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PREFACE


When Alexander Kojève, the twentieth century’s preeminent interpreter of Hegel, concluded at mid-century that the latter was essentially correct in declaring that history had ended, he decided as well that philosophers like himself had no further useful work to do. Relegating the study of philosophy to weekends, he became a fulltime bureaucrat in the Commission of the newly formed European Economic Community, where he remained until his death in 1968. In the light of this progression, it seemed only natural that I also should follow my own The End of History and the Last Man with a book about economics.

It seems to me that the emphasis on economics is almost inevitable. There has, of course, been a great deal of Sturm und Drang following the collapse of communism, with apparent instability and much pessimism in Europe concerning that continent’s political prospects. But virtually all political questions today revolve around economic ones; security problems themselves are shaped by issues welling up from within fragile civil societies, East and West. But economics is not what it appears to be either; it is grounded in social life and cannot be understood separately from the larger question of how modern societies organize themselves. It is the arena in which modern recognition struggles play themselves out. This book, then, is not a cookbook in the “competitiveness” genre, explaining how to create a winning economy or how Americans ought to imitate the Japanese or Germans. It is, rather, the story of how economic life reflects, shapes, and underpins modern life itself.

A study that tries to compare and contrast different cultures with respect to economic performance is an open invitation to insult virtually everyone it touches upon. I have covered a great deal of ground in this book, and I am sure that people more knowledgeable than I about the particular societies under discussion will be able to think of countless objections, exceptions, and contradictory pieces of evidence to the different generalizations contained here. To those who feel I have misunderstood their culture or, worse yet, said something slighting or belittling about it, I apologize in advance.

I owe a debt of gratitude to many people. Three editors influenced the book greatly: Erwin Glikes, who signed the book prior to his untimely death in 1994; Adam Bellow of the Free Press, who saw it to completion; and Peter Dougherty, who labored long hours to put the manuscript into final shape. I also thank, for their help at various points along the way, Michael Novak, Peter Berger, Seymour Martin Lipset, Amitai Etzioni, Ezra Vogel, Atsushi Seike, Chie Nakane, Takeshi Ishida, Noritake Kobayashi, Saburo Shiroyama, Steven Rhoads, Reiko Kinoshita, Mancur Olson, Michael Kennedy, Henry S. Rowen, Clare Wolfowitz, Robert D. Putnam, George Holmgren, Lawrence Harrison, David Hale, Wellington K. K. Chan, Kongdan Oh, Richard Rosecrance, Bruce Porter, Mark Cordover, Jonathan Pollack, Michael Swaine, Aaron Friedberg, Tamara Hareven, and Michael Mochizuki. Abram Shulsky, as usual, contributed greatly to the book’s conceptualization.

Once again, I am grateful to James Thomson and the RAND Corporation, which tolerated my presence as I was writing this book. I owe a long-standing debt of gratitude to my literary agents, Esther Newberg and Heather Schroder, who made both this and the volume that preceded it possible. Much of the material covered in this book would never have come to my attention but for the hard work of my research assistants, Denise Quigley, Tenzing Donyo, and especially Chris Swenson, who was of invaluable assistance through all phases of this study.

My wife, Laura, to whom the book is dedicated, has always been a careful reader and critic, and helped enormously. She was a source of great support throughout this effort.

Yoshia Fukuyama, my father, was a sociologist of religion, and passed down to me several years ago his library of social science classics. After resisting this perspective for many years, I think I now more fully understand his own interest in it. He read and commented on the manuscript, but passed away before the book could be published. I hope he understood how much his own life’s interests are reflected here.

As previously, in lieu of thanks to a typist, I must express gratitude to all of those ever-curious and inventive tinkerers and designers—many of them immigrants—who made possible all of the software, computers, and networking equipment on which production of this book depended.




I THE IDEA OF TRUST

The Improbable Power of Culture in the Making of Economic Society






CHAPTER I On the Human Situation at the End of History

As we approach the twenty-first century, a remarkable convergence of political and economic institutions has taken place around the world. Earlier in this century, deep ideological cleavages divided the world’s societies. Monarchy, fascism, liberal democracy, and communism were bitter competitors for political supremacy, while different countries chose the divergent economic paths of protectionism, corporatism, the free market, and socialist centralized planning. Today virtually all advanced countries have adopted, or are trying to adopt, liberal democratic political institutions, and a great number have simultaneously moved in the direction of market-oriented economies and integration into the global capitalist division of labor.

As I have argued elsewhere, this movement constitutes an “end of history,” in the Marxist-Hegelian sense of History as a broad evolution of human societies advancing toward a final goal.1 As modern technology unfolds, it shapes national economies in a coherent fashion, interlocking them in a vast global economy. The increasing complexity and information intensity of modern life at the same time renders centralized economic planning extremely difficult. The enormous prosperity created by technology-driven capitalism, in turn, serves as an incubator for a liberal regime of universal and equal rights, in which the struggle for recognition of human dignity culminates. While many countries have had trouble creating the institutions of democracy and free markets, and others, especially in parts of the former communist world, have slid backward into fascism or anarchy, the world’s advanced countries have no alternative model of political and economic organization other than democratic capitalism to which they can aspire.

This convergence of institutions around the model of democratic capitalism, however, has not meant an end to society’s challenges. Within a given institutional framework, societies can be richer or poorer, or have more or less satisfying social and spiritual lives. But a corollary to the convergence of institutions at the “end of history” is the widespread acknowledgment that in postindustrial societies, further improvements cannot be achieved through ambitious social engineering. We no longer have realistic hopes that we can create a “great society” through large government programs. The Clinton administration’s difficulties in promoting health care reform in 1994 indicated that Americans remained skeptical about the workability of large-scale government management of an important sector of their economy. In Europe, almost no one argues that the continent’s major concerns today, such as a high continuing rate of unemployment or immigration, can be fixed through expansion of the welfare state. If anything, the reform agenda consists of cutting back the welfare state to make European industry more competitive on a global basis. Even Keynesian deficit spending, once widely used by industrial democracies after the Great Depression to manage the business cycle, is today regarded by most economists as self-defeating in the long run. These days, the highest ambition of most governments in their macroeconomic policy is to do no harm, by ensuring a stable money supply and controlling large budget deficits.

Today, having abandoned the promise of social engineering, virtually all serious observers understand that liberal political and economic institutions depend on a healthy and dynamic civil society for their vitality.2 “Civil society”—a complex welter of intermediate institutions, including businesses, voluntary associations, educational institutions, clubs, unions, media, charities, and churches—builds, in turn, on the family, the primary instrument by which people are socialized into their culture and given the skills that allow them to live in broader society and through which the values and knowledge of that society are transmitted across the generations.

A strong and stable family structure and durable social institutions cannot be legislated into existence the way a government can create a central bank or an army. A thriving civil society depends on a people’s habits, customs, and ethics—attributes that can be shaped only indirectly through conscious political action and must otherwise be nourished through an increased awareness and respect for culture.

Beyond the boundaries of specific nations, this heightened significance of culture extends into the realms of the global economy and international order. Indeed, one of the ironies of the convergence of larger institutions since the end of the cold war is that people around the world are now even more conscious of the cultural differences that separate them. For example, over the past decade, Americans have become much more aware of the fact that Japan, an erstwhile member of the “free world” during the cold war, practices both democracy and capitalism according to a different set of cultural norms than does the United States. These differences have led to considerable friction at times, as when the members of a Japanese business network known as a keiretsu buy from one another rather than from a foreign company that might offer better price or quality. For their part, many Asians are troubled by certain aspects of American culture, such as its litigiousness and the readiness of Americans to insist upon their individual rights at the expense of the greater good. Increasingly, Asians point to superior aspects of their own cultural inheritance, such as deference to authority, emphasis on education, and family values, as sources of social vitality.3

The increasing salience of culture in the global order is such that Samuel Huntington has argued that the world is moving into a period of “civilizational clash,” in which the primary identification of people will not be ideological, as during the cold war, but cultural.4 Accordingly, conflict is likely to arise not among fascism, socialism, and democracy but among the world’s major cultural groups: Western, Islamic, Confucian, Japanese, Hindu, and so on.

Huntington is clearly correct that cultural differences will loom larger from now on and that all societies will have to pay more attention to culture as they deal not only with internal problems but with the outside world. Where Huntington’s argument is less convincing, however, is that cultural differences will necessarily be the source of conflict. On the contrary, the rivalry arising from the interaction of different cultures can frequently lead to creative change, and there are numerous cases of such cultural cross-stimulation. Japan’s confrontation with Western culture after the arrival of Commodore Perry’s “black ships” in 1853 paved the way for the Meiji Restoration and Japan’s subsequent industrialization. In the past generation, techniques like lean manufacturing—the process of eliminating buffers from the manufacturing process to facilitate feedback from the factory floor—have made their way from Japan to the United States, to the latter’s benefit. Whether the confrontation of cultures leads to conflict or to adaptation and progress, it is now vitally important to develop a deeper understanding of what makes these cultures distinctive and functional, since the issues surrounding international competition, political and economic, increasingly will be cast in cultural terms.

