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ABSTRACT

The paper focuses on the concept of institutions and their relationship with development in developing countries,
especially in sub-Saharan Africa, in order to understand their specific responses to economic reform and divergent
performances vis-a-vis other developing countries. While the concept of institutions has been increasingly used in the
literature it has lacked explanatory power, with institutions often being reduced to variables in econometric models.
The paper aims at refining the concept in order to highlight the limits of the mainstream conceptual framework and
the economic reforms usually demanded by the multilateral financial institutions, which did not improve the
problematic situation of African States and their integration into the global economy. The first part of the paper
critically reviews the concept of institutions and its uses by the development agencies. The second part proposes an
alternative theoretical framework, which clarifies their nature and transformation, distinguishes different dimensions
and levels of institutions and analyses them in terms of their composition with other existing institutions. The third
part analyses the different dimensions that link the concept of institutions to political economy issues, particularly
through the concepts of State credibility, legitimacy, and the developmental State. The fourth and final part focuses
on the effects of globalisation.

INTRODUCTION

In the development economics literature, the relationship between institutions and development
is a subject of growing interest, in academia as well as in international financial institutions'.
However, theoretical analyses, as well as the reforms prescribed by multilateral financial
agencies, generally rely on neoclassical economic foundations that greatly limit the
understanding of institutional transformation in developing countries, particularly in Sub-
Saharan Africa. Firstly, this paper presents a series of criticisms of the mainstream approach of
the relationship between institutions and economic development. They stem from internal
conceptual flaws, institutions being frequently presented as an adjunct to economic processes
and often reduced to their formal existence and discrete variables in growth models and cross-
country regressions. Secondly, the paper introduces the elements of a theory of institutions in
relation to development that gives a more accurate account of their actual transformation in
developing countries, especially in Sub-Saharan Africa, as well as the recurrent failure of the
reforms demanded by international financial institutions. Institutions are complex phenomena,
the content and form of which must be distinguished. They are path-dependent, interact with

' A preliminary version of this paper has been presented at the African Studies Association Annual Meeting,
Houston, 15-18 November 2001.
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each other, and their meaning and function cannot be understood independently from the
existence of other institutions with which they “compose”. Rather than static ex ante entities,
institutions should be apprehended in the perspective of their “composition” with other existing
institutions in a given setting. One is dealing here with permanent processes of transformation,
the singular outcomes of which emerge only ex post. Moreover, institutions are always shaped
by the power relationships that stem from the local political economy, which are ignored in the
neoclassical approach of institutions and its pivotal concepts of property rights and transaction
costs, or reduced to rent-seeking or interest groups competing on political markets.

Section 1 looks critically at conceptual issues, and discusses the evolution of the concept of
institutions in mainstream theory and international financial agencies. It questions the often
simplistic usage of institutions, for instance their recurrent use as causal variables in
econometric growth equations. Section 2 presents an approach of institutions in terms of
“composition of institutions”, which attempts to overcome the pitfalls of neoclassical
institutional theory, for instance the usual formal-informal duality of institutions. It attempts to
refine their different possible dimensions, in particular their form, content, and dynamic nature.
Section 3 highlights the centrality of political economy in the construction and transformation of
institutions, in particular the role of the State and politics. In contrast with the depoliticized
framework of neoclassical institutional analysis, the section stresses the concept of legitimacy as
an essential dimension of the resilience of institutions. Asian developmental States show that
there is no ex ante and intrinsic developmental outcome that is attached to a specific type of
institution. Economic and developmental performances resulted from particular modes of
composition between institutions - as well as between institutions, on the one hand, and
domestic and international political interests and economic forces, on the other -, which may
disintegrate with changing conditions or be rendered unproductive. Section 4 concludes in
considering the effects of globalisation on institutions, which in developing countries puts them
under stronger constraints of recomposition, and impinges on credibility, fiscal capacity, and
social policies, e.g. State capacities.

L. INSTITUTIONS AND DEVELOPMENT: ANALYTICAL ISSUES
Some evolutions of the concept of institutions in mainstream economics

As is well-known, the narrow general equilibrium version of neoclassical economics does not
provide a theoretical basis for institutions. Markets are seen as exchanges that arise out of the
spontaneous interaction of self-seeking individuals. Goods traded in every market are assumed to
be homogenous, so that prices provide the only information needed to make decisions on
production and purchasing. No individual possesses sufficient market power to affect the market
price. Markets must exist for all goods and services - for now and in the future - so that individuals
can make completely informed rational decisions based on perfect information. Only a Walrasian
auctioneer is required for the economy to reach Pareto optimality. In less extreme versions,
property rights are exchanged and money is needed as a means of payment, which leads to the
minimalist recognition of institutions and the State. The theory of property rights* emphasized
that private property rights were central to economic efficiency, such as individual rights to use,
sell and transform property. Individuals must be free to enter contracts, which must be enforced
through some external guarantor like the State. In addition, while monetary institutions have not
been adequately explained in a general equilibrium framework - reasons for holding money require
an assumption about uncertainty -, there is some recognition that money is needed as a means of

2 Which emerged in the 1960s with the studies of Alchian (1965) and Demsetz (1964).
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payment (Hodgson 1992). This then sets preconditions for a monetary institution like a central
bank, which, like the guarantor for property rights, is to be independent and neutral.

At the macroeconomic level institutions result from the presence of market imperfections and
are designed to correct them, more or less successfully: examples are unemployment insurance,
regulations of firm governance, legal structures, and so on. Their existence plays an essential
role in explaining particular economic performances: for example, the legal structures, or
corporate governance institutions, are generally viewed as key factors in explaining the
differences in the economic performances of Central and Eastern European countries in
transition, or in the effects of the crisis of 1997-98 on the exchange rates of Asian countries
(Blanchard 2000: 39).

At the microeconomic level institutions became important analytical objects, which were
explained through the key concepts of property rights and transaction costs that account for the
existence of firms®. Distribution of wealth does not matter here and if property rights are well-
defined, outcomes will be Pareto efficient’. As Douglass North has explicated, institutions are
constraints that structure political, economic, and social interactions. They consist of informal -
i.e., self-enforcing - constraints (sanctions, taboos, customs, traditions, codes of conduct) and
formal regulations (constitutions, laws, property rights). Institutions take the form of regulations
as well as ethical and behavioural norms, and their major role is to reduce uncertainty by
“establishing a stable (but not necessarily efficient) structure to human interaction” (North 1990:
6). Defined as “rules of the game” shaping the incentives of the players as to how to transact,
institutions have thus been widely analysed in game-theoretic perspectives, focusing on notions
of enforceability in terms of Nash-equilibrium, shared beliefs, and contracts’. There have been
several theoretical proposals that deviated from the neoclassical framework, particularly the
hypotheses of rationality, such as the reflections on conventions or evolutionary theories of
economic change, which placed in the forefront concepts like cognitive routines, technological
innovation and learning’.

The economics of asymmetries of information, with the notions of market failure, have justified
the role of the State and institutions as fully accepted objects within mainstream theory. In the
world of policymaking vis-a-vis the developing countries - and especially the Bretton Woods
institutions - this integration of the State and institutions into the mainstream theory underlying
the framework of their reforms - the so-called “Washington consensus” - gave rise to an
“expanded” version. Beyond the series of the usual prescribed policies (e.g. fiscal discipline,
liberalization, secure property rights), States and institutions are here necessary to the provision
of public goods - and supra-State institutions to the provision of global public goods - such as
macroeconomic stability, as well as to effective and accountable legal, regulatory, and political
institutions’.

The role of institutions has also become prominent with the rise of the political economy of
development. This field of research has burgeoned in the last decade and elaborated a variety of
models of interaction between economic outcomes and governmental structures and policies.
Among recurring topics, the research examines, e.g., the economic consequences of autocracies,
democracies or oligarchic regimes, the role of interest groups, the effects of partisan politics and
of the design of specific institutions - such as parliaments - and their various relationships with

3 Major studies being the seminal paper by Ronald Coase (1937) on the nature of the firm, followed by the work of
Douglass North.

* As critiqued by Stiglitz (2000).

> A detailed synthesis of these perspective is in Aoki (2001).

% As developed by Richard R. Nelson and Sidney G. Winter; Nelson and Winter (1982). For a recent assessment, see
Nelson and Winter (2002).

7 The canonical works being here those of Joseph Stiglitz. After the expression “Washington consensus” was coined
by Williamson (1990), Joseph Stiglitz and Dani Rodrik developed the “post”, “augmented”, or “expanded”
Washington consensus.
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the executive. The effects of political cycles on economic growth®, as well as the links of
economic institutions with political power - e.g. the independence of central banks -, the
political feasibility of reforms’ and their appropriate timing and sequencing, and the problems of
time-consistency, are classic issues in this political economy literature. The latter, however, has
remained a sub-field of economics - of mainstream economics, to be precise — and is based on
methodological individualism and the representative agent'’. It borrows certain ideas from
political science more so than it does the latter’s questions and methods (such as case studies);
political science, for its part, has at the same time become increasingly influenced by the
rational choice framework. The choice of models as preferred analytical tools heavily constrains
the conceptualisation of States and institutions. In mainstream political macroeconomics
institutions are often apprehended in an elementary way, even if the models have become very
complex''. Markets are still the outcome of individual voluntary exchanges, institutions exist to
support them and to correct market failure, and governments design policies aimed at protecting
their interests and rents. These views have permeated the work of development agencies'”.

The consensual approach of institutions in development agencies

One of the specific features of development economics — a feature which is less strategic in
other branches of economics - is its permanent exchanges with international financial
institutions - multilateral or bilateral aid agencies -, which act as producers of concepts. More
than other sub-fields it is both simultaneously and ambiguously positive and normative
(Banerjee 2002: 2). Concepts of development theory circulate - with the help of financial
inducements - between the academic world and these donor agencies, which give them
additional visibility and validity. The concept of institution - in addition to concepts such as
poverty, social capital and others - is one of these. These concepts are intrinsically ambiguous,
as they 1s3imultaneously belong to the theoretical and operational spheres, and hence the political
domain .

In the 1980s, institutions thus entered the field of development mainly via the theoretical prism
of neoclassical economics, as opposed to the non-neoclassical tradition of institutional
economics'®. An increasing number of econometric studies, associated with the construction of
ad hoc databases stemming from the new growth theory, have added institutional variables to
the usual factors of growth - capital, labour, total factor productivity, or technological progress.
Interest in institutions has been given additional impetus through empirical testing.
Simultaneously, institutions have become widely used concepts in donor agencies for both
political and operational reasons, in particular through the notions of “bad governance” and the
“rediscovery” of corruption. These institutional defects became the main reasons for the failure
of the reforms that had been prescribed by the international financial organizations - as well as

8 One reference is Alesina et al. (1997).

? All possible variations can be considered in regard to the influence of interest groups on government policies, e.g.
wars of attrition, preference for status quo, and so on; see, among others, Fernandez and Rodrik (1991).

1% One well-known example being the median-voter theorem.

! The literature is now enormous: syntheses are provided, among others, by Drazen (2000), Persson and Tabellini
(2000), Alesina (1998), Bourguignon and Verdier (2000).

2 For instance the World Bank. As the 2001 World Development Report on institutions and development stated:
“voluntary exchange is needed to develop markets that deliver growth, provide individuals with opportunity and
reduce poverty. Such market exchanges needs to be supported by a wide variety of institutions...Why might
integrated and well functioning markets fail to develop ? Transaction costs play a key role. ...Such costs of business
transactions relate to inadequate information, incomplete definition of rights on income and assets and enforcement
of these rights. They also are imposed by inadequate competition” (World Bank 2001: 1-2).

