutional systems. Institutional
differentiation can take various forms ranging frdme legal organization of social dumping
to the state support of skill upgrading. Of courslemestic and external sources of
institutional change cumulate their effect. Ther@sie politico-economic equilibrium is, for
example, currently undergoing severe pressureefiorms, as a growing middle class rapidly
emerges and the globalized drivers of growth fagaya(Xu, 2011; Bardhan, 2011). The
institutional forms resulting from the sum of imat and external pressures are consequently
condemned to be radically different from those olse for European countries, when they
emerged several decades ago or, even, from mastrEast Asian catching-up successes.

Our analytical framework has been specifically gesd to address the above-mentioned
traits of developing countries’ institutional fegds.

First, insofar as there were no widely acceptediets depicting what capitalism
would actually look like in these rapidly changioguntries, it became essential to reject the
usual top-down CC approach, and to replace it witlottom-up one. The top-down approach
first defines models of capitalism as ideal-ty@ey] then tests these models against countries
that are generally considered as their counterp@ts bottom-up approach is, however,
essentially inductive, since we first observe thecgalized institutions governing transactions
in the various sectors of the economic system,thed go on to examine how they tend to
regularly coalesce into institutional configurasomat system-level. We also observe the
dynamic paths of institutional change leading coesf whose initial socioeconomic
characteristics were fairly close, to eventuallg@tdadically different models of capitalism.

Second, the theory of institutional complemeniesitat the core of the CC analyses of
OECD capitalisms, has been adapted to fit the tyeali developing countries. Since in
developing countries, observed institutional systeare the result of the variety of
conditioning factors and influences described abthwey can't be considered as fully-fledged
systems, with their stability being bolstered byoem of internal consistency provided by
complementarities. On the one hand, some institatiosystems present forms of
complementarities or network externalities inciddgt emerging, although they were not
initially expected to raise efficiency. We therefointroduce the notion ofle facto
complementarities to allow for possible experimgatadriven efficiency, i.e. forms of joint
efficiency that may be generated by apparentlyrmgatible institutions. The mix of market-
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based and state-based modes of economic coordinatiplemented by China during the
1990s and early 2000s is a good illustration of de factocomplementarity. Conversely, we
call de jurecomplementarities the type of systemic efficietitgt can be expected from the
implementation of a wholesale set of sectoral tustins supposed to be internally consistent
because they are driven by a common principle gamization. On other hand, developing
countries show forms of negative complementarities, negative network externalities,
engendered by sets of complementary institutionsseltumulative effect traps the economy
into a low equilibrium. In that case we talk of fe® complementarities, by opposition with
the positive complementarities whose main effetd ispur economic development.

Third, a specificity of our approach is that itables a set of idiosyncratic forms of
institutional governance to be identified at sedewel. We show that these idiosyncratic
forms finally tend to cluster at the second stafjeus analysis, coordinating at institutional
system level, thereby forming the so-call&diosyncratic model of Capitalism. Other
countries have articulated types of institution@ernance that are not currently articulated in
the sample of countries. In that case, they haweldped the so-calletiybrid form of
capitalism.

Fourth, the sectors used to describe institutidystems have been extended to
incorporate agricultural institutions and enviromta regulation. Whereas some developing
countries, including the BRICS are complex systems combining large agricultseaitors
and fast-growing industrial activities, most of riestill rely heavily on agricultural and
mining resources. It might be argued that a minimiewel of production per capita is
required to allow capitalism’s capital-intensive thels to ensure a significant production
surplus. Pryor (2011) points out thatlthough highly commercialized agricultural soocssti
might conceivably achieve such a surplus, in thet wrejority of cases a significant volume of
tradable goods implies a level of per capita prditut and industrialization not possible with
handicraft technology Yet, assessing the minimum level of per caprtadpction required
for such a tradable surplus raises considerabliculifes, notably because measuring
informal production in low-income countries remaims puzzle for national account
statisticians. This is why we have chosen not tiindesuch a threshold, but have explicitly
introduced agriculture as a sectoral dimensionneérging capitalist systems. As for natural
resources, some developing countries have recentlyarked upon long-term conservation
schemes to protect their biodiversity. Equally, soai the biggest emerging nations, like
China or Brazil, which are becoming increasinglyassv of the dramatic environmental
damage triggered by rapid trends of urbanizatiahiadustrialization, are trying to integrate
this sector into their own regulation system. Sitieese two sectors do have a large influence
on living conditions and, hence, on prevailing spadiitical equilibria in most developing
countries, introducing them as a full componentaitomparative analysis of developing
countries’ institutional systems certainly makessse

1.6. WHAT THIS BOOK IS AND WHAT IT IS NOT

It would now seem opportune to situate our work @adesults in relation to other recent
works with which it shares both obvious connectiassvell as crucial differences.

