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DISSERTATION ABSTRACT

Mohammad Shafiqur Rahman

Doctor of Philosophy, Political Science

Department of Political Science, University of Oregon

March 2022

Title: The Clothing Curse: Institutional Causes and Political Consequences of Clothing
Export Dependence in Developing Countries

Readymade garments (RMG) or clothing industry is the most important
manufacturing export for poor and developing countries. Low capital requirement, high
labor intensity and simple technology make the industry a natural starting base for
internationally competitive manufacturing. In the last seventy years of growth in RMG
exports, many formerly underdeveloped countries embarked on manufacturing export-led
economic development with a start in RMG exports. These countries rapidly expanded
and diversified their manufacturing sectors and climbed up the ladder of economic
development. However, in recent decades, some of the leading clothing exporting
countries seem to be stuck in long-term concentration in clothing exports without
expected diversification and upgrading in industries. These clothing export-dependent

countries also witnessed increasing authoritarianism in their ruling political regimes. This



dissertation seeks to explain these phenomena in political economy of developing

countries with theoretical arguments, cross-country empirical analysis and case studies.

The main argument of the study has three basic parts. First, distinctive sectoral
characteristics of the RMG export industry make the sector a less suitable launching pad
for industrial upgrading and diversification. Second, if a developing country where RMG
export industry has become established, lacks state capacity to implement industrial
policy, then the country is likely to fall into extended dependence on RMG export. Third,
extended apparel export dependency changes the distribution of power among political
and economic elites to the extent that democracy reversal by incumbent takeover

becomes more likely.

Although the dissertation focuses on RMG industry, the building blocks of the
arguments are generalizable to characteristics of all mainstream manufacturing and
service export sectors, and institutional quality in developing countries. The arguments
and explanations therefore have significant ramifications in political economy of

development for poor countries.
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CHAPTER |

INTRODUCTION

1.1. Readymade garments industry in developing countries

Readymade garments (RMG) industry, where the main input fabrics are cut and
sewn to produce garments of internationally standardized sizes and styles, is one of the
most important manufacturing industries for developing countries. Among all major
internationally traded manufactured products, RMG is the largest industry where poor and
developing countries, rather than rich and developed ones, command the overwhelming
share of the total global exports. In 2018, value of world Ready-made Garments (RMG) or
Clothing exports totaled $ 505 billion (WTO, 2019) with more than 70% of the exports
originating from low-income and lower middle-income developing countries. While China
dominated with 31% of the total clothing exports, the rank of top clothing exporters
contained many poor and developing countries like Bangladesh ($33 b), Vietnam ($28 b),
India ($16.5 b), Indonesia ($8.9 b), Cambodia ($8.1 b), Haiti ($ 3.8 b), Honduras ($3.8 b)
(WTO, 2019).

For a significant number of developing countries, RMG is the only substantial
manufacturing export and the most important economic sector in the country. For example,
in 2018, RMG comprised 86% of total exports from Bangladesh, 70% from Cambodia,
89% from Haiti, 48% from Sri Lankal. Many of the RMG exporting countries are among
the least developed countries (LDCs) of the world and RMG manufacture and export has
been one of their main, if not the main, path out of poverty and underdevelopment. RMG
industry is also termed as clothing or apparel industry in literature, reports and popular

media, and I will use those terms interchangeably throughout this study.

International trade in RMG took off when some U.S. firms shifted manufacturing
operations to Japan and other East Asian locations in the 1950s to take advantage of low
labor costs (Rosen, 2002, p. 323). The firms were also seeking to benefit from U.S.

government support for development of industry and economy in that region for impeding

1 Data from Observatory of Economic Complexity (OEC, 2021) website https://oec.world/en
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communist encroachment. In the next decades RMG became a prototypical starter industry
for developing countries seeking economic growth through export-led industrialization.
Classic features of apparel industry that remain true till today; for example, low start-up
capital, manual intensive labor, low economy of scale, simple and mature technology, etc.,
made it very suitable for capital-poor and labor-abundant countries as a gateway to

international manufacturing trade (Palpacuer et al., 2005).

Annual global apparel export trends and data over the last fifty years trade statistics
show a pattern of turnover among the top ranks of RMG exporters from developing
countries from 1970 to 2000. For example, South Korea and Taiwan were among top-
twenty clothing exporters in the 1970s and 1980s, but they were replaced by a host of new
countries like Thailand, India, Dominican Republic in the 1990s. New countries like
Bangladesh, Vietnam, Cambodia joined ranks of top exporters in 2000s. As wage levels
in some of the rapidly industrializing East Asian and South-East Asian countries went up,
their apparel industry became uncompetitive, and countries upgraded and diversified into
more value-adding manufacturing exports that can absorb higher wages (Gereffi, 1996).
However, as figure 1.1 shows, some of the least-developed countries which became reliant
on RMG export for economic development since 1990s, have failed to diversify their

export portfolio and are still heavily dependent on the industry two decades later.

Several countries like Bangladesh, Cambodia, Sri Lanka, Haiti, Honduras, have not
only been mainly exporting garments for many years, but their economies have become
highly dependent on the industry. 15% of all females in Bangladesh between the age of 16
and 30, work in the RMG industry (Heath & Mubarak, 2015). In 2018, more than 700,000
people in Cambodia were directly or indirectly employed in the apparels industry,
comprising nearly 8% of all people aged 15 to 50, (Lawreniuk, 2020). 90% of Haiti’s
exports is just ready-made apparels. Moreover, these countries were among the lowest
wage apparel exporting countries at the end of 1990s and they are still among the lowest
wage countries at the end of the decade of 2010s (Worker Rights Consortium, 2013; Barrett
& Baumann-Pauly, 2019).



