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Guaranteed Failure of  Development? 
Samuel P. Huntington and Joan M. Nelson, No Easy Choice: Political 

Participation in Developing Countries, Harvard University Press (1976). 
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Growth versus Inequality 

 Based mainly on Latin American experiences, Huntington & 
Nelson argued that development would surely fail whether 
you started with developmental dictatorship or populist 
democracy. 

 However, there is another way. Some economies in East Asia 
overcame the dilemma and achieved high growth and income 
equality simultaneously—Japan, Taiwan & Korea. 

 This was done by an appropriate combination of growth 
policy and social policy. The former created growth while 
the latter solved problems caused by high growth. Both 
policies are essential for development. 



Growth & Social Policy: East Asian Solution 

Economic growth 

Emergence of 

new problems 

Social stability & 

popular support 

Growth policy     
by developmental state 

START 

Income & wealth gaps, 

environmental damage, 

labor migration, land & 

stock bubble, congestion, 

cultural change, macro 

instability, materialism, 

corruption… 

Social policy 
to ameliorate these problems 

Exit after 

20-30 years 

Democratic, high-

income society FINISH 

Maturity of middle 

class and rising 

political aspiration 



Yasusuke Murakami, “Theory of Developmentalism,” ch.6, 

Outline of Anti-classical Political Economy: A Memorandum for 

the Next Century, 1994. 

In Japan during and after the Meiji era [1868-1912], emigrant workers 

from farming villages did not psychologically abandon their rural roots. 

They routinely returned to native villages for major holidays. They also 

hoped to return to their birthplace one day, rich and famous, for 

retirement. These episodes show how strong the emotional ties to the 

familiar life style are. 

 

Therefore, if urban workers feel aggrieved that the emotional strain of 

their detachment from home is not adequately rewarded by being able 

to take part in the fruits of industrialization, tension will develop into 

social discontent. When dissatisfied urban residents gather in a 

political movement, the effort of industrialization may well be thwarted. 

 

Similarly, in rural areas, if villagers think that industrialization only 

brings poverty and devastated landscapes, support for industrialization 

will be lost and protest is likely to erupt. Enraged people will become 

more receptive to calls for social reform through violent means. 



Two Groups in East Asia 

Economies that had equal or equalizing income during a high 
growth period 

 Japan, 1950s-60s 

 Korea, 1970s-80s 

 Taiwan, 1960s-80s 

Economies that had unequal or polarizing income during a high 
growth period 

 China, after 1980s 

 Thailand 

 Philippines 

 Malaysia 

 Indonesia & Vietnam—beginning to be unequal 



Inclusive Growth vs. East Asian Way 

Both approaches aim at growth and equality simultaneously, but 
there is an important difference. 

 Under Inclusive Growth, growth policy must be integrated 
with social policy. Growth policy must be designed and 
executed in such a way that it empowers and benefits the 
underprivileged through participation, job & income creation, 
etc. 

 Under the traditional East Asian way, growth policy and 
social policy are in principle separable. FDI attraction, TVET, 
industrial location, technology transfer, etc. must be planned 
for growth & competitiveness. Empowerment and income 
redistribution should be pursued by another set of measures 
and should not be mixed with growth policy. 



Lorenz Curve and Gini Coefficient 

 A Lorenz curve shows cumulative income against population. 

 The Gini coefficient measures the degree of income inequality 
and ranges from 0 (perfectly equal) to 1 (perfectly unequal). 

 

 
Gini coefficient = A / (A+B) 
 

0  Everyone has the same income 
  

1  Only one person monopolizes 

wealth, others have no income. 

 

Actual numbers come in between: 

     Up to 30%: relatively equal 

     40% and above: highly unequal 

http://3.bp.blogspot.com/-eApuNbut4GU/UAkX6peR_mI/AAAAAAAAEU0/4xPQ81wa3Q0/s1600/LorenzCurve.jpg


Source: World Bank’s combined and standardized Gini data, http://data.worldbank.org/data-catalog/all-the-ginis. 

Gini Coefficient: Low and Stable, or Declining % 



Source: World Bank’s combined and standardized Gini data, http://data.worldbank.org/data-catalog/all-the-ginis. 

Gini Coefficient: High and Persistent, or Rising % 



Remedies and Measures 

Market force 

 Labor migration & remittances—permanent, temporary, 
seasonal, etc. 

Social policy 

 Social policy for issues related to labor migration 

 Social policy for rural development 

 Productivity Movement and productivity-wage balance 

 Job & income creation (SMEs & labor-intensive FDI) 

 Rights and power of workers & SMEs against exploitation 

 Fiscal transfer from cities to villages 

 Public investment in favor of rural areas 

 Price support and import protection for agriculture 

 Subsidies, quotas and affirmative measures for rural and/or 
underprivileged population 



Remedies and Measures (cont.) 

Politics 

 Balanced cabinet composition and power distribution 

 Social compact among government, management and labor 

 Sensitivity to labor, land, ethnic and cultural issues 



Japan:  

Rapidly Rising Productivity & Wages 

 During the High Growth Era (1955-1970), labor productivity 
and wages rose about 10% per year. Under this rapid income 
improvement, social stability and labor discipline were 
maintained. All Japanese people felt that they belonged to the 
middle class. 

