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his article addresses the concept of social capital: in particu-
lar, where social capital stands today, how it interacts with
other factors in international development, and how it will con-
tribute to economic growth and poverty alleviation in the future.

The term “social capital” reentered the social science lexicon
in the 1980s. According to sociologist James Coleman, social capi-
tal refers to people’s ability to work together in groups. I prefer to
define the concept more broadly to include any instance in which
people cooperate for common ends on the basis of shared infor-
mal norms and values. Furthermore, many now regard social capi-
tal as a key ingredient in both economic development and stable
liberal democracy.

Over the past decade, most research on social capital and its
relationship with economic development has been conceptual, fo-
cusing on its definition, where it comes from, and how it functions.
Future research, however, should move away from historical cases
to a more pragmatic agenda, examining issues such as where so-
cial capital has successfully been created; the legal and institutional
conditions that underpin its growth; its correlation to political
corruption; and the impact of cultural changes (such as religious
conversions) on social capital. First, we need to understand how
social capital fits into the broader development agenda.

Francis Fukuyama is Bernard Schwartz Professor of International Political
Economy at the Paul H. Nitze School of Advanced International Studies,
Johns Hopkins University. This article is adapted from a speech prepared
by the author for the conference, “Social Capital and Poverty Reduction in
Latin America and the Caribbean: Toward a New Paradigm,” in Santiago,
Chile, September 24-26, 2001.
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Rethinking of Development

A major rethinking of the problem of development took place dur-
ing the latter part of the 1990s, including a new appreciation for
the importance of incorporating cultural factors into economic
growth and development models. Social capital, after all, is sim-
ply a means of understanding the role that values and norms play
in economic life.

The 1990s began, in a sense, with the so-called “Washington
consensus” as the dominant approach to the discourse on devel-
oping and transitional economies. Applied primarily by interna-
tional financial institutions, the Washington consensus was a se-
ries of economic policies that sought to free developing and tran-
sitional economies from the dead hand of the state. These were
applied with varying degrees of success to countries in Eastern
Europe and the former Soviet Union, Latin America, Asia, South
Asia, and elsewhere in the developing world.

In many cases these policies failed to produce sustained eco-
nomic growth, prompting a backlash against what is derisively
called “neoliberalism.” Nowhere is this more apparent than in
Latin America. The charge that the Washington consensus has
been an across-the-board failure is nevertheless inaccurate; there
were, in fact, some key successes in countries like Poland, Estonia,
Mexico, and, before the Washington consensus was formulated,
Chile. The failure of the Washington consensus was one of omis-
sion, rather than of policy. Privatization of inefficient nationalized
assets, reduction of trade and investment barriers, phasing out of
subsidies that distort market prices, industry deregulation, and
market integration into the global economy are all unexception-
able policies that, in the long run, are necessary for economic
growth. Any rethinking of the development problem should not
reject these policies as long-run objectives.

The problem with the Washington consensus was not that
it was misdirected, but rather that it was incomplete. One of the
ways in which it was incomplete was its failure to take account of
social capital. The ability to implement liberalizing policies pre-
sumed the existence of a competent, strong, and effective state, a
series of institutions within which policy change could occur, and
the proper cultural predispositions on the part of economic and
political actors. Nevertheless, the Washington consensus was
implemented as a blueprint for development in many countries
lacking the proper political, institutional, and cultural precondi-
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tions to make liberalization effective. Eliminating capital controls,
for example, can lead to serious financial instability if imple-
mented, as in the case of Thailand and Korea, in countries with-
out adequate regulation of the banking sector. Similarly,
privatization of state assets can delegitimize the entire reform pro-
cess if carried out by state agencies that are corrupt and prone to
cronyism.

What we have learned over the past decade, then, is not that
liberalization does not work, but that economic policy by itself is
not sufficient to induce development. Economic policy of any sort
must be carried out by a state; one that is limited in scope but
strong in its ability to enforce the rule of law, competent and trans-
parent in the formulation of policy, and legitimate enough to have
the authority to make painful economic decisions. The develop-
ment agenda, in other words, cannot abstract from politics or from
political institutions.