Clothing exports of selected countries 1965-2018
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Figure 1.1: Annual clothing exports as percentage of total exports for selected countries
during the period 1965 — 2018 (WTO data, 2019)

This pattern of dependency in some of the RMG exporting countries has been going
on for more than two decades. This observation automatically leads to the question, why
are many developing countries not following the path of export diversification and
upgrading from the beginning in RMG industry, the path blazed by diverse countries like
Korea, Taiwan, Philippines, Thailand, Dominican Republic, Mauritius, and others, but
rather seemed to be stuck for a long time in the low wage, lower value RMG export rung
of the ladder? If for some reasons, these countries are really stuck in RMG export, then this
phenomenon has important implications for development policies for clothing exporting
countries. Some day in near future, new, cheaper wage locations for RMG industry with
large labor pool will syphon demand away from these countries or automation will
completely transform readymade clothes manufacturing and trade. These countries then

may experience severe economic and societal downturn.

As the major industrial sector, main export product and largest source of
manufacturing employment, RMG industry has positively transformed economic and
social indicators of the export dependent countries. Unlike the economic and social trends
however, a negative trend in national politics has become apparent in many of these
countries. After decades of contentious party politics, Bangladesh and Cambodia have

become effectively one-party states following widely disputed elections in 2018. Sri

3



Lanka’s national government has become increasingly authoritarian over the last decade.
Honduras had a right-wing coup in 2009 to oust a labor-friendly president and since then

politics and elections have been barely democratic.

We can observe a general pattern of negative relationship between clothing exports
and democracy in all developing countries. Figure 1.2 shows a scatter diagram representing
61 developing countries that had clothing exports at least 3% of total exports in any year
in the last three decades. The X-axis represent level-and-change of clothing exports as
percentage of total exports, from 2006-2007 period to 2014-2015 period. The Y-axis
represents democracy score from the V-Dem Polyarchy score of V-Dem institute in the
period 2018-20192. Each dot thus represents a country’s state of democracy in 2018-19 and
its level-and-change in clothing exports from 2006 to 2015. Level-and-change is a
composite measure that reflects both levels of clothing exports in 2006, 2015, and positive
or negative change in levels from 2006 to 2015.

The scatter diagram in figure 1.2 shows a negative relationship between clothing
exports and democracy. However, this relationship is not necessarily causal. It may be poor
countries are more dependent on clothing exports because of their low wages and we know
that poor countries tend to be less democratic than more developed countries. Chapter 6
provides more sophisticated analysis of cross-country data to demonstrate negative
association between clothing exports and democracy. Chapter 4 provides theoretical
arguments and general evidence for such a causal direction.

The RMG industry is not just the main export in some of these countries but the
dominant economic sector employing a significant portion of working age population and
binding the powerful economic and political elite of the country in a strong network of
relationships. It is intuitive that these decades-long relationship among the elites, and
between the elites and the mass of labor, would affect the politics of these countries.
According to Marx, “the mode of production of material life conditions the general process

of social, political and intellectual life” (1911, p. 20).

2 A detailed description of V-Dem institute Polyarchy score is provided in Chapter 6.
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Clothing exports and democracy in developing countries
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Figure 1.2: Scatter diagram of 61 developing countries showing relations between their
level of apparel exports from 2006 to 2015, and their state of democracy in 2018-19.

This study seeks to answer two questions. First, what are the factors and conditions
that lead economies of some developing countries towards extended dependency on
clothing exports?

Second, how are the political institutions in those countries affected from this
sustained dependency on clothing exports? | try to answer these questions from theories
and studies in comparative political economy and industrial organization, from cross-
country large-N statistical analysis, and with case study. Although the subject and focus of
the study is apparel industry, the basic causal processes and their effects investigated in the
study are generalizable to all economic sectors in which developing countries often
specialize and become overly dependent. The study therefore has broader implications for

developing economics.

1.2. The argument in brief

The argument of the paper has three basic parts. First, distinctive sectoral
characteristics of the RMG export industry make the sector a less suitable launching pad
for industrial upgrading and diversification. Second, if a developing country where RMG

export industry has become established, lacks state capacity to implement industrial policy,



then the country is likely to fall into extended dependence on RMG export. Third, extended
apparel export dependency changes the distribution of power among political and
economic elites to the extent that democracy reversal by incumbent takeover becomes more
likely.

The RMG export industry, like all other globally traded industries, services,
agricultural products and natural resources, has some distinct sectoral characteristics. The
industry is generally distinguished as a labor-intensive, low-skilled, low wages, low value-
adding, simple and mature technology sector with high asset specificity. Apart from textile
industry, which provides the main input to RMG in forms if knitted and woven fabrics, the
apparels industry does not have significant input-output linkages with other major
industrial sectors. The industry also has comparatively lower technology and business
learning requirement for becoming globally competitive. Because of distinct sectoral
characteristics of apparel industry and trade, if an underdeveloped country is endowed with
favorable factor conditions and have trade treaties with major export destinations, the
country can rapidly develop a sizable apparels export sector from humble beginnings. The
favorable conditions include abundant supply of cheap labor, minimum infrastructural and
institutional support, access to port and logistical facilities, etc.

