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1

A Country That Tamed an Elusive
Challenge

1.1 The elusive challenge of the double incorporation

In the path-breaking, 2010 flagship report, the United Nations Institute
for Social Development (UNRISD) argues that countries “that have suc-
cessfully reduced poverty in relatively short periods of time had purpose-
ful growth-oriented and welfare-enhancing political systems” (UNRISD,
2010: 6). The report stresses the need to combine a rapid expansion of
well-paid formal jobs with a more universal and generous social system.
While this may indeed be desirable, it is unclear that many countries in
the periphery have ever achieved both simultaneously. Under East Asia’s
developmental success, for example, economic growth and structural
change were impressive but the expansion of social programmes inde-
pendent from market participation we address below, was not.

To systematically explore the double process of job creation and
the expansion of social services, we draw on the concepts of market
and social incorporation. Market incorporation refers to people’s par-
ticipation in the cash nexus, which requires the creation of a sufficient
number of formal, well-paid jobs (private and public). Social incorpora-
tion refers to people securing their well-being independently of the cash
nexus. If governments want to increase the well-being of a majority of
the population living in a country, they should promote this double
incorporation simultaneously. However, market and social incorpora-
tion are analytically independent processes that need not take place
hand in hand: countries may secure social incorporation by decoupling
it from people’s participation in the labour market. By the same token,
countries may seek to secure market incorporation as the primary
means for people to individually cope with social risks.
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Let us explain in more detail what we mean by incorporation.
According to the 1913 edition of Webster’s dictionary, incorporation
refers to becoming a member of a larger body already in existence. In
here, we refer to people’s participation over a long period of time in two
key institutions: formal labour markets and public social services. Notice
that our notion of double incorporation is normative: we do not mean
here just any participation in labour markets or any access to social serv-
ices, as the process of urbanization and the creation of markets of social
services such as healthcare and education bring along. Instead, we are
interested in a specific kind of participation, one that succeeds in provid-
ing a “floor” of cash, labour and social protection and services for most.

In using the term incorporation, we are preceded by very fruitful
research - in the social sciences in general and in the study of Latin
America in particular. In their already classic work, Ruth and David
Collier (1991) explain how incorporation, in their case into the political
arena, replaced the repression of the working class as a political actor. As
a result, across Latin America during the first half of the twentieth cen-
tury, this emerging class entered politics. The specific pattern of incor-
poration (state or party-led, whether by traditional, populist or radical
parties), accounted for regime change and had long-term repercussions,
reaching the democratic breakdowns of the 1970s, when exclusion
replaced incorporation.

Luis Reygadas and Fernando Filgueira (2010) borrow the term and
follow the earlier discussion to review recent events. They argue that
Latin America currently faces a second social incorporation crisis and
that new policy efforts are attempting to address it. Both are equivalent
to the first incorporation crisis addressed by Collier and Collier. In the
present day, however, those badly in need of incorporation are not the
working class but the informal and the self-employed. It is precisely
those millions of Latin Americans lacking market and social incorpora-
tion who demand better jobs and minimum services. The wave of left
and left-of-centre political parties replacing right and right-of centre
governments is, they argue, an indication of unattended demands for
social incorporation.

This book discusses Costa Rica’s experience as one of the most success-
ful in securing the double incorporation over the last six decades among
developing countries. Unemployment and underemployment in Costa
Rica were low, the formal sector grew steadily, and universal social pro-
grammes expanded between the 1950s and the early 1980s. By the early
1980s, most Costa Ricans had access to relatively well-paid jobs and to
high quality healthcare, education and pensions (Sandbrook et al., 2007).
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Costa Rica’s case is also relevant because since the 1980s it has experi-
mented growing tensions and struggles to maintain the double incor-
poration. During the last three decades, Costa Rica’s economic policy
regime has experienced contradictory transformations, particularly in
its economic landscape. On the one hand, the country has built more
dynamic comparative advantages. On the other hand, the number of
informal, poorly paid jobs (that is, inappropriate market incorpora-
tion) has expanded rapidly. The social policy regime has remained
more stable in terms of guiding principles and formal design, but the
quality of services has diminished and the presence of private services
has increased. Costa Rica’s overall performance is still more satisfactory
than that of many other developing countries — including those that
embraced neoliberalism more enthusiastically — but sustaining the
country’s past record is proving harder than ever.

