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Despite strong interest in the role of institutions, methods of operation, 
underlying political forces and their precise nature are still misunder-
stood. Partial analysis of specific aspects of public interventions sim-
plified historical examples, or rough cross-country relationships tend 
to be the main guides to policy recommendations. Along with four 
in-depth country studies, published in companion volumes,  Institu-
tional Challenges at the Early Stages of Development gives a thorough 
review of the experiences of South Korea and Taiwan, offering a new 
perspective for identifying critical institutional issues. Including those 
related to state–business relations and the economic structure, and its 
transformation, analytical tools and concept are provided to help diag-
nose important hurdles at the early stage of a country’s development. 
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1

Introduction

Faced with disappointing performance under the ‘Washington Consensus’, 
international organisations and bilateral development agencies switched to 
what was called the ‘post-Washington consensus’. This extended set of prin-
ciples was seen as a way of compensating for the neglect of institutional con-
siderations in the original consensus. Market-oriented reforms thus had to be 
accompanied by other reforms, including the regulation of various sectors, 
making governments more efficient, and increasing the capacity of human cap-
ital. Most importantly, however, emphasis was also placed on good gover-
nance as a necessary adjunct to market-led development, especially in regard 
to its capacity to protect property rights and guarantee contract enforcement. 
With time, governance then became a key criterion among donors for allocat-
ing aid across low-income countries, and also to monitor its use.

It is fair to say that, practically speaking, governance has been defined and 
evaluated in a rather ad hoc way, based on expert opinion, firm surveys, and 
simple economic parameters like the rate of inflation or the size of the budget 
deficit. The relationship with the nature and quality of institutions is thus very 
indirect. This still seems to be the case today, even though the recent World 
Development Report, entitled ‘Governance and the Law’ (World Bank, 2017), 
intends to go further by showing how governance, or policymaking in general, 
including institutional reforms, depends on the functioning of institutions, the 
role of stakeholders, and their relative political power. Practically speaking, 
however, there remains something mechanical and schematic in the way insti-
tutions are represented in the 2017 report, which is actually more about effec-
tive policymaking than about the diagnosis of institutional weaknesses and 
possible pathways for reform.

If there is absolutely no doubt that institutions matter for development, 
and for development policies and strategies in the first place, the crucial issue 
is knowing how they matter. After all, impressive economic development 
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achievements have been observed, despite the presence of clear failures in par-
ticular institutional areas. In other words, not all dimensions of governance 
may be relevant at a given point in time in a given country. Likewise, insti-
tutional dimensions that are not included in governance criteria may play a 
critical role. Despite intensive and increasing efforts over the last few decades, 
there remains limited knowledge about how institutions affect development, 
how those institutions are formed, and how they could be reformed in specific 
contexts.

i searching for evidence on the role 
of institutions: three approaches

Three approaches have been developed to identify the institutional factors that 
may hinder or promote development, and to think of ways of remedying or 
enhancing specific factors. Each of these approaches have their drawbacks.

The first approach consists of historical case studies, understood as in-depth 
studies of successful and unsuccessful development experiences in history or 
in the contemporary world. The formation and success of the Maghribi trad-
ers’ coalition in the eleventh-century Mediterranean basin, the effects of the 
Glorious Revolution in Britain, the experiences of land redistribution in South 
Korea and Taiwan after the demise of Japanese colonial rule, the reform pro-
gramme known as the Rural Household Responsibility system in China, or 
the violent fight for the appropriation of natural resource rents in several post-  
independence African states, all epitomise various possibilities of institutional 
change: while some of them led to vigorous development headed by develop-
mental states of different types, others caused underdevelopment under the 
aegis of predatory states. Such studies are of the utmost interest because they 
show, at work, the mechanisms that may govern the transformation of insti-
tutions, often under the pressure of external circumstances, and they show the 
unequal success that can be attributed to institutional change. In Why Nations 
Fail, for instance, Acemoglu and Robinson (2012) masterfully highlight the role 
of institutions in several historical and contemporaneous cases of development, 
and in failed development experiences. They place a special emphasis on the 
key role of inclusive institutions, as compared with predatory ones, and, most 
importantly, on the role of politics in encouraging or impeding development. 
The problem, however, is that the lessons from most history-oriented studies 
are rarely transferable across time or space, and they are not necessarily –  
or completely – relevant for today’s developing countries.

The same conclusion applies to studies emanating from the quickly prolif-
erating strand of economic history research based on natural historical exper-
iments. Variation in some key determinants, whose presence or absence was 
observed a long time ago, is considered as exogenous, and therefore is used as a 
valid instrument to explain today’s different outcomes. Because many geolog-
ical and geographic characteristics have the appearance of being deterministic, 
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3Introduction

they are often seen as the deep causes behind the institutional divergence that is 
responsible for different growth and development trajectories. Two particular 
difficulties arise here. First, as underlined by Dany Rodrick (2004) and others, 
it is not because a researcher finds an appropriate econometric instrument that 
s/he is able to offer an adequate explanation. We tend to agree with Avinash 
Dixit (2007: 137) that ‘the notion that geographic and historical variables are 
merely instruments for institutional determinants of economic success is sup-
ported more by the intuitive appeal of the stories told than by the statistical 
significance of the tests performed’. Second, results that highlight the role of 
historical factors, particularly when they are rooted in physical determinants, 
give no guidance when the problem affects the relevant institutions directly: 
‘the recommendation to change one’s geography or history is useless’ (Dixit, 
2007: 137).

The second approach to identifying institutional factors that may hinder 
or promote development involves cross-country studies in the contemporane-
ous era. It relies on indicators that describe the strength of a particular set 
of institutions in a country – for example, property rights, legal regimes, the 
extent of democracy, the strength and nature of controls on the executive, cor-
ruption, and so on – with the aim being to identify whether there is a cor-
relation between these indicators and growth or other development outcomes. 
Institutional and governance indicators are generally based on the opinions 
of experts, who compare the performance of different countries on which 
they have specialised knowledge along a number of selected dimensions. As 
such, they are grounded in largely subjective assessments and lack the preci-
sion needed for statistical analysis. This being said, correlations between these 
indicators and development outcomes are sometimes significant, and they are 
often intuitive. However, the use that can be made of the results of such cross-  
country studies is limited since, by construction, they essentially refer to an 
abstract ‘average country’. They may therefore be of little use when it comes to 
a specific country. Most importantly, they say nothing about causality, and still 
less about the policy instruments that could improve particular institutions. For 
example, corruption is generally found to be bad for development. However, 
we would like to know the direction of causality, and whether this conclusion is 
true in all countries and in all circumstances. And what should we think about 
cases where corruption serves to ‘grease the wheels’ of the bureaucratic system, 
speeding up procedures in the presence of too stringent administrative con-
straints? In sum, cross-country analysis is an interesting exploratory approach, 
yet we need to delve deeper into the issues when focusing on a particular coun-
try and trying to conceive of potential institutional reforms.

To understand the third approach to identifying institutional factors that 
may hinder or promote development it must be borne in mind that in some 
cases institutional weaknesses or strengths are readily observable, as in the 
delivery of public services like education or healthcare. For instance, the absen-
teeism of teachers in public schools reveals a breach of contract between civil 

https://doi.org/10.1017/9781009285735 Published online by Cambridge University Press

https://doi.org/10.1017/9781009285735


4 Introduction

servants and their employers, and/or a monitoring failure by supervisors. This 
state of affairs raises two interesting issues. On the one hand, there are ways of 
incentivising teachers so that they show up to school. Numerous experiments 
that have been rigorously evaluated by randomised control trial (RCT) tech-
niques in various community settings have successfully explored such incentive 
schemes in various countries over the last two decades or so. On the other 
hand, it is not clear whether there is always the political will, or an adequate 
coalition of interest groups, to fully correct this institutional failure of civil 
servants who do not comply with their official duty, and to make successful 
experimental schemes universally compulsory.

Identification of institutional weaknesses at the microeconomic level, and 
experimentation to identify ways to correct them, has multiplied over recent 
years. Yet this line of research generally addresses simple cases that can be suit-
ably designed for experimentation. Identifying institutional failures and devis-
ing remedies is much less easy, if not impossible, in more complex situations 
where a bundle of attributes rather than a single or a few factors seem to play 
an important role. Moreover, if RCT studies (and this is their strength) are able 
to establish causality between well-specified institutional interventions and 
outcomes of concern, they are often less successful when it comes to shedding 
light on the underlying mechanisms. This limitation makes thinking about the 
generalisability of their conclusions difficult. This is especially so because the 
impact that is assessed typically consists of short- or medium-term effects and 
we therefore need a good theory to persuade us that these effects will endure. 
Doubts are of course reinforced when comparable studies of the effects of a 
given intervention in different countries do not converge (see Dal Bo and Finan 
(2020), for a recent survey of results).

The three empirical approaches to institutions and development sum-
marised above leave a gap between an essentially macro view of the rela-
tionship – stylised historical facts or cross-country correlations between GDP 
growth and governance or institutional indicators – and a micro view that 
is grounded in, say, the direct observation of the behaviour of absentee civil 
servants or corrupt tax inspectors. Indeed, it can reasonably be held that 
economic growth results from the combination of many factors, including 
structural changes, which depend themselves on the way institutions work. 
Industrialisation may be made easier because of institutions that are conducive 
to local entrepreneurial initiative, or more difficult due to institutions that pro-
tect importers’ rents. Agricultural productivity may grow faster if land rights 
are well defined and well implemented, yet the need for the state to intervene 
may be confined to certain situations, which themselves have to be specified. 
To understand the relationship between institutions and development we must 
be able to identify how institutions facilitate or hinder the basic changes that 
govern economic growth.

Moreover, development is not exclusively about economic growth. It 
is about the structural transformation of the economy and the society. It is 
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about inclusiveness, and therefore the way institutions distribute the prod-
ucts of growth. And it is about sustainability. For another thing, focusing on 
micro aspects is fine as long as one does not lose sight of the bigger picture. 
It is almost trivial to say, but it is still worth emphasising, that the fundamen-
tal institutional factor(s) behind a specific dysfunction must be uncovered in 
order to reach a correct diagnosis and to correctly identify the policy implica-
tions. There are innumerable instances where, because only proximate causes 
have been identified, the problem at stake quickly resurfaced after the remedy 
inferred from an incomplete diagnostic was applied. There are thus many pos-
sible causes of corruption among tax collectors, including lack of monitor-
ing, or the propensity of supervisors to take their cut, or of rich taxpayers to 
bribe the budget minister for looser tax controls. Even if some experimental 
anti-corruption device is found to work for a given tax and a given group of 
tax collectors, there is no guarantee that the government will make the decision 
to implement it on a broad scale and on a permanent basis.

Moving from the rigorous identification of what appears to be an efficiency-  
improving policy or institutional arrangement to an understanding of the con-
ditions in which it may be effectively put into practice requires that we decipher 
the surrounding political economy context. In other words, considerations of 
political feasibility need to be added to considerations of economic efficiency. 
As we have learned from the political economy approach discussed earlier, 
politics may act as a constraint, and it is not clear a priori how a trade-off 
between economic efficiency and political objectives should be resolved. Even 
working in partnership with a government agency and obtaining its agreement 
on the soundness of a particular treatment that has been revealed in the course 
of an experiment that was run with its full support does not ensure that this 
treatment will actually be implemented. Interests or considerations that were 
abstracted away at the time of the experiment may come into play or may 
emerge only at the time of implementation.

These limitations of standard analyses of the relationship between institu-
tions and development have motivated the exploratory research undertaken 
within the Institutional Diagnostic Project (henceforth labelled IDP). Even 
though we do not claim to be able to close the gap between research on the role 
of institutions and a diagnostic that will be directly relevant for policymakers, 
we believe that we can narrow it down somewhat. At least, this is our hope – 
and that is the purpose of this project. One of the main reasons why we believe 
that it was worth undertaking is that the above gap is currently quite large – 
too large, actually. Here, we cannot resist the temptation to cite Avinash Dixit 
(2007) extensively:

the econometric and theoretical studies are not the best way to generate policy prescrip-
tions. Most cross-country regressions are a far from perfect fit: the myriad explanatory 
variables that have been tried explain only a fraction of the variance. Theoretical model-
ling explores the implications of one cause or mechanism in depth, deliberately isolating 
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it from others, whereas policy prescriptions require that one consider all the different 
causes or mechanisms at work in a country and how they interact. The question policy 
prescribers must address, is not what creates success on average across countries, but 
what is going wrong in this country, and how can we put it right. (p. 150)

A similar type of warning has been issued by Jean Drèze (2020) when he stresses 
that ‘policy is not a matter of evidence alone’. Besides evidence, which is about 
facts, good policy requires understanding, which is often gained through per-
sonal experience. Moreover, ‘policy-making calls for serious reflection about 
values and objectives’, equivalent to asking for what purpose and for whom 
findings about ‘what works’ (as revealed by a RCT, in particular) are to be 
implemented. Lastly, since policy is a political decision, it requires delibera-
tion. It is when people differ in their understanding and values that deliber-
ation is especially needed and that care should be taken not to de- politicise 
public policy through exclusive reliance on the advices of experts working 
behind closed doors.

In short, we readily admit that researchers cannot be good substitutes for 
policy practitioners and advisors. What we claim, however, is that it is possi-
ble to get closer to policy-relevant diagnostics by following an approach that 
is at the same time more comprehensive and more detailed than conventional 
approaches. In this new approach, special attention is paid in particular to the 
roles of context and political economy factors, and to the nature of mecha-
nisms linking critical institutions to relevant outcomes.

ii institutional diagnostics as a new 
approach to institutions and development

This volume summarises the lessons learned from the IDP, a multi-country IDP 
project that aimed to design a methodology able to diagnose development-  
impeding institutional weaknesses, or disruptions, in a country, and to propose 
lines of reform which take the political context into account. An ‘institutional 
diagnostic’ of development must first be seen as an exploration of the way in 
which various types of institutional features affect the functioning of its econ-
omy, its dynamics, and the policymaking process, the ultimate goal being to 
detect the most serious flaws or ill-boding imperfections in the institutional 
scaffolding of the country or, by contrast, healthy tendencies which seem to 
portend continuous progress on the way to development.

But the diagnostic must also come with a reflection on those reforms likely 
to succeed in removing institutional obstacles and the political economy con-
text in which they would have to be decided and then implemented. It is a new 
approach to institutions and development in the sense that it departs from 
the three lines of research mentioned earlier. It is a country-centred approach 
differing from historical case studies because the focus is not on a particular 
event, circumstance, or episode but on the overall functioning of a country’s 

https://doi.org/10.1017/9781009285735 Published online by Cambridge University Press

https://doi.org/10.1017/9781009285735


7Introduction

economy. It also goes beyond the mere use of governance or institutional indi-
cators, which are deemed much too rough or imprecise when dealing with a 
real economy, even though they may sometimes be informative. On the con-
trary, institutional diagnostics are meant to apply to economies taken in all 
their complexity, including their socio-political dimensions. Of course, they 
also make use of microeconomic evidence on institutional failures or deficien-
cies and, where available, of experimental studies conducted in the country 
concerned.

Within IDP, such an institutional diagnostic was performed on four 
low-income countries, two of them graduating to lower-middle-income sta-
tus. This restriction in the choice of case studies was imposed by the fund-
ing agency behind this research project, the UK Department for International 
Development (now the Foreign and Commonwealth Development Office). 
Accordingly, and within the constraints of the available resources, the fol-
lowing four countries were selected: Bangladesh, Benin, Mozambique, and 
Tanzania. The rationale for this choice is explained in detail in each individual 
case study. At this stage, it may simply be noted that, together, they cover a 
broad range of initial conditions, development trajectories, and achievements. 
These case studies are published in four companion volumes (Bourguignon 
and Wangwe,  2023; Bourguinon et al., 2023; Cruz et al., 2023; Raihan, 
Bourguignon, and Salam, 2023).

The objective of the present volume is twofold. On the one hand, it offers 
a reflection on the institutional diagnostic methodology in the light of the 
experience gathered in the case studies. In contrast to the well-known ‘growth 
diagnostic’ approach to development developed by Hausmann, Rodrik, and 
Velasco (2005), there is no simple theoretical framework in the literature that 
could be used as a logical basis for a comprehensive diagnostic of how institu-
tions may hinder the development of a country. A heuristic approach had to be 
followed and it should be evaluated. On the other hand, the volume attempts 
to synthesise the results of the diagnostic established in the four case studies 
in terms of what they teach about the relationship between institutions and 
development. In particular, a reflection is undertaken on the comparability 
of the institutional challenges identified in the various case studies, and some 
other countries. It leads to a list of ‘generic institutional issues’, which are of 
interest per se but also should help in establishing the institutional diagnostic 
of a particular country.

iii structure of the case studies

A brief presentation of the methodology and the content of the case studies 
may be helpful at this stage to get an idea of the material available for the syn-
thesis undertaken in the present volume.

Each study proceeds in three steps. The first step is rather ‘mechanical’: it 
consists of reviewing the economic, social, and political development of the 
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country, surveying the existing literature, examining governance or institu-
tional quality indicators, and soliciting from various types of decision makers, 
top policymakers, and experts their views on the functioning of the economy 
and institutions in their country. Based on this material, it will be possible 
to identify the most obvious ‘binding economic constraints’ on economic 
development and the perceived institutional weaknesses by various actors. 
Regarding economic constraints, hypotheses about whether and how they 
relate to institutional factors have also to be put forward. This rather straight-
forward approach to institutions and development in a particular country is 
also expected to point to several thematic areas of utmost economic impor-
tance and where critical institutional factors seem to be at play: commercial 
agriculture and the legal or informal system of land use transfers, manufac-
turing development, and the regulation/incentivising of firms, tax collection, 
delivery of particular public goods, and so on. Yet problem areas are likely to 
be strongly country dependent.

The second step consists of a thorough analysis of the critical areas revealed 
by the exploration in the first step. The challenge here is to identify the way 
in which an economic weakness is the result of institutional dysfunction, and 
then to unearth the root causes of this particular dysfunction and understand 
how they could be remedied, while taking account of the stakes involved in the 
reforms. Using these detailed analyses of key thematic areas as well as the evi-
dence gathered in the first part, the third step of the case studies then consists 
of synthesising what has been learned into a repertoire of some basic institu-
tional problems that are common to the different problem areas, their negative 
consequences for development, and, most importantly, their causes, proximate 
or more distant, as well as the potential for remedies and reforms. This is the 
essence of the ‘diagnostic’ that each case study intends to deliver. Practically, 
all that analysis is summarised in a ‘diagnostic table’, which thus appears as a 
short statement of the diagnostic.

What is thus intended is a diagnostic, not a reform agenda. Because there 
are winners and losers of most reforms, political economy factors, as well as 
political and economic circumstances, will determine whether they can be 
undertaken or not. This is thoroughly discussed in the case studies, but it must 
be clear that no firm conclusion about the political economy feasibility can be 
reached without a precise evaluation of the distribution of political power in 
the society – something that goes far beyond the present exercise. From the 
strict point of view of the diagnosis, however, its most important contribution 
is to put squarely on the table the nature of the institutional problems, the 
needed reforms, and the stakes involved. In other words, it is to make sure 
that all key actors are aware of the most serious implications of the reforms, 
the ensuing collective gains, and, possibly, the losses for various categories 
of agents. In theory, and if successful, our approach should clarify among all 
stakeholders and the public the cost of not undertaking a given institutional 
reform, the gain of doing so, and who is likely to lose and gain.
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In line with what has been said earlier, the ambition of an institutional 
diagnostic is not to formulate precise policy prescriptions. Moreover, such 
recommendations would be fraught with uncertainty. The aim is essentially 
to unveil weak points that have the potential to cause severe problems in the 
future and the effects of possible remedies. This is with a view to hopefully 
prompting policymakers to become more aware of them, monitor their evo-
lution, and ponder feasible reforms. For instance, the role of informal rules 
and institutions, and their interactions with formal institutions, receive great 
attention throughout the various studies. This is justified, given the important 
role and the great resilience of traditional local rules and institutions in many 
developing countries. They permeate the whole social fabric and the question 
as to how they are antagonised by newly established formal institutions, or 
complement them, or accommodate them in some way or other, cannot be 
escaped. This is particularly evident in matters of contract enforcement and 
land property rights. Reforming by simply changing the law or trying to imple-
ment it more strictly, as frequently done by policymakers after long political 
debates, often proves ineffective.

iv the asian tigers’ take-off as a benchmark

Some of the four IDP countries may be considered as development successes 
according to some criteria, whereas the development performance of others 
or according to other criteria appears as modest. No country can really be 
considered as over-performing the others or not subject to substantial uncer-
tainty about its future development. To enrich the comparative perspective 
of the reflection in this volume, two countries were added to the list of our 
four in-depth country case studies. These new countries, for which we rely on 
second-hand literature, are South Korea and Taiwan – at the time they were 
at a comparable level of income per capita as the IDP countries today, that is, 
the time of their take-off in the 1960s and early 1970s. The two East Asian 
tigers are indeed known for their spectacular development records and pro-
vide an interesting basis for comparison. However, it bears emphasis that the 
idea is not to erect these two cases as benchmarks against which institutional 
imperfections in other, less successful countries must be measured. That one-
size-fits-all solutions are inadequate is a principle that should be applied to any 
attempt to mechanically transplant institutions not only from economically 
advanced countries of the Western world but also from successful Southeast 
Asian countries, even at the time of their take-off. The objective is different. It 
is to use the experiences of South Korea and Taiwan at the beginning of their 
stellar development to get a better idea of the key issues that a country must 
tackle in order to develop in a sustainable manner.

To make things more concrete, the point is not to claim that, because these 
two Asian countries followed such a path, a military-based authoritarian 
regime is a prerequisite of sustainable development. It is evident that this sort 
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of advice is fraught, if only because it is not known how a benevolent, or at 
least a development-minded despot can arise in a particular country. In fact, 
many examples from the contemporaneous world seem to indicate that malev-
olent military rulers are the rule rather than the exception, as attested by the 
present-day regimes of countries such as Mali, Myanmar, Pakistan, Thailand, 
and many others. What is of interest here, and where a lot can be learned 
from the study of South Korea and Taiwan, is that their military regimes suc-
ceeded in preventing business interests from capturing the state and influencing 
its development policies, as observed under one form or another in the IDP 
countries. This is an issue which must be addressed and solved in some way 
or other, and the experiences of these two countries should be considered as 
sources from which to get inspiration and not as models to copy in toto.

v outline of the volume

The outline of the book is as follows. In Chapter 1, we define the concept of 
institutions and then move forward by discussing interactions between formal 
and informal institutions and then presenting and illustrating the main existing 
economic theories of institutional change. In Chapter 2, the methodological 
approach of the institutional diagnostic is explained and justified. In the four 
subsequent chapters, the results of the institutional diagnostics based upon the 
thorough analysis of development in the IDP countries in companion volumes, 
as well as the salient points of that analysis are summarised: Bangladesh and 
Tanzania in Chapter 3 and Benin and Mozambique in Chapter 4. We then 
try to apply a comparable methodology to imagine what would have been 
the conclusions of an institutional diagnostic drawn at the beginning of the 
development of the two big achievers: South Korea in Chapter 5 and Taiwan 
in Chapter 6. Then come the synthesis chapters. First, Chapter 7 summarises 
on a comparative basis the nature of the obstacles and enablers of structural 
transformation in the six countries’ economies and suggests possible links with 
institutional factors. Those are taken up more explicitly in the next two chap-
ters, which focus on the set of generic institutional issues found among the 
case studies and the two Southeast Asian countries. Chapter 8 probes the role 
of politics and the initial conditions prevailing at the time development efforts 
were initiated, while Chapter 9 focuses on issues of state capacity and prop-
erty rights. Finally, Chapter 10 offers a general conclusion, in which basic 
lessons from the analysis, and the implications for development assistance, are 
identified.

https://doi.org/10.1017/9781009285735 Published online by Cambridge University Press

https://doi.org/10.1017/9781009285735


Part I

APPROACHING INSTITUTIONAL CHANGE: 
THEORY AND METHODOLOGY

https://doi.org/10.1017/9781009285735 Published online by Cambridge University Press

https://doi.org/10.1017/9781009285735


https://doi.org/10.1017/9781009285735 Published online by Cambridge University Press

https://doi.org/10.1017/9781009285735


13

1

Theoretical Underpinnings

The ‘institutions matter’ slogan appears today as a fundamental truth about 
development. Widely shared by the development community, including inter-
national organisations, it goes with the idea that the benefits of both market 
operations and state interventions are significantly conditioned by the presence 
of effective institutions. An abundant literature in economic and political sci-
ences, both theoretical and empirical, has recently suggested that the poor qual-
ity of institutions is an important determinant of low development outcomes 
and the persistence of poverty in the world. In many cases, existing institutions 
are not well adapted to the challenge of modern economic growth and devel-
opment. This raises the issue as to how existing institutions can be reformed, 
which is a particularly hard challenge when they are the embodiment of local 
cultures and historical legacies. If reform is unrealistic, institutional change 
will have to wait, and economic progress is then constrained during the time 
necessary for such change to be induced by a transformation of the environ-
ment, whether economic, technological, or demographic. The question is how 
long the new, better adapted institution will take to emerge. The answer will 
obviously depend on the type of institutions concerned.

There are two main reasons why, at this early stage, it is appropriate to 
briefly survey the literature on institutions and institutional change. First, we 
need to have a basic understanding of what is meant by institutions, so as to 
avoid using the word as a sort of residual category into which everything that 
is not production factors and technical progress would fall. The distinction 
between formal and informal institutions will draw our attention because at 
the early stages of development informality is an important feature of the soci-
ety, the economy, and the polity. Second, the survey is intended to supply us 
with the theoretical underpinnings required to get a good grasp of the generic 
institutional issues discussed in Chapters 8 and 9. These underpinnings involve 
both the way in which formal and informal institutions may interact, and the 
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way institutions may change as a result of reforms or other forces, such as the 
transformation of the environment. In the latter instance, institutional change 
is clearly induced by material forces, and institutions are endogenous (they 
result from) to growth rather than the other way around. An important impli-
cation is that institutional reforms themselves do not have to be imposed in a 
direct manner if they can indirectly cause institutions to evolve, perhaps in a 
gradual manner. This is patently the case when a reform that has the effect of 
accelerating growth induces changes in social norms, cultural values, and other 
slow-moving institutions, that is, when an institutional or policy reform in one 
sector of the society trigger off changes in a different sector.