13 Sindzingre (2002a) on the concept of poverty, and (2002b) on the contribution of international financial institutions
to the production of “truths” in development economics; on the political economy use of the concept of social capital,
see Fine (2001).

" E. g. Thorstein Veblen or Karl Polanyi.
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the issues over which additional conditionalities were attached -, thus allocating the
responsibility of failures to the developing countries and not to the reforms - although it is now
widely recognized that financial liberalization reforms have been the key factors in a significant
number of crises'”.

For developing countries, institutions are now mostly analysed in terms of their contribution to
growth: growth enhancing or diminishing. Likewise, the global crises of the 1990s are often
described as resulting from the “weakness” of legal, regulatory and financial institutions.
Analyses focus not only on the actions of governments but also on the behaviour of firms and
private agents, and on issues of corporate governance, e.g., the rules governing the relationship
between managers and shareholders, which thus extends the pervasive notion of governance,
that itself was previously used to examine economic reforms and their associated conditionality.
The analysis of institutions is also linked to the paradigm of poverty reduction, which, at the end
of the 1990s, had been established as the basis of action and legitimacy by all aid agencies
(Sindzingre 2002a). A consensus has developed that builds around a series of causalities and
shapes a political economy now widely shared by both academics and financial institutions. For
instance, one of the characteristics of the poor is that they are hurt and excluded from markets
and that development is hindered by ineffective institutions - opaque laws, corrupt courts,
biased credit systems, and so on. Institutions are needed to make markets work and this
constitutes a major mechanism for poverty reduction (World Bank 2001).

Institutions, economic reform and endogenous processes

According to this new consensus, economic reforms fail not because they may be inappropriate
but because developing States are often weak: they are either subjected to the pressures of
particular groups and of populist demands or are “captured” by certain groups within the ruling
elite'®. Vested interests, lobbies, and other “cronies” resist reform efforts in order to maintain
access to rents. Hence a strong emphasis is placed on the building or reform of legal systems,
while at the same time altering inefficient rent-creating regulations and State organizations
(Johnson and Shleifer 2001). These reforms are presented as welfare and equity enhancing,
through the dismantling of local institutions that allow small groups to siphon off public
resources: . g. marketing boards, State-owned enterprises, capital-intensive projects (Tanzi and
Davoodi 1997), crony financial firms borrowing on international markets (Wei and Wu 2001) or
speculating on short-term capital flows, and protectionist barriers. In the “post-Washington
consensus” framework, economic reforms are considered to favour development and to be
beneficial for the majority when they weaken traditional institutions that perpetuate social
discrimination, inequality, arbitrary power, and, in this sense, are anti-developmental (Stiglitz
1998).

The underlying model of the political economy of reform uses as a main analytical framework
the distinction between “winners” and “losers”. There is an awareness that reform, e.g.,
liberalization, generates “losers” and “winners”. For instance, liberalization reforms not only
create losers within countries but have extensive consequences for trading partners (Obstfeld
and Taylor 2001: 1). However, the costs of adjustment are postulated to be ephemeral and
necessarily leading to a more efficient allocation of resources. Markets and prices are supposed
to adjust in the medium term. This simplistic dichotomy divides social groups as if they
constituted distinct and exclusive categories, which is unrealistic, especially in developing
countries, where the coexistence of multiple types of allegiances, both traditional and modern, is

' This is shown by Chang et al. (2001) on the case of the Korean crisis of 1997-98; a study of 53 countries found that
78% that had been affected by banking crises between 1980 and 1995 were associated with financial liberalization
periods (Demirguc-Kunt and Detragiache 1999).

' Among many others, see Williamson (1994) on populist policies and Bates and Krueger (1993) on State-capture; a
discussion focused on the effects on inflation is in Desai et al. (2002).
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quite common. Even within the World Bank, there have been debates highlighting the
disagreements on the acceptable size of groups, and the time frame and duration of the negative
consequences of reform (Kanbur 2000).

The design of economic reforms in developing countries, especially in the poorer ones whose
bargaining power and capacities are weak, did not incorporate an understanding of the operation
of local institutions and institutional change. This contributed at times to the reforms’ erosion.
In Sub-Saharan Africa, for example, many civil service reforms of the “first generation” of the
IMF’s financial stabilization programs were aimed at downsizing staff size and wage
expenditures (Lienert and Modi 1997). Fiscal crises combined with investment and operating
expenditure cuts, however, accelerated the dereliction and loss of credibility of public
institutions, especially the judiciary, customs, and internal revenue administrations. In the
1990s, the Bretton Woods institutions recognized that public expenditure contraction had
seriously undermined the already problematic operational capacity of African States'’.

While in theory the second generation of civil service reforms has focused on improving
incentives and upgrading skills (Lienert 1998), in practice it has relied on simple notions of
institutional reorganization, such as creating “enclave” administrations financed and managed
by donors who are caught in the dilemma of prescribing local “ownership” - an oxymoron - and
disbursing their funds rapidly. Given the priority the International Monetary Fund accords to
financial stabilization and capacity to service the debt, “capacity building” has frequently
focused mostly on financial administration and amounts to financing foreign technical
assistance. Reforms focused on technical solutions failed to understand the political economy
issues, i.e. the shifting of rents and political influence that can arise in the wake of
liberalization'®. Moreover, for geopolitical motives international financial institutions have
continued to lend money to regimes with little regard as to whether they have met the former’s
conditionalities' - e. g. fiscal deficit reductions. Irrespective of the validity of their reforms, this
has eroded their credibility and efforts at building institutions in developing countries - e. g,.
judicial courts, investment agencies, and so on.

One dimension of the failure of many economic reforms in Sub-Saharan Africa stems from their
exogenous origins. Institutional change is by nature an endogenous process involving legitimate
institutions™. Institutions are most often built with multiple external elements and exogenous
forces in a permanent process of borrowing and absorption of institutions, in part or in whole
(e.g., democratic elections, labour institutions, religious establishments such as churches). They
may be imposed by force - e.g., by external colonizers, lender conditionality or domestic
government - but their particular arrangements, credibility, degree of acceptance, and rhythms
of development are endogenous and the outcomes of history. In this sense, institutions are
simultaneously the products of historical processes and the flexible, unpredictable, and
contemporaneous adoption of elements of institutions, often from neighbours™'.

Institutions and economic performance: the limits of quantitative approaches

The weakness of the neoclassical approach to institutions becomes apparent when they are used
as explanatory variables in cross-country regressions aimed at understanding variations in

17 For instance, within the Fund, Tanzi (2000a), or Dia (1994) at the World Bank.

'8 This has been the case of many reforms equating “institution building” with the computerization of revenue
collection. Stein et al. (2001) for the case of liberalization in Nigeria.

1 For instance, in Kenya, the Bretton Woods institutions gave 19 adjustment loans between 1979 and 1996, or in
Cote d’Ivoire, 18 loans between 1980 and 1994, or in Pakistan, 22 loans between 1970 and 1997, and again in 2001
after Pakistan joined the US anti-terror campaign (Easterly 2001a: 108).

20 Sperber (1985) for a cognitivist perspective, Aoki (2001) for a game theoretic explanation.

2! This is one of the issues of economic geography - the growth rate of neighboring countries being one of the best
predictor of a particular country growth.
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growth rates. Institutional and political dimensions are here only additional variables to growth
models that have already included physical capital, human capital, and technological progress,
but have been unable to explain the poor performance of some regions - econometric testing
giving often inconsistent and weak results®, partly due to poor statistics, bad econometrics and
problems in specifying measurable proxies for largely pertinent but immeasurable variables.
However, the whole exercise is flawed for theoretical reasons. Firstly, most of the econometrics
has been aimed at verification, not falsification, “proving that the evidence does not contradict
the theory, rather than the evidence proves the theory” (Kenny and Williams 2000: 10). This
arises from a more general problem with the axiomatic approach of neoclassical economics.
Neoclassical economics has a core set of propositions that are not altered in the face of counter
evidence. Some have explained this in terms of I. Lakatos' work on the methodology of
scientific research programmes, which consists of a hard core of irrefutable propositions,
positive heuristics which provide instructions on tools and questions, and finally a protective
belt of theories, empirical conventions and auxiliary hypotheses™. Hard core propositions are
that agents optimise, have preferences and act independently. Institutions and their empirical
proxies play a role as auxiliary hypotheses, positive heuristics focus on how institutions can
improve the operation of markets by reducing opportunism and lowering transaction costs and a
protective belt of empirical observations is given by a loose use of proxies™*.

The underlying conception of institutions allowing for such proxies is simple and equates the
existence of formal institutions - e. g., parliaments, courts, elections, public services, etc. (as,
e.g., units in a database) -, with the internalisation of these institutions in the reasoning of
individuals - e.g., elections being equated with democracy. It also supposes that the meaning
and relevance of a particular institution is fixed regardless of historical trajectories and change,
and that they are identical for all the inhabitants of a given country (but strangely stopping at its
borders), regardless of their social and individual characteristics. These econometric studies

SN 13

consider institutions as discrete, autonomous and separable categories - “rule of law”, “political
stability”, “accountability”, “civil rights”, “ethnic conflicts”, and so on. Hence, they can enter in
causal relationships with other discrete quantities to which they are supposed to be similar, such
as growth, investment, and so on, resulting in causalities of the type: “the rule of law has a
positive relationship with investment”, etc. However, institutions are multidimensional
processes, sometimes “discretisable”, sometimes not, and they are not the quantifiable entities
that constitute the usual objects of economics. This is aggravated by the use of proxies that may
have only very indirect relations with the institutions they are supposed to represent, e.g.,

number of parties, elections, newspapers as proxies of democracy and so on.

Secondly, quantitative approaches suffer from epistemological universalism which implies that
all economies are comparable and affected by the same laws regardless of time or space™. This
interpretation has allowed large scale cross-country regressions that assume a global common
system of causal relationships. However, institutional processes are indeterminate: changes in
conditions can lead to unpredictable behavioural responses. Changes in policies in one situation
that might improve growth may do the very opposite in other cases. Import liberalization might
increase the competitiveness of a manufacturing sector equipped with financial accessibility,
technological capacity, and market opportunities abroad, but permanently destroy the
manufacturing base of an economy which does not have these capacities (Stein 1992).

This raises the general problem of institutional endogeneity. Institutions may be considered not
as causes, but as outcomes, painfully and endogenously built up over time. The lack of in-depth

2 Kenny and Williams (2001) provide an excellent literature review.

2 For example, Weintraub (1985) has interpreted general equilibrium theory in these terms.

2% Such as Clague et al. (1997) on usage of International Country Risk Guide data as proxies for property rights security
which are linked to higher per capita growth rates in their econometric equations; reviews of the flaws of the use of
institutions in growth equations are in Temple (1999), Aron (2000), and Kenny and Williams (2000).

% Kenny and Williams (2001: 14).
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theory of institutions and of their mutual relationships, their links with economic behaviour and
State formation - which is clearly an ambitious task - leads to a permanent problem of levels of
reasoning, from the individual to more aggregate levels and vice-versa. It also makes the
determination of the relevant causalities difficult: e.g., is democracy conducive to growth or
growth conducive to democracy? How does one link factors that are influenced by each other or
influenced by other variables, such as human capital, level of income, accountability,
democratic elections, property rights, rule of law, independent judiciary or regulated financial
institutions, and so on. For instance, with econometric methods, the relationship between
political regimes and average rates of economic growth is inconclusive, although political
stability seems important. “Institutions clearly matter” but no particular institution (Przeworski
et al. 2000).

