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Jodie Thorpe 

Understanding Development Effectiveness of State-Business Relations: A Research Agenda 

 

 

Abstract 

The signatories of the UN Sustainable Development Goals (SDGs) have called on a wide range of 
businesses ‘to apply their creativity and innovation’ to address sustainable development challenges. 
Yet the role of business in contributing to development depends profoundly on its interaction with 
the state. This paper asks how states and businesses interact in different contexts to shape 
development outcomes. While a considerable literature has explored state–business relations in 
producing investment and growth, and the factors that make these relations effective, the potential 
for these interactions to also contribute to improved social welfare, capability enhancement or the 
SDGs remains unanswered.  This paper explores four case studies to investigate how patterns of 
state-business relationships may affect the realisation of the SDGs, as the basis for future empirical 
research.  While all the cases at least partially achieve outcomes relevant to SDG targets, these 
achievements often come at the expense of other goals such as decent work, environmental quality, 
community well-being and stability, and greater equity; pointing to the considerable challenge and 
complexity represented by the global goals.  From these cases, five additional themes are distilled 
for future investigation. These relate to the different state-business processes identified; the impact 
of transnational actors, which has not featured prominently in earlier state-business relations 
research; the role and importance of an empowered coordination agency, and of organised and 
encompassing multi-sectoral business associations, and the ‘space’ (open, closed or invited) in which 
interactions take place.  The paper proposes a multi-disciplinary and mixed methods research 
programme, to be implemented across different country and SDG contexts. The challenge of 
developing adequate frameworks for understanding constantly evolving state–business relations in 
development is large; but given renewed calls for states and businesses to work together for 
development, the issues identified here should have a central place on the research agenda. 
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1. Introduction 

In September 2015, world leaders adopted 17 sustainable development goals (SGDs) 1 with the aims 
of ending all forms of poverty, fighting inequalities and promoting environmental sustainability. 
Governments were charged with taking ownership of these goals and establishing national 
frameworks for their achievement.  At the same time, the SDG signatories also called on a wide 
range of businesses – from micro-enterprises to cooperatives to multinationals – ‘to apply their 
creativity and innovation’ to address these sustainable development challenges. 2 This emphasis on 
the role of business in development is in line with much contemporary thinking and practice 
(Humphrey, Spratt, Thorpe, & Henson, 2014).  Yet here as elsewhere, there is a significant gap in 
how the relationship of business with the state is posited. Business is framed as an autonomous core 
actor in development, yet the implications of business for development depend profoundly on its 
interaction with the state. 

In 2016, the Institute of Development Studies (IDS) published an Evidence Report (Ayele et al., 2016) 
that posed the question: how do the state and business in developing countries interact to shape 
development outcomes? Our focus was not only economic growth, but encompassed a multi-
dimensional concept of development.  The report included four case studies exploring state–
business relations in a range of economic and social development policy areas that provided grist to 
the analytical mill: to understand who had been involved, what processes were at work, and what 
outcomes emerged.  On the basis of that preliminary review, the Business and Development Centre 
at IDS is proposing the need for new and more detailed research on how state and business actors 
engage one another in the context of development goals such as the SDGs, and how these 
interactions shape outcomes.  The proposed work would be based on a nuanced understanding of 
the private sector in different institutional contexts, of the available spaces and processes of 
engagement between the state and business, as well as other societal actors, and the identification 
of key variables which influence these processes and the development outcomes achieved.  

This discussion paper begins to develop this research agenda.  It starts by defining core concepts: 
state, business, development and power.  It then reviews literature that has tried to understand 
state-business relations in the context of economic growth and industrialisation, and the variables 
which influence the nature and outcomes of these interactions.  It presents the four cases from the 
IDS Evidence Report and considers them in the light of the role of state-business relationships in 
supporting the development objectives set out in the SDGs.  Finally, it proposes a research agenda 
for the empirical evaluation of state-business relations and how they shape development outcomes. 

2. Key concepts 

Many of the concepts relevant to the analysis of state-business relations and development 
effectiveness are plagued by widely differing assumptions, and in some cases are highly contested.  
This section outlines key concepts used in this paper.   

a. Development and development effectiveness 

The traditional literature on state-business relations has explicitly or implicitly focused primarily on 
investment, growth and industrialisation. However, while investment and growth are integral to 
development; they are not the whole story.  Amartya Sen, for example, proposes a pluralistic 
                                                           
1 https://sustainabledevelopment.un.org/post2015/transformingourworld  
2 www.un.org/sustainabledevelopment/development-agenda/  
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definition based on ‘capabilities’.  His emphasis is on opportunity: ‘having the freedom to choose 
one kind of life rather than another’ (Sen, 2004:12).  Although Sen declines to offer a list of 
capabilities that would support an evaluation of development effectiveness, relevant metrics have 
been developed by others.  The United Nations Development Programme’s Human Development 
Index is a case in point, although measuring only a few ‘capabilities’ related to health, education and 
wealth.  Another approach, taken by IDS, is to outline a set of global challenges to be addressed in 
order to overcome poverty and injustice in the specific context of the contemporary world (IDS, 
2015).  These are: to reduce inequalities, to accelerate sustainability, and to build more inclusive and 
secure societies.  Like Sen they are relatively abstract and multi-dimensional, although more 
normative in defining end goals or at least directions of travel. 

The United Nations and its member states have been involved in an ongoing process of defining 
concrete goals and targets at the heart of development.  The most recent iteration, the SDGs, set out 
17 multi-dimensional and global goals composed of 169 targets. For illustration, Table 1 lists key 
targets agreed under two of the 17 SDGs relevant for the cases explored later in this paper.  SDG 2 
on ‘Zero Hunger’ commits the world to ‘end hunger, achieve food security and improved nutrition 
and promote sustainable agriculture’.  SDG 8 on ‘Decent Work and Economic Growth’ commits the 
world to ‘promote sustained, inclusive and sustainable economic growth, full and productive 
employment and decent work for all’.  Cutting across all of the SDGs is the pledge that ‘no one will 
be left behind’.3   

Table 1: Sustainable Development Goals 2 and 8: Targets 

SDG 2: End hunger, achieve food security and 
improved nutrition and promote sustainable 
agriculture 

SDG 8: Sustained, inclusive and sustainable 
economic growth, full and productive employment 
and decent work for all 

1. By 2030, end hunger and ensure access by all 
people, in particular the poor and people in 
vulnerable situations, including infants, to safe, 
nutritious and sufficient food all year round 

2. By 2030, end all forms of malnutrition, including 
achieving, by 2025, the internationally agreed targets 
on stunting and wasting in children under 5 years of 
age, and address the nutritional needs of adolescent 
girls, pregnant and lactating women and older 
persons  

3. By 2030, double the agricultural productivity and 
incomes of small-scale food producers, in particular 
women, indigenous peoples, family farmers, 
pastoralists and fishers, including through secure and 
equal access to land, other productive resources and 
inputs, knowledge, financial services, markets and 
opportunities for value addition and non-farm 
employment  

4. By 2030, ensure sustainable food production 
systems and implement resilient agricultural 
practices that increase productivity and production, 
that help maintain ecosystems, that strengthen 
capacity for adaptation to climate change, extreme 
weather, drought, flooding and other disasters and 
that progressively improve land and soil quality 

5. By 2020, maintain the genetic diversity of seeds, 
cultivated plants and farmed and domesticated 
animals and their related wild species, including 

1. Sustain per capita economic growth in accordance 
with national circumstances and, in particular, at 
least 7 per cent gross domestic product growth per 
annum in the least developed countries  

2. Achieve higher levels of economic productivity 
through diversification, technological upgrading and 
innovation, including through a focus on high-value 
added and labour-intensive sectors 

3. Promote development-oriented policies that support 
productive activities, decent job creation, 
entrepreneurship, creativity and innovation, and 
encourage the formalization and growth of micro-, 
small- and medium-sized enterprises, including 
through access to financial services 

4. Improve progressively, through 2030, global resource 
efficiency in consumption and production and 
endeavour to decouple economic growth from 
environmental degradation, in accordance with the 
10-year framework of programmes on sustainable 
consumption and production, with developed 
countries taking the lead  

5. By 2030, achieve full and productive employment 
and decent work for all women and men, including 
for young people and persons with disabilities, and 
equal pay for work of equal value  

6. By 2020, substantially reduce the proportion of youth 
not in employment, education or training  

                                                           
3 United Nations, Transforming our world: the 2030 Agenda for Sustainable Development 
https://sustainabledevelopment.un.org/post2015/transformingourworld (last accessed 15 July 2017) 
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through soundly managed and diversified seed and 
plant banks at the national, regional and 
international levels, and promote access to and fair 
and equitable sharing of benefits arising from the 
utilization of genetic resources and associated 
traditional knowledge, as internationally agreed 

