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B y the 1720s, all the th irteen co lonies o f w hat w as to becom e the 

U nited S tates had sim ilar structu res o f governm ent. In all cases there 

w as a governor, and an assem bly  based on a franch ise o f m ale  

erty ho lders. T hey w ere not dem ocracies; w om en, slaves, and the 

p roperty less cou ld  no t vo te . B ut po litical righ ts w ere very b road com ­

pared  w ith con tem porary  societies e lsew here. It w as these assem blies 

and  their leaders that coalesced to  fo rm  the F irst C ontinen tal C ong  

in 1774 , the prelude to the independence of the U nited S tates. T he 

assem blies believed they had the righ t to determ ine bo th their 

m em bersh ip and the righ t to taxation . T his, as w e know , created 

p rob lem s for the E nglish co lonial governm ent.

A Ta l e o f  Tw o  Co n s t it u t io n s

anathem a to the elites o f S outh A m erica , w ho w ere still ru ling  an in ­

stitu tional env ironm ent shaped  by  the encomienda, fo rced labor, and  

abso lu te pow er vested in them  and the co lonial state .

T he co llapse of the S panish sta te w ith the N apoleon ic invasion  

created a constitu tional crisis throughout colonial L atin 

T here w as

'li
/ prop-

i

A m erica .

m uch d ispute about w hether to recognize the au thority  o f 

the Jun ta C entral, and in response, m any L atin A m ericans began to  

fo rm  their ow n jun tas. It w as on ly a m atter o f tim e before they began  

the possib ility of becom ing tru ly independen t from  S pain . 

T he first declaration o f independence  took p lace in  L a P az, B oliv ia, in  

1809 , though it w as quick ly crushed by S panish troops, sen t from  

P eru . In M exico the po litical a ttitudes o f the elite  had been shaped  by  

the 1810 H idalgo  R evolt, led by  a p riest, F ather M iguel H idalgo . W hen  

H idalgo ’s arm y sacked G uanajuato on S eptem ber 23 , they k illed the 

in tendan t, the sen ior co lon ial offic ia l, and then started ind iscrim i­

nately  to  k ill w hite peop le . It w as m ore like class o r even  ethn ic 

fare than an independence m ovem ent, and it un ited all the elites in  

opposition . If independence allow ed popular partic ipation  in  po litics, 

the local elites, no t just S pan iards

%ress

T to senseow n

It shou ld now  be apparent that it is no t a co incidence that the U nited  

S tates, and not M exico , adopted and enforced a constitu tion that es­

poused dem ocratic p rincip les, created lim ita tions on  the use of po liti­

cal pow er, and distribu ted that pow er broad ly in society . T he 

docum ent that the delegates sat dow n to  w rite in P h iladelphia in M ay 

1787 w as the ou tcom e of a long process in itiated by  the fo rm ation of 

the G eneral A ssem bly in  Jam estow n in 1619 .

I he con trast betw een the constitu tional p rocess that took p la 

the tim e of the independence of the U nited S tates and the one that 

took p lace a little afterw ard in M exico is stark . In F ebruary 1808 

po leon B onaparte ’s F rench arm ies invaded S pain . B y M ay they had  

taken M adrid , the S panish cap ita l. B y S eptem ber the S panish king  

F erd inand had been captured  and had abd icated . A  national jun ta , the 

Jun ta C entral, took h is p lace, tak ing the to rch in the figh t against the 

F rench .

i! w ar-

against it. C onsequen tially ,

r- M exican elites v iew ed the C adiz C onstitu tion , w hich opened the 

to popular partic ipation , w ith ex trem e skep tic ism ; they w ould  

recognize  its leg itim acy .

w ere
i>-!

w ay

neverm:ce at

In 1815 , as N apoleon ’s E uropean em pire co llapsed , K ing F erd i­

nand V II retu rned to pow er and the C adiz C onstitu tion  

gated . A s the S panish C row n began try ing to reclaim  its A m erican 

co lon ies, it d id no t face a prob lem  w ith loyalist M exico . Y et, in 1820 , 

a S pan ish  arm y that had  assem bled  in C adiz to  sail to  the A m ericas to  

help resto re S pan ish au thority m utin ied against F erd inand V II. T hey 

w ere soon

II N a-
w as abro-

n

■

T he Jun ta m et first a t A ran juez, bu t re treated sou th in the face 

o f the F rench arm ies. F inally it reached the port of C adiz , w hich, 

though besieged by N apoleon ic forces, held out. H ere the Junta 

fo rm ed a parliam ent, called the C ortes. In 1812 the C ortes produced

w hat becam e know n as the C adiz C onstitu tion , w hich called for the 

in troduction of a

jo ined by arm y units th roughout the country , and F erd i­

nand w as forced to  resto re  the C adiz C onstitu tion and recall the C or­

tes. I h is C ortes w as even m ore rad ical than the one that had w ritten  

the C adiz C onstitu tion , and it p roposed  abo lish ing all fo rm s of labor 

coercion . It a lso a ttacked special p riv ileges— for exam ple, the righ t o f 

the m ilitary to be tried for crim es in their ow n courts. F aced finally  

w ith the im position of th is docum ent in M exico , the elites there de­

cided that it w as better to  go it a lone and declare independence.