How has Costa Rica achieved its unique success in accomplishing
the double incorporation? Why has the social policy regime been more
resilient than the economic regime in recent times? What lessons can
other small developing countries learn from Costa Rica? This book
addresses these questions by looking at the policy regimes adopted
between 1950 and 1980, during Costa Rica’s period of expanding
incorporation (which Solis (1992) and Rovira (2001) addressed as the
“Golden Age”), and examining the changes the country has undergone
during the more recent period we refer to as stagnant incorporation. We
first describe policies from both periods and then explore the underly-
ing factors that determined those policies.

The economic policy regime involves a set of policies and institu-
tions that are relatively stable, influencing the characteristics of the
economic structure and thus the process of market incorporation. An
economic policy regime may be driven by various primary goals (like
growth or distribution) and rely on various funding sources. By social
policy regime we refer to the set of policies and institutions that shape
social incorporation through transfers and services and are relatively
autonomous from people’s participation in the economy. These may
rely on various guiding principles to allocate resources (such as needs
or citizenship); types of programmes (based on transfers or services);
means for services delivery (whether public, private or mixed); levels of
benefits (more or less generous) among others. Policies and institutions
interact in complex ways that may change over time.

In explaining why the Costa Rican state adopted these policies, we
acknowledge the importance of long-term, historical factors and also
the role of democracy. Yet we consider and attach more importance to
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three central conditions. Without these, neither long-term factors nor
a democratic political regime would have resulted in double incorpora-
tion. These factors are: (a) the nature of Costa Rica’s emerging elite and
its changes over time: from a group with a highly unified set of interests
around state expansion to one with growing fragmentation, moving
away from being closely intertwined with the public bureaucracy to
experiencing a growing split; (b) the ideas internationally available
from which domestic elites drew their own agendas; and (c) the role
of policy legacies the period of stagnant incorporation inherited from
the previous period. Below, this introductory chapter fleshes out these
ideas. We start by defining the notions of market and social incorporation
and their contribution to reduced poverty and inequality. In section 1.3
we argue that most developing countries (even successful countries like
South Korea, Taiwan and Singapore in East Asia) have never fully achieved
the double incorporation and in section 1.4 we outline why we consider
Costa Rica an exceptional case. Section 1.5 briefly reviews the literature
on the role of the state in market and social incorporation, arguing
that few studies consider both processes simultaneously and offer our
own explanation of Costa Rica’s trajectory. The chapter concludes with
a brief summary of the rest of the book and a discussion of its main
contributions.

1.2 Income inequality, poverty and the challenge of the
double incorporation

Since the 1980s and until very recently, much of the mainstream lit-
erature on poverty and inequality focused on the need to improve
social conditions through community-based projects and redistribution
policies and did not pay sufficient attention to the labour market. The
Millennium Development Goals, for example, had employment as a
target but not as a primary goal and the literature on multidimensional
poverty has tended to downplay the role of income generation. This is
unfortunate because in any market economy, good jobs do represent
the fastest and most stable way out of poverty. As Alice Amsden puts
it in a provocative 2010 article “A job is a ticket out of misery and
into the middle class... [For example] [i|n all of India’s manufacturing
industries except one (‘machine repair’), the ‘formal’ sector, where paid
employment predominates, is almost three times more productive than
the ‘informal’ sector, where most anti-poverty money goes” (Amsden,
2010: 58). Yet many developing countries have failed to promote
employment-creating growth paths. In many parts of the world the