7. Take immediate and effective measures to eradicate 
forced labour, end modern slavery and human 
trafficking and secure the prohibition and 
elimination of the worst forms of child labour, 
including recruitment and use of child soldiers, and 
by 2025 end child labour in all its forms 

8. Protect labour rights and promote safe and secure 
working environments for all workers, including 
migrant workers, in particular women migrants, and 
those in precarious employment  

9. By 2030, devise and implement policies to promote 
sustainable tourism that creates jobs and promotes 
local culture and products  

10. Strengthen the capacity of domestic financial 
institutions to encourage and expand access to 
banking, insurance and financial services for all 

Source: Adapted from Sustainable Development Knowledge Platform: https://sustainabledevelopment.un.org/   
(accessed 25 July 2017) 

The multi-dimensional and global nature of the SDGs means that achieving these goals is a complex 
problem.  Development effectiveness will depend on patterns of behaviour which emerge through 
the interaction of many actors, and evolve over time.  In situations such as these which involve 
complex relationships, outcomes may be stable and repeat for a period of time but may then change 
in ways which are unpredictable in advance. Therefore guidance on contemporary problems based 
on historical examples are unlikely to offer adequate solutions (Kurtz & Snowden, 2003). Complex 
problems stand in contrast to complicated problems, which often require a high degree of 
coordination of multiple actors or specialized expertise, but for which outcomes are predictable.  
With sufficient time and the right resources, complicated problems can be solved.  In complex 
problems, expertise can contribute but is insufficient to ensure success.   

b. Power 

While this short section cannot do justice to the theoretical debates on power, Fuchs & Lederer 
(2007) provide a useful framework for assessing business power, based on instrumental, structural 
and discursive elements.  Instrumental power is relational and causal; the ‘power over’ other actors, 
such as through business lobbying.  Structural power is determined by the economic structures of 
capitalism and means that business has influence even before lobbying begins.  As a result of 
structural power, for example, a government may refrain from adopting new environmental or tax 
policies, fearing businesses will divest.  Discursive power is the power of ideas and norms, which 
shape the framing of problems and potential solutions.  Another distinction in the forms of power 
contrasts ‘power over’ and ‘power with’.  ‘Power over’ is understood as a controlling force, which 
requires checks and balances.  However, collectivists also understand power as a constructive force.  
‘Power with’ involves aggregating resources for the collective good (Moore, 2005). 

Relevant to ideas about power is the notion of ‘space’. Policy spaces are arenas where power and 
influence are exercised; the moments and opportunities where different actors and interests 
interact.  The boundaries of these spaces, the terms of engagement, and who is included and 
excluded are defined as the result of past actions and in turn shape future arenas for interaction 
(Cornwall, 2002).  Spaces may be ‘closed’ where decisions are made amongst elites behind closed 
doors, with limited involvement and often limited transparency and accountability; ‘invited’ with 
more open participation in which authorities invite others to participate on a regularised or 
temporal basis; or ‘claimed’ in which less powerful actors create spaces for themselves (Gaventa, 
2006).   
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c. ‘State’ and ‘business’  

There are multiple and contending views of what the state is and how it exercises influence, just as 
there are divergent views of business (Haggard, Maxfield, & Schneider, 1997).  In this paper, the 
state can be understood as a collection of actors with the legal mandate to represent a population 
within a defined geography.  The boundary may be local, sub-national or national, although the main 
focus of this paper is the national level.  Although embedded in society, the state is an actor in its 
own right, which shapes social, political and economic processes (Evans, Rueschemeyer, & Skocpol, 
1985). The state includes multiple ministries, agencies, civil servants and politicians; ‘state managers’ 
each with their distinctive interests and capacities (Jessop, 2001).  However, the state is also the 
political organisation that persists beyond any particular individual or administration.  The basis of 
state legitimacy and authority may be rational (legal), traditional or charismatic (Weber, 1978); and 
this legitimacy and authority will influence the ways in which states engage with businesses.     

If the ‘state’ has political authority, then ‘business’ has economic authority.  Business makes choices 
about technology, the structure of work and the allocation of resources which cannot easily be 
mandated, even in authoritarian states (Lindblom, 1977). Like the state, business is embedded in 
social networks and institutions, including through the policies of the state (Granovetter, 1985). 
Haggard et al. (1997) conceptualise business based on factors that shape its power and preferences: 
as capital, sector, firm, association or network (Table 2).  This analysis reminds us that business is 
heterogeneous, ranging from large global companies to individual entrepreneurs, across agriculture, 
industry and services, and varying in its capacity to negotiate with the state.   

Table 2: Theories of Business  

Conceptualisation Features  
Business as 
‘capital’ 

 Structural power of business 
 All businesses share the same interests. 
 Capital ‘votes twice’: through lobbying, and deciding on investment. 
 The state is constrained by private control of investment resources; 

however, this can be positive where it constrains a predatory state. 
Business as 
‘sector’ 

 Structural power of business 
 Characteristics of sectors (factor intensity, degree of industrial 

concentration) shape business preferences. 
 Sector composition and representation in the political system affect 

state-business relations. 
 Contending interests of different sectors constrain the state. 

Business as ‘firm’  Structural power of business. 
 Firm size (concentration) and diversity (conglomeration) affect both 

preferences and leverage of business. 
 Multi-sector conglomerates have diverse interests and may support 

changing policy priorities. 
 Ownership and how firms acquire capital (family, foreign, 

shareholder) may also be important. 
Business as 
‘association’ 

 Instrumental power of business. 
 Business associations matter: if a small number of businesses with 

large economic weight organise, their power is great.   
 Associations aggregate and intermediate business interests. 
 Associations can be rent-seeking but ‘encompassing multi-sectoral 

associations’ can limit pursuit of particularistic interests. 
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Business as 
‘network’ 

 Influence of individual managers and owners through personal 
connections, shared world views and overlapping roles. 

 Repeated interaction leads to trust and cooperation, but no 
guarantee of ‘good’ policy. 

 Networks between business and government can represent 
clientelism. 

Source: Adapted from Ayele et al. (2016:22); based on Haggard et al. (1997) 

d. State-business relations 

State-business relations refers to the ongoing exchange between political and economic authorities 
which influence and constrain each other.  Through this ‘mutual adjustment amongst authorities’ 
(Lindblom, 1977:175), public affairs (decisions that affect society) are determined.  State-business 
relations are characterised by a structured process of negotiation shaped by the relative power and 
interests of the state and business actors involved (Ayele et al., 2016).  At the extremes of this realm 
of negotiation (Figure 1) we find co-optation, capture, collusion and conflict.  For example, actors 
with relatively equal power and shared interests (top right corner) may engage in close interaction 
through practical solution-seeking (collaboration), or may co-operate at the expense of wider 
societal interests (collusion) (Sen, 2015).  These are both manifestations of the ‘power with’. 
Collusion between state and business is likely to arise when elites calculate their interests to be best 
served by rent-seeking and the exchange of favours (e.g. state protection, subsidies, bribes) in order 
to redistribute wealth to themselves; rather than through longer-term cooperation towards the 
common good (Olson, 1982; Sen, 2015). In the opposite corner, where there are great disparities in 
power, negotiation occurs between highly unequal agents (Manor, 1991) such that business may 
capture the state; shaping emerging policies and regulations to their own benefit.  Unlike corruption, 
which involves entities (often companies) paying bribes to officials to influence how existing laws are 
implemented with respect to the bribe payer, to the personal benefit of bureaucrats or politicians; 
capture involves efforts to influence how laws are formed (Hellman & Kaufmann, 2001). The inverse 
of state capture would be a predatory state that controls business (bottom left). These outcomes are 
both manifestations of ‘power over’.  

Figure 1: The realm of negotiation 

 

Source: Ayele et al. (2016) 
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Between the extremes of capture, collaboration or collusion is the realm where state and business 
interests are different, although not incompatible, and there is some balance of power (without 
suggesting that this balance is ‘equal’).  Negotiation and the exchange of ideas is necessary because 
each actor requires something from the other to achieve its goals. Through these interactions, new 
outcomes emerge, including new policies and new investments, as well as new and common 
understandings of interests, problems and potential solutions. 

 

3. Literature review 

The appropriate roles of state and market, and how, if at all, states should intervene in markets are 
central development debates.  State-led development has its intellectual origins in post-war 
Keynesian economics, along with the analysis which underpins structuralism and dependency 
theory.  These theories sought to explain underdevelopment based on unequal relations that favour 
the industrial powers at the centre of the capitalist world economy over the underdeveloped 
agricultural periphery.  State intervention was deemed necessary to support industrial development 
through policies which included import substitution to reduce foreign dependency and the 
protection of domestic manufacturing industries from outside competition.  