II. FORMS AND CONTENTS: INSTITUTIONS AS A PROCESS OF COMPOSITION
Formality, norms, and development

Mainstream institutional economics recognizes the indeterminacy of many of its concepts in
terms of economic outcomes. This is the case with the ambiguous dichotomy of formal/informal
institutions. A general problem is that distinctions of institutions based on the degree of
formality are ad hoc explanations. As in labour markets, differences between the formal and
informal constitute a continuum of activities rather than a duality of polar opposites. The
problem of “local” ownership, or internalisation of institutions by individuals, is often analysed
by institutional economics through this distinction, albeit admitting its weak explanatory
capacity. It is erroneous to oppose formal rules and institutions and informal ones, as if the
“informal” level had weaker rules. “Informal” is a misleading term suggesting a lesser degree of
formality, while in fact unwritten rules may be extremely complex and much more compulsory
than “formal” ones.

For institutional economics, regulations and norms, either formal or informal, can have
opposing or congruent goals and values. Equally, contract enforcement follows formal or
informal mechanisms. However, there is obviously a reciprocal influence between formal rules
such as legislation and informal norms (Sunstein 1997: 36), as well as significant variations
between countries in the value attached to legal rights or unwritten rules*®; whether formal or
not, all plainly constitute institutions. In other cases they may be opposed, with the poor
performances of some transitional countries being said to result from the superimposition of
“formal” laws on an existing set of “informal” rules®’. This induces a “transplant” effect
creating institutional dysfunctionality if formal rules contradict or do not complement existing
norms (Berkowitz et al. 2000). The emergence of informal norms may be a response to a
particular market organization: informal mechanisms of contract enforcement such as networks
and reputation in relational contracting may be optimal in settings characterized by incomplete
information and free riding problems, which are recurrent in developing countries®. For
institutional economics, these informal institutions entail inefficiencies: many developing
countries are characterized by repeated transactions within limited spheres of exchange and
networks, within the “limited morality” of communities as contrasted with the “generalized

% A well-known example is the obsession with legal procedure in the US, which is often contrasted with more
implicit rules in Asia.

27 Among others, Stiglitz (1998), Nee (1998), Pistor (1999).

28 E.g. Greif (1989) on the example of the medieval Maghribi traders.
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morality” of the market™; likewise, interlocking contracts within networks are said to be sub-
. 130
optimal™".

The inconclusive character also affects the link with equity and efficiency: the possible
relationships between norms, development, and equity are as diverse as norms themselves.
Development can encourage norms that are efficient and more or less egalitarian, as well as
discriminatory (Young 1998: 821). Norms can reflect the preferences of interest groups’', but
individuals may follow norms from which they derive no benefit, which challenges neoclassical
assumptions on rationality. There may also be a vicious circle between the “exit option” of
individuals from institutions and their steady erosion, which can perpetuate social withdrawal as
institutions are debilitated. Institutions may facilitate collective action as well as reinforce the
status quo. Norms may or may not move towards improving social justice, regulate excesses of
poverty or wealth, and help to reduce inequalities, as well as create discrimination and
exclusion. Social norms may be either opportunities for, or obstacles to, well-being.

Forms and contents of institutions

To understand the economic impact of institutions, one must distinguish institutional forms,
referring to the name and alleged function of an institution - which may be “formal” or
“informal” -, from their “content”, i.e., mental representations, inferences, and emotional states,
and the associated rules of behaviour, obligations and prohibitions, which vary from one
individual to another and change with time. The existence of an institution gives no information
in itself on the nature of the content of a particular institutional form, i.e., the meanings and
values attached to it, the intensity of the rules that it conveys, and the degree of its “penetration”
- “internalisation” - in the minds of individuals. Neoclassical institutional economics
deductively posits the behaviour of individuals from the a priori function of an institution and
uses an ad hoc conception of transactions with no related theory of psychology>. Transactions
are the simple and direct expression of the beliefs of individuals: e.g., if individuals vote, it
means that they have a perfect and complete understanding of democracy. This is obviously not
the case, particularly in developing countries where individuals are exposed to a multiplicity of
beliefs systems. Institutions do not receive a priori content, nor a priori legitimacy. Institutional
innovations are not always relevant and may be ephemeral. They are transformed, or
“processed” by individuals according to their own beliefs, social environment, and history.

At a cognitive level, institutions are, in the first place, mental representations. They do not
constitute concrete and external objects, e.g., public service, democracy, or property rights, even
if these are specified by concrete attributes, distinctive signs, language and procedures.
Therefore, they do not constitute discrete entities or objects which would “cause” other events
or institutions, as the event “p” would cause the event “q”: for instance, democracy, or
accountability, “causes” economic growth, the “intervention of the State” “causes” the
slowdown of growth, multipartisan politics “causes” democracy, or autonomous bureaucracy is
a “cause” of the developmental State. Such conceptions of institutions as concrete objects in
causal sentences, widely used in the cross-country regressions literature, are to be taken only as
metaphors. Institutions constitute meta-levels of mental representations. Institutions are layers
of elements, links or meta-links: some institutions have command over other institutions, their
functioning and interpretation. They constitute the internal content filling other institutional
forms - some institutional forms may be empty or have very different values or economic
outcomes according to the mental representations of the individual dealing with them, or the
external context which limit, circumscribe and specify the functioning and meaning of a given

% Platteau (1994) on traditional societies.

3% Fafchamps (1996) on entrepreneurs in Kenya.

3! This is recognised even in many formal analyses, e.g., Weiss and Fershtman (1998: 815).
32 The results of economic psychology are rarely incorporated in institutional economics.
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institution®. Institutions are individual representations of representations, or representations
providing rules for other representations: e.g., “courts” is a mental representation that
presupposes and provides some rules of action and shapes the representation of “justice”;
likewise, “public service”, or “administration”, presupposes as well as specifies and gives rules

of action vis-a-vis the concept of “State” or “power’™".

Individuals or groups may adopt institutions, e.g., from other countries or societies, without
adopting the “complete” nexus (“package”) of their forms and contents. It is indeed difficult to
adopt the entire package because the various layers of meaning and functions of a given
institution are path dependent and by definition originating from a group or location. Thus,
individuals may integrate only “fragments” of institutions - of their forms and content -; e. g.
sophisticated administrative rules without the value of serving the State, democratic devices
without the same idea of democracy as in the country of origin, a free press but with limited
notions of freedom, an independent central bank or rules defining accountable government
without the same concept of independence or accountability as in Europe or the United States™.
Likewise, a set of rules may be adopted but only applied to a set of individuals - e.g., public
services provided only to the civil servant’s community -, which entirely modifies their content.
Elements of non market institutions may be sold - e.g., security, public education -, and market
exchanges may be reserved to individuals having power or entitlement to it. The modification of
a rule may alter the entire coherence of an institution - as the reforms imposing “cost recovery”
eroded the entire system of public health in Sub-Saharan Africa. Moreover, institutions are
highly diverse social phenomena and are characterized by variable degrees of influence on
individual behaviour. Rules of politeness obviously incorporate a different intensity of
obligation from other conventions, such as driving codes or religious rules™.

The institution of “democracy” is a classic example. In several developing countries, formally
democratic regimes are not at all democratic, and sometimes use the institutions associated with
democracy, like constitutions, to set up perversions of democracy’’. In addition, democratic
regimes have sometimes been associated with poor economic performance, increase in
corruption, and social conflict’®, and cross-country regressions may find negative relationships
between democracy and growth”. As is well-known, authoritarian governments may enjoy high
growth rates and in the poorest countries the strongest institutions may be the least democratic™.
There is no uniform relationship between types of political institutions and a particular level of
development’'. On the other hand, at an analytical level there is a positive relationship between
institutional development and growth - what the Washington consensus calls the “quality” of
institutions. Freedom may be an intrinsic dimension of human development, according to
Amartya Sen (1999). Other studies have found a positive relationship between institutional
accountability and economic performance (Rodrik 1999b). This confirms the importance and
complexity of the question: how to understand the effective content, “intensity”, pervasiveness,
and degree of adhesion to particular institutional rules.

33 For instance, after the WWII, France put in place the ingredients of a developmental State, industrial policy and
empowered technocrats, but these technocrats have been negatively perceived by the citizens. These ingredients have
therefore worked in a different way from facts that could be described with the same words in East Asia. In Africa,
technocrats are sometimes independent from the rest of the civil service: however, this autonomy can be anti-
developmental in making them not accountable.

3* This is one of the key issues of cognitive science, developed in the pioneering work of Sperber (1985).

3% Geography may have some relevance here, the proximity to particular countries and institutions favoring exposure
to these institutions.

36 As analysed in the canonical work by Lewis (1969).

37 Cote d’Ivoire is an example, the government having drafted an entirely ad hoc constitution in order to eliminate a
political opponent.

3% Bardhan (1993), Przeworski (1993); this has, e.g., been the case in Nigeria.

39 Among others, Tavares and Wacziarg (2001).

" In sub-Saharan Africa, the military and the secret services are often the only well-functioning institutions.

*! This is shown by Bratton and Van de Walle (1997) on democratization processes in Sub-Saharan Africa.
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Moreover, in neoclassical institutional economics institutions are often conceived as distinct
from markets and are supposed to correct market imperfections. As is well-known*’, markets are
not only institutions but also affect and are in turn affected by a variety of related institutions.
Norms discriminate between different spheres of exchange (e.g., “religious” vs “secular”), and
provide guidance on the acceptability of particular goods and prices in specific markets. The
same has been shown for States and markets, and there cannot be a strong society without a
strong State (Evans 1997). In developed countries, markets cannot function without States or
supra-State organizations™. In developing countries, weak States lead to weak markets, as
illustrated by the failure of privatisation reforms in Sub-Saharan Africa, which have often only
meant a shifting of rents from patrimonial States to private oligopolies, local or foreign (Tangri
1999).

Values also inform the content of institutions. Shared values, a concept difficult to reconcile
with methodological solipsism, appear to make markets more effective. They act as insurance
and risk-pooling mechanisms, reduce uncertainty, and allow individuals to extend decisions into
the future®. Symmetrically, even the most decentralized markets, i.e., financial ones, are
obviously the objects of coordination and regulation, as shown by the Bretton Woods
institutions’ advocacy after the 1997-98 Asian financial crisis for a “global financial
architecture” and “global governance”. Totally decentralized markets may lead to pure and
generalized predation and the collapse of production®.

Thus, there is no such thing as “institutions” abstracted from history and the sedimentation of
contents, forms and values that time and circulation in space create for a particular institutional
form. It is possible to use the concept of institutions in general inferences only if institutions are
analysed in a functionalist perspective and if historical change is explained by the reduction of
transaction costs. Applied to particular situations, functionalist arguments become rapidly
tautological, ignore the influence of many other historical factors, and do not explain the
emergence of singular institutional forms and contents (Sindzingre 1998). Some countries have
exhibited remarkable economic performances while not having the institutional forms - secured
property rights and contract enforcement -, that neoclassical econometric studies assume to be
crucial factors of economic growth®. China had a dramatic rate of growth without clear
property rights (Rodrik 2001c¢). There are no unique sets of causalities, nor a linear path leading
to development (Adelman 2001: 118). Nor is there a “global standard” of institutions. Many
institutions that have arisen under advanced capitalism are not necessarily beneficial to other
economies at different stages of development. Institutions must correspond to local specificities
and capacities’’. Functionalist arguments confuse functions and forms: e.g., regulating markets
are functions which do not necessarily correspond to specific institutional forms; and some
functions, such as giving assurances to investors, may be achieved in the absence of private
property rights, which are a particular form among others™*.

Beyond neoclassical institutional theory: the compositional approach

This suggests that the relevant approach is not to analyse institutions per se, as discrete units
isolated from their external environment, but to focus on the “composition” of institutions,

2 From non-neoclassical institutional economics, particularly the work of Marcel Mauss and Karl Polanyi, and the
concept of embeddedness (Evans 1995, Stein 1995a).

