Politics and Markets: Dual
Transformations!

William L. Parish and Ethan Michelson
University of Chicago

The articles published in this issue of the Journal help advance the debate
on market reform in former socialist states. In our comment, besides
dealing with data analysis issues, we suggest several ways to improve
the level of debate about substantive issues. These suggestions include
more attention to politics, including path dependence, and more at-
tention to middle-level generalizations from other developing market
societies.

SUBSTANTIVE ISSUES

The articles in this issue deal with different parts of an 4 — B — C
causal chain, where 4 includes background conditions that shape market
outcomes, B includes market outcomes, and C includes the power and
income consequences of markets. Stark emphasizes the 4 — B transition.
Nee emphasizes the B — C transition. In the 4 — B transition, Stark
stresses that there are multiple types of market outcomes. In Hungary
there is a special type of network intensive, part-public, part-private,
recombinant property relations that are in some ways analogous to the
network-based economic networks in the East Asia periphery. For Stark
(1992), these outcomes vary from place to place and are determined in
large part by the path dependence established by the ruins of the old
order and by early decisions in the reform process. Nee, as well, in laying
out multiple regions in China, implies that there are multiple types of
market outcomes. Thus, for both authors, there is not a single B but
multiple B’s (B,, B,, B;, etc.). Despite noting multiple market outcomes,
Nee appears to assume convergence on a single set of consequences.
There is but one C. This strong assertion is potentially problematic and
seemingly at odds with the attempt to introduce a more institutionalist
account of the consequences of different market structures.

! Address correspondence to William L. Parish, Department of Sociology, University
of Chicago, 1129 E. 59th Street, Chicago, Illinois 60637.
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Political Markets

What are our suggestions for making further progress concerning either
the determinants or consequences of different market and quasi-market
solutions? They include, first, building on some of Stark’s earlier themes
about bargaining and path dependence (Sabel and Stark 1982; Stark
1992). Prior to reform, some groups of workers and industries were privi-
leged in bargaining with management and the state bureaucracy. Particu-
larly in China, this bargaining was assisted by shared residence of work-
ers and managers in work-unit-owned housing and by long years of work
in the same job uninterrupted by interfirm or residential mobility. The
dense networks that resulted, assisted in China by many kin being ap-
pointed to the same firm, helped create social solidarity mechanisms that
could be used against managers and the state bureaucrats that were
supposed to monitor firms (see, e.g., Tidrick and Chen 1987; Parish 1979;
Walder 1987, 1989). In China, with a loosening of central top-down
control in the mid-1980s, these kinds of informal bargaining mechanisms
could be brought into full play. The result was that, after the mid-1980s,
workers’ incomes again began to rise, even while central planners were
saying that incomes should be contained. Facing informal worker resis-
tance, state firms had difficulty moving to merit salary schemes, and
old seniority-based payment schemes supplemented by hidden subsidies
remained in place. Urban incomes again began to rise compared to in-
comes in the countryside (SSB 1994). Though the details vary, and
though more firms were failing or being sold off, similar patterns of
bargaining were occurring in the former Soviet Union and Eastern Eu-
rope (see, e.g., Blanchard et al. 1993; Burawoy and Krotov 1992).

What these patterns illustrate is that a simple story of economic mar-
ketization will not do. In the transition, the liberalization of political
markets is often as important as the liberalization of economic markets.
The discussion of newly liberalized political markets must attend to three
types of politics. One type that must be included involves formal and
informal bargaining between workers and managers and between manag-
ers and the state bureaucracy. Once central control is loosened, informal
bargaining among formal and informal groups comes to the fore. It is
this bargaining that helps explain major parts of the finding of continuity
in the Xie and Hannum paper in this issue of AJS. In China, through
the early 1990s, workers and managers were so tied together and so
well organized that major parts of the state reform program could be
resisted.

Thus, the types of market compromises that will be arrived at depends
as much on bargaining in more participatory political systems as it does
on some underlying economic dynamic. This echoes themes from writers
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on market societies. In developing market societies, inequality in income
and social services between city and village and between different seg-
ments of the population depends less on the market than on the bar-
gaining power of different social groups. In more participatory systems,
that bargaining power can be more easily expressed, leading to a tension
between participatory and egalitarian goals in society (e.g., Huntington
and Nelson 1976; Bates 1981; Lipton 1977; see also North 1981; Olson
1982; Rubinson and Browne 1994.). Since reforming socialist societies
are not only introducing more market principles but also becoming more
participatory, the consequences of new space for political mobilization
cannot be ignored.?

A second type of politics involves the continuing need to have linkages
with state bureaucrats and state-run enterprises. As Stark suggests
above, one way to spread risks in an uncertain environment with few
well-specified property rights is to include current and former state offi-
cials in one’s economic network. Once established, these networks may
well have a life of their own that provides a kind of path dependence.
There is an ample literature on East Asia about continuing government
roles in the economy. Though rancorously divided over the productive
versus nonproductive role of state involvement, this literature suggests
that mixed solutions with ample government involvement have great
staying power (e.g., Wade 1990; Evans 1995; Amsden 1989; Johnson
1982; Friedman 1988; Ramseyer and Rosenbuth 1993). Similarly, Shirk
(1993) argues that Chinese political arrangements are slow to evolve from
their initial forms despite potentially perverse economic consequences.
This continuity, or path dependence, suggests that entrepreneurs with
strong network ties to state firms and state bureaucrats as sources of
raw materials, marketing outlets, and official protection will be greatly
advantaged.® The rising levels of patronage, corruption, and so on, sug-
gest that many economic actors in China recognize these advantages
(Yang 1994; Rocca 1992). Similarly, the history of critical junctures and
stable arrangements in Latin America, where governments early assumed
a major role in economic regulation, suggests that one should expect
continuity rather than rapid shifts in current arrangements (e.g., Collier
and Collier 1991; de Soto 1989). In short, we want to reinforce Stark’s dual

2 The role of competing interest groups is also featured in discussions of the politics
of economic liberalization of Latin America and other parts of the world, including
Eastern Europe (e.g., Nelson 1984, 1990; Haggard and Kaufman 1992; Pereira, Mara-
vall, and Przeworski 1993).