Perhaps the most crucial area of modern life in which culture exercises a direct influence on domestic well-being and international order is the economy. Although economic activity is inextricably linked with social and political life, there is a mistaken tendency, encouraged by contemporary economic discourse, to regard the economy as a facet of life with its own laws, separate from the rest of society. Seen this way, the economy is a realm in which individuals come together only to satisfy their selfish needs and desires before retreating back into their “real” social lives. But in any modern society, the economy constitutes one of the most fundamental and dynamic arenas of human sociability. There is scarcely any form of economic activity, from running a dry-cleaning business to fabricating large-scale integrated circuits, that does not require the social collaboration of human beings. And while people work in organizations to satisfy their individual needs, the workplace also draws people out of their private lives and connects them to a wider social world. That connectedness is not just a means to the end of earning a paycheck but an important end of human life itself. For just as people are selfish, a side of the human personality craves being part of larger communities. Human beings feel an acute sense of unease—what Emile Durkheim labeled anomie—in the absence of norms and rules binding them to others, an unease that the modern workplace serves to moderate and overcome.5

The satisfaction we derive from being connected to others in the workplace grows out of a fundamental human desire for recognition. As I argued in The End of History and the Last Man, every human being seeks to have his or her dignity recognized (i.e., evaluated at its proper worth) by other human beings. Indeed, this drive is so deep and fundamental that it is one of the chief motors of the entire human historical process. In earlier periods, this desire for recognition played itself out in the military arena as kings and princes fought bloody battles with one another for primacy. In modern times, this struggle for recognition has shifted from the military to the economic realm, where it has the socially beneficial effect of creating rather than destroying wealth. Beyond subsistence levels, economic activity is frequently undertaken for the sake of recognition rather than merely as a means of satisfying natural material needs.6 The latter are, as Adam Smith pointed out, few in number and relatively easily satisfied. Work and money are much more important as sources of identity, status, and dignity, whether one has created a multinational media empire or been promoted to foreman. This kind of recognition cannot be achieved by individuals; it can come about only in a social context.

Thus, economic activity represents a crucial part of social life and is knit together by a wide variety of norms, rules, moral obligations, and other habits that together shape the society. As this book will show, one of the most important lessons we can learn from an examination of economic life is that a nation’s well-being, as well as its ability to compete, is conditioned by a single, pervasive cultural characteristic: the level of trust inherent in the society.

Consider the following vignettes from twentieth-century economic life:


	During the oil crisis of the early 1970s, two automakers on opposite sides of the world, Mazda and Daimler-Benz (maker of Mercedes Benz luxury cars), were both hit with declining sales and the prospect of bankruptcy. In both cases, they were bailed instances of out by a coalition of companies with which they had traditionally done business, led by a large bank: Sumitomo Trust, in the instances of Mazda, and the Deutsche Bank, in the case of Daimler. In both cases, immediate profitability was sacrificed for the sake of saving the institution—in the German case, to prevent it from being bought out by a group of Arab investors.

	The recession of 1983-1984 that ravaged America’s industrial heartland also hit the Nucor Corporation very hard. Nucor had just entered the steelmaking business by building mini-mills using a new German continuous-casting technology. Its mills were built in places like Crawfordsville, Indiana, outside the traditional rust belt, and were operated by nonunionized workers, many of them former farmers. To deal with the drop in revenues, Nucor put its employees—from the CEO to the lowliest maintenance worker—on a two- or three-day workweek, with a corresponding cut in pay. No workers were fired, however, and when the economy and the company recovered, it enjoyed a tremendous esprit de corps that contributed to its becoming a major force in the American steel industry.7


	In the Toyota Motor Company’s Takaoka assembly plant, any of the thousands of assembly line workers who work there can bring the entire plant to a halt by pulling on a cord at his or her workstation. They seldom do. By contrast, workers at the great Ford auto plants like Highland Park or River Rouge—plants that virtually defined the nature of modern industrial production for three generations—were never trusted with this kind of power. Today, Ford workers, having adopted Japanese techniques, are trusted with similar powers, and have greater control over their workplace and machines.

	In Germany, shop foremen on the floor of a typical factory know how to do the jobs of those who work under them and frequentlytake their place if the need arises. The foreman can move workers from one job to another and evaluates them based on face-to-face dealings. There is great flexibility in promotion: a blue-collar worker can obtain credentials as an engineer by attending an extensive in-company training program rather than going to a university.



The common thread that runs through these four apparently unrelated vignettes is that in each case, economic actors supported one another because they believed that they formed a community based on mutual trust. The banks and suppliers that engineered the Mazda and DaimlerBenz rescues felt an obligation to support these auto companies because the latter had supported them in the past and would do so again in the future. In the German case, moreover, there was a nationalistic feeling that such an important trademark German name as Mercedes-Benz should not fall into non-German hands. Workers at Nucor were willing to accept severe cuts in their weekly pay because they believed that the managers who devised the pay cut plan were hurting as well and were committed to not laying them off. The workers at the Toyota plant were given immense power to stop the entire assembly line because management trusted them not to abuse that power, and they repaid this trust by using that power responsibly to improve the line’s overall productivity. Finally, the workplace in Germany is flexible and egalitarian because workers trust their managers and fellow workers to a higher degree than in other European countries.

The community in each of these cases was a cultural one, formed not on the basis of explicit rules and regulations but out of a set of ethical habits and reciprocal moral obligations internalized by each of the community’s members. These rules or habits gave members of the community grounds for trusting one another. Decisions to support the community were not based on narrow economic self-interest. The Nucor management could have decided to award themselves bonuses while laying off workers, as many other American corporations did at the time, and Sumitomo Trust and Deutsche Bank could perhaps have maximized their profits by selling off their failing assets. Solidarity within the economic community in question may have had beneficial consequences over the long run for the bottom line; certainly Nucor’s workers were motivated to give their company an extra measure of effort once the recession was over, as was the German foreman whose company helped him to become an engineer. But the reason that these economic actors behaved as they did was not necessarily because they had calculated these economic consequences in advance; rather, solidarity within their economic community had become an end in itself. Each was motivated, in other words, by something broader than individual self-interest. As we will see, in all successful economic societies these communities are united by trust.

By contrast, consider situations in which the absence of trust has led to poor economic performance and its attendant social implications:


	In a small town in southern Italy during the 1950s, Edward Banfield noted that the wealthy citizens were unwilling to come together to found either a school or hospital, which the town needed badly, or to build a factory, despite an abundance of capital and labor, because they believed it was the obligation of the state to undertake such activities.

	In contrast to German practice, the French shop foreman’s relations with his or her workers are regulated by a thicket of rules established by a ministry in Paris. This comes about because the French tend not to trust superiors to make honest personal evaluations of their workers. The formal rules prevent the foreman from moving workers from one job to another, inhibiting development of a sense of workplace solidarity and making very difficult the introduction of innovations like the Japanese lean manufacturing system.


	Small businesses in American inner cities are seldom owned by AfricanAmericans; they tend to be controlled by other ethnic groups, like the Jews earlier in this century and Koreans today. One reason is an absence of strong community and mutual trust among the contemporary AfricanAmerican “underclass.” Korean businesses are organized around stable families and benefit from rotating credit associations within the broader ethnnic community; inner-city African-American families are weak and credit associations virtually nonexistent.



These three cases reveal the absence of a proclivity for community that inhibits people from exploiting economic opportunities that are available to them. The problem is one of a deficit of what the sociologist James Coleman has called “social capital”: the ability of people to work together for common purposes in groups and organizations.8 The concept of human capital, widely used and understood among economists, starts from the premise that capital today is embodied less in land, factories, tools, and machines than, increasingly, in the knowledge and skills of human beings.9 Coleman argued that in addition to skills and knowledge, a distinct portion of human capital has to do with people’s ability to associate with each other, that is critical not only to economic life but to virtually every other aspect of social existence as well. The ability to associate depends, in turn, on the degree to which communities share norms and values and are able to subordinate individual interests to those of larger groups. Out of such shared values comes trust, and trust, as we will see, has a large and measurable economic value.

With regard to the ability to form spontaneous communities such as those detailed above, the United States has had more in common with Japan and Germany than any of these three has with Chinese societies like Hong Kong and Taiwan, on the one hand, and Italy and France on the other. The United States, like Japan and Germany, has historically been a high-trust, group-oriented society, despite the fact that Americans believe themselves to be rugged individualists.

But the United States has been changing rather dramatically over the past couple of generations with respect to its art of association. In many ways, American society is becoming as individualistic as Americans have always believed it was: the inherent tendency of rights-based liberalism to expand and multiply those rights against the authority of virtually all existing communities has been pushed toward its logical conclusion. The decline of trust and sociability in the United States is also evident in any number of changes in American society: the rise of violent crime and civil litigation; the breakdown of family structure; the decline of a wide range of intermediate social structures like neighborhoods, churches, unions, clubs, and charities; and the general sense among Americans of a lack of shared values and community with those around them.