The approach we have adopted is extremely compseree since the original
methodology developed here is aimed at identifyhng types of socioeconomic governance
for seven specific sectors of the market capitalystem, using a broad sample of 140 less
developed, emerging and developed countries. Weeftire compare the institutional
configurations underlying capitalist systems of i@evsample of developed and developing

12BRICS is the acronym for Brazil, Russia, Indiaji@hand South Africa.
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countries, jointly analyzing welfare state insiibus and those concerning the finance,
production, agriculture, environment and educasiectors. Our book therefore helps improve
our understanding of institutional diversity by qaaning clusters of institutions for a very
broad spectrum of countries, thereby extendingethisting body of comparative analysis of
capitalist systems to a range of countries thaehgenerally been excluded from existing
typologies.

Conceptually, our approach is fairly close to thCC, but we explicitly address the
emerging capitalist systems that can be observathgmon-OECD countries. Like CC, our
methodological approach assumes the possibilityitisétutional complementarities between
distinct sectors of the economy can lead to mdtigdmbinations of institutional variables
and, hence, to different types of capitalism. Hogreunlike CC, we have chosen not to focus
explicitly on the issues of business governance sl relations but, instead, to examine
seven complementary institutional dimensions coxeagriculture, competition, education,
the environment, finance, labour, and social praectAnother, really crucial difference,
with CC is that we do not start from priori models defined bya priori clusters of
institutions. Instead, our approach generates @lssked clusters of institutions that tend to
be either frequently or idiosyncratically obsenasioss national economic systems.

Throughout the book, strong emphasis has notaddy Iplaced on emerging countries,
because they exhibit original, often innovative ysv@f organizing their economic systems.
Our empirical contribution to the analysis of eniieggmarket economies shows that the
variety of their institutional systems paves theyi@ adopting different strategies to escape
the poverty trap. However, the sector-based andrsity-conscious analysis that we have
adopted here enables us to propose a variety dfuienal modernization paths, including
very experimental and hybrid approaches.

It should not be forgotten that, as our main geéb assess the multidimensionality of
institutional systems, we have had to adopt a mandsrd approach. We have chosen to
eschew the dominant cross-country econometric apgprdased as it is on a one-dimensional
assessment of institutional attainments, favouamgore multidimensional approach focused
on the institutional clusters to be found acrosgide range of economic systems. Although
research on the causal links between institutiolsexonomic development has grown apace
and furnished significant results, it does not mtews with a germane analytical framework
with which to assess the diversity of economic eayst In Part three of the book, the
determinants and economic performance associatdd these economic systems are also
described, as well as their main institutional ctenpentarities. The particular institutional
trajectory that led to a number of important emeggiountries choosing to adopt one specific
model of capitalism rather than another is alsdyaed there.

Our empirical work is nevertheless informed by exies of analytical premises
inspired by standard institutionalist literaturésg as economic actions are embedded in the
whole social domain, they require coordination @veynance by formal and informal
institutions (Granovetter, 1985; DiMaggio and Pdwl€l91). Our work focuses its attention
on formal institutions and aggregate mechanismgasernance, with social networks or
associations being considered as only marginals ©hidue both to the low availability of
comparable micro-data about informal mechanismgosernance, and to the expansion of
the economic and social prerogatives of the staeranomies develop. One important formal
strand of the literature on institutions has depetba game theoretical framework of analysis
of micro-institutions and conventiolisbut its congruence with our work is limited. Edyal
micro-economic analysis of the institutional desofragrarian or trade contracts is not useful

13 See Aoki (2001) for an overview.
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for our purpose because it is unable to distingdiflerent macro socio-economic modéls
Land rights and contracts are nevertheless coresidén Chapter 9, as crucial institutional
dimensions of the agricultural domain.

Obviously, varieties of capitalism in developinguotries could have been analysed
through a variety of alternative theories. Insidns have been analyzed through various
angles and approaches that are very different fiteenneo-institutionalist one used in this
book. Heterodox approaches, such as the Americlahinstitutionalism’, or evolutionary
approaches have contributed to explain the natlunesttutions and of institutional change.
Old institutionalism focused its attentioan on gactions, and on the social context of these
transactions, insisting that they should be paidemattention by economists. Also our
approach is indebeted to old institutionalism, \ne iaterested in systmes of institutions, and
how they persist or not, more than by the very mreatf institutions. Likewise, Evolutionary
institutionalism has certainly contributed to thield, notably by elaborating a non-
deterministic framework of the emergence, persegeand change of institutions. Institutions
emerge and experience mutations through randonvatioms as unintended consequences of
individual and collective actions. One crucial asption of the evolutionary institutionalism
is that countries facing very different circumstasaenay converge toward a common set of
social arrangements that are favored, or selebted, similar evolutionary process (Parsons,
1964; Bowles, 2004). Our work does not test thesterce of such evolutionary universals,
for the mere reason that selection and putatiotgases take place over the long run.
Moreover, our work assumes that institutions migdkfter with different circumstances,
political and historical, so that institutional jeetories lead to very different models or
configurations across countries and regions. Weetbee had to adopt a neo-institutionalist
framework which is more consistant with this divigrassumption, provided that the analyst
gets rid of the functionalist assumption that thisrenly one best institutional shape in order
to meet any given social need as done in this book.