# As witnessed by the US government intervention after September 2001, or in the management of corporate
criminality.

* This has been shown for developed countries that value solidarity and altruistic systems of social protection
(Davezies 2000).

4> As shown by mainstream analyses of decentralized corruption (Shleifer and Vishny 1993).

6 Among others, Yusuf and Stiglitz (2001: 230), Clague et al. (1997), Keefer and Knack (2000), Sonin (1999).

7 Chang (2002), Evans (2000).

8 Rodrik (2002: 4).
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which allows for a better understanding of institutional change and the reasons why some
institutional devices are adopted and others become irrelevant or are rejected. This composition
operates with sets of institutions, past and present. Institutions are to be analysed in terms of
their relationship with other existing institutions. The presence or absence of other institutions
provides the scope, field of extension, the content and function of a given institution. For
example, in settings where there are no political parties, other institutions may “fill” this “void”
and function®.

For instance, to explain economic stagnation in Africa and the variety of outcomes elsewhere,
colonialization is often loosely depicted as a destroyer or - on the contrary - a creator of the
institutions in one-time colonies™. The latter are characterized by their geographical and natural
endowments that would influence the formation of institutions (other proxies can be used, such
as demography). These arguments deny the diversity - and sometimes implicitly the existence -
of local institutions (kingdoms, village communities, and so on) and the complex interactions
that resulted from colonization, as any encounter involving power relationships. Institutional
change never operates on a tabula rasa, because there is never an institutional tabula rasa. In
Africa, colonization has been destructive in some cases, while producing institutional
innovation and development in others. Mainstream institutional economics has also shown that
some collective values have been optimal in some contexts and not in others’'.There are no
types of institutions that are intrinsically favourable or unfavourable to development across time
and space: only arrangements and compositions of institutions are, depending on the way
external forces compose with recipients institutions™.

“Institutions matter”, but what matters more is how they compose with each other. For example,
geography, trade, and institutions are often considered as determinants of growth, but their
interrelationship is equally important™. Causalities interact both between the “dependent” and
“independent’ variables and among the “causal” variables themselves. To be effective
institutions must find “relays” in other institutions: a free press or independent judicial court
existing in isolation will not generate the same effects as, say, a free press articulated to an
independent court. These “relays” may be achieved by the institutional arrangements themselves
but they cannot function outside the political power structure: the way in which the latter
effectuates this relay in fine is what will make it work or not. From a cognitivist perspective, at a
given point in time and space, institutions receive their conceptual content, meaning,
legitimacy, the intensity of obligation toward the rules associated with them, and their scope of
competence because they coexist and are interlocked with other institutions. Each institution has
a specific and unpredictable rhythm of change. Any institution, whether it is endogenous (be it
enduring or innovative) or exogenous (of external origin), develops specific meanings and
functions in its relationship with other institutions: it is the environment provided by the
existence of other institutions that gives it scope, content and meaning.

The relational nature of institutions - both with themselves and with other economic domains -
greatly complicates efforts to transform them. Institutions only change slowly, as they are
subject to the rhythm of both internal and external forces™. History has been said to move along
three heterogeneous rhythmic paths, the short one - politics -, the medium one - economics -,

# Likewise, if there are no churches, political institutions may serve this function, or if there are no State judicial
courts, traditional religion may regulate social relationships.

50 Among others, Acemoglu et al.( 2001a), Beck et al. (2002).

> On the well-known example of the reputational mechanisms of the medieval Maghribi traders in contexts such as
long distance trade and ruler hostility, contrasted with the individualistic institutions and values that have developed
at the same time by other groups like the Genoa traders, Greif et al. (1994).

52 The colonial encounter is an example but the same could be said of economic reforms, e.g., the Washington
consensus. The “fallacy of composition” effect is a good example: a set of policy and institutions may be positive in
a limited number of cases, but becomes harmful when extended and implemented in numerous countries.

>3 As shown by Rodrik (2001¢) on the example of China’s economic growth.

>* As Veblen has pointed out, quoted in Arrow (1998: 44).
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and the long one - beliefs®. Institutional change is obviously influenced by initial conditions,
the level of income of individuals or countries, and by the particular allocation of investment -
local and international, public and private -, which simultaneously reflects geopolitical power
relationships. The impact of these factors has greatly differed among regions of the world. One
well-known example is the differing international treatment, institution building, and mode of
global economic integration of East Asia and Sub-Saharan Africa in the 20" century: e.g., the
features of the Japanese colonization of Northeast Asia - sometimes considered as having been
favourable to infrastructure, human capital, manufacturing activity and administrative
efficiency’® -, the role of the Cold War and the US purchase of goods for the Vietnam war from
East Asian countries (Stein 1995b), and US assistance towards North Asia to counter the
influence of communism (Jomo 2000). This may be contrasted with the “scramble for Africa”:
with colonial regimes that not only failed to support infrastructure and human capital but left a
tiny minority of secondary school and university graduates and actually erected barriers to
indigenous accumulation®”.

Finally, institutions need credibility. While credibility is a perception at the individual level,
these perceptions are endogenous and not the outcome of exogenous decisions or top-down
processes. They are influenced by past events and by the interaction with other institutions and
sets of beliefs. For example, orthodox reforms have attempted to achieve the independence of
central banks through shifts of formal structures. Whatever the economic validity of central
bank independence, its operational functioning depends on complex perceptions of the
behaviour of political elites: credibility of even the most economic and “independent” institution
cannot be isolated from politics, contrary to mainstream theses; moreover, it may not be
desirable from a democratic perspective (Grabel 2000). Another example: in many developing
countries during democratic elections, individuals may find ex-dictators more credible and end
up voting for them. A new institutional form here is filled with established locally legitimate
allegiances and exchanges of obligations. Likewise, many civil service reforms prescribed by
the Bretton Woods institutions - such as the creation of autonomous agencies for tax collection
or customs enforcement aimed at insulating them from political influence - have failed, as they
focused on the formal organizational design. At the individual level the new design had little
credibility, as it was a reform coming from discredited governments or donors and was
competing with daily routines and expectations driven by local political norms (related to
career, security, and so on).

III. REINTRODUCING POLITICAL ECONOMY
Politics and neoclassical institutionalism: the depoliticization process

Neoclassical institutional analyses remain within an apolitical, or “depoliticized”, framework.
Institutions are examined independently of political regimes and power relationships. In
addition, in the operational world of the Bretton Woods institutions their Articles of Agreement
forbid them to interfere in the domestic politics of their “client” countries. The apolitical and
technocratic justification of their activities is an intrinsic part of their credibility and legitimacy.
Successful reforms or countries are explained by the existence of ‘“strong institutions”,
characterized by stable expectations and a “social contract” between States and individuals®.
The underlying model of society is made of individuals voluntarily contracting in markets,

> This has been powerfully analyzed by Fernand Braudel.

%% This controversial argument has been discussed in Booth (2001), quoted in Jomo (2001: 463), Kohli (1999), Stein
(1995b).

> Hopkins (1973), Stein (2001), Sindzingre (2002¢) for a comparison of East Asia and Sub-Saharan Africa.

%8 “Forging a new social contract” is a reform proposed by the Bretton Woods institutions, an example being the
suggestions for a new social policy linking governments and their populations after the Asian crisis (Kawai 2000).
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including political markets. E.g., the concept of social capital®® - which implies the voluntary
acquisition and capitalization of inter-individual relationships (“capital”) - works as a collective
asset and is usually shown to have a positive effect on growth®. This concept of contracts
denoting individual and voluntary participation erases the dimension of political power,
particularly as it relates to relationships with States. Moreover, many institutions, rules, and
group affiliations in developing countries are not the product of social contracts, nor are they
negotiable on markets or modifiable by individuals. Complex memberships and allegiances
characterize developing countries and blur the boundaries between “interest groups” (Haggard
and Webb 1993).

For developing countries - and especially in Sub-Saharan Africa - the analytical framework of
the 1980s has been marked by the disqualification of the State and the stigmatisation of
developing country civil services - seen as inefficient, oversized, corrupt -, both in academia and
in the literature on international financial institutions. The State was presented - particularly in
the rational choice and public choice literature - as the source of economic failure and having
been captured by rent-seeking politicians. In the 1990s - more in research than in policy practice
- the State has been rehabilitated within in the Bretton Woods institutions by imperfect market
theory and the economics of information®'. However, the role of the State is still conceived as
an adjunct of markets through its provision of public goods, regulations, and macrostability. The
State is treated as institutionally extraneous rather than the main source and reflection of
political power, able to impede, enhance or transform the institutionalisation and operation of
markets.

Constraints on institutional change: legitimacy

Institutions need legitimacy. However, legitimacy is not an autonomous, circumscribed, top-
down causal entity. Legitimacy is not provided by external entities, e.g., international financial
agencies and the technicalities of their reforms. This is a reminder of the complexity of the
question of the supervision of institutions - the old question of “who supervises the supervisors”
(Stiglitz 1999), which can be infinitely multiplied if the rules are not perceived as legitimate.
Legitimacy arises from the reciprocal interactions between various political levels, governments
and the individuals who constitute and interact with a given institution. For a State assisted
transformation of markets and institutions to be effective, this legitimacy is a pivotal element. It
is a legitimacy built from the point of view of the rulers - where development, redistributive and
social policies, converge with their desire to stay in power, as underlies the developmental
economic policies in Korea®. It is also a legitimacy from the point of view of the individuals - a
process that is endogenous and unpredictable ex ante.

In developing countries institutions compete among themselves, in the sense that they come
from heterogeneous origins and establish heterogeneous sets of incentives, norms, rights and
obligations, e.g., obligations vis-a-vis patronage or family authorities and obligations vis-a-vis
the State or bureaucratic rules. Depending on the situation, institutions exhibit variable degrees
of legitimacy. The existence of several simultaneous “public” spheres - “traditional” and
“modern” - may induce contradictory behaviour, which often weakens the introduction of new
institutions. There cannot be a single social contract linking individuals and States through a
stable idea of public service. State credibility in poor countries has been weakened because their

> Embraced by agencies like the World Bank; Fine (2001) or Englebert (2001) have made in-depth criticisms of the
concept.

9 E. g. Putnam (1993).

81 Particularly in various studies by Joseph Stiglitz, including his input into the World Bank’s World Development
Report of 1997 on the State in developing countries.

82 This quest for legitimacy has been at the root of developmental social policies, initially directed at the military and
civil servants, Kwon (1999).
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governments seldom provide effective social protection and are affected by external aid
dependence, budget cuts, and shrinking investment. In a vicious circle, individuals show little
respect towards the rules laid down by States, and they tend to submit to the rights and
obligations systems that provide protection and insurance against risk, e.g., through membership
in various kinds of networks®.

The preeminence of politics

Institutions are shaped above all by politics. Firstly, institutions and property rights correspond
to a fixation - a stabilization - of a particular balance of political power relationships, which
subsequently retroact on them, e.g., between labour and capital, landowners and the landless,
and so on. This is the case not only within States but at the supra-State level, as is obviously
shown by the balance of power within multilateral financial institutions. For instance, in many
developing countries the encounter of the poor with the State’s “rule of law”, or with a judicial
decision, may bring about more a disaster than an improvement of welfare or equity. Secondly,
it is the politically powerful who decide the modalities, timing, enforcement and sanctions
attached to the functioning of an institution. Likewise, it is the political power structure that
decides in fine which group or individual can claim its property rights.

Institutions deriving from the State have to be differentiated from institutions that are not linked
to it*. Institutions connected to the State include an intrinsic dimension of coercion, which is a
core attribute of politics. State institutions are also the result of human intentionality — of
politicians or civil servants -, of building or reforming institutions as well as individual
behaviour. This is why State institutions always incur the risk of not being “internalised”. In
contrast, institutions not associated with the State may emerge as the provisional and self-
regulating stabilization of infinite individual interactions and mental representations - which is
the definition of “internalised” institutions.