This decline of sociability has important implications for American democracy, perhaps even more so than for the economy. Already the United States pays significantly more than other industrialized countries for police protection and keeps more than 1 percent of its total population in prison. The United States also pays substantially more than does Europe or Japan to its lawyers, so that its citizens can sue one another. Both of these costs, which amount to a measurable percentage of gross domestic product annually, constitute a direct tax imposed by the breakdown of trust in the society. In the future, the economic effects may be more farreaching; the ability of Americans to start and work within a wide variety of new organizations may begin to deteriorate as its very diversity lowers trust and creates new barriers to cooperation. In addition to its physical capital, the United States has been living off a fund of social capital. Just as its savings rate has been too low to replace physical plant and infrastructure adequately, so its replenishment of social capital has lagged in recent decades. The accumulation of social capital, however, is a complicated and in many ways mysterious cultural process. While governments can enact policies that have the effect of depleting social capital, they have great difficulties understanding how to build it up again.

The liberal democracy that emerges at the end of history is therefore not entirely “modern.” If the institutions of democracy and capitalism are to work properly, they must coexist with certain premodern cultural habits that ensure their proper functioning. Law, contract, and economic rationality provide a necessary but not sufficient basis for both the stability and prosperity of postindustrial societies; they must as well be leavened with reciprocity, moral obligation, duty toward community, and trust, which are based in habit rather than rational calculation. The latter are not anachronisms in a modern society but rather the sine qua non of the latter’s success.

The American problem starts with a failure of Americans to perceive their own society, and its historical communitarian orientation, correctly. Part I addresses this failure, beginning with a discussion of why recent arguments among certain thinkers miss a critical point about the cultural dimension of economic life. The remainder of this part will define more precisely what is meant by culture, trust, and social capital. It will explain how trust is related to industrial structure and the creation of those largescale organizations vital to economic well-being and competitiveness.

Parts II and III deal with two major bridges to sociability, the family and nonkinship-based communities, respectively. There are four “familistic” societies detailed in part II: China, France, Italy, and South Korea. In each, the family constitutes the basic unit of economic organization; each has experienced difficulties in creating large organizations that go beyond the family, and in each, consequently, the state has had to step in to promote durable, globally competitive firms. Part III examines Japan and Germany, both high-trust societies, which, in contrast to the familistic societies of part II, have had a much easier time spawning large-scale firms not based on kinship. Not only did such societies move early to modern professional management, but they have been able to create more efficient and satisfying workplace relationships on the factory floor. Lean manufacturing, invented by the Toyota Motor Corporation, will be considered as one example of the organizational innovations possible in a high-trust society.

Part IV discusses the complicated problem of where to locate the United States in the spectrum of low- and high-trust societies. Where the American art of association came from, and why it has been weakening, are the chief issues taken up in this part of the book. Finally, part V will draw some general conclusions concerning the future of global society and the role of economic life in the broader scope of human activity.


CHAPTER 2 The Twenty Percent Solution

Over the past generation, economic thought has been dominated by neoclassical or free market economists, associated with names like Milton Friedman, Gary Becker, and George Stigler. The rise of the neoclassical perspective constitutes a vast improvement from earlier decades in this century, when Marxists and Keynesians held sway. We can think of neoclassical economics as being, say, eighty percent correct: it has uncovered important truths about the nature of money and markets because its fundamental model of rational, self-interested human behavior is correct about eighty percent of the time. But there is a missing twenty percent of human behavior about which neoclassical economics can give only a poor account. As Adam Smith well understood, economic life is deeply embedded in social life, and it cannot be understood apart from the customs, morals, and habits of the society in which it occurs. In short, it cannot be divorced from culture.1

Consequently, we have been ill served by contemporary economic debates that fail to take account of these cultural factors. An example is the argument that has taken place in the United States between free market economists and the so-called neomercantilists over the past decade. Proponents of the latter perspective—including people like Chalmers Johnson, James Fallows, Clyde Prestowitz, John Zysman, Karl van Wolferen, Alice Amsden, and Laura Tyson—have argued that the dynamic and fastgrowing economies of East Asia have succeeded not by following but by violating the rules of neoclassical economics.2 The Asian fast developers have achieved such astoundingly high growth rates, the neomercantilists argue, not because of the untrammeled working of free markets but because governments in each case stepped in to promote development through industrial policies. For all of their awareness of the distinctiveness of Asia, however, many neomercantilists argue their policy conclusions in the same abstract and universal terms as the neoclassical economists. They argue that Asia is different not because of culture, but because societies there, reacting to their situation as “late developers” trying to catch up to Europe and North America, chose a different set of economic institutions. This fails, however, to take into account the degree to which the ability to create certain institutions and run them effectively is itself culture bound.

James Fallows has made perhaps the most sweeping indictment of neoclassical economics in his book, Looking at the Sun.3 Fallows argues that the Anglo-American preoccupation with market-oriented economics has blinded Americans to the critical role played by governments and that much of the world outside the United States operates on assumptions very much at variance with the rules of neoclassical economics. Asian governments, for example, have protected domestic industries through enacting high tariffs, restricting foreign investment, promoting exports through cheap credits or outright subsidies, granting licenses to favored companies, organizing cartels to share research and development costs and to allocate market shares, or else funding cutting-edge R&D directly.4 Chalmers Johnson was one of the first to argue that it was Japan’s Ministry of International Trade and Industry (MITI) rather than the market that was responsible for guiding the postwar Japanese economy to its extraordinarily high growth rates. Virtually all neomercantilists have charged that the United States has fallen behind in the economic competition with Japan and other Asian states because the free market orientation of successive U.S. administrations has allowed key industries to fall victim to foreign competition. They have promoted the American equivalent of a MITI that would subsidize, coordinate, and otherwise promote American high-tech industries in the global marketplace, and argued for a far more confrontational trade policy that would protect American industries faced with “unfair” foreign competitors.

The debate the neomercantilists have stirred up has centered on whether industrial policies were in fact responsible for Asia’s high rates of growth and whether governments are capable of guiding economic development better than markets.5 The neomercantilists, however, neglect the role of culture in shaping industrial policy itself. For even if we accept the hypothesis that the wise guidance of technocrats was responsible for Asian progress, it is clear that there are sharp differences in the relative capabilities of states to plan and carry out industrial policies. These differences are shaped by culture, as well as by the nature of political institutions and historical circumstances of different countries. The French and Japanese have long statist traditions, while the United States has an equally long history of antistatism, and there is a world of difference in the training and general quality of human beings that go into their respective national bureaucracies. That there is a great difference in the quality of policies and management that result should not be surprising.

There are also clearly major cultural differences with respect to the nature and prevalence of corruption. One of the chief problems with any industrial policy is that it invites the corruption of public officials, which in turn vitiates any possible beneficial effects of the policy. Clearly industrial policies work better in societies with long traditions of honest and competent civil service. Although the corruption of Japanese politicians has become a national scandal, few accusations of a similar nature have ever been leveled against MITI or Finance Ministry bureaucrats. The same is very unlikely to be the case with bureaucrats in Latin America, not to speak of other parts of the Third World.

Other cultural considerations are likely to affect the success of an industrial policy as well. Attitudes toward authority in Asia may have helped countries there implement industrial policies in ways that would not be possible elsewhere in the world. Consider the question of government help for sunrise versus sunset industries. It may be possible in theory for technocrats in countries not at the leading edge of technology to pick industries or sectors for promotion, but political factors usually intervene to skew government policy in the wrong direction. By definition, sunrise industries do not yet exist and therefore have no interest groups promoting them. Sunset industries, on the other hand, are often big employers and usually have vocal and politically powerful proponents. One of the distinctive features of the industrial policies carried out by many Asian governments has been their ability to dismantle older industries with large numbers of employees in an orderly way. In Japan, for example, employment in the textile industry fell from 1.2 million to 655,000 between the early 1960s and 1981, employment in the coal industry sank from 407,000 to 31,000 between 1950 and 1981, and shipbuilding underwent a similarly dramatic reduction in the 1970s.6 In each case, the state intervened not to prop up employment in these sectors but to assist in their demise. Governments in Taiwan and South Korea have presided over similar reductions in employment in older labor-intensive industries.

In Europe and Latin America, by contrast, governments have found it almost impossible politically to dismantle sunset industries. Rather than helping to accelerate their decline, European governments nationalized failing industries like coal, steel, and automobiles, in the vain hope that state subsidies would make them internationally competitive. While paying lip-service to the need to shift resources into more modern sectors, the very democratic character of European governments led them to give in to political pressures to direct government subsidies to older industries, often at tremendous cost to taxpayers. There is no doubt that something similar would happen in the United States if the government got into the business of handing out “competitiveness” subsidies. Congress, responding to interest group pressure, could be relied on to declare that industries like shoes and textiles, rather than aerospace and semiconductors, were “strategic” and thus worthy of government subsidization. Even in the high-tech area, older technologies are likely to carry more political clout than ones under development. Thus, the most compelling argument against an industrial policy for the United States is not an economic one at all but is related to the character of American democracy.

As this book will show, the significance of the state sector varies enormously by culture. In familistic societies such as China or Italy, state intervention is often the only avenue by which a nation can build large-scale industries and is therefore relatively important if the country is to play in global economic sectors demanding large scale. On the other hand, societies with a high degree of trust and social capital like Japan and Germany can create large organizations without state support. In other words, in calculating comparative advantage, economists need to take into account relative endowments of social capital, as well as more conventional forms of capital and resources. When there is a deficit in social capital, the short-fall can often be made good by the state, just as the state can rectify a deficit in human capital by building more schools and universities. But the need for state intervention will depend very much on the particular culture and social structure of the society over which it presides.

