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1.  Introduction

The last two decades 
have witnessed the 
widespread accep-

tance of institutions as the 
primal cause of sustained eco-
nomic and political develop-
ment in vindication of Dou-
glass North’s (1990) seminal 
ideas.[4]

     The core of North’s ideas 
revolves around formal in-
stitutions and the political 
as well as economic “rules of 
the game”. But his function-
alist take on what constitutes 
institutions that potentially 
impinge upon sustained eco-
nomic growth and develop-
ment is much broader. It not 
only acknowledges that so-
cial norms, beliefs, and infor-

mal organizations matter for 
economic development, but 
also that formal political in-
stitutions could be malleable, 
with the softer—and harder to 
measure—institutional deter-
minants coming to bear on the 
formal rules of the game.
     In fact, the interplay between 
technological changes on the 
one hand and ideologies, so-
cial norms, and beliefs on the 
other may well account for 
the causal channels through 
which a society’s formal in-
stitutions evolve and come to 
impinge upon its economic 
development. In our ongoing 
research project, we ask why 
so many societies fail to adopt 
political or economic institu-
tions that are commensurate 
with a changing technologi-

cal and economic landscape. 
In large part, our motivation 
stems from the fact that histo-
ry is replete with instances of 
societies cognizant of, but fail-
ing to adopt, advanced market 
structures, legal codes, and or-
ganizational forms. 
     Even more curiously, we 
find that the rejection of 
more efficient institutions 
against the backdrop of rap-
idly changing economic con-
ditions is frequently coupled 
with vative social and political 
backlashes and revivals. Con-
temporary examples of such 
backlashes abound, including 
the widely expressed desire 
among some segments of the 
U.S. population to “return to 
the 1950s” and the ubiquitous 
Middle Eastern trope of “re-
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turning to the Golden Age 
of Islam.” Such traditional val-
ues are often incompatible with 
advanced technologies and in-
stitutions because they were 
formed when the technologi-
cal and institutional environ-
ment was drastically different. 
So why do such conservative 
sociopolitical movements so 
often go hand-in-hand with 
institutional stagnation?

2.  The Analytical 
Framework

In Iyigun and Rubin (2017), 
we present a model that ad-
dresses these puzzles and show 
how the interactions between 
productivity shocks (via tech-
nology, immigration, or oth-
erwise) and ideologies can 
influence a country’s political 
institutions. In particular, we 
illustrate that the degree of 
uncertainty inherent in new-
ly-adopted production pro-
cesses could drive individuals 
to emphasize the intergener-
ational transmission of their 
prevailing ideologies at the 
expense of investing in a new 
cognitive framework for their 
children. This occurs despite 
the fact that education is the 
channel through which ideol-
ogies would evolve to remain 
compatible with new technol-
ogies. In turn, political rulers 
fail to adopt “better” and more 
efficient institutions even if—
and despite the fact that—do-
ing so would be a first-order 
economic improvement.

 The more uncertain the 
new production processes, the 
more likely that ideologies and 
institutions stagnate. In fact, 
even when adopting “better” 
institutions is unambiguously 
a first-order improvement for 
the society, as it is under our 
formulation, both the existing 
(backward) state of econom-
ic development and the soci-
ety’s ideological beliefs would 
be unlikely to change despite 
the fact that a change in either 
ideology or institutions might 
trigger a positive response in 
the other. But this is precise-
ly the point; in an uncertain 
world, such change is too risky 
and thus does not happen in 
equilibrium. In other words, 
conservatism is an outcome; 
it is not a root cause of failure 
to adopt more efficient institu-
tions and technologies.[5]

 Our second insight fol-
lows from the fact that tech-
nological progress (and, more 
generally, production process-
es) and uncertainty about new 
technologies often arise to-
gether. New technologies can 
represent a fundamentally new 
way of producing or consum-
ing at the expense of what one 
knows and is comfortable with. 
Moreover, new technologies—
especially those with a foreign 
origin—may not be compati-
ble with the existing resource, 
institutional, or ideological 
bases. Our model indicates 
that when uncertainty domi-
nates, institutions and ideolo-
gies are unlikely to respond to 

technological change. Hence, 
a “catch-22” arises where ide-
ologies do not evolve, and as 
a consequence institutions fail 
to upgrade. Meanwhile, it is 
precisely because institutions 
do not evolve that ideologies 
stagnate. In such a case, the 
conservative backlash is all the 
more pronounced as the tradi-
tional ideology is ascribed to 
in spite of a rapidly changing 
world ill-suited for old ideolo-
gies. 

     We next support the 
insights of our model with 
historical analytical narratives 
from three countries. Each of 
these narratives highlights the 
ideological and institutional 
reaction of non-Western so-
cieties when first confronted 
with Western institutions and 
technologies.

3.  The Ottoman   
Empire

It was by no means obvi-
ous in the 16th century that 
the Ottoman Empire would 
eventually fall behind its West-
ern European rivals. The Em-
pire expanded throughout 
the century and it repeatedly 
threatened the great powers 
of central and southern Eu-
rope—Spain, Venice, and the 
Holy Roman Empire. Yet, by 
the end of the 17th century, 
the Ottomans had clearly fall-
en behind. Even prior to the 
Industrial Revolution, this re-
versal of fortune was especially 
apparent with respect to tech-
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-nology (Mokyr 1990).
 The Ottomans were 

hardly unaware that the tables 
began to turn in the seven-
teenth century, when reformist 
sultans such as Osman II and 
Murad IV reigned. Nonethe-
less, while these prototype Ot-
toman reformers recognized 
that change was occurring 
in the West, their operating 
premise was the inferiority of 
anything Western, and their 
instincts typically involved 
a stronger emphasis on the 
Muslim-Ottoman fundamen-
tals (Iyigun 2015). Shaw (1976, 
p. 175) labels this initial wave 
of reforms as the traditional-
istic reform period: “Even the 
most intelligent and percep-
tive of Ottoman reformers [of 
the 17th and 18th centuries] 
adhered to the basic premise 
that the Ottoman system was 
far superior to anything that 
the infidel might develop, an 
attitude that had considerable 
justification only when it first 
evolved in the sixteenth centu-
ry. According to this idea, the 
reason for Ottoman decline 
was a failure to apply the tech-
niques and forms of organiza-
tion that had achieved success 
at the peak of Ottoman pow-
er, normally equated with the 
reign of Süleyman the Mag-
nificent. To the traditionalistic 
reformers of the seventeenth 
and eighteenth centuries, then, 
reform could be achieved by 
making the system work as it 
had previously.”

It was not until the 19th 

century unveiling of the Tan-
zimat Decree by Sultan Abdul 
Mecid (1839) that the Otto-
mans began to adopt Western 
institutions. The Tanzimat was 
the earliest constitutional doc-
ument in any Islamic country 
and culminated with the estab-
lishment of the first ever House 
of Parliament in the Muslim 
world, the Meclisi Mebusan, in 
1876 (Kinross, 1979, p. 474). 
It encompassed a series of re-
forms promulgated in the Ot-
toman Empire between 1839 
and 1876 under the reigns of 
the sultans Abdülmecid I and 
Abdülaziz. But these reforms 
came too late. By the late 19th 
century, the Ottoman Empire 
was known as the “sick man of 
Europe”, and its remnants were 
carved up by the victors of the 
First World War. What was a 
once powerful empire fell be-
hind and could not catch up—
not because it was incapable of 
adopting Western institutions, 
but because the beliefs of its 
people were incompatible with 
the adoption of Western tech-
niques. 
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that the Ottoman system was 
far superior to anything that 
the infidel might develop, an 
attitude that had considerable 
justification only when it first 
evolved in the sixteenth centu-
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was a failure to apply the tech-
niques and forms of organiza-
tion that had achieved success 
at the peak of Ottoman pow-
er, normally equated with the 
reign of Süleyman the Mag-
nificent. To the traditionalistic 
reformers of the seventeenth 
and eighteenth centuries, then, 
reform could be achieved by 
making the system work as it 
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It was not until the 19th 
century unveiling of the Tan-
zimat Decree by Sultan Abdul 
Mecid (1839) that the Otto-
mans began to adopt Western 
institutions. The Tanzimat was 
the earliest constitutional doc-
ument in any Islamic country 
and culminated with the estab-
lishment of the first ever House 
of Parliament in the Muslim 
world, the Meclisi Mebusan, in 
1876 (Kinross, 1979, p. 474). 
It encompassed a series of re-
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-forms promulgated in the 
Ottoman Empire between 
1839 and 1876 under the 
reigns of the sultans Abdülme-
cid I and Abdülaziz. But these 
reforms came too late. By the 
late 19th century, the Ottoman 
Empire was known as the “sick 
man of Europe”, and its rem-
nants were carved up by the 
victors of the First World War. 
What was a once powerful em-
pire fell behind and could not 
catch up—not because it was 
incapable of adopting Western 
institutions, but because the 
beliefs of its people were in-
compatible with the adoption 
of Western techniques.

4.  The Road to Mod-
ern Japan

Eighteenth and nineteenth 
century Japan, which wit-
nessed the decline and fall of 
the Tokugawa Shogun fol-
lowed by the Meiji Resto-
ration, is another relevant case 
that highlights the key dynam-
ics of our hypothesis. In par-
ticular, the last few decades of 
the Tokugawa era were exem-
plified by a number of reform-
ist movements, almost all of 
which had a conservative spir-
it. By contrast, the Meiji Resto-
ration was an initiative aimed 
at transforming Japanese soci-
ety, economy, and institutions 
based on an acknowledgment 
of Western superiority.

The contrast between the 
Tokugawa era and the Mei-
ji Restoration, as it relates to 

our hypothesis, is perhaps best 
expressed by Jensen (2000, 
p. 237) “In many respects, it 
would be more meaningful 
to refer to the [Tokugawa] 
‘reforms’ as attempted ‘resto-
rations,’ since each of them 
tried to bring about a return 
to the remembered fiscal and 
administrative health and 
vigor of the seventeenth cen-
tury. The Meiji changes, on 
the other hand, better deserve 
the term ‘revolution,’ for they 
brought permanent change to 
Japan’s institutional life. Not 
one of the ‘reforms’ succeed-
ed in its goals, but each added 
institutional innovations in its 
attempts to deal with the in-
creasingly complex problems 
of Japanese society.” In other 
words, the reform attempts 
during the Tokugawa Shogu-
nate in the 18th and 19 centu-
ries were practical innovations 
undertaken in response to the 
rise of Japanese commercial-
ism (Jensen 2000, pp. 238-9). 

By stark contrast, and in 
defiance of its official title, the 
Meiji Restoration was a whole-
sale reform initiative driven 
in large part by an acknowl-
edgment that the traditional 
social, political, and economic 
organization of Japanese so-
ciety was inadequate to deal 
with the modern challenges 
of adopting Western technol-
ogies and methods of produc-
tion. Based on our hypothesis, 
it was driven by an eventual 
recognition that Western tech-
nologies and institutional or-

ganizations involved a degree 
of superiority that was signifi-
cantly more advanced than 
those in Japan and, thus, that 
their adoption at the expense 
of Japanese traditional ways 
were worth the risk. The Mei-
ji Restoration Government 
recognized that Japan’s mili-
tary weakness and economic 
backwardness might make it 
vulnerable to the West. In re-
sponse, reformers pushed for 
the rapid adoption of Western 
methods in war and industry, 
and they abolished most of the 
remaining restrictions on free-
dom of movement and enter-
prise that had been a legacy of 
the old regime (Allen 1981, pp. 
32, 33). The key features that 
emerged as marks of the Meiji 
Restoration were the consol-
idation of political authority 
and power with the central 
government; the conscription 
law as the basis of the modern 
Japanese military (paving the 
way for the eventual fall of the 
samurai); an active industrial 
policy funded, in large part, by 
a more efficient tax collection 
system made possible by the 
greater powers of the central-
ized government; and, last but 
not least, the introduction of a 
system of universal education 
(Duus 1976, pp. 76-86; Allen, 
1981, p. 2).

