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The Second Path to Capitalism: A Model of

International Development

by

Stephen A. Resnick

Introduction

This paper endeavors to accomplish two things: to offer an historical
explanation for the possible emergence of a capitalistic mode of production
in the development process; and to suggest how this particular path has been
constrained and moulded by the international economy. The argument presented
is basically theoretical in nature but does attempt to transcend the somewhat
parrow interpretation of development economics in terms of the dualistic
and/or surplus models. There is a limit, however, to how far theoretical analy-
sis can go without careful presentation of empirical cases. The purpose of
this paper is only to suggest certain key elements in a given country's economic
history which might make it a candidate for the particular scenario described
by the model. By so doing perhaps various special cases of capitalistic develop-~
ment may be understood as being part of a wider historical process.

Are there any specific elements which suggest that in a given under=-
developed country a capitelistic mode cof production may be emerging? Three
important factors need to be considered:

1) The import-substitution cr forced industrialization programs since
World War II can be viewed as an attempt by the government to create or fur~
ther the development of a class of private businessmen or entrepreneurs who
will be willing to hold and manage industrial assetse1 This is what is meant
by the emergence of a capitalistic mode of production. If this notion is

accepted, then what historical factors were present which produced a class
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receptive to the various stimuli provided by the state? Connected with this
is the further question of whether theve now exists elements of the class
structure which tend to limit capitalistic development? Doess the landlord
class or "comprador" element form a possible barvier to capitalistic develop-
mant in a given underdeveloped country?

2) Post-war industrial development can be characterized by the emer-
gence on a national scale of the same uuneven development that was the out-
standing feature of the previcus international colonial systemoz Similar to
what occurred under colonialism, therz has been a despeuing of capital, a rise
in wages, and an expansicn of manufacturing employment for a few privileged
workers while most of the pcpulation continues to live in poverty, especially
in the rural areas. Historically, however, these two periods differ in that
colonialism was marked by accumulation pr nally for the benefit of a foreign
class while successful capitalist accumulatiom in the post-colonial world must
involve the active participatiss of a naticnal bourgeois class. 1In this sense,
there is one rathsr than hwo distinct phases of ¢ al accumulaticn but the
agents of change have been uwodified, If this interpretation is accepted, then
again the question arises soncerning the nature of this bourgeols class, its
source of wealth, and its particular relationship “c the now independent state.
For example, chould cone vegard industrial progress since the War and strategies
used by the government as constituting an enviromment favorable to the creation
of a capitalistic mode of production? Has the emewging bourgeois class been
successful in seeking new wavs of investing itz wealth in new forms of produc-
tion?

At this poinz, it is useful te distinguish between vhat Marx referred

[es]

, . 3
to as two paths to capitalism,” znd %o raise the question of which path might

appropriately describe thes fransition £7 capitalism in certain underdeveloped
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countries, Is the development pattern observed similiar to what historically
occurred in the United Kingdom where, according to Marx, ''the producer becomes
merchant and capitalist” and "is the really revolutionizing path;” or is it
closer to the second path where elements of the merchant class become capi-
talists?4 This paper suggests that the economic experience of certain under-
developed countries conforms to the second route or merchant to manufacturer
path rather than to the English {(or West European) model. A problem arises,
however, in that Marx referred to this second path as being non-revolutionary
in that the merchant class became eventually Yan obstacle to the real capitalist
mode of production and goes under with its development.,"5 What are the socio-
economic conditions then which tend to make this process culminate in a
capitalistic mode? 1In particular, what is the relationship between the agrarian
and industrial sectors and how does this determine the characteristics of
capitalistic development? ‘'this brings us to our third important element.

3) The government or state in an underdeveloped country plays a crucial
role in fostering the accumulation of capital and correspondingly the develop~
ment of capitalists. Once again the contrast between the colonial and post-
colonial periods becomes crucial for the analysis, Whereas government activity
under colonial rule was mostly directed fo investment in export-biased infra-
structure, the "big push’ once independence was gained is to be found in ex-
penditures on education, roads, power or, in general, upon industry-biased
infrastructure, By using various instruments, especially that of protection
of domestic industry, the state has attempted to raise the price received by
the capitalist class for his output and/or lower the price for his input. As
noted this has led to uneven development. It is almost as if an "internal
colonial policy"” was followed wheve industry exploited agriculture and led, as

will be seen, to an ailiance of T"he capitalist and landlord classes and to an



underdeveloped class of free peasants and workers, Equally important for the
argument of this paper is an attempt by the government to gain a degree of
independence from foreign capital for the development of a national bourgeois
class. Here the crucial question concerns the role of the multinational cor-
porations as a possible barrier to the growth of an indigenous capitalist
class. The resclution of this conflict will, in fact, have much to do with
determining the type of process described. For if control over the emerging
industrial surplus is in the hands of foreign capitalists, then the national
bourgoisie will turn cut to be little more than junior partners of international
corporations based at the center, And this result would preclude the possi-
bility of capitalistic develcpment as we have defined it,

These three related points form the basis for the following discussion,
We begin with colonialism for its history is an important key in understanding

the complex processes that have occurred since World War II.

Coioniglism

From about 1870 to World War II, international capitalism engendered a
commercial revolution in much of the third world, The extension of the market
led to a reallocation of resources from those activities linked to an agrarian
type of society to those associated with an expanding commercial economy,6
Production for international markets rather than for own use affected as well
the relationship of the peasant to the landlord, the division of labor based
on the family or village, and traditional tenure or property rights. The
degree to which all of this occurred throughout the third world was, of course,
uneven, Different types of colonial rule found in various areas together with

different types of crops and associated techniques of production can be expected
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to produce several forms of results. Furthermore, many countries were marked
by regional differences such that the economic history of a ragion was not
that of the country as a whole, Nonetheless, certain broad similarities seem
to be evident among agrarian societies and their relationship to colonial or
external forces, and specific differences may be easier to understand if the
general model is understood.