11

constitu tional m onarchy based on no tions o f popu- 

la i sovereign ty . It also called for the end of special priv ileges and  

the in troduction of equality before the law . T hese dem ands w ere all
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T his independence m ovem ent w as led by A ugustin de Itu rb ide,

w ho had been an officer in the S pan ish arm y. O n F ebruary 24 

he published the P lan  de Jguala, h is v ision fo r an independen t M ex­

ico . T he p lan featu red  a constitu tional m onarchy w ith a M exican  

peror, and rem oved the prov isions of the C adiz C onstitu tion that 

M exican elites found so threaten ing to their status and priv ileges. It 

received instan taneous support, and S pain quick ly realized that it 

cou ld  no t stop the inev itab le . B ut Itu rb ide d id  no t just o rgan ize M exi- 

secession . R ecognizing the pow er vacuum , he qu ick ly took ad­

van tage of h is m ilitary back ing to have h im self declared

ru le and o ther com prom ises w ere w orked  ou t. N ew  fixes w ere added  

tim e— for exam ple, the M issouri C om prom ise, an arrangem ent 

w here one proslavery and one an tislavery  sta te w ere alw ays added  to  

\, the un ion ^ ther, to keep the balance in the S enate betw een those 

fo r and those against slavery . T hese fudges kep t the po litical institu­

tions of the U nited S tates

1821 , . j
over

em -

w ork ing  peacefu lly  un til the C iv il W ar finally  

reso lved the conflicts in favor o f the N orth .

T he C iv il W ar w as b loody and destructive . B ut bo th before and 

aftei it there w ere am ple econom ic opportun ities for a large fraction  

o f the population, especially in the northern and

can
;j

em peror, a

position that the g reat leader o f S ou th  A m erican  independence S im on 

B olivar described as “by the grace of G od and of bayonets.” Itu rb ide 

w as no t constra ined by  the sam e po litical institu tions that constra ined  

p residents of the U nited S tates; he quick ly m ade him self a d icta to r, 

and by  O ctober 1822 he had d ism issed the constitu tionally sanctioned 

congress and  rep laced  it w ith a jun ta o f  h is choosing . T hough Iturb ide  

d id no t last long , th is pattern  of even ts w as to be repeated  tim e and  

tim e again in n ineteen th-cen tury  M exico .

T he C onstitu tion of the U nited S tates d id

ii; w estern U nited
J S tates. T he situation  in M exico w as very d ifferen t. If the U nited S tates 

experienced five years o f po litical instab ility betw een I860 and 1865 , 

M exico experienced alm ost nonstop  instab ility  fo r the first fifty years 

o f independence. T his is best illustrated via the 

L 6pez de S an ta A na.

.

I

i:''

I career of A nton io

S anta A na, son of a co lon ial officia l in V eracruz, cam e to prom i- 

so ld ier figh ting for the S pan ish  in the independence 

P -I In 1821 he sw itched sides w ith Itu rb ide and never looked back . H e 

becam e presiden t o f M exico fo r the first tim e in M ay o f 1833 , though  

. he exercised P °w er for less than a m onth , preferring  to le t V alen tin  

If* G om ez F arias act as presiden t. G 6m ez F arias ’s p residency lasted fif­

teen days, after w hich S anta A na retook pow er. T his w as as brief as 

h is first spell, how ever, and he w as again rep laced by  G om ez F arias, 

in early  Ju ly . S an ta A na and G om ez F arias con tinued  th is dance un til 

the m iddle of 1835 , w hen S anta A na 

ragan . B ut S an ta A na

nence as a
iw ars.
IK

not create a dem ocracy 

by m odern standards. W ho cou ld vo te in  elections w as left up to the 

ind iv idual sta tes to determ ine. W hile northern

.t •-
b
m.

re­
sta tes quick ly con­

ceded the vo te to all w hite m en irrespective of how  m uch incom e 

they earned or property they ow ned , sou thern states d id  

g radually . N o sta te enfranch ised

m
so only

or slaves, and as property  

and w ealth restric tions w ere lifted on w hite m en, racial franch ises 

exp lic itly d isenfranch ising black

w om en

w as rep laced by M iguel B ar- 

w as no t a qu itter. H e w as back as presiden t in  

1839 , 1841 , 1844 , 1847 , and , finally , betw een 1853 and 1855 . In all, he 

w as p residen t e leven tim es, during  w hich he p resided  over the loss o f 

the A lam o and T exas and the disastrous

in troduced . S lavery , of 

course , w as deem ed constitu tional w hen the C onstitu tion of the 

U nited S tates w as w ritten in P hiladelph ia , and the m ost sord id

m en w ere

nego­

tia tion concerned the d iv ision  o f the seats in the H ouse of R epresen ta­

tives am ong the sta tes. T hese w ere to be allocated on the basis o f a 

state 's population , bu t the congressional represen tatives of sou thern  

sta tes then dem anded that the slaves be counted . N ortherners 

jected . T he com prom ise w as that in apportioning  seats to the H ouse 

o f R epresen tatives, a slave w ould

M exican-A m erican W ar, 
w ich led to the loss o f w hat becam e N ew  M exico and A rizona. B e­

tw een 1824 and 1867 there w ere fifty -tw o presidents in M exico , few

of w hom  assum ed  pow er accord ing  to  any  constitu tionally  sanctioned 

p rocedure .

v

ob-

count as th ree-fifths of a free per­

son . T he conflic ts betw een the N orth and S outh of the U nited S tates 

w ere

T he consequence of th is unpreceden ted political instab ility for 

econom ic institu tions and incen tives should be obvious. S uch insta- 

ility led to h igh ly insecure property righ ts.
repressed during the constitu tional process as the three-fifths

It also led to a severe

I



■fl£P

Pi $ZYXWVUTSRQPONMLKJIHGFEDCBA
32 • Wh y  Na t io n s  Fa il

S o Cl o s e  a n d  Ye t  So Dif f e r e n t  • 33
i ; ®

v
i

w eakening  of the M exican sta te , w hich now  had little au thority and  

little ab ility to raise taxes or prov ide public serv ices. Indeed , 

though S anta A na w as presiden t in M exico , large parts o f the country  

w ere no t under h is con tro l, w hich enab led the annexation of T exas

ing in the U nited S tates is that peop le  w ho  w ere g ran ted  patents cam e 

from  all sorts o f backgrounds and all w alks of life , no t just the rich 

and the elite. M any m ade fortunes based

evenil
f

on their paten ts. T ake

= = = 5~B = =  I S S SS U
a ^  ^  G em lan eX P'0 rer ^ I ^  t0 keep ing  3 taV em ' T hom as had form al schooling bu t

geographer o f L atin  A m erica A lexander von H um bolt, “the country  o f | hom eschooled by h is m other.