5.  Qing China
Qing China (1644-1912) 

presents a particularly illumi-
nating example of a “conser-
vative revival” in response to 

Page 7



ARVARD ECONOMICS REVIEWAR-
VA      

HARVARD ECONOMICS REVIEW

foreign technological and 
institutional innovations. Pri-
or to the Qing, it was not ob-
vious that the West had pulled 
ahead economically and tech-
nologically. Indeed, prior to 
the fifteenth century, China far 
surpassed Europe in techno-
logical capability. In this peri-
od, the transfer of technologies 
overwhelmingly flowed from 
East to West—inventions such 
as paper, the compass, print-
ing, gunpowder, iron plow, 
blast furnace, water clock, 
crossbow, and trebuchet were 
made in China centuries be-
fore their adoption in Europe 
(Mokyr 1990). However, by 
the dawn of the sixteenth cen-
tury, numerous Western Euro-
pean technologies surpassed 
that of China. 

It was not until the 
mid-nineteenth century that 
China modernized its mili-
tary technology, rapidly ac-
cepting Western technologi-
cal advances in the face of the 
Taiping Rebellion (1851-1864) 
(Needham 1986; Mokyr 1990). 
And it was in the face of two 
contemporaneous crises—the 
rapid decimation of Chinese 
forces by the British in the 
First Opium War (1839-42) 
and numerous internal revolts, 
with the Taiping Rebellion be-
ing the most bloody and dan-
gerous to the regime’s future—
that the Qing realized the need 
to modernize their economy 
and military. 

 The Qing responded to 
these crises with a set of pol-

icies known as the “Tongzhi 
Restoration” (1862-74), a peri-
od in which modernizing pol-
icies were enacted. These poli-
cies were implemented via the 
old, conservative bureaucratic 
institutions, led by scholars 
steeped in conservative Con-
fucian ideology (Wright 1957). 
Instead of adopting Western 
governance, fiscal, or tax-col-
lecting institutions, the Qing 
attempted to apply practical or 
rational Western knowledge 
without adopting the West-
ern institutions that made 
this knowledge useful in the 
first place. This “borrowing” 
of Western know-how and 
technology but not institu-
tions is summarized nicely by 
Wright (1957, p. 1):  “Chinese 
conservatism, ... aimed at the 
preservation of the Confucian, 
rationalist, gentry, and non-
feudal strains of pre-Taiping 
and pre-Opium War Chinese 
society. Chinese conservatives, 
unlike Chinese radicals, have 
not been interested in West-
ern political or philosophical 
ideas. When they have been 
interested in the West at all, 
their interest has been solely in 
terms of the famous formula: 
‘Chineses learning as the basis; 
Western learning for practical 
use.’”

 The Qing responses 
to Western advancement and 
its own internal troubles is a 
particularly straight-forward 
example of what we mean by 
a society undergoing a “con-
servative revival”. In the face 

of a rapidly changing and un-
certain world—a world that 
was obviously much more ef-
ficient than the world of previ-
ous Chinese glory—the Qing 
refrained from adopting the 
institutions that were respon-
sible for Western economic 
success. The uncertainty relat-
ed to how Western institutions, 
ideologies, and technologies 
would interact with prevailing 
Chinese institutions and ideo-
logical beliefs. It was only after 
China’s failure to modernize 
became all the more obvious 
during the Sino-Japanese War 
(1894-95) that the failure of 
the empire’s bureaucrats and 
leaders to grasp the obvious 
became inevitable: China had 
fallen behind.

6.  Summary
Why do some societies fail 

to adopt more efficient institu-
tions in response to changing 
economic conditions? And 
why do such conditions some-
times generate ideological 
backlashes and at other times 
lead to transformative socio-
political movements?

 We propose an ex-
planation that highlights the 
interplay—or lack thereof—
between productivity shocks, 
ideologies, and institutions. 
When productivity shocks 
arise, uncertainty results from 
a lack of understanding how 
the more productive environ-
ment will fit with prevailing 
ideologies and institutions. 
This uncertainty discourages 
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investment in institutions 
and the cultural capital nec-
essary to take advantage of 
new, more productive, means 
of production. Accordingly, 
increased uncertainty during 
times of rapid technological 
change may generate an ideo-
logical backlash that puts a 
higher premium on traditional 
values.
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The economic story 
of climate change 
appears, at first 

glance, to be a simple one.[1] 
Most conventional economic 
activity generates a significant 
negative externality in the 
form of greenhouse gas emis-
sions. These externalities will 
be especially costly to those 
who have not yet been born, 
and there are a variety of pub-
lic policy responses, such as a 
carbon tax or a cap-and-trade 
system, that could price the 
externalities. These respons-
es will, presumably, motivate 
agents to reduce their emis-
sions and thereby decrease 
negative climate change im-
pacts or to provide financial 
resources that can then be 
used for adaptation measures 

that help others respond effec-
tively to the impacts that do 
occur. Once the social costs 
of our emissions behavior are 
properly priced, we can most-
ly rely on individuals, corpo-
rations, and states to decide 
voluntarily on the optimal 
combination of adaptation 
and mitigation. Such a regime 
will be, despite its economic 
costs to the present, more ef-
ficient than business as usu-
al, driving large welfare gains 
across generations.
       Of course, this comfort-
able picture appears almost 
naïvely optimistic. As is true 
of many negative externalities 
driven by the exploitation 
of the commons, everyone 
currently benefits from their 
emissions behavior and would 

much prefer that the sacri-
fices be made by everyone 
else. In the absence of a truly 
effective global governance 
regime that can optimally 
coordinate the various actors 
within the system, everyone 
has an incentive to free-ride 
by continuing their emissions 
behavior while everyone else 
mitigates. This tendency to 
free-ride is exacerbated by 
global inequality: not every 
country will suffer equally 
from negative climate im-
pacts. Unfortunately, many 
states who have the highest 
total and per-capita emissions 
will get off relatively lightly 
while many states, such as 
Bangladesh, that bear almost 
no responsibility for climate 
change will suffer greatly. As 
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a consequence, there is even 
less incentive to coordinate 
on the issue, and we have seen 
very little concrete action by 
the global community to take 
the necessary steps to keep 
global temperature increases 
below the 2 degree Celsius 
‘guardrail’.
       Garrett Hardin[2], when 
discussing these sorts of di-
lemmas, argued that they can-
not be solved through tech-
nology improvement. They 
must be resolved by changing 
the underlying incentive 
structure that generated them. 
However, geoengineers want 
to suggest that a technological 
fix, or at least an ameliora-
tion, is possible with climate 
change. Geoengineering is 
the intentional, large-scale 
intervention into the climate 
system in order to reduce or 
block the negative impacts of 
climate change. Some geoen-
gineering strategies, such as 
attempts to scrub the atmo-
sphere of carbon dioxide, are 
relatively uncontroversial and 
even widely regarded as nec-
essary. I want to focus, howev-
er, on a more controversial set 
of strategies: solar radiation 
management (SRM) through 
atmospheric aerosol injection. 
The basic idea, based upon 
the scientific examination of 
volcanic eruptions, is to insert 
large amounts of tiny particles 
into the atmosphere. These 
particles will reflect sunlight 
back into space; since less en-
ergy will remain in the atmo-

sphere, the planet will cool. 
While a variety of technical is-
sues need to be solved, signifi-
cant outdoor experimentation 
is in the planning stages and 
a focused development pro-
gram could potentially create 
deployable technology in only 
a few years.
       The economic benefits of 
SRM seem straightforward.[3]

First, SRM is cheap, costing 
in the low billions of dollars 
or roughly one percent of the 
expected economic costs of 
mitigation and adaptation. 
Second, SRM can operate 
quickly. Upon large scale de-
ployment of reflective aero-
sols, cooling can be expected 
within months. This feature 
makes it possible to treat SRM 
as a kind of ‘insurance’ against 
catastrophic impacts that no 
other climate change response 
can prevent. Third, SRM can 
be dialed up or down: we can 
choose how much to cool the 
planet. For example, suppose 
we anticipate that the world 
will warm roughly 2.5 degrees 
Celsius. We can decide to 
deploy enough reflective aero-
sols to cool the planet only 
a half degree, a full degree, 
or somewhere in between. 
What’s more, we can increase 
and then taper off the amount 
of reflective aerosols such that 
a similar amount of warming 
occurs over a longer times-
cale. And this can be import-
ant: the economic costs of cli-
mate change are driven by the 
rate of temperature change as 

much as its magnitude. Slower 
change allows social and bio-
logical systems to adapt with 
less disruption and the costs 
of adaptation and mitigation 
are distributed over a longer 
time period. This gives rise 
to the metaphor of SRM as 
a kind of ‘global thermostat’ 
where we can set global tem-
perature in ways that are most 
beneficial.
      SRM is cheap, fast, and 
surgical. Yet, SRM is also 
imperfect, uncertain, and 
politically risky.[4] It is imper-
fect because while SRM will 
reduce some climate impacts 
by reducing average tem-
peratures, others will remain 
unaffected. For example, SRM 
will not reduce the potentially 
catastrophic consequences of 
ocean acidification. What’s 
more, we have good reason 
to think that SRM will have 
serious, unintended con-
sequences—including and 
especially upon global precip-
itation levels—that will cause 
their own economic costs 
and dislocations. So, whether 
SRM is ultimately justified 
on economic grounds will 
depend upon a careful weigh-
ing of its costs and benefits. 
Less intrusive SRM that only 
shaves climate change down a 
bit will likely be less danger-
ous, but its benefits will be less 
significant and vice versa for 
more dramatic interventions. 
Yet, the uncertainty that sur-
rounds SRM makes this kind 
of cost-benefit analysis quite 
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difficult.[5]

       The uncertainty exists at 
several levels. There exists sci-
entific uncertainty about the 
effectiveness of SRM and its 
potential consequences: what 
precisely will happen with this 
unprecedented intervention 
into the climate system? Yet, 
in some ways, the evaluative 
uncertainties are greater. Even 
if we knew precisely what the 
environmental effects of SRM 
were likely to be, it would still 
be difficult to anticipate—or 
even conceptualize—the 
potential social costs of SRM 
that follow from those en-
vironmental consequences. 
To take one controversial 
example, suppose that SRM 
changes how the sky appears 
to us. What might be the final 
economic consequences of the 
ways in which SRM creates 
a fundamentally different 
relationship between human-
ity and nature? It is hard to 
say. But the biggest risks and 
uncertainties, I would suggest, 
lie with the political conse-
quences of SRM deployment. 
The low deployment cost of 
SRM means that wealthy indi-
viduals or foundations could, 
at least in theory, decide to 
unilaterally cool our planet on 
their own. This could lead to 
serious political conflict since 
unilateral SRM deployment 
will very likely impose serious 
negative consequences on 
agents that decided against 
geoengineering. As a conse-
quence, it seems unlikely that 