From the mid 1%th century on, agriculture in the hinterland became in-
creasingly a branch of worid industry dominated by capital accumulation and
capitals in the centcer. This was not the first time that an increase in
commodity demand was known in the third world. Some form of markets seem to
have always existed as cvidenced, for example, by the historic triangular trade
among India, China, and Southeast Asia prior to the coming of the West, None-
theless, this trade does not seem to have been cof quantitative importance and
international markets remained underdeveloped in character. The great expan-
sion of trade after about 1850, however, was based on the social and economic
circumstances brought about by the Industrial Revolution. Technological inno-
vations based on capital accumulation, general improvements in international
transport and methods of communications, and ths establishment of a financial
center based on London--~all tended to make capitalism a universal force
thereby drawing the countries cof the third world into the development process
and commercializing their land and agriculture, It is in this sense that
Capitalism preceded the commercial transformation of the underdeveloped
countries and made zconomic dependence a universal form.

The economic developmeant of the agrarian sector implied increasingly
the separation of the producer from owning his means of production and tended

to undermine the traditional or agrariarn life centered on the family and village.
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The extension of the market meant the production of surplus value rather than
product as the internal division of labor based on a personalized agrarian
society was replaced more and more by the impersonal forces of international
specialization and division of labor. Colonialism or external circumstances
became then a primary social force in undermining the old agrarian structure
and tended to bring labor power into being in much of the third world, His-
torically, colonialism in many areas of the world did not lead to underdevelop-
ment in the sense of making men independent of mavkets and exchange value; it
began the development process by establishing the necessary infrastructure

for the primary accumulation of capital, and for some countries, laid the founda-
tion for the tramsition to capitalism via the (second) route referred to pre-
viously.

Is there then an evident pattern in a country's economic history which
tends to explain why such a mode may develop? Although the extension of the
market undermined the agrarian society, in some areas of the world or in some
regions, capitalism seems to have harnessed a pre-capitalistic mode without
destroying the ties of the peasants to the soil°7 In fact, the labor services
of the peasant to the indigenous landlord or foreign capitalist were, if any~
thing, reinforced. In other areas, the agrarian sector was truly transformed
by the introduction of new investments and social organizations but again there
seems to be no agricultural revolution in the sense of producing a rising
bourgeois from the ranks of petty producers osr farmers,8 In fact, the develop-
ment of the agrarian sector by capitalistic influences seems to have produced
several different forms of social organizations and no single case of what
might be called a successiul bourgeois revolution., One of the keys in under-

standing why one of these forms may result in the emergence of a capitalistic

mode is to be found in the way one treats the relationships among the peasants,
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the indigenous merchant class, and the state. Where, for example, the landed
classes did make a successful adjustment to the external market and where

they formed a successful political coalition with the power of the colonial
government, they then sevved as a vehicle for the transition process. This
implicitly assumes that this class or its potential growth and development

was not fragmented by colonial administration., Colonialism or external events
acts rather as the midwife for the developient of commercial impulses among
its ranks.

It is the landed classes then or, from within its ranks, an emerging
merchant class that tends to be the revolutionary agent rather than petty pro-
ducers in the villages or towns. Obviously not all landlords make this adjust-
ment and in this case they tend to become a barrier to further change. Nor
does the transition process proceed smoothly for the political relationships re-
main tenuous in nature especially those with the foreign government. And in
fact it takes a major international event that of World War II to shatter finally
the magic of colonial power thereby allowing this class to make the necessary
changes for industrial advances.

Perhaps the most important relationship is between the peasants and the
landlords. Although the agrarian sector is being transformed, there does not
seem to be a corresponding developm:znt of a frze and independent class of
peasants or petty bourgeois producers. Labor power is beiag produced in-
creasingly for the lord rather thaun directly for the market economy and a wage-
labor system only slowly emerges f(at times peculiar to certain crops and/or
regions). 1Indeed, it is only after World War II when industrial capital tends
to dominate that one can speak of the existence of a capital-labor system.

The landed upper class is able tc preserve if not strengthen its poli-

tical and economic position while extracting & marketable surplus from the




rural society. The essential point is that the commercial development of the
country whether it directly or indirectly serves a foreign class leads to an
intensification of the social relationships between the indigenous landlord
class and the peasant sector., A fusion of interests emerges between this
landed class and the state to maintain the oligarchic system while sufficient
reforms or changes are introduced from above to generate a surplus that can be
exported profitably. Correspondingly, a variety of political and traditiomnal
devices are used to tie the peasant to the land rather than relying upon a
labor market to ensure the necesgary work force for the growing export economy.
The police power of the state together with the intensification of different
types of tenure and peonage arrangements and the attempt to maintain tradi-
tional social relationship between peasant and lord serve to create a new
equilibrium. Simultaneously, external events act to reduce the autonomy of
village life, fragment rural industry, and bring about increased specialization,
Thus, the very rationalization of the eccnomic order under commercialization
acts paradoxically to preserve the dominance of the landed elite over the
large peasant sector. At this point, a concrete example of this type of
agrarian organization is provided.