 The Liberal Democratic Party 
(LDP: ruling party) secured 
votes by offering subsidies, 
price control, protection, 
public investment, etc. in 
favor of rural farmers. Tokyo 
taxes were channeled to build 
railroads, highways, ports and 
airports in rural constituencies. 
 



Korea:  

Saemaul Undong & Equalization 

 Saemaul Undong (New Village Movement) was launched in 
1970 by President Park Chung-hee to narrow the gap between 
industrializing cities and backward villages. 

 It was a top-down order to develop rural communities by local 
initiative. All villages in Korea were given resources, training & 
instruction, and evaluated by their action and performance. 

 Although some criticized Saemaul Undong as forced political 
propaganda, it brilliantly succeeded in eliminating urban-rural 
gaps. In fact, some rural regions became richer than Seoul. 

 

1971 1981 1991

Max/min ratio 2.0471 2.0143 1.7531

Coefficient of variation
adjusted by economic size

0.2873 0.1643 0.1572

Gini coefficient 0.1597 0.0846 0.0644

Inequality Indicators: Regional Incomes Converged 

Note: Data covers regional 

per capita GDP of 17 cities 

& regions of South Korea.          

  

Source: Huh Mun-Gu, 

"Changing Inter-regional 

Income Disparities in Korea: 

A Gross Regional Domestic 

Product Analysis," Osaka 

Prefectural Univ. (1995). 



Taiwan: Strong SMEs as 

Main Exporters 

 Taiwan’s SMEs have been very dynamic and 
served as the main engine of growth since the 1960s. 

- In 1981, SMEs’ share of export was 68.1%. 

- In 1986, SMEs accounted for 96% of establishments, 47.9% of 
employment and 31.0% of value added. 

- In 2010, SMEs occupied 97.8% of establishments, 76.7% of 
employment, 29.8% of sales, and 17.9% of export 

 80,000-90,000 new firms are created every year; the start-up 
ratio is 7.1%, which is very high. 

 SME Administration under the Ministry of Economic Affairs 
provides a large number of SME support incl. management, 
finance, incubation, regional clusters, etc. 

 Emergence of large IT firms (Foxconn, TSMC, UMC, AUO, Acer, 
Asus, etc.) reduced the relative importance of Taiwanese SMEs, 
but their absolute contribution is still large. 



Singapore: Productivity Movement 

under Social Compact 

 Since independence (1965), Singapore pursued productivity 
under a social compact among government, management and 
labor unions. 

 Three parties actively contribute to productivity 

 Fruits of productivity shall be shared to improve workers’ life  

 The compact was introduced to reduce resistance from labor 
unions which often see “productivity movement” as an excuse 
to lay-off workers. This political agreement is valid even today. 

 Japan taught productivity (kaizen) to Singapore in the 1980s. 
Singapore learned well and became a teacher of productivity 
to other countries in the 1990s. 

 

Government 

Management Labor Union 



 Malaysia: Bumiputra Policy 

 Malaysia’s main ethnic groups are Malays (60%), Chinese 
(25%) and Indians (10%). Chinese and Indians are good at 
business and wealthy, while Malays are poor and less dynamic.  

 Ethnic riots between Malays & Chinese erupted in 1969. Since 
then, Malaysia has offered privileges to Malays in business 
ownership, management, employment, etc. There is always 
tension between economic efficiency vs. ethnic equality.  

 Despite long-standing affirmative actions, Malays remain less 
active. Government hopes to transform them from privilege 
receivers to vibrant value creators—with little success. 

 The Malaysian economy slowed down recently and seems to 
be trapped in an upper-middle income trap. Ethnic income 
gaps remain large. 

  



Thailand: 

Yellow Shirts vs. Red Shirts 

 Thailand has industrialized rapidly overcoming many economic 
and political crises. Automotive, electronics & agro-processing 
sectors have grown. 

 However, government failed to reduce the gap between rich & 
privileged in Bangkok (Yellow Shirts) and poor farmers (Red 
Shirts). The Gini coefficient remained high (0.4-0.5) and the 
two groups were structurally separated. 

 PM Thaksin (2001-2006) provided subsidies to rural farmers. 
This ignited political fights between Yellow and Red Shirts. 



China: Growth Slowdown and Growth-

caused Problems 

 Under Mao’s rule, economy was stagnant and everyone was 
equally poor. After Deng’s liberalization (1990s-), growth 
accelerated but income gaps also greatly widened. 

 China’s double-digit growth is over and it has grown at 6-7% 
since 2012 (“New Normal”). It reached upper middle income 
but faces the risk of 未富先老（Not Yet Rich, but Already Old）. 

 China is challenged by many social problems including income 
gaps, pollution, corruption, materialism, property bubbles, 
labor mobility and the lack of political reform. 

Rising Also rising 



Vietnam:  

An Emerging Property Gap 

 Vietnam has grown rapidly since the early 1990s but the main 
engines of growth were external forces (trade, FDI, ODA) and 
property bubbles. Skills ＆ productivity show little result. 

 The Gini coefficient is rising from 0.35 to 0.40, but asset gaps 
(not reported) are far worse than income Gini. 

 From about 2005, a division emerged between urban property 
rich versus all others. Hanoi’s land is as expensive as Tokyo 
suburbs, but Vietnam’s per capita income is still at 6.5% of 
Japan’s. Urban land value dominates Vietnam’s wealth.  