In line with the above motivations, the present chapter is organised into 
three main sections. First, we provide a simple definition of institutions and 
comment upon their main aspects. Second, we highlight various ways in which 
informal arrangements may interact with formal institutions. In the process 
we touch on the issue of institutional change, since an important question is 
how the dynamic of change is affected when formal and informal institutions 
enter into conflict with each other – say, following the creation of a new formal 
institution. Third, we address the issue of institutional change by looking at 
the various theories proposed by economists to explain why institutions may 
evolve or alternatively persist in spite of a changing environment. Finally, by 
way of conclusion, we examine various arguments in the debate about radical 
versus gradual institutional reforms.

i a simple definition of institutions

Many and diverse definitions of institutions have been proposed in books and 
papers written by economists and other social scientists. Our purpose here is 
not to offer a review but only to formulate a clear definition to be consistently 
applied in the following chapters. This definition, which is neither original nor 
novel, emphasises the most critical features that will come up for discussion 
in the book, whether explicitly or implicitly. Institutions are rules, procedures, 
or organisations, formal or informal, that constrain individual behaviour in 
such a way that human actions become coordinated. Individual actions are 
influenced through adhesion or coercion; it is only in the former case that an 
institution can claim a high degree of acceptance or legitimacy.

A first implication of this definition is that institutions cover a wide vari-
ety of humanly devised coordinating mechanisms, running from state admin-
istrations, the judiciary, and the police to religious bodies, tribal chiefdoms, 
and patronage relationships, passing through social norms, customs, contract 
arrangements, mutual aid groups, and neighbourhood associations.

A second implication, as underlined in North (1990), is that individual 
expectations play a pivotal role in the formation and maintenance of insti-
tutions. This is true whether the shaping of behaviours takes place through 
adhesion or coercion. In the case of adhesion, people adhere to an institutional 
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arrangement when they trust it in the sense that they believe that not only 
themselves, but also other individuals, support it. The arrangement is then 
considered legitimate by a large number of its users, and this legitimacy 
means that individuals expect many others to comply with the prescriptions 
involved. It should be noted that compliance does not necessarily imply that 
everybody is happy about the institution, or thinks it is the best that can be 
achieved. What it does imply is that everybody is confident that other people 
are likely to behave in the way prescribed because this is the normal thing to 
do or the established manner of behaving in the particular society and context 
in which they live. Striking illustrations are provided by many social norms 
and customs, but also by manifestations of voluntary compliance with laws 
or regulations.

For obvious reasons, adhesion is especially forthcoming when, through some 
form of collective action, people have themselves decided to set up rules that 
will constrain them in a way that is ultimately beneficial for all. For example, 
villagers may realise that when left free to act according to their best private 
interests, they have a tendency to overexploit a local natural resource (a fishing 
ground, a pasture, a forest, underground water, etc.). They may then vote to 
establish regulations that will limit their freedom to exploit this resource – say 
through the imposition of quotas, harvesting seasons, and rules regarding the 
characteristics of the produce they are allowed to get hold of (e.g., the size of 
fish that may be caught or the height of trees that may be felled).

In the case of coercion, expectations formed by individuals also play an 
important role. Indeed, there can be no coercion without the possible use of 
sanctions meted out by an authority. And coercion will not be effective if peo-
ple are not convinced that the rule will be more or less strictly enforced. Just 
think of tax laws or driving regulations in a democratic country: if citizens do 
not expect that the rules will be enforced – either because detection of fraud or 
rule violation is deficient or sanctions are small or easy to circumvent – they 
will not take them seriously, unless they are imbued with a strong sense of civ-
icness, which is understood as an inclination to follow a law just because it has 
been enacted by a legitimate authority (the state, in this instance).

A third implication, related to the first one, is that both formal and informal 
arrangements can be institutions. Institutions are formal when they rest on 
explicit, written rules that are enforced through official channels. As explained 
in more detail in Baland et al. (2020), the first requirement (explicitness) means 
that the rules are stated in a clear and articulate manner so that they are under-
standable by anyone possessing sufficient knowledge of the language in which 
they are written, and people are left with little uncertainty about the circum-
stances to which they apply. By contrast, informal institutions are generally 
made up of non-written rules or, if they are written, the rules are specific to a 
particular human community in the sense that their meaning is not easily acces-
sible to outsiders. One important reason for this is that the circumstances and 
the social groups to which they apply may not be clear for those who are not 
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members of the rule-setting community. They may thus appear to the external 
observer to be somehow arbitrary. In addition, informal rules or arrangements 
are often somewhat loose or flexible. This is because they tend to allow for 
individual circumstances and, relatedly, they involve ex post sharing, redistri-
bution, or insurance. In other words, the terms of an informal contract (e.g., 
the rewards for performing a task) are typically unspecified and frequently 
contingent on future shocks.1

Finally, the rules behind informal arrangements are typically enforced 
through non-official sanctioning mechanisms. Like official ones, these may 
consist of punishments meted out by an authority. In this case, the authority is 
informal, such as a tribal chief, a clan leader, or a landlord-patron. Yet other 
types of sanctions are also found in the universe of informal institutions.2 First 
is the fear of reprisal by a partner or a group that is outraged by the behaviour 
of a rule-violator, or by an organisation established for that purpose. The lat-
ter may be a thuggish or criminal organisation that specialises in the job of 
intimidating and threatening individuals or families with a view to obtaining 
redress for a fraudulent or deviant act. Second is the fear of losing a valuable 
relationship with the cheated or disappointed partner in a so-called relational 
contracting based on repeated interactions between two agents. The punish-
ment thus involves what Greif (1993) has called a bilateral mechanism of rep-
utation and punishment. Third is the fear of losing reputation inside the whole 
group, community, sector, or location to which the cheated partner belongs. 
In this instance, a multilateral mechanism of reputation and punishment is set 
in motion. It operates in a decentralised manner and in an extreme case can 
take the form of ostracism. Fourth, sanctions can be internalised through a 
psychological process, such as social learning and cultural transmission. In 
the latter case, social norms are instilled in members of, say, a community, a 
group, a brotherhood, or a sect, with the purpose of driving them to feel guilty 
whenever they deviate from their prescribed behaviour. Such guilt feelings are 
often anchored in the idea that deviation amounts to a betrayal of the collec-
tive. Internalisation mechanisms of this kind are the functional equivalent of 
civicness in the sphere of formal institutions. In both cases, individual prefer-
ences are shaped through a moral upbringing process that emphasises collec-
tive interests at the expense of private interests.

Before turning to an examination of key issues raised by institutions, two 
remarks should be made. To begin with, there is an interesting parallel between 
the idea that modernisation is reflected in the growing importance of formal 

 1 This is especially true in the realm of the family (narrow or extended), where the dominant form 
of (economic) relationships is gift exchange in which reciprocity is typically delayed and com-
bined with insurance (Fafchamps, 2019).

 2 For more details, see Colson (1947), Sahlins (1965), Hayami and Kikuchi (1982), Greif (1989, 
1992, 1993, 1994, 1998, 2002, 2006), Platteau (1991, 1994a, 1994b, 2000, 2006), Fafchamps 
(1992, 1996, 2020), Aoki (2001), Dixit (2004).
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relative to informal institutions, on the one hand, and Greif’s idea that devel-
opment entails a shift from ‘collectivist’ to ‘individualist’ societies, on the other 
hand (Greif, 1989, 1992, 1994). This is because order in collectivist societies 
is largely based on multilateral reputation and punishment mechanisms, which 
are essentially informal, while individualist societies cannot function effec-
tively if their bilateral reputation and punishment mechanisms are not backed 
by formal institutions.3

Our second remark is that institutions are not all situated on the same level. 
There actually exists an institutional hierarchy that is made up of a set of insti-
tutions that are vertically entwined with each other. At the top of the ladder 
are fundamental or constitutional institutions that set the rules around which 
inferior institutions are grafted. An example of a fundamental institution is a 
political constitution: it defines a political regime and sets the rules regarding 
the frequency and mode of elections, the pattern of representation, and the 
like. It also spells out which liberties and individual rights should be upheld 
in a country. Within the framework of that constitutive law, other laws and 
regulations specify how the political system and the fundamental rights of the 
citizens are to be implemented in more operational terms.

To provide an illustration from the informal domain, let us refer back to 
the aforementioned example of collective action to ensure the efficient man-
agement of local natural resources. In rather egalitarian societies, the princi-
ple of equal contributions is considered important, and a convenient way to 
implement it is by sharing collective duties in a rotary manner among all the 
(adult) members. When a new initiative is decided, the corresponding rules 
will typically be inspired by this fundamental rotating principle applied at the 
highest level of the social and political order. Thus, the burden of monitoring 
the proper use of a resource – for example, guarding a village forest or fishing 
ground during periods of prohibited harvest, or ensuring that rights of access 
to irrigation water are duly respected – will be shared among the resource 
users according to some form of rotation. In fact, even rights of access to 
the resource may be organised following the same principle (Ostrom, 1990; 
Baland and Platteau, 1996).

As the last example indicates, it is impossible to talk about institutions and 
institutional change in developing countries without paying due attention to 
informal arrangements, rules, norms, and modes of behaviour, which regu-
late essential aspects of everyday life. And since we are primarily interested 
in institutional change (or stagnation), which will be the central focus of our 
attention in Section III (subsection D), we need to first take stock of the var-
ious ways in which informal institutions can interact with formal ones. The 

 3 In Greif’s reading of the history of Western Europe, it was the need to compensate for the lack 
of multilateral arrangements, itself caused by unstable social networks, that caused the gradual 
emergence (in cities in northern Italy during the thirteenth century and later) of legal and politi-
cal enforcement organisations as well as a legal code.
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most straightforward case of institutional change arises when a new formal 
institution is established in a context where informal arrangements exist. The 
question as to how both will coexist, adapt to each other, or enter into mutual 
conflict is therefore of great importance – hence our discussion in the next 
section.

ii interactions between formal and informal  
institutions

A An Illustrated Typology

Any social order is built upon a mix of formal and informal institutions, yet the 
proportion of either type can vary considerably from country to country for 
complex reasons that have to do with the political system, administrative tra-
ditions (centralised versus decentralised), and cultural influences, in particular. 
Along the modernisation path of a given country, formal institutions are pre-
dicted to grow in importance relative to informal ones. This is not only or nec-
essarily because the former may displace the latter as the result of their being 
more effective in providing the same service – as witnessed by the replacement 
of informal insurance or mutual help mechanisms by formal social security 
systems in advanced Western European countries – but also because they fulfil 
new functions for which informal arrangements are ill-suited. It is therefore 
useful to get a better understanding of the way these two types of institutions 
or rules interact with each other. To help us in this effort, we use a typology 
proposed by two social scientists, Helme and Levitsky (2004), and we discuss 
it in a way that extends the presentation made in Baland et al. (2020), a paper 
to which we directly contributed. Here, we make a special effort to illustrate 
the different cases highlighted in this typology, which is constructed along two 
dimensions and provides a static picture (the situation obtained at a given 
point of time).

The first dimension (represented on the vertical axis of Table 1.1) is the 
degree to which the outcomes of formal and informal institutions’ rules con-
verge or diverge, depending upon whether the latter produce substantively 
similar or different results from those expected from a strict and exclusive 
adherence to the former. Divergence points to a substantial discrepancy or 
contradiction across these outcomes, whereas convergence is obtained when 
the outcomes are not substantively different. The second dimension (on the 
horizontal axis) indicates the effectiveness of the formal institutions, under-
stood as the extent to which formal rules and procedures are enforced and 
complied with in practice. A high level of effectiveness thus means that indi-
viduals’ choices are actually constrained or enabled, and there is a high prob-
ability of official sanctions in the case of a violation of the rules. Conversely, 
people expect a low probability of enforcement (and hence a low expected cost 
of violation) when institutional effectiveness is small.
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According to Table 1.1, four different types of institutional interaction 
 patterns can arise: complementarity, accommodation, competition, and substi-
tution. Let us consider them in turn.

B Complementarity

A combination of effective formal rules and convergent outcomes produces 
complementarity between informal and formal institutions. In such cases, 
informal institutions may cover contingencies that are not properly allowed for 
by formal rules, or they may facilitate the pursuit of individual goals within the 
formal institutional framework, or else they may serve as pillars that support 
the functioning of formal institutions. In the latter instance, their role is to cre-
ate or strengthen incentives to comply with formal rules that might otherwise 
exist merely on paper.

Fafchamps (2020) puts much stress on complementarity when he writes 
that formal institutions are best regarded as enabling informal ones to per-
form better. His focus is on the enforcement of market transactions, and his 
central point is that, since interpersonal relationships are not eliminated by 
formal institutions (and contracts in particular), the role of good formal insti-
tutions is ‘to reinforce the forms of social interactions that lead to a more 
efficient, more inclusive outcome, and to discourage those interactions that 
reduce efficiency and ostracise certain groups and individuals’ (p. 376). Thus, 
formal institutions promote markets less by enforcing contracts directly than 
by seeking to reinforce informal contract enforcement mechanisms, especially 
those based on reputation. More precisely, they contribute to more active and 
more efficient markets by: (i) providing uniform measurement rules and qual-
ity standards; (ii) minimising conflicts stemming from fraudulent information 
or any form of misrepresentation by one party to a transaction; (iii) regulat-
ing fraud, bankruptcy, and the conditions under which a relational contract 
(e.g., an employment contract, a rental or a land lease contract) may end; (iv) 
curbing violent forms of informal contract enforcement (the reliance on thugs 
and criminal organisations, in particular); and (v) offering a strictly organised 
process for the adjudication of contractual disputes which agents may option-
ally use (pp. 380–1). This view of mutually supporting formal and informal 
institutions, long held by social scientists (Polanyi, 1957; Granovetter, 1985; 

table 1.1 Typology of interactions between formal and informal institutions 
according to Helme and Levitsky (2004)

Institutional outcomes Formal institutions effective Formal institutions ineffective

Convergent Complementarity Substitution
Divergent Accommodation Competition
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Ensminger, 1992), is anchored in the idea that economic exchanges take place 
between individuals who are necessarily embedded within a social context that 
does not disappear with the introduction of formal institutions.

C Accommodation

When effective formal institutions are combined with divergent outcomes, 
we have a situation of accommodation between informal and formal institu-
tions. This situation arises because informal institutions create incentives that 
prompt people to behave in ways that alter the substantive effects of formal 
rules, yet without directly violating them. In other words, the effect of informal 
institutions is to contradict the spirit, but not the letter, of the formal rules. 
Accommodation occurs when a contradiction emerges between outcomes gen-
erated by the formal rules and prescriptions emanating from customary or 
informal rules. What impedes an outright change or open violation of the for-
mal rules is their very effectiveness. Conflicting dimensions are present within 
the existing formal institutional arrangement, and what accommodation does 
is to somehow reconcile them through the implementation and interpretation 
of formal rules by actors that are subject to informal prescriptions.

As an illustration, consider the following example, collected from field-
work in West Africa by one of the authors. In Mali, judges in the formal court 
system often deal with inheritance cases involving rural people in ways that 
rest on a compromise between the formal law and custom. Thus, when one 
son and one daughter disagree about their entitled share of the wealth of their 
deceased father, the judge may choose to persuade the defendant (the son 
who asks for the enforcement of the custom according to which he should 
inherit the entire wealth of the father) and the claimant (the daughter who 
asks for the enforcement of the statutory law that has established the prin-
ciple of gender equality in matters of inheritance) to accept a verdict based 
on Islamic law (the daughter receives one-half of the brother’s share). In this 
manner, the authority of Islam is invoked (the claimant and the defendant are 
both Muslims) with a view to avoiding a confrontational approach that is 
likely to disrupt family relations. This is a typical instance in which an actor, 
the modern judge, plays upon several legal registers to find a solution that is 
acceptable to the different parties involved in a case. The formal law is not 
ignored, since it serves as a reference point with respect to which the compro-
mise with other types of laws is devised. Incidentally, the example shows that 
the stark opposition often drawn between French colonial countries, which 
rely on written codes, and British colonial countries, which rely on the com-
mon law, may be easily overdone.4

 4 Accommodation may also be observed in non-market economies, as testified by the critical role 
of informal exchange arrangements (the ‘blat’ relationships in the USSR and the ‘guanxi’ infor-
mal exchanges in communist China) in solving problems of shortage caused by central planning 
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D Competition

The next possibility combines ineffective formal rules and divergent outcomes, 
giving rise to competition between informal and formal institutions. Here, 
informal institutions structure incentives in ways that are incompatible with 
the formal rules: to follow one rule, actors must blatantly violate another. 
Examples of such situations occur, for instance, when particularistic infor-
mal institutions, such as clientelistic relations and clan-based nepotism, arise 
in various contexts of weak formal political or economic institutions (Hoff 
and Sen, 2005, 2006; Bardhan and Mookherjee, 2020). Not surprisingly, 
competing informal institutions are often found in postcolonial contexts in 
which formal institutions that were imposed on indigenous rules and authority 
structures dominate, and have been retained by the new independent states. 
In postcolonial Ghana, for instance, civil servants were officially instructed to 
follow the rules of the public bureaucracy, but most believed they would incur 
a significant social cost (such as a loss of standing in the community) if they 
ignored kinship obligations that made it a duty for them to provide jobs and 
other favours to their families and villages (Price, 1975). The same attitude of 
favouritism may be found in non-tribal societies: for example, in India where 
loyalty is due to the jati (subcaste) rather than the kin group (Kakar, 1978).5 
In the worst cases, the main goal of the officials consists of extorting revenue 
in order to distribute gifts to families and patronage networks. The temptation 
of such biased behaviour is increased when official posts are on sale, generally 
within a limited circle of people and groups. The winners are then forced to 
exact kickbacks to recoup their investment, such as is observed in parts of 
Pakistan and in Afghanistan (prior to the seizure of power by the Taliban in 
August 2021).

 5 We cannot resist the temptation to quote from the insightful book of Sudhir Kakar (1978), who 
has emphasised the considerable emotional stress caused by the primacy of relationships, fam-
ily loyalties, and jati connections in Indian society. According to him, the conflict between the 
rational criteria of specific tasks and institutional goals rooted in Western societal values, and the 
deeply held belief (however ambivalent) in the importance of honouring family and jati bonds 
is typical among highly educated and prominently employed Indians. As for the vast majority of 
tradition-minded countrymen:

Dishonesty, nepotism and corruption as they are understood in the West are merely abstract 
concepts. These negative constructions are irrelevant to Indian psycho-social experience, which, 
from childhood on, nurtures one standard of responsible adult action, and one only, namely, 
an individual’s lifelong obligation to his kith and kin. Allegiance to impersonal institutions and 
abstract moral concepts is without precedent in individual developmental experience, an adven-
titious growth in the Indian inner world. Guilt and its attendant inner anxiety are aroused only 
when individual actions go against the principle of the primacy of relationships, not when for-
eign ethical standards of justice and efficiency are breached. (Kakar, 1978, pp. 125–6)

(Ledeneva, 1998: 182–7, 211). In the case of China, these arrangements struck deep roots in 
kinship structures inherited from the Confucianist tradition (Greif and Tabellini, 2010, 2017; 
Fukuyama, 2012: 119–21).
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In some countries – African countries in particular – the problem of kin-
based favouritism plagues not only the public sector but also, potentially, 
the private world of business firms (Kennedy, 1988). A series of studies of 
indigenous and non-indigenous (immigrant) firms located in certain African 
countries, and based on detailed interviews with a sample of trading and man-
ufacturing firms, reveals interesting evidence (see Fafchamps (2004) for an 
extended synthesis, and Platteau (2014: 177–9) for a summary). Not only is 
trade with relatives and friends extremely rare in Africa but, when it happens, 
it harms firm performance. This suggests that, as much as possible, business-
people want to avoid involving their kin networks in their business, for fear 
of the costs that are likely to follow. Involvement of relatives is ‘the surest 
way to go out of business, while selling on credit to relatives and neighbours 
amounts to ‘signing the death warrant of the firm’ (Fafchamps, 2004: 173). 
Entrepreneurs thus complain that it is difficult to keep business with relatives 
within the confines of an economic transaction. For example, it is hard to col-
lect payments from relatives, whether in relation to a loan or the delivery of a 
good. More generally, payment problems are frequent because friendship and 
family ties get in the way of exerting pressures on clients. In addition, firms 
buying from family and friends encounter more late delivery problems.

A second relevant finding is the absence of evidence of systematic mecha-
nisms whereby information about trustworthiness of clients is shared among 
African manufacturing firms, other than direct recommendation by common 
acquaintances (Fafchamps, 2004: 173, 256–7, 295). Among agricultural trad-
ers, too, trust-based relationships constitute the dominant contract enforce-
ment mechanism, implying that trust is established primarily through repeated 
interactions, with little role for referral by other traders. Information on bad 
clients does not circulate widely, which severely limits collective punish-
ments for opportunistic breaches of contract (such as non-payment). African-
managed firms face more cases of non-payment than other firms, and they also 
complain more frequently about deficient quality (Fafchamps, 2004: 92, 109, 
117, 135). Their transaction costs are consequently higher. By contrast, within 
stranger communities, information circulates rather freely, and client referral 
is a common practice. For all these reasons, non-indigenous firms operating in 
Africa are at an advantage, as illustrated by the fact that in Kenya, for exam-
ple, it is only within the Indian community that first-time customers are able to 
obtain trade credit from the date of their first purchase.6

Finally, foreign firms hesitate to enter into business relations with indige-
nous firms, which they generally deem to be unreliable. In particular, they find 

 6 Moreover, indigenous firms (in Kenya and Zimbabwe) are less likely to socialise with suppliers, 
and they have more restricted knowledge about them and their supplies, compared to immigrant 
firms, suggesting that ethnic barriers are more limiting for the former. Since better business con-
tacts allow firms to enforce contracts and economise on screening costs, immigrant firms tend to 
be more profitable (Fafchamps, 2004: 252–3, 258, 300).
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fault with African managers for continuously trying to renegotiate delivery 
and payment terms ex post (Fafchamps, 2004: 110). Clearly, the multilateral 
reputation mechanism which, according to Avner Greif (1994), characterises 
so-called collectivist cultures is conspicuously absent in sub-Saharan Africa. 
What we find, instead, is the bilateral reputation mechanism that is typical of 
‘individualistic cultures’. This is a rather paradoxical conclusion, yet it is per-
fectly congruent with the idea that in this region kinship/ethnic ties and their 
associated obligations are more an impediment to private capital accumula-
tion than a social capital that can reduce transaction costs (Kennedy, 1988). 
Note that inefficiencies arising from kin-based relations are not only caused 
by non-contract performance; they are also caused by powerful redistributive 
pressures exerted on economically successful kin people. In fact, the two prob-
lems are often related, since if African businesspeople do not estrange them-
selves from the realm of the family, they will typically be compelled to sell on 
credit to their relatives and friends, and the risk will be high that the loans will 
never be returned. The problem is that borrowers do not feel morally obliged 
to repay debts incurred from a prosperous relative. Refusing to return a loan 
is an accepted way to preserve a rough egalitarianism among kin people, or 
to maintain the prior state of status inequality within the kin group (when a 
clan leader claims a higher economic position). Insofar as the credit has been 
granted under this informal pressure, the gift involved results not from a spon-
taneous but from a forced transaction (Platteau, 2014: 170).

E Substitution

The last type of interaction combines ineffective formal institutions and con-
verging outcomes, and it involves substitution between the two types of insti-
tutions. In short, informal institutions achieve what formal institutions were 
designed, but failed, to achieve. A well-known example is the persistence of 
traditional and informal forms of intra-community income sharing and mutual 
help in the face of absent or highly imperfect (formal) insurance markets, due 
to a lack of verifiability and/or asymmetric information between contracting 
parties (Scott, 1976; Platteau, 1991, 1997; Dercon, 2005; Udry, 1994). A sec-
ond illustration concerns the problem of public order and public goods provi-
sion. A most glaring reflection of weak state capacity is its failure to provide 
key public goods, including physical security and protection for its citizens. 
When this happens, there is a tendency for informal groups, networks, or 
organisations to fill the gap. There is thus abundant evidence of such groups 
emerging or extending their role to provide emergency help to people hit by a 
natural disaster (a flood, a forest fire, an epidemic), to build and maintain rural 
roads or water control infrastructure, or to supply basic education and health 
services. When it comes to public order, what springs to mind is the situation 
of failed states in which, by definition, the state is unable to fulfil its minimal 
function of guaranteeing law and order to all its people. In such contexts, law 
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and order is generally established on fragmented portions of the national terri-
tory, at the level of regions or sub-regions, tribal and ethnic entities, religious 
communities, and so on. It is implemented by warlords, clan militia, sectarian 
movements based on religion or a millenarian ideology, or some forms of ‘vil-
lage republic’, military groups backed and directed by a foreign government, 
or criminal organisations.

There is a serious risk that the substitution of informal law and order 
agencies for state power entail what Chabal and Daloz (1999) have called a 
‘re-traditionalisation of society’. But reality may be more complex and point 
to various forms of amalgamation of the state system with traditional agen-
cies (Bayart, 1993; Reno, 1995; Jones, 2009). In Liberia, for example, we 
learn that ‘tribalism is not an ancient form of organisation which pre-dates 
the nation-state, but an essentially modern concept which is inherently con-
nected to that of the nation-state … It is a political resource which enables indi-
viduals and factions to pursue their interests in a national state’ (Ellis, 1999: 
198). Therefore, ‘the apparent uniformity of the formal system of government 
which has its centre in Monrovia was in reality a patchwork structure in which 
local communities and their leaders reached a variety of accommodations with 
the centre, in the process of which old institutions of government, such as 
chieftaincies and religious sodalities, acquired new characteristics’ (p. 207). 
Interactions between informal and formal institutions may thus evolve dynam-
ically depending on the institutional path followed by society: the two types of 
institutions influence each other in a dynamic two-way process.

iii economic theories of institutional change  
and stagnation

In the following paragraphs, we address the issue of institutional change by dis-
cussing four different strands of economic literature: the induced institutional 
innovation theory, the evolutionary theory, the theory of external shocks to 
self-enforcing institutional equilibria, and the political economy approach.

