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that facilitate coordination and cooperation
for mutual benefit. Social capital enhances
the benefits of investment in physical and
human capital.
Working_together is easier in a com-
munity blessed with a substantial'stock of

sodakcapital: This-insight turns-eut to have
powerful practical implications for many

issues on the American national agenda—
for how we might overcome the poverty
and violence of South Central Los Angeles,
or revitalize industry in the Rust Belt, or
nurture the fledgling democrades of the
former Soviet empire and the erstwhile
Third World. Before spelling out these im-
plications, however, let me illustrate the
importance of social capital by recounting
aninvestigation that several colleagues and
I have conducted over the last two decades
on the seemingly arcane subject of regional
governunent in Italy.

Lessons from an Italian Experiment

Beginning in 1970, Italians established a
nationwide set of potentially powerful
regional governments. These 20 new in-
stitutions were virtually identical in form,
but the social, economic, political, and cul-
tural contexts in which they were im-
planted differed dramatically, ranging from
the preindustrial to the postindustrial, from
the devoutly Catholic to the ardently Com-
munist, from the inertly feudal to the
frenetically modern. Just as a botanist might
investigate plant development by measur-
ing the growth of genetically identical seeds
sown in different plots, wesought to under-
stand government performance by study-

As we expected, some of the new gov-
ernments proved to be dismal failures—in-
effident, lethargic, and corrupt. Others
have been remarkably successful, however,

creating innovative day care programs and
job-training centers, promoting investment
and economic development, pioneering
‘environmental standards and family
clinics—managing the public’s business ef-
ficiently and satisfying their constituents.
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What could account for these stark dif-
ferences in quality of government? Some
seemingly obvious answers turned out to
be irrelevant. Government organization is
too similar from @on tg_ggon f that to
explain the contrasts in performange. Party

politics or ideclogy makes little difference.
Affluence and-prosperity have no direct
effect. Sodal ili litical ha

or population movements are not the key.
None of these factors is correlated with

goodgovernment as we l-lzd—a'zmupated-

Instead, the best predictoris one that Alexis

deTocqueville might have expected. Strong
= e — Wi

raditions of civic engagement-—yoter t
nout, newspaper readership, membership
in choral sodeties and literary circles, Lions

of a successful region.

Some regions of Italy, such as Emilia-
Romagna and Tuscany, have many active
community organizations. Citizens in these
reglons are engaged by public issues, not
patronage. They trust one another to act
fajrly and obey the law. Leaders in these
communities are relatively honest an
committed to eguahg SocTﬂ and political

not
lly These “civic communities”
value so™lar'ty, givic participation, and *
works.

At the other pole are “uncivic” regions,
like Calabria and Slcxly, aptly characterized
by the French term incivisme. The very con-
ceptof dtizership is stunted there. Engage-
ment in sodal and cultural assodations is
meager. From the point of view of the in-
habitants, public affairs is somebody else’s
business—i notabili, “the bosses,” “the
politicians”—but not theirs. Laws
everyone agrees, are made to be broken, but
fearing others’ lawlessness, everyone de-
mands sterner discipline. Jrapped in these
interlocki “vidious circles, nearly every-
one feels mwerl&—,jﬂated and unhap-

_py. It is hardly surprising that representa-
tive government here is less effective than
in more dvic communities.

The historical roots of the dvic com-
munity are astonishingly deep. Enduring
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like physical capital) becomes depleted if
not used.

Unlike conventional capital, social capi-
tal is a “public good,” that is, it is not the
private property of those who benefit from
it. Like other public goods, from clean air to
safe streets, social capital tends to be under-
provided by private agents. This means
that social capital must often be a by-pro-
duct of other sodial activities. Sodal capital
typially consists in ties, norms, and trust
transferable from one sodal setting to ano-
ther. Members of Florentine choral societies
participate because they like to sing, not
because their participation strengthens the
Tuscan sodial fabric. But it does.