SRM will be deployed effec-
tively or responsibly without a 
substantial regulatory regime. 
Otherwise, the same incen-
tives that drive some states to 
free-ride upon the attempts 
of others to mitigate green-
house gas emissions will lead 
some states to engage in solar 
radiation management when 
the free-riding leads to an 
unacceptable consumption of 
the commons.
       The bigger issue, howev-
er, is that SRM may gener-
ate a kind of moral hazard. 
This is precisely why Hardin 
argued that tragedies of the 
commons cannot be solved 
through technological means. 
Any attempt to increase the 
resilience of the commons 
incentivizes even greater 
consumption. SRM makes it 
possible for the same level of 
greenhouse gas emissions to 
result in lower global aver-
age temperatures. Some have 
suggested that this creates an 
opportunity to develop a less 
costly adaptation and mitiga-
tion regime.[6] However, Har-
din would argue that, unless 
we change the underlying in-
centive structure, many agents 
will be tempted to engage in 
SRM instead of mitigation and 
adaptation. Why engage in the 
difficult and painful process of 
de-carbonizing one’s econ-
omy when an imperfect but 
far cheaper policy substitute 
is available? These incentives 
could generate a kind of spi-
ral: SRM permits us to engage 

in greater emissions behavior 
which requires more intense 
SRM which then permits 
further emissions and so on. 
This argument suggests that 
even if we granted that limited 
use of SRM—perhaps as an 
emergency measure or as a 
way to shave down the worst 
of the warming—was justi-
fied, it would be very difficult 
to confine the use of SRM to 
just those limited uses once 
the technology became widely 
available. The temptation to 
allow for greater exploitation 
of the commons or to more 
cheaply hedge against our 
emissions behavior would be 
too great. SRM deployment 
could therefore displace other, 
more sustainable responses to 
climate change.
       But what would be the 
problem with SRM playing 
the primary, as opposed to an 
emergency or supplementary, 
role in our response to cli-
mate change? Aside from its 
imperfection, which might be 
solvable with other kinds of 
interventions, the uncertainty 
about impacts and ‘termi-
nation shock’ make SRM 
unattractive as a long-term, 
sustainable solution. As far 
as we can tell, the negative 
impacts of SRM increase as 
we increase the amount of 
reflective aerosols into the 
atmosphere and generate 
greater cooling. Eventually, 
these impacts can become 
very serious, disrupting 
weather patterns that billions 
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rely upon. What’s more, if we 
do not engage in sufficient 
emissions mitigation, then we 
will need to inject more and 
more reflective aerosols into 
the atmosphere to maintain 
the same temperature. Yet, 
suppose a political crisis or 
the discovery of an unforeseen 
catastrophic impact forces 
us to terminate our aerosol 
injections. If greenhouse gas 
emissions have continued un-
mitigated, then the cessation 
of SRM could lead to rapid 
and extreme temperature 
increases, creating a shock to 
the system far worse than the 
climate change it was trying to 
prevent. Hence, termination 
shock. The combination of the 
moral hazard with substantial 
political and scientific uncer-
tainty creates an escalating 
probability of disaster if the 
deployment of SRM becomes 
the primary or sole mecha-
nism for reducing atmospher-
ic temperatures.  However, 
since SRM is cheap and easy, 
we might worry about our 
ability to limit SRM use to a 
supplementary or secondary 
role.
       Thus, SRM is the subject 
of a policy dilemma. Mitiga-
tion through de-carbonization 
is undeniably the best way to 
deal with climate change over 
the long-term. Yet, de-carbon-
ization will be very expensive, 
works slowly, and has been 
delayed by the difficult prob-
lem of creating a free-rider 
proof system of governance. 

SRM, at least potentially, may 
provide either an emergency 
backup plan or it may buy the 
world more time to coor-
dinate around an effective 
emissions regime. On the oth-
er hand, SRM will be a risky 
endeavor that may ultimately 
exacerbate the problematic 
incentive structure that has 
generated climate change in 
the first place. Ultimately, 
the public policy challenge, 
setting aside some truly sticky 
ethical problems associated 
with geoengineering[7], is to 
structure the political and 
economic incentives such 
that we can take advantage 
of the benefits of SRM while 
minimizing the risks. And 
we should take very seriously 
the possibility that, in spite 
of its low expense and high 
speed, there is no way to use 
SRM safely. Yet, conclusions 
in either direction—that SRM 
is a good idea or impossibly 
dangerous—are probably 
premature; it is undeniable, 
however, that it is much better 
and more effective to think 
critically about the role that 
SRM should play in climate 
change before it begins to play 
it.
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To understand the 
political-economic 

underpinnings of 
the anti-globalization pop-
ulism sweeping the western 
world, one needs only con-
sider some basic theories, em-
pirically substantiated, of in-
ternational economics. First, 
all trade theory and empirics 
show that trade benefits all 
economies, developed and 
underdeveloped, regardless of 
their comparative advantag-
es, in the aggregate, on net, 
and on average. Second, from 
the same theory and empir-
ics: as trade becomes freer, a 
nation’s comparatively advan-
taged industries expand and 
their comparatively disad-
vantaged industries contract. 
Indeed, the gains from trade 

cannot materialize unless the 
comparatively disadvantaged 
industries contract because, 
unless the disadvantaged in-
dustries shrink, the capital 
and labor used in them can-
not relocate to comparatively 
advantaged industries, and 
so the advantaged industries 
will be hampered from what 
would be their greater-valued 
expansion. Global economic 
integration enhances glob-
al economic efficiency from 
which enhancements all econ-
omies across the globe gain, 
on net, on average, and in ag-
gregate, but in each country 
the comparatively advantaged 
gain & grow and the compar-
atively disadvantaged lose & 
shrink. And if the losers are 
shielded from shrinking, the 

necessarily greater aggregate 
gains of the winners are pre-
vented also.
       Now, one source of 
comparative advantage is 
relative production-factor 
resource-richness. Factors 
include labor and human/
physical/financial capital 
(and land/natural resourc-
es). Economies with labor 
abundant relative to capital 
compared to that same ratio 
on average in the rest of the 
world, have a comparative 
advantage in industries that 
use labor intensively, i.e. in 
high ratio to capital compared 
to all other industries.  The 
developed world is relatively 
(to the world average) rich in 
human, physical, and finan-
cial capital relative to un-

Stolper-Samuelson and Anti-Globalization Popu-
lism   by Robert J. Franzese, Jr.
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-skilled labor (and, to varying 
extents, land/resource—some 
developed countries are rela-
tively resource-rich and some 
are relatively resource-poor). 
Thus, as global economic 
integration advances, the 
industries in the developed 
world that employ capital 
intensively (i.e., in higher 
ratio to labor than do other 
industries) expand and their 
intensely employed factors 
(human/physical/financial 
capital) gain in real economic 
terms (jobs and income). And 
industries that use intensively 
the locally relatively scarce 
factors, i.e. (low-skilled and 
unskilled labor, contract and 
those factors, i.e. those work-
ers, lose in real terms (jobs 
and income). And remember: 
the latter losses to workers 
must occur for the former, 
necessarily larger, gains to 
physical capital (industrialists 
and entrepreneurs), human 
capital (the highly skilled 
and educated), and financial 
capital (financiers) to materi-
alize. In land & resource rich/
poor developed nations, of 
course, those interests too will 
be among the winners/losers. 
So the nation gains as a whole 
from globalization, but (and 
because) some sectors lose 
and shrink while other sectors 
gain and grow.
       The mirror-image, mean-
while, holds for the develop-
ing world: overall, developing 
economies gain; and this 
happens because the locally 

relatively scarce resource, 
which is human/physical/
financial capital in the devel-
oping-world case, loses and 
the abundant resource, which 
is labor, win. Again, land and 
natural resources are with the 
winners if locally relatively 
abundant and with the losers 
if locally relatively scarce. 
Interestingly, then, globaliza-
tion is a democratizing force 
in the developing world in 
that it enriches and presum-
ably therefore empowers the 
“common peasant” worker, 
whereas globalization empow-
ers “elites” in the developed 
world and so may not be.
       Thus, for those in the de-
veloped world who value both 
democracy and the global 
prosperity and peace brought 
by the postwar 20th- into 
21st-century internationaliza-
tion, there is a challenge in-
herent in these truths. Name-
ly: notwithstanding the overall 
gains and the local relative 
scarcity of unskilled labor, i.e. 
“workers”, and in some plac-
es land and resources, e.g., 
rural, agricultural, and mining 
interests, people deriving their 
livelihoods from those factors 
and so who would lose eco-
nomically from globalization 
numerically exceed those pri-
marily owning other factors 
who gain. That is, even though 
they are locally the relatively 
scarce factors, manual, farm-
ing, and mining workers are 
a majority of the population. 
Therefore, for the grand 

postwar project of global 
peace and prosperity through 
international economic inte-
gration to succeed consistent-
ly with Western democracy, 
the losers from globalization 
would need assurances—gen-
erous social-safety nets and/
or relocation and retraining 
assistance—and/or to be 
converted into winners—by 
enhancing capital investments 
in them, meaning: converting 
unskilled labor into human 
capitalists and/or increasing 
the physical-capital content 
of their work processes (more 
machines & robots tended by 
fewer workers).
       The rise of anti-globaliza-
tion populism in the western 
world—and, indeed, why it is 
linked to a broader anti-elite 
uprising of laborers and rural 
interests against urban finan-
cial and educated interests—
can, to this extent, be linked to 
the political-economic failure 
of accompanying “adjustment 
assistance” policies to materi-
alize adequately and/or prove 
effective enough to support 
the overall peace and prosper-
ity brought by international 
economic integration. This 
may help explain, too, why 
the backlash breaks through 
first in the Anglo-American 
former leaders of that enor-
mously successful internation-
alism, being the least effective 
providers of the kinds of as-
sistance which could assuage 
majority concerns adequately 
to render their noble global-
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globalization project demo-
cratically sustainable. (Per-
haps, too, the flip side of all 
this explains the readiness of 
extremely labor-rich east and 
south Asian political econo-
mies to rise to replace what-
ever global spaces the West 
vacates.)
       In summary, in light of 
fundamental and empirically 
well-substantiated inter-
national economics theory 
(namely, basic Ricardian and 
Stolper-Samuelson trade 
theory): we can understand: 
1) the political-economic 
underpinnings of the anti-glo-
balization backlash; 2) why 
that backlash breaks through 
first, ironically, in globaliza-
tion’s Anglo-American for-
mer leaders; 3) that, insofar 
as anti-globalization forces 
take Western government and 
begin implementing policies 
to reverse economic interna-
tionalization, comparatively 
disadvantaged industries and 
factors will experience rela-
tive gains (perhaps meaning 
only smaller losses and slower 
shrinking) even while the 
overall economy loses and 
the comparatively advantaged 
sectors and factors lose espe-
cially sharply; and/but 4) that 
this protectionist-nationalist 
muting of the cost, or perhaps 
even modest gains, among the 
anti-globalists’ support bases 
curtails any notions that the 
economic costs of anti-global-
ization policies will suffice po-
litical-economically to bring 

their self-correction. Those 
who would desire to reinvigo-
rate in the West the economic, 
democratic, and pacific gains 
from globalization need to 
refocus on accompanying as-
sistance for and reinvestment 
in its losers, who outnumber, 
but perhaps could come by 
such strategies and policies to 
join, its winners.
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Modern Pakistan 
has emerged 
from post-colo-

nial developments, the end 
product of seven decades of 
debate, articulation, and reli-
gious enthusiasm, which gath-
ered pace in the public sphere 
of pre-independent India 
during its last few years under 
British colonial rule. It didn’t 
emerge as a vague idea, but 
was rather popularly imagined 
as a sovereign Islamic nation, a 
“new Medina” of sorts.[1] With 
these notions providing its 
ideological foundation, Paki-
stan was “envisaged as the har-
binger of Islam’s renewal and 
rise in the twentieth century, 
the new leader and protector 
of the global community of 
Muslims, and a worthy suc-

cessor to the defunct Turkish 
Caliphate”. [2]