inequality .” T hese institutions, by basing the society on the exp lo ita- J } 

o f ind igenous people and the creation of m onopolies, b locked  

the econom ic incen tives and in itiatives o f the g reat m ass o f the popu­

lation . A s the U nited S tates began to  experience the Industrial R evolu ­

tion  in the first half o f the n ineteen th cen tury , M exico go t poorer.

i I

i
1
m w as

B etw een 1820 and 1845 , on ly 19 percen t o f paten tees in the U nited  

S tates had paren ts w ho  w ere professionals o r w ere from  recognizab le 

m ajor landow ning fam ilies. D uring the sam e period , 40 percen t of 

1 : those w ho took ou t patents had on ly prim ary schooling or less, just 

M oreover, they often exp lo ited their paten t by starting a 

firm , again like E dison . Just as the U nited S tates in the n ineteen th  

cen tury  w as m ore dem ocratic po litically than alm ost any o ther nation 

j : in the w orld at the tim e, it w as also m ore dem ocratic than o thers 

w hen it cam e to innovation . T his w as critical to  its path to becom ing  

the m ost econom ically innovative nation in the w orld .

| ; . If you w ere Poor w ith a 8ood idea, it w as one th ing to take ou t a 

r  j paten t, w hich w as no t so expensive, after all. It w as ano ther th ing  

to :’: en tire ly to L lse that paten t to m ake m oney . O ne w ay , o f course , w as 

I to sell the paten t to som eone else. T his is w hat E dison d id early on , 

to  ra ise som e cap ita l, w hen he so ld  h is Q uadrup lex  telegraph  to  W est­

ern U nion for $10 ,000 . B ut selling paten ts

1 tion

J?

m
(I mi like E dison .aI Ha v in g  a n  Id e a , St a r t in g  a  Fir m , 

a n d  Ge t t in g  a  Lo a nU 1m
M

a ! T he Industria l R evolu tion started in E ngland . Its first 

revo lu tion ize the production of co tton clo th using new m achines 

pow ered by  w ater w heels and la ter by  steam  engines. M echanization  

o f co tton production  m assively increased the productiv ity  o f w orkers 

in , first, tex tiles and , subsequen tly , o ther industries. T he engine of 

technolog ical break throughs throughout the econom y w as innova­

tion , spearheaded by new  en trepreneurs and businessm en eager to  

app ly their new  ideas. T his in itia l flow ering soon spread across the 

N orth A tlan tic to the U nited S tates. P eople saw  the great econom ic  

opportun ities availab le in adopting the new  technolog ies developed  

in E ngland . T hey w ere also insp ired  to  develop  their ow n inven tions.

W e can try  to  understand the nature o f these inven tions by  look ing 

a t w ho w as

success w as tol

m■

w as a good idea on ly for 

som eone like E dison , w ho fiad ideas faster than he cou ld pu t them  to  

p ractice . (H e had a w orld -record 1 ,093 patents issued to h im  in the 

U nited S tates and 1,500 w orldw ide.) T he real 

from

i

! w ay to m ake m oney  

a paten t w as to start your ow n business. B ut to  start a business, 

you need cap ita l, and you need banks to  lend the cap ita l to  you .

Inven tors in the U nited S tates 

the n ineteen th  cen tury  there

m ediation and banking that w as a crucial facilita to r of the rap id

grow th and industria lization that the econom y experienced W hile 

in 1818 the

'

gran ted paten ts. T he paten t system , w hich pro tects p rop­

erty righ ts in ideas, w as system atized in the S tatu te of M onopolies 

leg islated by the E nglish P arliam ent in 1623 , partially  as an attem pt to

stop the k ing from  arb itrarily  g ran ting “le tters patent" to  w hom ever he 

w anted

w ere once again fortunate . D uring 

w as a rap id expansion of financial in ter-

ffectively  g ran ting  exclusive righ ts to undertake certain  ac 

tiv ities o i businesses. T he strik ing th ing about the ev idence

1
re w ere 338 banks in operation in the U nited S tates, w ith  

to tal assets of $160 m illion, by 1914 thereon paten t-
w ere 27 ,864 banks, w ith

m
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; suprem e com m ander o f the A llied F orces in E urope during the S ec­

ond W orld W ar, w as presiden t o f the U nited S tates betw een 1953 and  

1961 . U nlike Itu rb ide, S an ta A na, and D iaz, how ever, none of these  

m ilitary m en used force to get in to pow er. N or d id they use force to  

avo id hav ing to relinqu ish pow er. T hey ab ided by the C onstitu tion . 

T hough M exico had constitu tions in  the n ineteen th cen tury , they pu t 

few  constra in ts on  w hat Itu rb ide, S an ta A na, and D iaz cou ld  do . T hese  

m en cou ld be rem oved from  pow er on ly the sam e w ay they had at- 

• tained it: by the use of force .

D iaz v io lated people ’s p roperty righ ts, facilita ting the expropria­

tion of vast am ounts o f land , and he gran ted m onopolies and favors 

| ; to his supporters in all lines of business, includ ing banking . T here 

w as no th ing new  about th is behav ior. T his is exactly w hat S pan ish 

; conquistadors had done, and w hat S an ta A na d id  in their foo tsteps.