Most economists fully accept the importance of institutions
for development. Only very few, however, are convinced that cul-
tural factors like social capital play a critical role as well. In the
past, cultural explanations for poverty or underdevelopment have
been abused because what was lacking was not the right values, but
rather the right set of institutions, such as the rule of law or a sys-
tem of commercial courts, allowing growth to occur. Institutions
can be changed, whereas cultural values are much more difficult
to manipulate through policy; hence, appeal to cultural factors
often seemed like a counsel of despair.

The relationship between culture and institutions, however,
is much more complex, since institution-building, in and of itself,
requires social capital. Not every society is capable of building state
bureaucracies that are equal in terms of efficiency, transparency,
and professionalism. Furthermore, few developing countries are
capable of establishing a public agency like Japan’s Ministry of In-
ternational Trade and Industry, or Korea’s Economic Planning
Bureau, to manage a highly complex and politically sensitive in-
dustrial policy. In fact, some analysts argue that East Asia has
achieved higher growth rates over the past two decades than other
parts of the developing world, not so much because of the kinds
of economic policies selected (e.g., market-oriented versus protec-
tionist), but because of the quality of the institutions.! Societies
in which people are accustomed to cooperating and working to-
gether in large organizations are much more likely to develop
strong and efficient state institutions.
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In the process of development, social capital also acts as a
critical support for democracy. In recent years we have witnessed
a dramatic change in opinion about the relationship of democracy
to development, as the writings of figures like Amartya Sen and
Joseph Stiglitz attest.> A generation or two ago, many observers
argued in favor of the so-called “authoritarian transition,” in which
a “technocratically” enlightened dictatorship used its power to
enforce unpopular but necessary economic policies, while deferring
any short-term transition to democracy.

Today, it is much more difficult for a developing country to
emulate authoritarian transitions like those of Chile, Korea, or
Taiwan. This is not because democracies are inevitably good for eco-
nomic growth, but rather because few alternatives provide the same
degree of legitimacy to governments in developing countries. Much
of the power of a state comes from the popular support it breeds
among its citizens. Many states that looked strong on the outside
proved weak because they lacked legitimacy—the former Soviet
Union and Indonesia under Suharto are both good examples. Con-
versely, a surprising number of democracies, like Poland or South
Korea since 1997, have successfully undertaken painful economic
reforms. Democracy is now a fact of life for most developing coun-
tries: political development will parallel economic development,
not follow it.

Social capital is critical for successful democracy. The soci-
ologist Ernest Gellner put it bluntly: no civil society, no democracy.?
Social capital is what permits individuals to band together to de-
fend their inter-
ests and orga-
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Thus, while social capital is not the only factor missing from
the Washington consensus, it keeps popping up in several dimen-
sions of development. Social capital directly affects the ability of
people to organize for economic ends; it supports the creation of
institutions and the rule of law; and is a vital underpinning of de-
mocracy, which is the source of legitimacy for the political frame-
work in which development increasingly takes place.

What is Social Capital?

One of the weaknesses of the concept of social capital, as we will
see, 1s that there is still no general agreement as to what it is. Here
I will use my own definition—that social capital is shared norms
or values that promote social cooperation, instantiated in actual
social relationships.* Social capital in this view is a utilitarian way
of looking at culture. Culture tends to be seen as an end in itself
(which it is) or as a form of creative expression. However, it also
plays a very important functional role in any society, being the
means by which groups of individuals communicate and cooper-
ate in a wide variety of activities. While it is difficult to quantify
culture as an end in itself, the functionality of culture in economic
terms is much more measurable. Not all norms and values, and
hence not all cultures, are equaHy equlpped to foster economic
growth. Or to put it in economics jargon, not all societies have
equal stocks of social capital.

Latin America’s experience illustrates this point well.
Throughout numerous visits to the region, I have seldom encoun-
tered a Latin American audience that did not think that their so-
ciety suffered from a severe crisis of trust. This crisis manifests it-
self in a variety of forms. Economically, the greater part of gross
domestic product (GDP) in most Latin American countries is pro-
duced by family-owned businesses—the large majority owned by a
relatively small circle of ten, twenty, or thirty prominent families.
Furthermore, the businesses are frequently interconnected in
sprawling conglomerate networks, which link disparate businesses
in sectors like retailing, manufacturing, insurance, and banking
that do not have any obvious synergies. These networks are based
on kinship; as family businesses expand, they draw on sons, daugh-
ters, cousins, and nephews for staffing.