     The beginning of nation-
hood was largely catalyzed by 
forces driven by Indian-Mus-
lim elites  that led Pakistan in 
its formative years and grad-
ually oriented its military’s 
philosophy to create a unique 
Pakistani identity. Islam and 
Islamic unity were the princi-
pal drivers of this ideological 
appeal, which fit in with the 
leaders’ conviction that Islam 
could eventually become a 
substitute for nationalism as 
the basis of Pakistani identity 
and their intention of distin-
guishing itself from its Indian 
roots.[3]

     In some ways, Pakistan 
has been trying to escape 
its Indian legacy – historic, 

geographic and civilization-
al – and attempting to find 
security in a virtual relocation 
through ideology.[4] This doc-
trine eventually propagated 
the need for a military-led 
anti-India sentiment in the 
nation, and the hybrid eco-
nomic and administrative 
ecosystem was created to 
counter its perceived Indian 
existential threat.
     It can be said that Pakistan 
suffers from the weak state 
syndrome. The fundamen-
tal source of the problem is 
“the geo-strategic curse that 
Pakistan is afflicted with and 
the hyper realpolitik ideas 
that the country’s elite hold 
in creating and maintaining 
a semi-feudal society.”[5] The 
Pakistani military, at least in 

A Praetorian View of Pakistan’s Military Economy   
by Yash Saxena (Christ University)
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the South Asian sub regional 
context, perpetuates a pred-
atory political doctrine that 
aims to connect ideological 
and economic ends by using 
institutional and sometimes 
unconventional unconsti-
tutional means to gain an 
greater foothold in the na-
tion’s diplomatic and financial 
endeavours.

The Garisson-State
The nation of post-indepen-
dent Pakistan has grown in 
such a military-centric man-
ner that it has developed a 
massive dependence on its 
military to provide a panacea 
for the crisis in state and civil 
machinery. Although it can-
not be stated that the military 
of Pakistan rules the country 
and that the overall constitu-
tional provisions operate to a 
functional extent, the govern-
ment repeatedly seeks heavy 
military participation in the 
hegemony of the nation’s po-
litical and economic admin-
istration, which has resulted 
in the creation of an “armed 
bureaucracy” over time. 
The driving role of the mili-
tary and its allied institutions 
is caused by their increasing 
involvement in a plethora of 
unorthodox domains, from 
managing schools and essen-
tial citizen services to con-
ducting the census and from 
building roads to organizing 
democratic elections. Today, 
the Pakistani military, under 

the aegis of a democratically 
elected government, has great-
er participation and deeper 
penetration in the nation’s 
economy and civil adminis-
tration than it had had during 
the martial law regimes. [6]
     The extent of the military’s 
involvement can be compared 
to the times of intervention in 
the political processes as wit-
nessed in the immediate af-
termath of the Coup of 1999, 
led by General Musharraf. 
Moreover, the expanding in-
volvement of the armed forces 
in foreign policy and the 
national mainstream, includ-
ing the realms of business and 
state media, brings into focus 
the role of the military in a 
garrison-state. 
     Its staggering task  in both 
the economy and civil admin-
istration is substantially dis-
tinct from interventions in the 
past, because in the contem-
porary scenario, the govern-
ment requires unprecedented 
military character out of the 
absolute necessity to maintain 
law and order among various 
other development issues that 
plague the region.

Military 
Monopolization
     Pakistan is perplexing 
indeed. To be perceived as 
powerful, governments often 
allocate greater  than neces-
sary resources to the defense 
budget especially for purpos-

es of deterrence. However, 
this disproportional military 
budget is just one part of 
Pakistan’s political economy. 
Commercial and profit-mak-
ing ventures conducted by the 
military, with the involvement 
of armed forces personnel or 
the personal economic stakes 
of members of the defense 
establishment, constitute a 
major part of the political 
economy that has not been 
analyzed systematically.[7]

     ‘Milbus’ as defined by 
Ayesha Siddiqa, refers to 
“military capital that is used 
for the personal benefit of 
the military fraternity, espe-
cially the officer cadre, but 
is neither recorded nor part 
of the defence budget. It is a 
completely independent genre 
of capital”[8]. In Pakistan, the 
existence of such  capital is  
strongly indicated by military 
run entrepreneurial activi-
ties that do not fall under the 
standard accounting proce-
dures of the State. Moreover, 
such activities manage to by-
pass all bookkeeping records, 
and exist mainly for the grati-
fication of military personnel 
and their cronies. Inevitably, 
this process is dominantly 
conducted by the military or 
functions under its implicit or 
explicit patronage.
     Because military capital is 
masked from the citizenry at 
large, it is also referred to as 
the Military’s “internal econo-
my” and rarely gathers public 
attention from the intellec-
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tual community. Its analysis 
is vital because it forces the 
officer cadre to be personally 
interested in enhancing their 
direct influence in the state’s 
policy and decision making 
processes.
     The case of Pakistan 
provides an opportunity to 
understand the issues that 
emerge from the financial 
autonomy of a politically pow-
erful military. Although it is 
not possible to give a defini-
tive number to the military’s 
internal economy, primarily 
due to the lack of transparen-
cy, the estimated worth was 
about $20 billion a decade ago 
(Siddiqa, 2007). In Pakistan’s 
$200 billion economy, that 
worth amounts to 10% of pro-
ductive capital, wealth, and 
assets. Therefore, there is little 
doubt that Pakistan is indeed 
an army with a state. 
     Furthermore, the mili-
tary’s two major business 
groups – the Fauji (“Soldier”) 
Foundation and the Army 
Welfare Trust – are the largest 
business conglomerates in the 
country. Money transfers and 
remittance succeed through 
multiple channels, many of 
which operate as Hawala 
Networks, through which the 
military sometimes illicitly ac-
quires and transfers national 
capital and resources. Some of 
this capital, in the absence of 
judicial oversight, monetary 
machinery and financial reg-
ulation, ends up sponsoring 
terrorism and cross-border 

infiltration.

Foreign and 
Economic Relations
The core of Pakistan’s ideolog-
ical evolution rests on a par-
ticular perception of its threat 
assessment regarding its im-
mediate security environment. 
The nation’s relations with 
its neighbours (Afghanistan 
and India) and its allies (the 
United States, China, and the 
Muslim world) reflect both an 
Islam-centered worldview and 
a security dilemma resulting 
from a perceived Indian fear.
Although U.S.-Pakistan 
relations were stronger than 
ever after the former named 
Pakistan as a non-NATO 
ally and provided billions 
of dollars in economic and 
military aid, the long-standing 
diplomatic synergy has shown 
signs of strain under the 
Trump administration with 
the U.S. questioning Pakistan’s 
commitment toward halting 
state-sponsored terrorism and 
eradicating the Taliban from 
Afghanistan. 
From a normative perspective, 
Pakistan would be better off 
advocating for cooperation 
with India. However, only a 
small number of such vocal 
groups exist in Pakistan. They 
have previously supported 
giving India access to Af-
ghanistan and Central Asia 
through the city of Lahore to 
enable trade normalization. 

They have also called for co-
operation on projects like the 
Iran-Pakistan Gas pipeline, 
the China-Pakistan Econom-
ic Corridor (CPEC) and the 
Central Asia-South Asia ener-
gy transmission line (CASA), 
which leads us to the premise 
that Pakistan’s citizenry has 
existing elements that intend 
on bridging the trust deficit 
between both nations. By 
serving as a regional connec-
tivity center, trade could pave 
the way for prosperity in the 
impoverished South Asian 
region. Unfortunately, the 
military refuses to budge on 
its hardened external secu-
rity approach and prefers to 
construct relations based on 
security and ideological con-
cerns alone.
It is often believed that Chi-
na-Pakistan relations are 
a strategic masterstroke to 
counter India’s growing pres-
ence in the region. However, 
this time-tested partnership 
only exists in the first place 
because of a convergence of 
security interests with respect 
to Indian hostility toward 
both nations, and not because 
of any successful diplomatic 
manoeuvres in the interna-
tional relations sphere. Even 
though Pakistan would greatly 
benefit from the growth and 
development trajectory that 
the CPEC is likely to provide, 
the corridor is not a gift to 
Pakistan; rather, it is part of 
China’s comprehensive net-
work of infrastructure proj-

Page 19



ARVARD ECONOMICS REVIEWAR-
VA      

HARVARD ECONOMICS REVIEW

ects to increase its trade and 
commerce outreach.
     China-Pakistan coopera-
tion on CPEC is also a valida-
tion of the ongoing paradigm 
shift in the genre of foreign 
relations that now heavily 
relies upon the economic 
value that is attached to cer-
tain geographical factors and 
demonstrates the importance 
of building regional and glob-
al value chains. Subsequent-
ly, overcoming the security 
stigma would go a long way 
in helping the dismal state 
of intra-regional trade facil-
itation in the SAARC region 
and could also liberalize the 
Pakistan economy to exhibit 
more free-market dynamics. 
Of course, Keynesians have 
taught us the importance of 
regulation. But unfortunately 
in Pakistan, the regulation 
only counterintuitively guar-
antees the preservation of 
private military interests and 
public support along religious 
and ideological lines.