However, because of RMG industry’s lack of input-output and technological
linkages with other industries, high asset specificity and other characteristics, the industry
does not provide much help for industrial diversification and upgrading. Developing
countries need significant state capacity to implement industrial and economic
development policies if they want to diversify into more value adding industries and
services like machinery, electronics, information technology and software. Complex
products and services need higher national institutional capacity to be competitive in the
world while simple and standard products like RMG can thrive in low-capacity institutional
environment. Apparel exporting countries with weak state capacity find it difficult to
diversify and upgrade, and thus become more dependent on the RMG industry for

economic growth.

Sustained dominance of one industry in the economy of these countries also leads
to change in national politics through change in distribution of power among political,

economic elites and the labor. Industry owners become a narrow group of powerful
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economic elites with cohesive interests who pursue particularistic benefits from regimes in
power. By incorporating the powerful and cohesive garments business elite, the regimes
build a powerful winning coalition that can withstand challenge from political opponents.
The RMG industry also provide steady income to the regimes in form of revenue and
substitution of public spending. Incumbent regimes use this income to strengthen their
coalition, develop and use coercive power of the state to overpower political opposition.
Finally, the RMG industry is infamous for labor repression since wage suppression is the
main way to remain competitive in international trade. Labor-repressive industrial regime
in dominant industrial sectors is not compatible with democratic politics because of
complementarity of national level institutions. In contentious electoral politics, opposition
can easily sway significant labor votes by promising better wage levels, worker rights.
Incumbent regime therefore subverts democratic electoral process with tacit and explicit

support from the garments business elites.
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Figure 1.3: Schematic representation of the argument of the study. Sectoral characteristics
and lack of state capacity leads to extended dependence on RMG industry, and extended
dependency on RMG in turn lead to democratic reversal through incumbent takeover.

The study aims to prove two hypotheses regarding the phenomena of long-term

dominance of RMG industry in some countries and democracy reversal in those countries.

Hypothesis 1: In developing countries where apparel export industry has gained a foothold,
lack of state capacity lead to high export dependence in the industry.



Hypothesis 2: In developing countries with weak state capacity, extended dependency on

apparels exports lead to democracy reversal.

1.3. A short history of the beginning of international apparels industry and trade

Readymade garments industry began with two innovations in the mid nineteenth
century Britain, invention of mechanical sewing machine and standardization of dress
sizes. In 1846, Elias Howe of Britain invented the industrial sewing machine and few years
later Isaac Singer invented the home sewing machine®. By 1850, there were 100,000 people
employed in Paris clothing industry, in London 70,000 (Godley, 1997). However, the key
innovation that initiated mass production of readymade garments was standardization of
dress sizes in England in the 1860s (Godley, 1997). This allowed fabrics to be pre-cut and
pre-assembled before customers had inspected the goods. Readymade clothing industry
took off in USA particularly spurred by the enormous demand of military uniforms during
the Civil War.

From the very beginning, the RMG industry was characterized by its high labor
intensity, poor working conditions and low wages. The first reason was that the margin of
value added in sewing and assembling pre-cut fabrics is low and to maximize profit, owners
depressed wages as much as possible (English, 2013). The industry is labor intensive
because the basic workstation had to be human operated and thus is the main bottleneck in
the production process. Fabrics, natural or synthetic, are soft and limp. No machine has
been devised yet that can handle feeding the sewing machine automatically with different
sizes of pre-cut fabrics (Godley, 1997). Even today, while automation and robots have
revolutionized manufacturing in almost every industry, the RMG industry remains in the
traditional production process. Low wages, repetitive simple task are reasons why RMG
has been a highly gendered workplace since nineteenth century as business owners

exploited historically gendered notions of women's work and wages (English, 2013).

3 (Monet, 2014). Ready-to-Wear: A Short History of the Garment Industry (2019).
https://bellatory.com/fashion-industry/Ready-to-Wear-A-Short-History-of-the-Garment-Industry
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Hundreds of thousands of young women were working in sweatshop conditions in major
cities of the world by the turn of 20" century; the term ‘sweatshop’ originating from the
industry itself (Godley, 1997).

Although RMG was a significant manufacturing industry in all industrialized
countries in early 20" century, international trade in readymade clothes did not become
significant until the 1950s (Bonacich, 1994). In contrast, international trade in textiles, the
fabrics used in making clothes, had been the most traded products for most of human
recorded history. In 1913, textile fabrics and their raw materials accounted for more than
third of exports of manufactured goods in the world (Carreras-Marin, 2012). Manufacture
of textiles have been at the forefront of industrial revolution in countries since early 19"
century, Britain first, USA and Western Europe in midcentury, Japan in late 19" century.
Unlike RMG, textile manufacturing is a capital and technology intensive industry with new
innovations in fabrics and production occurring continuously. Even in 2018, the top ten
largest exporters of textile include advanced, high wage economies like Germany, USA,
Italy, Korea, Taiwan (WTO, 2019). While readymade garments is an ideal entry industry
for poor, underdeveloped countries, a key contention of this study is the claim show that,
unlike textile, RMG is not a good ladder industry for industrial upgrading but often a likely

source of trap conditions.