The Philippines provide a good case study of the type of historical
process so far described. A vigorous class has appeared within Filipino
society whose economic interests are increasingly tied to industry rather than
to agriculture. Yet, a capitalistic mode is emerging without the destruction
of the historic base of peasant agriculture. It is in this sense that there
has never been an agrarian revolution in the Philippines. The character of
Filipino capitalism is that it has been erected on the basis of an alliance

between the larger merchant families and the ruling class of landlords, and
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the historic source for this relationship is to be found in colonial rule,
first Spanish then American,

What is important to an understanding of why capitalistic development
may be viable within the Philippines is the realization that a relatively power~
ful native elite was initially formed under Spanish colonialism and further en-
couraged and strengthened under American rule. This class often having its
initial source of wealth in agriculture under Spanish rule and then in mono-
polistic profits of agrarian induced manufacturing under American becomes
responsive to the favorable industrial envivonment ireated by the new commercial
policy of import substitution in the 1950's and 1960's. The dominant position
of the landlord class can be traced back to the type of political and economic
Hispanization experienced where the govermment confered special political
privileges and rights to land holdings upon a small group of Filipinos in re-
turn for their help in administrating the colony,,9 In fact, in land holdings
there has been a continuity from early Spanish times to the present, and various
forms of tenant farming and debt peonage have existed for centuries.

The very class (and religious) system relied upon by Spain to govern
produced a class quite capable of mounting the first organized anti-colonial
movement in Southeast Asia (1896). The increased income and political power
enjoyed by this class, once 3pain seriously opened her cclony to world trade,
led paradoxically tc the downfall of Spanish rule. ¥For too long Spanish
rulers had remained on the sidelines watching a kind of free play of economic

forces among Filipinos and the relatively newer western interests (British

. . . . - 11
and American foreign traders; attracted by profitable opportunities. And
once (in the 1890's) the colonial government attempted to resist the pressures
brought by the native elite fcr continued economic if not social change, a con~

flict ensued, In a sense, Spain had been toc '"successful” in creating an
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indigenous class of potential entrepreneurs; the Spanish tended to become an
underdeveloped elite in thelr own developing colony,

When the Americans arrived upon the scene, a responsive Filipino class
was willing and able to take advantage of the increased marke:f incentives soon
to be opened to the colony, American colonialism did little to disrupt the
class structure inherited from Spain. The native elite was granted more or
less political and economic power over the economy as a fusion rather than a
conflict of interests emerged between this class and the colonial government.12

The free trade arvangements imposed by the Americans, especially
between 1910 and 1934, lead to increased agravian specialization. This process
actually dates back to 1870 when the Philippines had begun the transformation
into an export economy. Resources were reallocated from producing mainly food
crops to increased specialization in exports, e.g., sugar, abacca, tobacco, and
then during American rule, copra and cocunut oil. Various events tended to
reflect this overall movement from 1870 to 1938.13 The economy became a net
importer of rice as regions increasingly specialized in export crops according
to their comparative advantage. As labor requirements in agriculture rose,
its needs were met by the decline of labor-intensive rural industry which was
more or less destroyed by 1938. Here foreign imports replaced home produced
manufactures and this substitution was most dramatic in the growing importation
of textile manufactures,

The surplus generated from the gains-from-trade between the United
States and her colony remained within the Philippines providing the basis for
an induced industrial growth of agrarian related industries, eome import-
substitution in manufactures, and for government investment in productive
activities. Macro evidence suggests significant agrarian and non-agrarian

, 4 , . . .
expans:.ona1 The motivating force behind much of this growth was the emerging
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merchant-capitalist class whose origin can be found in the Spanish period and
vhose effectiveness is nurtured by American policy. In fact, it was often
the case that the established landlord and new merchant class not only came
from the same sugar provinces but they were the same people or members of the
same family. And it was wealth based on land holdings concentrated in a
small class of Filipinos that tended to dominate political power throughout
American ruleo15

The new trading opportunities imposed by the Americans did have pro-
found effects on Filipino society. Not only was there an intimate relationship
between the growth of exports and the expansion of manufactures but it was
during the period of rapidly growing exporits that mucn of the change in
agrarian organization, goverament bureaucracy, and health and education ad-
vancements took placew16 Thus, the growth of external trade had an important
if not leading role in changing agricultural production and thereby relation-
ships within the agrarian society. It was as well the necessary catalyst for
changes in the commercial 1ife of the Philippines.

What is to be stressed, however, is that these events were not inde-
pendent of changes in the structure of Filipino society. Trade expansion of
the colony first under Spanish then American rule was not the sole instrument

producing the transition from an agrarian to & commercial economy. Spanish

colonialism and the commercial and social policies of the fcllowing American
rule provided the necessary environment f£or the eventual flourishing of a
Filipino merchant-capitalist class., A class whoese source of wealth was formed

in the trading fortunes generated by the export boom. Thuse to understand the

"

development of Philippine capitalism, one nust anaiyze carefully both the
growth of the export economy and the changes in the underlyirg institutiomal

or class structure. The interacticu among peasents, landlords, and the govern-

ment bureaucracy provides the essential social ind political framework within
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which the story of the export eccnomy can be told and analyzed. What was
necessary was that the cacique class produced under Spanish colonialism became
the merchant capitalists under American cclonialism and then manufacturing
capitalists under the protection policies of the 1950's and 1950's.