Conclusion 
Because crafting a Pakistani 
identity was considered a 
matter of national survival, 
India could not be “allowed” 
to eliminate Pakistan’s dis-
tinctiveness. To counter this 
perceived threat, Pakistan 
designed its military to con-
struct an ideology-driven 
identity which demanded a 
religious nation and a mili-
tary-economy. Pakistan was 

the first country to call itself 
an Islamic Republic, and the 
1949 Objectives Resolution of 
its first constituent assembly 
emphasized “ordering lives in 
accordance with the teachings 
and requirements of Islam”.
The emergence of a pan-Is-
lamic identity rather than a 
Pakistani identity has been 
consistent with the Pakistani 
ideology that “Islam itself is a 
nationality”. While one group 
of intellectuals emphasize that 
promoting the primacy of a 
pan-islamic identity is essen-
tial to maintaining a distinc-
tive identity from India, oth-
ers argue that the Two-Nation 
theory has served its purpose 
in midwifing Pakistan into 
existence, and that it should 
now be discarded to allow Pa-
kistan to emerge as a normal 
nation-state that would rely 
on market forces to determine 
economic equilibria. 
Pakistan’s failure to put a halt 
to its submissive activities in 
Kashmir, furthered by Indian 
retaliation in Balochistan, 
only builds up the stage for 
dramatic diplomatic view-
points towards other strenu-
ous issues like Sir Creek. The 
inability of the military-state 
to create a Pakistani per-
spective around alternative 
uniting fronts has spurred the 
India-led attempt to interna-
tionally isolate Pakistan. Its 
continuous attempt to nurture 
an Islam-centered ideological 
philosophy of fostering iden-
tity-marked distinctiveness 

from India has only led to an 
over-centralization of military 
authority. It is the ecosystem 
that then necessitates the 
officer cadre to guard these 
principles of Pakistani sover-
eignty and carry out a wide 
spectrum of roles to build 
the complex character of the 
military to shield itself from 
extremely pressing geopoliti-
cal stress points.
Stephen P. Cohen’s analysis 
succinctly outlines the Paki-
stani Army’s multidimension-
al role: “There are armies that 
guard their nation’s borders, 
there are those that are con-
cerned with protecting their 
own position is society, and 
there are those that defend a 
cause or idea. The Pakistani 
Army does all three.”[9]
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     Businesses and govern-
ments around the world 
are watching as China 
grows, innovates and 
extends its influence. We 
explore how the coun-
try got to where it is and 
what might be in store 
for its future in our series        
“Understanding China’s 
Influence.”[1]

Guo Yongchang, par-
ty secretary of a ru-
ral county in Chi-

na’s Henan province, did not 
fit the stereotype of a corrupt 
Chinese official. Featured in 
the documentary, The Transi-
tion Period[2], he was revealed 
as an overworked and genu-
inely dedicated leader. Every 
day, he toiled from dawn to 

dusk, courting investors, in-
specting construction proj-
ects, and resolving social con-
flicts, both big and small.
     Yet the final seconds of the 
film reveals a twist: short-
ly before retiring, Guo was 
found guilty of taking bribes 
and sentenced to seven years 
in prison. Guo’s story reflects 
a broader reality in China: 
economic development and 
corruption goes hand-in-
hand. Local leaders take on 
overwhelming responsibil-
ities. They actively seek out 
growth opportunities for their 
locales, exercise power, and in 
the process, profit themselves 
too.
     Once that’s understood, it’s 
clear that President Xi Jin-
ping has set himself up with 

an impossible task: keep the 
economy humming under 
state domination, while trying 
to eradicate corruption.
     Xi’s sweeping anti-cor-
ruption campaign has stalled 
economic growth not only by 
dampening the demand for 
luxury goods.[3] That’s just a 
tiny part of the story.
The larger problem is that the 
campaign has forced local 
officials to become highly 
risk averse and unwilling to 
attempt policy innovations 
on the ground. But China’s 
speedy growth in the past 
decades was precisely fuelled 
by the bold initiatives and 
discretionary actions of local 
leaders.
Take for instance the case of 
party secretary Cai, the top 
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leader of Blessed County in 
Zhejiang province, featured in 
my book:[4] How China Es-
caped the Poverty Trap. Locals 
rave about this man’s lasting 
legacy. In the early 2000s, Cai 
had the foresight and determi-
nation to construct a central 
business district from scratch, 
which later on spurred in-
dustrial clusters and a vibrant 
services economy. His forceful 
program, however, did not go 
without friction. It met with 
fierce resistance from some 
and earned him foes.
     Hence, a local entrepreneur 
remarked with admiration: 
“Such reforms take coura-
geous leaders, who dare to 
shoulder responsibilities for 
taking bold steps.” The cur-
rent political climate does not 
tolerate a maverick like party 
secretary Cai. Today, it would 
be career suicide to take the 
risks and bold steps that he 
did a decade ago.
     In other words, setting 
aside corrupt dealings, all 
policy innovations entail 
political risk. Any attempt to 
make unpopular decisions, try 
new policies, or engage with 
businesses – even by genu-
inely honest politicians – may 
incur charges of corruption in 
the ongoing campaign.
     Hence, it is no surprise 
that China’s local officials now 
prefer to sit on their hands. 
Doing nothing is the safest 
strategy. Despite the central 
government’s approval of 
trillions of yuan worth of 

investment projects in a bid to 
stimulate the economy, local 
officials have dragged their 
feet on using these funds, for 
fear of exposing themselves to 
political risk.[5]

     As local officials become 
paralysed, China is inadver-
tently becoming increasingly 
centralised. Awesome as it 
may seem, Beijing is incapable 
of promoting growth by itself, 
let alone innovating.
     What does this all mean? 
It means that if Xi is intent on 
having a strictly disciplined 
bureaucracy, with little room 
for deviance, then he cannot 
expect the bureaucracy to 
accomplish much.
    In democratic countries, 
citizens typically complain 
and poke fun at lazy, pa-
per-pushing bureaucrats. 
As James Wilson, a guru of 
the American bureaucracy 
once noted, the stereotypical 
bureaucrats are “lethargic, in-
competent hacks [who go] to 
great lengths to avoid the jobs 
they were hired to do”. This 
description is beginning to fit 
China’s bureaucrats as well.
    Crucially, in America, 
despite complaints and mock-
ery of an unentrepreneurial 
bureaucracy, the market econ-
omy continues to buzz on its 
own. That’s because the people 
who operate in markets and 
take risks are primarily private 
citizens, not bureaucrats. It is 
sufficient that the government 
delivers the minimum; they 
do not need to substitute for 

entrepreneurs.
     In China, however, we see 
the reverse: while there is a 
sizeable private sector, state 
officials have traditionally 
played a lead role in the econ-
omy. Local governments were 
the primary agents of impro-
visation and adaptation to 
changing conditions. They en-
vision, plan, publicise, allocate 
resources, raise funds, build 
infrastructure, and personally 
mediate private conflicts.
     In this context of big 
government, when bureau-
cratic entrepreneurship is 
suppressed, it has a serious 
impact on development and 
governance.
     President Xi’s campaign 
wants to have it all: state con-
trol over the economy, bu-
reaucratic entrepreneurship, 
and at the same time, strict 
adherence to rules. But in pol-
itics as in life, nobody – even 
the most powerful leader – 
can have it all. In preparation 
for the next Party Congress, 
it’s time for the Chinese lead-
ership to ponder what the role 
of local governments ought to 
be, and, moving forward, to 
place realistic demands on its 
bureaucracy.
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Following the neolib-
eral reforms of the 
early 1990s, the Indi-

an economy has consistently 
witnessed impressive GDP 
growth rates. The last-half cen-
tury of the colonial rule—the 
notorious ‘British Raj’—gen-
erated an almost zero-growth 
economy, grinding poverty 
levels for the population, a 
stagnant agrarian setting, and 
a highly uneven industrial 
base. Once the British Raj was 
over, the post-independence 
planning regime (1950-1991) 
generated mediocre GDP 
growth rates that hovered 
around 3.5% in the 1970s, 
rising to around 5 percent in 
the 1980s. By the turn of the 
century, when the reforms had 
already been implemented—

dismantling a vast panoply of 
state regulations and the “li-
cense raj”—India’s GDP grew 
by 8 percent on average. Com-
pared to the dismal record 
under British colonialism and 
the lackluster performance of 
the planning regime, this is in-
deed a significant achievement 
that ought not be slighted. The 
impressive GDP growth rates 
in the past two decades not-
withstanding, the broad trend 
is unmistakable that the defin-
ing vector of India’s econom-
ic development has been its 
marked unevenness: the con-
tradiction of high growth rates 
of GDP on the one hand, and 
lopsided welfare outcomes 
and income disparities for 
the bulk of the population on 
the other. With more than 90 

percent of the workforce em-
ployed in the informal sector 
without access to employment 
securities and benefits and in-
deed more likely to bear the 
brunt of negative economic 
shocks, with 350 million peo-
ple still under poverty line, 
with abysmally low growth 
of wages for most people and 
the depressing outlook of in-
come distribution, high GDP 
growth rates have done little to 
improve living standards. Af-
ter all, economists and sociol-
ogists agree that development 
is not merely the enhancement 
of inanimate objects of conve-
nience such as growth in the 
arithmetic GDP, or the rise 
of cutting-edge sectors such 
as information technology; in 
fact, these are two arenas in 

The Uneven Growth of Capitalism in India   
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which India does rather well. 
Development is, ultimately, 
raising the large-scale living 
standards and the quality of 
life –an ability to lead the kind 
of lives that people have rea-
son to value. Looking through 
this prism and then assessing 
India’s performance on not 
just macroeconomic indices 
(i.e. GDP growth rates), but 
also crucial social indica-
tors of development such as 
longevity, health care, literacy, 
educational attainment, child 
undernourishment, infant 
mortality, schooling, social 
status, immunization, and 
sanitation, the same growth 
rates—often celebrated by the 
proponents of the neoliberal 
turn—become less impressive; 
in fact, they are disappointing 
if we compare them to the 
tigers of East Asia (i.e. Japan 
and South Korea) or even 
some of the faster-growing 
Latin American countries 
such as Brazil and Mexico, 
and indeed, an embarrassing 
contrast with China in the last 
quarter of the century.
     The contrast with China 
is particularly striking: while 
China and India both share 
comparable characteristics in 
terms of demography, growth 
rates, labor force, and the vol-
ume of trade with the world, 
the former has been able to 
forge by far a more even and 
systematic development strat-
egy compared to the latter.  
Perhaps, this is best illustrated 
in the fact that that China has 

pulled roughly 700 million 
out of poverty between 1981-
2010[1]; or the fact that the 
China is currently facing wage 
inflation and a rising shortage 
of ‘unskilled labor (see Figure 
1), and that the informal sec-
tor—the sector that is neither 
taxed, nor monitored by any 
form of government—in 
China is much smaller in scale 
and scope compared to India 
where it employs 93 percent 
of the labor force.[2] China also 
does much better on many 
other indicators of develop-
ment enumerated above. In-
dia’s failure thus to raise stan-
dards of living and the quality 
of life on an aggregate scale 
based on not just wages and 
per capita income, but also 
crucial social indicators of 
development is not only plain 
in stark contrast with China. 
But more strikingly, a com-
parison of India’s performance 
on those social indicators with 
poorer countries in South 
Asia such as Bangladesh re-
veals a much bleaker picture. 
Bangladesh, for example, has 
an income per capita ($3,790), 
slightly more than half of 
India ($6,490), yet it does 
significantly better on infant 
mortality, schooling, immu-
nization, access to sanitation, 
and in several other domains.
[3] The mortality rate of chil-
dren under five is sixty-six per 
thousand in India compared 
with fifty-two in Bangladesh. 
In infant mortality, Bangla-
desh has a similar advantage: 

it is fifty per thousand in India 
and forty-one in Bangladesh. 
Additionally, 94 percent of 
children in Bangladesh are 
immunized with DPT vaccine, 
but only 66 percent of Indi-
an children are. In all these 
fronts, Bangladesh does better 
than India, despite having half 
of India’s per capita income.[4]

[See Figure 1: Annual 
Manufacturing Wages of 

Asian Emerging 
Economies]