The way rulers use and redistribute resources is essential, as are their time horizons and the
degree of confluence of their own political interests with the country’s interest and welfare. The
fact that rulers may be predatory, rather than developmental, is more relevant than the formal
type of political regime, democratic or not (Evans 1992). Predatory rulers are usually associated
with short term strategies and rapid siphoning of public resources. However, the mechanisms
they use to stay in power over the long term can be very destructive; a purely predatory ruler®
may find institutions useless and even threatening (Robinson 1996).

Whatever the form of government, economic policies are shaped by internal politics and the
consolidation of power more than by purely economic considerations or external
recommendations: hence the permanent “double-edged diplomacy” of the governments of
developing countries under external economic constraints®.

Conditions of transformation: developmental institutions and States

A recurrent feature of neoclassical institutionalism is the “under-theorization” of the State. Its
political economy framework generally conceives the State as the “grabbing hand”®’. The
composition of institutions helps in understanding the success of developmental States in East

83 Corruption problems may be analyzed in this perspective, Sindzingre (2001).

64 This partly evokes the top-down and bottom-up distinction.

5 Whose ideal-type was Mobutu in the ex-Zaire.

5 What the Bretton Woods institutions stigmatise as “policy reversals”; Evans et al. (1993), Sindzingre (2000) on the
example of Ghana.

87 According to the emblematic title of Shleifer and Vishny (1998) focusing on the transitional economies.
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Asia®. History shapes variants in the composition of institutions and their “productive” or
“unproductive” aspects. The unproductive aspects of Asian development were noted well before
the 1997-98 financial crisis: “ersatz capitalism”®. Corruption and cronyism remain permanent
dimensions of Asian States. Corruption shows that the nature and outcomes of institutions can
be understood only in considering one institution as composed, linked to and limited by other
institutions: there is no a priori good or bad effect of corruption on growth. Contrary to
mainstream political economy, corruption and capital evasion occurred under regimes that had
both experienced or not experienced financial liberalization’. “Alliance capitalism”, i.e.,. long-
term relations between firms and the financial sector, was a recurrent feature of the “miracle””".
This institutional arrangement evolved into collusive practices and it has been destabilized by
financial liberalization measures precipitated by the Bretton Woods institutions’>. The balance
of developmental ingredients and the interaction of institutions with domestic and international
economic forces, and their representation by individuals, is very complex. It can lead to
different economic structures and outcomes, and is never a given for eternity: thus,
developmental States may decline, as is shown by the example of Korea. On the other hand,
ingredients that appear to be the least favourable to economic growth as stated by the
mainstream literature - corruption, trade barriers - have been at the roots of the economic
successes of today’s developed countries. No intrinsic economic outcome is attached ex ante to
a particular set of institutions, contrary to the arguments of the Washington consensus, which
aim more at “kicking away the ladder” vis-a-vis the latecoming developing countries”.

Beyond favourable initial conditions, the well-known institutional ingredients of developmental
States included State intervention in the economy and active public policies, particularly in the
industrial arena™, and the stability of bureaucratic relations vis-a-vis politics and the economy.
These were intermingled with local values and institutions, e. g., family- and firm-based social
protection. Institutions of intervention resulted from a unique combination of flexibility in the
face of changing market conditions and continuity in the creation of both the constraints (the
rules of behaviour) and the support (risk reduction, financing etc) needed for the stability of the
institutions of the market (Chang 1995).

Some States of Sub-Saharan Africa have also exhibited the features of developmental States:
well-known cases are Botswana and Mauritius (Mkandawire 2001), which are helped by a
coextension of political elites and economic winners’”. The legitimacy of growth strategies was
enhanced by not disconnecting them entirely from precolonial political and social institutions
(Englebert 2000). However, many African States in the post-colonial period were characterized
by the disruption in the continuity of local institutions, factional struggles, and civil wars. A
lack of legitimacy of the rulers who took power, combined with a hostile attitude toward private
accumulation - which was perceived as a potential political threat -, undermined the
development of the developmental State. States and administrations have been shaped by
constraints of redistribution, not accumulation, in order to counter centrifugal forces (secession,
political opponents, and so on). This was mostly accomplished through massive recruitment in

58 The literature on the developmental State in East Asia is vast, e. g. Johnson (1982), White (1988), Amsden (1989),
Wade (1990), Aoki et al. (1996) and more recently on the consequences of the Asian financial crisis, among many
others, Johnson (1999), Woo-Cumings (1999), Pempel (1999), Agosin (2001), Robison et al. (2000), Montes and
Popov (1999).

%9 Yoshihara (1988), Bello and Rosenfeld (1990), Clad 1989).

7 Grabel (2002), Khan and Jomo (2000), Khan (1996).

"' Wade (2000), Suehiro (2001) on the example of Thailand.

2 As shown by numerous studies, for instance Chang (2001) or Stiglitz (2002), showing there has been a systematic
underestimation of the role of institutions in promoting capital account liberalization or transition from communism.
3 Chang and Evans (2000), Chang (2002).

™ Temple (1997), discussing the theses of Young and Krugman on productivity, Rodrik (1998b).

5 Botswana’s success story may be explained by a combination of prudent macroeconomic and budgetary policies,
investment in physical and human capital, and the building of a meritocratic administration (Acemoglu et al 2001b).
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the civil service. Large scale projects were undertaken for State building motives, leaving an
accrued debt with few economic benefits.

The international geopolitical context has also not been favourable to the formation of
developmental States in Africa. More than any other region of the world, stabilization and
adjustment programs have had a negative impact on African States. Asian and Latin American
governments had greater room for bargaining and intervening in support of private
accumulation. Adjustments did not contribute to structural change departing from the model of
the small open colonial economy which characterized African countries at independence: an
economy focused on the export of natural resources - whose international prices fluctuated
greatly - and the import of manufactured goods from developed countries’®. Vulnerability to
commodity price shocks was indeed increased, which prevented African States from triggering
a virtuous circle of higher savings and investment with the potential to free them from perpetual
aid dependence (Akyliz and Gore 2001). Economies did not diversify and many African
countries have increasingly relied on a handful of natural resource exports’’. As is well-known,
there has been a secular decline in their relative prices and which has been aggravated by
extreme volatility”™. No State or institution can develop when depending on such volatile prices;
natural resources are thus, in this case, a fetter on economic growth”.

IV. INSTITUTIONS AND GLOBALIZATION

Globalisation, trade openness - the situation of an economy -, and liberalization - a policy
measure - are often conflated. Beyond the fact that it has become a buzzword, globalisation
refers to the growing flows of capital, goods, technology, people, and information, combined
with the improvement and lowering of transportation costs. The impact of “globalisation” on
States and institutions in developing countries is a matter of hot debate. Likewise, the impact of
trade openness on growth and poverty is very controversial. The fallacy of composition that it
entails is rarely addressed (Evans 1991: 64). While the positive relationship has become
conventional wisdom, some studies remind us that globalisation is historically linked to colonial
exploitation (and particularly colonial exploitation)® and has raised at least several caveats®.

In an institutional perspective, there are positive dimensions of globalisation, in terms of flows
of goods and information, technological diffusion, and the increase in income of skilled
workers. In addition, globalisation has enhanced the capacity of a global “civil society” of
criticism and the influencing of institutional change; globalisation may indeed mean a retreat
from the excesses of neo-liberalism and free market stances (Fine 2002). The recurrence of
crises, especially financial and corporate ones, has highlighted the aporias of financial
capitalism and fallacies of neoclassical hypotheses. These crises, at least in developed countries,
have induced rapid institutional changes and rehabilitation of State intervention much more
rapidly than in their absence. As is well-known, however, globalisation and trade openness have
modified the balance of power - of bargaining power - between capital and labour - especially
unskilled labour - in favour of capital because of their differential mobility, as is shown by the

76 Well analyzed by Hopkins (1973).

7 Even studies within the Bretton Woods institutions have recently questioned the logic of adjustment, which failed
to address many problems, such as the increase in world interest rates, the rise in the debt burden, and the paucity of
skill-biased technical change between 1980-98: Easterly (2001b), at the time a World Bank economist, admits that
the median per capita income growth in developing countries was zero percent during this period.

8 Sub-Saharan exports experienced, between the 70s and the 90s, four times the volatility experienced by the
industrial countries, UNCTAD (2001: 39).

7 This is the literature on the “natural resource curse”, e.g. Sachs and Warner (2001).

8 Milanovic (2002).

81 Among many others, Rodrik and Rodriguez (1999), Winters (2000), Harrisson (1995), Rodrik (2001a and 2001b).
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weakening of institutions dealing with labour markets®. Numerous studies show that trade
openness is a factor in the growth of global income inequality, although this fact is often
denied®. Trade is likely to increase corporate profits and the income of educated workers, but at
the expense of less educated and unskilled workers (Baker and Weisbrot 2001: 4).

In terms of capital flows, Sub-Saharan Africa, with the exception of South Africa, is the part of
the world that has participated the least in globalisation (Streeten 2001). Financial flows to poor
countries are even less than they were a century ago (Obstfeld and Taylor 2001: 51). For
measures such as the importance of trade in the economy, however, Africa may be considered
very “globalised” (Melchior et al. 2000). African countries have opened their economies in the
1990s under the conditionalities of the Bretton Woods institutions®*. From a growth perspective,
the benefits have been tiny compared to the transaction, adaptation and information costs
incurred in the wake of liberalization.

The impact of globalisation on States and institutions has been more ambiguous. States are still
the relevant unit in international relations and vis-a-vis their own citizens (Evans 1997, Weiss
1998). The number of States tended to increase in the 20" century™. Since States are still the
constitutive units of international institutions, the latter tend to be more multilateral than
“global”. However, liberalization and openness weaken institutions in developing countries
when States are already fragile; in any case, they destabilize old contents and legitimacies, and
introduce or at least expose individuals to new institutions. Again, the nature of political
regimes determines possible outcomes and in authoritarian regimes or oligarchic ones, e.g.,, the
ruling elites may entirely capture opportunities offered by liberalization. These consequences on
States impinge on several domains, in particular sovereignty, fiscal capacity and ability of States
to provide social protection.

Credibility and redistributive capacities

The sovereignty and credibility of the least developed States, especially in Africa, are already
low due to their aid dependence and asymmetric power relations within multilateral and
bilateral arrangements which set the rules of global integration. Pressure also comes from the
sub-State level - e.g., the so-called global civil society that donors promote — which continues
the paradigm of State disqualification. The wave of democratisation in developing countries has
occurred during a period when States are weakening and less able to provide the economic
transformation that was the purpose of social struggle and the promise of democracy (Strange
1996).

Likewise, States’ fiscal capacity has been eroded by globalisation®®. Trade liberalization has
lowered tariffs and export taxes, two important sources of revenue. The competition to attract
international capital (with tax holidays, subsidies, export processing zones, and so on) had also a
deleterious impact. Reforms are now advocated by the Bretton Woods institutions not because
of their benefits for the local populations, but for their positive effects on international investors
(Rodrik 2001b). New difficulties are also created by electronic financial transactions®’. This is
especially the case in African poor countries, whose budgets strongly rely on the taxation of
external trade. Empirical studies showed that liberalization led to a decline of the tax/GDP ratio,

82 Ortega and Rodriguez (2001); on a case study of labor institutions in Ghana, Anyemedu (2000).

83 Among the studies fueling this hot controversy and supporting the association of globalization with inequality, with
different time spans, Wade (2001) and his debate with Martin Wolf, Milanovic (1999), Bourguignon and Morrisson
(2001).