One needs to be careful te distinguish between the emergence of a
merchant-capitalist class and the introducticn of a new sector that of manufac-
turing. The mode of production in the pre-war Philippine economy was not capi=-
talistic in the sense of private entrepreneurs cwning and managing industrial
assets, This complex awaits the 1950°s and 1960's, What is implied by the
colonial period is the initial beginnings of industrialization as the merchant-
capitalists begins to tramsform the agricultural surplus into both agrarian re-
lated manufacturing such as sugar and rice milling and non-related industry
such as printing, saw-mililing, and cement017 The scurce of wealth remains
agriculture and in some sense the new merchant-capitalist is the dual of the
landlord who is inclined both to agriculture and industry. Given the structure
of Philippine society, it is difficult to distinguish between them in any
meaningful sense. Nonetheless, whatever name one wishes to provide, the rele-
vant point concerns their behavior in the gemeration of a surplus and its
effective use.

Even though ccmmercial influences were permeating rural life, the
attachment of the peasant to the soil and the relationships between lord and
peasant were intensificed rather than weakened. Although the agricultural
sector became relatively less important than manufacturing as a contributor
to national product between 1902 and 1938, the relative size of the labor force
in agriculture vis-a~vis non-agriculture did not show a corresponding decline.18
Agriculture remained the major source of employment while the Philippine economy

was transformed from an agrarian tc a semi-iundustrial country,



https://me:rchant~[;apitali.st

-]3=

Within the agrarian sector, rice output more or less expanded to meet
population growth and the importation of rice declined monotonically from
1902 to 1938, Export producticn expanded dramatically from 1910 to about 1934,
Rural industry especially that of rice and sugar milling was replaced by or-
ganized manufacturing with a much higher productivity. This was especially
true in the case of sugar processing. The labor thus released from very labor
intensive rural industries flowed into agrarvian activities but mostly rice
production given the more capital intensive nature of export (mainly sugar)
cultivation. Rice production became ther more labor intensive.l9

The power of the landloxd cver the peasant was reflected in a variety
of ways. As the upper ciass turned incw2asingly to the market economy, the
ownersghip of land became more important as a factor cf production than as a
traditional symbol of prestige, Peasants who either had legally owned their
land or, more likely, who had been farming land thought to be their own soon
found thems31lves in a tenant relationship where up to 50 percent of the crop
went to the lord. And as in many agrarian sccieties, debt pecnage was a well
known characteristic or rural life. Historically, these rents seem to be
relatively constant based more on cusitem and tradition than on any estimate
of the implicit shadow rental of land. When tradition came under pressure,
there was recourse to private armies by the landed elite,

Peasant life remained, therefore, closely linked to this dominant
class. Tenure arrangements far from declining under commercial development
steadily increased from 1902 to 1938. Those regions in which growth of an
agricultural surplus was mcst pronounced were the same in which the rate of
increase in tenancy was highesit, The vice and sugar lcrds were able to extend

labor services and, on the basis of the tax, squeeze a surpius out of the
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peasants to support their position. And it was a portion of this surplus

that was financing the expansion of the non-agricultural sector.

The Emergence of a Capitalistic Mode of Production

The weakness of the center as reflecied by the depression of the 1930's
and the world war of the early 1940%'s ushered in a rew political and economic
era for many countries of the third world. The ideology of national indepen-
dence and the organization ¢f industry were clearly at the heart of the
change. One of the most important characteristics of ithe post war period was
the attempt of the government to manufacture a class of businessmen or capi-
talists who would be able and willing to hold and accumulate industrial assets,
This has been a long and ceostly process and the contradicticns of the involved
policies are as well known as the successes. Nonetheless, where colonialism
or foreign influence did nct frustrate the development of a native bourgeois
class, the post-war investment in capitalist learning has tended to result in
the emergence of a capitalist mode of production. As just argued, the.
Philippines would be such a csse.

The government promoted industrialization in several ways.20 The most
obvious example was provided by its investmeni in social infrastructure; power
plants to feed industry; roads and communication systems to break down inter=-
nal barriers to trade and create new channels for information to be diffused;
and education to train a work force to have the necessary attributes and dis=-
cipline for factory work. Equally imporrant was the govermment's role in
stimulating industry by protectionist pclicies or what has now become known
as import-substitution programs. These various activities of the state are
no doubt a product of the sociesty a3t a certain stage of its zconomic develop-

ment. For many developing ~ountries, aowever, govermment action of one form
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or another has had a long tradition. Moreover, the economic experience of
developed countries has produced a stock of rather sophisticated techniques
of state management and conirol upun which the late-comer government can draw,
There are good historical reasons then which make governmeat action so
characteristic of our era.

Yet, the government may be forced to act as an engine of capitalist
development because of the particular development process experienced. It is
quite possible that the so~called second path to capitalizm wouid not be a
viable route if the native merchant capitalists, produced by commercialization,
could not direct government expenditures to their own needs and uses. The
coalition between the landed and industvial elii: requires a strong state not
only to promote ths eccnomic interests of rhis class (by creating an environ-
ment favorable to the accunwmliation of capital) but alsc to preserve its poli-
tical position over the large peasant sector and newly emerging industrial
labor class. A capitaiistic mode is established without destroying the old
political order. And state policy is used to maintain this structure especially
by keeping rural and urban workers in place while encouraging the capitalist
to get on with his business of accumulation.

This process is, of course, neither smooth nor potentially very stable.
The very coalition between landloxd and indu alist increasingly comes under
pressure as the latter group inevitably gains more economic and therefore
political power. It is true that the bourgeois were associated with the landed
elite from the begiming of colonialism (a¢ in the Philippines), ov were de-
rived from the same family, but over timc one would expect newer elements to

gy

appear who might threuaten the old equilibzium. The rvise of new industries,
for example. may imply new sources of capitalist power. In addition, the

emerging urban professional classes, oft=an associa ted with governmant employment,
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give rise to new needs and desires. Thus, the class system tends to change
as some landlords become industrialists (and perhaps vice versa), new sources
of capital and capitalists are formed in the cities, and with the heavy em-~
phasis on industrialization, there is a relatively quick emergence of an urban
proletariat.