The subsequent emphasis on the market was a reaction to the perceived failure of this state-led 
approach.  Grounded in neo-liberal economics, the conclusion was that the bounded rationality of 
state managers means that state involvement in the economy has unintended consequences, 
undermining policy objectives and leading to an inefficient and sub-optimal allocation of resources.  
Subsidies and protections insulate private actors from market competition and the incentive to 
invest productively and to innovate, creating instead vested interests and rent-seeking (Krueger, 
1974). Since rents are derived from a company’s relationship with the government rather than 
through market forces, rent-seekers will waste resources in pursuit of these rents, reducing 
efficiency and aggregate income in the economy (Ellis, 2010; Olson, 1982). Free markets, in contrast, 
generate important information that is used by individual profit-maximising enterprises to efficiently 
allocate resources, with competition driving investment in innovation, productivity and growth.  
Although markets rarely, if ever, operate under conditions of perfect efficiency, the role of the state 
is to address market failures, in what has been referred to as ‘regulatory capitalism’ (Braithwaite, 
2005). 

New tensions arose in this development debate as the real world experiences of countries such as 
Japan, South Korea, and Taiwan failed to conform to the expectations of either statists or liberal 
economists.  The analysis of the experience of these countries led to the ‘developmental state’ 
thesis.  Its central proposition is that in late-industrialising states, free markets are insufficient to 
create development and the state itself plays a key role in the drive towards industrialisation 
(Johnson, 1982). State managers within a powerful and talented bureaucracy are uniquely able to 
take a long-term view in planning the economy independent of the short-term interests of different 
sectors of society (e.g. business or labour), setting industrial policy and supporting new industries 
towards competitiveness, growth and development.  The actions of a developmental state contrast 
with both the hand-off regulatory state, and a ‘hands on’ predatory state. Tied closely to these 
efforts to account for the East Asian growth story, the emerging research offered insights into 
interactions between state and business in support of this growth, which was later complemented 
by efforts to isolate the factors which support ‘effective’ state–business relations in a broader 
context, particularly in sub-Saharan Africa and South Asia.   
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State-business relations in developmental states 

Evans (1995), in his influential work on ‘embedded autonomy’ identifies two characteristics of the 
developmental state model in East Asia that he defines as crucial to success.  These are bureaucrats 
embedded in a web of ties with society, providing channels for continual interaction and 
negotiation, and a bureaucracy that is sufficiently autonomous to protect the state from capture.  An 
empowered coordination agency can also enable governments to engage with the private sector in a 
way that favours more effective policy-making in support of economic transformation. Through this 
embedded autonomy, the state supports groups, notably business groups and capitalists that share 
its vision, to overcome collective action problems. The emphasis is on multiple, isolated successes 
within insulated parts of the government collaborating with business through a dense network of 
ties, leading to rapid and effective policy implementation.  Elements posited as vital to the 
emergence of a developmental state within Asia (and later beyond, in countries such as Botswana, 
Mauritius, Chile and Costa Rica) include the state’s ability and determination to work with the 
private sector along with an often symbiotic relationship between (at least some) state agencies and 
key industries; a shared vision and elite consensus on the importance of building a national state and 
economy, which may be spurred on by disruptions in the traditional order; legitimacy derived from 
leadership oriented towards development; and state power to co-ordinate the private sector with 
the aim of achieving growth (Ansu, Booth, Kelsall, & Te Velde, 2016; Castells, 1992; Leftwich, 2000; 
Routley, 2012). 

Of course, through the embeddedness of the state and business, there is an inherent risk of collusion 
or state capture.  Factors that have been identified as encouraging ‘developmental’ coalitions rather 
than collusive ‘distributional coalitions’ (Olson, 1982; Sen, 2015) include encompassing multi-
sectoral firms or business associations; economies where leading productive sectors have low 
barriers to entry, are labour-intensive and are vulnerable to market fluctuations; the autonomy of 
state managers; and state-business networks based on formal structures that are open, transparent 
and competitive (Brautigam, Rakner, & Taylor, 2002; Haggard et al., 1997; Schneider & Maxfield, 
1997).  The countervailing organisation of other social groups, such as labour or environmental 
groups, and their access to policy processes and resources may also inhibit collusion and rent-
seeking (Schneider & Maxfield, 1997). 

Defining ‘development’ in the developmental states 

The notion of ‘development’ in the developmental state theory refers primarily to economic 
performance, notably growth and specific aspects that have consequences for growth including 
investment in technological improvement, human capital development, firm productivity, industrial 
transformation and export expansion (Brautigam, et al., 2002; Schneider and Maxfield, 1997; Evans, 
2008).  While inclusive growth that generates jobs and increases incomes or achieves wider policy 
goals such as poverty reduction, taxation, transparency and accountability are sometimes described 
as intentions or outcomes of developmental states (Sen 2015), the empirical evidence is very heavily 
weighted towards economic performance.  Routley (2012) notes that in the East Asian 
developmental states, growth has often been accompanied by a legitimacy resting on improvements 
in standards of living for a broad cross section of society, but that within the literature, 
developmental states have mostly been associated with growth.  The empirical evidence also points 
to growth in developmental states failing to deliver broader social advancement.  Brazil in the 1980s 
and 1990s, for example, achieved industrial transformation in some key sectors but failed to 
promote overall social and regional equality (Schneider, 2015). Botswana’s economic growth has run 
far in advance of its achievements in terms of the Human Development Index (Meyns, 2010).  
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The nature of the development sought and achieved by these historical cases of developmental 
states has implications for their relevance as models of development in the contemporary world.  
First, the developmental states have been associated with authoritarian regimes.  This is problematic 
if ‘development’ is understood in a broader sense than economic growth or even physical well-
being, since the ideal of the developmental state glosses over social injustices and political 
repression, and sees the power and interests of state and business often superseding civil rights. It is 
also problematic as the contemporary context sees a shift towards more democratic forms of 
government, changing the conditions for sustaining state-business collaboration as it brings others, 
notably labour and politicians, into scope, requiring a broader-based coalition, making negotiations 
more complex and raising distributional issues (Routley, 2012).  That said, while the most sweeping 
reforms towards economic development have been achieved by authoritarian regimes able to 
suppress opposition – Korea, Taiwan, Chile and Turkey; authoritarianism does not guarantee the 
presence of these characteristics.  Authoritarian states have also been affected by networks of 
patronage (Zambia) and political interference (Brazil in the 1970s and 1980s), while there are 
examples of democracies with successful records of macroeconomic management (Colombia, Sri 
Lanka) (Haggard & Kaufman, 1992).  Conaghan (1992) points to the potential for the democratisation 
process to support collaborations between business actors who oppose authoritarian leaders and 
opposition politicians. Factors that may influence the capacity for effective state-business relations 
within democracies include leaders, elites and coalitions exercising the ‘right’ sort of agency and 
ideology, along with the evolution of public opinion and multi-party consensus in favour of growth-
oriented policies (Haggard & Kaufman, 1992; Leftwich, 2010). 

Second, even where the definition of development is taken to be primarily economic, the conditions 
for economic development today are vastly removed from those experienced by the early 
developmental states.  Globalisation has led to the fragmentation of production alongside deep 
interconnections across economies.  More significantly, perhaps, there has been a decline in the 
industrial economy that is so integral to the story of East Asian development.  In the 21st century, 
developing countries are exhausting industrialization opportunities sooner and at lower levels of 
income than early industrializers (Rodrik, 2016), and manufacturing employs a declining percentage 
of the population.  Services sectors have become more important, although bifurcated between 
highly-rewarded business and financial services and poorly-rewarded personal service sectors. These 
trends affect the relevance of state-business relations in development, as explained by Evans (2008: 
6) in his work on the ‘21st century developmental state’. 

‘In short, viewing shifts in the historical character of economic growth through the lens of 
modern development theory suggests that state capacity will have an even greater role to 
play in societal success in the coming century than it did in the last century. But, it also 
suggests that the specific kind of “embeddedness” or “state-society synergy” that was 
crucial to 20th century success – dense networks of ties connecting the state to industrial 
elites – will have to be replaced by much broader, much more “bottom up” set of state 
society ties to secure developmental success in the current century.’  

According to Evans, our contemporary context requires a particular type of developmental state, 
which can manage economies that generate intangible assets (ideas, skills, and networks), rather 
than physical assets like machinery to produce industrial goods. Growth is no longer the driver of 
human development, but rather human development is what drives growth.  Growth policy, social 
policy and welfare policy are therefore inextricably intertwined (Evans, 2014). Engaging societal 
actors in these policies is crucial since information must be gathered from these diffuse 
constituencies or the state is likely to invest poorly.  Engaging citizens means actively involving them 
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in developing the public goods and services of consequence to their development in what Ostrom 
(1996) had earlier referred to as ‘coproduction’.  These processes may initially be time-consuming 
but promise greater longer-term returns.  