The other pole of the current industrial policy debate is represented by neoclassical economists, who today dominate the economics profession. Neoclassical economics is a far more serious and sustained intellectual enterprise than neomercantilism. Substantial empirical evidence confirms that markets are indeed efficient allocators of resources and that giving free rein to self-interest promotes growth. The edifice of free market economics is, to repeat, about eighty percent right, which is not bad for a social science and substantially better than its rivals as the basis for public policy.

But the totality of the intellectual victory of free market economic theory in recent years has been accompanied by a considerable degree of hubris. Not being content to rest on their laurels, many neoclassical economists have come to believe that the economic method they have discovered provides them with the tools for constructing something approaching a universal science of man. The laws of economics, they argue, apply everywhere: they are equally valid in Russia as the United States, Japan, Burundi, or the Papua New Guinea highlands, and do not admit significant cultural variations in their application. These economists believe that they are right in a deeper epistemological sense as well: through their economic methodology, they have unlocked a fundamental truth about human nature that will allow them to explain virtually all aspects of human behavior. Two of the most prolific and renowned contemporary neoclassical economists, Gary Becker of the University of Chicago and James Buchanan of George Mason University (both of whom won Nobel Prizes for their work), have built careers extending economic methodology to what are usually regarded as noneconomic phenomena like politics, bureaucracy, racism, the family, and fertility.7 The political science departments of many major universities are now filled with followers of socalled rational choice theory, which attempts to explain politics using an essentially economic methodology.8

The problem with neoclassical economics is that it has forgotten certain key foundations on which classical economics was based. Adam Smith, the premier classical economist, believed that people are driven by a selfish desire to “better their condition,” but he would never have subscribed to the notion that economic activity could be reduced to rational utility maximization. Indeed, his other major work besides The Wealth of Nations was The Theory of Moral Sentiments, which portrays economic motivation as highly complex and embedded in broader social habits and mores. The very change in the name of the discipline from “political economy” to “economics” between the eighteenth and late nineteenth centuries reflects the narrowing of the model of human behavior at its core. Current economic discourse needs to recover some of the richness of classical, as opposed to neoclassical, economics, by taking account of how culture shapes all aspects of human behavior, including economic behavior, in a number of critical ways. Not only is the neoclassical economic perspective insufficient to explain political life, with its dominant emotions of indignation, pride, and shame, but it is not sufficient to explain many aspects of economic life either.9 Not all economic action arises out of what are traditionally thought of as economic motives.

The entire imposing edifice of contemporary neoclassical economic theory rests on a relatively simple model of human nature: that human beings are “rational utility-maximizing individuals.” That is, human beings seek to acquire the largest possible amount of the things they think are useful to themselves, they do this in a rational way, and they make these calculations as individuals seeking to maximize the benefit to themselves before they seek the benefit of any of the larger groups of which they are part. In short, neoclassical economics postulates that human beings are essentially rational but selfish individuals who seek to maximize their material well-being.10 Economists, to a much greater extent than philosophers, poets, clergy, or politicians, preach the virtues of the pursuit of narrow self-interest because they believe that the greatest good to society as a whole can be achieved by allowing these individuals to pursue their self-interest through the market. In one social experiment, a large group of people at a university were given tokens that they could exchange for money that they would receive personally or for money that the group as a whole would have to share. It turned out that between forty and sixty percent of those in the experiment contributed altruistically to the group’s well-being. The only exception was a group of entering graduate students in economics.11 In the words of one economist, “The first principle of Economics is that every agent is actuated only by self-interest.”12

The power of neoclassical theory rests on the fact that its model of humanity is accurate a good deal of the time: people can indeed be relied on to pursue their own selfish interests more often than they pursue some kind of common good. Rational self-interested calculation transcends cultural borders. Every first-year economics student reads of studies that show that when the price of wheat goes up relative to corn, peasants shift their output from corn to wheat regardless of whether they live in China, France, India, or Iran.

But every one of the terms of the neoclassical premise that human beings are rational utility-maximizing individuals is subject to significant qualification or exception.13 Take the assertion that people pursue utility. The most basic definition of utility is the narrow one associated with the nineteenth-century utilitarian, Jeremy Bentham: that utility is the pursuit of pleasure or the avoidance of pain. Such a definition is straightforward and corresponds to a commonsense understanding of economic motivation: people want to be able to consume the largest possible quantity of the good things of life. But there are numerous occasions when people pursue goals other than utility.14 They have been known to run into burning houses to save others, die in battle, or throw away lucrative careers so that they can commune with nature somewhere in the mountains. People do not simply vote their pocketbooks: they also have ideas that certain things are just or unjust, and they make important choices accordingly.15 There would not be nearly as many wars if the latter were fought simply over economic resources; unfortunately, they usually involve nonutilitarian goals like recognition, religion, justice, prestige, and honor.

Some economists try to get around this problem by broadening the definition of utility beyond pleasure or money to take account of other motivations such as the “psychic pleasure” one receives for “doing the right thing,” or the “pleasure” people can take in other people’s consumption.16 Economists assert that one can know what is useful only by what people reveal to be useful by their choices—hence their concept of “revealed preference.”17 The abolitionist dying to end slavery and the investment banker speculating on interest rates are both said to be pursuing “utility,” the only difference being that the abolitionist’s utility is of a psychic sort. At its most extreme, “utility” becomes a purely formal concept used to describe whatever ends or preferences people pursue. But this type of formal definition of utility reduces the fundamental premise of economics to an assertion that people maximize whatever it is they choose to maximize, a tautology that robs the model of any interest or explanatory power. By contrast, to assert that people prefer their selfish material interests over other kinds of interests is to make a strong statement about human nature.

It should also be quite evident that people do not always pursue utility, however defined, in a “rational” way, that is, by considering available alternatives and choosing the one that maximizes utility in the long run. Indeed, it is possible to argue that people are usually not rational in this sense.18 The Chinese, Korean, and Italian preference for family, Japanese attitudes toward adoption of nonkin, the French reluctance to enter into face-to-face relationships, the German emphasis on training, the sectarian temper of American social life: all come about as the result not of rational calculation but from inherited ethical habit.

Most neoclassical economists would respond to these examples by saying that they are cases not of irrational behavior but of imperfect information. Information about relative prices and product quality is often unavailable or requires considerable time and effort to acquire. People will make seemingly irrational choices because the costs of acquiring better information outweigh the benefits they expect from it. It is not rational for people to be “rational” about every single choice they make in life; if this were true, their lives would be consumed in decisions over the smallest matters.19 People in traditional cultures will follow the dictates of tradition and act very differently from people in industrialized societies, but that is because traditional culture contains embedded rules of behavior that are rational for that culture.20

But while habits can be economically rational or may once have had rational causes, many are not, or else take on a life of their own in situations when they are no longer appropriate. It may have been rational, in the context of traditional Chinese peasant society, to seek to have many sons, since sons are their elders’ only source of support. But why, then, does this preference persist when Chinese immigrate to the United States or Canada, which have state-sponsored social security systems? The French preference for centralized bureaucratic authority may have been a reasonable reaction to centralized absolutism, but why do the French continue to have such difficulties at self-organization even when contemporary central governments deliberately devolve power to them? It may be rational for a mother on welfare not to marry the father of her child, given the economic incentives established by the welfare system, but why does that habit persist even when the benefits are taken away, and in the light of the clear long-run economic disadvantages to single parenthood? It is impossible to maintain that all cultures embed rules that are totally rational in their own terms. The simple variety of cultures that exist in the world, and the enormous range of cultural adaptations to similar economic situations, suggest that not all of them can be equally rational.

Finally, it is very questionable whether human beings act as individual utility maximizers rather than seeing themselves as parts of larger social groups. In Mark Granovetter’s phrase, people are embedded in a variety of social groups—families, neighborhoods, networks, businesses, churches, and nations—against whose interests they have to balance their own.21 The obligations one feels toward one’s family do not arise out of a simple cost-benefit calculation, even if that family is running a business; rather, it is the character of the business that is shaped by preexisting family relationships. Workers are never merely counters in a company’s table of organization; they develop solidarity, loyalties, and dislikes that shape the nature of economic activity. In other words, social, and therefore moral, behavior coexists with self-interested utility-maximizing behavior on a number of levels. The greatest economic efficiency was not necessarily achieved by rational self-interested individuals but rather by groups of individuals who, because of a preexisting moral community, are able to work together effectively.

To say that there is an important side of the human personality that does not correspond to the rational utility maximizer of neoclassical economics does not undermine the basic structure of the neoclassical edifice. That is, people will act as self-interested individuals often enough for the “laws” of economics to be a useful guide for making predictions and formulating public policy. In questioning the neoclassical model, we do not have to resort to the Marxist premise man is a “species being,” giving priority to society over self-interest as a matter of course. But human beings act for nonutilitarian ends in arational, group-oriented ways sufficiently often that the neoclassical model presents us with an incomplete picture of human nature.