Business life in most of Latin America remains, in other
words, familistic: the strongest and most reliable bonds of trust
are among family members, or else among relatively small circles
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of close personal friends. Social capital, thus, resides primarily in
kinship networks, and in many respects such networks constitute
an important social asset. When societies that lack a well-devel-
oped, state-funded social safety net (e.g., Mexico in 1995 or Argen-
tina today) suffer recession and high unemployment, family net-
works pool resources to serve as a cushion against hard times.
Nevertheless, as Edward Banfield explained more than 40
years ago, familism also constitutes a liability, since it denotes a
lack of trust among strangers.’ It implies, moreover, that family
businesses frequently have trouble growing into large, impersonal,
professionally managed corporations with dispersed public own-
ership. This ultimately puts limits on economic growth. It also lim-
its business transparency: it is often difficult for outside investors
or business partners to understand the Byzantine ownership struc-
tures and relationships among family-owned businesses. Keeping
one set of books for the family and another for the tax collector
or for outside investors is a prevalent practice in low-trust societies.
The political ramifications of familism are perhaps even more
consequential. A deficit of trust toward outsiders means that one’s
strongest relationships of trust are reserved for family and close
friends, creating the cultural conditions for a two-tiered moral sys-
tem in which one feels few compunctions in behaving opportunis-
tically toward others. Under these cultural conditions, a politician
elected to public office, for example, often feels a positive obliga-
tion to pad his accounts on behalf of his family, or to promote
family and clients over more qualified people chosen by objective
criteria. Much of the crisis of political corruption from which Latin
American countries suffer is grounded in this kind of two-tiered
moral structure. While important gains have been made in recent
years in creating institutions to combat corruption, the best insti-
tutions will not function if those at the top of the political hierar-
chies that manage them feel entitled to steal from the public purse.
Latin America is not the only part of the world that suffers
from familism. As I argued in my book Trust, distrust of non-kin
is pervasive in the Chinese parts of Asia as well, and indeed was
probably a general condition of mankind for much of human his-
tory up until a few hundred years ago in northern Europe.®
Familism can actually be seen as a rational response to a society
in which the state is arbitrary and rapacious. For example, the Chi-
nese family and the Chinese family firm have both been seen as a
defensive bulwark against a corrupt and dishonest state in tradi-
tional China. In modern China, some observers have actually ar-
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gued that the family has grown stronger despite the efforts of
Maoism to weaken it; the lesson of China’s twentieth-century his-
tory is that you can trust no one but your relatives. In this respect,
familism can be seen as an imperfect substitute for the rule of law—
one that was strong and flexible enough to support the postwar
East Asian economic miracle, but in the end self-limiting in a glo-
balizing world.

Where Does the Concept of Social Capital Stand Today?

Up to now, social capital has been most important in a negative
sense. That is, it has served to enhance our understanding of cul-
tural factors in development, and the reasons why identical insti-
tutions in different societies often have completely different im-
pacts. The concept of social capital puts both policies and insti-
tutions in their proper cultural context, and guards us from cer-
tain naive expectations that a relatively simple policy formula will
lead inevitably to economic growth.

A frank review of the social capital literature, however, reveals
a number of weaknesses in the concept. The first is methodologi-
cal. Today, as noted earlier, there is no broadly accepted definition
of social capital, and therefore no commonly accepted standard for
measuring or incorporating it into conventional economic mod-
els. I have stated my own, broader definition of social capital as
shared norms or values that promote social cooperation. For some
people, though, social capital is coterminous with civil society or
the non-governmental (NGO) sector; for others, it is a matter of
networks. Some observers, meanwhile, consider either the family
or the state to be sources of social capital, while others do not.

Even if there were agreement on the definition of social capital,
there would still be severe problems in measuring and using it as
physical and human capi-
tal are now used, as an in-
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which social capital manifestly did not.” Solow is right; social capi-
tal includes an important qualitative dimension that is critical to
its effectiveness in promoting social cooperation. A family, an eth-
nic community, a garden club, and an Internet chat room may all
involve social cooperation, but the ends and purposes they can
serve differ dramatically.