A Smooth Adaptation of Institutions: Price-Induced  
Institutional Change

One approach to institutional change is to view institutions as more or less 
smoothly adapting to changing circumstances or a changing environment. 
This adaptation can be conceptualised either as the outcome of the changing 
behaviour of rational agents or as an evolutionary process driven by agents 
with only limited rationality. The former view, which we discuss in the pres-
ent subsection, is well reflected in the so-called induced institutional innova-
tion theory advanced by Hayami and Ruttan (1985) and Hayami and Kikuchi 
(1981). The basic idea is that changes in the environment are translated into 
the price realm, and agents respond to changes in relative prices by modifying 
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not only the technology they use but also the institutions that regulate their 
lives.7 The explanation is thus based on an important simplification: insti-
tutions are treated analogously to ordinary goods and services, and market 
forces are conceived as exerting their influence upon them in the same way as 
they do for goods and production factors. In short, the market is the driver of 
institutional change.

As Hayami later admitted (1997), this is a quite naïve model, especially 
because institutional change typically requires collective action, and it is sim-
plistic to assume that it is automatically organised whenever the aggregate 
social benefit resulting from such a change exceeds the social cost. In his 
words, ‘if such a naïve mechanism of induced institutional innovation always 
operated, all the economies would have grown smoothly, and no great income 
gap would ever have emerged between developed and developing economies’ 
(p. 20). Still, the naïve model could well be valid in broad terms of progress in 
human history, which seems to suggest that, with enough time, people even-
tually find solutions to overcome the incentive problems that stand in the way 
of collective action.

It is therefore no coincidence that the work of Boserup (1965, 1981) has 
been a major source of inspiration for development economists seeking to 
explain institutional change as a pseudo-market mechanism, that is, as the 
outcome of changes in relative factor scarcities. In her detailed account of the 
evolution of agricultural systems and patterns of land use under pre-industrial 
conditions in both temperate and tropical regions, she persuasively argued that 
food has been increasingly produced with the help of labour-intensive tech-
nologies. The dynamic changes involved – which entailed the reshuffling of 
land rights, the redefinition of gender roles, and other social and institutional 
changes – had the effect of increasing land productivity while simultaneously 
maintaining labour productivity and standards of living in the presence of 
growing population pressure.

Binswanger and co-authors have followed up on the idea that changes 
in endowments propelled by population growth are an important source of 
institutional change. They thus proposed a theory in which agrarian institu-
tions and their evolution are largely explained as a function of population 
density (Binswanger and Rosenzweig, 1986; Binswanger and McIntire, 1987; 
Binswanger et al., 1989). More precisely, relative scarcities of key produc-
tion factors, jointly with material characteristics of agricultural activities and 
the pervasive information problems associated with them, are seen as playing 
a major role in explaining changes in contract forms, the intensification of 
agriculture, and the emergence of small family farms in areas of high popu-
lation density. The conditions in which plantations exist can also be derived. 

 7 When applied to technological choices, the theory is known as the induced technological inno-
vation hypothesis, initially propounded by John Hicks (1932). See Hayami (1997: 16–19) for a 
short presentation.
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The idea that under the influence of population growth and market integra-
tion informal land tenure rights are gradually transformed into forms closer 
and closer to freehold rights has been studied in detail by Platteau (2000: 
Chap. 4, 2004). More recently, Guirkinger and Platteau (2015, 2017, 2020; 
Guirkinger et al., 2015) have further developed this line of explanation and 
support it with first-hand empirical evidence about the nuclearisation of farm 
households in West Africa.

Interestingly, fascinating applications of the approach of induced institu-
tional change have been made to important episodes of historical development 
in the Western world, Japan, and Russia. Since it is beyond the scope of the 
present book to review them, we are content with making a passing mention 
of a few particularly salient studies. To begin with, Smith (1959) has offered 
us a detailed and original account of the rather gradual transformation of 
agrarian contracts and the demise of serfdom in Tokugawa Japan. These pro-
found changes are traced back to a major expansion of economic opportunities 
sparked by the development of rural (silk-producing) industries. This process 
appears to be in striking contrast to events in Russia, where serfs were emanci-
pated (in 1861) as a result of a top-down, state-directed reform abolishing serf-
dom. Things may have been more complex, though, since under the initiative 
of enlightened landlords, gradual reforms were introduced in some estates even 
before 1861 (Markevich and Zuravskaya, 2018). Another illustration is pro-
vided by the work of Voigtländer and Voth (2013), who traced the origin of 
late marriage in Europe to the Black Plague period. The underlying mechanism 
lies in a change of the opportunity cost of women’s involvement in husbandry 
production, rather than in grain production, following the abrupt decline of 
the population caused by this plague. The same line of argument, based on the 
relative importance of grain and husbandry in the prevailing agricultural sys-
tem and the specific characteristics of the husbandry technology, has been used 
by the latter authors to account for the differential evolution of the marriage 
pattern between northwestern Europe, on the one hand, and Mediterranean 
and Eastern Europe and even China, on the other hand.

At this final stage of our discussion of the first approach, two remarks are 
in order. First, in many post-Hayami studies the analytical framework actu-
ally departs from the original and crude idea of price-adjusting behaviours 
by agents endowed with so-called parametric rationality (agents take prices 
as a given which they cannot influence). The preferred theoretical approach 
has been the principal–agent model, in which a principal wants a task to be 
performed by an agent whose actions or characteristics s/he cannot directly 
observe. Since the agent is then incited to opportunistically exploit the result-
ing information gap, the principal needs to design a contract or a scheme that 
will induce the agent to behave in such a way as to satisfy the principal’s inter-
ests. In this type of model, individuals are assumed to possess strategic ratio-
nality, meaning that they are able to anticipate how others will respond to their 
own decisions. Instead of adjusting to relative prices, they make constrained 
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optimal decisions in which the constraint is often set by relative factor scarci-
ties (in land, labour, or capital) or by the importance of external opportunities 
(as reflected in the agent’s reservation utility).8

Second, it is not coincidental that in the above-cited examples, institutional 
change is largely the outcome of individual decisions taken in a decentralised 
context. In such instances the induced institutional innovation model does not 
appear to be too naïve, although it is based on a comparative-static reasoning 
rather than on a genuinely dynamic argument. When a change occurs in some 
parameters of the social, technical, and economic environment, the optimal 
institution, rule, or contract is modified and, being somehow able to recognise 
this, rational individuals bring about the new arrangement. If that does not 
happen, the persistence of the inefficient institution is typically attributed to 
undue meddling of the government or another authority. In contrast to the 
above approach, the one to which we now turn is truly dynamic in the sense 
that it depicts the path that leads from one institution to another.

B Smooth (but Slow) Adaptation of Institutions:  
The Evolutionary View

An alternative view of how institutional change can come about when the envi-
ronment changes – say because of population growth, the emergence of new 
economic opportunities, or an external threat or challenge – is anchored in evo-
lutionary theory. According to this view, the emergence, diffusion, and demise 
of rules or institutions are the outcome of an organic process of Darwinian 
natural selection, which epitomises the competitive pressures of the market 
and the invisible hand. Institutions or rules are thus seen as evolving uncon-
sciously and gradually as a result of the pursuit of individual interests as agents 
repeatedly face the same types of social problems or situations. In the simplest 
version, inefficient institutions are expected to have a low evolutionary fitness, 
and therefore they tend to be displaced in the long run by more efficient insti-
tutions (see, e.g., Schotter, 1981; Axelrod, 1984; Sugden, 1986, 1989).

Looked at in this way, institutions emerge not as a result of rational, pur-
poseful design by any individual or organisation of individuals, but as the result 
of spontaneous evolution. This means, for example, that people learn from 
experience that following a given constraint or custom can actually serve their 
own individual interests (Aoki, 2001: 40). Possessing a limited (or bounded) 
rationality, they follow trial-and-error behaviours: what works well for an 
individual is more likely to be used again, whereas what turns out poorly is 
more likely to be discarded. They look around them, gather information, and 
ground their decisions on the basis of fragmentary information. Because they 

 8 Optima are constrained because in the presence of private information first-best solutions can-
not be achieved. What is sought is the best possible contract or scheme from the principal’s 
standpoint.
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have only an incomplete idea of the way the world in which they operate 
works, they do not fully understand the strategic implications of their choices, 
and may not be especially forward-looking (Young, 1998: 5–6). Thanks to 
imitation, trials and errors, and takeovers, however, effective strategies are 
more likely than ineffective ones to be retained (Axelrod, 1997: 47–8).

The key mechanism driving change in the evolutionary setup is the so-called 
replicator mechanism. Whereas in biology the inheritance of parental genes is 
the replication mechanism (called natural selection) that ensures the survival of 
the fittest over successive generations (the more effective individuals are more 
likely to survive and reproduce), in economics replication is often assumed to be 
effected through the types of behaviour just discussed: imitation and takeover 
of unsuccessful agents or firms by successful ones, trial-and-error experimen-
tation, and learning.9 In such ‘reinforcement’ mechanisms, it is one’s own past 
payoffs that matter, not those of other agents. The principle is that ‘the proba-
bility of taking an action in the present increases with the payoff that resulted 
from taking that action in the past’ (Young, 1998: 28). It should be noted that, 
in line with the assumption of limited rationality, the diffusion of more effec-
tive strategies does not require that the agents fully understand the strategic 
implications of their choices (i.e., they are not assumed to have a perfect ability 
to reason inductively about a feedback mechanism between their own choices 
and the choices of the other players). Rather than explaining how they would 
rationally pick actions in a given situation, evolutionary theorising is concerned 
with understanding how behaviour evolves or persists over time (Rasmusen, 
1989: 121).

Interestingly, many pioneers of the development economics discipline 
implicitly held a sort of (co-)evolutionary view of institutional and cultural 
change. Thus, Arthur Lewis (1955) thought that religious beliefs, for exam-
ple, may evolve and be reinterpreted depending on the economic environment 
confronting societies. In other words, traditional values and attitudes, when-
ever they are hostile to economic advancement, will eventually adapt them-
selves to new economic opportunities (p. 106). And Alfred Hirschman (1958) 
pointed out that traditional images of change will remain a critical bottleneck 
for constructive action for economic development until experience modifies 
them in the appropriate direction (see also Bauer and Yamey, 1957; Meier and 
Baldwin, 1957; and the discussion in Platteau, 2011).

Unlike what immediate intuition might suggest, and defeating the exces-
sive hopes placed in them by the economists who first used them, evolutionary 

 9 Since in most standard evolutionary models pairs of players are selected randomly from a ‘large’ 
population to play the given game once, and are thereafter returned to the population, imitative 
and learning behaviour that involves strategy changes during the life of an agent are precluded. 
Recently, however, economists have paid increasing attention to learning models where the 
strategy revisions of a given player generate substantial feedback effects by affecting the other 
players’ payoffs, thereby inducing the latter also to revise their strategies subsequently. In all 
cases, rationality is assumed to be limited.
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models do not unambiguously point to efficient adaptation of human insti-
tutions: there is absolutely no certainty that optimal rules or institutions will 
emerge from evolutionary processes. Contrary to appearances, the evolutionary 
theory of institutional change is therefore in clear opposition to the induced 
institutional innovation approach, and the former is better able than the latter 
to explain diverging institutional trajectories across countries. And since diverg-
ing paths are often encountered, the interest of the evolutionary approach ought 
not to be underestimated. This is particularly evident in the case of cultural 
norms and habits, modes of social interaction, and political regimes.

It would be wrong to think that the competitive selection of group-level 
institutions rather than individual strategies might lead to more positive con-
clusions in the form of more efficient arrangements. In fact, it raises even more 
severe problems than those confronting invisible hand arguments applied to 
individual traits. Several factors account for this (partial) failure, and they 
deserve our attention (see Bowles, 2004: 90–1, Chap. 13).

First, the repertoire of institutions and behaviours among which selection 
operates may be highly restricted: being absent from the available repertoire, 
many institutions remain unknown or untried.10 Moreover, ‘the creation of 
novel institutions is akin to the emergence of new species: it requires the con-
fluence of a large number of improbable variations in the status quo’ (Bowles, 
2004: 91).11 Binmore (1992) makes essentially the same point when he stresses 
that in many evolutionary models attention has been artificially restricted to a 
few strategies, often arbitrarily chosen. No clue is given as to why particular 
strategies are there while innumerable other conceivable strategies are ignored 
(p. 434). If such an approach allows the evolutionary modeller to derive effi-
cient institutions, it does so without really explaining their emergence, since the 
appearance of the beneficial strategies that lead to them is itself unaccounted 
for. For example, if followed by everyone, a strategy consisting of respecting a 
claim to property made by an individual who first occupied a piece of land can 
lead to the establishment of the institution of private property rights. Yet, the 
question remains as to how such a strategy did emerge. Also, what happens 
when several individuals came to occupy a land at the same time, or believe 
and claim that they did, is an unresolved issue.

Second, the existence and efficiency of an institution often depend on the frac-
tion of the population that is governed by it (a characteristic sometimes called 

 10 In biology, natural selection works on existing genetic material, which need not include the 
optimal genetic ‘programme’, and, if it does not, optimal adaptation is hampered. Moreover, 
the fact that gene mutations are blind (their occurrence is assumed to be independent of the 
needs of organisms) and can represent only gradual variations of existing genotypes precludes 
them from introducing optimal types in the population (Vromen, 1995: 95–6).

 11 An immediate implication of the above point is that it may be impossible to measure ineffi-
ciency owing to the lack of a counterfactual. As a matter of fact, it is difficult to compare the 
efficiency of a selected institution against another because the latter has not been selected (Plat-
teau, 2008: 460).
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strategic complementarity) and on the set of co-existing institutions.12 Thus, 
‘some institutions may be complementary, each enhancing the functioning of the 
other, while some institutions may reduce the effectiveness of other institutions’ 
(Bowles, 2004: 90). As a consequence, there may exist multiple stable configu-
rations of institutions, and some of these configurations may be very inefficient 
and still persist over long periods of time. Because strategic complementarities or 
other sources of increasing returns – more particularly, setup or fixed costs that 
must be incurred to create an institution, or learning effects that raise the effec-
tiveness of an institution that acquires growing influence – may thus give rise 
to multiple (equilibrium) outcomes, institutions may be path-dependent. When 
institutional evolution is path-dependent, small initial differences may cause dis-
tinct societal histories to emerge. Instead of institutional convergence, what is 
obtained is then the long-term coexistence of distinct evolutionarily stable insti-
tutions (Bowles, 2004: 403–4). The evolutionary process follows paths that have 
different long-run characteristics depending on where they start and on the order 
in which agents happen to meet, thus leading to different equilibrium configura-
tions (Young, 1998: 8; see also North, 1990: 92–104).

Third, when the evolutionary framework is enlarged to allow for a coevo-
lution of institutions and preferences (with each exerting an influence on the 
development of the other), it is quite possible for group-advantageous but indi-
vidually costly norms and patterns of behaviour to evolve. Thus, between-group 
competition may have favoured the emergence of groups or nations that have 
fostered preferences promoting military abilities and war-making capacity rather 
than individually profitable behaviour. In the process, values centred on glory, 
honour, valour, and self-sacrifice, as well as the systems promoting them (tribal 
systems, religions, etc.), take precedence over more selfish individual traits.

Finally, the rates of change induced by selection processes may well be very 
slow relative to the pace of changes induced by chance events, or exogenous 
changes in certain key elements in the environment (e.g., knowledge, external 
influences). If that is the case, and if the outcome of a competitive selection 
process eventually materialises, it will have become inefficient.

Interestingly, the central message – according to which inefficient (and 
unequal) institutions can persist over very long periods of time – continues to 
hold when evolutionary models are made more complex, by bringing multi-level 
selection into the picture and by introducing players who intentionally pursue 
conflicting interests through collective action (Bowles, 2004: Chaps. 11–13). 
We now turn our attention to two remaining approaches which, unlike the 
above two, are essentially static.

 12 Strategic complementarity thus applies to conventions, such as measurement standards or traf-
fic rules: the incentive to adopt these standards or to abide by these rules increases with the 
number of other people taking the same action. These are typically the sorts of institutions 
that lend themselves to adaptive expectations ‘where increased prevalence enhances beliefs of 
further prevalence’ (North, 1990: 94).
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C Institutions as Self-Enforcing Arrangements

This approach, in common with the principal–agent approach, conceives of 
institutions as self-enforcing (equilibrium) arrangements. However, rather 
than considering contracts or deals that are entered into in the context of bilat-
eral relationships or multilateral relationships based on pairwise relationships 
inside a network, it analyses situations in which numerous actors interact 
simultaneously. Institutions are conceptualised as Nash equilibria because they 
ensure that beliefs have converged, and actions have been coordinated between 
individuals. More precisely, all agents choose their own action-choice rules 
in response to their subjective perceptions (beliefs) of others’ action-choice 
rules, and it is only when these perceptions are confirmed by observation that 
an institution or rule is well established (Aoki, 2001: 10–11). Institutions are 
therefore self-enforcing by virtue of the fact that at equilibrium the actors’ 
expectations about each other’s behaviour in a particular situation turn out to 
be consistent with the experience generated by the resulting actions. When this 
is the case, agents have no incentive to deviate from their own action-choice 
rule, and institutions represent stable outcomes.

A number of important implications follow from the above characterisa-
tion. First, there are multiple possible institutions that can satisfy the require-
ments of a Nash equilibrium; that is, institutions for which beliefs converge 
and actions are coordinated. Furthermore, there is absolutely no assurance 
that they all correspond to socially efficient outcomes. Put in another way, it is 
only in particular situations, namely in pure coordination problems, that peo-
ple are indifferent between possible stable solutions: for example, they do not 
care whether they should stop at the traffic light when the colour is red, green, 
blue, or orange – the only thing that matters to them is that everybody fol-
lows the same rule or convention. Since individual beliefs or expectations play 
such an important role in many problems of institutional choice, it is highly 
plausible that people end up coordinating on a rule that is not optimal (in the 
sense intended by Pareto, that no other rule is available that could improve the 
situation of one individual without causing a loss of welfare for some other 
individuals). By definition, if a rule or institution is a Nash equilibrium, people 
do not deviate from the outcome to which their expectations have led them; 
cultural inertia appears to be the factor behind this stability (Basu et al., 1987). 
In the words of Stiglitz (1989), ‘individuals know more about the institutions 
and conventions with which they have lived in the recent past than they know 
of others by which they might live’ (p. 26). Therefore, they tend to prefer the 
status quo to untried solutions, the effects of which they can only anticipate 
or speculate on.

Owing to the critical role of beliefs, it is even possible to come across para-
doxical situations in which individuals choose to support rules or other insti-
tutional arrangements which they do not like, or even find repugnant (such as 
the caste system in India). As shown by Georges Akerlof (1976) and Timur 
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Kuran (1995: Chaps. 6–8), it may thus be rational for an individual to com-
ply with unpleasant rules or to obey a totalitarian regime if there exists an 
effective network of mutually reinforcing social sanctions against disobedience 
and a system of converging expectations that sustain the existing arrangement. 
The underlying intuition is that a bad institution or a harmful rule persists 
due to mutual suspicion between people, and the immediate implication of 
the existence of a web of self-reinforcing sanctions is that everyone is both a 
victim and a supporter of a system in which there need not even exist a power-  
wielding central authority. For these sorts of effective sanctions to prevail, meta-  
punishment must be applied; that is, an individual is considered disloyal to a 
regime or a rule if either s/he does not cooperate or s/he maintains relations 
with someone who is disloyal (Kuran, 1995: 118–36; Basu, 2000: 136–47).

Raising the question of institutional change in this new framework amounts 
to asking how people can possibly extract themselves from the current arrange-
ment. Logically, they can succeed in this only as a result of exogenous shocks 
that modify some key parameters of the situation produced by their history 
and culture. As pointed out by Greif and Laitin (2004: 633): ‘A self-enforcing 
institution is one in which each player’s behaviour is a best response. The 
inescapable conclusion is that a change in self-enforcing institutions must 
have an exogenous origin’. The shocks can have different sources: they may 
consist of technological, economic, demographic, environmental, or political 
changes that end up modifying the payoffs accruing to some or all the agents, 
of changes that bring new actors onto the scene and/or remove old ones, or 
of changes that enlarge the repertoire of available actions or alter the expecta-
tions of agents regarding others’ actions. In such cases, new equilibrium out-
comes become possible while old ones may no longer be accessible.

A well-known illustration is based on the distinction between inclusive and 
extractive political equilibria, as described by Acemoglu and Robinson (2012) 
and by Sokoloff and Engerman (2000). While the latter are based on highly 
oppressive economic and political institutions, the former are characterised by 
participatory politics, checks and balances on politicians, and effective property 
rights for a broad cross-section of society. Once a country has attained either 
equilibrium, it gets trapped in it. For precisely this reason, an exogenous shock 
or a chance event is required to move a country from the vicious (extractive) 
to the virtuous (inclusive) equilibrium. As in the case of the first approach 
(induced institutional innovation), though, the theory is essentially static and 
therefore does not provide clues about the pathway leading from one equilib-
rium arrangement to the other. Since many agents are now involved, the issue of 
how they succeed in establishing the best institution following the occurrence of 
a beneficial shock is even more complicated than in the first approach.

To take another example, consider the aforementioned example of collectiv-
ist societies described by Greif: those societies were embedded in an institution 
that was dominated by the mechanism of multilateral reputations and sanction-
ing. Grounded in continuous relationships between members of a network, this 
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arrangement enabled merchants to build trust, enforce contracts, and expand 
their activities in Europe and the Mediterranean during early modern times, 
and it is not coincidental that similar trade networks, or trading diasporas, 
have been equally successful in Africa as well (Platteau, 2000: 261–2). As trade 
opportunities expand, however, the limited size of a network may become a 
constraint on further capital accumulation and growth. What is needed, then, is 
a shift of the society from the collectivist institutional setup to a more individu-
alistic setup in which political enforcement organisations operate.

Call ‘relation-based governance’ the informal mode of contract enforcement 
documented by Greif (i.e., contracts involving reputational effects arising from 
repeated transactions), and ‘rule-based governance’ the system that relies on 
formal contracts and their enforcement by the courts or the police (Dixit, 2007: 
141–2). Li (2003) has aptly clarified the analytical conditions under which 
each system is preferable to the other, and when the latter should replace the 
former (see also Dixit, 2004). Relation-based governance has small fixed costs, 
since it can operate on the basis of existing networks of relatives and friends. 
But its marginal costs are large, and they increase substantially as the scope of 
trade expands and requires the enlargement of the merchant network beyond 
close acquaintances who are generally trustworthy. In contrast, rule-based 
governance entails high fixed costs in the form of laws, regulations, regulatory 
agencies, and courts. Yet, once these formal institutions are in place, business 
deals with strangers can be struck at low marginal cost. The conclusion is 
rather straightforward: the relation-based system is scale-limited, being better 
at small scales of transactions but inferior to the rule-based system at large 
scales. But that leaves entirely open the question as to how, starting from an 
informal relation-based system, a society succeeds in moving to a formal rule-
based system when such a shift becomes necessary.

What bears emphasis is that in most cases countries do not switch entirely to 
purely formal institutions: a lot of economic activity, even in the most advanced 
countries, continues to be governed by relational and private ordering ‘under 
the shadow of the law’ (Dixit, 2007: 143–4). To the extent that formal and 
informal rules are complementary, this feature does not create problems but 
actually helps promote growth in a rather smooth manner (see Section II, sub-
section B).

A clear advantage of the last two approaches to institutions and institu-
tional change is that they both lead to the conclusion that there is not one 
but several pathways to modern economic growth and development. The last 
approach, to which we now turn, comes to the same conclusion.

D The Political Economy Approach: Why Are Institutions  
and Policies Inefficient?

The discussion of this last approach proceeds in two steps. To begin with, 
we examine the many obstacles that can block the decentralised mechanisms 
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whereby losers from socially beneficial institutional change are appropriately 
compensated. The need for an effective state emerges from this failure of a 
decentralised functioning of the society. Unfortunately, as argued in the second 
step of our analysis, the state may also fail for reasons that the political econ-
omy approach can help us to understand.

1 The Coase Theorem
Consider the frequent situation in which the aggregate benefits of an insti-
tutional change exceed the costs, but some individuals or groups are going 
to lose from the shift to the new institution. The efficiency principle that 
underpins the well-known Coase theorem indicates that this should not be 
an obstacle to change: under certain assumptions, through decentralised bar-
gaining and transfer payments, agents should be able to reach an agreement 
that ensures that the losers are duly compensated by the winners and there-
fore agree to depart from the status quo. In these conditions, moreover, the 
choice of the efficient institution, which is supposed to be unique, does not 
depend on the a priori distribution of power between the parties involved. 
The latter will affect only the distribution of the costs and benefits of the 
change. In short, the issues of efficiency (selecting the efficient institution) and 
distribution (how the gains from institutional change are shared among all 
the participants) are separable (see Milgrom and Roberts (1992: 35–8) for a 
detailed argument).