International trade in readymade garments took off in the 1950s, when US
manufacturers and retailers shifted production and started buying from Japan (Bonacich,
1994). Rebuilding Japan’s textile industry was large part of US-led postwar rebuilding of
Japanese economy. By 1955, Japan’s textile industries represented 40% of all industrial
exports (Rosen, 2002; p 42). Japan had a huge surplus in high quality textile production, a
considerably cheaper work force than USA. Apparel retailers therefore started sourcing
from Japan as US wages and cost were rapidly increasing relative to the rest of the world.
Following Japan’s lead, South Korea and Taiwan also began to produce and export RMG
to USA in the 1960s, which was the largest export market in the world. However, the total
volume of RMG export still remained small compared to textile and other manufacturing
products. Annual RMG import to USA in 1981 US$ was 300 million in 1962, $ 1.7 billion
in 1972, $ 7.3 billion in 1982 (Bonacich et al., 1994). Textiles and apparels were among



the traded goods with highest tariffs in the developed world for protection of millions of
jobs. When the GATT round reduced tariffs on most products to less than 5% by 1974,
quantity restrictive Multi Fiber Agreement country quotas was imposed on RMG products
(Rosen, 2002). In spite of quota restrictions and other measures, the gap between labor
wages in USA, Western Europe and the poor developing countries became so great by the
1990s that retailers began to outsource production to cheaper locations in ever-increasing
numbers. In just 5 years, from 1995 to 2002, RMG sector jobs in USA fell from 814,000
to 358,000 (Nordas, 2004). An industry that was a significant part of western metropolitan

economy and society, almost entirely shifted to the developing world.

1.4. Review of literature and contribution of the study to the literature

This study strides four different but interrelated research streams and debates in
industrial economy and political economy. The study uses theories, findings from each
field and contributes in them. The first question in the debates is, whether sectoral
characteristics of globally traded industries affect domestic institutions of host countries?
The second debate is on the role of state capacity in economic upgrading of developing
countries. The third stream of studies is on the endogenous relationship between economic
organization and political institutions of developing countries. The fourth stream studies
determinants of labor regimes in an industry and the complimentary relationship of labor

regimes with other national institutions.

1.4.1. Sectors versus nations

It is a well-known and well-established fact that different global industries vary in
their primary characteristics, such as technology, human capital, global market structure.
Industries have been categorized as low, medium or high technology, based on
technological activities, R&D intensity, human capital intensity, etc. (Hatzichronoglou,
1997; Lall, 2000). Industries are also classified according to differentiation of their
products in markets, labor cost component, economies of scale (Lall, 2000). RMG is

generally recognized as a typical low-technology industry with high labor intensity,
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undifferentiated product and low scale economies. These primary global characteristics of
industries contribute to secondary characteristics that reflect industrial organization in
different national economies. These secondary characteristics include inter-industry
linkages (Antras et al., 2012), geographical agglomeration (Ellison & Glaeser, 1997), firm-
size distribution (Kumar et al., 1999), position in global value chains (Gereffi, 1996), types
of labor regimes ((Bechter et al., 2012), etc.

While most of the industries are connected to global trade, they are also situated in
countries with different historical, institutional contexts. An important debate in the study
of economic organization and political economy of nations is whether the global sectoral
characteristics or national contexts matter more in determining different aspects of
industrial organization of an industry, such as agglomeration, labor relations, firm-size
distribution, GVC participation etc., (Bechter & Brandl, 2015; Bechter et al., 2012).
Intuitively, both matter but the relative importance of sectors vs nations is an important

question.

Crouch (1993) and Traxler et al. (2001) have shown that industrial relations in
European countries can be traced to national ‘path dependencies’ that go back more than a
hundred years back. Studying economies of developing countries, Waldner (1999) has
argued that there are national level systemic constraints upon process, product and
intersectoral upgrading and for that reason productivity and innovation in almost all the
firms in a sector of a country are markedly different than another country. Studying
economic organization of Thailand, Doner (2009) has also argued that the ‘national trumps
the sectoral’ but a few vital sectors can exhibit characteristics that are at odds with the
modal national pattern if national elites reach a consensus on those sectors’ importance for

the national economy.

Feenstra and Hamilton (2006) on the other hand, elaborated on the determinative
role of global markets in a comparative study of the economic transformation of South
Korea and Taiwan, where they concluded that economic organization of a country arises
from competition of firms in interconnected markets within and across countries as they
self-organize around the axes of competition. Thus, characteristics of economic

organization do not precede participation in value chains but are reflexive consequences of
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participation in global production and trade networks (p 256). The steadily expanding
Global Value Chain (GVC) literature also argues that competition in global market is an
exogenous source of influence on economic organization of countries via sectoral
characteristics. Gereffi (1996), a pioneer in study of GVCs, argued that there are essential
differences among industries in basic characteristics like technology, competitive
environment, labor intensity, and these characteristics have critical importance in shaping
industrial governance structure and strategies that countries should pursue to succeed in

global trade.

Arguments of this study relies on the hypothesis that the global sectoral context
exerts more causal influence in economic organization of industries than country contexts.
Using different studies of different industrial characteristics and their effects on industrial
organization, | show in chapter 2 that characteristics like agglomeration, firm-size
distribution, input-output linkages, human capital intensity, asset specificity, are different
for different industries and the differences are consistent across the countries. There is no
existing study that systematically chronicles the variation of sectoral characteristics of
industries and classify the industries and thus this is a contribution of this study to the

literature.

Studying employee relations patterns in industry sectors of European countries,
Bechter & Brandl (2015), Bechter et al. (2012), also found that the variation of industrial
relations systems within a sector (across countries) is significantly lower than within a
country (across sectors). Sectoral characteristics or sector as a unit of analysis, is therefore

a valid methodological tool in comparative study of countries.