     
     India’s seemingly uneven 
development thus raises an 
important question: what 
explains the contradiction of 
impressive GDP growth rates 
and such bleak outcomes in 
social and welfare outcomes 
for the vast majority of peo-
ple? For many influential 
economists including Nobel 
Laureate Amartya Sen, the 
answer lies in corruption and 
lack of accountability of state 
incumbents in India.[5] Of 
course, public services crucial 
to improving social indices of 
economic development such 
as access to education, sanita-
tion, heath care, food support 
are provided by state and 
quasi-state agencies, and for 
adequate delivery, their func-
tionaries must hew to some 
baseline level of bureaucratic 
integrity: being accountable in 
their handling and delivering 
the resources at their disposal. 
And the Indian state notori-
ously fails to meet these tests, 
where the state has become, in 
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Bardhan’s terms, a “patron-cli-
ent regime fostered by a flabby 
and heterogeneous dominant 
coalition preoccupied in a 
spree of anarchical grabbing 
of public resources tends to 
choke off efficient manage-
ment and utilization of capital 
in the public sector.”[6]

     To remedy this, economists 
and political scientists alike 
call for greater participation 
of ordinary citizens in both 
policy-making and the way 
resources are distributed. 
But the problem in India is 
not just the fact that its state 
institutions are vulnerable to 
capture, or its bureaucrats fail 
to follow the duties attached 
to their station in delivering 
public goods. Even if the bu-
reaucratic paralyses (i.e. cor-
ruption, lack of transparency 
and accountability, etc.) of the 
Indian state could be resolved 
with the wave of a wand, there 
would still remain the ques-
tion of the actual amounts of 

spending on social indicators 
of economic development. 
As Drèze and Sen detail in 
Uncertain Glory: Indian and 
its Contradictions (2013), 
the sums allocated to health, 
education, and other services 
have been among the lowest 
for countries at comparable 
levels of development. China, 
for example, devotes 2.7 per 
cent of its GDP to govern-
ment expenditure on health 
care, whereas India’s relatively 
miserable 1.2 per cent of GDP 
expenditure on health care. 
The difference is, of course, 
conspicuous in the much 
greater public health achieve-
ments of China compared to 
India, including, for instance, 
its considerably higher life 
expectancy (about eight years 
higher than India’s).[7] But 
that too, cannot in and of 
itself explain why economic 
development is so markedly 
uneven across time and space 
in India, and that respectable 

GDP growth rates do not 
translate into an increase in 
people’s standards of living?
     In what follows I argue that 
the answer to this question 
lies in the structure and the 
trajectory of Indian develop-
ment. As I will demonstrate, 
the roots of what seems to be 
the malady of Indian develop-
ment ought to be investigated 
in the sectoral composition of 
the Indian economy as well 
as its domestic labor market 
that have rendered economic 
development so uneven across 
time and space. In so doing, I 
will rely on the theoretical un-
derpinnings of the dual-sector 
model that Arthur Lewis de-
veloped with respect to labor 
markets. I will then examine 
the model in the contexts of 
both China and India—and 
their development trajectories 
in different sectors—in order 
to offer a structural explana-
tion for the uneven economic 
development of the latter.
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The Dual-Sector 
Model
     Observing the tremen-
dous economic growth rates 
that the early developers in 
the Atlantic world (i.e. the 
United Kingdom, United 
States, Germany, France, etc.) 
achieved during the 19th and 
20th centuries, Arthur Lew-
is—the Nobel Prize Laure-
ate in Economics—argued 
that the development of an 
economy is regarded as a 
process that entails sustained 
increase in output per cap-
ita coupled with structural 
and system-wide shift in the 
productive capacities and em-
ployment patterns within an 
economy. This structural shift 
in modern economic devel-
opment includes the sectoral 
relocation of the workforce 
from a subsistence, informal, 
low-productivity sector (i.e. 
agriculture) to a modern, 
formal, high-productivity sec-
tor (i.e. manufacturing). The 
transition from the former to 
the latter is often concomitant 
with a massive migration of 
the workforce from rural to 
urban settings. This trend 
posits a trade-off between 
growth in GDP per capita and 
the reduction of shares of the 
labor force in less productive 
sectors; namely, agriculture, 
forestry, fishing, mining and 
animal husbandry. The same 
structural transformation in 
the pattern of employment 
can also be clearly observed 

in the successful cases of late 
development in the post-
World War II era such as 
Japan, South Korea, Taiwan 
and recently the Chinese 
behemoth. The causal re-
lationship between the in-
crease of productivity in the 
labor-intensive industries of 
an economy and the process 
of capital accumulation that 
drives economic growth and 
dynamism was first captured 
in Lewis’s seminal book Eco-
nomic Development with Unlim-
ited Supplies of Labor (1954). 
Specifically, Lewis argued that 
the transition from agricul-
tural to industrial economy as 
the steppingstone of increas-
ing system-wide productivity 
is accompanied with a shift in 
the balance of labor demand 
and supply. In the initial stage 
of this transition, the labor 
force, once remained in rural 
areas and engaged primarily 
in agricultural production will 
gradually move to the indus-
trial cities as the pattern of 
employment changes in favor 
of manufacturing, albeit, with 
no pressure to raise wages. 
However, as the industrial 
sector develops to the point 
where the supply of labor 
from the agricultural sector 
becomes limited, industrial 
wages begin to rise quickly, 
which will increase the rates 
of saving and investment. The 
defining nature of this struc-
tural shift in the sectoral com-
position of the economy en-
tails a transition period from 

agriculture to labor-intensive 
manufacturing—which is to 
say, from an excess supply of 
labor—or what Lewis coined 
the “unlimited supply of la-
bor”—to one of labor short-
age. This phenomenon is often 
referred to as the “Lewisian 
turning point” which signifies 
a success in rendering large 
scale productivity and growth.
     In the Chinese labor 
market, this Lewisian turning 
point was achieved. Following 
the 1979 economic reforms, 
China in just three decades 
has experienced one of the 
world’s most stunning eco-
nomic transformations—a 
titanic shift from a predom-
inately agrarian to a modern 
manufacturing-for-exports 
economy. Also, China’s suc-
cess in rural reforms in the 
late 1970s and early 1980s 
greatly improved agricultural 
productivity and simulta-
neously released a tremen-
dous amount of surplus 
labor from the farmland.[8] 
As a result, a large number 
of laborers moved from the 
agricultural sector to mostly 
industrial—but also to the 
service—sectors. For more 
than two decades following 
the 1979 economic reforms 
the supply of labor seemed to 
be unlimited, thus enabling 
China to maintain a compar-
ative advantage to manufac-
ture-for-export goods that 
were already being produced 
for the world market, but at 
‘China price.’ It was this seem-
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-ingly unlimited supply of 
cheap labor that allowed the 
Chinese manufacturing to 
become so competitive in 
the world market. However, 
starting in 2005, the “labor 
shortage” phenomenon began 
to turn up in coastal cities, 
with the labor market becom-
ing tighter and with indus-
trial firms facing shortages of 
“unskilled labor.” This is a fact 
of enormous significance in 
debates around the trajectory 
of Chinese economic develop-
ment given the demographic 
composition and the massive 
population of the country. So 
how can the dual-sector mod-
el and the Lewisian turning 
point explain China’s ability to 
raise wages and incomes, and 
hence its ability to demon-
strate far better performance 
in raising living standards on 
aggregate scale? And how can 
the dual-sector model and 
the Lewisian turning point 
explain the failure of India to 
follow the same path while 
embarking on economic de-
velopment?

The Lewisian 
Turning Point
     For simplicity, if we as-
sume that an economy has an 
agricultural and an industrial 
sector, and that there is an 
oversupply of labor for agri-
cultural production in the ru-
ral areas (see Figure 2 below), 
then the marginal product of 
labor is equal to the subsis-

tence wage, m, whereas in the 
industrial sector, employers 
have to pay a higher wage, 
w, for various reasons. First, 
the cost of living in cities, 
where most industrial activ-
ity occurs, is usually higher 
than in rural areas. Second, 
because migrant workers in 
the industrial sector must 
bear the psychological cost of 
separation from their families, 
higher wages must be offered 
to compensate them.[9] L is the 
total size of the labor force, 
with OR and OM origins rep-
resenting the workforce in the 
rural and urban areas respec-
tively. The curve CD indicates 
the marginal product of labor 
in the agricultural sector, 
and the marginal product of 
labor in the industrial sector 
is represented by AB, which is 
higher than that of the agri-
cultural sector and exhibits a 
downward slope.
     Given the Figure below, the 
process of economic devel-
opment can be divided into 
three phases. Points B1 and B2 
signify the first phase, with 
the initial marginal output 
of labor in the urban sector 
being represented as A1 B1. 
With profit maximization 
being the premise and the 
ultimate goal of the capital-
ist mode of production, the 
marginal output of labor will 
be set equal to the wage level, 
w, which can be represented at 
equilibrium of B1. Total urban 
employment is also demon-
strated as Om  L1, whereas the 

rural labor force is represent-
ed by OR  L1 at the subsistence 
wage level, m. As entrepre-
neurs maximize profit and 
reinvest some of it again in 
the production processes, the 
total stock of capital increases, 
and more capital stock means 
higher marginal product of 
labor. This is reflected by the 
rightward shift of the mar-
ginal product of labor in the 
urban sector from A1  B1 to A2  
B2. The movement from rural 
to urban areas is composed 
only of surplus rural labor, 
which has no impact on wage 
levels. The rural workers are 
paid at fixed subsistence wage 
level, m, and the urban wage 
remains constant at w. This 
phase is one in which there is 
an unlimited supply of rural 
labor.
     [See Figure 2: The 
Lewisian Turning Point]

     At point B2, the marginal 
product of rural labor starts 
to surpass the subsistence 
wage level, m; from then on, 
therefore, the rural wage rises. 
The urban wage will remain at 
w until the marginal product 
of urban labor shifts to B2, 
and the distance from B2 to 
B3 signifies the second phase. 
In this phase, only the rural 
wage rises while urban wage 
remains constant. Once at B3, 
economic development enters 
the third phase: the shortage 
of labor becomes a pressing 
issue, with wage levels going 
up in tandem in both sectors.
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For the rural labor force, the 
Lewisian turning point is at 
B2, but for the aggregate econ-
omy, the turning point occurs 
later at B3. According to this 
model, the real wage rate rises 
first in rural areas and then in 
urban areas. A sudden up-
ward shift in the rural wages 
is therefore, likely to foreshad-
ow a looming national labor 
shortage. This conceptual 
model—and indeed wages 
as the key barometer—offers 
some useful insights into the 
measurement of the Lewis 
turning point. The conspic-
uous cases of success of the 
Lewisian turning point in the 
past five decades are Japan, 
Taiwan, and South Korea, 
which witnessed a struc-
tural shift in the patterns of 
employment from less pro-
ductive agricultural to high 
productive manufacturing 
sector. China is, of course, an 
addition to this list, which sets 
another benchmark standard 
to test the Lewisian turning 
point.[10]

China’s Labor Mar-
ket and the Lewisian 
Turning Point: A 
Success
This successful structural shift 
in favor of the productive 
sector of the Chinese econ-
omy namely, labor-intensive 
manufacturing and the subse-
quent shortages in the domes-
tic labor market has import-

ant implications with respect 
to income distribution. The 
shortages in the labor market 
have granted workers more 
bargaining power, and there-
fore, resulting in a significant 
rise in wages, and hence the 
saving rates. Higher wages 
have also narrowed the enor-
mous rural–urban income gap 
from the past.[11] Part of this 
rising income will eventually 
translate into higher domestic 
consumption and part of it 
into investment; both which 
are the two key components 
of system-wide economic 
growth and dynamism. 