T he reason that the U nited S tates had a banking industry  that w as 

rad ically  better fo r the econom ic prosperity  of the country had no th­

ing to  do  w ith d ifferences in  the m otivation  o f those w ho ow ned the 

banks. Indeed , the profit m otive, w hich underp inned the m onopolis- 

| tic natu re o f the bank ing  industry in  M exico , w as p resen t in  the U nited 

'jj; . S tates, too . B ut th is profit m otive w as channeled d ifferen tly because 

o f the rad ically  d ifferent U .S . institu tions. T he bankers faced d ifferen t 

• • econom ic institu tions, institu tions that sub jected them  to  m uch  greater 

; ■ com petition. A nd th is w as largely  because the po liticians w ho w ro te 

the ru les fo r the bankers faced veiy d ifferen t incen tives them selves, 

fo rged by  d ifferent po litical institu tions. Indeed , in the la te e igh teen th  

century, shortly after the C onstitu tion of the U nited S tates cam e in to

to tal assets o f $27 .3  b illion . P o ten tia l inven tors in the U nited S tates had  

ready access to  cap ita l to  start their businesses. M oreover, the in tense 

com petition am ong banks and financial institu tions in the U nited  

S tates m eant that th is cap ita l w as availab le at fa irly low  in terest ra tes.

T he sam e w as not true in M exico . In fact, in 1910 , the year in  

w hich the M exican R evolu tion started , there w ere only forty-tw o 

banks in M exico , and tw o of these contro lled 60 percen t of to tal 

bank ing assets. U nlike in the U nited S tates, w here com petition w as 

fierce, there w as practically no com petition am ong M exican banks. 

T h is lack of com petition m eant that the banks w ere ab le to charge 

their custom ers very h igh in terest ra tes, and typ ically  confined  lend­

ing to the priv ileged and the already w ealthy , w ho w ould then use 

their access to cred it to increase their g rip over the various secto rs o f 

the econom y.

T he form  that the M exican  banking  industry  took in  the n ineteen th  

and tw entie th cen turies w as a d irect resu lt o f the postindependence 

po litical institu tions of the country . T he chaos of the S anta A na era 

w as fo llow ed by an abortive attem pt by the F rench governm ent of 

E m peror N apoleon III to create a co lon ial reg im e in M exico under 

E m peror M axim ilian betw een 1864 and 1867 . T he F rench w ere ex­

pelled , and a new constitu tion w as w ritten . B ut the governm ent 

fo rm ed first by B enito  Juarez and , after h is death , by S ebastian L erdo  

de T ejada w as soon challenged by a young m ilitary m an nam ed P or- 

firio D iaz. D iaz had been a v icto rious general in the w ar against the 

F rench and had developed asp ira tions of pow er. H e form ed a rebel 

arm y and , in  N ovem ber o f 1876 , defeated  the arm y of the governm ent 

a t the B attle o f T ecoac. In  M ay o f the nex t year, he had h im self e lected 

p residen t. H e w ent on  to  ru le M exico in a m ore o r less unbroken and  

increasing ly  au thoritarian  fash ion un til h is overth row  at the ou tbreak  

o f the revo lu tion th irty -four years la ter.

L ike Iturb ide  and S an ta A na before h im , D iaz started  life as a m ili­

tary  com m ander. S uch a career path in to po litics w as certa in ly  know n 

in the U nited S tates. T he first p residen t of the U nited S tates, G eorge 

W ash ing ton , w as also a successful general in the W ar of Indepen­

dence. U lysses S . G ran t, one of the v icto rious U nion generals o f the 

C iv il W ar, becam e presiden t in 1869 , and D w ight D . E isenhow er, the

mx'ti

3

ij>

n

/m

H operation , a banking system  looking sim ilar to that w hich subse­

quen tly dom inated M exico began to  em erge. P o liticians tried to  se t up  

sta te bank ing m onopolies, w hich they cou ld g ive to  their friends and  

partners in exchange fo r part o f the m onopoly profits. T he banks also  

qu ick ly go t in to the business o f lend ing m oney  to  the po litic ians w ho  

regu lated them , just as in M exico . B ut th is situation w as no t susta in­

ab le in the U nited S tates, because the politicians w ho attem pted to  

create these banking m onopolies, un like their M exican counterparts,

■ ' w ere sub ject to  e lection and reelection . C reating banking  m onopolies

A  • , ancl g iv ing  loans to  po liticians is good business fo r po litic ians, if they
ifife&f-t:

:

&

M
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can get aw ay w ith it. It is no t particu larly good for the citizens, how ­

ever. U nlike in M exico , in the U nited S tates the citizens cou ld keep 

po liticians in check and get rid o f ones w ho w ould use their offices 

to  enrich them selves o r create m onopolies fo r their cron ies. In conse­

quence, the banking  m onopolies crum bled . T he broad d istribu tion of 

po litical righ ts in the U nited S tates, especially w hen com pared to  

M exico , guaran teed equal access to finance and loans. T his in tu rn  

ensured  that those w ith ideas and inven tions cou ld benefit from  them .

the land . In the U nited S tates a long series o f leg islative acts, rang ing 

from  the L and O rdinance o f 1785 to  the H om estead A ct o f 1862 , gave 

b road access to  fron tier lands. T hough ind igenous peoples had been 

sidelined , th is created an egalitarian  and econom ically  dynam ic fron­

tier. In m ost L atin A m erican countries, how ever, the po litical institu­

tions there created a very differen t outcom e. F rontier lands 

a llocated to the po litically  pow erfu l and those w ith w ealth and  

tacts, m aking such people even m ore pow erfu l.

D iaz a lso  started  to  d ism antle m any of the specific co lon ial institu­

tional legacies preven ting in ternational trade, w hich he an ticipated  

cou ld greatly enrich him  and his supporters. H is m odel, how ever, 

con tinued  to be no t the type o f econom ic developm ent he saw  north  

o f d ie R io G rande bu t that o f C ortes, P izarro , and de T oledo , w here 

the elite w ould m ake huge fortunes w hile the 

W hen the elite invested , the econom y w ould grow  a little, bu t such  

econom ic grow th w as alw ays go ing  to  be d isappoin ting . It a lso  cam e 

| at the expense of those lack ing righ ts in th is new  order, such as the 

fy ; Y aqui peop le of S onora, in the h in terland of N ogales. B etw een 1900 

and 1910 , possib ly th irty thousand Y aqui w ere deported , essen tially  

| , enslaved , and sen t to w ork in the henequen p lan tations of Y ucatan . 