Part of the argument of this study is directly inspired by Michael Shafer’s “Winners
and Losers: How Sectors Shape the Developmental Prospects of States” (1994), where
Shafer argued that developing countries’ ability to transform economic structure depends
on the sectoral characteristics of the leading sectors. Shafer used a selection of
characteristics, capital intensity, economies of scale, production inflexibility, and asset
specificity to create a typology of economic organization and describes their effect on

reform process. However, this study uses a more eclectic selection of sectoral

12



characteristics because it aims to cover more sectoral effects than just variation in state

capacity for economic restructuring.
1.4.2. Industrial policy and state capacity

There has been a long-running debate in development economics about the need
and efficacy of state-guided policies in transforming underdeveloped countries towards
sustained economic growth. Studying the success of East Asian economies in structural
transformation of the economy, an influential body of literature in the late 20th century
argued that this success vindicated state-guided economic development over market
failure-correcting neoliberal economics for developing countries (Amsden, 1989; Evans,
1995; Wade, 1990). However, there were strong pushback against state-guided industrial
transformation from powerful institutions and renowned academics, who prescribed that
the market-driven approach, generally associated with the Washington Consensus, is the
more effective way for economic development of poor countries. According to Rodrik
(2019) however, there have been a renewed interest and appreciation of effectiveness of
industrial policy among policymakers and academics in the recent years but there is still

ongoing debate about guiding ideas and scope of policies.

One of the main debates is whether a developing country should adopt policies that
closely conforms to its comparative advantage from factor endowments or policies that
defy comparative advantage through government intervention for specific sectors or
industries, are more effective (Lin & Chang, 2009). Justin Lin, Chief Economist of World
Bank, 2008-2012, has argued that aim of industrial policies should not defy current
comparative advantage greatly because the optimum industrial structure of a country is
endogenous to its factor endowments, namely capital, labor, human capital, and geography.
Taking large, factor-defying leaps is not only costly but also more likely to fail. Growth
and dependency on apparels export therefore would not be greatly concerning as the

countries are merely following their comparative advantage.

Ha-Joon Chang, on the other hand, argues that developing general capabilities is
not enough for industrial upgrading because technology, capital, human capital,
infrastructure, and institutions are often not general-purpose but industry-specific (Lin &

Chang, 2009). A country can only become competitive in an industry by going through the
13



process of learning by doing the industry. The process often takes long time and need to be
supported by government. Recent cross-country, large-N studies have also demonstrated
that countries that have defied their comparative advantage by targeting sectors for which
they were not currently competitive, tend to upgrade and diversify their industrial exports

more effectively than conforming countries (Lectard & Rougier, 2018).

This debate is highly relevant for the scenario of overdependence on apparel
exports. Apparel export success is highly correlated with factor endowments of the
countries (Gereffi, 1999). However, dependence on factor endowments is not sustainable
in longer terms. Change in international competitive scenario, change in international trade
regimes and other institutional contexts, can suddenly leave a single export-dependent
country high and dry. Withdrawal of Multi-Fiber Agreement in 2005 left many apparels
export-dependent countries like Tunisia, Jordan, Maldives, Nepal in grave economic
difficulties. A similar shift can occur in international trade anytime due to exogenous and
endogenous reasons. This study argues and tries to demonstrate that, because of the unique
sectoral characteristics, apparel industry is a specially inferior launching pad for industrial
diversification that follows comparative advantage. The industry can become a dead end
of industrialization if effective policies do not initiate successful ventures in more value-

adding and more technologically sophisticated industries.

The argument in this study also draws support from the ‘resource curse’ literature
in political economy. The main argument in the literature is that sustained dependence on
natural resource sectors like oil, minerals, tend to adversely affect political institutions or
economic structure of countries (Ross, 2015). Some scholars on the other hand, have
inverted the argument by proposing that rather than natural resources causing weakness in
economic and political institutions, it is the weakness of national institutions, particularly
lack of state capacity, that causes countries to overexploit natural resources and cause

overdependence (Menaldo, 2016). Menaldo (2016) has termed this as ‘institutions curse’.

The argument in this paper builds on ‘institutions curse’ theory in proposing that
weak state capacity causes resource-poor countries to depend on labor-intensive exports
due to failure of pursuing effective industrial policies and high transaction costs acting as

barriers of curating broad and inclusive economic sectors. This is the first of the two main
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hypotheses of the study. While Menaldo (2016) has focused his study on oil resources, |
have applied the framework to apparel industry, showing that many of the sectoral
characteristics of an enclave resource sector, are similarly applicable to apparel industry in
the developing countries. So far, there has been no formal study of a manufacturing
industry as a potential source of resource curse. Chapter 3 elaborates the theoretical
framework and causal explanation for application of ‘institutions curse’ to apparel industry
while chapter 6 reports large-N, cross country analysis of data supporting the first
hypothesis of the study.

1.4.3. Political curse of readymade garments

The RMG export industry overwhelmingly dominate economy of some of the
developing countries. A central tenet of the study of comparative political economy is that
a country’s economic system and political system are interrelated with causal links. The
second main objective of this study is to causally connect economic organization of RMG
export-dependent countries with their national politics, and | largely draw from the
endogenous development of institutions literature to make the connections. The well-
known Acemoglu et al. (2005) dynamic model of endogenous institutions, proposes that
national institutions determine distribution of economic resources in a country, and
ownership of economic resources in turn determines the de facto distribution of political
power. De jure political power of groups, classes and individuals in a country is determined
by current political institutions while de facto political power is largely determined by both
political institutions and current distribution of resources. Current de jure and de facto
distribution of political power in turn determine future distribution of resources and future

state of political institutions.