A few studies have examined 
China’s position along the 
Lewisian continuum through 
various surveys of wage rates.
[12] Their results show a clear 
rising trend in real wages 
since 2003, and the accelera-
tion of this rising trend, even 
in slack seasons, indicates 
that the era of surplus labor is 
over. The fact that China has 
recently faced shortages of 
unskilled labor, wage infla-
tion and an increase in labor 
disputes are all harbingers of 
meeting the Lewisian turning 
point (see the Figures below).
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India’s Labor 
Market and the 
Lewisian Turning 
Point: A Failure
     The most pressing issue 
with respect to economic 
development in India is its 
marked unevenness, both in 
the narrow sense of income 
distribution and also the 
broad developmental and 
distributive outcomes. Which 
is to say, high GDP growth 
rates have failed to translate 
themselves into increases in 
the wages and earnings of the 
workforce, and subsequently, 
higher living standards for 
the bulk of the population. 
Concomitant with India 
respectable GDP growth rates 
over the past two decades, 
there has been a major and 
persistent slowdown in the 
growth of real agricultural 
wages in the post-reform era: 
from about 5 per cent per year 
in the 1980s to 2 per cent or 
so in the 1990s and virtually 
zero in the early 2000s. The 
growth of real wages in the 
manufacturing sector has 
also been relatively slow; not 
just for ‘unskilled’ laborers, 
but also for skilled industrial 
workers. The contrast with 
China again in this respect is 
really striking. According to 
the data from the Internation-
al Labor Organization, real 
wages in manufacturing in 
China grew at an astonishing 
12 per cent per year in the 

first decade of this century, 
whereas in India, real wage 
growth has hovered around 
2.5 percent per year over the 
same period (see Figures 5 
and 6 below). Clearly the 
growth rate of real wages in 
India has been much lower 
than that of per capita GDP 
over the past two decades. 
Per capita expenditure, too, 
has been excruciatingly slow, 
barely altering the abysmal 
living conditions for the bulk 
of the population. The most 
telling evidence for this can be 
found in the Indian National 
Sample Survey data: average 
per capita expenditure in rural 
areas rose at the exceedingly 
low rate of about 1 per cent 
per year between 1993–4 and 
2009–10, and even in urban 
areas, average per capita ex-
penditure grew at only 2 per 
cent per year in this period.[13] 
Adding to the sense of drama 
is the widespread undernour-
ishment in general and child 
undernutrition in partic-
ular—India is among the 
world’s worst performers in 
this respect (even compared 
with many countries that are 
considerably poorer in terms 
of real GDP per head).[14] For 
instance, according to Nation-
al Family Health Survey, 48 
per cent of children under the 
age of five, are stunted due to 
chronic undernutrition, with 
70 per cent being anemic. This 
inexorably high rate of under-
nutrition in India stands in 
shocking contrast with other 

emerging economies that have 
successfully addressed their 
nutrition challenge. China, for 
example, reduced child under-
nutrition by more than half 
(from 25% to 8%) between 
1990 and 2002; Brazil did the 
same by 60 percent (from 18% 
to 7%) from 1975 to 1989; and 
even Vietnam, which is one of 
the poorest countries outside 
of the Sub-Saharan Africa, 
reduced child undernutrition 
by 40 percent between 1990 
and 2006. And there is also 
the continuing scandal of 
a quarter of the population 
(including nearly half the 
women) remaining effectively 
illiterate in a country with 
such high-tech achievements 
in education based on excel-
lent specialized training and 
practice.[15]

     These depressing facts may 
surprise some of those who 
are used to looking at official 
poverty estimates to assess 
development indices and 
how poor people are doing in 
India. For instance, the Indian 
Planning Commission has 
declared that the proportion 
of the rural population below 
the poverty line declined from 
about 50 per cent in 1993–4 
to 34 per cent in 2009–10. 
This suggests a significant 
improvement, but how does 
it square with the fact that 
the growth of real per capita 
expenditure has been so low? 
As Drèze and Sen demon-
strate, the answer lies in the 
so-called ‘density effect’: the 
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Figure 3: Annual Wages of Urban Workers by Region
(real U.S. dollars in 2010, deflated by the U.S. GDP deflator)

Source: Wages by regions are from the Urban Household Survey data in nine provinces, 1988–2009

Figure 4: Annual Wages of Urban Workers by Education
(real U.S. dollars in 2010, deflated by the U.S. GDP deflator)

Source: The Urban Household Survey data in 9 provinces, 1988 –2009. Notes: Education levels: “low” 
refers to junior high school and below, “medium” refers to academic/technical high school, and “high” 
refers to college and above. “Low-education beginners” are low-education workers with working expe-
rience less than 5 years. Hongbin Li, Lei Li, Binzhen Wu and Yanyan Xiong. 2012. The End of Cheap 
Chinese Labor. Journal of Economic Perspectives. Vol. 26, No. 4 (Fall 2012), pp. 57-74.
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fact that many people are just 
a little below the official pov-
erty line that is already set in 
such a low rate, so that a small 
increase in per capita expen-
diture is enough to ‘lift’ them 
above the line. But even if we 
take the officially declared 
poverty line as abysmally 
low as 32 Indian Rupees per 
person per day in urban areas 
and 26 Rupees per person per 
day in rural areas for sufficient 
access to ‘food, education, and 
health’, at June 2011 pric-
es—which does not cover the 
barest necessities—a full 30 
per cent of the population in 
2010, or more than 350 mil-
lion people are under extreme 
poverty line.[16]

     So why has economic 
growth in India led to so 
little increase in wages and 
incomes—and also living 
conditions in general–for the 
large segment of the pop-
ulation? And why have the 
similar growth rates in China 
led to substantial increases 
in living standards virtually 
based on every index of devel-
opment compared to India? 
The answer to this question 
cannot ignore the fact that the 
post-reform economic boom 
happened first in agriculture 
and then in labor-intensive 
manufacturing, whereas 
India’s rapid economic growth 
during the last twenty years 
or so has been driven mainly 
by ‘services,’ which is a very 
heterogeneous sector. There is 
growing evidence that a good 

deal of the growth in services 
has been heavily concentrated 
in skill-intensive sectors (such 
as software development, 
financial services and other 
specialized work); and not 
in productive and labor-in-
tensive industrial and man-
ufacturing sector. While the 
growth of the service sector, 
especially the IT and finance, 
has enabled the more skillful 
and educated segments of 
the labor force to earn much 
higher wages and salaries, 
the bulk of the workforce is 
marooned in agriculture and 
less productive sectors within 
services—and indeed, in the 
vast ‘informal sector,’ which

employs more than 90 per 
cent of India’s workforce 
where wages and productivity 
are very low. In other words, 
the very Lewisian tuning 
point—absorption of the crux 
of the workforce in dynamic 
and productive manufactur-
ing sector—which if it occurs 
in an economy will lead to 
higher wages and saving rates, 
and hence higher living stan-
dards on aggregate scale was 
not achieved in India. Instead, 
persistent wage disparities—
subsistence rate for most 
people—coupled with scant 
growth of income per capita 
became the endemic property 
of India’s economic develop-
ment. 
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Conclusion
The critics of India’s massive 
social inequalities and per-
sistent wage disparities take 
the maladies and bureau-
cratic paralyses of the state 
as their point of departure in 
the prognoses of the uneven 
economic development. They 
also find—I believe rightly 
so—something callous and 
uncouth in the selfish and in-
ward-looking preoccupations 
of the small and yet dominant 
and prosperous minority class 
in India as an impediment for 
translating economic growth 
into better living conditions 
for the majority of people. Af-
ter all, economists working on 
India have observed that the 
deviation of the state agen-
cies and incumbents from 
the tasks assigned to them is 
not arbitrary: laws are broken 
and favors are dispensed to 
the benefit of the rich and the 
detriment of the poor. But my 
intention in this essay was to 
draw attention to what seems 
to be an important cause of 
the malaise in delivering de-
velopmental and distributive 
outcomes (i.e. higher incomes 
and living standards) for the 
large segment of the Indian 
population. I suggest that the 
cause of uneven development 
ought to be investigated in the 
sectoral composition and the 
way that the workforce is dis-
tributed among those sectors 
in the Indian economy. India 
would, of course, be better off 

with more rule-following and 
transparent state institutions 
and a more inclusive public 
discourse. But a more effective 
and egalitarian distribution of 
income and wealth, which will 
surely lead to higher stan-
dards of living for the crux of 
the population does not just 
depend on the bureaucratic 
integrity of the state. What 
I tried to show in this essay 
was rather more structural 
in the trajectory of Indian 
development (i.e. the rapid 
growth of the heterogeneous 
service sector as opposed to 
labor-intensive manufactur-
ing), which has led to such 
lopsided outcomes in not 
just income distribution, but 
also the social indicators of 
economic development. As I 
demonstrated, India’s rapid 
economic growth during the 
last twenty years or so has 
been driven mainly by ser-
vices; and not labor-intensive 
manufacturing. The service 
sector is extremely heteroge-
neous: it rewards the highly 
skillful workers in the IT or 
finance sector by granting 
them higher wages and saving 
rates. But it also punishes the 
vast majority of workforce 
in the less productive sec-
tors—especially the decisive 
majority of workers who are 
employed in the vast infor-
mal sector, where wages and 
productivity are—and tend to 
remain—very low. So if India’s 
impressive GDP growth rates 
have not translated into better 

quality of life for the majority 
of people, and that economic 
development has been starkly 
uneven across time and space, 
it can partly be attributed to 
the trajectory of economic 
development itself: the fact 
that growth has occurred in 
the heterogeneous services, 
and not in the productive and 
labor-intensive manufactur-
ing sector. The very Lewisian 
turning point, which heralded 
that the industrial, modern, 
formal, and high-productivity 
sector of the economy would 
take over the subsistence, 
informal, low-productivity 
sector and will inevitably lead 
to higher wages and incomes 
on aggregate scale was not 
achieved in India.
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Figure 5: Index of Workers’ Monthly Earnings 
in Manufacturing (1981=100)

Source: Calculated from Tao Yang et al. (2010), Figure 5(a). See Jean Drèze, Amartya Sen. 2013. “An Uncertain 
Glory: India and its Contradictions.” Princeton University Press, pp 30-31