Nonetheless, the inherent contradictions of the strategies followed
are perhaps more pronounced under this path to capitalism than the first, or
"producer to capitalist” route, There is a basic unevenness of development

1

and its benefits which produce the ever present daugey of reveolit in the

1.

countryside, and create new poscibilities ol uprrest in the cities. 4 large

bt

peasant sector remains intact while landed wezlth continues to be concentrated
in a few hands. Tn the urban area, a manufacturing sector devealops rapidly
where a small group of privileged workers in well-organized capital intensive
establishments co-exist with a2 large body of poorly paid workers in unorganized
crafts and service establishments. The basic political and economic hegemony
of the landed and capitalist class is not broken and, as under colonial rule,
a middle class in both the rural and urban areas ig underdeveloped and politi-
cally weak., The gap between rich and pcor widens. Thus the continued under-
development of the countryside and the generation of a new peasant strata in
the cities pose the greatest iniernal threct te the coalition which forms the
core of the political struciture. In other words, the rate of return on the
second path is relatively high so long as an alliance between vrural and urban
poor is prevanted.

The effect of government action and industrialization fall mostly on
agriculture. Resources, food and labor, must be reallocated from this sector
to industry. The overall protection afferrded the industrial sector allows in

turn profitable opportunities in which the agricoeltural surpius can be invested,
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The effective use of this surplus in one period further increases output there-
fore surplus in the next periocd. This dynamic process depends on the wage
rate, the level of technology, and the demand for the goods being produced,

But the essence of the capitalistic route is that a class of private business-
men or entrepreneurs in whose hands the ownership of wealth has been historically
concentrated must be willing to transfer relatively unproductive assets into
means of production, or industrial claims on wealth.,21 Where colonial rule or
foreign influence provided the basis or did not destroy the possibility for
concentration of wealth in a landed and mercharnt class, sfate policy after
World War II was reshaped by this group tc provide the profitable opportunities
inducing the transfer of a portion of this weaith into industrial capital.

This does not mean that a foreign class under colonial rule did not
benefit from the exploitation of agriculture. FEven in the Philippines, American
investors had non-negligible interests in sugar processing and overriding
claims on public utilities and mining,,22 What is meant, however, is that
landed wealth remained mainly in native hands and a significant share of the
trading fortunes generated were held by local groups to make them visable as
a relatively powerful class. Where an alien complex dominated agriculture
and/or the import-export trade, the above scenario would not be appropriate.
Nonetheless, even in the case of the Philippines where evidence suggests that
some merchant capital was directed %o industry, widespread industrialization
based on a capitalistic mode was no# present. Industrial wealith was located
and owned by capitalists in the center while landed wealth was controlled by
a small group of Filipinos. 4nd, as previously indicated, there was a fusion
rather than a conflict of interests between the two groups. Thus, the state-

ment made that accumulation under colonialiism was for the benefit of a foreign
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class means that only this class was able to realize the benefits of trans-
ferring the gains-from-trade into industrial capital,

Given then an enriched class of lords and merchants who have the means
to invest, what incentives are provided inducing them to invest in industry?
Various instruments--tariff protection, subsidies, tax credits, infrastructure,
the fostering of a banking and financial structure--are used to raise the in-
ternal price of goods the capitalist sells while attempting to maintain or
lower the prices of his inputs. Basically, labor is in plentiful supply from
the agricultural sector and imported raw materials and capital equipment are
priced below their opportunity cost or less than what they would have been
under an equilibrium exchange rateaza Easy access to scarce foreign exchange
is provided once an impcori license is obtaired and a premium is thus placed on
the politics of business,

Ready access to subsidized credit and fa¥ benefits are provided which
often permit investment in manufacturing with a minimum of equity and a maximum
of borrowing. The fostering of a banking and financial intermediary sector
helps to provide capitalists with a high degree of individual security, i.e.,
portfolios weighted towards low-risk noun-industrial securities, while encouraging
investment in industry. In fact, to the =xtent that the government can provide
a suitable financial structure, accumulation of industrial assets can proceed
while satisfying the preference of wealth holders to include bonds and real
estate in their portfoliosf.25 The banking system itself is often intimately
associated with the class structure so that loans are arranged on the basis of
family connections rather than on the impersonal mechanism of the market in-
terest rate. The supply of credit may be restricted to the zconomy as a whole

but this does not necessarily mean that it is an operating constraint for all
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of its members. A well placed phone call is often more important in obtaining
back credit than a balance sheet.

In summary, then, the pattern of coacentration of wealth is a legacy
of the colonial past, The state under the program of import substitution pro-
vides the necessary enviroumenit in which there ic a profitable rate of return
on manufacturing. And 2 financial system encourages the transfer of old wealth
into new while creating the necessary assets to satisfy the capitalist desires
for portfolio balance,

To insure success for this process, certain other conditions are re-
quired, Perhaps the most crucial is the velationship between town and country.
Initially the effective demand for manufacturing output must be provided by
the large agrarian sector. Internal trade creation marks the post-war period
as much as external trade did the pre-war years. The manufacturing sector de-
pends on the agrarian to furnish food and certain raw materials so ss to prevent
the internal terms of trade from moving sgainst industry, This economic
balance between agriculture and industry is matched by a political onme., Not
only is there a cheap supply of labor to industry but the capitalist relies

on the landlord tc keep the peasants in line while generating an agricultural

197}

surplus, A portion of this surplus finds its way, one way or another, i.e.,
family or financial structure; into industry. In return, the landed elite
shares political power with the emerging capitalist class. There is, as noted
previously, a fusion of intercsts betwezen the growing capitalist class and the
landlords.