In their seminal work, North et al. (2009) argued that while in developed countries,
exercise of political power of groups and individuals is channeled by de jure institutions
and law, in most developing countries de jure institutions or laws are not usually binding
constraints. In developing societies, informal, limited-access institutions, maintained by
distribution of rents, privileges and policies among individuals, groups and organizations,

structure political behavior and expectations. The relations of rent and privileges, rather
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than laws and customs, solve the commitment problem between principles and agents.
Stability and reproduction of the institutions are maintained by a double balance: a
correspondence between the de facto distribution of violence potential and political power
on the one hand, and the distribution and organization of economic resources on the other
hand (North et al., 2009). In this study, I claim and try to show that, in developing countries,
long-standing dependence on RMG industry change the distribution of resources in such a
way that political power becomes concentrated in favor of incumbents, and that leads to

change in political institutions.

Social conflict approach, in which interest groups, their mobilization, their coalition
building and strategic interactions, are main building blocks for explaining how de jure and
de facto distribution of power, changes political institutions, is the dominant paradigm in
rational choice institutionalism. Class-conflict theories focus on conflict and cooperation
among economic classes with unequal wealth distribution ((Boix, 2003). According to
these theories, greater inequality inhibits democratization because economic elite fear
redistribution that generally occurs in democracy. Inter-group theories on the other hand
argue that the main socio-political cleavage is not among classes but among groups that
own or are employed in different economic activities (Ansell & Samuels, 2014), for
example industry, agriculture, resource extraction etc., or between incumbent political elite
group vs rival groups seeking to challenge incumbents with help of economic groups
(Albertus & Menaldo, 2018). My argument is built on an inter-group model of social
conflict where political elites are divided by incumbency, economic elites and general
people are divided by a dominant industry. I use the Selectorate model (De Mesquita et al.,
2009, 2010) of change in political institutions and outcome of institutions to explore the

inter-group strategic interaction arising out of a dominant RMG industry.

The ‘political resource curse’ literature has used endogenous theories of social
conflict, de facto power distribution, selectorate, and others, to explain how dominance of
natural resources in the national economy of developing countries, effects political
institutions (Ross, 2015). Apart from signature ‘point resources’ like oil, gas and minerals,
theories of resource curse have been applied to plantation agricultural commodities like
coffee, cocoa, sugar (Isham et al., 2005), foreign aid (De Mesquita & Smith, 2009),
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remittance income (Ahmed, 2012) and even renewable energy resource like
hydroelectricity (Eisgruber, 2013). This paper argues that many of the sectoral
characteristics of natural resources and agricultural commodities causing the political
resource curse phenomenon in developing countries, are also present in low-technology,
labor-intensive manufacturing like the apparel industry and thus dominance of such an
industry can also impede democratization. So far, no one has made that argument in
comparative political economy and therefore, this is the unique contribution of this study.
| detail the causal argument with supporting evidence in chapter 4 while chapter 6 contains
large-N, cross country analysis that supports the hypothesis that increasing concentration

in RMG industry causes erosion of democracy in developing countries.

1.4.4. Complementarity of labor regimes and political regimes

One of the main arguments | use to support hypothesis 2 of the study is that the
unique sectoral characteristics of the RMG industry make the industry notoriously labor
repressive the world over and when RMG becomes the leading industry in a country,
complementarity of labor regimes and political regime make RMG export dependent
countries less likely to be democratic. Some new studies in the recent decade have
produced a body of work that argues that structural determinants or sectoral characteristics
of labor and industry, affect how labor relations and political management of labor evolve

in a country.

Mares (2003) and Swenson (2002) have argued that preferences of business and
labor, in responses to structural conditions that may change over time, are key factors in
emergence of business and labor institutions. Mares (2003) argues that characteristics like
firm size, skill intensity of labor explain variation in business support for worker social
welfare policies. Swenson (2002) shows that differences in initial structural conditions like
scarcity of labor explain why USA developed a more labor-unfriendly regime while

Sweden adopted labor-friendly institutions.
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Alexander Kuo (2011) has developed an account of emergence of collaborative
employer’s association from structural conditions of business and labor during critical
historical moments in western, industrialized countries. He argues that firms select
collaborative or repressive labor strategies based on the level of redistributive threat posed
by labor. Chapter 5 of this study follows the basic argument in Kuo’s (2011) model to
account for the emergence of industrial relations but also departs in some important ways.
First, the framework in this paper includes a more extensive list of structural characteristics
that contribute towards structural capacity of business and labor than only industrial
heterogeneity. Second, this framework uses a common framework for structural power for
both business and labor, unlike Kuo’s (2011) qualitatively different redistributive threat of
labor and collective action of business. Thirdly, Kuo (2011) does not incorporate the role
of state or regime in the model; in our model the regime is critical in the power balance
between business and labor. Overall, this study argues for greater importance of sectoral
characteristics in formation of industrial relations in developing countries because strength
of formal institutions is historically weaker in these countries than in politically developed

countries.

Adaner Usmani (2018) has argued that the gap in disruptive capacity of labor and
business explains a large part of probability of democratic transition in developing
countries. In his analytical model, the ability of labor to disrupt business and economic life
of the nation, depends on structural factors like the types of industry, the amount of skilled
labor employed. This study and chapter 5 also build on Usmani’s (2018) contention that
the redistributive threat posed by labor in form of disruptive capacity, is an important driver
of democratization. However, Usmani (2018) does not include variance in business or elite
capacity to thwart labor demands, and influence government, which | argue is also an
important determinant and incorporate in my general theoretical model. Moreover, while
Usmani (2018) only focuses on likelihood of democracy, the analytical model in chapter 5

discusses several democratic and undemocratic regime-types as outcomes.