Figure 6: Real Wages in India’s Manufacturing, 1990-2010

Source: Handbook of Statistics 
on the Indian Economy, Tables 

33 and 40 (Reserve Bank of 
India, 2012). Money wages 

have been deflated using the 
Consumer Price Index for 

Industrial Workers, from the 
same source. The left-hand 
vertical axis applies to real 
wages, and the right-hand 

axis to the share of wages in 
value added. See Jean Drèze, 

Amartya Sen. 2013. “An 
Uncertain Glory: India and 

its Contradictions.” Princeton 
University Press, pp 30-31.
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When we think of 
democracy, we 
think immedi-

ately of the majoritarian prin-
ciple—the normative idea that 
decisions should follow the 
will of the majority of citizens 
rather than being the expres-
sion of a small power-holding 
elite. Yet democracy is much 
more than majority rule – it 
is the full constellation of in-
stitutions that guarantee that 
all citizens have a voice, their 
basic rights are protected, and 
representatives act within con-
stitutional bounds.
     The unqualified domi-
nance of the majority group, 
as of any group, is expres-
sion not of democracy but of 
oppression and runs counter 
to fundamental principles of 

representation. In situations 
of high polarization, where 
the composition of the major-
ity and the minority groups 
remains essentially constant 
over time—for example, in 
the presence of religious or 
racial differences that harden 
into political opposition—the 
disenfranchisement brought 
by pure majority rule is evi-
dent. Political theorists refer 
to the tyranny of the majority 
and argue that in such sit-
uations majority rule lacks 
legitimacy and can be serious-
ly destabilizing.[1]

     In modern democracies, 
the main tool for power-shar-
ing is representation. How-
ever, majoritarian systems 
assign the full representation 
of a political district to the 

party that wins a majority of 
the district’s votes. A group 
with shared interests but scat-
tered across districts so as to 
be everywhere in the minority 
is effectively without a voice. 
It is this concern, expressed 
especially by civil rights 
scholars and at times sec-
onded by the courts, that has 
called attention to semi-pro-
portional voting systems, and 
in particular to Cumulative 
Voting.
    Cumulative Voting
     Cumulative voting has the 
explicit goal of protecting 
the minority in a multi-seat 
election with opposite candi-
date lists. It works by granting 
each voter a specified num-
ber of votes, and letting the 

Acknowledging the Minority’s Voice:
Power-sharing via voting rules  by Alessandra Casella
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voter cumulate as many votes 
as desired on any individual 
candidate.
     Consider, for example, an 
election to a five-seat body, 
where all seats are up to be 
filled.  Suppose that two 
candidates’ lists are present-
ed, with one list proposed 
by the party that represents 
a majority of the electorate, 
and the second list proposed 
by the party representing the 
interests of the minority. Each 
voter is granted five votes, 
and the five candidates with 
most votes win the election. If 
voters are limited to a single 
vote per candidate, the ma-
jority party controls all five 
appointments: each majority 
candidate receives a number 
of votes equal to the majority 
size, and thus the five can-
didates with most votes all 
come from the majority list. 
With Cumulative Voting, on 
the other hand, each voter 
still holds five votes but can 
choose to cast them for fewer 
than five candidates. The voter 
can cumulate all votes on a 
single candidate, for exam-
ple, or give two votes to one 
candidate, and one each to 
three others, or choose any 
other combination of votes, 
as long as the total number of 
votes cast is five. In this case, a 
cohesive minority amounting 
to as little as 17 percent of the 
electorate and coordinating 
its votes can guarantee itself 
at least one seat. If such a 
minority cumulates all votes 

(all five votes of all minority 
members) on a single can-
didate, that candidate will 
receive a number of votes 
equal to 17 x 5 = 85 percent of 
the size of the electorate. To 
be elected, the minority can-
didate must beat the weakest 
of the majority candidates. If 
none of the majority voters 
cumulates votes, then all ma-
jority candidates receive the 
same number of votes, equal 
to 83 (=100-17) percent of the 
electorate. If some majority 
voters do cumulate votes on 
some of the majority candi-
dates, that must leave one or 
more candidates, the weakest 
ones, with fewer votes. Thus, 
the weakest majority can-
didate cannot receive more 
votes than 83 percent of the 
electorate—and is then cer-
tainly beaten.
     Cumulative voting has a 
long historical tradition—it 
was the voting system elect-
ing the Illinois House of 
Representatives from 1870 to 
1982[2]—and a current pres-
ence in both local jurisdic-
tions and corporate elections. 
It is emerging as a desirable 
remedy to violations of the 
Voting Rights Act. Although 
the unfamiliar voting rule is 
often resisted initially, fol-
low-up studies suggest that 
it indeed works as expected, 
leading not only to the elec-
tion of minority candidates, 
often for the first time, but 
substantially increasing the 
expenditure in public goods 

in minority neighborhoods.[3]

     This latter effect is inter-
esting and not obvious. Note 
that however successful Cu-
mulative Voting may be, the 
representatives chosen by the 
minority group would almost 
certainly remain a minority 
within the decision-making 
body. When preferences are 
polarized and the power of 
a cohesive majority bloc is 
secure, semi-proportional 
electoral rules like Cumula-
tive Voting, or in fact fully 
proportional representation, 
need not result in effective 
power-sharing: the minority 
may well remain disenfran-
chised, even with a few of its 
representatives sitting at the 
table.[4] The concern is taken 
very seriously in societies 
sharply divided along ethnic 
or religious grounds. In some 
instances, power-sharing is 
then imposed directly: the 
constitution specifies the allo-
cation of executive positions 
to different groups, typically 
on the basis of their identity.[5]

     Yet, this is hardly an ideal 
solution. Constitutional provi-
sions of this type are difficult 
to enforce and heavy-handed, 
unsuited to changing reali-
ties. One possible answer is 
to again exploit the design of 
the voting rule. The idea of 
cumulating votes need not be 
restricted to the election of 
representatives. If applied to 
decision-making itself, to the 
passing or blocking of propos-
als, the possibility to cumulate 
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votes becomes a direct instru-
ment for power-sharing.
       
Storable Votes
     Imagine going to a meeting 
where a number of proposals 
will be put to a vote. Each 
will pass if the majority of the 
votes it receives is in favor, 
and fail otherwise. As typical-
ly happens, only some of the 
proposals interest you. Stor-
able Votes allow you to save 
the votes that you choose not 
to spend on some proposals 
for use on others. For exam-
ple, you may choose to abstain 
on the first two proposals and 
then, when the third is up for 
a vote, cast three votes on it. 
More generally, you have one 
vote per proposal, but can dis-
tribute your votes freely over 
the different proposals in any 
way you want.  
     The central idea is the pos-
sibility of shifting one’s votes 
from one decision to another, 
to store votes not spent on low 
priority decisions for use over 
decisions that matter more—
hence the name. The idea can 
be applied to many different 
situations. The number of 
voters may be small, as in the 
case of specialized commit-
tees, or it may be large, as in 
the case of a popular vote. 
The different proposals may 
be voted upon over time, as 
in the case of committees that 
meet on a regular schedule, 
or presented simultaneously, 
as in the example of multi-

ple propositions submitted 
to referendum. The agenda 
may be known, as in the case 
of multiple referendums or a 
committee with a fixed, recur-
rent task, or unknown, if the 
committee’s role is sufficiently 
wide that new questions can 
arise. But the essence remains 
the same: several proposals 
can pass or fail; each is decid-
ed according to the majority 
of votes cast; and voters, each 
endowed with a fixed total 
number of votes, can choose 
how to distribute their votes 
over the various proposals.
     Storable Votes work by 
linking multiple binary deci-
sions through a single budget 
constraint—the fixed num-
ber of votes that individuals 
can shift across the different 
decisions. Because casting 
more votes translates, on 
average, into exercising more 
influence, individuals distrib-
ute the votes at their dispos-
al according to the relative 
strength of their preferences, 
and the number of votes cast 
becomes the observable mea-
sure of preference intensity.  
     The voting rule is a simple, 
apparently minor deviation 
from majority voting. Yet, 
it has a number of desirable 
properties. As in the case of 
Cumulative Voting, a small-
er group can prevail if its 
members cumulate votes on 
that proposal. And as in the 
case of Cumulative Voting, 
minority victories are com-
patible with every voter being 

treated identically: every voter 
has the same total number 
of votes over the full set of 
decisions, and every vote has 
the same weight regardless of 
the identity of the voter. Note, 
however, that the framework 
is different from Cumulative 
Voting: now each proposal is 
considered on its own terms, 
and the proposal’s approval 
competes only with its own 
rejection. There is no fixed 
number of total proposals 
to be approved, as opposed 
to the fixed number of open 
seats to be filled in a Cumu-
lative Voting election. This 
means that the minority can 
win a proposal when it con-
siders it important enough 
to spend multiple votes on 
it, and, at the same time, the 
majority does not. There is no 
a priori guarantee that the mi-
nority will ever win. And yet, 
if it wins, it wins those deci-
sions over which the minority 
feels strongly and the majority 
feels weakly, that is, exactly 
those decisions that normative 
criteria suggest the minority 
should win.
     Because each voter is 
constrained by a fixed budget 
of votes, Storable Votes en-
courage the truthful revela-
tion of each voter’s priorities: 
everything else equal, a voter 
is incentivized to cast more 
votes when the voter’s pref-
erences are most intense. As 
a result, Storable Votes have 
desirable properties regardless 
of whether the minority has 
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a fixed composition on any 
given decision. By allowing 
each voter to cast more votes 
on decisions that matter more, 
Storable Votes increase the 
probability of winning deci-
sions a voter considers im-
portant, at the cost of a lower 
probability of winning when it 
matters less. Thus in a body of 
voters homogeneous enough 
that all expect to be in the mi-
nority with similar frequency, 
an individual will expect to 
fare better, on average, than 
he would under majority rule 
(even though he also expects 
to be on the losing side more 
often than he would with ma-
jority voting).

Conclusion
     Desirable as they may be, 
neither Cumulative Voting 
nor Storable Votes, nor any 
voting rule, can substitute 
for the set of institutions 
that democracy demands—a 
competent executive, a strong 
but accountable legislature, 
an independent judiciary, 
and a free press. Even within 
the more limited ambitions 
of desirable mechanisms for 
eliciting preferences, they are 
too simple to have ambitions 
of full optimality. They have 
a more modest but pragmatic 
purpose: they are simple, intu-
itive rules that can protect the 
minority and easily be imple-
mented in practice.
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Press (third edition in 2006), Lani 
Guinier, 1994, The Tyranny of the 
Majority. New York: Free Press, or 
P. J. Emerson, 1999, From Belfast to 
the Balkans: Was Democracy Part of 
the Problem?, Belfast: The de Borda 
Institute.

[2] It fell in 1982 in a voters-ap-
proved constitutional amendment 
aimed at reducing the size of the 
House, after representatives had vot-
ed themselves a large and unpopular 
salary increase.

[3] Richard Pildes and Kristen 
Donoghue, 1995, “Cumulative Vot-
ing in the United States”, The Uni-
versity of Chicago Legal Forum, pp. 
241-313, is a fascinating case study 
of the introduction of Cumulative 
Voting in Chilton County, Alabama, 
and takes the reader through initial 
reactions, parties’ strategies, voters’ 
education campaign, and final 
outcomes.

[4] The give-and-take of coali-
tion building plays no role when one 
side is consistently in the minority. 
And note that the problem cannot 
be solved either by vetoes or super-
majority requirements, or by logroll-
ing. If on each issue there is a fixed 
majority of, say, 60 percent, versus 
a fixed minority of 40 percent, then 
vetoes and supermajorities stall all 
voting, and logrolling has no role be-
cause the majority is always winning.

[5] See for example the discus-
sion by Arend Lijphart, 2004, “Con-
stitutional design for divided societ-

ies,” Journal
of democracy, 15, 96-109.

[6] The ideas that follow are dis-
cussed in detail in Alessandra Casel-
la, 2012, Storable Votes, Oxford and 
New York: Oxford University Press.
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