The problem is that, whether explicit or implicit, the assumptions required 
for effective decentralised bargaining and for absent impact of power asym-
metries on the efficiency of institutional choices are very restrictive. We review 
them because their limitations point to important barriers to institutional 
change. Let us start by stating the efficiency principle: if people are able to 
bargain together effectively and can effectively implement and enforce any 
agreements they reach, they should be able to realise all the gains caused by a 
shift from an inefficient situation to an alternative that everyone would prefer 
(Milgrom and Roberts, 1992: 24). Two explicit assumptions are: (i) negotiat-
ing costs are nil and (ii) no wealth effect is at play. The former assumption is 
clearly violated when many people are involved, or they have heterogeneous 
characteristics. It is true that bargaining can be entrusted to group represen-
tatives, but then all sorts of collective action problems arise, including the 
delicate issue of leadership (see Baland and Platteau, 1996: Chaps. 5–7, and 
1997, 1998, for an extensive treatment). Moreover, if one party can more 
easily solve these problems than the other can (think of the old Smithian prob-
lem of a well-organised group of colluding producers facing a large group of 
consumers), the resulting institutional choice will favour the former and not 
necessarily coincide with the optimal solution. As for the second assumption, 
it is realistic only when the amounts of the compensatory transfers are small 
relative to the agents’ financial resources; that is, when the stakes of institu-
tional change are not too high. If that is not the case, the very payment transfer 
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process is going to affect the wealth of the negotiating parties, who will then 
modify their transfer demands (for the losers) or their willingness to satisfy 
them (for the winners).

But there is another bargaining-related assumption that is often ignored: 
the reasoning is typically based on a two-agent framework where the outcome 
of bargaining is rather straightforward. As Shapley and Shubik (1969) have 
shown, however, when there are more than two agents, a bargaining solution 
may not exist. More precisely, an efficient solution may exist, yet the par-
ties will not be able to reach it through decentralised bargaining. Moreover, 
whether a bargaining solution is attainable or not may ultimately depend on 
the initial assignment of rights to the parties; that is, on the initial distribution 
of bargaining powers. In this instance, the separability between efficiency and 
distributive issues is clearly broken (Baland and Platteau, 1996: 51–2).

To these major difficulties a number of other snags must be added. Three of 
them deserve particular attention (see Platteau, 2008: 447–9). First, people may 
not behave rationally, implying that they may seem to act against their interests. 
This is the case not only when they stick to a particular cultural prescription 
(a social norm may even prohibit compensatory cash transfers, at least when 
they involve certain categories of people), but also when they are imbued with a 
strong sense of justice that takes precedence over cold calculus. As an example 
of the latter possibility, common people may oppose awarding compensation 
to an erstwhile elite (say, big landowners) who are going to lose from a socially 
beneficial land reform. Their opposition may be justified by the excessively large 
benefits that this elite drew from the existing arrangement in the past. Ideology 
then trumps rational bargaining based on present and future gains.

Second, negotiations are complicated if winners and losers have a different 
assessment of the costs and benefits of institutional change. Situations that 
immediately come to mind here are those in which poor people, whose prefer-
ences exhibit high discount rates, live in the same institutional setup as richer 
people, who have more future-oriented time preferences. Asymmetric evalu-
ation of institutional change may also originate in particular worldviews or 
ideologies rooted in past experiences. An apt illustration is provided by the 
resistance of domestic producers against an opening of the national economy 
to external trade on account of an excessively pessimistic evaluation of the 
costs that such a change would entail for them. Such kind of resistance is 
expected to be especially strong in countries with a protectionist tradition. 
Of course, it may just be the case that genuine uncertainty prevails about the 
benefits and costs of institutional change. It is then highly likely that among 
the several bodies of knowledge or expertise available, the parties at stake will 
invoke the one that serves their particular interests best. For example, in fishing 
conflicts between small-scale fishermen and industrial vessel owners, the for-
mer tend to attribute their declining catches to the encroachment of the latter 
in coastal waters, while the latter tend to blame excessive fishing effort on the 
part of the former, say as a result of adoption of more effective technologies. 
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Each party seeks the support of marine biologists who produce evidence in 
their favour, and while small-scale fishermen demand the enforcement of an 
exclusive fishing zone for themselves, industrial fishermen and owners strongly 
resist this demand.13

A third source of failure of the Coase theorem is the double commitment 
problem, which makes the outcome of decentralised bargaining hard to imple-
ment and enforce. Potential losers may typically not trust the potential win-
ners’ promise to compensate them once the institutional change has occurred. 
Realising the transfers before the advent of the change is of no help: the inverse 
problem would then arise, since the potential winners may now fear that the 
incumbents will opportunistically collect the payment and then oppose the 
agreed-upon change.

For all of these reasons, efficiency and distributive issues are generally not 
separable, and institutional choices tend to reflect the distribution of power 
in society, rather than efficiency considerations. To increase efficiency, the 
intervention of the state is needed. However, as soon as one drops the naïve 
assumption of a benevolent state or social planner, that is, the assumption 
of a central agency that maximises the aggregate welfare of the population, 
the problem of power resurfaces. Precisely this problem is at the heart of 
the political economy approach: its main novelty consists of positing the 
state as a full-fledged actor pursuing its own (selfish) objectives, featuring 
the relative power weights of the various actors and the negotiating arenas 
existing in a society (see Acemoglu and Robinson, 2000, 2006a). In the new 
framework, an efficiency-improving institutional change will not occur if the 
interests of the state elite are aligned with those of a group of people opposed 
to that change. This is especially likely if organisations and interest groups 
that benefit from the current (inefficient) arrangements are able to shape the 
polity according to their wishes, thus making it still more difficult for change 
to come in the future. Ideology can also play a role, such as when agents or 
groups construct rationalisations aimed at vindicating the prevailing rules 
and structures, thereby accounting for their poor objective performance 
(North, 1990: 99).

2 The Political Coase Theorem
It is useful to stress the analogy between some of the aforementioned problems 
undermining the applicability of the Coase theorem in a decentralised context, 
on the one hand, and the problems that arise when a centralised state exists 
that fulfils important functions, on the other hand. As argued by Acemoglu 
(2003), an extension of the reasoning underpinning the Coase theorem to the 
political sphere would mean that political and economic transactions should 
push towards efficient policies and institutions (i.e., those that achieve the best 

 13 This example is based on the experience of one of the authors in the state of Kerala (India) in 
the 1980s and 1990s.
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outcomes for the society), regardless of who, or which social group, holds 
political power (p. 621).14 In actual practice, however, politicians and pow-
erful social groups do not typically strike deals with the rest of society for the 
purpose of adopting policies and establishing institutions that maximise aggre-
gate production or social welfare while ensuring the redistribution of part of 
the gains to themselves. In short, they do not ‘predate efficiently’. At the root of 
this recurrent state failure or political failure are ‘inherent commitment prob-
lems associated with political power’ (p. 622; see also Besley and Coate, 1998).

More precisely, while the validity of the so-called political Coase theorem 
rests on the ability of the state to write enforceable contracts, the state, or the 
social groups controlling it, cannot actually commit to not using their power 
to renege on their promises, or to not modifying the terms of the contract, if 
their selfish interests dictate that they should do so. Because contracts written 
by the state are by definition unenforceable – there is no state above the state –  
an inherent commitment problem thus arises that prevents efficient outcomes 
from materialising. On the other hand, if the rulers relinquish their power, the 
citizens cannot commit to making side payments to them in the future, since 
they will no longer possess the political power to enforce the agreed-upon 
promises. This is the political form of the double commitment problem men-
tioned above. In this view, problems of credible commitment ultimately appear 
as problems about the future exercise of political power.

Because the relationship between the state and the citizens is repeated, it is 
possible to conceive some commitment based on reputation and supported by 
the threat of future punishment (Acemoglu, 2003: 623). This is the function of 
political constitutions and other institutions (e.g., the delegation of monetary 
policy to a politically independent central bank) that are intended to provide 
checks and balances on the power of the rulers. The commitment problem 
cannot be completely overcome, however, and observation of the reality in 
many developing countries, in particular, confirms that states often choose 
inefficient and even disastrous policies and institutions because these choices 
‘are not made for the benefit of society as a whole, but for the benefit of those 
who control political power’ (p. 648). A powerful ruler can thus flout a con-
stitution that prescribes political mandates of a finite duration or that violates 
the independence of the central bank.

A general conclusion of the political economy literature addressing the prob-
lem of credible commitment is that the degree of inequality in the distribution of 
the costs of reforms, or of the benefits from the status quo, plays a critical role 

 14 The distinction between policies and institutions proposed by Acemoglu (2003) is the follow-
ing: while policies are choices made within a given political and social structure, institutions 
can be viewed as ‘determinants of the political and social structure that are more durable and, 
as such, constrain future choices and policies’ (p. 621, ftn. 2). Although institutions are often 
predetermined at the time when certain policy choices are made, they are also chosen by the 
society. Institutions thus correspond to the rules of the game that a society is playing, and these 
rules have been chosen by its citizens to constrain their future actions.
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in determining whether reforms will be feasible or not. More precisely, when 
the inequality of power, or of the benefits from status quo policies or existing 
institutions is quite large, elites are prompted to oppose reforms in order to be 
able to hold on to their power and the associated rents in the future. Because 
the initial inequality in wealth and power is high, it is then difficult to commit 
in future to making everyone better off without making the elites worse off 
(Khemani, 2020: 5). Only through revolution or through a change in the com-
position of the elites and their preferences can key reforms become possible.15

Other reasons than unequal initial endowments can explain political 
opposition to reforms. These have already been mentioned in our discussion 
of the failures of the Coase theorem. In particular, uncertainty may exist 
over the distribution of the costs and benefits from reforms, due to a lack 
of solid technical evidence, to heterogeneous preferences leading to different 
evaluations of the pro and contra of a change, or to ideological resistance 
to available evidence. Regarding the latter source of uncertainty, it is worth 
noting that propagation of ideological prejudices against a reform may actu-
ally be driven by powerful groups whose interests would be harmed by its 
implementation. In all these cases, commitment problems will necessarily 
emerge and will block change (Majumdar and Mukand, 2004). Moreover, a 
bias towards the status quo may be caused by the fact that some of the indi-
vidual winners and losers from the reform cannot be identified beforehand. 
For instance, it may be difficult to predict ex ante which precise sectors 
and firms would benefit from trade liberalisation reforms. When individuals 
ignore how they will fare under a reform, aggregate support for it is likely 
to be lower than it would have been under complete information. This is 
true even when individuals are rational, forward-looking, and risk-neutral, 
and when there is no aggregate uncertainty. Under these conditions it may 
happen that, once enacted, reforms will receive adequate political support, 
but they would nevertheless fail to carry the day ex ante (Fernandez and 
Rodrick, 1991).

Clearly, one important objective of the IDP is to reduce uncertainties and 
information asymmetries so as to ease the reform process by creating condi-
tions conducive to an effective application of the Coase theorem.

3 Norms and Preferences for Public Goods
More recent strands of the political economy literature have turned their 
attention to problems beyond the credible commitment issue. One of them 
approaches resistance to reforms through the angle of norms, while the other 
refers to preference for public goods. The starting point of the norm approach 

 15 Lizzeri and Persico (2004) have thus argued that the main factor that allowed for deep insti-
tutional reforms in the history of nations has typically consisted of significant increases in the 
elites’ demand for public goods. This shift made them ready to give up private rents in exchange 
for more public goods.
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is the idea that if a contract among rival interest groups is not enforceable or 
justiciable, it has to be self-enforcing. Here lies a prisoner’s dilemma, since 
each group can extract a private gain by reneging. Consider the case where 
several competing interest groups, acting as multiple principals, attempt to 
control a government institution or department (the common agency). Each 
of these groups has an interest in offering the agency a little bit more than 
what others are offering in order to advance its interest at their expense (Dixit, 
1996, 2003). Thus, Dixit (2018) argues that persistent and endemic corrup-
tion should be seen as a prisoner’s dilemma in which, say, business groups are 
‘ givers’ of bribes. Although all of these groups would benefit from reduced 
bribes when taken as a whole, they stick to their current practice because they 
believe that this is the best they can do given the behaviour of the others. 
Absent some coordination mechanism or norm to regulate corruption, the 
high-level corruption equilibrium will persist.

That such mechanisms or norms are hard to come by is attested to by the 
general failure of anti-corruption policies, such as those embedded in the 
 creation of the anti-corruption agencies that are so much favoured by the donor 
community (Olken and Pande, 2012; Khemani, 2020: 7–8). These failures tend 
to be attributed to the lack of legitimacy of political leaders. A leadership’s legit-
imacy, if one follows Akerlof (2017), is functionally equivalent to agents mon-
itoring each other with a view to ensuring compliance, implying the existence 
of some norm among peers regarding performing duties that are prescribed by 
a (legitimate) leader. The problem, however, is that in many instances political 
leaders are themselves corrupt – they extract rents from public office, indulge in 
vote buying and the like – or they are perceived as corrupt by the population. 
Therefore, they are not in a position to implement reforms aimed at combat-
ting not only big cases of embezzlement but also more ordinary forms of petty 
corruption. Clearly, to break the vicious cycle of corruption, there is a need 
for exceptional and strong leaders, such as Kemal Atatürk in Turkey or Habib 
Bourguiba in Tunisia (Platteau, 2022). When available, these leaders can serve 
as role models capable of starting a virtuous mechanism of ‘clean politics’.

When resistance to beneficial reforms is viewed from the standpoint of 
preference, stress is laid on the fact that citizens may vote in ways that do 
not properly account for negative consequences. In particular, Stuti Khemani 
(2020) writes that ‘Citizens’ preferences for emphasizing private benefits over 
public goods when evaluating leaders, either delivered by co-ethnic leaders, or 
through vote buying at the time of elections, appears to be a significant factor 
explaining the persistence of clientelistic politics in democracies in the poor 
world and its negative consequences for political incentives to pursue reforms’ 
(p. 11). Citizens actually appear to be cognitively constrained such that they 
demand policies that confer short-term benefits at the expense of long-term 
costs (Dal Bo et al., 2017). Clientelistic politics may thus cause public goods 
or services to be under-provided even when they seem to favour the poor 
disproportionately, like in the case of primary healthcare and anti-poverty 
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programmes or policies (Khemani, 2015; Anderson et al., 2015; Bardhan and 
Mookherjee, 2020; Bardhan et al., 2020).

Moreover, because the poor often place a high value upon their ethnic affili-
ation, leaders and their political parties often find it a more effective strategy to 
supply targeted private benefits to a special clientele than to supply public goods 
from which many people will benefit (Banerjee and Pande, 2007). Following 
this interpretation, political corruption partly stems from the fact that citizens 
value honesty in their leaders less than they value their ability to supply pub-
lic resources on the basis of shared ethnic or caste identity. Stark evidence of 
this possibility has been adduced by Prakash and co-authors (2019): in India 
people may not hesitate to cast their votes in favour of politicians accused of 
criminal actions, even though these politicians generate bad economic out-
comes (Prakash et al., 2019). In sum, ‘vote buying could be a form of political 
responsiveness to the demands or needs of voters’ (Khemani, 2020: 12).

A key problem with the cognitive thesis, however, is that an alternative 
explanation exists to account for the poor’s demand for the wrong kind of 
goods and services. This explanation also relies on a preference characteris-
tic, namely high time discount rates among the poor. Perhaps the cognitive 
constraint argument is the most relevant when the poor, as they often do, 
assign a high value to social events and religious festivals. On these occa-
sions, they tend to spend large amounts of money that could have been used 
for more welfare-enhancing purposes, even in the short or medium term. But 
even here, rather than invoking cognitive constraints (or preference patterns 
that have arisen evolutionarily and have become inefficient), one can con-
ceive of other explanations, such as the importance of social identity in the 
poor’s preference schedule, the need to build up social capital, or the role of 
the elite in shaping the poor’s preference in a way that legitimates their own 
power and influence.

The problem of reforms is therefore immensely complex, especially when 
powerful interests derive enormous advantages from the status quo. Lack 
of information about the value of reforms and heterogeneous evaluation of 
its benefits and costs among the parties at stake may also constitute a strong 
impediment. Worse still, even well-informed citizens may oppose a reform if 
they are reluctant to change their beliefs and preferences even when shown that 
their beliefs are wrong (Barrera et al., 2020). In the end, the credibility and 
legitimacy of reformist leaders are a crucial factor for success, but this is not 
a very reassuring conclusion given that we do not know where credibility and 
legitimacy come from (Khemani, 2020: 16).

4 The Political Economy Approach: Illustrating State Capture  
and State Failures
We can now briefly discuss a few interesting applications and illustrations of 
the argument according to which political elites may drive their societies away 
from efficient or development-enhancing institutions and policies, as well as of 
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the role of beliefs and preferences. To begin with, we wish to refer to the politi-
cal theory of economic backwardness, through which Acemoglu and Robinson 
(2006b) show how and in which conditions state elites may deliberately thwart 
development. Their basic intuition is that political elites face a trade-off between 
economic gains and power. All else being equal, they prefer technological prog-
ress and prosperity-inducing reforms that might increase their economic rents in 
the future. Yet all else is not equal because such changes can potentially erode 
their political advantages relative to other groups. They will thus decide to ‘block 
beneficial economic and institutional change when they are afraid that these 
changes will destabilise the existing system and make it more likely that they 
will lose political power and future rents’ (pp. 115–16). The theory predicts a 
non-monotonic impact of political competition on resistance to development: 
while political elites that are either subject to intense competition or do not face 
any competition due to their complete domination of the electoral landscape 
adopt new technologies, elites occupying an intermediate position between these 
two extremes will adopt the opposite attitude. This is because with intense polit-
ical competition, elites prefer to innovate lest they should be replaced, whereas 
strongly entrenched elites do not fear losing political power, so for them there 
is no trade-off between economic gains and power. By contrast, elites that are 
‘somewhat entrenched’ but are still afraid of being replaced are tempted to block 
innovation to prevent such replacement from happening (p. 116).

Along the same line, within a framework in which education is both the 
engine of growth and a determinant of political participation, Bourguignon 
and Verdier (2000) have looked for the conditions under which an educated 
oligarchy may have an incentive to subsidise the poor’s education and to ini-
tiate a democratic transition, thereby promoting the endogenous emergence of 
a middle class. When these conditions are violated, the oligarchy will under-
mine universal education. There is evidence that, indeed, the education of ordi-
nary people may be blocked by the elite. For example, in the case of Pakistan, 
Martin (2016) has observed a tendency among traditional landlords to oppose 
the (secular) education of their dependents lest they should seek emancipation 
and develop ‘unrealistic expectations, and thereby cause a shortage of cheap 
agricultural labour (p. 87). Also, assuming a regime of autocracy, Auriol and 
Platteau (2017a, 2017b) have shown that a ruler may deliberately sacrifice insti-
tutional reforms in order to placate the opposition coming from traditional 
leaders (including religious authorities) who resent that their erstwhile prerog-
atives will be encroached upon (see also Auriol et al. (2021), where the army is 
added as a strategic actor). This raises the serious issue of how a modern state 
can manage the divergent interests of popular masses under the influence of 
traditional authorities that want to preserve the old order based on the com-
munity, on the one hand, and urban elites that have been exposed to Western 
values centred upon the improvement of the individual, on the other hand.16

 16 This issue is at the heart of Platteau (2017).
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Turning to the role of beliefs and preferences, Chinese history supplies us 
with an interesting example of the role of ideology. Since the early fifteenth 
century, Chinese authorities have developed the idea that China does not need 
to develop its external trade links to become or remain a major economic and 
political power. Under the influence of the mandarins, who scorned and dis-
trusted commerce, and unlike the eunuchs, who had the opposite interests and 
beliefs, the new worldview led the Chinese into believing that their country is 
better off when it relies on its own forces. Carried over well into the nineteenth 
century, ‘this deliberate introversion’, a major turning point in Chinese history, 
proved to be a disaster for the country that was leading the world in many 
respects several centuries earlier. It could not have come at a worse time, since 
it disarmed China just as European power was rising (Landes, 1998: 96; see 
also Jones, 1981: 168–9).

It bears emphasis that in the above discussion the state has been treated 
as a single homogeneous actor. This is an obvious simplification, not only 
because it ignores the distinction between the executive, the legislative, and 
the judiciary, but also because it bypasses possible conflicts existing inside 
each of these branches. Thus, serious dysfunction of the state apparatus may 
arise from tensions or contradictions that may come from a variety of differ-
ent sources: between a government and its administration, between various 
departments or levels of the bureaucracy, between various political interest 
groups, or between appointed and elected leaders (say, between district offi-
cers and elected councillors). Note that the latter tensions may actually be 
ignited and nurtured by holders of central power who are eager to ‘divide 
to rule’ (for a vivid application of this argument in relation to Pakistan, see 
Cheema et al., 2005; Malik et al., 2022). Technically, whatever the source of 
misalignment, the problem can often be framed as one of multiple principals 
with conflicting interests (Dixit, 1996, 2002; Martimort, 1996; Bolton and 
Dewatripont, 2005: Chap. 13).17

Another important source of efficiency losses lies in the fact that the admin-
istration is often undermined by the corrupt behaviour of selfish officers and 
politicians. Consider the following example of the rise and decline of the 
effectiveness of land documentation and titling in Kenya (see Onoma, 2010). 
Although this was embraced by the postcolonial government after indepen-
dence in 1963 (the system was initiated by the British in the early 1900s), 
the associated practices were gradually eroded so that by the early 2000s 
they had fallen into disrepute. Ominous signs of this institutional degrada-
tion were visible before, as attested by the cancellation of hundreds of title 
deeds by Kenya’s High Court in May 1991, a dramatic move which led one 

 17 Among the solutions to this problem that can be derived from this literature are exclusive deals 
aimed at making a common agent depend on a single principal, a greater role for the autonomy 
of the agent, a reduced role for top-down hierarchical monitoring, and an increased role for 
peer-to-peer professional norms (for a few illustrations, see Khemani, 2019: 8–15).

https://doi.org/10.1017/9781009285735 Published online by Cambridge University Press

https://doi.org/10.1017/9781009285735


43Theoretical Underpinnings

commentator to wonder ‘whether the assumption that a title gives one inde-
feasible rights to property was still true’ (p. 65). Onoma’s explanation is that 
the administration, by exchanging fake land documents for money, largely 
contributed to the erosion and drift, causing a marked fall in the efficacy of 
land documentation. At the same time, it appears that civil servants acted 
under the corrosive influence of well-connected politicians who used land doc-
uments to obtain political support. For these politicians, ‘issuing and selling 
land documents became an excellent way of raising cash for electoral cam-
paigns, for buying the support of various individuals and groups, and for 
dissuading would-be opponents’ (p. 66).

Onoma sums up his diagnosis by stressing that the problem was not just 
one of weak state capacity, nor was it that the system of land documenta-
tion was not well established in the first place. The problem was rather that 
state agencies became increasingly less willing to use their powers to stop the 
fraudulent exploitation of land documentation by people close to the state 
(p.  66). Herein lies a prisoner’s dilemma between the users of the law: an 
institution serving the common good (an efficient institution) has been created 
or confirmed, yet key participants find it in their own selfish interests to break 
the rules and thereby undermine it. At the root of the problem lies a system 
of political patronage that prompts key political actors to instrumentalise the 
administration for their own immediate benefit, rather treating it as a vehicle 
for advancing the national interest.

Other problems have plagued land titling in Kenya, including the usual 
problem of a lack of proper updating of land records. One of these prob-
lems in particular deserves our attention because it vividly illustrates the role 
of ideology and the political influence of the common farmers rather than 
the Big Men on whom attention is usually focused. In Kenya, lenders have 
usually faced great difficulty foreclosing on land mortgages in the face of 
determined opposition from family and community. The fact of the matter 
is that ‘the presence of many kin around mortgaged land makes it politically 
unfeasible to auction the holdings of defaulters’ (Shipton, 1988: 120; see also 
Migot-Adholla et al., 1991: 170; Ensminger, 1997; Platteau, 2000: 145–7, 
153–6). One important politico-ideological reason behind the government’s 
reluctance to strictly enforce the law after independence was its fear of break-
ing the fragile political consensus on which national policies rested. In the 
words of Bates (1989): ‘The cry of land hunger had fed the nationalist rebel-
lion that had brought the government to power. To turn people off the lands 
that they had fought to capture would be to risk the wrath of the true believ-
ers in the nationalist revolution’ (p. 74). The pressure on the government was 
all the stronger as the official opposition, represented by a radical party (the 
Kenya African Democratic Union, KADU) lobbied intensively on the land 
issue (pp. 67–8).

The stylised approach of the political economy approach has the advan-
tage of supplying us with structured treatments of well-defined issues involving 
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politics, as well as useful predictions of the effects of changing components 
in the environment. However, because the inter-relationships between institu-
tions, politics, and development, and the dynamics of institutional change, are 
so complex, the approach needs to be complemented by contributions from 
other disciplines: political science, history, and socio-anthropology in partic-
ular. As attested by the above example about Kenya, these contributions are 
expected to provide a lot of details on the concrete processes of institutional 
change, as well as the specific problems they raise in particular contexts. The 
same interdisciplinary perspective and the same concerns with context and 
institutional details underlie the IDP approach that led to this book.

iv by way of conclusion: radical versus gradual  
institutional reforms

The radical approach to institutional reforms views cultures and informal 
arrangements as powerful and persistent dragging forces that are unsuited to 
market-oriented growth and social development (Harrison and Huntington, 
2000).18 In this perspective, the discrepancy between people’s traditional 
behaviour, beliefs, social norms, and collective rules and modernity can be 
overcome only by radically changing cultural traits. This can be done only by 
imposing new institutions by force, thereby creating an unavoidable tension 
and conflict between modern elites and traditional power structures.