(T he fibers o f the henequen p lan t w ere a valuab le export, since they 

cou ld  be used  to  m ake rope and tw ine.)

T he persistence in to d ie tw entie th  cen tu iy  of a specific institudonal 

pattern in im ical to grow th in M exico and L atin A m erica is w ell illus-

r-

I^ .T

w ere
i

con-

Pa t h -De pe n d e n t  Ch a n g e

T he w orld w as changing in the 1870s and ’80s. L atin A m erica w as no  

excep tion . T he institu tions that P orfirio D iaz estab lished w ere not 

iden tical to those of S anta A na or the S panish co lon ial sta te. T he 

w orld  econom y boom ed in  the second  half o f the n ineteen th cen tu iy , 

and innovations in transportadon such as the steam ship and the rail­

w ay led to a huge expansion of in ternational trade. T his w ave of 

g lobalization m eant that resource-rich countries such as M exico— or, 

m ore appropria tely , the elites in such countries— cou ld enrich them ­

selves by exporting raw  m ateria ls and natural resources to industrial-

rest w ere excluded .

iz ing N orth A m erica or W estern E urope. D iaz and his cron ies thus 

found them selves in  a d ifferent and rap id ly evo lv ing w orld . T hey real­

ized that M exico had to change, too . B ut th is d idn ’t m ean uproo ting 

the co lon ial institu tions and rep lacing them  w ith institu tions sim ilar to  

d iose in the U nited S tates. Instead , theirs w as “path-dependen t” 

change lead ing on ly to the nex t stage of the institu tions that had al­

ready m ade m uch of L atin A m erica poor and unequal.

G lobalization m ade the large open spaces of the A m ericas, its 

“open fron tiers,” valuab le . O ften these fron tiers w ere on ly m yth ically  

open , since they w ere inhab ited by ind igenous peoples w ho  

bru tally d ispossessed . A ll the

m
m
mt

f-
trated by the fact that, just as in the n ineteen th cen tu iy , the pattern 

generated econom ic stagnation and political instab ility , civ il w ars and  

coups, as groups strugg led for the benefits o f pow er. D iaz finally lost 

pow er to revo lu tionary forces in 1910 . T he M exican R evolu tion  

fo llow ed by o thers in B oliv ia in 1952 , C uba in 1959 , and N icaragua in  

1979 . M eanw hile , sustained civ il w ars raged in C olom bia, E l S alvador, 

G uatem ala , and P eru . E xpropria tio

w as

w ere

sam e, the scram ble for th is new ly valu­

ab le resource w as one of the defin ing processes of the A m ericas in  

the second  half o f the n ineteen th cen tury . T he sudden open ing  o f th is 

valuab le fron tier led no t to  paralle l p rocesses in the U nited  S tates and  

L atin  A m erica, bu t to  a fu rther d ivergence, shaped by the ex isting in­

stitu tional d ifferences, especially  those concern ing  w ho had

n or the th reat o f expropriation of 

assets con tinued  apace, w ith m ass agrarian reform s (or a ttem pted re­

fo rm s) in B olivia , B razil, C hile, C olom bia, G uatem ala , P eru , and V ene­

zuela . R evolu tions, expropriations, and po litical instab ility cam e along  

Y hth m ilitary governm ents and various types of d ic tato rsh ips. T hough  

| 'I, t^lere w as also a g radual drift tow ard greater po litical righ ts, it w as on lyaccess to

mm
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in the 1990s that m ost L atin A m erican countries becam e dem ocracies, 

and even  then they rem ained m ired in instability .

T his instab ility w as accom panied by m ass repression and m urder. 

T he 1991 N ational C om m ission fo r T ru th and R econcilia tion R eport in  

C hile determ ined that 2 ,279 persons w ere k illed for po litical reasons 

during the P inochet d icta to rsh ip betw een 1973 and 1990 . P ossib ly  

30 ,000 w ere im prisoned and tortu red , and hundreds of thousands of 

peop le w ere fired from  their jobs. T he G uatem alan C om m ission for 

H isto rical C larification R eport in 1999 iden tified a to tal of 42 ,275  

nam ed victim s, though o thers have cla im ed that as m any as 200 ,0 00 

m urdered in G uatem ala betw een 1962 and 1996 , 70 ,000 during  

the reg im e of G eneral E frain R ios M ontt, w ho w as ab le to com m it 

these crim es w ith such im punity that he cou ld run for presiden t in  

2003; fortunately he d id not w in . T he N ational C om m ission on the 

D isappearance of P ersons in A rgentina put the num ber of people 

m urdered by the m ilitary there at 9 ,000 persons from  1976 to 1983 , 

a lthough it no ted that the actual num ber cou ld be h igher. (E stim ates 

by  hum an righ ts o rgan izations usually p lace it a t 30 ,000 .)

Ma k in g  a  Bil l io n  o r  Tw o

m onopoly on P C operating system s. In N ovem ber 2001 , M icrosoft 

reached  a

,'i
JJ

deal w ith the Justice D epartm ent. It had its w ings clipped , 

even if the penalties w ere less than m any dem anded .

In M exico , C arlos S lim  did not m ake his m oney by innovation . 

In itia lly he excelled  in  stock m arket deals, and in buy ing and revam p­

ing unprofitab le firm s. H is m ajor coup

die M exican telecom m unications m onopoly that w as privatized by  

P residen t C arlos S alinas in 1990 . T he governm ent announced its in ­

ten tion to sell 51 percen t of the vo ting stock (20 .4 percen t o f to tal 

stock) in the com pany in S ep tem ber 1989 and received b ids in N o­

vem ber 1990 . A  consortium  led by S lim ’s G rupo C arso w on the auc­

tion .