In a 21st century development state, what role then for business-state relations alongside other 
societal actors?  Ostrom does not draw a significant distinction between business and broader civil 
society in her discussion of coproduction between the state and citizen, with references to both the 
private sector and civil society. On the other hand, Evans (2008) finds that dense business-state ties 
pose a potential impediment to the 21st century developmental state since capability enhancement 
provides more social than private returns, leaving public and private interests misaligned.  Overall, 
however, there is a lack of evidence which explores whether and how the embeddedness of both 
business and other sectors such as labour and civil society may support development, particularly 
where development is defined more broadly than economic growth.  What types of institutional 
arrangements may support coproduction and capability enhancement in general, and then what is 
the role of business within these arrangements? 

‘Effective state–business relations’ and the developmental state in Africa 

A key critique of the developmental state thesis was that it lacked applicability outside the particular 
circumstances which held sway in a small number of East Asian states in the decades leading up to 
the 1990s. These conditions included professional and highly-trained government bureaucracies 
insulated from interest group pressures, and a relatively weak capitalist elite (Evans, 2008; 
Schneider, 2015).  By focusing on these few East Asian examples, failures and lessons from other 
states which may be more relevant to current developing countries in other parts of Asia or sub-
Saharan Africa were said to have been ignored (Hayashi, 2010).   

In the last decade, new research has explored empirically the experience of state-business relations 
in developing countries outside East Asia. This ‘effective state-business relations’ research, while 
updating the context, continues to focus on the role of close state-business ties in reducing policy 
uncertainty, supporting information exchange, establishing trust and credibility between public and 
private actors, raising the rate of productive investment, boosting productivity at the industry and 
firm levels and ultimately bringing about economic growth and structural transformation (Cali, 
Mitra, & Purohit, 2011; Cali & Sen, 2011; Lemma & Te Velde, 2015; Qureshi & Te Velde, 2007). While 
state-business relations support growth-oriented policy implementation and provide an incentive for 
private investment, other benefits include strong checks and balances on government policies, tax 
and expenditure, ensuring that taxation and public goods are appropriate and good quality 
(Schneider & Maxfield 1997; Sen, 2015; Unsworth 2010).  

This body of work identifies a number of formal characteristics of state-business relations that 
contribute to ‘effectiveness’: private sector organisation vis-à-vis the public sector (e.g. through an 
umbrella business organisation), public sector organisation to offer credible commitment in support 
of the private sector (e.g. an investment promotion agency), regularised interactions (e.g. a formal 
public-private dialogue) with information sharing, consultation, coordination and reciprocity, and 
mechanisms to avoid harmful collusion, such as a competition policy.  Testing these characteristics in 
19 sub-Saharan African countries (Sen & Te Velde, 2009), and in 15 states of India (Cali et al., 2011; 
Cali & Sen, 2011), the authors conclude that state-business relations significantly explain economic 
growth. Cali & Sen (ibid, p. 1543) add that this explanatory power is greater than any other 
conventional growth determinant (such as geography or access to the sea). Studies from Ghana, 
Mauritius, South Africa and Zambia find that formal consultative forums performed multiple 
functions, including enabling businesses to transparently influence government budget decisions (Te 
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Velde & Leftwich, 2010). Approaching these issues from the firm perspective, Qureshi & Te Velde 
(2013) find that firm membership in a business association enhances productivity by 25-35 per cent 
(ibid, p. 925), and that organised state-business relations improve a country’s investment climate 
and labour productivity.  

However, other studies have drawn different conclusions. For example, drawing on survey data from 
171 local firms in Kenya, Tanzania and Zambia, Charles, Jeppesen, Kamau, & Kragelund (2017) found 
that a significant number of firms did not participate in business associations, or went with more 
than one association, splitting and weakening their voices and engagement with governments. They 
highlight instead the ongoing importance of informal relations and emphasise the need to explore 
the linkages and dynamics between formal and informal SBRs further. Schneider (2015) in his study 
of Brazil highlights the central role of state-owned enterprises played in investing in human capital 
development and generating jobs that made use of these skilled workers towards industrial 
transformation and technological improvement in sectors such as steel, automobiles, mining, 
ethanol and aircraft manufacturing.  State-owned enterprises effectively internalised reciprocity, by-
passing the need for state-business collaboration. Taylor (2012) also suggests that statistical 
measures may overstate the roles of business associations.  

Indeed, much of what really lies behind ‘good’ state-business relations may not be formal or 
measurable. Researchers from the Centre for the Future State4 investigated these issues through 
case study analysis in Brazil, China, Egypt, Indonesia and Vietnam. Abdel-Latif & Schmitz (2010), for 
example, found that informal relationships (social networks with common social roots and 
professional backgrounds) facilitated effective public-private relationships that played a role in 
raising investment and economic growth in Egypt. Common social or professional roots facilitated 
the coming together of public and private actors and the development of a shared problem analysis. 
Provided that interactions took place in settings that minimise opportunities for corruption and 
patronage, and maximise inclusiveness, with strong monitoring agencies including a free media, they 
were not necessarily collusive.  In addition, where relationships are developed with more organised 
industrial sectors, rather than individual companies, the risk of collusion between individual public 
and private sector actors is diminished, and benefits are more likely to reach a whole sector and 
promote its growth.  Moore & Schmitz (2008) reach similar conclusions from their study of China in 
the 1970s and 1980s when ‘relationship-based’ informal mechanisms were used to provide 
assurances to investors. While these studies are sensitive to the risk of collusion and crony-
capitalism, they emphasise the importance of understanding how state-business relations work in 
practice, and that regulatory reforms that stress formal arm’s length relationships between business 
and the state in weak governance environments may undermine more effective informal interaction.  
The emphasis is on the function and practice of state-business relations rather than particular 
institutional forms (ESID, 2014; Sen, 2015).  At the same time, while informal relationships can be of 
great importance for short-term growth, sustaining growth over time is likely to require more rules-
based governance (Unsworth, 2010).   

From growth acceleration to growth maintenance 

Researchers at the Effective States and Inclusive Development Research Centre (ESID) have picked 
up where these earlier studies left off.  While continuing to focus on development as economic 
growth, they move the lens of analysis from relationships that can kick-start growth (growth 
acceleration), to what is needed for growth to be maintained.  In contrast to Unsworth (2010) which 
predicts that growth maintenance requires a rules-based institutional environment, they argue that 

                                                           
4 www2.ids.ac.uk/futurestate/ (accessed 15 September 2016) 
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in developing countries there are rules, but a wide chasm between formal and legal institutions and 
what actually happens, for which they use the term ‘deals’ (Pritchett & Werker, 2013). Deals are 
negotiated and are selectively enforced.  Moving from growth acceleration to growth maintenance 
does not require a move from deals to rules, but rather from one type of deal to another.  Growth 
acceleration is supported by a movement from ‘disordered’ to ‘ordered deals’ through the type of 
repeated personalised interactions familiar in the concept of the developmental state; growth 
maintenance requires a shift from ‘closed’ to ‘open deals’ (Figure 2).  Open deals are widely available 
to all investors, bringing diversity, competition and innovation, in contrast to closed deals available 
to the few.   

Figure 2: The deals space  

  Closed deals Open deals 

Growth 
acceleration 

Disordered  
deals 

Only those with political 
connections can make deals, 
and even they cannot be 
certain that officials will 
deliver. 

Anyone can make a deal, but 
no-one is certain that officials 
will deliver. 

Ordered 
deals 

Only those with political 
connections can make deals, 
but they can be confident that 
officials will deliver. 

Anyone can make a deal, and 
they can be certain that 
officials will deliver. 

  Growth maintenance 

Source: ESID, 2014 

Studies using this framework have found that institutional rigidity and path dependency have tended 
to undermine long-term growth maintenance. In Ghana, for example, the deals space that has 
emerged from the country’s political settlement contributed to growth but not to structural 
transformation. Changing this deals space in a way that promotes sustained growth will be difficult 
(Osei, Ackah, Domfe, & Danquah, 2015). In Rwanda, the deals space has failed to progress from 
closed disordered to open ordered deals.  Growth maintenance has been achieved, but this has 
come through carefully protected closed deals in strategic nodes of different sectors.  Continued 
disorder in other sectors may threaten long term growth (Behuria & Goodfellow, 2016).  In India, 
economic growth was found to be episodic and prone to collapse, since institutions fail to evolve and 
may even deteriorate (Sen, Kar, & Sahu, 2014).  Overall, barriers to effective state-business relations 
include the lack of a stable political settlement between business and political elites, a large part of 
the business elite situated in high rent and non-competitive sectors, significant fragility and conflict 
prompting capital flight, and corruption.   