A second problem with the social capital concept concerns
externalities. Partha Dasgupta once noted that while social capi-
tal is not (as some have maintained) a public good, it is a private
good that produces extensive positive and negative externalities.®
Social capital within a particular group or network can produce
positive externalities by teaching people social virtues such as hon-
esty, reciprocity, and dependability that they can then apply to re-
lationships with other people. Modern professional education, for
example, produces an abundance of social capital as a byproduct
of the training of doctors, lawyers, and electrical engineers. On the
other hand, human beings have a tendency to build ‘in-group’ soli-
darity at the expense of outsiders; thus, societies with many tightly
bonded groups or networks may be fragmented and rife with con-
flicts and hostility when viewed as a whole. Even innocuous groups
that do not produce clearly negative externalities may be self-re-
garding and cut themselves off from information, innovation, or
ideas.

Physical capital and human capital, of course, also produce
negative externalities. Physical capital can be used to manufacture
assault rifles, toxic wastes, and other social “bads”; the human capi-
tal embodied in a chemistry degree can be used to build bombs.
However, as a whole, social capital tends to produce more exter-
nalities than these other forms of capital do; furthermore, these
externalities often overwhelm the utility of the social capital un-
derlying them.

For example, a traditional clan or tribe in a developing coun-
try clearly constitutes a form of social capital; it will achieve greater
social cooperation than a comparably sized number of disorga-
nized individuals. On the other hand, this clan or tribe may be at
war with its neighbors; it may fiercely resist the import of new tech-
nologies; or it may embody a system of social hierarchy and dis-
crimination that prevents equal distribution of collective benefits.
Simply tallying the number of such groups will provide a mislead-
ing aggregate view of the larger society’s stock of social capital,
specifically because the negative externalities are so pervasive.
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Sociologist Mark Granovetter has observed that it is often the
heterogeneous member of a network, or the individual within it
with weak ties and broken affinities, who serves as the conduit for
new ideas and information into a closed group.” A society with
many loose and overlapping networks may be more economically
efficient than one with many static, self-regarding ones. A tightly
bonded workplace like the Japanese corporation, with its practices
of lifetime employment and seniority wages, may produce high lev-
els of cooperation and efficiency in one time period and under a
certain set of technological conditions, but serves as an insuper-
able obstacle to economic reform and progress in another.

We encounter this problem constantly in democratic politics.
While it may be true that democracy is not possible in the absence
of civil society, too much civil society can often be the bane of de-
mocracy. Interest groups can protect weak individuals from an op-
pressive state, but they can also lead to paralysis, logrolling, and
cynicism about politics.!?

Given the heterogeneous nature of social capital, the quali-
tative dimensions of social relationships, and the pervasiveness of
positive and negative externalities, it should not be surprising that
it has proven difficult to come up

with a single accepted metric of

social capital, or an agreed-upon
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formal models. This applies even
to the most ambitious study of
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years, or even whether its sign should be positive or negative.'* If
these kinds of uncertainties exist about the most data-rich coun-
try in the world, the problems of analyzing poorer, developing so-
cieties with scarcer information are likely to be severe.

Social Capital and Policy

One of the greatest difficulties in working with the concept of so-
cial capital is knowing how to weave it into policy. Consistent with
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the discussion above, the concept has been most useful in broad-
ening our understanding of the cultural context of the problem
of development, and in identifying obstacles to institutional re-
form. However, it is less clear how to generate social capital in so-
cieties where it is lacking. This, of course, is understandable: so-
cial capital understood as norms and values promoting coopera-
tion frequently originates in phenomena like religion, shared his-
torical experience, and other deeply embedded cultural traditions
that can be shaped only with great difficulty.

The single most difficult situation to deal with, from a policy
standpoint, is a society that is thoroughly lacking in social trust.
In some cases, such as in Colombia, this is the result of conflict and
social breakdown. In the former communist world, Marxism-
Leninism deliberately targeted and sought to undermine civil so-
ciety and to atomize individuals; hence, it is not surprising that the
vacuum of a collapsed state (i.e., the Soviet Union) has been filled with
distrust and cynicism. In other areas like the Balkans, the Middle
East, and many parts of sub-Saharan Africa, ethnic and sectarian
conflicts have undermined the effectiveness of social capital as well.