Under certain circumstances, reformers with enough power and legitimacy 
may succeed in drastically modifying people’s expectations and bringing about 
radical changes. For instance, Mustapha Kemal Atatürk undertook radical 
reforms to modernise Turkey, which had the effect of erasing a legacy of dom-
inance by religion and tradition. A comprehensive set of policies was imple-
mented, ranging from compulsory secular education, restrictions on wearing 
religious symbols in school, and the closure of religious orders, to the exten-
sion of women’s voting rights, their right to be elected to public office, and sep-
aration between governmental and religious affairs in the country. In general, 
however, state policies directly aimed at top-down institutional change fail to 
produce effective and long-standing changes to existing traditional institutions. 
Even the Turkish experience has revealed that bold measures that ignore the 
deep values and norms of a large number of people have the effect of polarising 
the society between a modern urban elite residing in big cities and traditional 
masses inhabiting the countryside and towns. As the rise of an Islamist party 
testifies, and even though some important achievements were left untouched, 
some backtracking on previous reforms took place as soon as ordinary people 

 18 This section is largely inspired by a note written by Jean-Philippe Platteau and Thierry Verdier in 
2022: ‘Formal and Informal Institutions in Development: Contexts, Resistance, and Leverage’, 
Economic Development and Institutions (EDI) Project, Oxford Policy Management, Oxford.
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were given a voice (Platteau, 2022). This is the cultural backlash effect which 
radical institutional reforms are likely to generate.

One of the factors explaining the strong resilience of traditional structures in 
the presence of a forced top-down imposition of formal institutions is the inter-
nalisation of informal norms and cultural values within individual preferences 
(Bisin and Verdier 2001, 2011). This internalisation allows for the persistence 
of traditional values and their transmission to future generations even in the 
absence of an explicit policy or will to perpetuate them. Another factor relates 
to the fact that the choice of a non-traditional option may require anticipation 
of the long-run effects of the policy reform. These effects themselves depend on 
the way people’s expectations converge, and the way their actions, based on 
these expectations, are coordinated. When a reform implies a departure from 
traditional ways of doing things, changing behaviour is individually harmful 
if undertaken alone. Resistance to radical reforms may be all the stronger as 
these reforms involve egregious changes that destabilise the status quo, and 
therefore entail uncertain consequences.

Yet not all reforms are aimed at modifying the traditional order of things 
and at questioning deep-rooted social norms. Trade liberalisation reforms, for 
example, have no straightforward effect on a country’s culture. This is the 
example chosen by Fernandez and Rodrik (1991) to illustrate their argument 
in favour of radical reforms. They make the critical but sensible assumption 
that there is initial uncertainty about the distribution of the costs and ben-
efits of a reform. They show that a radical reform that is initially opposed 
by important sections of the population may eventually come to receive their 
support once uncertainty has vanished. Thus, in Taiwan and Turkey, where 
trade liberalisation was authoritatively imposed by an autocratic ruler against 
the wishes of the business community, the reform was gradually accepted by 
important group coalitions once they realised that the net benefits were greater 
than initially expected.

When cultural rules and social norms are at stake, like in the domains of 
family law and land tenure rules, however, a stronger case can be made for a 
more gradualist approach to institutional reforms. A first argument in favour 
of gradualism is that it avoids the large redistributive effects, both economi-
cally and culturally, which are typically produced by radical changes. It may 
also avoid head-on confrontation with the established power structures. More 
gradual or stepwise policies, which only marginally affect established inter-
ests at a given point in time, may be easier to implement with popular sup-
port (Gulesci et al., 2021; see also Aldashev et al., 2012). In their analyses of 
the policy trade-off between big-bang and gradualist reforms in the transition 
economies of the 1990s, Dewatripont and Roland (1992a, 1992b, 1995) argue 
that a gradualist strategy significantly relaxes the political economy constraints 
of reforms, and may sequentially exploit the fluidity of stepwise reform-  
supporting coalitions in the process of institutional change. In other words, 
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because they are stretched over a rather long period, gradualist reforms allow 
political groups, which were not initially in favour of changing the status quo, 
to gradually emerge and join other groups that were initially supportive.

Relatedly, reforms that have few distributional consequences are arguably 
easier to carry out, in contrast with those that call into question established 
hierarchies. Moreover, from a social psychology standpoint, a gradualist 
approach also keeps socially determined goals and outcomes within the ‘win-
dow’ of the conceivable aspirations of individuals affected by the reform, which 
helps maintain their motivation and support (see Genicot and Ray, 2020). 
In this respect, public policies that radically promote Western values may be 
too distant from local norms, thereby generating frustration, conservatism, 
or backlash, especially when a large share of the population feels disenfran-
chised. Interestingly, Islamic fundamentalism was born as a movement of cul-
tural reaction against attempts by colonial powers to annihilate local cultures 
(Platteau, 2017: Chap. 7).

An institutional gradualist approach has some drawbacks, though. A 
first issue stems from the existence of complementarities between different 
institutional dimensions. Introducing some institutional change along one 
dimension may fail to produce any effective outcome if there is a strong com-
plementarity with another dimension that is not reformed at the same time. 
A second issue relates to the credibility of gradual reforms: because marginal 
changes may appear too hesitant and riddled with too many exemptions, the 
proposed policies do not credibly support a viable alternative. Essentially, 
the same argument stresses that a reformist government must engage in 
excessive signalling to distinguish itself from a less purposeful one. In this 
way, indeed, policy actions will convey useful signals about their intentions 
to financial markets and investors (Dixit, 2007: 145). More generally, formal 
institutional reforms that are designed to preserve certain traditional norms 
and practices may fail to change beliefs about what is the socially appropriate 
behaviour. Given the resilience of traditional institutions in shaping beliefs 
and constraining individual behaviour, gregarious practices that are in line 
with tradition may have a high degree of persistence in the face of moderate 
institutional reforms. In such cases, a more comprehensive approach may 
prove more effective.

In the sensitive domains of personal and community life, however, the best 
way to think of institutional change is in terms of leveraging informal arrange-
ments to the extent that they can effectively promote development, possibly 
in tandem with formal institutions. Especially useful are informal structures, 
including support networks relating to reciprocity and mutual help, and tradi-
tional common pool management institutions. In addition to being able to fill 
gaps that are left vacant by market and state failures, these horizontal institu-
tional arrangements based on castes or kinship groups may be better able to 
adapt to new opportunities and changing conditions. By fulfilling new roles 

https://doi.org/10.1017/9781009285735 Published online by Cambridge University Press

https://doi.org/10.1017/9781009285735


47Theoretical Underpinnings

and adapting successfully, they may become stronger and they may persist, 
even though their original function has vanished. This is the approach actually 
followed by many non-governmental organisations (NGOs) operating in rural 
areas of poor countries. Conversely, there is scope to leverage formal insti-
tutional structures with a view to indirectly promoting changes in informal 
arrangements within communities. Thus, within the framework of rural devel-
opment projects, external supporting agencies often demand that local com-
munities set up organisations that obey certain rules: regarding the creation of 
a general assembly of members and a management committee, the appoint-
ment of a treasurer, the regular convening of the assembly, the laying down 
of precise accounts about the use of money received, and so on. These rules 
aim at imparting financial discipline, accountability, delineation of responsibil-
ities, and clear separation between the sphere of interpersonal relations and the 
sphere of professional activities.

The discrepancy between formal and informal institutions may also be 
reduced by openly allowing their joint functioning in the same domains. An 
interesting example is the approach of legal pluralism, where formal law coex-
ists with customary law. Once specific dimensions are fixed by the formal 
structure, individuals may be left free to choose between various legal systems 
of arbitration and dispute settlement (formal and informal) in order to resolve 
their conflicts. This type of mechanism allows for a flexible implementation of 
the law that is compatible with traditional beliefs and social structures, eventu-
ally leading to a convergence of the two systems (Aldashev et al., 2012; Platteau 
and Wahhaj, 2013). The experiences of legal pluralism in the Ottoman empire, 
or presently in Indonesia, offer vivid illustrations of the beneficial effects which 
such an approach may engender (Bowen, 2003; Kuran, 2004a, 2004b).

To sum up, when compared to a gradual approach, a radical institutional 
approach enjoys the benefits of signalling policy commitment as well as the 
gains of complementarities across institutional dimensions, which are tackled 
at the same time. On the other hand, it encounters more stringent political 
economy constraints, and may induce strong cultural resistance from signifi-
cant parts of the population, especially in domains where reforms hurt deep-
rooted social norms and are easily viewed as an attack on local cultures.

Several implications can be drawn for policymakers and foreign donors. 
First, when political constraints are particularly strong, a radical approach 
may not be feasible. In such a case, aid policy should preferably stimulate 
gradual and marginal changes in endowments and resources so that over time 
coalitions can be formed along the reform process. Similarly, in domains where 
cultural resistance is a serious issue, aid policy should favour the implementa-
tion of a gradualist approach aimed at supporting mixed institutional reform 
systems, whereby specific dimensions are fixed by the formal structure while 
other dimensions are left to the functioning of traditional structures. Finally, 
individuals may often appear to oppose progressive social changes because 
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they fail to anticipate their consequences and focus therefore on their individ-
ual, short-run costs. One way out of this dilemma is to ensure that resources 
and endowments can be provided to reduce these short-run costs. In these 
instances, donors can make a useful contribution by stimulating complemen-
tary institutional structures that implement transfers of resources through 
various channels, such as insurance systems, money transfers, information  
diffusion, and coordination mechanisms.
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2

Tools for an Institutional Diagnostic

i introduction

The case studies summarised in this volume, and which serve as raw mate-
rial for our reflection on institutions and development, follow a particular 
analytical approach. Conceived in the same spirit as the ‘growth diagnostic’ 
introduced in the development literature by Hausmann, Rodrik, and Velasco 
(2005), the institutional diagnostic approach consists of identifying within a 
particular country at a given point in time which institutional dysfunctions 
or weaknesses may be responsible for hindering faster, more transformative, 
more inclusive, or more sustainable development. Based on such diagnostics 
in several case studies, our final objective will then be to examine whether 
common weaknesses or ‘generic’ institutional issues arise, which should help 
understand better the general relationship between institutions and develop-
ment and provide a kind of analytical grid to explore development-costly insti-
tutional flaws in other countries.

The preceding reference to the growth diagnostic approach to the identifi-
cation of development constraints must not be taken rigorously. A huge differ-
ence between that approach and the institutional diagnostic is that no formal 
general model linking institutional constraints or deficiencies is available in 
the latter case. Therefore, neither an a priori list of potential institutional con-
straints on growth and development, nor a specific variable unequivocally 
signalling the strength of these constraints is available. This is a major dif-
ference with the growth diagnostic methodology, which benefits from an a 
priori knowledge of the nature of the economic determinants of growth. Issues 
involving institutions are more complex. To illustrate, corruption does not 
necessarily imply slow growth, autocratic leaders are not systematically asso-
ciated with development failures, and informal institutions may work better 
than formal institutions in overcoming key economic constraints.
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Rather than designing and following a questionable, predetermined analyti-
cal path, we adopt for the IDP a methodology that can be characterised as heu-
ristic. For a given country, it consists first of gathering all information available 
on the quality of institutions and their possible role in constraining develop-
ment. This includes exploiting the international databases of institutional or 
governance indicators to see how the country differs from well-chosen com-
parator countries, and using formal and informal opinion surveys addressed 
to those local experts and people whose activity is likely to be directly affected 
by, or who are knowledgeable on the way institutions work. Such a step par-
takes of a sort of ‘mechanical’ approach to the identification of institutional 
weaknesses (mechanical in the sense that ways to process the information are 
well known). It is succeeded by a more inductive approach. Starting from an 
in-depth analysis of the historical economic development process of a country, 
including growth diagnostics when available, the idea is to first identify appar-
ent economic weaknesses – or constraints – and then to ponder over the pos-
sible institutional causes behind them. This can be done at the aggregate level 
or by focusing on restricted thematic areas where the relationship between 
specific institutions and economic development constraints is likely to be easier 
to detect.

The final challenge is then to put all the collected pieces of evidence together, 
and then propose an institutional analysis based on them. This requires that we 
start by defining what seems to be the most binding institutional weaknesses 
of a country as well as their economic consequences, and that, thereafter, we 
diagnose their likely proximate causes and deep determinants. Such an endeav-
our inevitably leads to the question as to why reforms susceptible of attenu-
ating or removing an institutional weakness were not implemented, which is 
often tantamount to investigating the political economy aspects of that partic-
ular institutional issue.

The above-described steps are presented and discussed in the rest of the 
chapter, approximately in the preceding order. The first two sections deal with 
mechanical approaches based on the use of institutional or governance indi-
cators, on the one hand, and on opinion or expert surveys, on the other. The 
next two sections focus on more inductive approaches to the institution–devel-
opment relationship in a country. A final section then presents the ‘diagnostic 
table, an instrument that was found particularly helpful to synthetise and sum-
marise what was learned in all the preceding steps. Moreover, it has the advan-
tage of bringing to the limelight the proximate causes and the deep factors at 
work behind the identified development-constraining institutional weaknesses.

Before getting to the crux of the matter, it is necessary to repeat that the 
present volume and the IDP case studies it relies upon do explicitly deal with 
low-income or lower-middle-income countries, that is to say, countries in their 
early stage of development. Therefore, several arguments developed in the rest 
of this chapter might not have the same relevance if we were dealing with 
emerging countries.
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ii benchmarking a country’s institutions using 
global institutional/governance indicators

Imagine that a set of indicators is available that describes the quality of coun-
tries’ institutions in their various dimensions and, as a result of a set of regres-
sions across both countries and time periods, the impact of each indicator 
on economic growth and several other development outcomes is known. The 
institutional diagnostic of development in a country would then be greatly 
facilitated. The set of indicators would provide this right away. The issue 
would then be to go from the indicators to the institutions whose functioning 
they describe, and then to investigate how changes can be made to improve 
their performance.

Unfortunately, things are not that simple. First, the significance of the cor-
relation between the quality of institutions and development outcomes varies 
according to what development outcome is chosen. Second, when the correla-
tion is significant, the causality behind it is ambiguous: does it run from good 
institutions to favourable development outcomes or the opposite? Third, it 
is not clear whether available indicators describe the quality of specific insti-
tutions – like the accountability of the executive or the independence of the 
judiciary – or some joint observable outcome of the functioning of these institu-
tions. Available indicators are often presented as ‘governance’ indicators, thus 
describing how the institutional framework of a country makes its governance 
more, or less, development efficient, rather than describing the quality of a spe-
cific institution. Fourth, the precision of indicators is limited so that there would 
be much fuzziness in using them to benchmark a country relative to others.

This section elaborates on whether the indicators available in various 
cross-country databases may reveal obstacles to institutional development in 
a country. Even though such a capacity may be limited, it nevertheless shows 
how indicators can be used to expose the idiosyncrasy of a country in the space 
of broad institutional domains, possibly paving the way to a deeper institu-
tional diagnostic. In short, it shows that they can be a useful exploratory tool.

A To What Extent Do Governance Indicators Reveal 
Institutional Obstacles to Development?

The use of indicators meant to describe the quality of institutions to make a 
judgement about whether institutions in a country are more or less favourable 
to economic growth, and more generally to development, is justified by the 
theoretical arguments surveyed in the preceding chapter and, supposedly, by 
empirical evidence. The latter is statistically fragile, however, and not without 
ambiguity. Precautions should thus be taken in using those indicators as a tool 
to identify institutional strengths and weaknesses. This is even more necessary 
as the indicators themselves provide descriptions of the quality of institutions 
that do not exhibit the precision required by a diagnostic.
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Empirical evidence points to a strong correlation between institutional indi-
cators and the level of GDP per capita across countries. The problem is that 
this correlation is consistent with causality going both ways: from better insti-
tutions to faster growth and from growth to better institutions. Instrumental 
variables that are assumed to be correlated with institutional quality but not 
with the level of development or past growth are used to control for this prob-
lem.1 This procedure tends to confirm that institutions affect economic growth, 
or the contemporaneous level of income per capita, among developing coun-
tries. However, the exogeneity of these instruments with respect to economic 
development is often debatable. On the other hand, the cross-country relation-
ship between institutional indicators and the average rate of GDP per capita 
growth over ten- or twenty-year periods of time is weaker. Moreover, when 
other country characteristics are introduced to control for other exogenous 
factors that may condition growth it turns out that the effect of institutional 
indicators and their statistical significance tends to vary with the set of controls 
being used, which does not suggest a robust relationship.

These issues are thoroughly discussed in a recent survey by Stephen Durlauf 
(2020) of the imposing cross-country growth and institution literature of the 
past twenty years.2 Its main conclusion is that, if there is no doubt about 
the  influence of the quality of institutions in general on economic develop-
ment, the exact channels for such an influence are essentially ambiguous. As 
an example, consider the following three well-known studies: Acemoglu et al. 
(2001) provided evidence on a cross-section of countries that the protection of 
property rights delivered by a country’s institutions matters for development; 
likewise, Mauro (1995) found with another instrument that corruption signifi-
cantly and negatively affects growth; whereas Dawson (2003) applied Granger 
causation3 methodology on a panel of countries to show that the degree of 
economic freedom influences economic development. Those three studies show 
that, indeed, on average across countries, the quality of institutions matters for 
economic growth, but they do not say much about what institutions matter, 
and by what mechanisms these relationships are obtained. There are many 
different types of corruption – high-level politicians or civil servants siphon-
ing away public money, taxpayers bribing tax authority personnel, the petty 
corruption of police officers – with a priori differentiated effects on economic 
efficiency and growth. A lack of protection of property rights may be due to 
corruption, to a weak judicial system, or to predatory rulers, while a lack of 

 1 Thus, the absence of a correlation between the instrumental variable and the development outcome is 
a sign of causality going from the institutional indicator to development. One famous example of such 
instrumentation in the development–institution literature is the use of the mortality of fifteenth-century 
European settlers as an instrument to explain the protection of property rights in today’s developing 
economies. The rationale for the use of that instrument by Acemoglu et al. (2001) is that it determines 
the quality of institutions set by settlers at that time, which has somehow persisted until now.

 2 An earlier insightful critical survey of that literature can be found in Dixit (2007).
 3 A test of the ability of the past values of a time series to predict future values of another time series.
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economic freedom may be due to over-regulation but also to excessive taxation 
or weak property rights. Surely the fact that significant relationships are found 
in those three studies, which are very representative of the empirical insti-
tution–development literature, means that the quality of ‘some’ institutions 
affects growth and development. Yet no one would accept an analyst making 
a diagnosis about what is wrong or right in a country’s institutions concerning 
economic growth based on those sole relationships.

As can be seen from the previous examples, the difficulty is as much in 
providing evidence of a causal relationship as in identifying what the institu-
tional indicators used in cross-country analyses of the institution–development 
relationship stand for. To a large extent, this ambiguity results from the fact 
that these indicators most often describe the consequences of something being 
wrong in the way in which institutions function but not what is wrong. In 
other words, they point to symptoms rather than dysfunctions. Corruption is 
a case in point. It can always be described as the consequence of a judicial sys-
tem that is unable to enforce the law – for instance, due to a lack of resources 
or (honest) personnel – but it may also be the consequence of loopholes in the 
law or in the regulatory framework that create rent-seeking situations, or of 
a lack of transparency of operations in the public sector. Yet the information 
gathered from experts relates to their perceptions of corruption, rather than 
the relative importance of the institutional causes behind it. In other cases, 
indicators rely on a set of very precise questions that are then aggregated into 
a single index. Yet the field covered by these questions is often incomplete. 
For instance, the ‘Rule of Law’ indicator in the Global Integrity Index relies 
exclusively on questions about the independence of the judiciary from political 
influence and the transparency of judgements, but no information is gathered 
on the time it takes to clear a case, the degree of corruption of judges and judi-
cial officers, or their level of competence. By contrast, other indicators rely on 
long lists of questions covering various, often heterogeneous subfields.

Where does all this leave us concerning the institutional diagnostic of a 
specific country? Mostly to the fact that institutional indicators only provide a 
measure of the overall quality of institutions and, at best, some more detailed 
information on the strengths of various types of symptoms that may point to 
specific institutional flaws. It must be clear, on the other hand, that the mea-
surement precision of these indicators is limited. In the Corruption Perceptions 
Index published by Transparency International, for instance, accounting for 
a reasonable degree of measurement error, it is not possible to say whether 
Kenya, ranked 124, significantly differs from Madagascar, ranked 149, or 
Egypt, ranked 117. When benchmarking a country relative to others, the les-
son is that not too much meaning must be attributed to a country ranking 10 
or 15 slots ahead or behind another. Attention should focus on those institu-
tional domains where indicators show substantial differences.

A last remark is of importance when using global rankings of institutional 
indicators as an input into the institutional diagnostic of a country. It is that 
the correlation observed across countries between indicators and development 
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outcomes applies to the ‘average country’, not to all single countries, far from 
it. In other words, it is not because the Risk of Expropriation of Foreign 
Investment published by Political Risk Services is shown to affect negatively 
the level of GDP in a cross-section of countries4 that a specific country where 
this risk is perceived to be high will necessarily underperform. There is some 
strong idiosyncrasy behind statistically significant cross-country relationship, 
which cannot be ignored when analysing a single country.

B Benchmarking Low-Income and Lower-Middle-Income Countries  
According to Institutional Indicators

The first question to ask when using institutional indicators to benchmark a 
country against others is what indicator to use. As mentioned earlier, many 
indicators are available, and even when they are supposed to cover the same 
institutional domain it turns out that they may substantially differ in some 
cases. Aggregating indicators covering close domains is a way of extract-
ing from their diversity more robust differences across countries. This is the 
approach taken by the authors of the widely used Worldwide Governance 
Indicators (WGI).5 An alternative approach, based on the extensive set of 
institutional and governance indicators stored in the Quality of Government 
(QoG) database6 and focused on developing countries only, was also used in 
the IDP case studies. They are briefly described in turn.

The WGI indicators cover six broad domains: (i) rule of law; (ii) voice and 
accountability; (iii) control of corruption; (iv) government effectiveness; (v) 
political stability; and (vi) regulatory quality. Each aggregate indicator results 
from a statistical procedure that involves extracting from the large number of 
individual indicators which seem to fit the domain under analysis a ‘common 
factor’ in the way these various indicators rank countries. Practically speaking, 
this is done through looking for a linear combination of individual indicators 
whose average correlation, so to speak, with each indicator is the closest.7 This 
common factor is then taken as the aggregate indicator which best describes 
the quality of institutions in the domain being considered.

The WGI methodology for defining aggregate indicators regroups individ-
ual indicators available in various sources according to the six institutional 
domains listed above on an a priori basis. An alternative approach consists 
of being agnostic about these domains and regrouping individual indicators 

 4 This example is taken from Acemoglu and Johnson (2005).
 5 See Kaufmann et al. (2010).
 6 See Teorell et al. (2021) for the current version of the database.
 7 The common factor is the equivalent of the ‘first principal component’ in a standard principal 

component analysis of the whole set of individual indicators related to a specific domain and 
their value in the countries being covered. Some technical complication arises from the fact that 
the datasets used in this aggregation procedure, or some individual indicators, do not necessarily 
cover the same set of countries. See Kaufmann et al. (2010) for details.
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according to their proximity in the way they rank countries. The number of 
groupings is decided a priori, and a ‘cluster analysis’ procedure determines 
which indicators enter each group. In other words, each group comprises a set 
of indicators that are highly correlated to each other in the way they rank coun-
tries, while this common ranking is made to differ as much as possible across 
groups. Then a common factor is identified in each group that summarises the 
way indicators in that group ranks countries. As the clustering is the result of a 
purely statistical procedure operated on the whole set of individual indicators, 
it is not clear whether they should be conceptually close to each other. Yet it 
turns out to be the case that they are close, suggesting that available individual 
indicators from a host of different sources tend to describe the functioning of 
institutions within a country according to a small number of key dimensions.

In the application of this methodology to some of the IDP case studies, 
the QoG database was restricted to developing and emerging countries so 
as to avoid aggregate indicators being mostly based on differences between 
advanced and less advanced economies, which may be a problem of the WGI 
indicators. Even though the dataset comprises more than 2,000 indicators, 
coming from practically all sources of institutional/governance indicators 
available, only those that were available for all countries in the sample were 
kept. They numbered 350, which were then clustered in six groups or ‘cate-
gories’.8 Upon inspection of the indicators they comprised, the six categories 
were identified as:

 a. democratisation;
 b. human rights;
 c. administrative capacity;
 d. control of corruption and rule of law;
 e. conflict and violence; and
 f. competitiveness.

It is interesting that some of these categories very much overlap with the WGI 
domains – that is, ‘democratisation’ and ‘voice and accountability’; ‘admin-
istrative capacity’ and ‘government effectiveness’; and ‘control of corruption 
and rule of law’, corresponding to the two domains with the same name in 
WGI. Yet the overlap is far from perfect since the ‘human rights’ and ‘compet-
itiveness’ categories have no clear counterparts among the WGI domains, even 
though the primary sources used to define the latter include datasets oriented 
towards competitiveness or human rights issues.

With these institutional indicators at hand, a second issue is which com-
parator countries are to be included in the benchmarking. Clearly, it does 
not make sense to compare the institutional quality of low- or lower-middle- 
income countries to countries that are much more advanced in the economic 

 8 Details of the procedure are given in the IDP Tanzania case study – Chapter 3. The resulting 
indicators are available on request.
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development process, have the resources to maintain better institutions, and 
whose population demands better-performing institutions. The comparison 
must allow for income differences, but within a reasonable range of variation.

Two sets of comparator countries were used in the IDP case studies. The 
first one comprises neighbour countries, with the justification that these may 
share with the country under analysis a common geo-physical context and, 
depending on the region, some common cultural or historical references – such 
as, for instance, the same past coloniser. Lack of significant differences within 
this set of countries may then reflect the strong influence of this context, as 
well as some homogeneity in terms of living standards. By contrast, variations 
across countries could mean either that the geo-physical and cultural context 
are not major determinants of the institutional features of countries in that 
region, or that the region is rather heterogeneous with respect to these geo-
graphical and historical characteristics. The significance of a country differing 
from comparators may be stronger in the second case.