Social Capital and
Economic Development

Sodial capital is coming to be seen as a
vital ingredient in economic development
around the world. Scores of studies of rural
development have shown that a vigorous
network of indigenous grassroots assoda-
tions can be as essential to growth as physi-
cal investment, appropriate technology, or
(that nostrum of neocdlassical economists)
“getting prices right.” Political scientist Eli-
nor Ostrom has explored why some coop-
erative efforts to manage common pool
resources, like grazing grounds and water
supplies, succeed, while others fail. Existing
stocks of social capital are an important part
of the story. Conversely, government inter-
ventions that neglect or undermine this so-
dal infrastructure can go seriously awry.

Studies of the rapidly growing econo-
mies of East Asia almost always emphasize
the importance of dense social networks, so
that these economies are sometimes said to
represent a new brand of “network capita-
lism.” These networks, often based on the
extended family or on close-knit ethnic
communities like the overseas Chinese, fos-
ter trust, lower transaction costs, and speed
information and innovation. Sodal capital
can be transmuted, so to speak, into finan-
cial capital: In novelist Amy Tan's Joy Luck
Club, a group of mah-jong-playing friends
evolves into a joint investment association.
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China’s extraordinary economic growth
over the last decade has depended less on
formal institutions than on guanxi(personal
connections) to underpin contracts and to
channel savings and investment.

Sodal capital, we are discovering, is also
importantin the development of advanced
Western economies. Economic sociologist
Mark Granovetter has pointed out that
economic transactions like contracting or
job searches are more effident when they
are embedded in social networks. It is no
accident that one of the pervasive strata-
gems of ambitious yuppies is “network-
ing.” Studies of highly efficient, highly
flexible “industrial districts” (a term coined
by Alfred Marshall, one of the founders of
modern economics) emphasize networks
of collaboration among workers and small
entrepreneurs. Such concentrations of so-
dal capital, far from being paleo-industrial
anachronisms, fuel ultra-modemn indus-
tries from the high tech of Silicon Valley to
the high fashion of Benetton. Even in
mainstream economics the so~called “new
growth theory” pays more attention to so-
cial structure (the “externalities of human
capital”) than do conventional neoclassical
models. Robert Lucas, a founder of “ration-
al expectations” economics, acknowledges
that “human capital accumulationis a fun-
damentally social activity, involving groups
of people in a way that has no counterpart
in the accumulation of physical capital.”

The sodal capital approach can help us
formulate new strategies for development.
For example, current proposals for streng-
thening market economies and democratic
institutions in the formerly Communist
lands of Eurasia center almost exclusively
ondefidencies in finandal and human cap-

ital (thus calling for loans and technical
.assistance). However, the deficiendes in so-

_gla] capital in these countries are at least as
alarming. Where are the efforts to encour-

age “sodal capital formation”? Exporting
PTAsorKiwanis clubs may seem a bit far-
fetched, but how about patiently recon-
structing those shards of indigenous civic
assodations that have survived decades of

















































































Extendea Fage

WASHINGTON

OFFICE OF THE PRESIDENT

FACSIMILE TRANSMITTAL SHEET

Please deliver t0: L(MJA L&dél’

Fax number: (0?)9" l{’ L)

From: A// MC‘/} HCI’MF(A cﬁ\
Date: /II/[@[‘?L/

Number of pages, including this cover skeet: 2

Message:

If all pages are not received, please call sender at {202) 456-6610.

The document accompanying this Facsimile Transmittal Sheet is intended only for the
use of the individual or entity to whom it is addressed. This message contains
information which may be privileged, confidential, or exempt from disclosure under
applicable law. If the reader of this message is not the intended recipient, or the
employee or agent responsible for delivering the message to the intended recipient,
you are hereby notified that any disclosure, dissemination, copying, or distribution, or
the taking of any action in reliance on the contents of this communications s strictly
prohibited.

FAX.FRM