The growth of internal trade impliies sider division of labor and

ol
wd

specialization throughout 21l sectovrs. As the internal market for commodity
production expands, so does the merket for laber and therefore capital, A

point is reached where investment in agriculture is essential to provide a




wh

-2 0=

growing supply of food and labor to the expanding urban areas, The compromise
or fusion between industrial and landed elite comes under increasing pressure
as capital tends te dominate both sectors thereby challenging much of the

old agrarian sccial siructure, In these latter stages of development, it
would not be surprising to find new agri-businesses develop. Investments~-=-
fertilizers, irrigation, and farm equipment--would -e directed co the agrarian
sector usually to the benefit of the larger farms which have better access to
credit and management techniques. The ilandlowd becomes a capitalist farmer

in his own rigi:t replacing the services ¢f peasant labor with those of machines.
The new technology of seed grains or what iz kuown as the green revolution
saves on labor enriching the larger farms and their owners and dispossessing
numerous small farmers, IiIn contrast tc what occurred cduring the expansion
of external trade (where peasant labor was tio2d to the soil), labor is now re-
leased by the techmnological enclosurec of the 1970's., And the ranks of labor
in the cities are swollen by individuals seeking employment.

The very success ¢f this type of capitalist development breeds certain
contradictions which, as previously noted, threaten the stability of the poli-

. 26 . . . U .

tical structure, The import-substitution policies lead to an initial con-
centration of investment in an organized and protected manufacturing sector
vhere there is a rising capital labor-vatio, productivity, and wages for a
small group of workers. The import dependent industrial structure buys a for-
eign technology that is labor-saving aud the imperfections in factor markets
result in excessive investments in consumer goods industrsies to the neglect of
intermediate and capital goods., An industrial structure emerges where the
favored organized manufacturing sector co-~exists with a large crafts and/or
service sector where most of the urban people ar2 employed, The uneven income

distribution reflects the dualism cf this industviclization.

-




This structure is a result of the endeavor of the state to serve the
interests of one group, the national capitalist class, not so much at the ex-
pense of the landed elite but rather at the cost of peasant and non-privileged
urban workers in general, Nonetheless, there is no reason to believe the
story ends here, An argument was just presented vwhere, at the latter stages
of development, capital would be directed to agriculture for political as much
as economic reasons. If the state is sophisticated enough to change its policy
in such a way, then presumably it could also mobilize the excess labor in the
urban areas for the production of capital and intermediate goods. In fact,
given the above scerario of a strong state contrclled by a relatively powerful
elite, there are good pclitical reasons why such 2 switch in policy could be
expected, There are, however, external problems which may make such a change
difficult to accomplish.

The change in government activities after the war, the emergence of an
urban labor force, and the increased reliance on internal trads have produced
an industrial rather than, as under colonialism, a raw material surplus. A
basic political question emerges of who will control it=~the national bour-
geois class cor the capitalists of the center? The latter are represented by
large and power{ul multinational corporations whose post-war interests have in~
creasingly turned to manufacturing investments in the third world. At one
level the national and foreign capitalist class have a similar objective: the
continued growth of an industrial sector. At another level, however, their
objectives differ for the capitalists c¢f the center operate in an international
environment where a given underdeveloped country can only expect to become a
branch plant ceuntiy in which national iadepandence would be eroded027 Decisions

over resource control, product mix and innovation, and corporate bureaucracy
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would remain at the center. As with any ruling group, there is nc reason to
believe that corporate directors would vote themselves out of power allowing
the planning, directing, and control of corporate decisions to be made on a
local level by local businessmen.

The vesclution of the conflict depends upon the relative bargaining
power of the involved parties. One of the implications of the argument pre-
sented in this paper is that the national bourgeois would have the necessary
strength to remain in control of the manufacturing surplus generated. If an
underdeveloped country has experienced the particular development path so far
described, then the government would be able to bargain effectively with for-
eign capitalists thereby resisting the pressures of the multinational corpora~
tion to penetrate the privileged position of the national bourgeois class. The
continued develcpment of this ciass would thus be assured, and the concentra-
tion of industrial wealth would not be diffused. Direction and control of re-
sources would remain in local hands and the political coalition would continue
to have the necessary means to try and keep the excluded groups in line.

1f, however, thc developmen: of the national bourgeoie were constrained
by the economic and political penetration of multinational corporations, then
a variety of possible political and corporate configurations could result:
an alliance between foreign and domestic capitel where different forms of
joint ventures could be establisned; or foreign subsidiaries investing in key
manufacturing industzies such as agri-business complexes, pharmaceutics, or
electronice; or even s union of Interesis between the landed elite and the for-
eign capitalist to prevent the national bourgeois from gaining economic and
political power., Whatever the form of social organization that might result

and even though it may appear thai a pative business class was growing, the
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relationship would be uneven :ad political dependence would be the rule.

Since the domestic bourgecisie would not have major control over the growing
industrial surpius, it could not be assured of controlling the politics of the
country, and over time, its internal and external bargaining power would be
progressively eroded. Political decisions would tend to eminate from the
center necessarilv implying the exictence of a relatively weal government in
the hinter land.