.

the acqu isition of T elm ex ,w as

:
iiJ

w ere

Instead of pay ing for the shares righ t aw ay , S lim  m anaged to  

delay paym ent, using the d iv idends of T elm ex itself to pay for the 

stock . W hat w as once a public m onopoly now  becam e S lim ’s 

nopoly , and it w as hugely profitab le .

T he econom ic institu tions that m ade C arlos S lim  w ho he is 

very d ifferen t from  those in the U nited S tates. If you ’re a M exican  

en trepreneur, en try barriers w ill p lay a crucial ro le at

:
5

m o-

are

every stage
of your career. T hese barriers include expensive licenses you have 

to  ob tain , red tape you have to  cu t th rough , po litic ians and incum ­

ben ts w ho w ill stand in your w ay , and the difficu lty of getting 

fund ing from  a financial secto r often in cahoots w ith the 

ben ts you ’re try ing to com pete against. T hese barriers can be ei­

ther insurm ountab le , keep ing you out of lucrative areas, r 

g reatest friend , keep ing your com petito rs at bay . T he difference 

betw een the tw o scenarios is of

T he enduring im plications o f the organ ization of co lon ial society and  

those societies’ institu tional legacies shape the m odern differences 

betw een  the U nited S tates and M exico , and thus the tw o parts o f N o­

gales. T he con trast betw een how  B ill G ates and C arlos S lim  becam e 

the tw o  richest m en in  the w orld— W arren  B uffett is a lso  a con tender—  

illustrates the forces at w ork. T he rise o f G ates and M icrosoft is w ell 

know n, but G ates’s status as the w orld ’s richest person and the 

founder o f one of the m ost technolog ically  innovative com panies d id  

no t stop the U .S . D epartm ent o f  Justice from  filing civ il actions against 

the M icrosoft C orporation  on  M ay 8 , 1998 , c laim ing  that M icrosoft had  

abused  m onopoly pow er. P articu larly  a t issue w as the w ay that M icro­

soft had tied its W eb brow ser, In ternet E xplorer, to its W indow s

incum -

1

or your

f
course w hom you know and 

w hom  you can influence— and yes, w hom  you can bribe. C arlos 

S lim , a talen ted , am bitious m an from a relatively m odest back­

ground of L ebanese im m igrants, has been a m aster at ob tain ing  

exclusive con tracts; he m anaged to m onopolize the lucrative te le­

com m unications m arket in M exico , and then to  ex tend h is reach to  

the rest o f L atin A m erica .

L

1{

i

oper­

ating system . 1  he governm ent had been keep ing  an eye on G ates fo r 

qu ite som e tim e, and as early  as 1991 , the F ederal T rade C om m ission 

had launched an inquiry in to w hether M icrosoft w as abusing its

i F hete have been challenges to  S lim ’s T elm ex m onopoly . B ut they  

have not been successfu l. In 1996 A vantel, a long-d istance phone 

prov ider, petitioned the M exican C om petition C om m ission to check  

w hether T elm ex had a dom inan t position in the te lecom m unications

1
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countries can on ly dream  of. P eople in rich countries also drive 

roads w ithout potho les, and enjoy to ile ts, electiic ity , and running 

w ater in their houses. T hey also typ ically have governm ents that do  

no t arb itrarily  arrest o r harass them ; on  the con trary , the governm ents 

p rov ide serv ices, includ ing  education , health care, roads, and law  and  

order. N otab le , too , is the fact that the citizens vo te in elections and  

have som e vo ice in the po litical d irection their countries take.

T he great d ifferences in  w orld inequality are ev iden t to  everyone, 

to  those in  poor countries, though  m any lack  access to  te lev ision

on
m arket. In 1997 the com m ission declared  that T elm ex had substan tia l 

m onopoly pow er w ith respect to local telephony , national long- 

calls, and in ternational long-d istance calls, am ong other 

th ings. B ut attem pts by the regu lato ry au thorities in M exico to lim it 

these m onopolies have com e to no th ing . O ne reason is that S lim  and  

w hat is know n as a recurso de amparo, literally  

“appeal fo r p ro tection ." A n amparo is in effect a petition to  argue that 

a particu lar law  does no t app ly to  you . T he idea of the amparo dates 

back to the M exican constitu tion of 1857 and w as orig inally  in tended  

safeguard  o f ind iv idual righ ts and freedom s. In the hands of T el- 

and  o ther M exican  m onopolies, how ever, it has becom e a form i-

I distance

iii
1 an

T elm ex can useJ A
i

m
even
or the In ternet. It is the percep tion  and reality  o f these d ifferences that 

d rive people to cross the R io G rande or the M editerranean S ea ille­

gally to have the chance to experience rich-country liv ing standards 

and opportun ities. T h is inequality doesn ’t just have consequences for 

the lives o f ind iv idual peop le in poor countries; it a lso  causes griev­

ances and  resen tm ent, w ith huge po litical consequences in  the U nited 

S tates and elsew here. U nderstand ing w hy these d ifferences ex ist and

i;l!

I %%■■■

as a 

m ex

dab le too l for cem enting m onopoly pow er. R ather than pro tecting  

peop le ’s righ ts, the amparo prov ides a loophole in equality before

IP1 H

tei
cl

the law .

S lim  has m ade h is m oney in the M exican econom y in large part 

thanks to h is po litical connections. W hen he has ventured in to the 

U nited S tates, he has no t been successfu l. In 1999 h is G rupo C arso  

bought the com puter re tailer C om pU S A . A t the tim e, C om pU S A  had  

franch ise to  a firm  called C O C  S erv ices to  sell its m erchandise

PhT

w hat causes them  is our focus in  th is book . D evelop ing such an un­

derstand ing is no t just an end in itself, bu t also a first step tow ard 

generating better ideas about how  to im prove the lives of b illions

1
111 :

Ii' fi
8

given a

in M exico . S lim  im m ediate ly v io lated th is con tract w ith the in ten tion 

o f setting up h is ow n chain of sto res, w ithout any com petition from  

C O C . B ut C O C sued C om pU S A  in a D allas court. T here are 

paws in D allas, so S lim  lost, and w as fined $454 m illion . T he law yer 

fo r C O C , M ark W erner, no ted afterw ard that “the m essage of th is 

d ie t is that in th is g lobal econom y, firm s have to respect the ru les o f 

the U nited  S tates if they  w ant to  com e here.” O n appeal, how ever, the 

verd ict w as overtu rned because the judge took the view  that there

m w ho still live in poverty .