The long-standing debates between free market economists and neomercantilists over whether and how the government ought to intervene in the economy sidestep an important issue. Certainly macroeconomic policy is important, but it must be applied within a particular political, historical, and cultural context. Policy prescriptions arising from either perspective may not be generalizable: the same industrial policy that leads to utter disaster in Latin America may prove effective, or at least not do any harm, in Asia. Some societies can shield their technocrats from day-to-day popular pressures to keep plant X open or to subsidize industry Y more effectively.22 The important variable is not industrial policy per se but culture.




CHAPTER 3 Scale and Trust

The early 1990s saw a flood of writing about the information revolution and the transformation that will be brought to everyone’s doorstep as a result of the information superhighway. One of the most consistent and widely heralded themes of information age futurologists is that this technological revolution will spell the end of hierarchy of all sorts—political, economic, and social. As the story goes, information is power, and those at the top of traditional hierarchies maintained their dominance by controlling access to information. Modern communications technologies—telephones, fax machines, copiers, cassettes, VCRs, and the centrally important networked personal computer—have broken this stranglehold on information. The result, according to information age gurus from Alvin and Heidi Toffler and George Gilder to Vice President Al Gore and House Speaker Newt Gingrich, will be a devolution of power downward to the people and a liberation of everyone from the constraints of the centralized, tyrannical organizations in which they once worked.1

Information technology has indeed contributed to many of the decentralizing and democratizing tendencies of the past generation. It has been widely remarked that the electronic media have contributed to the fall of tyrannical regimes, including the Marcos dictatorship in the Philippines and communist rule in East Germany and the former Soviet Union.2 But information age theorists argue that technology is deadly to all forms of hierarchy, including the giant corporations that employ the vast majority of American workers. The dislodging of IBM from its once-legendary dominance of the computer industry by upstarts like Sun Microsystems and Compaq during the 1980s is often presented as a morality play, where small, flexible, innovative entrepreneurship challenges large, centralized, bureaucratized tradition and is handsomely rewarded. A variety of authors have argued that as a result of the telecommunications revolution, all of us will someday be working in small, networked “virtual” corporations. That is, firms will ruthlessly downsize until they have stripped out all activities but their “core competence,” contracting out through glass telephone lines to other small firms for everything from supplies and raw materials to accounting and marketing services.3 Some argue that networks of small organizations, rather than large hierarchies or chaotic markets, will be the wave of the future, all driven by the relentless advance of electronic technology. Spontaneous community, not chaos and anarchy, will emerge only if society is freed from the centralized authority of large organizations, from the federal government to IBM and AT&T. With technologically powered communications, good information will drive out bad information, the honest and industrious will shun the fraudulent and parasitic, and people will come together voluntarily for beneficial common purposes.4

Clearly broad changes will be brought about by the information revolution, but the age of large, hierarchical organizations is far from over. Many information age futurologists overgeneralize from the computer industry, whose fast-changing technology does in fact tend to reward small and flexible firms. But many other areas of economic life, from building airliners and automobiles to fabricating silicon wafers, require ever-increasing amounts of capital, technology, and people to master. Even within the communications industry, fiber optic transmission favors a single, giant long-distance company, and it is no accident that by 1995 AT&T had grown back to the size it was in 1984, when eighty-five percent of the firm was divested into local telephone companies.5 Information technology will help some small firms do large tasks better but will not eliminate the need for scale.

More important, when the information age’s most enthusiastic apostles celebrate the breakdown of hierarchy and authority, they neglect one critical factor: trust, and the shared ethical norms that underlie it. Communities depend on mutual trust and will not arise spontaneously without it. Hierarchies are necessary because not all people within a community can be relied upon to live by tacit ethical rules alone. A small number may be actively asocial, seeking to undermine or exploit the group through fraud or simple mischievousness. A much larger number will tend to be free riders, willing to benefit from membership in the group while contributing as little as possible to the common cause. Hierarchies are necessary because all people cannot be trusted at all times to live by internalized ethical rules and do their fair share. They must ultimately be coerced by explicit rules and sanctions in the event they do not live up to them. This is true in the economy as well as in society more broadly: large corporations have their origins in the fact that it is very costly to contract out for goods or services with people one does not know well or trust. Consequently, firms found it more economical to bring outside contractors into their own organization, where they could be supervised directly.

Trust does not reside in integrated circuits or fiber optic cables. Although it involves an exchange of information, trust is not reducible to information. A “virtual” firm can have abundant information coming through network wires about its suppliers and contractors. But if they are all crooks or frauds, dealing with them will remain a costly process involving complex contracts and time-consuming enforcement. Without trust, there will be a strong incentive to bring these activities in-house and restore the old hierarchies.

Thus, it is far from clear that the information revolution makes large, hierarchical organizations obsolete or that spontaneous community will emerge once hierarchy has been undermined. Since community depends on trust, and trust in turn is culturally determined, it follows that spontaneous community will emerge in differing degrees in different cultures. The ability of companies to move from large hierarchies to flexible networks of smaller firms will depend, in other words, on the degree of trust and social capital present in the broader society. A high-trust society like Japan created networks well before the information revolution got into high gear; a low-trust society may never be able to take advantage of the efficiencies that information technology offers.

Trust is the expectation that arises within a community of regular, honest, and cooperative behavior, based on commonly shared norms, on the part of other members of that community.6 Those norms can be about deep “value” questions like the nature of God or justice, but they also encompass secular norms like professional standards and codes of behavior. That is, we trust a doctor not to do us deliberate injury because we expect him or her to live by the Hippocratic oath and the standards of the medical profession.

Social capital is a capability that arises from the prevalence of trust in a society or in certain parts of it. It can be embodied in the smallest and most basic social group, the family, as well as the largest of all groups, the nation, and in all the other groups in between. Social capital differs from other forms of human capital insofar as it is usually created and transmitted through cultural mechanisms like religion, tradition, or historical habit. Economists typically argue that the formation of social groups can be explained as the result of voluntary contract between individuals who have made the rational calculation that cooperation is in their long-term self-interest. By this account, trust is not necessary for cooperation: enlightened self-interest, together with legal mechanisms like contracts, can compensate for an absence of trust and allow strangers jointly to create an organization that will work for a common purpose. Groups can be formed at any time based on self-interest, and group formation is not culture-dependent.

But while contract and self-interest are important sources of association, the most effective organizations are based on communities of shared ethical values. These communities do not require extensive contract and legal regulation of their relations because prior moral consensus gives members of the group a basis for mutual trust.

The social capital needed to create this kind of moral community cannot be acquired, as in the case of other forms of human capital, through a rational investment decision. That is, an individual can decide to “invest” in conventional human capital like a college education, or training to become a machinist or computer programmer, simply by going to the appropriate school. Acquisition of social capital, by contrast, requires habituation to the moral norms of a community and, in its context, the acquisition of virtues like loyalty, honesty, and dependability. The group, moreover, has to adopt common norms as a whole before trust can become generalized among its members. In other words, social capital cannot be acquired simply by individuals acting on their own. It is based on the prevalence of social, rather than individual virtues. The proclivity for sociability is much harder to acquire than other forms of human capital, but because it is based on ethical habit, it is also harder to modify or destroy.

Another term that I will use widely throughout this book is spontaneous sociability, which constitutes a subset of social capital. In any modern society, organizations are being constantly created, destroyed, and modified. The most useful kind of social capital is often not the ability to work under the authority of a traditional community or group, but the capacity to form new associations and to cooperate within the terms of reference they establish. This type of group, spawned by industrial society’s complex division of labor and yet based on shared values rather than contract, falls under the general rubric of what Durkheim labeled “organic solidarity.”7 Spontaneous sociability, moreover, refers to that wide range of intermediate communities distinct from the family or those deliberately established by governments. Governments often have to step in to promote community when there is a deficit of spontaneous sociability. But state intervention poses distinct risks, since it can all too easily undermine the spontaneous communities established in civil society.

Social capital has major consequences for the nature of the industrial economy that society will be able to create. If people who have to work together in an enterprise trust one another because they are all operating according to a common set of ethical norms, doing business costs less. Such a society will be better able to innovate organizationally, since the high degree of trust will permit a wide variety of social relationships to emerge. Hence highly sociable Americans pioneered the development of the modern corporation in the late nineteenth and early twentieth centuries, just as the Japanese have explored the possibilities of network organizations in the twentieth.

By contrast, people who do not trust one another will end up cooperating only under a system of formal rules and regulations, which have to be negotiated, agreed to, litigated, and enforced, sometimes by coercive means. This legal apparatus, serving as a substitute for trust, entails what economists call “transaction costs.” Widespread distrust in a society, in other words, imposes a kind of tax on all forms of economic activity, a tax that high-trust societies do not have to pay.

Social capital is not distributed uniformly among societies. Some show a markedly greater proclivity for association than others, and the preferred forms of association differ. In some, family and kinship constitute the primary form of association; in others, voluntary associations are much stronger and serve to draw people out of their families. In the United States, for example, religious conversion often induced people to leave their families to follow the call of a new religious sect, or at least enjoined on them new duties that were in competition with duty to their families. In China, by contrast, Buddhist priests were less often successful, and frequently castigated, for seducing children away from their families. The same society may acquire social capital over time, or lose it. France at the end of the Middle Ages had a dense network of civil associations, but the French capacity for spontaneous sociability was effectively destroyed beginning in the sixteenth and seventeenth centuries by a victorious centralizing monarchy.