The argument also builds on the theory of complementarity of institutions
developed by Masahiko Aoki (2001). Complementarities arise when one type of institution

become more viable in one domain because of fitting institutions in another domain.
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Literature on institutions have discussed complementarity among national industrial
organization and national financial institution, labor market, product market, social welfare
system (Aoki, 2001; Amable, 2016). Rodrik (1999) has briefly argued that democracy is
highly unlikely in labor repressive regimes because labor repression and wage suppression,
is difficult to maintain with extension of political rights to labor. In chapter 5, | show how
sectoral characteristics give rise to four different ideal-typical type labor regimes and how
these four different labor regimes are complementary with four ideal-typical political
regimes. This is also a unique and original contribution of this study in the literature.

1.5. Roadmap to the rest of the study

The next chapter (2) provide a setup of the study by cataloguing and classifying,
primary and secondary sectoral characteristics of several major internationally traded
industries and services. The industries are apparel, chemicals, mining, metal processing,
electronics, machinery, information technology (IT) services and tourism (hotels). In doing
so, the chapter demonstrates that domestic sectoral characteristics of industries are
consistent across countries and thus they are valid explanatory variables in comparative

study of industries and their effects on society and politics.

Chapter 3 seeks to answer the question why some developing countries have
become overly reliant on apparels export for a long time and are failing to upgrade and
diversify their exports. I answer the question by first demonstrating that the unique sectoral
characteristics make the apparels industry a poor candidate for launching pad of industrial
upgrading and diversification. | then argue that among apparels exporters, countries that
lack state capacity are more susceptible to become reliant on apparels export and fall into

a low productivity trap.

Chapter 4 makes the argument that sustained concentration in apparels industry
causes democracy reversal in developing countries. The sectoral characteristics of the
industry create an enclave economy with a powerful and cohesive economic elite group.
The industry changes distribution of power among political elites by disproportionately
helping the incumbent with income and substitution effects. Finally, because of
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complementarity of institutions, repressive labor relations in the leading industry leads to

political repression.

Chapter 5 chapter develops a general analytical framework of labor relations
showing how industry-specific characteristics provide different levels of structural power
to business and labor in an industry and different combinations of relative structural power
of business and labor, lead to different types of industrial relations. The model shows four
ideal-typical relations as outcome: collective labor repression, collective collaboration,
individual collaboration and individual repression. Because of complementarity of labor
relations in the leading industry and political regime, these four ideal-typical labor relations
lead to four different types of political regime, democracy, right-wing authoritarianism,
populist authoritarianism, and autonomous predatory regime. | then show the applicability
of the analytical framework through structural analysis of the apparels industry and a brief
discussion of labor and political regime complementarity in apparel export dependent

countries.

Chapter 6 lays out and discusses several large-N, cross-country test of data to show
support for the two main hypotheses of the study. First, I conduct an analysis of data from
apparel exporting countries to show that state capacity is negatively associated with
apparels export, meaning lower state capacity makes dependency on RMG exports more
likely. I then conduct test on all developing countries to show that increasing apparels
export is associated with lower productivity growth. This supports the contention of the
study that, because of the sectoral characteristics, apparels industry makes a country more
likely to fall into a low productivity trap. | then conduct tests on data from developing
countries to show that increasing apparels export is associated with democracy reversal.
Finally, | show that increasing garments exports in developing countries is associated with
worsening labor rights. In all these large-N tests, the main problem in establishing causality
is endogenous relationship between the main explanatory variable and dependent variable.
| use Systems GMM and several other methods to address this problem of causal

identification

Chapter 7 is a case study of Bangladesh as a typical case for the causal arguments

of the study. I discuss the history of Bangladesh’s politics, economic development and
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growth of apparel industry to show by process tracing that the different arguments about
causes and consequences of apparel export concentration, are indeed taking place in

Bangladesh.

Chapter 8 concludes the study with commentary on the scope, limitation and
implications. The chapter also provides a tentative plan for further works to bolster the
study and make the arguments more comprehensively supported.
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CHAPTER I

SECTORAL CHARACTERISTICS OF LEADING INDUSTRIES AND THEIR
INSTITUTIONAL EFFECTS IN DEVELOPING COUNTRIES

2.1. Introduction

Every significant industry and services, whose products are traded freely in the
world market, have a set of characteristics that are generally similar across the countries of
the world. These characteristics include the technology of production, the type of human
skills required in production, the exchange relations the industry has with other industries
and services, international market of the outputs of the industry. Sectors are defined as a
type of economic activity that is typified by a distinctive and coherent set characteristics
variables (Shafer, 1994; p. 10). For example, metal processing, chemical industries, light
manufacturing, industrial crop production, peasant crop production, hospitality services,
each of these sectors may contain many different industries that share common
characteristics like technology, human capital, product market. Analysis of sectoral
characteristics is therefore an industry-based description, distinct from geographical
region-based or institutional environment-based analysis of industrial economy and

organization.

Sectoral characteristics largely determine preferences and preference realization
capacity of the main actors in an industrial relation, owners, labor, government (Shafer,
1994; p. 9). Preferences and capacity of actors in turn are determinative for the institutional
features of an industry in the national economy. However, there is an ongoing debate in
political economy regarding the relation between sectoral organization of the economy and
national society and political institutions. The debate revolves around the question of
emergence of economic organization of leading sectors in developing economies; whether
development of social and political institutions leads to preference formation and thus
economic organization of the leading sectors (Waldner, 1999), or whether global
characteristics of the sectors determine national sectoral characteristics that affect
development of national institutions through actor preferences (Shafer, 1994). A sector is

called leading when it is one of the major economic sectors through which the country is
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connected to the world trade and is a significant source of employment and revenue in the

national economy.