In these cases, economic failure has clear cultural roots; thus
it would be extremely naive to think that a relatively simple set of
economic policy interventions, or even efforts at institutional
building and reform, could reverse deeply rooted habits and modes
of thought. There is virtually nothing an external funding agency
or government can do to mitigate the cultural dimensions of the
problem—indeed, it is wrong and misleading to even try.

In these cases, the only possible approach to building social
capital on a society-wide basis is to strengthen the rule of law and
the basic political institutions on which it rests. The problem that
most low-trust societies face is not a total absence of social capi-
tal, but rather the fact that the average radius of trust of coopera-
tive groups tends to be small. The kind of familism noted earlier
that characterizes much of Latin America and the Chinese parts
of Asia is one manifestation of this; so is the ethnonationalism of
the Balkans. What is needed in these cases is to increase the radius
of trust among individuals in the various small, inward-looking
groups that comprise these societies, and to facilitate the build-
ing of cooperative relationships, in both economic and political
spheres, between groups that typically have had little to do with
one another.

A uniform and transparent rule of law historically allowed
modernizing societies in the West to extend the radius of trust and,
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thus, breed cooperation among strangers. No one will volunteer
to work for a neighborhood organization if the police cannot guar-
antee public safety; no one will trust the government if public of-
ficials are immune to prosecution; no one will sign a business con-
tract with a stranger in the absence of tort law and enforceable
contracts.

If we look back historically at how this came about in coun-
tries like Great Britain and the Netherlands, we find that the causal
links between culture and institutions was actually quite compli-
cated. It is not simply the case that these societies decided one day
to build modern legal institutions; these institutions were them-
selves culturally rooted in traditions like Roman law and common
law, and as Max Weber explained, grew also out of a Protestant
religious impetus to “break the fetters of the sib” or the family.!?
The formal institutions, once established, then reinforced cultural
tendencies toward a greater radius of trust. Whatever the complexi-
ties of their historical evolution, we now know what such formal
institutions ought to look like, and their construction and reform
is a project that is well understood conceptually (if difficult to ex-
ecute in practice). Only by establishing such institutions can a so-
ciety create a broader radius of trust.

The more realistic ways of building social capital through
policy lie not at the macro, but at the micro level. At the level of a
village, bureaucracy, firm, or department, there are many cases of
organizations deliberately and successfully creating social capital.
One of the most successful instances of the building and exploi-
tation of social capital is in the area of microfinance.

Finance of all sorts is an information-based service in which
credit is allocated to borrowers based on criteria such as trustwor-
thiness, collateral, and an evaluation of business prospects. The
problem with finance in poor countries is that credit allocation
benefits from economies of scale: it can take the same amount of
time to do a credit check or due diligence on a large corporation
with an extensive public record as on a poor family with no credit
history. Enforcement of credit obligations suffers from similar
problems. Even if a poor family is deserving of a loan and is able
to pay it back, lenders will not have the information or the re-
sources to gather sufficient data to make such lending worthwhile.

This is where social capital comes in, since social networks
are extremely effective at disseminating precisely the kind of in-
formation that determines creditworthiness. A great deal of
microfinance in the recent past has targeted women, who in many
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societies are bypassed in the formal legal structure and do not have
access to the same credit institutions as men. Networks of women,
however, harbor social capital, and microfinance exploits these
networks to gain information with which to make microfinance
decisions. Many outside microfinance organizations also help their
clients create what are in effect rotating credit associations that can
make and collect loans, thereby building social capital.

At an organizational level, the creation of social capital is not
all that different from the creation of human capital: it is done
through education, and therefore requires investments in training
and an institutional infrastructure within which the training can
take place. Unlike conventional human capital, which involves the
transmission of certain specific skills and knowledge, social capi-
tal requires the inculcation of shared norms and values, and it is
often brought about through habit, shared experience, and lead-
ership. As noted earlier, conventional education often produces so-
cial capital as a byproduct (for example, when engineers or accoun-
tants are taught shared professional standards), but organizations
can seek to produce social capital as a primary output.