8 Between 1988-89 and 1999-2000, the share of trade in the GDP increased from 38 to 43% while Africa’s share of
world trade declined (UNCTAD 2001: 27).

% Smallness has been compensated through membership in monetary or economic unions (Alesina et al. 2000).

8 Which creates a “fiscal squeeze”, as shown by Rao (2001).

87 Called “fiscal termites” (Tanzi 2000b).
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due to the reduction of external taxes and tax incentives for international investors™. The design
of tax reform measures does not take into account the impact they may have on the other
economic sectors, budgets, public investment or the social consequences89. Globalisation has
thus eroded the financial capacity of States to legitimise policy choices by addressing equity
issues (Pollin 1998).

Legitimacy and social policies

The effects of globalisation on State welfare capacities vary considerably from one country to
another, both in degree of risk and in levels of compensation”. Globalisation and trade
openness, however, expose labour to external shocks and increase the need for social protection,
and at a time when globalisation has debilitated the sheltering function of States (Rodrik 1999a:
141). Liberalization, e.g., causes job losses and hurts specific groups of workers and
households. Bigger governments may have greater social protection options. There seems to be
a positive correlation between a country’s exposure to international trade and the size of its
government (Rodrik 1996). Countries that have strong institutions are better able to manage
social conflict and reduce the impact of external shocks, e.g., international price volatility,
which has direct effects on budgets and producers’ incomes’'. Economic and political instability
is intensified if States already suffer a deficit of legitimacy, as is often the case in Sub-Saharan
Africa. Globalisation erodes the State’s capacity to provide social protection, to pursue
redistributive policies, and to keep public institutions functioning (Deacon 2000). Ironically, the
absence of legitimacy reduces the ability to implement the very policies that would build
legitimacy in the face of globalisation.

These problems set the context of the ongoing debate on the role of international institutions in
terms of institution building and development. In response to the Asian crisis and the
widespread criticism of the policies the Bretton Woods institutions employed to manage the
crisis’?, there has been a call to reexamine the “international financial architecture”. Another
dimension of the debate is the role of supra-State institutions in providing rules to regulate and
“civilize” globalisation (Helleiner 2000). These are the issues of “global governance”, i.e.,
building institutions that are truly global and not international. It questions their respective
legitimacy - the Bretton Woods institutions vs. the UN -, ability to penetrate domains usually
reserved for State sovereignty (e.g., security, health, labour rights), their economic competence,
and right to sanction public policies that differ from the conceptual framework and
conditionalities they decide on for particular developing countries.

CONCLUSION

The paper has focused on an institutional theory of development and the insufficiencies of the
neoclassical approach to institutions that have increasingly informed thinking in the academic
literature and in the Bretton Woods institutions. These weaknesses are apparent when
institutions are used as explanatory variables in the economic growth literature. The elements of
an alternative “compositional” approach have been presented, which address the complexity of
the concept. The meaning and outcomes of institutions are shaped by their articulation to other

88 E. g. Levin (2001) on Tanzania.

% Kubota (2000), Toye (2000).

% As shown by Burgoon (2001) for industrialized countries.

! Rodrik (1998a); on the other hand, “conflict societies” and “fight for shares™ are more likely to expose countries to
economic crises, as shown by Argentina, e.g. Baer et al. (2002).

°2 Summarized in the popular book by Stiglitz (2002).
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institutions: by the presence or absence of them. Institutions are multi-layered phenomena, with
forms and contents that may have distinct historical trajectories and effects on economic
development. Institutions are not ex ante “effective” or detrimental to growth.

In developing countries, especially in sub-Saharan Africa, many factors - colonialization,
foreign geopolitics, aid dependence - have contributed to the weakening of States and
institutions, which in some countries have lost all legitimacy and credibility, and must be
entirely rebuilt. This legitimacy is a pivotal element, from the point of view of the rulers as from
the point of view of the individuals. Institutions result from processes that are endogenous and
unpredictable ex ante. State capacity and policies are another key element: in Asian
developmental States, public intervention resulted from a combination of flexibility and rules
needed for the stability of market institutions.

Africa’s participation in the global economy is conditioned on effective and stable institutions.
Orthodox reform programs have aimed at minimizing State intervention, removing hypothetical
distortions, but have created further instabilities. They have left entirely unaddressed the root
causes of Africa’s marginalisation - the lack of export diversification and primary commodity
dependence -, as well as the challenges of African institutional transformation - except ex post
and in a trivial way, e.g., observing the negative economic consequences of civil wars or
poverty. In terms of concepts and policies, the institutions approach presented here shows that
the endogeneity and multidimensionality of institutions - cognitive, political, economic - should
incite the multilateral financial agencies to recognize the limits of their conceptual framework,
that reforms must focus on rebuilding States and institutions, that there cannot be any standard
type of reform nor automatic outcome, and that political dimensions always determine in fine
the functioning of markets, the success of economic reforms, and the resilience of institutions.

BIBLIOGRAPHY

Aoki, Masahiko (2001), Toward a Comparative Institutional Analysis, Cambridge MA, MIT Press.

Acemoglu, Daron, Simon Johnson and James A. Robinson (2001a), Reversal of Fortune: Geography and
Institutions in the Making of the Modern World Income Distribution, Cambridge MA, NBER
working paper 8460.

Acemoglu, Daron, Simon Johnson and James A. Robinson (2001b), How Botswana Did It: Comparative
Development in Sub-Saharan Africa, mimeo, Cambridge MA, Harvard University, Center for
International Development, Analytical Country Studies on Growth Conference.

Adelman, Irma (2001), Fallacies in Development Theories and their Implications for Policy, in Gerald M.
Meier and Joseph E. Stiglitz eds., Frontiers of Development Economics: the Future in
Perspective, Washington D. C., the World Bank and Oxford University Press.

Agosin, Manuel R. (2001), Korea and Taiwan in the Financial Crisis, in Ricardo Ffrench-Davis ed.,
Financial Crises in “Successful” Emerging Economies, United Nations, ECLAC and Washington
D. C., Brookings Institution Press.

Akyliz, Yilmaz and Charles Gore (2001), African Economic Development in a Comparative Perspective,
Cambridge Journal of Economics, vol. 25, pp. 265-288.

Alchian, Armen (1965), Some Economics of Property Rights, Il Politico 30, reprinted in Armen Alchian,
Economic Forces at Work, Indianapolis, Liberty Press, 1997.

Alesina, Alberto (1998), The Political Economy of Macroeconomic Stabilizations and Income Inequality:
Myths and Reality, in Vito Tanzi and Ke-Young Chu eds., Income Distribution and High-Quality
Growth, Cambridge, MA, MIT Press.

Alesina, Alberto, Nouriel Roubini with Gerald Cohen (1997), Political Cycles and the Macroeconomy,
Cambridge MA, MIT Press.

Alesina, Alberto, Enrico Spolaore and Romain Wacziarg (2000), Economic Integration and Political
Disintegration, American Economic Review, vol. 90, n°5, December, pp. 1276-1296.



page 22

Anyemedu, Kwasi (2000), Trade Union Responses to Globalisation: Case Study on Ghana, Geneva, ILO,
International Institute for Labour Studies discussion paper DP/121/2000.

Aoki, Masahiko (2001), The Institutional Foundations of a Market Economy, mimeo, Stanford
University, background paper for the World Development Report 2001/2.

Aoki, Masahiko, Hyung-Ki Kim and Masahiro Okuno-Fujiwara eds. (1996), The Role of Government in
East Asian Economic Development: Comparative Institutional Analysis, Oxford, Clarendon Press.

Aron, Janine (2000), Growth and Institutions: A Review of the Evidence, World Bank Economic Review,
vol. 15, n°1, February, pp. 99-135.

Arrow, Kenneth J. (1998), The Place of Institutions in the Economy: A Theoretical Perspective, in Yujiro
Hayami and Masahiko Aoki eds., The Institutional Foundations of East Asian Economic
Development, London, Macmillan in association with the International Economic Association.

Baer, Werner, Pedro Elosegui and Andrés Gallo (2002), The Achievements and Failures of Argentina’s
Neo-liberal Economic Policies, Oxford Development Studies, vol. 30, n°1, February, pp. 63-85.

Baker, Dean and Mark Weisbrot (2001), Will New Trade Gains Make Us Rich? An Assessment of the
Prospective Gains from New Trade Agreements, mimeo, Washington D. C., Center for Economic
and Policy Research (www.cepr.net).

Banerjee, Abhijit (2002), The Uses of Economic Theory: Against a Purely Positive Interpretation of
Theoretical Results, mimeo, Cambridge MA, MIT, Department of Economics, working paper 02-
24.

Bardhan, Pranab (1993), Symposium on Democracy and Development, Journal of Economic
Perspectives, vol. 7, no. 3.

Barro, Robert J. (1997), Determinants of Economic Growth: a Cross-Country Empirical Study,
Cambridge, Mass, MIT Press.

Bates, Robert H. and Anne O. Krueger eds. (1993), Political and Economic Interactions in Economic
Policy Reform: Evidence From Eight Countries, Oxford, Basil Blackwell.

Beck, Thorsten, Asli Demirgilic-Kunt and Ross Levine (2002), Law, Endowment, and Finance,
Cambridge MA, NBER working paper 9089.

Bello, Walden and Stephanie Rosenfeld (1990), Dragons in Distress: Asia’s Miracle Economies in Crisis,
London, Penguin Books.

Berkowitz, Daniel, Katharina Pistor and Jean-Frangois Richard (2000), Economic Development, Legality
and the Transplant Effect, Cambridge MA, Harvard University, Center for International
Development, working paper 39.

Blanchard, Olivier (2000), What Do We Know About Macroeconomics that Fisher and Wicksell Did
Not?, Cambridge MA, NBER working paper 7550.

Booth, Anne (2001), Initial Conditions and Miraculous Growth: Why Is Southeast Asia Different from
Taiwan and South Korea?, in K. S. Jomo ed., Southeast Asia’s Industrialization, Basingstoke,
Palgrave.

Bourguignon, Frangois and Christian Morrisson (2001), Inequality Among World Citizens : 1820-1992,
mimeo, Paris, Delta working paper 2001-18.

Bourguignon, Frangois and Thierry Verdier (2000), Oligarchy, Democracy, Inequality and Growth,
Journal of Development Economics, vol. 62, pp. 285-313.

Bratton, Michael and Nicolas van de Walle (1997), Democratic Experiments in Africa: Regime Transition
in Comparative Perspective, Cambridge, Cambridge University Press.

Burgoon, Brian (2001), Globalization and Welfare Compensation: Disentangling the Ties that Bind,
International Organization, vol. 55, n°3, Summer, pp. 509-551.

Chang, Ha-Joon (1995), Explaining “Flexible Rigidities” in East Asia, in Tony Killick ed., The Flexible
Economy: Causes and Consequences of the Adaptability of National Economies, London,
Routledge and Overseas Development Institute.

Chang, Ha-Joon et al. (2001), Interpreting the Korean Crisis: Financial Liberalization, Industrial Policy and
Corporate Governance, in Howard Stein et al. eds. Deregulation and the Banking Crisis in Nigeria: A
Comparative Study, Basingstoke, Palgrave.

Chang, Ha-Joon (2002), Kicking Away the Ladder? Policies and Institutions for Economic Development
in Historical Perspective, London, Anthem Press.

Chang, Ha-Joon and Peter Evans (2000), The Role of Institutions in Economic Change, mimeo, Venice,
meeting “The Other Canon”, January.

Clad, James (1989), Behind the Myth: Business, Money and Power in Southeast Asia, London, Unwin
Hyman.



page 23

Clague, Christopher, Philip Keefer, Stephen Knack, and Mancur Olson (1997), Institutions and Economic
Performance : Property Rights and Contract Enforcement, in Christopher Clague ed., Institutions
and Economic Development : Growth and Governance in Less-Developed and Post-Socialist
Countries, Baltimore, the Johns Hopkins University Press.