This scenaxio assumes, however, that the multinational corporation
is powerful enough and will continue to be sn to make its preseuce felt in
much of the c¢conomic and political life of the uunderdeveloped ¢countyry. There
is reason to helicve that new forces in the center and in the international
economy will create difficuities for the continued hegemony of these corpora-
tions. New sources of rivalry within ths capitalist block, the emergence of
the Common Marke: and Japan tc challenge the American position, and the possi-
bility of obtaining loans and protection frxom th: socialist countries allow
new degrees of maneuverabiliiy for the underdeveloped country. Once again,
however. the establishment of a stvong state wouid be required to adroitly
balance the competing pressures from each of these blocks,

Vhere & government is surong enouph to withstand the pressures from
foreign capital, then presumsbly Zmported skills asnd technology could be used
for the development of the countyry withou% cunning the danger that the country
would be used for the benefit of a forelgn class. These are good economic
reasouns why & developing country might buy the skills and expertise of a
develceped country. Foreign investments could plav an appreciablic role allowing
the developing couancry to impori the scrvices of a foreign class. Nonetheless,

for the purposes of this paper, the crucial question is not whether the country

as a vhcle bensfits or looses from foreigu investmeni, but rather whether the

national bourgeois class benefits ox looses,
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in the accumulation of industrial assets, see S. Hymer and S. Resnick, "Capital

and Wealth in the Development Process,” Economic Growth Center Discussion

Paper, April 1969,
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basis the class of free and independent peasants and the class
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of small-and middle~scale commodity producers. The revolution
was a strenuous struggle for the state power between a group of
the middle class,.-, and a group of the haute bourgeoisie ori-
ginating in the feudal land aristocracy, the merchant and finan-
cial monopolists...: in the process of both revolutions, the
former routed the latter. However, in Prussia and Japan it was
quite the contrary... the arection of capitalism under the con-
trol and patronage of the feudal absolute state was in the cards
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there. 1In England and France, feudal land property and surfdom
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revolution. ...These revolutions in Western Europe, by the inde-
pendence and the ascent of the petty commodity producers and their
differentiaticn, set free from among them the forces making for
the development of capitalist production; while in Prussia and
Japan this ‘emancipation' was carried out in the opposite sense.
The organization of feudal land property remained intact and the
classes of free and independent peasants and middle-class burghers
were undeveloped, Since capitalism had to be erected on this kind
of soil, on a basis of fusion rather than conflict with absolutism,
the formation of capitalism took place in the opposite way to
Western Hurope, predominantly as a process of transformation of
putting-out merchant capital intoc industrial capital. Science
and Society, Fall 1952,

5'Marx‘, Capital, Vol. III, p. 329,

6See S. Resnick, "The Decline of Rural Industry under Export Expansion:
A Comparison Among Burma, Philippines and Thailand, 1870-1928," Journal of
Economic History, March 1970,

7'.[‘he Brazilian Northeast would be an example of this process, A use~

ful comparison amcng slavery systems inr the New World is found in E. Genovese,

The World the Slavehoiders Made, (New York: Pantheon Books, 1969).

8 . . e saa . .
The econumic development of the Philippines under American rule would
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C. Geertz, Agricuitural Involution (Berkeley: University of California

Press, 1966).
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tion of the Philippines (Madison: University of Wisconsin, 1967); E. Bourne,

“"Historical Introduction” in Blair and Robertson (eds.) The Philippine Islands

1493-1898, (Cleveland: Arthur Clark, 19C3-1209),
The special role of the Chinese and the Mestizo (Chinese and Filipino)

is analyzed in E. Wickburg, ihe Chinese in Philippine Life 1850-1898, (New

Haven: Yale University Press, 1965).

OPhelan, The Hispanization of the Philippines, Chapters VII and VIII,

1One of the best summaries of the effects of foreign trade on the
Philippine economy during this perviod can be found in B. Legarda, "Foreign
Trade, Economic Change, and Entrepreneurship in the Nineteeath Century,”
(unpublished Ph.D. thesis, Harvard University, 1955).

2An excellent history of the Philippine elite under successive colonial
regimes and its role in the political and economic 1life of the Islands is pro-
vided by D. Simbulan, "A Study of the Socic-economic Elite in Philippine
Politics and Government, 1948-1968," (unpublished Ph.D., thesis, Canberra,

1966); other useful sources are: B. Salamanca, The Filipino Reaction to American

Rule. 1901-1915 (Shoe String Press, 1968); Corpuz, The Philippines, pp. 65-66
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3See Resnick, "The Decline of Rural Industry Under Export Expansion:

A Comparison Among Burma, Phiiippines, and Thailand," for a general analysis
of this period along with supporting data,

14Total net output per capita (population) in real terms grew at 3.9%
from 1902 to 1918 and :i.6% from 1918 to 1938; between 1902 and 1938, it ex~-
panded at 2,6% per year and between 1910 and 1938, at 2,3% per year. Real
value added per occupied person in the total agricultural sector grew at 3.9%
per year between 1902 and 191§, and slightly less than 1% per year between
1918 and 1938, Real value added per occupied person in the total non-
agricultural sector increased at an amnual rate of 4.1% during the first

eriod and 3,2% during the second. Macro data based on estimates in Resnick
1= J

Economic Development of the Philippines (in progress).

15

See Simbulan, "A 3tudy of the Socio~Economic Elite in Philippine
Politics and Government, 1948-68,"

16See Corpuz, The Bureaucracy in the Philippines, Chapters VIII and IX,

During American coleonial rule., government expenditures in real terms grew at
an annual rate of about 6%.
17 , . . . .