Conventional wisdom maintains that Germany and Japan are group-oriented societies. Traditionally prizing obedience to authority, they both practice what Lester Thurow labels “communitarian capitalism.”8 Much of the literature of the past decade or so on competitiveness makes a similar assumption: Japan is a “group-oriented” society; the United States lies at the other extreme as the epitome of an individualistic society, in which people do not readily work together or support one another. According to the Japanologist Ronald Dore, all societies can be located somewhere along a continuum that stretches from the individualistic Anglo-Saxon countries like the United States and Britain at one extreme to the group-oriented Japan at the other.9

This dichotomy, however, represents a great distortion of the way social capital is distributed around the globe, and it represents as well a profound misunderstanding of Japan and, particularly, the United States. There are indeed truly individualistic societies with little capacity for association. In such a society, both families and voluntary associations are weak; it often happens that the strongest organizations are criminal gangs. Russia and certain other former communist countries come to mind, as well as inner-city neighborhoods in the United States.

At a higher level of sociability than contemporary Russia are familistic societies, in which the primary (and often only) avenue to sociability is family and broader forms of kinship, like clans or tribes. Familistic societies frequently have weak voluntary associations because unrelated people have no basis for trusting one another. Chinese societies like Taiwan, Hong Kong, and the People’s Republic of China itself are examples; the essence of Chinese Confucianism is the elevation of family bonds above all other social loyalties. But France and parts of Italy also share this characteristic. Although familism is not as pronounced in either society as in China, there is a deficit of trust among people not related to one another, and therefore weakness in voluntary community.

In contrast to familistic societies are ones with a high degree of generalized social trust and, consequently, a strong propensity for spontaneous sociability. Japan and Germany do indeed fall into this category. But from the time of its founding, the United States has never been the individualistic society that most Americans believe it to be; rather, it has always possessed a rich network of voluntary associations and community structures to which individuals have subordinated their narrow interests. It is true that Americans have been traditionally much more antistatist when compared to Germans or Japanese, but strong community can emerge in the absence of a strong state.

Social capital and the proclivity for spontaneous sociability have important economic consequences. If we look at the size of the largest firms in a series of national economies (excluding those that are owned and/or heavily subsidized by the state, or else by foreign multinationals), we notice some interesting results.10 In Europe and North America, private sector firms in the United States and Germany are significantly larger than those in Italy and France. In Asia, the contrast is even sharper between Japan and Korea, on the one hand, which have large firms and highly concentrated industries, and Taiwan and Hong Kong, on the other, whose firms tend to be much smaller.

One might think at first that the ability to spawn large-scale firms is related simply to the absolute size of a nation’s economy. For obvious reasons, Andorra and Liechtenstein are not likely to be seedbeds for giant multinationals on the scale of Shell or General Motors. On the other hand, there is no necessary correlation between absolute gross domestic product and large corporations for much of the industrialized world. Three of Europe’s smaller economies—Holland, Sweden, and Switzerland—are host to gigantic private corporations; by most measures, Holland is the most industrially concentrated nation in the world. In Asia, the economies of Taiwan and South Korea have been roughly comparable in size over the past generation, yet Korea’s firms are much larger than those of Taiwan.

Although there are other factors accounting for firm size, including tax policy, antitrust, and other forms of regulatory law, there is a relationship between high-trust societies with plentiful social capital—Germany, Japan, and the United States—and the ability to create large, private business organizations.11 These three societies were the first—both on an absolute time scale and relative to their own development histories—to develop large, modern, professionally managed hierarchical corporations. The economies of relatively low-trust societies like Taiwan, Hong Kong, France, and Italy, by contrast, have traditionally been populated by family businesses. In these countries, the reluctance of nonkin to trust one another delayed and in some cases prevented the emergence of modern, professionally managed corporations.

If a low-trust, familistic society wants to have large-scale businesses, the state must step in to help create them through subsidies, guidance, or even outright ownership. The result will be a saddle-shaped distribution of enterprises, with a large number of relatively small family firms at one end of the scale, a small number of large state-owned enterprises at the other, and relatively little in between. State sponsorship has enabled countries like France to develop large-scale, capital-intensive industrial sectors, but at a cost: state-owned companies are inevitably less efficient and well managed than their private sector counterparts.

The prevalence of trust does not simply facilitate the growth of large-scale organizations. If large hierarchies are able to evolve into networks of smaller companies through modern information technology, trust will help in this transition as well. Societies well supplied with social capital will be able to adopt new organizational forms more readily than those with less, as technology and markets change.

At least at an early stage of economic development, firm size and scale do not appear to have serious consequences for a society’s ability to grow and prosper. Although the absence of trust in a society may encourage small enterprises and imposes a tax on economic activity, these deficiencies may be more than compensated for by advantages that small companies often have over large ones. They are easier to establish, more flexible, and adjust more quickly to changing markets than large corporations. And in fact, countries with relatively small firms on average—Italy within the European Community, for example, and Taiwan and Hong Kong in Asia—have grown faster in recent years than their neighbors with large firms.

But firm size does affect the sectors of the global economy that a nation can participate in and may in the long run affect overall competitiveness. Small firms are associated with relatively labor-intensive goods destined for segmented, fast-changing markets, such as apparel, textiles, plastics, electronics components, and furniture. Large firms are required to master complicated manufacturing processes requiring large amounts of capital, such as aerospace, semiconductors, and automobiles. They are also necessary to create the marketing organizations that stand behind brand names, and it is no accident that the world’s best-known brand names—Kodak, Ford, Siemens, AEG, Mitsubishi, Hitachi—come from countries that are also good at creating large organizations. By contrast, it is much harder to think of brand names from small-scale Chinese firms.

In classical liberal trade theory, the global division of labor is determined by comparative advantage, usually measured by different nations’ relative endowments of capital, labor, and natural resources. The evidence presented in this book will suggest that social capital needs to be factored into a nation’s resource endowment. The implications of differing endowments of social capital are potentially enormous for the global division of labor. The nature of Chinese Confucianism, for example, may mean that China may never be able to duplicate Japan’s development path and will continue to participate in very different economic sectors.

How much the inability to create large organizations will matter for economic growth in the future will depend on unknowable factors, like future directions in technology and markets. But under certain circumstances, this constraint may prove to be a significant one that will harm the long-term-growth potential of countries like China and Italy.

There are, moreover, other benefits to a strong propensity for spontaneous sociability, some of them not economic. A high-trust society can organize its workplace on a more flexible and group-oriented basis, with more responsibility delegated to lower levels of the organization. Low-trust societies, by contrast, must fence in and isolate their workers with a series of bureaucratic rules. Workers usually find their workplaces more satisfying if they are treated like adults who can be trusted to contribute to their community rather than like small cogs in a large industrial machine designed by someone else. The Toyota lean manufacturing system, which is a systematization of a communally organized workplace, has led to enormous productivity improvements as well, indicating that community and efficiency can go together. The lesson is that modern capitalism, shaped by technology, does not dictate a single form of industrial organization that everyone must follow. Managers have considerable latitude in organizing their businesses to take account of the sociable side of the human personality. There is no necessary trade-off, in other words, between community and efficiency; those who pay attention to community may indeed become the most efficient of all.


CHAPTER 4 Languages of Good and Evil

Social capital, the crucible of trust and critical to the health of an economy, rests on cultural roots. At first glance, it seems quite paradoxical that culture should be related to economic efficiency, since culture is totally arational in its substance and in the way it is transmitted. As the subject of scholarly study, it can seem elusive. Economists, believing themselves to be the most hardheaded of social scientists, generally dislike dealing with the concept of culture: it is not susceptible to simple definition and hence cannot serve as the basis for a clear model of human behavior, as in the case of humans as “rational utility maximizers.” In one commonly used anthropology textbook, the author provides no fewer than 11 definitions of culture.1 Another author surveyed 160 definitions of culture that were in use by anthropologists, sociologists, psychologists, and others.2 Cultural anthropologists insist that there are virtually no aspects of culture that are common to all human societies.3 Cultural factors are therefore incapable of being systematized into universal laws; they can be interpreted only through what Clifford Geertz calls “thick description,” an ethnographic technique that takes account of the variety and complexity of each individual culture. In the view of many economists, culture becomes a grab bag or residual category used to explain whatever cannot be accounted for by general theories of human behavior. Culture, however, can have its own deep adaptive rationality, even if this is not evident at first glance. But first I must define how I will use the concept of culture.

Cultural anthropologists and sociologists distinguish between culture and what they term social structure. Culture in this sense is restricted to meanings, symbols, values, and ideas and encompasses phenomena like religion and ideology. Geertz’s own definition of culture is “an historically transmitted pattern of meanings embodied in symbols, a system of inherited conceptions expressed in symbolic forms by means of which men communicate, perpetuate, and develop their knowledge about and attitudes toward life.”4 Social structure, by contrast, concerns concrete social organizations such as the family, clan, legal system, or nation. In this sense, Confucian doctrines about the relationship between fathers and sons belong to culture; the actual patrilineal Chinese family is social structure.