Coase, Ronald (1937), The Nature of the Firm, Economica, vol. 4, pp. 386-405.

Davezies, Laurent (2000), Les fondements d’une intervention publique en faveur du développement
territorial, Paris, OECD Territorial Outlook 2001.

Deacon, Bob (2000), Globalization and Social Policy : the Threat to Equitable Welfare, mimeo, Helsinki,
Globalism and Social Policy Program (GASPP).

DeLong, J. Bradford (1999), Review of Stiglitz Book Proposal: the Economic Role of the State, Brad
DeLong home page, http://www.j-bradford-delong.net/Econ_Articles.

Demirgiic-Kunt, Asli and Enrica Detriagiache (1999), Financial Liberalization and Financial Fragility,
Washington, D.C., the World Bank, World Bank Workshop “How Far? How Fast”, March.
Demsetz, Harold (1964), The Exchange and Enforcement of Property Rights, Journal of Law and Economics,

vol. 3.

Desai, Raj M., Anders Olofsgard and Tariq Yousef (2002), Democracy, Inequality, and Inflation,
Washington D. C., Georgetown University, Edmund A. Walsh School of Foreign Service working
paper.

Dia, Mamadou (1994), A Governance Approach to Civil Service Reform in Sub-Saharan Africa, Washington
D. C., the World Bank, World Bank Technical Paper, n°. 225, Africa Technical Department Series.

Drazen, Allan (2000), Political Economy in Macroeconomics, Princeton, Princeton University Press.

Easterly, William (2000), The Lost Decades...and the Coming Boom ? Policies, Shocks, and Developing
Countries’ Stagnation, 1980-1998, mimeo, Washington D. C., the World Bank.

Easterly, William (2001a), The Elusive Quest for Growth: Economists’ Adventures and Misadventures in
the Tropics, Cambridge Mass, MIT Press.

Easterly, William (2001b), The Lost Decades: Developing Countries’ Stagnation in Spite of Policy
Reform, 1980-1998, Journal of Economic Growth, vol. 6, n°2, June, pp. 135-157.

Englebert, Pierre (2000), State Legitimacy and Development in Africa, Boulder, Lynne Rienner.

Evans, David (1991), Visible and Invisible Hands in Trade Policy Reform, in Christopher Colclough and
James Manor eds., States or Markets? Neo-Liberalism and the Development Policy Debate,
Oxford, Clarendon Press.

Evans, Peter (1992), The State as a Problem and Solution: Predation, Embedded Authority, and Structural
Change, in Stephan Haggard and Robert R. Kaufman eds., The Politics of Economic Adjustment,
Princeton, Princeton University Press.

Evans, Peter (1995), Embedded Autonomy: States and Industrial Transformation, Princeton, Princeton
University Press.

Evans, Peter (1997), The Eclipse of the State ? Reflections on Stateness in an Era of Globalization, World
Politics, n°50, October, pp. 62-87.

Evans, Peter (2000), Economic Governance Institutions in a Global Political Economy: Implications for
Developing Countries, mimeo, Bangkok, High-Level Roundtable on Trade and Development,
UNCTAD X.

Evans, Peter, Harold Jacobson and Robert D. Putnam eds. (1993), Double-Edged Diplomacy:
International Bargaining and Domestic Politics, Berkeley, University of California Press.

Fafchamps, Marcel (1996), Ethnicity and Markets: Supplier Credit in African Manufacturing,
Washington D. C., the World Bank, RPED discussion paper.

Fernandez, Raquel and Dani Rodrik (1991), Resistance to Reform: Status Quo Bias in the Presence of
Individual-Specific Uncertainty, American Economic Review, vol. 81, n°5, December, pp. 1146-
1155 (rep. in Torsten Persson and Guido Tabellini eds., Monetary and Fiscal Policy, vol. 2,
Politics, Cambridge, MIT Press, 1994).

Fine, Ben (2001), Social Capital versus Social Theory: Political Economy and Social Science at the Turn
of the Millenium, London, Routledge.

Fine, Ben (2002), Globalisation and Development: The Imperative of Political Economy, mimeo,
Conference “Towards a New Political Economy of Development: Globalisation and Governance”,
Sheffield, July.

Freeman, Richard B. and David L. Lindauer (1999), Why Not Africa ?, Cambridge MA, NBER working
paper 6942.



page 24

Grabel, Ilene (2000), The Political Economy of “Policy Credibility”: the New-Classical Macroeconomics
and the Remaking of Emerging Economies, Cambridge Journal of Economics, vol. 24, n°1, pp. 1-
19.

Grabel, Ilene (2002), Capital Account Controls and Related Measures to Avert Financial Crises, mimeo,
Washington D. C., Conference Alternatives to Neo-Liberalism, May (forthcoming Cambridge
Journal of Economics).

Greif, Avner (1989), Reputation and Coalitions in Medieval Trade: Evidence on the Maghribi Traders,
Journal of Economic History, vol. XLIX, n°4, pp. 857-882.

Greif, Avner, Paul Milgrom and Barry R. Weingast (1994), Coordination, Commitment, and
Enforcement: the Case of the Merchant Guild, Journal of Political Economy, vol. 102, n°4, pp.
745-776.

Haggard, Stephan and Steven B. Webb (1993), What Do We Know About the Political Economy of
Economic Policy Reform, World Bank Research Observer, vol. 8, n°2, July, pp. 143-168.

Helleiner, Gerald K. (2000), Markets, Politics and Globalization: Can the Global Economy be Civilized?,
Geneva, United Nations, 10" Raul Prebisch Lecture.

Hodgson, Geoffrey (1992), The Reconstruction of Economics: Is there Still a Place for Neoclassical Theory?,
Journal of Economic Issues, vol. 3, September.

Hopkins, A. G. (1973), An Economic History of West Africa, London, Longman.

Johnson, Chalmers (1982), The MITI and the Japanese Miracle, Stanford, Stanford University Press.

Johnson, Chalmers (1999), The Developmental State: Odyssey of a Concept, in Meredith Woo-Cumings
ed., The Developmental State, Ithaca, Cornell University Press.

Johnson, Simon and Andrei Shleifer (2001), Privatization and Corporate Governance, Conference on
Privatization, Corporate Governance and Transition Economies, East Asia Seminar on Economics,
vol. 12, Takatoshi Ito and Anne O. Krueger eds., NBER, June.

Johnson, Simon, John McMillan and Christopher Woodruff (1999), Contract Enforcement in Transition,
London, CEPR discussion paper n°2081.

Jomo, K. S. (2000), Globalisation, Liberalisation, Poverty and Income Inequality in Southeast Asia,
mimeo, Paris, OECD Development Centre, Conference Poverty and Inequality in Developing
Countries, November.

Jomo, K. S. (2001), Rethinking the Role of Government Policy in Southeast Asia, in Joseph E. Stiglitz
and Shahid Yusuf eds., Rethinking the East Asian Miracle, Washington D. C., the World Bank
and Oxford University Press.

Kanbur, Ravi (2000), Economic Policy, Distribution and Poverty : the Nature of the Disagreements,
mimeo, Stockholm, Swedish Parliamentary Commission on Global Development (Globkom
website).

Kawai, Masahiro (2000), East Asian Economic Recovery and Structural Reform, Paris, CAE and the
World Bank, Annual World Bank Conference of Development Economics.

Keefer, Philip and Stephen Knack (2000), Polarization, Politics, and Property Rights: Links Between
Inequality and Growth, Washington D. C., the World Bank, Policy Research Working Paper 2418.

Kenny, Charles and David Williams (2000), What Do We Know About Economic Growth? Or, Why
Don’t We Know Very Much?, World Development, vol. 29, n°1, pp. 1-22.

Khan, Mushtaq H. (1996), A Typology of Corrupt Transactions in Developing Countries, /DS Bulletin,
vol. 27, n°2, pp. 12-21.

Khan, Mushtaq H. and Jomo K. S. eds. (2000), Rents, Rent-Seeking and Economic Development: Theory
and Evidence in Asia, Cambridge, Cambridge, Cambridge University Press.

Kohli, Atul (1994), Where Do High Growth Political Economies Come From ? The Japanese Lineage of
Korea’s Developmental State, World Development, vol. 22, n°9, pp. 1269-1293, rep. in Meredith
Woo-Cumings ed. (1999), The Developmental State, Ithaca, Cornell University Press.

Kubota, Keiko (2000), Fiscal Constraints, Collection Costs and Trade Policies, Washington D. C., the
World Bank, policy research working paper 2366.

Kwon, Huck-Ju (1999), The Welfare State in Korea: the Politics of Legitimation, London, Macmillan.

Levin, Jorgen (2001), Taxation in Tanzania, Helsinki, UNU-WIDER, discussion paper n°2001/80.

Lewis, David (1969), Convention, Cambridge MA, Harvard University Press.

Lienert, lan (1998), Civil Service Reform in Africa: Mixed Results After 10 Years, Finance and
Development, vol. 35, n°.3.

Lindert, Peter and Jeffrey Williamson (2001), Does Globalization Make the World More Unequal?,
Cambridge, Mass, NBER working paper 8228.



page 25

Melchior, Arne, Kjetil Telle and Henrik Wiig (2000), Globalisation and Inequality : World Income
Distribution and Living Standards, 1960-1998, Oslo, Royal Norwegian Ministry of Foreign
Affairs, Studies on Foreign Policy Issues, Report 6B.

Milanovic, Branko (1999), True World Income Distribution, 1988 and 1993 : First Calculation Based on
Household Surveys Alone, mimeo, Washington D. C, the World Bank, policy research working
paper 2244 (pub. Economic Journal, vol. 112, pp. 51-92, 2002).

Milanovic, Branko (2002), The Two Faces of Globalization: Against Globalization as We Know It,
mimeo, Washington D. C, the World Bank.

Mkandawire, Thandika (2001), Thinking about Developmental States in Africa, Cambridge Journal of
Economics, vol. 25, n°3, May, pp. 289-313.

Montes, Manuel F. and Vladimir Popov (1999), The Asian Crisis Turns Global, Singapore, Institute of
Southeast Asian Studies.

Nee, Victor (1998), Norms and Networks in Economic and Organizational Performance, American
Economic Review, vol. 88, n°2, May, pp. 85-89.

Nelson, Richard R. and Sidney G. Winter (1982), An Evolutionary Theory of Economic Change,
Cambridge Mass, Harvard University Press.

Nelson, Richard R. and Sidney G. Winter (2002), Evolutionary Theorizing in Economics, Journal of
Economic Perspectives, vol. 16, n°2, Spring, pp. 23-46.

North, Douglass C. (1990), Institutions, Institutional Change and Economic Performance, New York,
Cambridge University Press.

Obstfeld, Maurice and Alan M. Taylor (2001), Globalization and Capital Markets, mimeo, NBER
Conference on Globalization in Historical Perspective, Michael D. Bordo, Alan Taylor and Jeffrey
G. Williamson eds., May.

Ortega, Daniel and Francisco Rodriguez (2001), Openness and Factors Shares, mimeo, Santiago,
CEPAL, Raul Prebisch Conference, August.

Persson, Torsten and Guido Tabellini (2000), Political Economics : Explaining Economic Policy,
Cambridge MA, the MIT Press.

Pistor, Katharina (1999), The Evolution of Legal Institutions and Economic Regime Change, Paris, CAE
and the World Bank, Annual World Bank Conference in Development Economics.