T he d isparities on  the tw o  sides o f the fence in N ogales are just the 

tip of the iceberg . A s in the rest o f northern M exico , w hich benefits 

from  trade w ith the U nited S tates, even il no t all of it is legal, the 

residen ts o f N ogales are m ore p rosperous than  o ther M exicans, w hose 

annual household  incom e is around  $5 ,000 . T h is g reater re la-

1 no am-

I!.!
ill

ver-
■

average

five p rosperity  o f N ogales, S onora, com es from  m aquiladora m anufac­

tu ring  p lan ts cen tered  in  industria l parks, the first o f w hich w as started  

by R ichard C am pbell, Jr., a C alifo rn ia basket m anufactu rer. T he first 

m usical instrum ent com pany ow ned by R ich-

M 1 ,

,r
iiy .:)

H
w as insuffic ien t ev idence.

tenan t w as C oin-A rt, a 

ard B osse, ow ner of the A rtley flu te and saxophone com pany in N o­

gales, A rizona. C oin-A rt w as fo llow ed by M em orex  (com puter w iring); 

A vent (hosp ita l cloth ing); G ran t (sung lasses); C ham berla in  (a 

factu rer o f garage door openers fo r S ears); and S am sonite (su itcases). 

S ign ifican tly , all are U .S .-based businesses and businessm en , using 

U .S . cap ita l and know -how . T he greater prosperity of N ogales, S o-

from  outside.

I'!1
Tow ard a Theory of W orld Inequality

l

i I m anu-
W e live in an unequal w orld . T he d ifferences am ong nations are sim ­

ilar to  those betw een  the tw o parts o f N ogales, just on a larger scale . 

In rich countries, ind ividuals are healthier, live longer, and are m uch 

better educated . T hey also have access to a range of am enities and

paths, that people in poor

it. .

nora, re la tive to the rest o f M exico , therefore , com es
op tions in life , from  vacations to career

.T

m
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iT he differences betw een  the  U nited S tates and  M exico  are in  tu rn  

sm all com pared  w ith those across the en tire globe. T he average  citi­

zen of the U nited S tates is seven  tim es as prosperous as the average  

M exican  and  m ore than ten tim es as the residen t of P eru or C entral 

A m erica . S he is about tw enty  tim es as prosperous as the average in ­

hab itan t of  sub-S aharan  A frica, and  alm ost fo rty  tim es as those liv ing  

in the poorest A frican countries such as M ali, E th iop ia , and S ierra  

L eone. A nd  it ’s not just the  U nited  S tates. T here  is  a  sm all but grow ing  

group  of  rich countries— m ostly  in  E urope and  N orth  A m erica , jo ined  

by A ustralia , Japan , N ew Z ealand , S ingapore, S outh K orea, and  

T aiw an— w hose citizens en joy very differen t lives from  those of the  

inhab itan ts of  the rest of  the  globe.

T he reason that N ogales, A rizona, is m uch richer than N ogales, 

S onora, is  sim ple; it is because  of  the  very  differen t institu tions  on  the  

tw o  sides of the  border, w hich create  very  differen t incen tives  fo r the  

inhab itan ts of N ogales, A rizona, versus N ogales, S onora. T he U nited  

S tates is also far richer today than  either M exico or P eru because of  

the  w ay  its institu tions, both  econom ic  and  political, shape the incen­

tives of  businesses, ind iv iduals, and  politicians. E ach  society  functions  

w ith  a  set of  econom ic  and  political ru les  created  and  enforced  by  the  

sta te and the citizens co llectively . E conom ic institu tions shape  

nom ic incen tives: the incen tives to becom e educated , to save and  

invest, to innovate and  adopt new  technolog ies, and so  on . It is the  

political process that determ ines w hat econom ic institu tions people  

live under, and it is the political institu tions that determ ine how  th is  

process w orks. F or exam ple, it is the political institu tions of  a nation  

that determ ine the ab ility  of citizens to contro l politic ians and in flu - 

how  they behave. T his in tu rn determ ines w hether politic ians  

agen ts of the citizens, albeit im perfect, or are ab le to abuse the  

pow er en trusted to  them , or that they have usurped , to am ass their 

ow n fo rtunes and to  pursue their ow n  agendas, ones detrim ental to  

those of the citizens. P olitical institu tions include but are not lim ited  

to w ritten constitu tions and to w hether the society is a dem ocracy .

I  hey  include  the  pow er and  capacity  of  the  sta te  to  regu late  and  go  

ern  society . It is also necessary  to  consider m ore broad ly  the facto rs  

that determ ine how  political pow er is distribu ted  in  society , particu ­

larly the ab ility of differen t groups to  act co llectively  to  pursue their 

objectives or to  stop  other people  from  pursu ing  theirs.

A s institu tions in fluence behav ior and incen tives in real life , they  

fo rge the success or fa ilu re of nations. Ind iv idual ta len t m atters at 

every  level of  society , but even  that needs an  institu tional fram ew ork  

to transform  it in to  a positive fo rce . B ill G ates, like other legendary  

figures in the in form ation technology industry (such as P aul A llen , 

S teve B allm er, S teve  Jobs, L arry P age, S ergey B rin , and  Jeff B ezos), 

had im m ense ta len t and am bition . B ut he ultim ately responded to  

incentives. T he schooling  system  in the U nited S tates enab led  G ates  

and others like him  to acquire a unique set of sk ills to com plem ent 

their ta len ts. T he econom ic institu tions in the U nited S tates enab led  

these m en to  start com panies w ith  ease, w ithout facing insurm ount­

ab le barriers. T hose institu tions  also  m ade the  financing  of  their pro j­

ects feasib le . T he U .S . labor m arkets enab led them  to hire qualified  

personnel, and the rela tively com petitive m arket environm ent en- 

■ ab led them  to expand their com panies and m arket their products. 