In this book, I will not make use of this distinction between culture and social structure because it is often difficult to distinguish between the two; values and ideas shape concrete social relationships, and vice versa. The Chinese family has a patrilineal structure in large measure because Confucian ideology gives preference to males and teaches children to honor their fathers. Conversely, Confucian ideology seems reasonable to those who have grown up in Chinese families.

The definition I will use draws on both culture and social structure, strictly defined, and comes closer to the popularly understood meaning of culture: culture is inherited ethical habit. An ethical habit can consist of an idea or a value, such as the view that pork is unclean or that cows are sacred, or it can consist of an actual social relationship, such as the tendency of the eldest son in traditional Japanese society to inherit the whole of his father’s estate.

Culture in this sense can perhaps be most easily understood in terms of what it is not. It is not rational choice as used by economists in their basic model of human beings as rational utility maximizers. By “rational choice,” I am speaking here in the first instance of rational means rather than rational ends—that is, the consideration of alternative ways of achieving a particular end and the selection of the optimal one based on available information. Choices influenced by culture arise out of habit. A Chinese person eats with chopsticks not because he or she has compared chopsticks to Western knives and forks, and finds the former better suited to manipulating Chinese food, but simply because those are the implements that all Chinese typically use. There is little rational choice involved in the Hindu worship of cows, which protects an economically unproductive bovine population half as large as India’s human population. Hindus nonetheless continue to worship cows.5

The most important habits that make up cultures have little to do with how one eats one’s food or combs one’s hair but with the ethical codes by which societies regulate behavior—what the philosopher Nietzsche called a people’s “language of good and evil.” Despite their variety, all cultures seek to constrain the raw selfishness of human nature in some fashion through the establishment of unwritten moral rules. Although it is possible to affirm an ethical code as a matter of carefully considered rational choice, comparing one’s own ethical code against available alternatives, the vast majority of the world’s people do not do so. Rather, they are educated to follow their society’s moral rules by simple habituation—in family life, from their friends and neighbors, or in school.

A car commercial shown on American television portrays a young girl sitting in an oppressive classroom, being told by a stern teacher in a monotonous voice over and over to “draw between the lines.” The scene suddenly cuts to the same girl as a young woman—shown now in color rather than black and white—driving her own car with the top down and the wind ruffling her hair. She not only fails to stay within the lines on the highway but is shown having the time of her life driving off-road across an open field. Though the makers of the commercial did not include this detail, her car might well have sported a bumper sticker reading “Question Authority.” The same commercial, were it produced in Asia, would likely portray a sympathetic teacher showing the girl how to draw carefully between the lines. The girl, after patient practice, would do so with the utmost precision. Only then would she be rewarded with a new car, whose bumper sticker would read “Respect Authority.” In both cases the moral lessons are conveyed not rationally but through images, habits, and social opinions.

The close relationship between moral virtue and habit is evident in the concept of character. One can easily know the right thing to do intellectually, but only people with “character” are able to do them under difficult or challenging circumstances. Aristotle explains that in contrast to intellectual virtue, “ethical virtue [ēthikē] is for the most part the product of habit [ethos], and has indeed derived its name, with a slight variation of form, from that word.” He goes on to explain that “our moral dispositions are formed as a result of the corresponding activities…. It is therefore not of small moment whether we are trained from childhood in one set of habits or another; on the contrary it is of very great, or rather of supreme importance.”6

Traditional religions or ethical systems (e.g., Confucianism) constitute the major institutionalized sources of culturally determined behavior. Ethical systems create moral communities because their shared languages of good and evil give their members a common moral life. To some extent any moral community, regardless of the specific ethical rules involved, will create a degree of trust among its members. Certain ethical codes tend to promote a wider radius of trust than others by emphasizing the imperatives of honesty, charity, and benevolence toward the community at large. This, Weber argued, was one of the key outcomes of the Puritan doctrine of grace, which encouraged higher standards of trustworthy behavior in realms well beyond the family. Trust, which in his view was critical to economic life, arose historically out of religious habit rather than rational calculation.

To identify culture with habit rather than rational choice is not to say that cultures are irrational; they are simply arational with regard to means by which decisions are made. It can be the case that cultures actually embed a high degree of rationality. For example, use of politeness and honorifics in speech serves to convey useful information about the social status of one’s interlocutor. Indeed, we could not possibly live day to day without culture in the sense of arational, habitual action. No one has the time or the inclination to come to a rational choice concerning the vast majority of decisions one faces in life—for example, whether to try to sneak out of a restaurant rather than paying the bill, whether to be polite to a stranger, or whether to open a neighbor’s letter mistakenly delivered to your mailbox in hopes of finding money in it. Most people are simply habituated to a certain minimal degree of honesty. Gathering the necessary information and considering possible alternatives is itself a costly and time-consuming process, one that can be short-circuited by custom and habit.7 As the late Aaron Wildavsky has pointed out, this is true even for the seemingly sophisticated political choices made by educated people living in advanced societies. People form attitudes toward risk—for example, which is more dangerous: nuclear power or contact with people with AIDS?—not from any rational analysis of the real risks involved in either case but based on whether they are broadly liberal or broadly conservative.8

Modern economists tend to identify rational ends with the maximization of utility, which is usually understood as the greatest possible consumer welfare. In this respect, many traditional cultures (including the traditional culture of the West) are arational or simply irrational with respect to ends because economic well-being ranks lower than other objectives. A devout Buddhist, for example, believes that the end of life is not the accumulation of material possessions but precisely the opposite: the annihilation of the desire for possession and the dissolution of individual personality into a universal nothingness. It is an act of considerable intellectual hubris to believe that only economic goals in the narrow sense can be considered rational. Much of the Western tradition itself, with its rich religious, ethical, and philosophical currents, would have to be discarded as irrational.

Many Westerners tend to dismiss non-Western cultures as irrational. This was frequently said, for example, of Iran after the revolution of 1978, when the country broke its ties with the West and embarked on a program of religiously motivated expansion. If one examines the record closely, however, Iran exhibited behavior that was both rational and maximizing throughout this period in terms of the way it calculated the means used to achieve its goals. What appeared as irrational to Westerners was the fact that many of its ends were not economic but religious.

Conversely, it is entirely possible that arational cultural traditions, practiced as a matter of habit and for the sake of otherworldly ends, can nonetheless advance utility maximization understood in a narrowly materialistic sense. This was the central argument of Max Weber’s The Protestant Ethic and the Spirit of Capitalism, which showed that the early Puritans, seeking to glorify God alone and renouncing the acquisition of material goods as an end in itself, developed certain virtues like honesty and thrift that were extremely helpful to the accumulation of capital.9 An argument central to this book is similar to Weber’s: there are ethical habits, such as the ability to associate spontaneously, that are crucial to organizational innovation and therefore to the creation of wealth. Different types of ethical habits are conducive to alternative forms of economic organization and lead to large variation in economic structure. In other words, the greatest utility maximizers may not always be the rational ones; people practicing certain kinds of traditional moral and social virtues in an arational way, and who frequently aim at completely noneconomic goals, may not be as disadvantaged or as confused as modern economists would have us believe.

Defining culture as ethical or moral habit can make it difficult to measure cultural variables. Among sociologists’ most common tools are opinion surveys, in which a representative sample of a particular population is asked to respond to a series of questions meant to elicit information about underlying values. The problem with this approach, apart from the usual methodological ones (such as the adequacy of sampling or the tendency of respondents to tell interviewers what they think the latter want to hear), is that it confuses opinions with habits. For example, numerous surveys indicate that poor Americans on welfare have similar attitudes toward work, thrift, and dependence that middle-class people do.10 But having the opinion that it is important to work hard is different from having a work ethic, that is, being habituated to getting up early in the morning to go to a dull or unpleasant job and deferring consumption for the sake of long-term well-being. People on welfare doubtless would like to be off it, but whether they have the habits to enable them to do so is much less clear from the empirical data. Much of the debate over poverty in the United States in the past generation has turned on the question of whether the American urban underclass is poor because it lacks economic opportunities or whether there is something that could be called a “culture of poverty”—dysfunctional social habits like teen pregnancy and drug addiction—that would persist even if the economic opportunities existed.11

If we define culture as habit, and particularly as ethical habit, the dividing line between rational choice and culture is still not always clear. What may start out as rational choices can become cultural artifacts over time. For example, it is usually more sensible to speak of the American preference for democracy and free markets as a matter of ideology rather than culture. Many Americans could give a reasonable account of why democracy is preferable to tyranny, or why the private sector can do things better than “big government,” based on either their own experience or the persuasiveness of broader political and economic ideologies they absorb as part of their general upbringing.