Platteau, Jean-Philippe (1994), Behind the Market Stage Where Real Societies Exist: Partl: The Role of
Public and Private Order Institutions, Journal of Development Studies, vol. 30, n°3, pp. 533-577,;
Part 2: The Role of Moral Norms, vol. 30, n°4, pp. 753-817.

Pollin, Robert (1998), Can Domestic Expansionary Policy Succeed in a Globally Integrated
Environment? An Examination of Alternatives, in Dean Baker, Gerald Epstein and Robert Pollin
eds., Globalization and Progressive Economic Policy, Cambridge, Cambridge University Press
and University of Massachusetts-Ambherst, Political Economy Research Institute.

Przeworski, Adam and Fernando Limongi (1993), Political Regimes and Economic Growth, Journal of
Economic Perspectives, vol. 7, n°3, Summer, pp. 51-69.

Przeworski, Adam, Michael E. Alvarez, José¢ Antonio Cheibub and Fernando Limongi (2000),
Democracy and Development: Political Institutions and Well-Being in the World, 1950-1990,
Cambridge, Cambridge University Press.

Putnam, Robert, with Robert Leonardi and Rafaella Y. Nanetti (1993), Making Democracy Work : Civic
Traditions in Modern Italy, Princeton, Princeton University Press.

Rao, J. Mohan (2001), Globalization and the Fiscal Autonomy of the State, Amherst, University of
Massachusetts, PERI working paper 25.

Robison, Richard, Mark Beeson, Kanishka Jayasuriya and Hyuk-Rae Kim eds. (2000), Politics and
Markets in the Wake of the Asian Crisis, London, Routledge.

Robinson, James A. (1996), When is a State Predatory ?, mimeo, Los Angeles, University of Southern
California, Department of Economics.

Rodrik, Dani (1996), Why do More Open Economies have Bigger Governments ?, Cambridge MA, NBER
working paper 5537.

Rodrik, Dani (1998a), Where Did All the Growth Go ? External Shocks, Social Conflict and Growth
Collapses, London, CEPR discussion paper n°1789.

Rodrik, Dani (1998b), TFPG Controversies, Institutions and Economic Performance in East Asia, in
Yujiro Hayami and Masahiko Aoki eds., The Institutional Foundations of East Asian Economic
Development, London, Macmillan in association with the International Economic Association.

Rodrik, Dani (1999a), Globalisation and Labour, or : If Globalisation is a Bowl of Cherries, Why Are
There So Many Glum Faces Around the Table ?, in Richard Baldwin, Daniel Cohen, Andre Sapir



page 26

and Anthony Venables eds., Market Integration, Regionalism and the Global Economy,
Cambridge, Cambridge University Press and CEPR.

Rodrik, Dani (1999b), Institutions for High-Quality Growth: What They Are and How to Acquire Them,
mimeo, Washington D.C., IMF Conference on Second-Generation Reform, 8-9 November.
Rodrik, Dani (2001a), The Global Governance of Trade as if Development Really Mattered, mimeo, New

York, UNDP.

Rodrik, Dani (2001b), Trading in Illusions, Foreign Policy, March-April (FP website).

Rodrik, Dani (2001c), Introduction, Conference on the Analytical Country Studies on Growth,
Cambridge, Mass, Harvard University, Center for International Development, April.

Rodrik, Dani (2002), Feasible Globalizations, mimeo, Cambridge MA, Harvard University, May.

Rodrik, Dani and Francisco Rodriguez (1999), Trade Policy and Economic Growth : A Skeptic’s Guide to
the Cross-National Evidence, London, CEPR Discussion Paper n°2143.

Sachs, Jeffrey D. and Andrew M. Warner (2001), The Curse of Natural Resources, European Economic
Review, vol. 45, n°4-6, May, pp. 827-838.

Schleifer, Andrei and Robert W. Vishny (1998), The Grabbing Hand : Government Pathologies and their
Cures, Cambridge MA, Harvard University Press.

Sen, Amartya (1999), Development as Freedom, New Y ork, Knopf.

Shleifer, Andrei and Robert W. Vishny (1993), Corruption, Quarterly Journal of Economics, vol. CVIII,
n°3, August, pp. 599-618.

Sindzingre, Alice (1998), Crédibilité des Etats et économie politique des réformes en Afrique, Economies
et Sociétés, n°4, pp. 117-147.

Sindzingre, Alice (2000), Politiques économiques, instabilités et secteur privé au Ghana, in Comi
Toulabor ed., Le Ghana de J. J. Rawlings, Paris, Karthala.

Sindzingre, Alice (2001), African Corruptions: Elements for a Comparative Analysis with East Asia, in
Arnold J. Heidenheimer and Michael Johnston eds., Political Corruption: a Handbook, New
York, Transaction Publishers.

Sindzingre, Alice (2002a), The Evolution of the Concept of Poverty in Multilateral Financial Institutions:
the Case of the World Bank, in Morten Boas and Desmond McNeill eds., The Role of Ideas in the
Multilateral System, London, Routledge, forthcoming.

Sindzingre, Alice (2002b), “Truth”, “Efficiency”, and Multilateral Institutions: A Political Economy of
Development Economics, Ankara, International Conference In Economics, Economic Research
Center, Middle East Technical University, September 11-14.

Sindzingre, Alice (2002c), Developmental State, Patrimonial State, and Economic Development : Can
Sub-Saharan Africa and East Asia be Compared ?, mimeo, Beirut, Lebanese Center for Policy
Studies, Conference “The Model of the Developmental State and the Lebanese Experience”.

Sonin, Constantin (1999), Inequality, Property Rights Protection and Economic Growth in Transition
Economics: Theory and Russian Evidence, London, CEPR discussion paper n°2300.

Sperber, Dan (1985), Anthropology and Psychology: Towards an Epidemiology of Representations, Man,
vol. 20, pp. 73-89.

Srinivasan, T. N. (2001), Growth and Poverty Alleviation: Lessons from Development Experience,
mimeo, Tokyo, Asian Development Bank Institute, working paper 17.

Stein, Howard (1992), Deindustrialization, Adjustment, the World Bank and the IMF in Africa, World
Development, vol. 20, n°1.

Stein, Howard (1995a), Institutional Theories and Structural Adjustment in Africa, in John Harriss, Janet
Hunter and Colin M. Lewis eds., The New Institutional Economics and Third World Development,
London, Routledge.

Stein, Howard (2001), Economic Development and the Anatomy of Crisis in Africa: From Colonialism
through Structural Adjustment, The University of Copenhagen, Centre of African Studies
Occasional Papers Series, May.

Stein, Howard ed. (1995b), Asian Industrialization and Africa: Studies in Policy Alternatives to Structural
Adjustment, Basingstoke, Macmillan.

Stein, Howard et al. ed. (2001), Deregulation and the Banking Crisis in Nigeria: A Comparative Study
Basingstoke, Palgrave.

Stiglitz, Joseph E. (1998), Towards a New Paradigm for Development: Strategies, Policies and
Processes, Geneva, UNCTAD, Prebisch Lecture.

Stiglitz, Joseph E. (1999), Quis Custodiet Ipsos Custodes? Corporate Governance Failures in the
Transition, Paris, CAE and the World Bank, Annual World Bank Conference in Development
Economics.



page 27

Stiglitz, Joseph E. (2000), Democratic Development as the Fruits of Labor, mimeo, Boston, American
Economic Association Meetings, Industrial Relations Research Association, Keynote Address.

Stiglitz, Joseph E. (2002), Globalization and its Discontents, London, Allen Lane and the Penguin Press.

Strange, Susan (1996), The Retreat of the State, Cambridge, Cambridge University Press.

Streeten, Paul (2001), Integration, Interdependence and Globalization, Finances and Development, vol.
38, n°2, June, pp.34-37.

Suehiro, Akira (2001), Family Business Gone Wrong? Ownership Patterns and Corporate Performance
in Thailand, Tokyo, Asian Development Bank Institute, working paper n°19.

Sunstein, Cass R. (1997), Free Markets and Social Justice, Oxford, Oxford University Press.

Tangri, Roger (1999), The Politics of Patronage in Africa : Parastatals, Privatization and Private
Enterprise, London, James Currey.

Tanzi, Vito (2000a), The Role of the State and the Quality of the Public Sector, Washington D. C.,
International Monetary Fund, working paper WP/00/36.

Tanzi, Vito (2000b), Globalization, Technological Developments, and the Work of Fiscal Termites,
Washington D. C., International Monetary Fund, working paper WP/00/181.

Tanzi, Vito and Hamid Davoodi (1997) Corruption, Public Investment and Growth, Washington D. C.,
International Monetary Fund, working paper WP/97/139.

Tavares, José and Romain Wacziarg (2001), How Democracy Affects Growth, European Economic
Review, vol. 45, n°8, August, pp. 1341-1378.

Temple, Jonathan (1997), St Adams and the Dragons: Neoclassical Economics and the East Asian
Miracle, Oxford Development Studies, vol. 25, n°3, October, pp. 279-300.

Temple, Jonathan (1999), The New Growth Evidence, Journal of Economic Literature, vol. 37, March,
pp. 112-156.

Toye, John (2000), Fiscal Crisis and Fiscal Reform in Developing Countries, Cambridge Journal of
Economics, vol. 24, n°1, January, pp. 21-44.

UNCTAD (2001), Economic Development in Africa: Performance, Prospects and Policy Issues, Geneva,
United Nations.

Wade, Robert (1990), Governing the Market, Princeton, Princeton University Press.

Wade, Robert (2000), Governing the Market: a Decade Later, London, London School of Economics,
LSE Development Studies Institute working paper n°00-03.

Wade, Robert (2001), The Rising Inequality of World Income Distribution, Finance and Development,
vol. 38, n°4, December, pp. 37-39.

Weeks, John (2001), Growth Variability Among and Within African Countries: An Aspect of Unsustained
Development, mimeo, New York, United Nations, Committee for Development Policy, and
London, School of Oriental and African Studies.

Wei, Shang-Jin and Yi Wu (2001), Negative Alchemy? Corruption, Composition of Capital Flows and
Currency Crises, Conference on Preventing Crises in Emerging Markets, Sebastian Edwards and
Jeffrey Frankel eds., NBER, January.

Weintraub, E.R. (1985), General Equilibrium Analysis, Cambridge, Cambridge University Press.

Weiss, Linda (1998), The Myth of the Powerless State : Governing the Economy in a Global Era,
Cambridge, Polity Press.

Weiss, Yoram and Chaim Fershtman (1998), Social Status and Economic Performance: a Survey,
European Economic Review, vol. 42, pp. 801-820.

White, Gordon ed. (1988), Developmental States in East Asia, London, Macmillan.

Williamson, John (1990), What Washington Means by Policy Reform, in John Williamson ed., Latin
American Adjustment. How Much Has Happened?, Washington D. C., Institute for International
Economics.

Williamson, John ed. (1994), The Political Economy of Policy Reform, Washington, Institute for
International Economics.

Winters, L. Alan (2000), Trade, Trade Policy and Poverty: What Are the Links?, London, CEPR
discussion paper 2382.

Woo-Cumings, Meredith ed. (1999), The Developmental State, Ithaca, Cornell University Press.

World Bank (2001), World Development Report 2001/2002: Institutions for Markets, Washington D. C.,
the World Bank.

Yoshihara, Kunio (1988), The Rise of Ersatz Capitalism in South-East Asia, Singapore, Oxford
University Press.

Young, H. Peyton (1998), Social Norms and Economic Welfare, European Economic Review, vol. 42,
n°3-5, pp. 821-830.



page 28

Yusuf, Shahid and Joseph E. Stiglitz (2001), Development Issues: Settled and Open, in Gerald M. Meier
and Joseph E. Stiglitz eds., Frontiers of Development Economics: the Future in Perspective,
Washington D. C., the World Bank and Oxford University Press.