Conclusion 

The preceding review suggests a significant degree of consensus regarding the importance of 
effective state-business relations as an explanatory factor in economic development in late-
industrialising countries.  The emergence of collaborative state-business relations seems to be 
rooted in common interests between at least some in the state and some in business, alongside elite 
consensus towards building a national state and economy, and legitimacy derived from these 
achievements. Implicitly as well there is a need for some balance of power and capacity between the 
sectors – with a state able to coordinate the private sector towards growth, and a private sector that 
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can hold the state accountable, e.g. for ensuring that taxation and public goods are appropriate and 
good quality.  Measures that are proposed to encourage collaborative as opposed to collusive 
relations include transparency, media scrutiny and countervailing organisation of other social 
groups. 

There is still much less agreement, however, regarding the specific features of effective state-
business relations.  Are business associations important, and if so, to what end?  What is the role of 
arm’s length state-business relations vs internalised relations through state-owned enterprises? 
What is the role and sequencing of formal vs informal state-business relations?  And, if we agree 
that function matters more than the form of state-business relations, what are these functions and 
how might we recognise them analytically?  How can they be catalogued and characterised?  
Routley (2012: 38 – quoting other authors including Chalmers Johnson and Peter Evans) draw 
attention to the adaptive and trial and error aspects of building developmental states and the need 
for ‘building with the materials to hand’.  She suggests that there is no blueprint for developmental 
states or for state-business relations that can be imported and applied wholesale.  At the same time, 
however, she rejects the notion that all ideas or institutions that originate externally are bound to 
fail. 

Returning to the overarching theme of development effectiveness beyond growth, several of the 
reviewed papers express interest in the experience of developmental states and state-business 
relations in contributing to broader societal outcomes such as inclusive growth, poverty reduction, 
transparency and accountability.  They highlight that the East Asian developmental states have not 
only achieved growth but also improved the material well-being of citizens, and that their 
governments derived legitimacy from so doing.  On the other hand, these achievements often came 
at the expense of civil and political rights and the prioritisation of business interests over those of 
other citizens.  Outside East Asia, economic achievements have often raced ahead of social or equity 
outcomes. Despite the enthusiasm expressed by UN member states for business as a partner in 
delivering the SDGs, these experiences suggest that the role of state-business relations in supporting 
such goals is unclear.  Moreover, any exploration of this question needs to consider the economic 
and political context of the 21st century, taking into account more democratic forms of government5 
and economic trajectories that are much more dependent on services than was the case for the East 
Asian developmental states.  Key questions that arise include: what types of businesses and business 
relationships support the development objectives set out in the SDGs,  in the context of multiple 
other actors (and not only state bureaucrats)? Is there potential for alignment between these actors 
and if so, how is this potential realised? What functions have made these interactions effective in 
different (historical and institutional) contexts?  How do we avoid either conflict or collusion? 
Fundamentally, the challenges involve realising the potential for problem solving and coordination 
(achieving ‘power with’) between multiple actors without ignoring the political and power 
dimensions. 

 

 

                                                           
5 According to Freedom House, the number of electoral democracies in 1989-1990, the earliest year for which 
they provide data, there were 69 countries considered democratic, at least in form.  In the most recent year, 
2015, there were 125 electoral democracies.  The rise in the number of democracies took place mostly in the 
1990s, with the number hovering around 120 since then.  Freedom House Electoral Democracy data, available 
from https://freedomhouse.org/report-types/freedom-world (last accessed 14 August 2017). 
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4. Case studies 

The next two sections explore the development effectiveness of state-business relations with 
respect to the SDGs based on four case studies.  This section first presents the key features of the 
cases, and outcomes achieved in terms of both state-business relations and development objectives.  
In section 5, the aim is to distil key themes from the examination of these cases and what they tell us 
about how patterns of state-business relationships may affect the realisation of the SDGs, in order to 
inform future empirical work. 

The four case studies were originally published by IDS in 2016. They were developed based on 
secondary case material, in order to explore the processes of state-business relations that could be 
observed in each case alongside the relevant development outcomes achieved in each country.  The 
cases were intended to be exploratory, and were selected based on where the team had rich 
contextual knowledge rather than for comparative purposes. They intentionally cover a considerable 
breadth of types of states and economies, levels of development and geographical regions. They 
cover issues of growth, job creation, financial inclusion, food security and nutrition which are 
relevant to the SDGs (particularly SDG 2 and SDG 8); although the cases themselves pre-date the 
development of these goals.  As the cases are drawn from secondary sources, they remain 
incomplete with respect to many of the questions that emerged from the literature review. 
Nevertheless, they make a case for a better and more nuanced understanding of state–business 
relations in development outcomes.  Table 3 provides an overview of the four cases, while a short 
summary of each case follows.  The full cases can be found in the Appendix of the original report 
(Ayele et al., 2016). 

Table 3: Characteristics of the case studies 

 Chile Tanzania India Ethiopia 
Timeline of 
case study 

1990-2006 2009 to present Mid-1980s to 
present 

2001 to present 

Economic 
system6 

Liberal market 
economy 

Strong state 
intervention; 
economic activity 
fragmented 

State dominates; 
political networks 
coordinate 
economic activity 

Strong state 
intervention; 
economic activity 
fragmented 

Political 
system7 

Democracy 
(transition from 
authoritarian) 

Multi-party 
democracy 

Consolidated mass 
democracy 

Single-party 
dominated state 

Level of 
economic 
development8 

High income Low income Lower middle 
income 

Low income 

Human 
Development 
Index rank9 

38 151 131 174 

Public policy 
goal  

Export-oriented 
growth 

Combating 
malnutrition via 
food fortification 

Creation of a more 
inclusive financial 
system 

Economic growth; 
structural 
transformation  

Source: Adapted from Ayele et al (2016) 

                                                           
6 Source: Adapted from Fainshmidt, Judge, Aguilera, & Smith, 2016 
7 Source: Adapted from Ayele et al., 2016 
8 Source: World Bank Country Groups, https://datahelpdesk.worldbank.org/knowledgebase/articles/906519-
world-bank-country-and-lending-groups (last accessed 11 July 2017) 
9 Source: United Nations Development Programme, 2016 
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Case study 1: Export-oriented growth and democratic transition in Chile 

This case study examines two sets of state–business relations that contributed to Chile’s high rate of 
export-oriented growth and increasing trade openness following the return to democracy in the 
1990s. While this was a period when relations were uneasy and trust between the government and 
business was low, a mutual fear of instability – economic and political – opened the door to 
dialogue.  

In the first set of interactions, DIRECON, Chile’s government trade agency, engaged business, 
particularly the peak manufacturing association, SOFOFA, and labour, in trade policy fora and other 
processes through which they received briefings and provided advice on trade negotiations. While 
initially business and labour participated in the same processes, their significantly differing interests 
led to increasingly ineffective engagement and ultimately a shift to labour and business being 
consulted separately. The net effect of these interactions was to create shared knowledge, 
preferences and technical expertise between business and state representatives, as well as personal 
relationships of trust. Labour, on the other hand, saw its influence wane. More recent negotiations 
linked to the Trans-Pacific Partnership (TPP) have opened the way for dispute settlement rules that 
could undermine labour rights by allowing investors to sue the government and demand 
compensation if regulations (e.g. on labour) are enacted that are deemed to violate free trade or 
damage company profitability.  In the second set of interactions, CORFO, Chile’s economic 
development agency, coordinated the upgrading of groups of agro-industry firms, particularly small 
and medium enterprises (SMEs). Through these processes, CORFO supported sectors to reorganise 
production, improve standards and upgrade productive capabilities, leading to improved export 
competitiveness.  

Table 4: Chile exports as a percentage of GDP (1980-2006) 

 

Source: Ayele et al (2016) based on World Bank Indicators 

Overall, these processes supported Chile to maintain political and economic stability, upgrade 
agribusiness and develop a more competitive and outward-looking economy, although weakening 
efforts to build more inclusive policymaking.  More than 50 free trade agreements were rapidly 
negotiated and exports grew from 23 per cent of GDP in the early 1980s to 42 per cent by 2006, 
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including high levels of growth in non-traditional exports.  Agro-industry created jobs in the 
countryside. At the same time, these changes saw a shift to more seasonal and non-unionised jobs in 
the countryside and a loss of landholdings for rural smallholders. Since 1990, poverty has fallen from 
40 per cent to 15 per cent in 2010; however while inequality has also fallen somewhat – from a Gini 
coefficient of 57.3 in 1990 to 50.5 in 2013 – the middle class remains small and inequality stubbornly 
high. 

Case study 2: Food fortification and the nutrition agenda in Tanzania 

This case study examines a state-led multi-stakeholder strategy, where the government in Tanzania 
sought to leverage private sector resources and skills to achieve a public policy goal: enhancing the 
nutrition of the general population. However, the interactions excluded a key class of actors and 
created an outcome that missed its mark.  