This chapter strives to demonstrate that there are some sector-specific
characteristics of industries and services that are generally invariant across the developing
countries and when one or more of these industries and services become a leading sector
of the economy, they exert significant formative influence on the national society and
political institutions. | analyze and review existing literature of industrial organization and
political economy to find several prominent invariant sectoral characteristics, categorize
industries according to those characteristics and then discuss how these industries affect
society and politics. The overall objective in this discussion is to distinguish sectoral
characteristics of apparels or ready-made garments (RMG) export industry in the
developing countries and develop hypotheses regarding the industry’s influence on society
and economy. However, before the discussion of sectoral characteristics and industry
classification, I need to establish the validity of causal influence of sectoral characteristics
on institutions and society. Existing scholarship suggests that there is a bidirectional
relationship between national sectoral characteristics and national socio-political
development. However, if a significant number of prominent invariant characteristics are
found across the countries for different industries, then we can establish an exogenous
origin of national sectoral characteristics, which then supports a causal effect of national

sectoral characteristics on society and politics.

While individual sectoral characteristics, for example firm-size distribution,
agglomeration, input-output matrix etc., are being extensively studied in social sciences
and industrial organization, there aren’t any systematic compilation of invariant cross-
national characteristics and their effects in existing literature. An organized discussion of
a collection of characteristics and their effects, enables us to study effects of industries or
sectors on national development, which is often the more important question than effects
of individual characteristics. This study therefore helps characterize leading industries
according to their characteristics and effects and advances our understanding of political

economy of industrial sectors.
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I have selected eight different industries, comprising both goods and services, that
are often a leading sector in developing economies. The industries are Apparel, Chemicals,
Mining, Metal Processing, Electronics, Machinery, Information Technology (IT) Services
and Tourism (Hotels). From cross-national and case studies conducted on these industries,
| classify them according to a select group of sectoral characteristics. The aim of the
classification is to demonstrate how a leading apparel industry, is similar and different in

socio-political effects in comparison of other industries.

2.2. Sectors or countries?

Structural transformation of the economy through industrialization has been the
main route for socio-economic development of underdeveloped countries in the modern
era, and that’s why study of industrial relations and industrial organization have been key
parts of comparative political economy of development. Industrial Relations is the study
of the interactive relations between employers, employees and the state while Industrial
Organization studies structure and behavior of firms in the market of their products.
Comparative industrial relations is the study of similarity and variation in employment
relations across countries, generally aggregated at the national level. Comparative
industrial organizations similarly studies differences in national structure, interrelations
and behavior of firms competing in the international and domestic markets. Traditionally,
focus of industrial relations and organization have been on individual industry-sectors and
their characteristics while comparative studies focused on countries as the unit of analysis
(Bechter et al., 2012).

In comparative political economy studies of developing countries, there is a
recurring debate on whether the main unit of analysis should be national or sectoral
because, while there are clear differences in economic relations and organization between
countries, the variation within countries and between sectors are often large, or even larger,
than between countries (Bechter at al., 2012). Waldner (1999) has argued that in
developing economies there are national level systemic constraints upon process, product
and intersectoral upgrading and for that reason productivity and innovation in almost all

the firms in a sector of a country are very different from firms in another country. Studying
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economic organization of Thailand, Doner (2009) agreed with Waldner (1999) that the
‘national trumps the sectoral’ but argued that a few sectors can exhibit market strength that
is at odds with the modal national pattern if national elites reach a consensus on those
sectors importance in face of systemic pressures on the country. Focusing on regional level
dynamics, Schneider (2013) has argued that Latin American countries, because of their
historically unique and strong economic relationship with developed countries of North
America and Europe, developed a hierarchical form of capitalism where Multinational
Corporations dominates high productivity and high profit, internationally traded sectors
while politically connected family businesses dominate low productivity sectors. This has

resulted in regionally distinct form if industrial organization and relations in Latin America.

However, another stream of literature on comparative studies of industrial relations
and organization focused on sectors as the major source of variation. Hollingsworth et al.
(1994) hypothesized that globalization has reduced importance of nations and increased
importance of sectors as units of analysis and mapped out characteristics features by
qualitative comparison of case studies across nine sectors and eight countries. Feenstra and
Hamilton (2006) elaborated on the determinative role of markets in a comparative study of
the economic transformation of South Korea and Taiwan, where they concluded that
economic organization of a country arises from competition of firms in interconnected
markets within and across countries as they self-organize around the axes of competition.
Prices of capital, goods, labor in the domestic and international markets of a value chain
express power and strategy of actors in the competitive struggle. Since value chains differ
on prices and cross-market interconnectedness of firms, their differences exert independent
influence on the organization and economic performance of economies. Thus,
characteristics of economic organization do not precede participation in value chain but are

reflexive consequences of participation in global production and trade networks (p. 256).

The steadily expanding Global Value Chain (GVC) literature also argues that
competition in global market is an exogenous source of influence on economic
organization of countries via sectoral characteristics. Gereffi (1996), a pioneer in study of
GVCs, argued that there are essential differences among industries in basic characteristics
like technology, competitive environment, labor intensity, and these characteristics have
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critical importance in shaping industrial governance structure and strategies that countries
should pursue to succeed in global trade. Firm size distribution is an important industry
characteristic that is influenced by technology, product and labor market, regulatory
institutions an