What this implies when applied in a development context is
complex. It is not sufficient to go into a village, note the existence
of networks, label it social capital, and pronounce it a good thing.
Most developing countries actually have an abundance of social
capital in the form of kinship groups or traditional social groups
like lineages, tribes, or village associations. What they lack are more

modern, broad-ra-
dius organizations

It is not sufficient to g0 iNto0 @ (har ~ connect

village, note the existence of across traditional
ethnic, class, or

netWOI‘kS, label it SOCial Capital: status boundaries
and pronounce it a gOOd thmg and serve as the

basis for modern

political and eco-
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to change. What is often needed, therefore, is some creative de-
struction of social capital, and the gradual broadening of the ra-
dius of trust on the part of the more modern organizations.
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Future Issues

The concept of social capital is clearly advancing from an academic
concept to a practical policy objective. There are, however, several
important areas where further progress would be welcome.

We need, in the first place, greater sharing of information
about cases where social capital has been successfully created, and
where it has not. Many developing countries have in fact experi-
enced what Lester Salamon has labeled an “associational revolu-
tion,” with modern NGOs supplementing and in some cases re-
placing traditional social groups.’®> On the other hand, there are
other cases where external funding agencies have sought to stimu-
late civil society, but created nothing more than a thin layer of pro-
fessionals adept at writing grant proposals to western foundations
and aid agencies. In other words, civil society “takes” in some so-
cieties more readily than in does in others; hence, we need to better
understand the environmental conditions that foster its growth.

Second, we need to better understand the formal legal-insti-
tutional conditions for promoting social capital. As mentioned
earlier, promoting social capital on a macro or aggregate level over-
laps substantially with the existing agenda of implementing the
rule of law. However, there are several policy issues that are spe-
cifically related to the promotion of social capital. For example,
many countries do not have laws mandating rules of accountability
for the NGO sector, such as auditing and transparency requirements.
In some countries, criminal organizations or groups promoting
fraud have been able to masquerade as NGOs, undermining the
legitimacy of the NGO sector as a whole. This is a problem with a
relatively straightforward solution.

Third, we also need to look more closely at the question of
social capital and political corruption. There has been an admirable
amount of attention paid to the problem of corruption in recent
years, and a number of countries including Argentina and Peru
have taken courageous steps in holding political leaders account-
able. Most of the research on combating corruption has gone into
institutional solutions and administrative reforms. But there is, as
indicated earlier, an important cultural component to corruption.
Many corrupt officials do not seek to transgress social rules; rather,
the rules of their society demand that they help family and friends
before they see to the general public interest. Nepotism is in many
ways one of the most natural of human impulses. Hence we need
to consider a broader agenda of cultural change that can be achieved
solely through education, training, and the reinforcement of norms.
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Fourth, we need to better understand the relationship be-
tween social capital and cultural change. One of the biggest cul-
tural revolutions taking place today is also one of the least recog-
nized: it is not Islamic fundamentalism, but rather the spread of
evangelical Protestantism, particularly throughout Latin America.
While this is obviously a politically sensitive issue, it is also one
with large implications for Latin America. In the words of the
prominent sociologist Peter Berger, “Max Weber is alive and liv-
ing in Latin America.”

Finally, we need greater clarity concerning the intersection of
social capital, democracy, and economic reform. As noted earlier,
social capital has historically been critical to the success of democ-
racy, and likewise democracy has been an inevitable feature of po-
litical life for most developing societies. This does not, however,
mean that these different dimensions of social life always fit to-
gether neatly or necessarily serve to buttress one another. Eco-
nomic reform is often politically painful, and it can be the case that
a society with a stronger civil society and more highly developed
interest groups will resist necessary reform more effectively than
an atomized one. This is not an argument for reviving the authori-
tarian transition, for, as noted earlier, democracy should been seen
as a good thing in itself and conducive to development. It does
mean, however, that we need to think through what kinds of
democratic institutions are best suited for making tough policy
choices. There are some important questions of institutional de-
sign in democracies, such as electoral rules, the choice of presiden-
tial versus parliamentary systems, independence of bureaucracies,
campaign finance reform, and the like which can serve to minimize
the potential dysfunctions of democratic politics and maximize its
legitimacy.

This is just a preliminary list of issues that need further
study, reflection, research, and, most importantly, action. Un-
doubtedly, the continuing discourse on international development
will provide new directions for understanding and cultivating so-
cial capital.
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