Tanzania has enjoyed a strong and steady growth in real gross domestic product (GDP) of 7 per cent 
in the last ten years. However, the country faces a major undernutrition problem, with one of the 
world’s highest rates of chronic undernutrition in children – 42 per cent of children under five are 
stunted and 30 per cent of women are deficient in iron.  The problem is particularly acute among 
people living in rural areas and in lower income groups. The government sought to reduce 
undernutrition via the establishment of the Food Fortification Action Plan, among other initiatives, 
which set regulations to require the food industry in Tanzania to fortify all flour (wheat and maize) 
and locally processed edible oil. The urban and rural poor primarily consume maize flour, and most 
of it (80 per cent) is processed by micro and small mills, while wheat flour produced by large 
domestic companies is purchased by middle and higher income consumers (Table 5).  

Table 5: Market characteristics in Tanzania 

Flour type Type of company Degree of 
concentration 

Target 
population 

Complying with 
fortification 

Wheat flour Large food 
processor 

Concentrated – two 
firms control 94% 

Urban middle 
and high income 

Yes 

Maize flour Micro and small 
mills 

Diffuse – ten firms 
control 5% 

Rural and urban 
poor 

No 

Source: Ayele et al (2016) adapted from Robinson and Nyagaya (2014) 

From the outset, the Fortification Plan was encouraged by international aid donors (particularly the 
World Bank) and designed through a multi-stakeholder process with multiple ministries, 
international donor agencies and large-scale domestic manufacturing firms. It was championed by 
the President and aligned with high-level (national and international) political support for the 
nutrition agenda. However, the ‘multi-sector strategy’ de facto excluded small-scale millers and 
small farmers, as the agenda was set by the ruling party, international agencies and large businesses. 
While these negotiations managed successfully to align the interests of the state with a few large 
domestic manufacturers (wheat producers), the vast majority of small enterprises (maize producers) 
is non-compliant. As of 2015, there was no evidence that maize flour was being fortified and 
available evidence suggests that the poor do not buy fortified wheat products.  

In this case, the results achieved were enhanced business reputations for larger firms in the private 
sector, increased expenditure on the government side, but little or no impact for the poor and the 
informal sector. In essence, the exclusion of the voices of small food producers from the policy 
process meant failure to achieve the final goal of addressing chronic undernutrition. Had these 
actors been brought to the table, or had the nutrition agenda not been set to focus so strongly on 
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industrial food fortification, the aim of improving access to nutritious food would likely have been 
pursued more effectively.  

Case study 3: The creation of a financial inclusion sector in India 

This case study examines the drive for financial inclusion in India, first through self-help groups 
(SHGs), then microfinance institutions (MFIs), and recently, state-driven mass banking programmes. 
SHGs are semi-formal organisations of women, assembled to collectively access formal banking 
services; they emerged in the 1980s and have been supported by state governments and parastatal 
organisations. By the late 2000s, 15 million SHGs, each comprising 10 to 15 women, had been linked 
with banks, borrowing around US$4.5 bn in 2014/15. Commercial MFIs emerged in the early 2000s 
and grew rapidly, thanks to supportive policies, deregulation, a singular policy focus on credit, and 
financial support received from commercial banks, state governments and investors. In the second 
half of the 2000s, MFIs expanded their lending by 61 to 106 per cent each year. Since 2011, the 
Indian central government has launched several mass banking initiatives to bring about universal 
financial service coverage, working particularly through large public banks to extend accounts, 
insurance services, debit cards, and overdrafts. For example, Pradhan Mantri Jan-Dhan Yojana 
(PMJDY – ‘Prime Minister’s People’s Money Scheme’) focuses on making it easier for individuals to 
open bank accounts, access insurance benefits, get debit cards and gain overdraft facilities. 
Described as the largest financial inclusion scheme in the world, PMJDY aims for universal no-frills 
bank account coverage and saw more than 18 million new bank accounts opened in its first week. 

Table 6: Official statistics, PMJDY accounts opened by 10 August 2016 

 
Rural accounts 
(millions) 

Urban accounts 
(millions) 

Total (millions) 
Balance in 
accounts (INR 
billion) 

% zero-balance 
accounts 

Public sector 104.5 80.22 180.68 330.6 24.47 
Regional rural 30.52 5.8 40.9 71.4 21.05 
Private banks 5.2 3.3 8.4 152.4 36.47 
Total 140.49 90.13 230.62 417.2 24.31 
Note: 1 billion INR = approximately US$15 mn. 
Source: Ayele et al (2016) adapted from http://pmjdy.gov.uk/account. 
 

The evolution of financial inclusion programming in India can be read as sequential negotiations 
between an activist state and owners of financial capital about where capital goes, to whom and at 
what price, and thus ultimately the terms on which business contributes towards social policy.  
These relations demonstrate interdependence, with the state needing capital from the financial 
sector to pursue its social policy goals, and the financial sector in turn seeking permissive regulation, 
policy support and public sector funding. The requisite interactions were largely built on informal 
elite networks and a shared broad consensus that financial expansion and hands-off regulation were 
necessary. For many years, the Reserve Bank of India was a key broker in these interactions, and 
only recently central government has asserted more regulatory authority through forceful initiatives 
to speed up financial inclusion. The shared vision that financial access should bring modernity and 
pro-poor growth was a key factor in facilitating the (shape-shifting but consistent) collaborations of 
state and business actors.  

The results of these efforts have included a massive growth of micro-lending in India – from 
US$500m (2005) to US$5.5bn (2010) – a deeper reach by banks and other formal finance 
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institutions, and tens of millions of new accounts (although many remain dormant). However, in 
2010, over-indebtedness and borrower revolts precipitated a repayment crisis in the MFI sector and 
led to snap regulation in Andhra Pradesh, where nearly one third of all MFI credit was located. A lack 
of evidence persists that financial access has ameliorated poverty in India. 

Case study 4: Private commercial farms and public land in Ethiopia 

This case study explores state–business relations in a two-pronged farm commercialisation strategy 
in Ethiopia since the turn of the century: cut flowers, and large-scale food and biofuel crops farming. 
Emulating the ‘developmental state’ approach, the Ethiopian government exerted an active role, 
creating formal institutions and using these to enlist business; the idea of ‘developmentalism’ 
proving malleable enough to accommodate an agriculture-based (rather than industry-based) 
economic development programme. These efforts formed part of longer-term strategy since around 
2001 to transform what was largely subsistence agriculture through commercialisation for national 
economic growth and development. 

State activism and business diplomacy were directed mainly at international businesses, and 
negotiations focused on subsidised access to state-controlled land and various tax incentives in 
exchange for business investment, technology and expertise to produce growth and development. 
Key players in the cut flower sector were the Ethiopian Horticulture Producer Exporters Association 
(EHPEA) on the business side and its public counterpart, the Ethiopian Horticulture Development 
Agency (EHDA). In the case of large commercial farms, interactions were facilitated by the 
Agricultural Investment Land Administration Agency (AILAA), although businesses did not have a 
formal agency through which to engage. Government and businesses negotiated agreements 
individually or through their representative bodies on land leases and investment. Indigenous 
communities, national and international non-governmental organisations, and research 
organisations contested the policy and its execution and shaped and reshaped state–business 
relations. 

State–business relations over commercial farming in Ethiopia produced a vibrant cut flower sector.  
From five farms involved in the production and export of cut flowers in 2003, the sector grew to 
about 100 in 2014. Exports also grew from three tons in 2003/04 to more than 50,000 tons in 
2011/12, generating close to US$1bn in export earnings. Farm sizes are small, often under 500 
hectares, but labour-intensive. From 2007 to 2012, the sector’s employment doubled from 25,000 to 
50,484; 70 per cent of these employees were female.  These jobs were created especially in urban 
and peri-urban areas with acute employment challenges. On the other hand, many of the 400-plus 
large-scale commercial farms licenced to produce food and biofuel crops for export either did not 
start or started at a much smaller scale than planned, leaving vast areas of land remained unutilised. 
In some places the farms displaced communities and rendered them landless, and have been 
accused of contributing to deforestation.  