The second set of comparator countries consists of countries which were at 
the same income level as the country under analysis two or three decades ago 
but that have managed to grow substantially faster since then. The question 
then is whether some institutional domains were of a better quality in the 
latter when growth accelerated, compared to the country being studied. The 
difficulty is that institutional indicators rarely go back as far as two decades or 
more. The comparison can only be performed on relatively recent years, and, 
in some cases, there is no possibility of going back in time.9

Examples of the kind of benchmarking based on the WGI and QoG-based 
indicators are given in Figures 2.1 and 2.2 for Tanzania. The radar chart in 
Figure 2.1 compares that country with its neighbours in 2019. The WGI indi-
cators range from −2.5 (worst institutional quality) to 2.5 (best), and the stan-
dard deviation of the six indicators – within the sample of developing and 
emerging countries – is around 0.5. The radar chart is thus constructed in such 
a way that the difference in graduations along all axes is precisely around one 
standard deviation, which allows us to pass a judgement on the significance 
of differences between countries. On the other hand, country scores tend to 
concentrate on the negative part of their interval of definition, which means, 
unsurprisingly, that governance and institutional quality in this set of low- or 
lower-middle-income countries are below the world median10.

Looking at the figure from the point of view of Tanzania, the conclusion 
is undoubtedly that there is no difference when compared to the bulk of its 
neighbour countries, except Rwanda and Burundi, since differences with 
other countries never exceed one standard deviation. When restricting the 

 9 This was the case for the indicators based on the QoG database because of the rapid increase in 
missing observations of individual indicators when going back in time.

 10 The median is influenced by advanced countries, unlike the aggregate indicators built based on 
the QoG database and focused on developing countries only.
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figure 2.1 Comparing Tanzania and neighbour countries according to the WGI 
 indicators, 2018

comparison to these countries, one would tend to conclude, as suggested ear-
lier, that Tanzania shares with them common geographical, demographic, and 
historical factors that lead to comparable institutional quality features. On the 
other hand, except for the rule of law in Mozambique, scores tend to be sim-
ilar across the six institutional domains, so that no particular domain can be 
singled out for special attention later in the diagnostic exercise.

The chart may also be looked at from the point of view of other countries. 
If a diagnostic had to be established for Rwanda, for instance, this benchmark-
ing exercise would have led to the conclusion that Rwanda tends to perform 
better than other countries in the region, except for a very low score in ‘voice 
and accountability’: that is, the democratic functioning and transparency of 
the government’s action. This is a valuable clue for an institutional diagnos-
tic. Likewise, Burundi is shown to perform worse than other countries in the 
region – and as a matter of fact very badly in absolute terms, but a little less 
badly for ‘regulatory quality’ – whereas Mozambique would be comparable to 
other countries if it were not for the ‘rule of law’ domain.

To evaluate the consistency of using the WGI indicators, Figure 2.2 shows 
the same benchmarking exercise but now based on the aggregate developing 
countries’ indicators built based on the QoG database using cluster analy-
sis. Roughly speaking, the same proximity among the comparator countries, 
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figure 2.2 Comparing Tanzania and neighbour countries according to the QoG-based 
indicators, 201811

except for Rwanda and Burundi, is observed and most country profiles exhibit 
the same regularity, with scores comparable across institutional domains, 
although somewhat less so than with the WGI indicators. The salient features 
are: (i) the superiority of Rwanda in all domains except ‘civil society and 
voice’, and an impressive advantage in ‘competitiveness’; and (ii) the inferior 
performance of Burundi, in all areas but competitiveness and democracy and 
accountability, where it is similar to all other countries. Mozambique’s chart 
also departs from the mean shape in the ‘competitiveness’ dimension.

A comparison is now made between Tanzania and countries which, although 
at a roughly comparable level of GDP per capita in the late 1980s, grew so 
much faster since then that they have reached an income level double or more 
that of Tanzania, on average. These are essentially Asian countries: Bangladesh, 
Cambodia, Lao People’s Democratic Republic, and Vietnam. The compari-
son is made using both 2019 and 2005 WGI indicators, with 2005 being the 
year when the income gap was roughly half what it is today (see Figure 2.3). 

 11 For ease of comparison with the preceding figure, QoG-based indicators have been normalised 
so as to exhibit the same overall mean and standard deviation as in the preceding (WGI) figure.
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figure 2.3 Benchmarking of Tanzania with respect to fast-growing Asian countries: 
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Unfortunately, it is not possible to go back much before 2005 because indica-
tors lack precision, due to the fact that fewer observations are available.

Two lessons may be drawn from this new benchmarking. First, back in 2005, 
Tanzania’s institutions did not seem to be worse than those of Bangladesh, 
Cambodia, and Lao People’s Democratic Republic. On the contrary, Tanzania 
was surpassing these three countries in almost all institutional domains. It also 
compared well with Vietnam, except for ‘voice and accountability’, where 
Tanzania prevailed, and for ‘political stability’, where the situation was the 
opposite. The view that faster-growing developing countries are endowed 
with institutions of better quality is thus unwarranted when looking at this 
particular case. The second lesson stems from the rather strong improvement 
observed in several dimensions among some of Tanzania’s outperformers. This 
is clearly the case of Bangladesh, Cambodia, and Lao People’s Democratic 
Republic, and to a lesser extent Vietnam, but not of Tanzania. It is interesting 
that Tanzania’s development outperformers saw the quality of their institu-
tions improving while growing substantially faster. An obvious hypothesis in 
the case of Tanzania would thus be that the lack of progress on the institu-
tional front may have delayed progress on economic development.

Other examples taken from the IDP case studies could further illustrate 
the use that can be made from the comparison of institutional indicators 
over time and across countries. For instance, a striking example of worsen-
ing institutions is Mozambique, whose WGI indicators scored close to the 
average of the sample countries at a comparable level of income per capita 
in 2005, and then drastically worsened in practically all domains after 2010 
(see Figure 2.4).

This example confirms an important fact to be taken into account when 
establishing an institutional diagnostic: the quality of institutions, as gauged 
by institutional indicators like the WGI or the QoG-based indicators, may vary 
considerably over time, most often following political changes. In other words, 
it would be wrong to consider that the institutional framework of an economy 
or, more exactly, the way it is used, has some degree of permanence. Observing 
an institutional weakness at a point of time may thus result from a real flaw in 
the institutional framework being temporarily ignored by the power in place. 
In other words, the law may be flawed, or it may be temporarily disobeyed. 
The distinction is clearly important.

Overall, aggregate institutional or governance indicators like the WGI indi-
cators, or those indicators obtained by aggregating in a different way those 
individual, more focused, indicators available in the QoG database, are useful 
instruments for starting an institutional diagnostic. It is true that the aggrega-
tion procedure introduces some imprecision into the description of the qual-
ity of institutions, but it is not clear that one would get a better idea of this 
by considering the numerous and highly diverse individual indicators available, 
especially because their precision and mutual consistency is often uncertain.  

https://doi.org/10.1017/9781009285735 Published online by Cambridge University Press

https://doi.org/10.1017/9781009285735


61Tools for an Institutional Diagnostic

Control of Corruption

Government 
Effectiveness

Political Stability

Regulatory Quality

Rule of Law

Voice and
Accountability

–2

–1.5

–1

–0.5

0

0.5

2005

2010

2015

2019

figure 2.4 The worsening of institutions/governance in Mozambique, 2005–2019

The above-noted congruence between the two sets of aggregate indicators is thus 
reassuring.

Several lessons can be drawn from the few aforementioned examples shown 
above. They can be summarised in the following way:

 a. Not much is to be learned from the absolute level of aggregate institu-
tional indicators when concentrating on low- and lower-middle-income 
countries. For these countries, scores tend to be low, thus reflecting the 
causal relationship running from the level of development to the quality 
of institutions.

 b. When considering a single country, the possible asymmetry between scores 
in various institutional domains is of special interest since it suggests direc-
tions for further scrutiny of the functioning of institutions.

 c. Benchmarking country A in relation to a group G of other countries requires 
distinguishing outliers. Comparisons between country A and median coun-
tries or against outliers have different meanings.
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 d. The quality of institutions or the use made of indicators may change over 
time, which points to the need to distinguish between permanent and transi-
tory elements in the diagnostic to be established. Note that this has implica-
tions for the analysis of the empirical relationship between institutions and 
development. If the quality of institutions changes over time, it is difficult to 
relate it in a causal way to development indicators over a long period.

This section on indicators has relied on aggregate institutional indicators 
defined for a range of general domains and based on specialised individual 
indicators – most often based on the opinion of experts. This opinion may dif-
fer from the perception that insiders may have of the institutions in their own 
country, and most importantly on the practical implications of their possible 
dysfunctions. Surveying their views and identifying the weaknesses they point 
to is the objective of the second mechanical approach to an institutional diag-
nostic. The way it was implemented in the IDP is detailed below.

iii asking people: opinion surveys and interviewing  
knowledgeable people

Citizens of the country under analysis are insiders; they experience the func-
tioning of national institutions on an everyday basis. If they are not necessarily 
equipped to compare their country to others, as the experts behind the global 
institutional indicators, they may be in some instances more knowledgeable, or 
provide a perspective that is closer to reality. A second important tool in estab-
lishing an institutional diagnostic consists therefore of simply asking nationals 
their opinion on the way institutions work in their country, the most patent 
institutional weaknesses, and how they think they could be fixed.

There are various ways of proceeding, depending on whose opinion is 
being collected. A representative sample of the population will mostly reveal 
how ordinary citizens feel about institutions in their everyday life. Even 
though their opinions may reveal differences across various types of institu-
tions being considered, it is unlikely that these appraisals will be enunciated 
in terms of the obstacles to, or enablers of, economic development. Only that 
part of the population that is used to making decisions that are at the heart 
of the economic system, deep observers of the society and the economy, or 
people in positions that require an intimate knowledge of how institutions 
work, would be able to adopt such a perspective. Especially valuable in this 
respect should be the views of those personalities who have, or had, major 
responsibilities, such as government members, legislators, top civil servants, 
or managers of major firms.

The opinions expressed by these segments of the population must be seen 
as complementary, because of their different positions with respect to institu-
tions. Eminent persons have the experience of top decision making: they are 
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able to provide a rationale for the reforms they think necessary and/or those 
they try to implement, as well as past successes or failures. Yet they may not 
appreciate the nature and the strength of the constraints faced by more ordi-
nary decision makers in running small and medium-sized businesses, or civil 
society organisations. Finally, these views may miss the way the ordinary citi-
zens perceive institutional constraints.

This section elaborates on the experience gained in the IDP case studies 
in surveying individual opinions about the institutional context of a coun-
try at those three preceding levels. It first summarises the results obtained 
in IDP case studies from a specific survey that was specially designed for 
this project and intended for small samples of economic and social deci-
sion makers. It then offers a few remarks about the experience of the var-
ious country teams in interviewing top decision makers and other eminent 
persons.

A Using Opinion Polls: the case of the Afrobarometer

Opinion polls are conducted more or less regularly in most countries, includ-
ing low-income countries. Their goal is to get a picture of: (i) individual 
well-being – income, health, life satisfaction; (ii) opinions on major current 
policy and political issues; and (iii) the most common appraisal of the func-
tioning of society, including local communities and national institutions. 
Polls may be conducted for profit, or they may be implemented by non-profit 
organisations, like the Afrobarometer in Africa. Given the multidimensional 
scope of these surveys, however, they comprise few questions on institutions 
or governance per se.

As a way of experimenting with existing opinion surveys, this section makes 
use of a harmonised opinion poll run at certain time intervals in a rather large 
set of African countries – the Afrobarometer, nicely subtitled ‘A pan-African 
series of national public attitude surveys on democracy, governance, and soci-
ety’. It is now in its ninth edition, covering the years 2019–2020, but country 
surveys have not yet been put together in a single database, as was done in 
the previous rounds. The rest of this section thus uses Wave 8, taken between 
2016 and 2018, depending on the country, and covering some 34 countries in 
the region.

The questionnaire used in the Afrobarometer is common to all countries. 
It is rather long, since the codebook comprises some 350 variables, among 
which 80 questions are about the respondent’s evaluation of the country’s 
governance. They include the degree of democratisation, the efficiency of 
the government in providing services, the areas which the respondents see 
as the most problematic, their perception of corruption and their trust in 
the main actors in society (president, government, parliament, military, 
courts etc.).
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figure 2.5 Comparison of selected African countries, based on aggregated indicators 
elaborated on the basis of the Afrobarometer: Round 8, 2016–2018

Since it would have been too cumbersome to deal with all of these questions 
one by one, the same methodology as the one described above to aggregate 
individual indicators has been followed. Namely, five areas were predefined, 
closely mimicking the WGI and QoG synthetic indicators in the preceding sec-
tion. Average question scores for each area were then summarised by their 
principal component. This yielded an aggregate indicator with a mean of zero 
and a unit standard deviation across the thirty-four countries present in the 
eighth wave of the Afrobarometer. Because of non-response in those categories 
that comprised a relatively small number of original questions, the category 
meant to represent ‘regulatory quality’ had to be dropped.

Figure 2.5 shows the results obtained with this procedure for a few coun-
tries. As before, attention to each country’s institutional profile should focus 
on two features: (i) the shape of the radar line (i.e., whether it is regular, imply-
ing comparable scores on its different branches, or asymmetric); and (ii) how it 
compares to other countries, keeping in mind that the zero line stands for the 
mean across all African countries – with no implication whatsoever regarding 
how African countries perform in comparison to other regions.

Only two countries in the small sample represented in Figure 2.5 exhibit a 
regular pattern, meaning that there is no specific institutional domain with a 
noticeable weakness. These two countries are Senegal and Tanzania, although 
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the rule of law indicator is particularly strong in Tanzania relative to other 
indicators, and relative to all African countries in the sample. All other coun-
tries show a bias in at least one or two domains. Thus, it is not surprising to 
see that ‘political stability’ and ‘absence of conflict and violence’ are weak 
in Kenya (remember the post-election killings in 2017) and Mozambique (on 
account of the resurgence of the Frelimo–Renamo conflict). This feature may 
not necessarily be considered as an institutional weakness per se, but it is a 
strong determinant of the context in which institutions function. More inter-
esting from a diagnostic point of view is Ghana’s comparatively weak score 
on the front of corruption control, which contrasts with quite good scores 
along all other institutional dimensions. Benin also fares rather badly on the 
corruption axis, but also on government effectiveness, whereas Uganda fails on 
corruption and political stability. Finally, Malawi fails in regard to the opinion 
of the population on both government effectiveness in delivering services and 
democracy, that is, voice and accountability. If a diagnostic were to be con-
ducted in these last four countries, the Afrobarometer would thus suggest clear 
directions of investigation.

Despite differences among them, it can be noted that the countries appear-
ing in Figure 2.5 tend to do better than the average African country, since 
few scores are below zero (which is the mean for the whole sample of coun-
tries in every dimension). Equally noticeable is the similarity between the 
relative scores of countries in Figure 2.5 and comparisons made earlier using 
the WGI indicators or the indicators constructed from the QoG database. 
For instance, Tanzania tends to dominate its neighbour countries, as was 
roughly the case in Figures 2.1 and 2.2, when excluding Rwanda.12 The sim-
ilarity is not perfect, however. The ‘voice and accountability’ score appears 
to be low in Figure 2.1, based on WGI 2019, whereas it is relatively strong 
in Figure 2.5, based on the Afrobarometer. Interestingly, this difference 
likely reflects objective changes that took place between 2017 (the year the 
Afrobarometer survey was undertaken) and 2019, in regard to the freedom 
of the press and other media in Tanzania.13 Overall, it is interesting that 
a public opinion survey like the Afrobarometer delivers a message about 
institutional strengths and weaknesses in Africa that is similar to aggregate 
expert-based indicators.

Even though the discrepancy in the ‘voice and accountability’ score may 
have an objective explanation relating to changes in the control of the media 
by the executive in Tanzania, it raises several issues. First, it is another example 
of the kind of noticeable change that may take place during a short time span 
in the evaluation of institutional quality. Second, it may suggest that public 
opinion is more volatile than that of experts, or that the various factors that 

 12 Rwanda is absent from the comparison in Figure 2.5 because it is not covered by the 
Afrobarometer.

 13 See the IDP Tanzania study in Bourguignon and Wangwe (2023: Chap. 1).
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should be taken into account in the evaluation of the strength of (democratic) 
institutions covered under the heading ‘voice and accountability’ are not given 
the same weight by citizens and experts. Third, and more fundamentally, the 
questions asked in opinion surveys like the Afrobarometer bear upon limited 
aspects of institutions.

Public opinion surveys provide information on individual attitudes and 
perceptions that seem far away from the institution–development relation-
ship but may nevertheless be of some indirect importance for development. 
Questions about people’s views on basic principles like democracy or justice, 
about their own moral values, about their degree of trust not only in formal 
institutions, which are accounted for in the above indicators, but also in 
relatives and neighbours, surely matter for the way a society – and therefore 
its economy – functions. Because they were not directly related to the way 
institutions work, they have not been included in the set of questions used 
to build the indicators analysed above. Of course, this should not prevent 
us from considering some of them, especially trust in others, if they appear 
relevant for a deeper exploration of the way specific sectors of a country’s 
economy work.14

B The Country Institutional Surveys (CIS)

Overcoming the limitations of opinion surveys in dealing with such specific 
issues as the role of national institutions in economic development requires 
two things: (i) restricting the sample to people with some direct experience 
in dealing with institutions, or with good knowledge about the way they 
work; and (ii) orienting the questionnaire towards the institution–develop-
ment relationship while substantially broadening it to cover the full range of 
relevant institutional dimensions. The IDP has developed such a surveying 
tool, whose characteristics are now described, before showing the use that 
can be made of it.

1 The Structure of the CIS
The CIS implemented in the four IDP case studies is inspired by the Institutional 
Profile Database (IPD), an expert survey conducted jointly by the economic 
agencies of the French Embassies, the Centre for Prospective Studies and 
International Information, and the University of Maastricht (Bertho, 2013). Its 
questionnaire was taken as a basis for the CIS because of its rather remarkable 
degree of exhaustiveness. As adapted to the IDP project, the CIS questionnaire 

 14 The importance of trust among people, relatives, and neighbours in the first place has long been 
emphasised in the institution–development literature. See for instance Platteau (2000) and (of 
special relevance in an African context), in regard to the possible link between the slave trade, 
trust, and development, Nunn (2008). The latter issue is also discussed in the IDP Benin study 
(Bourguignon et al., 2023).
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comprises some 320 questions, covering a broad range of institutional charac-
teristics, structured into nine domains or areas:

 1. political institutions;
 2. security, law and order, and control of violence;
 3. the functioning of public administrations;
 4. the free operation of markets (ease of doing business, dealing with land 

rights);
 5. coordination of stakeholders, strategic vision, and innovation;
 6. the security of transactions and contracts;
 7. market regulation, social dialogue;
 8. relations with the rest of the world; and
 9. social cohesion, social protection, and solidarity.

Not surprisingly, this list of institutional areas is roughly consistent with the 
aggregate indicators used in the preceding section to describe the quality of 
institutions in a country and to make comparisons across countries, though it 
is slightly more detailed.

A questionnaire with so many questions is clearly impractical if applied 
to a sample of people who are busy with their own occupations, instead of 
the experts or observers surveyed in the IPD. Moreover, it is not clear that 
respondents would have the knowledge that would allow them to cover all the 
domains set out above. Two solutions were therefore implemented. Both meant 
a severe reduction in the number of questions – though one more than the other.

The first solution consisted of asking respondents to pinpoint three of 
the aforementioned areas that they would consider as the most constraining 
for development, and then to answer the corresponding questions. To make 
sure all domains were approached, however, respondents were also asked to 
answer questions in a fourth randomly chosen area. This solution thus yields 
two sets of information: (i) some ranking of institutional areas depending on 
the constraints they impose on development; and (ii) in each area, features 
that were seen as strengths or weaknesses. Overall, the total number of ques-
tions turned out to be similar to the original IPD questionnaire, even though 
many questions were adapted to make them as relevant as possible to the 
context of the country under analysis, and a few questions were added on 
country-specific topics. Given the choice of priority areas, the actual number 
of questions answered by CIS respondents was roughly a third of the total: 
that is, slightly more than 100 questions. Note that, given the specific struc-
ture of the questionnaire, the same question could be relevant under different 
institutional headings and thus could appear more than once in the full ques-
tionnaire. However, as the survey was implemented on tablets, it was possible 
to code the questionnaire in such a way that a respondent would not have to 
answer the same question several times.

The second solution was to ask respondents to answer all questions but to 
simultaneously and drastically reduce the number of questions in the original 
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IPD questionnaire, while making them more consistent with the economic, 
social, and institutional reality of the country studied, and while maintaining 
the exhaustiveness of the areas covered and having respondents answer all 
questions. This choice did not prevent from proceeding with the initial rank-
ing of institutional areas by perceived severity of the constraints they impose 
on development. It reduced the detail with which institutional areas were 
described but added to the representativeness by allowing all respondents to 
give their opinion on all institutional domains.

The first format of the CIS was implemented in Tanzania, Benin, and 
Bangladesh, whereas the second one was used in Mozambique. In all cases, 
variations could be introduced in the list of general institutional areas, depend-
ing on the specificity of the country. For instance, decentralisation was consid-
ered to be worth singling out in Mozambique, whereas ‘political institutions’ 
were split into features referring to the way the executive operates and features 
describing the functioning of the overall political system in the Bangladesh 
questionnaire. These variants were generally inspired by the intimate knowl-
edge of the country held by the authors of the diagnostic, or by discussions 
with key informants within the country, as will be seen below.

In all questionnaires, answers to questions were formatted so that answers 
could fit a five-point Likert scale ranging from ‘not at all’ to ‘very much’, 
with ‘no answer’ as an additional option. In aggregating questions together, 
however, care was taken regarding whether the question being asked was 
formulated in a positive or a negative way. A high score on the Likert scale 
would then be taken as favourable in the former case but unfavourable in 
the latter.

Table A2.1 in the appendix to this chapter, taken from the Bangladesh case 
study, shows the structure of the questionnaire used in that instance. The com-
plete questionnaires for all case studies are accessible on the Internet.15

A last important point to stress about the questionnaires is that answers are 
necessarily influenced by the current political, social, and economic context. 
It so happened that the CIS in Bangladesh was conducted at the time of the 
general elections, so that answers to some questions may have been biased 
by the arguments exchanged during the electoral campaign. An appropriate 
discounting of the significance of these answers is thus needed. This being 
said, most questions in the questionnaire refer to institutional features that 
are quite persistent. The same situation was found in Tanzania, as the survey 
was undertaken less than a year after a new president came into power with 
a rather ambitious anti-corruption programme. Respondents were thus asked 
to answer the questionnaire in the light of their experience over the last ten 
years, rather than on the basis of the last few months and the electoral plat-
form of the new president. Still, when they had completed the questionnaire, 

 15 https://edi.opml.co.uk/wpcms/wp-content/uploads/2020/05/04-Institutional-survey-analysis_
Bangladesh_03062020-edited.pdf, pp. 56–76.
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they were then asked how their answers to the questionnaire would possibly 
be modified if they were to take into consideration the last few months since 
the presidential inauguration.

As should be clear by now, the CIS is not directed to the whole population 
but only to those people who are most likely to confront the institutional 
challenges of a country on a regular basis, either through their occupation 
or through observation from a particularly informative position. Stratified 
samples were used, with strata defined by occupation, sector, and high-level 
positions in several types of organisations. Typically, CIS samples com-
prised politicians from the ruling party and the opposition, top bureaucrats 
in ministries and public agencies, business executives in the main sectors of 
activity, academics, journalists, representatives of civil society, foreign diplo-
mats, and heads of local offices of international organisations. To the extent 
possible, these strata, of different sizes, were combined with gender and 
geographic criteria.

The size of the sample differed across surveys. It was slightly more than 100 
people in Tanzania and Mozambique, but triple that in Benin and Bangladesh. 
It is of course always better to deal with a bigger sample. However, because 
the CIS is meant to reveal the views that decision-making people may have on 
institutions, rather than to test the significance of such and such an answer to a 
specific question, sample size should matter mostly in order to make sure that 
the range of decision-making people who might have different views about 
institutions is fully covered.

2 Short Overview of Results and Lessons from 
the CIS in the IDP Case Studies
As the CIS was adapted to the context of the countries in which it was imple-
mented, different definitions of the main institutional areas around which the 
questionnaire was built were used, while some items were added to or sub-
tracted from the list of the nine areas mentioned above. The customising of 
the questionnaire also required inserting new questions, deleting others, and 
framing the remaining questions so that they fit the local context.

Regarding the institutional areas, experience shows, first of all, that for their 
ranking to deliver information it is important not to have too many or too 
few of them. In the former case, respondents may find it difficult to differen-
tiate among all the alternatives. In the latter, they will tend to attach the same 
importance to most of them. The second lesson from experience is that it is 
important to provide respondents with a general description of the institutional 
areas they will have to rank, and of the questions they will be asked to answer. 
However, too general and generic wording may be insufficiently clear. For 
instance, ‘security of transactions and contracts’ may not be well understood 
if it is not specified that it refers to institutions that are supposed to guarantee 
contract compliance, especially debt contracts, to insolvency laws, to litigation 
procedures, and to business laws and courts. Likewise, it should be made clear 
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that ‘political institutions’ without further precision should include not only 
constitutional matters but also how basic principles are obeyed, political life in 
general, the control exerted by the executive over political, economic, and civil 
society actors, electoral procedures, and checks and balances on the govern-
ment. Incidentally, as this long list attests, this area had to be split into several 
sub-areas in some surveys.

Then comes the issue of how to articulate the ranking of institutional areas 
by respondents and their answers to the large number of questions in those 
areas, and possibly others. These questions are supposed to provide more 
detail on the reasons why an area is harmful to development. There are two 
ways of handling them. One way consists of simply ranking them according 
to the Likert scale and to examine the kind of institutional challenge the most 
unfavourable answers point towards. The other way consists of dealing with 
clusters of questions that may be considered as detailed institutional sub-areas –  
as shown in Table A2.1 – and checking what sub-area exhibits the lowest aver-
age Likert scale, bearing in mind the distinction between positive and negative 
question formulations. The first approach offers the advantage of focusing on 
extreme weaknesses, whereas the second reveals those sub-areas with a high 
frequency of mediocre scores.