On the other hand, it is certainly the case that many Americans adopt such attitudes without thinking much about them and pass them on to their children, so to speak, with their toilet training. While the American founding was highly self-conscious and rational, subsequent generations of Americans accepted the principles of the founding not because they gave them the same conscious consideration as the Founding Fathers but because they were traditional. Hence, when people sometimes describe the United States as having a “democratic” or a “free market” culture, they mean that Americans are inclined to distrust big government and authority in general, prize individualism, and have an easygoingness bred of equality—all the traits of national character that Tocqueville described so perceptively in Democracy in America. They behave this way without thinking about why they do so or whether there might be better alternative ways of seeing and doing things. Hence Americans have a democratic ideology and act out of ideological motivations, but they also have an egalitarian culture, which has developed out of the ideology (in combination with other factors) over time.

It is often the case that what starts out as a political act ends up embodying itself in a cultural attribute. For example, in the sixteenth and seventeenth centuries, England and France experienced a series of wars between the monarchy and the various nobles, independent cities, and ecclesiastical authorities among which sovereignty was divided at the time. In England, the monarchy lost the struggle and was ultimately forced to accept a series of constitutional constraints on its power that in time became the foundations for modern parliamentary democracy. In France, the monarchy won and began a long-term process of centralizing authority around the absolute power of the state. There is no deep historical reason I know of why the monarchy should have lost in England and won in France; one could easily have imagined the opposite outcome.12 But the fact that it happened as it did had profound consequences for the political culture of both countries subsequently. The centralization of political authority in France undermined the autonomy of voluntary associations and made the French more dependent on centralized authority in later generations, whether that authority was monarchical or republican. In England, by contrast, society became far more self-organizing because people were not dependent on centralized authority to adjudicate their differences, a habit that was carried over by the English settlers to the New World.13

To complicate matters further, there are times when apparently political choices have cultural roots. The French proclivity for political centralization, which started out as a political act but later became a cultural attribute, influenced subsequent political decisions. Thus, the adoption of the centralized, hyperpresidential constitution of de Gaulle’s Fifth Republic in 1958 was a political act in response to the crisis in Algeria, but also very much in keeping with French politicocultural traditions. It was a characteristically French solution to the problem of the political disorder of the Fourth Republic, a solution that had many precedents in French history.

Because culture is a matter of ethical habit, it changes very slowly—much more slowly than ideas. When the Berlin Wall was dismantled and communism crumbled in 1989-1990, the governing ideology in Eastern Europe and the Soviet Union changed overnight from Marxism-Leninism to markets and democracy. Similarly, in some Latin American countries, statist or nationalist economic ideologies like import substitution were wiped away in less than a decade by the accession to power of a new president or finance minister. What cannot change nearly as quickly is culture. The experience of many former communist societies is that communism created many habits—excessive dependence on the state, leading to an absence of entrepreneurial energy, an inability to compromise, and a disinclination to cooperate voluntarily in groups like companies or political parties—that have greatly slowed the consolidation of either democracy or a market economy. People in these societies may have given their intellectual assent to the replacement of communism with democracy and capitalism by voting for “democratic” reformers, but they do not have the social habits necessary to make either work.

On the other hand, people sometimes incorrectly make the opposite assumption: that culture is incapable of changing and cannot be influenced by political acts. In fact, we see evidence of cultural change all around us. Catholicism, for example, has often been held to be hostile to both capitalism and democracy. Weber’s Protestant Ethic argued that the Reformation was in some sense a precondition for the industrial revolution. Even after it occurred, the Catholic church was frequently a critic of the economic world built by capitalism, and Catholic countries as a group industrialized later than Protestant ones.14 In the battles between dictatorship and democracy of the first half of the twentieth century such as the Spanish Civil War, throne and altar were closely aligned.

And yet by the end of the second half of the twentieth century, a great transformation of Catholic culture had occurred. The church in its official pronouncements reconciled itself to democracy and, with some qualifications, to modern capitalism.15 The vast majority of the new democracies that emerged between 1974 and 1989 were Catholic societies, and in a number of them the Catholic church had played a key role in the struggle against authoritarianism.16 Furthermore, for various stretches during the 1960s, 1970s, and 1980s, Catholic countries like Spain, Portugal, Italy, Chile, and Argentina grew faster than their Protestant counterparts like Britain or the United States. The reconciliation between Catholic culture and either democracy or capitalism is hardly complete, yet there has been a “Protestantization” of Catholic culture that makes the differences between Protestant and Catholic societies much less pronounced today than in times past.17

There is no doubt that human beings are, as the economists say, fundamentally selfish and that they pursue their selfish interests in a rational way. But they also have a moral side in which they feel obligations to others, a side that is frequently at cross-purposes with their selfish instincts.18 As the word culture itself suggests, the more highly developed ethical rules by which people live are nurtured through repetition, tradition, and example. These rules may reflect a deeper adaptive rationality; they may serve economically rational ends; and in the case of a few individuals they may be the product of rational consent. But they are transmitted from one generation to another as arational social habits. These habits in turn guarantee that human beings never behave as purely selfish utility maximizers postulated by economists.




CHAPTER 5 The Social Virtues

It is fashionable to shy away from value judgments when comparing different cultures, but from an economic standpoint, some ethical habits clearly constitute virtues while others are vices. Among the cultural habits that constitute virtues, not all contribute to the formation of social capital. Some can be exercised by individuals acting alone, while others—in particular, reciprocal trust—emerge only in a social context. The social virtues, including honesty, reliability, cooperativeness, and a sense of duty to others, are critical for incubating the individual ones, however, and have received considerably less attention in discussions of this subject. This is one important reason that I will focus on them here.

The literature on the impact of culture on economic life is voluminous, and the bulk of it by far revolves around a single work, Max Weber’s The Protestant Ethic and the Spirit of Capitalism, published in 1905. Weber stood Karl Marx on his head by arguing that it was not underlying economic forces that created cultural products like religion and ideology but rather culture that produced certain forms of economic be-havior. Capitalism did not simply emerge in Europe when technological conditions were propitious; a “spirit,” or a certain condition of the soul, enabled technological change to take place. That spirit was the product of Puritan or fundamentalist Protestantism, with its sanctification of worldly activity and its emphasis on the possibility of individual salvation unmediated by traditional hierarchies like the Catholic church.1

To this day, Weber’s work continues to engender controversy, with some taking for granted the underlying truth of his hypothesis and others contesting virtually every assertion in his book.2 There are many empirical anomalies in the correlation between Protestantism and capitalism—for example, the vigorous commercial development of the Catholic northern Italian city-states in the fourteenth and fifteenth centuries, or the failure of the Calvinist Afrikaners to develop a thriving capitalist culture until the last quarter of the twentieth century.3

On the other hand, the correlation between Protestantism and capitalism is strong enough that few are willing to assert there was no causal connection whatsoever.4 It is clear, moreover, that on a doctrinal level, Catholicism retained a greater hostility to modern capitalism than did the leading Protestant churches, until the last decades of the twentieth cen-tury.5 Many scholars consequently take an intermediate position. They agree that Weber may have been mistaken on the specific ways that capitalism and Protestantism were causally related and had various empirical facts wrong. But, according to one contemporary theory, although there was nothing inherent in Catholicism that constrained economic modernization as Weber asserted, the Counter-Reformation provoked by Protestantism had the effect of stifling the possibility of innovation in the countries where it triumphed.6

Much of the empirical work on cases that have occurred since Weber wrote have tended to confirm the broad outlines of his hypothesis. Perhaps the most intriguing findings come from Latin America, where North American Protestants have been evangelizing for the past two or three generations. Many traditionally Catholic Latin American countries now have substantial Protestant populations, which provides a kind of laboratory for measuring the consequences of cultural change. The kind of Protestantism being exported to Latin America from the United States is predominantly Pentecostal, which the sociologist David Martin argues constitutes the third great wave of fundamentalist renewal (the other two having been the original Puritanism of the Reformation and the Methodist revival of the eighteenth and nineteenth centuries). Twenty percent of Brazil’s population is estimated now to be Protestant, of whom over 12 million are evangelicals. Chile’s Protestant population is believed to be fifteen to twenty percent of the total; Guatemala’s is thirty percent, and one-fifth of Nicaragua’s population has been converted.7 Most empirical sociological work that has been done on this subject, including Martin’s own comprehensive study, tends to confirm the Weber hypothesis. That is, Protestant conversions in Latin America have been associated with significant increases in hygiene, savings, educational achievement, and ultimately per capita income.8

The term work ethic, Protestant or otherwise, is actually something of a misnomer for the collection of related personality traits that are usually placed under its rubric in the post-Weberian literature. If by “work ethic” we mean a general propensity of the working population to get up early in the morning and labor long hours at physically or mentally taxing pursuits, then the work ethic by itself was hardly sufficient to create the modern capitalist world.9 The typical peasant in fifteenth-century China probably worked significantly harder and for longer hours than does a modern assembly line worker in Detroit or Nagoya.10 But the peasant’s productivity is an infinitesimal fraction of that of the modern worker, because modern wealth is based on human capital (knowledge and education), technology, innovation, organization, and a host of other factors related to the quality rather than the simple quantity of labor used to create it.11

OEBPS/images/img03_1-10.png







OEBPS/images/9781439107478.png
FR ANCIS FUKUYAMA

TRUST

The Social Virtues and the Creation
of Prosperity

A FREE PRESS PAPERBACKS BOOK
Published by Simon & Schuster

lllllllll







OEBPS/images/img02_1-5.png
[Fe|