It is estimated that around 406 large-scale commercial farmlands were leased, occupying 
approximately 1.19 million hectares (some estimates give figures as high as 3 to 3.5 million 
hectares). Eight leases were for more than 25,000 hectares; one was more than 100,000 hectares. 
These large farms have proven unworkable, with perhaps a third of leased farms (and far fewer in 
terms of area) becoming operational while the expected capital, knowledge and expertise has not 
emerged.  It has also been reported that land is being used for speculative purposes, that 
pastoralists and semi-pastoralists have been adversely affected, and that forest lands have been 
cleared and wildlife habitat lost.  
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5. Discussion 

The four cases illustrate the diversity and complexity of state-business relations when viewed 
through the lens of the goals set out in the SDGs, rather than focusing on interest alignment 
between a narrow group of state and business actors to boost productivity and support economic 
growth and structural transformation.  While building trust between state and business might be 
relatively difficult to achieve, but it is not a particularly complex problem.  In contrast, the challenges 
articulated in the SDGs affect and are affected by multiple entities and their relationships with each 
other.  Table 7 synthesises the outcomes observed, from which six themes can be distilled for 
further investigation. 

First, all the cases are found to at least partially contribute to the targets articulated by the SDGs, as 
set out in Section 2.  Stability (Chile), financial inclusion (India), food fortification (Tanzania) and 
agricultural commercialisation (Ethiopia) were supported by the patterns of state-business relations 
identified.  These in turn supported the types of outcomes articulated in the SDGs targets related to 
GDP growth, rising exports and revenues, employment generation and useful goods (fortified foods) 
and services (finance) reaching more people.  These achievements also often came at the expense of 
job quality, environmental degradation, community displacement, social unrest and greater 
inequality, underlining the complexity previously described.   

Second, three broadly distinct processes are identified in terms of the way that state-business 
relations take place which may have implications for the realisation of the SDGs in different 
contexts: policy-directed negotiation (concession-exchange), brokered and strategic network 
negotiations, and embedded network negotiations. In policy-directed negotiation, exemplified by 
Ethiopia, coordination is achieved through a focused bargaining and exchange of resources between 
business and the state.  In cut flower farming in Ethiopia, the government and business negotiated 
an agreement through their representative bodies on land leases and investment.  The government 
aimed at attracting capital, technology and expertise, in support of transforming agriculture through 
commercialisation.  In exchange, the cut flower sector successfully pressed for a five year sector 
strategy, access to land and credit, and coordination of transportation for export. 

In networked negotiations, interactions led to a sharing of information, collective learning and 
consensus about preferences, along with shared policy proposals. These networked negotiations can 
be further sub-divided into embedded and strategic networks (Haggard et al., 1997).  Embedded 
networked negotiations are exemplified by Chile and India.  In India, where the state has 
traditionally taken an active role in the economic order, embedded political networks coordinate the 
economy (Fainshmidt et al., 2016).  The goal of financial inclusion emerged from informal exchanges 
between state and business elites which shared a common vision of modernity including a broad-
based financial sector.  The state was interested in more equitable financial access as a palliative for 
social inequality, while business interests focused on acquiring new clients. In Chile, trust between 
state and business actors in the new democracy was low, but they shared common concerns for 
economic and political stability.  As relationships developed through ongoing negotiations a trade 
policy network emerged.  In both India and Chile, repeated interactions supported cooperation and 
policy consensus. The degree to which this collaboration served the common good remains an open 
question.  From the perspective of the SDGs, the policies have supported economic growth and 
financial inclusion, but not necessarily full and productive employment, decent work for all and an 
end to poverty.   

 



Table 7: Synthesis of case study analysis 

 Chile 
 

Tanzania 
 

India 
 

Ethiopia 
 

SDG outcomes  GDP growth (ave 6.4% in 1990s) 
 Exports rose to 42% by 2006 
 Poverty decline to 15% in 2010 
 Jobs are seasonal and not 

unionized 
 Rise in water and air pollution; 

decline in fish stocks 
 Transfer of land away from 

smallholders 

 Fortification increased but 
focused on wheat and not maize; 
fortified products do not 
generally reach the poorest 

 Inequality in access to nutrient 
rich foods may have been 
exacerbated 

 Micro-credit reached 30 mn 
borrowers and US$5.5 bn by 
2010 

 230 mn no-frill bank accounts 
opened in 2 years to 2016 

 Over-indebtedness and borrower 
revolts led to repayment crisis  in 
2010 

 Impact studies do not show a 
reduction of poverty among 
microfinance clients  

 100 cut flower farms set up by 
2014; generating close to 
US$1bn in export earnings 

 Employment reached 50,484 in 
2012; 70% are women 

 An estimated 406 large-scale 
commercial (food/fuel) farms 
across 1.2 mn ha were leased; 8 
farms of over 25,000 ha 

 Adverse impacts on access to 
land for pastoralists  

 1/3 of large farms operational; 
allegations of land speculation 

 Allegations of deforestation and 
habitat loss 

Process 
outcomes 

 Pre-existing social contacts and 
mutual dependency helped 
overcome mistrust 

 Close network with regularised, 
interactions both structured 
(formal) and informal led to 
economic policy consensus 

 Pluralist policy-making declined 
as labour excluded 

 National food fortification 
alliance – a multi-stakeholder 
platform – brokered by donors 

 Government offers incentives 
and support to private sector to 
meet fortification goals 

 Consensus on action plan, next 
steps and timetable  

 Legislation (2011) made 
fortification of wheat and maize 
flour and edible oil compulsory 

 Informal networks between 
politicians and business elites 

 Ongoing and interdependent 
negotiation between finance 
sector and government  

 State activism 
 State diplomacy with foreign and 

diaspora investors 

State features  Administrations had strong 
mandates 

 CORFO is competent, specialised 
and meritocratic, although not 
well resourced 

 High level political support for 
nutrition, alongside role for 
multiple ministries 

 State lacks resources for full 
enforcement  

 Central government in driving 
seat alongside state-owned 
banks (account for 2/3 of 
banking assets) 

 Reserve Bank of India pushed for 
bank-led model 

 EHDA founded in 2008 to 
provide strategic support to 
industry 

 Ethiopian Investment Agency 
and Ethiopian Revenue and 
Customs reoriented to business 
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 DIRECON is powerful and highly 
competent 

 Lack of transparent enforcement 
of inclusion legislation for banks 

 State seeking legitimacy as 
‘developmental state’; 
committed to sector 
development 

Business 
features 

 SOFOFA accounted for 30% of 
GDP and 80% of industrial capital 

  New skilled, local associations 
(clusters of SMEs) support 
competitiveness rather than 
rent-seeking 

 Negotiation involving large 
domestic flour processors 
(control 94% of market) 

 Low barriers to entry for large 
flour processors near capital, but 
micro and small millers that 
supply poor markets lack 
expertise and are more isolated 

 Engagement right across 
financial sector (private and 
state-owned banks, microfinance 
institutions) 

 Microfinance industry 
representative bodies develop 
standards and codes of conduct 
for self-regulation 

 EHPEA represents 80% of flower 
farmers and exporters; 
promoted competition and 
voiced concerns to government  

 Competition within businesses in 
cut flower sector  

 Large companies (food/fuel 
sector) unorganized 

Features of 
state-business 
interaction 

 Invited space but increasingly 
closed as labour excluded over 
time; civil society excluded  

 Mutual dependency of elites 
based on common need for 
stability  

 Formal bodies, e.g. trade 
councils involving business and 
labour support interaction 

 Informal ‘room next door’ 
process with business and labour  

 Exchange of personnel between 
state and business  

 Relatively open space including 
state, business, civil society and 
academia, brokered by donor 
agencies 

 Micro and small businesses 
excluded  

 Closed space  
 Shared policy consensus in 

support of inclusive financial 
system (towards modernity and 
pro-poor growth) 

 Symbiotic relationship between 
state addressing social exclusion 
and business seeking clients 

 Media attempts to hold decision-
makers to account  

 Social unrest 

 Invited space, led by political 
authority to open negotiations 
with business  

 Civil society and academia 
excluded 

 Historical mistrust between 
business and government 

 New administration in 1991 
changed climate for business and 
state-business relations  

 Public-private consultative forum 
in 2002; led to stronger policy 
dialogue by 2010 

Source: Author’s own based on case studies presented in Ayele et al. (2016)



In Tanzania, in contrast, the networked negotiations are strategic and brokered rather than 
embedded, encouraged by an external actor (international aid donors) and designed through a 
brokered multi-stakeholder process.  The outcomes were relatively positive for improving nutrition 
overall, but have left the poorest behind.  I return to the role of international actors in influencing 
state-business relations below. 

Third, consistent with the thesis of embedded autonomy, an empowered coordination agency to 
support business groups and capitalists that share its vision and overcome collective action problems 
was a feature of the cases dealing primarily with economic policy goals (Chile and Ethiopia).  
DIRECON in Chile and EDHA in Ethiopia were relatively independent and effective, and willing and 
able to work with the private sector. In the case of EHDA, the agency was set up explicitly to provide 
strategic support to the sector, although the relative power of EHDA is unclear from the case 
information. What is perhaps more interesting is the example of the other agency in the Chilean 
case, CORFO.  While CORFO is a competent and highly meritocratic example of a ‘rational 
bureaucracy’ in the Weberian sense, it was not powerful in terms of controlling significant resources 
of its own.  Nevertheless, it was effective because it worked closely with external partners: 
intermediary agents, financial institutions, investment funds, universities and technology centres, 
enhancing its knowledge and expertise to support a process to improve the quality and 
competitiveness of Chile’s exports.  In that sense it was highly embedded, with both a wide range of 
businesses and with non-business actors.        