One way or another, it is interesting that, despite the fact that the respon-
dents to the CIS answered questions in the institutional areas selected by them 
as the most detrimental to development, the areas revealed by their answers to 
individual questions do not always fit their initial ranking. This was particu-
larly the case in Bangladesh, where there was very little difference among areas 
in the initial ranking, whereas answers to questions very clearly singled out as 
strongly negative ‘land rights’, ‘civil service’, and ‘political institutions’ (in rela-
tion to the functioning of the executive). Likewise, in Mozambique, the lack 
of a ‘common vision of the national strategy’ and the ‘management of public 
administration’ appeared among the most detrimental areas, while answers to 
single questions suggested that ‘legal and constitutional matters’ and ‘political 
participation’ were the sub-areas where the lowest Likert scores were the most 
frequently observed. This seems to suggest that general institutional areas may 
indeed be too general to fully ground a diagnostic exercise because they com-
prise different dimensions, which may be appraised in different ways by the 
respondents. In other words, a general institutional area may be seen as mildly 
constraining for development despite some of its sub-areas being of the lowest 
quality.

Table 2.1 summarises in a synthetic way the information conveyed by the 
CIS in the four case studies of the IDP project. As far as the general institu-
tional areas are concerned, whether their ranking was made a priori by survey 
respondents or based on the questions with low scores, it is not surprising 
to see so much commonality across countries since the options were similar 
and of a limited number. Yet there are interesting differences. Institutions that 
affect the business environment are mentioned in Benin and Tanzania, but not 
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table 2.1 Synthetic summary of institutional weaknesses and strengths revealed by the CIS in the case studies

Bangladesh Benin Mozambiquea Tanzania

Three worst general 
institutional areas 
(a priori ranking)

Political institutions: system Political institutions Lack of vision Public institutions
Justice and regulation Public administration Public administration Public administration
Political institutions: 

executive
Unfriendly business 

environment
Management of macro and 

sectoral policies
Unfriendly business 

environment
Three worst general 

institutional areas 
(based on all 
questions)a

Management of land issues Public administration Legal and constitutional matters Public administration
Civil service Management of land 

issues
Limited freedom of information 

and political participation
Management of land 

issues
Political institutions: 

executive
Unfriendly business 

environment
Constraints imposed by donors Unfriendly business 

environment
Weak institutional 

sub-areas
Weak checks and balances 

on executive
Generalised corruption Corruption Management of land 

issues
Excessive centralisation Opaqueness of executive Constitutional breaches Generalised corruption
Limited freedom of 

information
Imperfect knowledge of 

the law
Elite capture Opaqueness of 

executive
Corrupt elections Mismanagement of SOEs Public goods delivery Weak regulation
Nepotism Lack of vision Land conflicts Pressure of lobbies
Public services Aid dependence Excessive centralisation
Land conflicts Separation of powers

Strong institutional 
sub-areas

Capacity for informal secure 
deals with government

Civil liberties Availability of foreign aid Civil liberties

Role of donors State free from 
traditional norms

Civil liberties Security

Rigorous macro policies Role of donors State free from traditional norms Sense of national 
identity

Sense of national identity Anti-corruption efforts Sense of national identity

a The question-based ranking of general areas in Mozambique bears upon a slightly different set of areas than the a priori ranking.
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in Bangladesh and Mozambique. Land issues never appear in the a priori rank-
ing, but they are present in the question-based rankings in three countries. This 
divergence may be taken to mean that the handling of land rights is quite bad 
but that their influence on development is not considered to be of great impor-
tance. On the other hand, it is striking, but certainly not unexpected, that the 
low quality of the public administration, or civil service, appears everywhere 
as a crucial institutional challenge, the same being true of the way political 
institutions work. (Remember, however, that this area may in some cases be 
too broadly defined.)

Comparison with the aggregate governance indicators analysed earlier is 
not easy because congruence in the definition of institutional areas is limited. 
Yet it is interesting to note that poor management of the public administration 
emphasised in the CIS conforms well with the relatively low score of ‘govern-
ment effectiveness’ in Figures 2.1–2.3 for the four case studies.

More detailed information is revealed when scrutinising institutional sub-  
areas, some of which are reported in Table 2.1 according to their especially 
low or high Likert score. Many of these institutional weaknesses, or strengths, 
are analysed in depth in the case studies. Yet even at this aggregate level some 
interesting features appear. It is indeed at that level of the CIS that corruption 
is unanimously mentioned, providing another source of consistency between 
survey results and aggregate institutional indicators. However, the survey gives 
more detail about where corruption practices are the most salient – that is, at 
the political level, between business and the executive, and between the pop-
ulation and the state bureaucracy. Imperfect knowledge of the law, misman-
agement of state-owned enterprises (SOEs), elite capture phenomena and weak 
regulation of big business, aid dependence, and excessive power centralisation, 
all uncover precise institutional weaknesses or their consequences, and provide 
useful directions for further inquiry.

Some of the strengths emerging in Table 2.1 are instructive, too. That the 
capacity to strike secure informal deals with the executive is found to be a 
strength in Bangladesh unveils an important characteristic of the institutional 
framework in that country. That meritocracy – in effect, the recognition of 
academic credentials in the bureaucracy – is mentioned among the favour-
able institutional features in Tanzania is also worth stressing, for this feature 
coexists with some signs of elite capture and generalised corruption. In both 
cases, the survey respondents demonstrate a rather flexible conceptualisation 
of institutions.

The role of donors is stressed at different stages of the survey and arouses 
ambivalent reactions by the respondents. They generally agree that this is an 
important aspect of the economic management of their country. In some cases, 
they emphasise the positive effect of development assistance on national bud-
gets, or the usefulness of advice provided by donors. In others, they see aid 
dependence as severely compromising the long-run development of the coun-
try, and donors as constraining policy options too much. This two-sided role 
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has long been underscored in the aid literature, but it is interesting that it is 
also very present in the minds of decision makers in recipient countries.

Specific questions in the CIS, in contrast to whole areas or sub-areas, may 
also deliver information that could be relevant in a further stage of the insti-
tutional diagnostic procedure. In one country, they may concern public pro-
curement or the reliability of public statistics; in another, they touch upon the 
presence of discrimination, or the lack thereof; and, in still another, the issue is 
the unequal geographical coverage of public services.

Another valuable advantage of the CIS is its capacity to differentiate answers 
by the characteristics of the respondents. Of special interest are differences 
according to occupation, and especially between business executives and oth-
ers, in view of the crucial role of the business sector in the development pro-
cess. In Bangladesh, which is the only case study that systematically exploits 
that dimension of the survey, it is remarkable that business executives are more 
severe than politicians, bureaucrats, and academics with respect to the judicial 
system and the public administration.

To conclude this short synthesis of the CIS expert opinion survey under-
taken in the four IDP case studies, it is fair to say that this instrument discrim-
inates better among institutions than the aggregate institutional/governance 
indicators discussed in the first part of this chapter, and is considerably more 
instructive than general opinion surveys like the Afrobarometer. This is basi-
cally because of its stronger focus on institutions, its more complete inquiry 
into how well or badly they work, the fact that its set of respondents have 
some real experience and expertise in local institutions, and the explicit request 
that they evaluate institutions in regard to how they affect economic develop-
ment. Despite these advantages, however, the CIS survey must still be seen as a 
mechanical exploratory tool that suggests areas or sub-areas where institutions 
do not function well and may be detrimental to development, as well as possi-
bly sub-areas where the opposite may hold. Yet nothing is revealed about what 
may explain such situations, nor about the channels through which dysfunc-
tional institutions may impinge on, or benefit, development. Executive deci-
sions may be judged ‘excessively centralised’ or ‘opaque’, land disputes may be 
found to be too frequent, or the business elite too powerful, but what are we 
to infer from these statements that might point to appropriate reforms? It will 
be the task of the analysts to figure this out at a later stage of the diagnostic.

The format of the CIS evolved over time, from its first edition in Tanzania 
to the last ones in Bangladesh and Mozambique. In the latter case, the research 
team opted for a shorter questionnaire common to all respondents and adopted 
a slightly broader range of institutional areas than in the other countries. Along 
the initial lines of a longer and, to some extent, customised questionnaire, the 
Bangladesh survey appears as the most accomplished one, partly because it 
was able to integrate the experience acquired in the previous editions. The 
questionnaire was more systematically organised, not only in the main insti-
tutional areas but also, within an area, in sub-areas, or ‘clusters’, and even 
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sub-clusters. This seems to have enhanced the legibility of the questionnaire 
and eased its statistical treatment. The questionnaire for Bangladesh should 
therefore be used as a template for a further edition of the survey, if any, unless 
there are reasons to prefer a shorter common questionnaire.

C Asking Key Informants

The last group of people to be approached for their personal insights into the 
role of the nature and quality of institutions in their country are those persons 
who exercise significant responsibilities as politicians in power or in active 
opposition, top bureaucrats, high-level academics, and personalities of the civil 
society. Numerous such key informants were interviewed as part of the initial 
exploratory phase of every IDP case study. In this essentially methodological 
chapter, the point is to summarise what was learned from them about each 
country, as this is fully reported and then developed in each case study. The 
main purpose of this section is to reflect on the way these interviews were con-
ducted and, possibly, on some common features in the opinions expressed by 
the key informants across countries.

The identity of the key informants varied across case studies, but the choice 
was made at the outset not to interview high-powered members of the current 
executive – that is, presidents, vice-presidents, or prime ministers. This choice 
reflects not so much the difficulty of approaching them, but the concern that 
their opinion would necessarily be biased, partisan, or too much influenced 
by current challenges. In this category of informants, interviewees were most 
often personalities who were in this kind of position in the past and could thus 
have developed deeper insights into institutional constraints on development-  
oriented action when they were in charge, as well as today.

Different formats were used to gather the opinions of these particularly 
knowledgeable persons: seminars, open-ended conversations, or a predeter-
mined set of questions. With retrospect, the latter formula proved the most 
effective. Yet it requires already having some good intuitions regarding the 
most relevant issues, so as to avoid losing time on commonalities. From this 
point of view, the Mozambique experience, with a set of well-chosen questions 
in each interview, delivered particularly interesting indications.

Several common problems were noticeable among these interviews, which 
often limited what could be learned from the interlocutors. The first one is 
that the very concepts of ‘institution’ and of their role in development were 
uneasy to convey to the interlocutors. For instance, the view that corrup-
tion per se is only the symptom of ill-functioning institutions, the issue being 
not only the detection and then the punishment of corruption but the cir-
cumstances that create the possibility of extracting rents, was not always 
uniformly shared. Respondents were often satisfied to cite corruption as 
the main source of problems in the way their country operates and is gov-
erned, rather than identifying its deep causes and, possibly, how it could be 
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remedied. A second related common problem was the tendency of key infor-
mants to rely on an ideal normative framework without much relevance to 
the analysis of institutional problems in their country and solutions to them. 
For instance, the view was often expressed that the reason something does 
not work well is because it departs from mostly theoretical norms, like a 
full-fledged democracy with perfect transparency, effective checks and bal-
ances on the executive, and complete separation of the executive, the legis-
lative, and the judiciary. Using such a norm as a reference to think about 
reforms is fine but illusory, since it misses key political economy constraints 
that precisely explain the persistence of weak institutions and their conse-
quences. The difficulty is that political or political economy issues are still 
too sensitive for people who have been closely involved in them, whereas 
opposition members are generally biased, and people who are not directly 
involved in politics do not always realise the nature of these constraints.  
A third difficulty experienced during the interviews was the tendency for the 
conversation to focus exclusively on current public concerns or concerns 
which left their mark on the minds of interviewees, rather than on what they 
thought may be key persistent institutional weaknesses in their country.

Another interesting observation that results from these interviews is the 
similarity across interlocutors and across countries regarding the institutional 
fields cited as possible sources of hindrance to the process of development. 
Beyond corruption, practically all informants touched upon the de facto func-
tioning of the political system and the judiciary, and the excessive centralisa-
tion of power and public decision making. Yet the link was not always drawn 
with the pace and structure of economic development. Closer to the issue of 
development, issues like a dysfunctional civil service, limited state capacity, 
the lack of coordination between public entities, or the management of land 
issues, were also almost unanimously cited. If the symptoms are clear and were 
widely shared, however, their causes were rarely discussed and the remedies 
proposed were not always realistic, often boiling down to wishful thinking: for 
example, ‘eradicate corruption’, ‘decentralise decisions’, and ‘have parliament 
play its role’.

Being what it is, the whole exercise is nevertheless of utmost interest, not 
only because it allows us to establish a kind of ranking of the most serious 
symptoms of institutional weaknesses as seen by informed players, and to 
sometimes have a glimpse into the political-economic factors behind them, but 
also, and most importantly, because these weaknesses were usually depicted 
and discussed in a particular sectoral context, be it a specific ministry, local 
government, the education sector, tax collection, or banking regulation. At a 
later stage, this observation of institutional dysfunctions within specific eco-
nomic or social contexts is what may allow for a better understanding of their 
causes and possible remedies. In that sense, the direct contact with present or 
past high-level decision makers or observers sheds a different light on institu-
tions than the general description of the quality of institutions and governance 
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that is obtained from the experts consulted in the construction of international 
indicators, from opinion surveys, and even from the lower-tier decision makers 
polled in the CIS.

iv resorting to history and economics

After consulting the opinions of others on their perceptions of the institutional 
obstacles to, or constraints on, the pace or the sustainability of development, 
the issue must then be approached from the point of view of economics, and in 
a more inductive way. The objective of this new stage of the diagnostic meth-
odology is to identify the economic development challenges faced by a country, 
in order at a later stage to investigate whether and how they may be related to 
institutional weaknesses. Preparing the ground for this exercise involves more 
than analysing the current economic situation of a country, as well as its assets 
and liabilities for future growth. Because development is an evolutionary pro-
cess, and because present economic challenges most often have some of their 
roots in the economic, social, and political past of a country, ascertaining their 
nature and their origin also requires a careful review of the country’s political 
and economic history.

The point is not to propose a methodology for such a review. On the polit-
ical and social side, we can rely on the existing literature about the country 
concerned. On the economic side, if available in the recent literature, we may 
make use of economic diagnostics highlighting the constraints that bear on the 
acceleration, the sustainability, and the inclusiveness of economic growth. It is 
not clear, however, that such a diagnostic satisfactorily incorporates all of the 
roots of these constraints in the past or in recent history. If this is not the case, 
such a deeper economic diagnostic will have to be established.

Growth diagnostic exercises along the lines of Hausmann, Rodrik, and 
Velasco (2005) are a useful reference when they are available for the coun-
try studied, if they are not outdated. Based on a rather standard model of 
economic growth, this diagnostic methodology consists of identifying those 
constraints on economic growth which are likely to be the most binding in the 
pursuit of faster economic growth.

The idea is simple. Within a standard neo-classical framework, the deter-
minants of growth are the level of investment, the productivity of these invest-
ments, and possibly other sources of productivity gains, like a more educated 
labour force or the adoption of better techniques, or organisation, of produc-
tion, although the Hausmann, Rodrik, and Velasco approach concentrates on 
the first two factors. In turn, each of these factors may be hindered by vari-
ous limitations. Investment may be too low because returns are insufficient or 
because the cost to finance them is too high. Returns may be low for physical 
reasons, like the geographical context, lack of human capital, or bad infra-
structure, but also due to low appropriability, like excessive taxation, unsecure 
property rights, macroeconomic volatility, or simply a lack of information on 
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technology or markets. On the other hand, access to finance may be limited 
because of poor savings, weak financial intermediation, and the unavailability 
of foreign financing. All of these possibilities form a kind of tree, the top of 
which is the rate of growth of the economy, with the branches being the imme-
diate determinants of growth, the sub-branches being the channels through 
which these determinants may fail, and the bottom of the tree being all the 
potential constraints just listed. The growth diagnostic approach then consists 
of finding some quantitative measure of the strength of these constraints and 
looking at those that depart most from some norm. For instance, a higher 
return to schooling relative to other countries would suggest that human cap-
ital is scarce and thus binds economic growth. Likewise, a disproportionately 
high borrowing rate of interest reveals either insufficient savings or dysfunc-
tional financial intermediation, the same being true of a large gap between 
the marginal product of capital and borrowing rates. Another example illus-
trates a deficiency at the level of infrastructure: firms have sometimes to rely 
on their own generators to palliate frequent electricity outages across the grid, 
which increases the price they pay for energy. The gap between this price and 
the posted price of electricity is a measure of how constraining the supply of 
energy is for firms. Comparing the level of these ‘shadow prices’ of the various 
potential constraints on growth with the levels observed in benchmark coun-
tries, it is then possible to establish a list of the most binding constraints.

The actual implementation of the growth diagnostic framework goes beyond 
a few indicators of the type just mentioned. This can be seen, for instance, 
in the kind of user manual provided by Hausmann et al. (2008) and others. 
If it is a useful instrument, it has limitations, and practical applications do 
not always reveal more than what mere intuition would suggest. Among these 
limitations, one may cite its quasi-exclusive focus on private investment, the 
inherent difficulty of detecting price or non-price signals, the extreme reliance 
on inter-country comparisons without clear criteria to select benchmark coun-
tries, and the lack of attention to the interaction across constraints and their 
time dimension (i.e., which one should be handled first).16

Another limitation of the standard growth diagnostic approach is its aggre-
gate approach to economic growth and the too-little attention that is given to 
the structural aspects of development, and especially the structural transforma-
tion of the economy that causes and is caused by development, along the lines 
of the well-known analyses by Kuznets (1955) and Lewis (1954), and the key 
distinction between formal and informal sectors. This aspect of development is 
particularly important when dealing with low-income or lower-middle-income 
countries.

Judging from a few recent applications in the countries covered by the IDP 
case studies, the conclusions from growth diagnostic exercises are not always 
very enlightening, even though they are relevant. In the case of Tanzania, for 

 16 See Felipe and Usui (2008).
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instance, such a diagnostic undertaken under the auspices of the United States 
Agency for International Development (USAID) in 201017 pointed to the fol-
lowing major binding gaps: infrastructure, appropriability of returns (due to 
unsecure land rights for investors), technical skills, and small and medium-sized 
enterprises’ (SMEs’) access to finance (including agriculture). A similar study 
by the Organisation for Economic Co-operation and Development (OECD, 
2013) added the weak regulation of business and trade to this list. With a 
little hindsight, it cannot be said that the lack of infrastructure, of human 
capital, and of financial resources for small firms were unexpected constraints 
on growth. In effect, they are common to most low-income or lower-middle- 
income countries. The issue of land rights may be more specific, and therefore 
may warrant further investigation. The same would apply to regulation, if the 
authors had something else in mind than the way the administration deals with 
the private business sector.

Equally disappointing is the executive summary of an ‘Inclusive Growth 
Diagnostic of Bangladesh – again under the auspices of USAID (Davidson 
et al., 2014) – which points to electricity and governance as the most binding 
constraints on faster economic growth at the aggregate level, and, again, to 
energy and human capital as the most binding constraints on the growth of the 
garment sector – although education is explicitly mentioned as not binding at 
the level of the whole economy.

Of course, there is much more than these general conclusions in the two 
reports just mentioned, especially in the Bangladesh ‘inclusive’ growth diagnos-
tic, with its focus on specific economic sectors and social issues like women’s 
entrepreneurship. The main point is simply that the approach is too mechan-
ical and too static to take into consideration the past structural evolution of 
the economy, which may have left heavy sequels in the current working of 
the economy. Also, it does not anticipate future constraints for which reme-
dies should probably be put in place today. Moreover, it is largely based on 
information drawn from enterprise surveys, which tend to over-emphasise the 
practical aspects of business, rather than deeper constraints, and to underplay 
the macroeconomic aspects of development, despite their utmost importance.

To the extent that growth diagnostics are available, they should be used 
and updated. If none is available, then a similar approach has to be developed. 
In both cases, however, it is essential to give more depth to the analysis by 
incorporating it within a reflection on the long-run evolution of the econ-
omy, its potential growth engines, and its current and future likely challenges. 
Political history and the current state of the political game or the structure 
of political power are other essential factors that will need to be considered 
at a later stage of the diagnostic when the causes for the persistence of weak 
institutional equilibria and the political economy of reforms will be the focus 

 17 See Partnership for Growth (2011), a document that inspired long-run plans for Tanzanian 
development – in particular, the ‘Vision 2025’ plan.
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of attention. The overall review of the economy and its political context must 
rely on the existing literature about the country, but also, where necessary, 
on original work by the diagnostic team. It is also important that the review 
covers all aspects of the economy, at macro, meso, and sectoral levels, and 
that it looks at societal issues too, insofar as institutional weaknesses may be 
more or less visible, depending on the perspective one adopts with regard to 
the economy.

The Bangladesh case study provides a good example of the need to go 
deeper into the analysis of the economy than what a simple-minded growth 
diagnostic approach does, and to combine it with a review of economic and 
political history. Bangladesh has grown at a rather rapid rate over the last 
twenty years or so, very much – but not exclusively – thanks to ready-made 
garment (RMG) exports. Doubtless, a growth diagnostic exercise would make 
it possible to identify constraints to be relaxed in order to accelerate growth 
under this RMG-dominated growth regime. However, an in-depth review of 
the economic evolution of the country suggested that the long-run sustainabil-
ity of growth requires a diversification of exports beyond the garment industry. 
This is unlikely to result from private initiative and would call for an adequate 
sector-based public policy, such as existed in the past when the textile sector 
was seen as worth of priority efforts by the government. Lessons can be drawn 
from this past experience, including not only the policy instruments which 
were used but also the whole decisions process – by which we mean in par-
ticular the relationship between entrepreneurs and the state that allowed for 
the implementation of the policy drive. The same type of diversification issues 
arose in the review of the Tanzanian economy.

v preparing for thematic studies

At this stage of the diagnostic process, it can be considered that most of the 
more easily accessible materials needed to begin an institutional diagnostic 
have been gathered. To recap, these are the following:

 a. Institution/governance indicators: Which institutional areas appear weaker 
than the others? How does the country being studied differ from bench-
mark countries (i.e., neighbour or faster-developing countries)?

 b. Which institutions are perceived as weak or most constraining for devel-
opment by: the whole population, people who are most exposed to the 
working of institutions, including business managers, politicians, and the 
civil society, or observers of the way institutions function, and, finally, top 
decision makers, including past members of the executive, high-level politi-
cians, top bureaucrats, and big business and civil society leaders?

 c. A review of the political and economic history of the country, with an 
emphasis on current and future economic challenges for the acceleration or 
the sustainability and inclusiveness of growth.
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Based on this set of information or evidence, an attempt can be made to bring 
them together by asking, for instance, whether the identified development chal-
lenges relate to specific features revealed by institutional aggregators, or to 
patterns in the perceptions of people, including experts, about the way insti-
tutions hamper faster or more inclusive growth. Digging deeper than simple 
associations to uncover some logical relationship between these various pieces 
of evidence might be difficult, however. Some clues will be available in certain 
cases, particularly when some key informants and analysts concur in the iden-
tification of the development challenges confronting their country and provide 
converging institutional explanations. In most cases, however, further scrutiny 
will be needed to make the link between development challenges and institu-
tional weaknesses.

The experience accumulated on the occasion of the case studies suggests 
that this essential step in the diagnostic calls for a more detailed approach 
than when reviewing general economic development challenges. Some eco-
nomic challenges will still be too general to be directly related to certain 
institutional areas, like the rule of law or the quality of regulation in the 
WGI aggregate indicators, to the problem of corruption in opinion surveys, 
or to weak state capacity in interviews with key informants. Even in those 
cases where there apparently is more proximity, such as, for instance, when 
a dysfunctional public administration is shown to truly exert a major drag 
on development, a more detailed analysis is needed to determine what makes 
it dysfunctional. Is it the lack of skill of civil servants, their rent-seeking 
behaviour, the overlapping of responsibilities, or inefficient management? 
And then, in every case, what prevents the relevant authority from taking 
action to remedy those flaws?

Answering these types of questions, as well as addressing the institutional 
factors behind major economic development challenges, requires getting into 
more detail about the institutional context in which the economy and the pro-
cess of economic decision-making works. This cannot be done at the aggregate 
level – except perhaps when studying possible flaws in macro policymaking – 
but calls for attention to specific sectors. To take an example, shedding light 
on the role of institutions behind the absence of firm policies aimed at push-
ing export diversification in Bangladesh or Tanzania demands a better under-
standing of the relationship between private business and the state. Likewise, 
understanding the pervasive infringement of property rights in relation to land, 
which is found to be a binding constraint in a growth accounting exercise and 
is stressed by expert opinions, necessitates that we look at the way land allo-
cation issues are resolved through market mechanisms or through the admin-
istrative machinery, including the judiciary.

More detailed analysis defines a second step of the institutional diagnostic 
methodology: thematic studies aimed at identifying the role of the institutional 
context in precise circumstances or sectors, chosen based on the results of the 
three preceding mechanical steps of the diagnostic (see the two examples just 
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mentioned – export diversification and land rights). This new stage, which is 
intended to add information for the final phase of the diagnostic, is no longer 
mechanical. Thematic studies demand research instruments that are adapted 
to the area being studied and should be left to specialists in that area. These 
experts will be able to observe, in situ so to speak, the role of specific institu-
tional features in producing observed results, including, possibly, the political 
economy factors that block solutions to the detected problems.

The choice of these thematic studies is best left to the authors of the diag-
nostic, relying on what has been learned in the mechanical steps: that is, the 
most salient governance indicators, the institutional features most frequently 
cited by the people and the experts, or the particular areas highlighted by key 
informants, and, above all, the main development challenges revealed by the 
review of economic development and policies. Right away, however, some 
subjects appear hard to avoid. Think, for instance, of the institutional context 
of the relationship between the business sector, which is essential for economic 
development, and the state, the main policy actor. Another key thematic area 
is the functioning of the public administration, possibly in some specific sector 
of activity like education, taxation, or land management. Likewise, some space 
must necessarily be devoted to the strategic sectors of the economy, possibly 
the export sectors.

vi the final diagnostic and the ‘diagnostic table’

Based both on the general approach to the way institutions may affect devel-
opment (see the first sections of the present chapter) and on a closer look at 
how institutions actually affect the functioning of the economy and the polit-
ical economy of policymaking in certain thematic areas, analysts should then 
be able to propose a diagnostic of the institutional setup that governs devel-
opment in the country being studied. Beyond pointing to institutional weak-
nesses, or possibly strengths, and their implications, they should also be able to 
speculate on the nature of the reforms to be undertaken and, most importantly, 
the political economy of these reforms.