The Marxian approach would insist on the accumuotatregime as the critical
determinant of the shape of institutions, albeitheit being able to envisage a variety of
institutional dynamics. In this Marxian set-up, elisity only refers to the stage of
accumulation on a single scale shared by all dagiiteconomies. Accordingly, developing
countries’ capitalisms may not be analyzed by #pgroach since they should not differ
significantly from the paradigmatic model. Moreavireir description of capitalism is based
on a theory of the fatal crisis and collapse ofitedip systems that was contradicted by the
20th century historical experience. Also analyzomiges, the French Regulation Theory has
first described how institutional forms of capisah could change over time in industrialized
economies in order to adapt to new circumstancé®n,T by a priori identifying four
variations of industrialized capitalism, the Regola school has come up to analyze the
diversity of institutional architectures that caa bbserved across industrialized countries
(Boyer and Saillard 2002). Their framework of inttisdized capitalisms comparison is based
on sectoral dimensions (education and trainingpuabmarket institutions, ginance and
competition), analogous to those used by the Comtipar Capitalism approach on which we
have based our approach in this book. HoweverR#mgulation theory’s focus is essentially
put on industrialized countries’ typical crises, damasslightly attended to analyze
systematically the developing countries’ new cdisitas and their typical crises. For this
reason, the Regulation theory may not be helpfaluncase, although promising efforts have
been made to put emerging countries’ capitalisrostimeir pictures (Boyer, 2005).

Developing countries’ varities of developmentalteta have also been intensively
surveyed since the 1990s. However, taking EastrAstantries like Japan or Korea as their

14 On this specific domain of the institutionalistetiature, see Bardhan (2000, 2005), Fafchamps 2604
Pande and Udry (2005).
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benchmark, these comparative studies have tendddctes on state policies and state-
business relationships (Wade, 1990) or on the adtrative dimension of economic policies
(Evans, 1979; 1995). At last, they generally domty on a theory of the variety of
developmental states that could be borrowed angteddor the prupose of this book, namely
identifying and comparing institutional systems @merging capitalisms. Institutional
diversity across developing countries’ capitalidgms recently been emphasized by a handful
of economists. They all argue that Chinese, Indi@n/iethamese emerging economies could
reach high-growth performance and trade competiégs without having conformed to
economic policy orthodoxy (Rodrik, 2008a, 2008bithviheir institutional system exhibiting
singular country-specific features (Rodrik, 200&rdhan, 2010). Accordingly, delving into
each specific institutional system could help réwehat allows each different economic
system to reach — or not — the goals it has self.it&s explained in the next section, this
system-based analysis requires a convenient frankewdhich is borrowed to the
Comparative Capitalism (CC) literature.

Although our book is essentially academic andaeseoriented, we have nonetheless
not neglected various policy issues, especiallgehelated to institutional reforms. Currently,
standard institutional reform advocates strengtigeproperty rights, improving the business
climate and gaining democratic accountability. Eneagenerally advocate strengthening
property rights, improving the business climate againing democratic accountability,
especially in the case of low-income countries bmaddle-income countries experiencing
sustained growth slowdown. Our analysis, whichsitsson systems of complementary sector-
related institutions, sheds light on several défgr institutional modernization paths,
including a wide range of very experimental and rid/approaches. The sheer variety of
middle-income countries’ institutional systems segjg, in fact, that there are several
different trajectories available to low-income ctries in order to escape the poverty trap.
The various patterns of institutional reforms tbah be adopted by poor and middle-income
countries are discussed in the last chapter.

The book structure can now be outlined. In theoWaing two chapters of Part one, the
various attempts at characterizing developing a@esit institutional systems are first
critically overviewed, before our approach is symeit in detail. To be more specific, Chapter
2 argues that analyzing economic systems requirggproach based on institutional clusters
and institutional complementarity. Chapter 3 elabes on the theory of institutional
complementarity underlying our empirical approgaktifies the choice of seven institutional
dimensions (labour, social protection, educatioomgetition, finance, agriculture and
environment) and goes on to explain how the instiis have been clustered, first at each
dimension level, and then at system level. Thersehapters of Part two identify the types of
regulation and institutions governing the sevenatigions listed above. In Part three, Chapter
11 presents the 2+4 models of capitalisms idedtifie system level and characterizes their
main performances; Chapter 12 analyzes the maiitutisnal complementarities observed at
both national and synthetic model levels and adéieshe long-term factors that reinforced
the internal consistency of the models; Chapterati@resses the dynamic patterns of
institutional change for a selection of middle-inme® countries. The concluding Chapter 14
then discusses the full range of policy and refassues that have emerged throughout the
book.
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