Organized manufacturing increased its velative share of the non-
agricultural sector from only 12,6% in 1902 to 22% in 1938 which ranked it
first in terms of countribution slightly exceeding that of the service sector
(21.3%) and the commerce sector (19.2%). WNo doubt much of this growth was con-
tributed by the expansieon of rice and sugar milling-agrarian induced industries,
However, there seems to have been some import-substitution carried on as the
import content of supplies in the organized manufacturing sector (excluding
food~processing) deciined from /9.4% in 1902 to 51% in 1938. Much of this ex-
pansion was derived from the growth of the shoe, glass, cement, printed pro-

ducts, non-metallic, and chemical industries,
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A rough estimate of whether there was a flow of savings out of agricul-
ture to finance the expansion of other sectors reveals a more or less balance
between the capital neeés of agriculture and the savings originating in agri-
culture from 1902 to 1918, and a net savings flow out of agriculture into non-
agriculture from 1918 to 1938,

Estimates are based on Resnick, Economic Development of the Philippines

(in progress).

18The total agricultural sector contributed 50% to real net output in
1902, 48% in 1918, and 34% in 1938. Labor engaged in agriculture increased
from 51% in 1902 to 61% in 1918 and 71% in 1938, Much of this increase was
derived from females leaving household tasks and entering agriculture per se
(the male ratio increased but cnly slightly compared to that of the female).
If agrarian and an estimate of agrarian related tasks are included together,
then the proportion of labor in the total agricultural sector showed a slight
decline from 76% in 1902 to 7&4% in 1938.
19See Resnick, "Decline of Rural Industry...'.

20For a theoretical model of how the government affects the private
sector, see S, Hymer and S, Resnick, "Interactions between the Government and
the Private Sector in Underdeveloped Countries,'" 1., Stewart, ed., Ecomomic |
Development and Cultural Change (Edinburgh: Edinburgh University Press, 1969).

1An industrial accumulation function for the capitalist class was de-

rived in Hymer and Resnick, ''Capital and Wealth in the Development Process."
The level of real investment in industrial assets, I', was related to the level
of real capitalist consumption, C', and the level of real investment in other

assets, A, where the real change in 4 is capitalist investment in other forms

of wealth: gold, money, government securities, foreign assets, land, etc.
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Assuming that capitalist holdings of non-industrial assets is some fixed
proportions of its stock of industrial capitai, K, according to capitalist
desire for portfoliio balance, a final equation for the rate of growth of capi-
tal was derived: K% =‘T§; (r1 -+ r2) where s is the capitalist propensity

to save; E%I the propensity to invest in industry; Ty and r, are the rates of
return on K and A respectively (including capital agppreciation). Discussion in

this paper is then focused on ) , the propensity to hold non-industrial assets.

M. Dobb, in his Studies in the Development of Capitalism, Chapter V,

refers to two phases of capitalist accumulation in the Industrial Revolution:
"a phase of acquisition aud a phase of realization (or of transfer of bour-
geois wealth into industrial investment)." The above paper and involved model
by Hymer and Resnick is on the latter phase. However, the pr:sent paper argues
that it was the very colonial process of primary accumulacion that allowed
the concentration of wealth in a few hands (land, rural and urban luxury
housing, gold, etc.) and the deliberate policy of the state, once independence
was gained, to induce the transfer of some of this wealth into industrial
assets. Suppose, for example, the government is committed to a certain rate
of industrial growth and prepared tc provide the capitalist sector with what-
ever subsidization is necessary to achieve it. According to the above equa-
tion, the required profit rate Ty, and hence the vequired subsidy is a func-
tion of the target rate of growth and of ) .

2In the 1920's, American investment in sugar centrals was about 26%

of the total investment in that iadustry; Spanish, about 24%; and 50% was

in Filipino hands. See G. Fairchild, R, Corpus, F. Buencamino, {eds.), Facts

and Statistics about the Phiiippine Sugar Industry Manila, 1928). Approximately

70% of the assets in electric utilitiesz were owned by Americans, Census of the

Philippines, 193¢, Vol, IV,
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3In colonial Southeast Asia, the experience of Burma, in contrast to
that of the Philippines, would be an appropriate example of foreign (English
and Indian) domination.
241n the Philippines, the overvaluation of the Peso during the 1950's
and early 1960's meant an implicit tax on agriculture as export prices in Pesos
were less than what they would have been under an egquilibrium exchange rate.
One of the indirect effects of this was the reallocation to a certain degree
of resources out of export agriculture into food crops, especially rice (and
corn), vwhich minimize pressure on the "rice wage" facing industry., Moreover,
preferential arrangements for Philippine sugar in the United States market
allowed the generation of non-negligible foreign exchange earnings while manu-
facturing industries were being protectad within the Philippines. Government
policy, then, in the Philippines and the United States, permitted increased
investment in s growing industry {(manufacturing) while minimizing the impact
on a relatively declining industry (export agriculture). Foreign help, of one

form or another, can be a useful instrument in serving the capitalist process.,

5See Hymer and Resnick, "Capital and Wealth in the Development Process,"

and J, Gurley and E. Shaw, "Financial Aspects of Economic Development,™

American Economic Review, September 1955.

26See

, for example, A MacEwan, "Contradictions in Capitalist Develop-
ment: The Case of Pakistan," unpublished paper, July 1970; and P. Bell and
S. Resnick, "Contradictions of Post-war Development in Southeast Asia,"
Journal of Contemporary Asia, Autumn 1970.

27For a thorough analysis of the political economy of the multinational

corporation, see S. Hymer, "The Multinational Corporation and the Law of Uneven
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Development,” in J. Bhagwati, ed., Economics and World Order (New York:
World Law Fund, 1970) and S, Hymer, "The Efficiency (Contradictions) of Multi-

national Corporations,” American Economic Review, May 1970.
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