Fourth, despite mixed findings in the literature regarding the role and importance of business 
associations, the case studies do support the notion that organised and encompassing multi-sectoral 
business associations support development outcomes.  The clearest example is the contrast 
between the cut flower sector and large-scale food and biofuel investors in Ethiopia.  In the cut 
flower sector, the government engaged with flower farmers through their association, EHPEA. In 
addition, the dynamics of the sector itself may also have been a relevant feature.  Growing from four 
to 100 firms of relatively small farms (less than 500 ha) which generated in excess of 50,000 jobs and 
US$1bn in export revenue suggests a labour-intensive and productive sector with low barriers to 
entry, of the type that is predicted to encourage developmental rather than distributional coalitions. 
The outcomes achieved include not only economic growth but also job creation in areas suffering 
from acute employment challenges.  In contrast, the government’s engagement with individual large 
investors from India, the Middle East and the Ethiopian diaspora towards large-scale farm 
investment met with mixed results at best, and large tracts of land reportedly being used for 
speculative purposes.  Although it may be easier to engage a concentrated business sector with only 
a few actors, the Tanzanian case also suggests that finding ways to work with more diffuse sectors 
(e.g. through business associations) can be crucial to achieving development outcomes. 

Fifth, the cases reveal that the spaces or decision-making arenas and forums where interaction took 
place are relatively closed, particularly to social sectors but also to some segments of business. In 
Chile, despite the history of corporatist engagement of the state with business and labour (pre 1970) 
and the process of democratic transition, the trade policy space was relatively closed.  Although this 
space opened temporarily under the first democratic administration, it became more closed as the 
formal and informal connections between SOFOFA and the trade ministry strengthened. In Tanzania, 
while civil society was included, it was the informal and small millers from the maize flour sector 
which lacked access to the policy space, with negative implications for addressing malnutrition.  
Their lack of access is likely to be determined as much by their (lack of) resources as by their (lack of) 
political connections. In Ethiopia’s single party state, business negotiated within an invited space 
from which farming communities, NGOs and research organisations were excluded. Although 
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democracy creates the potential for more complex interactions involving a wider group of actors 
(Schneider & Maxfield, 1997), no strong pattern emerges in terms of more democratic states directly 
creating more space for the inclusion of labour or social sector alongside state-business interactions. 
Democracies are likely to require additional elements such as a consensus across parties and publics 
in favour of developmental policies, and/or the emergence of transformational coalitions across 
sectors. 

Finally, the cases, particularly from Ethiopia and Tanzania, highlight a transnational dimension which 
has not featured prominently in earlier research on effective state-business relations.  Yet in many 
developing countries, state and business actors and their relations are influenced or even mediated 
by international investors, donors, diasporas and advisors. Tanzania, for example, is one of the 
largest recipients of international aid in sub-Saharan Africa. From 2007 to 2011, approximately one-
third of government spending was financed by donor funds (Anyimadu, 2016).  The multi-
stakeholder process in support of food fortification was instigated by the World Bank and other 
donors, with the support of senior government officials.  Donors brokered a relatively open and 
transparent space that brought together government ministries, a range of large local companies, 
representatives from civil society and academia, and international donors in ways that were unlikely 
to have occurred spontaneously, although without the policy outcome intended.  In Ethiopia, the 
main investors were foreign firms; in contrast to the embedded networks involving domestic 
companies in Chile and India. State–business relations, if they ever were, are no longer domestic 
affairs and there are questions to be asked concerning the power and preferences of international 
actors, and the implications for development policy. 

 

6. Future research 

The achievement of the Sustainable Development Goals will depend in part on the ways in which 
states and businesses engage with one another.  Enshrined in SDG 17 is the call for a global 
partnership for sustainable development, with targets for public-private and multi-stakeholder 
partnerships in support of the goals. Recent literature points to the importance of effective state-
business relations in economic growth and structural change, and proposes, although does not 
necessarily achieve consensus on, key ingredients of ‘effective’ collaboration. However, the question 
of how state-business relations contribute to – or potentially undermine – broader development 
outcomes beyond economic growth remains largely unaddressed and certainly unresolved. This 
concluding section proposes a research agenda for building empirical evidence of state-business 
relations and the SDGs, in order to advance both the evidence base and theoretical understanding of 
state–business relations in development.   

The starting point would be the SDGs themselves.  Research focused on SDG 2, for example, would 
explore different levels of attainment in terms of ending hunger, achieving food security and 
improving nutrition, in different political and economic environments.  Research focused on SDG 8 
would explore the attainment of different levels of economic productivity or job quality in particular 
(e.g. labour-intensive) sectors, again in different political and economic environments.   

The research would need to be multi-disciplinary, and involve mixed methods.  It would ideally 
include quantitative surveys on state-business relations and different SDG targets, or on state-
business relations and inclusion or exclusion of other actors from policy processes, learning from 
earlier variable-based research on effective state-business relations.  This work would be able to 
draw on data being collected as part of the SDG global indicator framework, alongside other 
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datasets (e.g. governance, economic).  Through this analysis, new hypotheses can be distilled, and 
relevant or interesting cases for in-depth investigation can be identified: high achieving countries in 
which the processes behind the achievements can be traced, or countries which under- or over-
perform on the SDG targets compared to their peers at a particular level of development or in a 
particular governance context.  Intra-country comparisons (e.g. as in the case of the cut flower 
versus private commercial farm sectors in Ethiopia) are another promising route, since they hold 
many other contextual factors constant.  

Detailed qualitative case studies would involve a detailed mapping and analysis of actors and their 
interactions, employing for example, network mapping and political economy analysis to offer 
insights into factors that contributed to more or less effective relationships and stronger or weaker 
development outcomes.  In this more detailed work it will be important to understand the nature of 
the private sector and of state-business relations in the country and sector(s) in question.  What is 
the nature of the domestic private sector, situating actors (firms, associations) within the economic 
and political structure of the sector?  Who knows whom within business and the state, and what is 
the nature of the spaces through which policies, discourses, decisions and relationships are shaped?  
This analysis requires understanding not only the structure and processes of state-business 
interactions, but the inclusion or exclusion of other societal actors (labour, civil society), as well 
accounting for the international dimension.   

As far as possible, this analysis should include informal as well as formal relations. Although good 
information is hard to obtain, ignoring the existence and importance of informal interactions or 
automatically condemning all informal relationships as collusion risks ignoring much of what may lie 
behind the outcomes observed. The approach poses methodological challenges which may be 
overcome by drawing on methods less familiar to the study of state-business relations, such as 
ethnographic approaches or discourse analysis to understand the motivations or social networks of 
key actors. 

The analysis would seek to resolve questions such as: 

 The relationship between business and the state in relevant sectors: how is this relationship 
shaped, and how does it influence the achievement of targets relevant to the sustainable 
development goal(s) 

 The function of state-business collaboration in the outcomes attained and the institutional 
forms these processes have taken 

 The relationship between particular forms of business (encompassing sector associations or 
competitive sectors), the process of state-business engagement and results in terms of SDG 
targets  

 The involvement or absence of other societal actors (labour, civil society), and how these 
affect the process and effectiveness of state-business engagement, and results in terms of 
SDG targets 

 The involvement or absence of international actors in these processes of state-business 
engagement, their role(s) and their impact on both the processes of state-business and 
societal interaction, and results in terms of SDG targets 

As well as considering these questions in different economic or political contexts, the timescale of 
interactions and outcomes needs also be taken into account.  Effective relationships or networks, 
particularly those involving multiple actors, may take time to develop and to have impact.  However, 
in the context of the complex problems encompassed by the SDGs, these more comprehensive 
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relationships may prove more effective in the long run.  A longitudinal or historical approach would 
therefore be useful as part of or as complementary to the core analysis. 

The challenge of developing adequate frameworks for understanding evolving state-business 
relations in complex (and often informal) development processes is large.  If the body of work on 
effective state-business relations in support of economic growth has not produced clear consensus 
on what is needed to make these relationships effective, the challenge in the case of SDGs is 
multiplied.  While detailed case work will not provide policy blueprints that can be replicated, they 
will stimulate new ways of thinking about interactions across sectors which are relevant in a range of 
other contexts. Given the renewed calls for states and businesses to work together to achieve the 
global goals, the issues and approaches identified in this paper should expectably have a central 
place on the research agenda.  
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