3 As Adam Smith lamented in 1776, these types of arrangements rapidly become rent
seeking, with government allies helping provide oligopolistic positions that protect
the business person from the vagaries of the market.
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messages about the attractiveness of mixed public/private arrangements
and the staying power of these arrangements once they are in place.

A third type of political market involves electoral politics. These elec-
toral politics are more rudimentary in China than in Europe. But even
in China, regional elections since the mid-1980s and village council elec-
tions since 1988 provide the potential for new electoral politics that could
enhance rather than retard local clientelism (O’Brien 1994; Lawrence
1994). In other developing societies, marketization often causes clientel-
ism not to disappear but only to mutate from traditional to modern forms.
In these societies, during autarkic premarket conditions, patron-client
relations are essentially patrimonial, and are rooted in dependence and
vertical asymmetrical exchange. Then, with increased national-level eco-
nomic integration and state intervention, local elites come to assume the
role of bridge ties and mediators. And it is this economic and political
mediation between still-segmented and separated locales that gives rise
to a new kind of clientelism: government-based political patronage (Ei-
senstadt and Roniger 1984, pp. 204-5; Weingrod 1977, p. 326; Graziano
1977, 367-72). These tendencies are often exacerbated by electoral poli-
tics, as it is in the interest of the local politician to dispense favors in
return for votes (Scott 1977, p. 140; Weingrod 1977, p. 328; Eisenstadt
and Roniger 1984, pp. 66—68; Putnam 1993). In these situations, local
politicians become part of a pattern of generalized exchange that has
considerable staying power.

In contemporary rural China, several of these mechanisms potentially
affect the power base of local administrators. First, economic liberaliza-
tion coupled with local fiscal autonomy—where surplus profits from local
government-owned ventures are retained locally after submitting prefixed
(not sliding-scale) tax payments to higher levels—has given rise to tre-
mendous local state economic initiative and activity, often dubbed “local
state corporatism” (Oi 1992; also see Wong 1992). The economically
valuable social ties to outside locales possessed in relative abundance by
local cadres makes these elites particularly well suited to play their new
brokerage roles (see Huang [1989, pp. 143-45] for a vivid illustration).
Under these types of conditions, new local elections could easily stimulate
political patronage networks centered around locally elected officials and
councilors.

In short, we are trying to promote the idea that, in contrast to the
economistic approach adopted by Nee in this issue, institutional forms
under marketizing conditions often follow a political logic. Our somewhat
revisionist “market transition” perspective suggests that, for at least as
much political as economic reasons, local administrators may well con-
tinue to hold onto considerable local power—mnot only despite, but be-
cause of marketization.
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Other Developing Societies

Next, we turn to the suggestion that one should include more middle-level
generalizations from other developing economies. This theme is already
implicit in the suggestion to pay attention to the path dependence of state
involvement in the economies of Latin America (Collier and Collier 1991)
and the role of electoral politics in supporting political clientelism. We
need to extend these themes.

It is commonplace to suggest that markets weaken traditional political
authority at both the national and local level. Authors such as Barrington
Moore (1966) and Charles Tilly (1990) make marketization the center-
piece of their explanations of why some societies turned early democratic.
For sociologists familiar with American social history, Doug McAdam
(1982) makes the expansion of labor markets and the movement of tenant
farmers away from the farm to cities central in explaining how the civil
rights movement had more space for mobilization after the 1930s. For
social scientists with a broader comparative scope, Joel Migdal (1974)
provides an excellent summary of a comparative literature on peasant
societies, including pre-1949 China and the periphery of China. In that
summary, Migdal notes that the expansion of markets beyond village
bounds allows peasants to escape the thumb of local authority figures.
That escape is mediated by state intervention. When the state chooses
to use the village as an administrative unit, the escape is sometimes
slowed. And even when peasants escape local village authority, they may
find themselves newly tied to local township and county officials.

These types of observations suggest several paths for further analysis
of rural power. One, already implicit in the discussion of clientelism, is
to make the consideration of local power broader. Income is but one very
indirect indicator of local power. Villagers may remain beholden to power
holders in multiple ways that are unreflected in the take-home pay of
administrators. One indicator, already in the Nee health-based data set,
is to observe whether frequent invitations to banquets and gifts of food
and liquor have added to the alcohol and food consumption and subse-
quent body weight of local officials (CCO 1989, questionnaire D). Other
studies could use more ethnographic methods to access the means by
which villagers may still be tied to local administrators, including the
presence of administrators on boards of directors of new private endeav-
ors, frequent visits and gifts to local administrators, and so on. The
works by Wank (1995) and Yan (1995) suggest that this pattern is com-
mon in both coastal and interior regions of China.

A second path of potential analysis, based on Migdal’s observations,
is to attend to whether local village administrators are simply being re-
placed by a greater panoply of township and county administrators that
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