T hese en trepreneurs w ere confident from  the beginn ing that their 

dream  pro jects could be im plem ented : they trusted the institu tions  

i and  the  ru le  of  law  that these  generated  and  they  did  not w orry  about 

the security  of their property righ ts. F inally , the political institu tions  

ensured stab ility and continu ity . F or one th ing , they  m ade sure that 

there  w as no  risk  of  a  dicta to r tak ing  pow er and  changing  the  ru les  of 

the gam e, expropriating  their w ealth , im prison ing  them , or th reaten­

ing  their lives and  livelihoods. T hey  also  m ade  sure that no  particu lar  

in terest in society could w arp the governm ent in an econom ically  

disastrous direction , because political pow er w as both lim ited and  

distribu ted  suffic ien tly broad ly  that a set of  econom ic institu tions that 

created  the incen tives fo r prosperity  could  em erge.

T his book- w ill show  that w hile econom ic institu tions are critical 

fo r determ in ing  w hether a country  is poor  or prosperous, it is politics  

and political institu tions that determ ine w hat econom ic institu tions a  

country  has. U ltim ately  the good  econom ic institu tions of the U nited  

S tates resu lted from  the political institu tions that gradually  em erged  

after 1619 . O ur theory fo r w orld  inequality show s how  political and  

econom ic institu tions in teract in causing poverty or prosperity , and
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H
how  d ifferent parts o f the w orld  ended  up w ith such d ifferent sets o f 

°ur brief rev iew  of the h isto ry o f the A m ericas beg ins to  

g ive a sense of the forces that shape political and econom ic institu ­

tions. D ifferen t patterns o f institu tions today are deep ly  roo ted in the 

past because once society gets organ ized in a particu lar w ay , th is 

tends to persist. W e’ll show  that th is fact com es from  the w ay that 

po litical and econom ic institu tions in teract.

T h is persistence and the fo rces that create it a lso exp lain w hy it is 

so d ifficu lt to rem ove w orld inequality and to m ake poor countries 

p rosperous. T hough institu tions are the key to the d ifferences be­

tw een

2.institu tions.

Th e o r ie s  Th a t  Do n ’t  Wo r ksj

Th e La y  o f  t h e La n d
the tw o N ogaleses and betw een M exico and the U nited S tates, 

that doesn 't m ean there w ill be

V

Ta consensus in M exico to change in­

stitu tions. T here is no necessity  fo r a society to  develop  or adopt the 

institu tions that are best for econom ic grow th or the w elfare of its 

c itizens, because o ther institu tions m ay be even better fo r those w ho 

con tro l po litics and po litical institu tions. T he pow erfu l and the 

society w ill o ften d isagree about w hich set o f institu tions should re­

m ain in p lace and w hich ones should be changed . C arlos S lim  w ould  

no t have been happy to see h is po litical connections d isappear and  

the en try barriers p ro tecting  h is businesses fizzle— no m atter that the 

en try of new  businesses w ould enrich m illions o f M exican s. B ecause 

there is no  such consensus, w hat ru les society  ends up  w ith  is deter­

m ined by po litics: w ho has pow er and how  th is pow er can be 

c ised . C arlos S lim  has the

o f our book is on explain ing w orld inequality  

—  and also som e of the easily  v isib le broad patterns that 

w ith in it. T he first country to experience susta ined econom ic grow th  

w as E ngland or G reat B rita in , usually just B rita in , as the union of 

E ngland , W ales, and S cotland after 1707 is know n. G row th em erged 

slow ly in the second half of the eigh teen th cen tury  as the Industrial 

R evolu tion , based on m ajor technolog ical break throughs and their 

app lication in industry, took roo t. Industrialization in E ngland 

soon

H E F O C U S

nest

rest o f
:

-
I

w as
fo llow ed by  industria lization in m ost o f W estern E urope and the 

U nited  S tates. E nglish prosperity  also spread  rap id ly to B ritain ’s “set­

tler co lon ies” of C anada, A ustra lia, and N ew Z ealand . A list o f the 

th irty  richest countries today w ould include them , p lus Japan , S inga­

pore , and S outh K orea. T he prosperity  o f these la tter th ree is in  

part o f a b roader pattern in w hich m any E ast A sian nations, includ ing  

T aiw an and subsequen tly C hina, have experienced  

grow th .

T he bo ttom  of the w orld incom e d istribu tion  pain ts as sharp and  

as d istinctive a p ictu re as the top . If you instead m ake a list'o f the 

poorest th irty  countries in the w orld today , you w ill find alm ost all o f 

them  in sub-S aharan  A frica . T hey are jo ined by countries such as A f­

ghan istan , H aiti, and N epal, w hich , though not in A frica , all share  

som eth ing critical w ith A frican nations, as w e ’ll exp lain . If you w ent 

back fifty yeais, the countries in the top and bottom  th irty w ouldn ’t 

be greatly d ifferen t. S ingapore and S outh K orea w ould no t be am ong  

the richest countries, and there w ould be several d ifferen t countries

. ^

exer-

pow er to get w hat he w ants. B ill G ates’s 

pow er is far m ore lim ited . T hat’s w hy our theory is about no t just 

econom ics bu t also politics. It is about the effects of institu tions  

the success and  fa ilu re o f nations— thus the

tu rn

on
recen t rap id

econom ics o f poverty  and  

p rosperity ; it is a lso  about how  institu tions  are determ ined and change 

over tim e, and how  they  fail to  change even w hen they  create  poverty  

and m isery  fo r m illions— thus the po litics o f poverty and prosperity .
1
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