More will be said on the methodological framework to be used in this last 
step of the diagnostic when we summarise the conclusions of the diagnostic 
performed on the IDP country studies and when we draw broad lessons from 
the literature dealing with two miracle development experiences of Southeast 
Asia, South Korea, and Taiwan (see Chapters 3 and 4). Meanwhile, however, 
it may be useful to indicate the general approach that has been followed in 
the country case studies, as a way of structuring the elaboration of the final 
diagnostic.

This approach is summarised in the ‘diagnostic table’; an example, drawn 
from the Benin study, is shown in Table 2.2. This table tries to relate the 
basic institutional weaknesses identified in the study of a country as prac-
tically ubiquitous in all aspects of the functioning of the economy with 
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table 2.2 The diagnostic table of the Benin case study

Deep factors Proximate causes Basic institutional weaknesses Economic consequences

 – Political game (neo-
patrimonialism, with 
multiple oligarchs)

 – Geography (small country 
with a big resource-rich, 
overly protectionist, 
neighbour)

 – Multiple ethnic groups and 
a regional divide

 – Role of donors

 – Policy instability (1): 
frequent law changes

 – Policy instability (2): 
frequent changes in the 
organisation of key 
economic sectors (e.g., 
cotton sector)

 – Lack of long-term 
development planning

 – Elite capture of key state 
functions

 – Weakness of state, 
reflected in its inability to 
exert control over all its 
public administration

 – Existence of rent 
opportunities in illegal 
trade with big neighbour

 – Widespread corruption (e.g., in business 
and politics, lack of independence of tax 
collectors and magistrates)

 – Weak enforcement (and complexity) of 
laws

 – Weak regulation (domination of big 
business) of key sectors

 – Lack of state coordination (e.g., fierce 
competition between ministries)

 – Low state capacity (e.g., under-staffing 
of key public administrations, low 
quality of education)

 – Low prioritising of critical public goods 
(e.g., education or power generation)

 – Opacity of policymaking and economic 
management; unaccountability of public 
agencies in key sectors

 – Pervasive informal practices, magnified 
by illegal cross-border trade

 – Low quality of education
 – Weak sustainability of the 
growth pattern:
* low productivity growth;
* low diversification; and
* low level and pace of 

industrialisation
 – Poor investment climate
 – Lopsided spatial 
development

 – Increasing inequality and 
slow reduction of poverty

 – Chronic aid dependence
 – Lack of citizens’ trust in key 
institutions

 – Vulnerability to external 
shocks
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general economic consequences, on the one hand, and proximate causes, on 
the other. These proximate causes, which are amenable to changes through 
policies and reforms, must themselves be related to ‘deep factors’, which 
may be responsible precisely for whether those policies and reforms can be 
undertaken or not.

In examining Table 2.2, it is quite important to realise that there is no one-
to-one relationship between the elements of the various columns. One institu-
tional weakness does not have a unique general consequence, and has more 
than one, unique, proximate cause. The relationship between the four col-
umns is essentially multivariate. The important point is essentially the chain of 
causality. The whole set of institutional weaknesses is the consequence of the 
whole set of ‘proximate causes’, which depend themselves on the whole set of 
‘deep factors’. At the other end of the chain, the set of institutional weaknesses 
affects how the economy works. Of course, looking at the whole chain, it 
can be said that the ‘deep factors’ are the ultimate determinants of economic 
performance. This would be correct, but not necessarily interesting from a 
diagnostic point of view. The important element in the whole chain is the 
proximate causes because they are amenable to changes through policies. This 
is much less the case for deep factors. Yet they are essential in order to under-
stand why policy reforms are not taking place or why certain policy choices are 
made and, as such, they are an intimate part of the diagnostic. For instance, if 
the structure of political power prevents a reform that will help resolve some 
institutional weakness being undertaken, the only thing the analyst can do is, 
on the one hand, to identify the winners and losers of the reform and under-
stand the nature of the blockage, and, on the other hand, to take firm notice 
of it in the diagnostic.

vii conclusion

In concluding this chapter, it is important to stress the radical difference 
between our all-encompassing approach and the purely mechanical approach 
based solely on more or less disaggregated governance indicators or spe-
cialised surveys. The shortcoming of the latter comes from the fact that it 
is implicitly based on relatively loose relationships between institutions and 
development, as can be derived from the empirical cross-section growth liter-
ature. Equally striking is the difference between our approach and theoretical 
approaches to the role of institutions in development, which are necessarily 
simplified and rely on rough stylised empirical facts for confirmation. By 
deliberately probing the details of how the institutional context of a country 
affects the functioning of its economy, or at least some key aspects of it, 
including economic decision making at all levels, and how it interacts with 
political economy factors, we hope that a finer diagnostic can be achieved 
that improves our understanding of the institution–development relationship 
in the case of specific countries.
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A last remark is in order. Its purpose is to dispel the idea that the institu-
tional diagnostic approach described in the preceding pages is holistic. The 
approach starts with a long exploratory phase aimed at: (i) getting a rather 
comprehensive view of a country’s economic achievements and failings; and 
(ii) uncovering some salient aspects in which it differs from a priori good com-
parator countries, possibly emphasised by knowledgeable citizens. To help 
articulate the various ingredients of this exploratory phase, a structural stand-
point is adopted, which looks at how resources are moved from one sector 
to another, privileging the Kuznetsian and Lewisian distinction between low-  
productivity (generally informal) and high-productivity (typically formal) sec-
tors. It also looks at the intra-sector dynamics and the way both inter-sectoral 
transfers and intra-sectoral changes affect and are affected by macro-level eco-
nomic policies and constraints.

From there, the analysis proceeds by delving into the key issues identified so 
far, whether they pertain to specific sectors or to the more general functioning 
of the economy. It is at this stage that attention is deliberately focused on the 
institutional underpinnings of these issues. In dealing with them, all kinds of 
possible intervening factors are subjected to scrutiny: economic, demographic, 
social, historical, and political. In other words, the eyes are kept wide open, 
and all disciplinary boundaries can be traversed in order to get a deep and 
complete grasp of the roots and the proximate causes of institutional failures 
or dysfunction. In searching for the ultimate or near-ultimate causal factors, 
the possible role of politics is not eschewed, as is typically the case in conven-
tional country diagnostic studies (see, for instance, the World Bank report, 
‘The East Asian Miracle’, where little is said about the political context of the 
‘miracle’, despite its obvious relevance). Furthermore, in addressing politics 
care must be taken to go beyond cursory or perfunctory mentioning of the 
broad issues at play. This means that effort is undertaken with a view to eluci-
dating the precise ways in which a political system functions and interacts with 
economic and social agents or groups.

As should be evident from the above summary, our approach is structured, 
and its encompassing and transdisciplinary character manifests around privi-
leged axes of analysis that are not predetermined but that emerge from a meth-
odologically constructed exploratory phase.
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table a2.1 A Structure of the Bangladesh CIS questionnaire

Institutional area Cluster Questions

Political institutions: 
Executive

Quality of governance How strictly would you say representative political institutions (parliament, executive) 
operate in accordance with the formal rules in the Constitution?

How free would you say the press, and the media at large, are from political influence ?
… …
Reporting and planning What is your take on the accuracy of national accounts, price indices, and financial statistics?

To what extent do major policy decisions and reforms rely on rigorous analysis of their 
economic and social impact?

… …
Political institutions: 

system
Politics in system Alongside the legal institutions, how influential are certain non-political organisations (e.g., 

religious, ethnic, trade unions, lobby groups) on government decisions?
In your opinion, how important are networks (e.g., family, clan, social group) in 

determining the selection of senior government officials?
…

Evaluation of the system To what extent are statistics on poverty and inequality regularly debated in parliament?
… …
Influence of civil society How free do you feel people actually are to get together to debate, demonstrate, or protest?
… …

Justice and  
regulation

Judiciary in business In your view, how impartial are judicial decisions in commercial matters involving the state 
and private stakeholders?

… …
State and judiciary How independent is the judiciary vis-à-vis the state?
… …
Judiciary in labour 

market
How frequently do labour inspection services raise a case against employers who are at 

fault?
… …

appendix
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Part II

LESSONS FROM COUNTRY CASE STUDIES

introduction to part ii

At the core of the IDP is the idea that we can gain more knowledge about 
the role of institutions by undertaking in-depth country case studies than by 
carrying out broad quantitative exercises based on a large sample of coun-
tries. The reasons behind this research strategy have been explained in detail 
in Chapter 2. We believe that any institutional analysis that ignores the pre-
cise context in which institutions operate is destined to generate only limited 
insights. The value of large data-based cross-country exercises is essentially 
exploratory, while the relevance of more sophisticated exercises that overcome 
the problem of causality – micro-historical studies using regression disconti-
nuity and similar methods in particular – is all the greater as they are seen as 
complementary efforts to the sort of investigation conducted in this book.

In-depth country case studies not only have the advantage of throwing light 
on the conditions and circumstances that form the context in which develop-
ment policies must be understood, but they also enable us to get a grasp of the 
dynamic processes under way. Policy decisions and institutional choices can 
thus be analysed in their context and in the light of their succession over time, 
in the form of a series of steps that could help consolidate a rather well-defined 
development trajectory or correspond more to strides ahead followed by back-
ward moves, or to temporally inconsistent paths. Clearly, this sort of dynamic 
analysis necessitates a political economy approach in the sense that institu-
tional choices are not seen as the simple outcomes of decentralised decisions 
by a multiplicity of private actors, but rather as outcomes decisively influenced 
by political actors or state agents who have their own preferences and interests 
(see Chapter 1).

To the six country case studies presented below, we apply the institutional 
diagnostic approach outlined in Part I. They therefore provide us with many 
opportunities to test its pertinence. As explained earlier, four country case 
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studies are original: they rely on our own in-the-field investigations of many 
aspects of their institutional setup and their contexts, both static and dynamic. 
The countries selected for this purpose – Tanzania, Benin, Bangladesh, and 
Mozambique – are not trapped in the rather extreme situations of the so-called 
fragile countries. They offer hope and potential for development, and their 
study is therefore capable of highlighting the extent to which, and the ways 
in which, critical institutions may propel or constrain development. The other 
two countries that will receive our attention, South Korea and Taiwan, are dif-
ferent since they have already completed their take-off into sustainable devel-
opment and have done so in a remarkably short period of time. Because of this 
performance and the important contributory role of successful institutions, we 
wanted to revisit their experiences in the light of our institutional diagnostic 
approach. Here, instead of in-the-field investigations, we rely on the available 
literature.

The above case studies are presented in the following order: Bangladesh 
and Tanzania (Chapter 3), Benin and Mozambique (Chapter 4), South Korea 
(Chapter 5) and Taiwan (Chapter 6). The reason why we devote less space to 
the former four countries is that, as has been pointed out earlier, each of them 
is the object of a separate book and the final chapters of these books offer syn-
thetic analyses on which the present accounts could be anchored.
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3

Uncertain Development Trajectories 
in Bangladesh and Tanzania

i bangladesh

A Is the ‘Bangladesh Paradox’ Sustainable?

The Bangladesh paradox consists of the apparent contradiction between the 
superior growth performance of the country over the last two or three decades 
and the dismal state of its institutions, at least as gauged by most international 
governance indicators. The IDP case study on Bangladesh attempts to explain 
this paradox and address the issue of its sustainability.

What follows is a short summary of this case study conducted according 
to the methodology described in Chapter 2. It starts with a brief presentation 
of the geographical, demographic, and historical context of development in 
Bangladesh, before focusing on its economic achievements but also on its chal-
lenges going forward. Institutional issues are then taken up, before presenting 
a full institutional diagnostic of Bangladesh’s development perspectives and 
then concluding.

B The Geophysical and Population Context

Occupying the delta plains of major South Asian rivers  – the Ganges, the 
Brahmaputra, and the Meghna – Bangladesh covers a 150,000-square-kilometre 
tract of land surrounded by India, except for a short border with Myanmar in 
its southeast. With 165 million inhabitants, it is the most densely populated 
country in the word (excluding city-states like Hong Kong and Monaco). It 
has a tropical monsoon climate with heavy seasonal rainfall, hot temperatures, 
and high humidity. The combination of its climate, its dense river network, 
the low elevation of most of its land above sea level, and its geographical posi-
tion at the very back of the Bay of Bengal make it prone to frequent natural 
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disasters, including floods, cyclones, and tidal surges. For the same reason, it is 
one of the countries that is most threatened by climate change.

These natural conditions affect the country’s development potential and 
some of its development features. The scarcity of land is especially important 
since it affects agricultural production and constrains the extension of cities 
and non-agricultural activity. Over time, arable land as a proportion of total 
land has shrunk, the average farm size has fallen – it is today around 0.6 hect-
ares – and landlessness has increased in rural areas. Meanwhile, urbanisation 
has progressed rapidly – at an annual rate of almost 1 per cent of the popula-
tion – so that the competition between agriculture and other activities for land 
is fierce.

Land scarcity would be even more worrisome if the rate of population 
growth had not fallen in a rather spectacular way over time. The fertility 
rate was above six children per woman at the time of independence in 1971. 
It is now close to two. Consequently, the annual population growth rate 
has declined from 3 per cent to less than 1 per cent. Ethnically, the popula-
tion is extremely homogeneous: 98 per cent of the population belong to the 
Bengali ethnic-linguistic group, while the remainder comprise several tribal 
groups in the hilly parts of the country. The same homogeneity is observed 
with regard to religion, with more than 90 per cent Muslims and 8 per cent 
Hindus.

This religious homogeneity, as compared to Bangladesh’s neighbour India, 
is mostly due to the historical origins of the country as the isolated eastern 
part of Pakistan, itself the result of the partition of the Indian provinces of 
Punjab and Bengal along religious lines at the time of India’s and Pakistan’s 
independence in 1947. Today’s Popular Republic of Bangladesh thus results 
from a sequential process of independence: from India or the United Kingdom 
at the time of the partition, and from West Pakistan twenty-four years later, 
after a short but deadly war in which dissident Bengali forces defeated local 
West Pakistani forces thanks to the support and very effective involvement of 
the Indian army.

C A Short Political History of Bangladesh

Independence was proclaimed on 16 December 1971. Since then, however, 
the political history of Bangladesh has been rather turbulent, at least until a 
little more than ten years ago. As it had a clear impact on development, and 
on the evolution of institutions in Bangladesh, it is worth briefly listing the 
main episodes in that history, and the enduring struggle between the two main 
political parties, the Awami League (AL) and the Bangladesh National Party 
(BNP).1

 1 This section borrows from Raihan and Bourguignon (2023), as well as from Lewis (2011).
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1 The Difficult Advent of Democracy (1971–1990)
The AL had been in existence practically since the creation of Pakistan, at 
the time of partition. Of a clear socialist bent, the party relentlessly pursued 
autonomous status for the eastern part of the country, starting with the right 
to use the Bengali language rather than the Urdu spoken in the western part. 
Mujibur Rahman joined the League shortly after its creation and soon became 
its main leader, attracting as much popular support for himself personally as 
for the League itself. This backing was so strong that the AL won the 1970 
national election against the main western party. Violent repression by the 
defeated government followed, which triggered the independence war, which 
was deadly but short. The East defeated the West with Indian support. In 
1971, Mujibur Rahman became the president of the now independent East 
Pakistan, which was renamed Bangladesh – ‘Bengali land’. At the same time he 
won the title of ‘father of the nation’.

After a violent war, which had followed a devastating cyclone, Bangladesh 
was in a dire state. Mujibur Rahman almost had to reconstruct the country. 
His period of leadership was short but intense. Guided by four fundamen-
tal principles – ‘nationalism, secularism, democracy, socialism’ – he laid the 
foundations of a new state along socialist lines, including the nationalisation 
of many industries and businesses abandoned by the West Pakistanis after 
the war, land reform and the introduction of agricultural cooperatives, and 
the expansion of primary education and other public services. Time was too 
short for Rahman to see the result of these initiatives. Showing a personal 
inclination towards religious movements, Rahman’s rule was soon violently 
opposed by Communists, while, paradoxically, Muslim extremists reproached 
him for the secularist principle he had enshrined in Bangladesh’s constitution. 
Sheikh Mujib, as Rahman was known, ruthlessly repressed these movements, 
jailing and often eliminating opponents to his rule, progressively transforming 
a liberal parliamentary political system into a single party (AL) authoritarian 
regime.

Rahman was assassinated in a coup managed by young army officers in 
November 1975. A period of disorder comprising various coups, counter-
coups, and assassinations followed, until army chief Ziaur Rahman (‘General 
Zia’) took power in 1976. After running the country as ‘chief martial law 
administrator’ for some time, amidst continuing disorder and coup attempts, 
Zia overwhelmingly won the presidential election that was called in 1978. 
Soon after, he founded the BNP with a view to uniting people behind prin-
ciples different from those promoted by the AL, particularly secularism and 
socialism. He also reinstalled the religious Jamaat-e-Islami party, which had 
been banned after independence on charges of complicity with West Pakistan.

Zia’s rule was short too, though less disorderly than Sheikh Mujib’s. In 
effect, he put the Bangladeshi economy back on track. On the economic 
front, he focused on boosting agricultural and industrial production by pro-
moting private sector development, export growth, and the reversing of farm 
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collectivisation. Production quotas and other restrictions on economic activ-
ities were lifted. A rural development programme was implemented, which 
comprised innovative social aspects as well as measures to control popula-
tion growth. Major infrastructure projects were launched, including irrigation 
canals, power stations, and roads. On the political front, Zia reversed the 
strong secularist principles imposed by Sheikh Mujib, giving more public space 
to religion and a greater voice to Islamic movements in a restored multi-party 
system. Once elected as president, he normalised political life, re-established 
public order, and tried to rein in the military.

Zia, too, was assassinated in 1981 by a previously high-ranking officer 
who had been demoted. The rebellion was quickly put down and a civil care-
taker government was put in place. Yet the army was not willing to step 
aside. Another coup soon unfolded, and power fell into the hands of General 
Ershad, the very officer who had subdued the uprising that followed Zia’s 
assassination.

When he declared himself president in 1983, Ershad immediately faced 
violent protests from most political parties, as well as from university stu-
dents and the civil society in general. Thanks to the army’s support, he man-
aged to stay in power; he created his own political party, the Jatiya Party, and 
called a parliamentary election in 1986. The AL, small left-leaning parties, 
and Islamic parties participated in the election, but the BNP boycotted it. The 
election was won by the Jatiya Party, amidst allegations of election-rigging and 
manipulation.

In 1989, General Ershad passed through parliament an amendment to 
the constitution that made Islam the ‘state religion’. Protests amplified, huge 
marches took place in the later months of 1990, and eventually the military 
also withdrew their support for the general. Ershad resigned and handed 
over power to a neutral interim caretaker government, which was mandated 
to hold free and fair national parliamentary elections within the following 3 
months. This was the end of the military rule in Bangladesh and the beginning 
of democracy. But politics did not become more peaceful.

2 The Competitive Democratic Era (1990–2011)
Two strong personalities have marked Bangladeshi political history since the 
return to democracy and the 1991 election, who perpetuate the dichotomy 
that appeared soon after independence between the two differing approaches 
of Sheikh Mujib and General Zia to the economy and the society. In the 
post-1990 period, the daughter of the former, Sheik Hasina, headed the AL, 
whereas the widow of the latter, Khaleda Zia, led the BNP. The political his-
tory of Bangladesh in the 1990s may be summarised as a continuous struggle 
between these two personalities who democratically succeeded each other at 
the helm of the country but, at the same time, did all they could, often undem-
ocratically, to eliminate their competitor from the political map. One of them 
eventually won.
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It cannot be said that the struggle between the two parties had greatly to 
do with different views of, or strategies for, Bangladesh’s development; rather 
it had to do with personal animosity between the party leaders and, more 
decisively, the control of the society and sources of rent within it. All means to 
win the fight were used, from organising violent protests, to election-rigging, 
to jailing opponents, to boycotting elections with the hope of nullifying them, 
to buying support. If the regime was officially democratic, political practices 
were not.

The BNP won the 1991 election and Khaleda Zia became prime minister 
after a vote on the constitution transformed the presidential system set up by 
General Zia into a parliamentary regime. Accusations of election-rigging in the 
replacement of one particular MP triggered a protest and a general boycott 
of parliament by the opposition, led by the AL. Likewise, the 1996 election, 
initially won by the BNP due to the opposition boycott, raised so much protest 
that the government had to accept new elections under the aegis of a caretaker 
government. The AL won, and Sheikh Hasina became prime minister. The 
economy of Bangladesh grew steadily during Sheikh Hasina’s tenure as prime 
minister, yet politics remained very tense, with several protests and strikes led 
by the BNP, political violence in the streets, and boycotts of parliamentary 
proceedings.

The rotation in regard to which party held power continued. The BNP 
prevailed in the 2001 election, organised again by a caretaker government. 
Khaleda Zia returned to power with a strong anti-corruption programme, 
which led to her government jailing Sheikh Hasina for a while on corruption 
charges. Towards the end of 2006, as new elections approached, the country 
again witnessed serious political unrest, with a demand for a ‘free and neu-
tral’ general election under a neutral caretaker government. This led to the 
formation of a ‘civil’ caretaker government backed by the military in January 
2007, which ruled for the next two years while trying to ‘normalise’ the 
political game, including through a failed attempt to exile the two ‘begum’2 
contenders.

In the December 2008 national election, the AL returned to power, with 
230 out of 300 parliamentary seats, and Sheikh Hasina returned as prime 
minister. In May 2011, the Supreme Court ruled that the system of the interim 
caretaker government was unconstitutional – a decision that was motivated 
by the experience of a two-year period during which the caretaker govern-
ment practically abolished political parties and launched policy reforms, 
which was not within its formal mandate. This ruling de facto reinforced the 
party in power. The BNP boycotted the 2014 election, fearing it would be 
fixed and amidst severe repression by the AL government. It failed in imposing 

 2 This was the popular title given to the two ladies at the head of the two main political parties. 
Begum, originally an Indian name for princesses or kings’ spouses, is a Muslim honorific title for 
a respectable lady.
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a caretaker government arrangement for that election. Consequently, the AL 
found itself with an overwhelming majority of seats in parliament. It has 
remained in power until now.

3 The Era of the Dominant Party
After again winning the election in 2020, Sheikh Hasina has now run the 
Bangladeshi government for fourteen years. The question then arises of 
whether this longevity is the result of an effective steering of the economy and 
the society, or of specific policies implemented by the AL, or the vanishing of 
the main opposition party.

Most Bangladeshi political commentators seem to agree on the fact that 
ideological differences between the two parties are small. The AL is considered 
to be positioned on the centre-left, with possibly more liberal views than the 
BNP, which is more centre-right and conservative, in part because it is closer 
to Islamic values. However, this can hardly be taken as the reason why the 
latter has lost traction with the public. Doubtlessly, being in power helped the 
AL weaken the BNP – for instance, by jailing Khaleda Zia, whose son seems 
not to have been an effective substitute for his mother. But it is equally certain 
that the BNP has made political mistakes that have progressively driven it 
away from its electoral base. In fact, many people feel that the two parties are 
equally corrupt, undemocratic, and ideologically neutral, but also that Sheikh 
Hasina has been smarter and shrewder than her opponent.

In any case, since 2008, Bangladesh has clearly entered into an era of a dom-
inant party whereby the AL not only steers the country but also exerts tight 
control over the whole society, thanks in particular to a ubiquitous presence in 
rural areas and effective networking in urban areas. With Khaleda Zia jailed 
on corruption charges for several years since 2018 and her son Tareqe in exile, 
and also sentenced to multiple years in prison in Bangladesh, the BNP has been 
decapitated. In the absence of effective and dynamic substitutes for the histor-
ical leaders of the main opposition party, the AL seems to have few obstacles 
to a long tenure in power.

Compared to the tumultuous past, this dominant party regime provides a 
degree of stability in the political system never seen since independence. This 
has undoubtedly had a favourable impact on economic development, even 
though, interestingly, growth was apparently little affected by the political 
turbulence of the competitive democracy era. However, this political stability 
should not be confused with progress towards democracy. Recent national 
elections, and many local-level elections, aroused allegations of irregularities. 
A decline in participation in elections is observed. There are concerns that 
the national parliament is dysfunctional when it comes to having meaningful 
debates on development issues, democratic rights, and freedom of expression. 
There are also concerns among civil society about the squeezing of the dem-
ocratic space. It remains an open question the extent to which this state of 
affairs threatens political stability and the AL’s dominance in the future.
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D Sources of, and Challenges to, Economic Growth

Bangladesh’s experience in regard to economic growth and development over the 
five decades since independence has generated much interest among academics 
and development practitioners, both at home and abroad. From its war-torn econ-
omy of 1972 until now, Bangladesh has been able to increase its per capita GDP in 
real terms 3.7 times (from US$460 in 1972 to US$1,700 in 2018),3 cut the poverty 
rate from as much as 71 per cent to 20.5 per cent over the same period, become the 
second largest exporter of RMG in the world, and registered some notable prog-
ress in social sectors. In 2015, it graduated from the World Bank’s low-income 
category to lower-middle-income country category. Also, Bangladesh is now on 
track to meet the criteria for graduating from least developed country (LDC) sta-
tus by 2024. At the same time, however, Bangladesh’s development has happened 
in a widely recognised context of weak institutions. It has always been ranked in 
the very bottom of most international rankings of governance indicators. As was 
just seen, up to the late 2000s, its political climate was extremely tense, unsta-
ble, and often violent. All of these factors have prompted some analysts to term 
Bangladesh’s economic development success as the ‘Bangladesh paradox’ or the 
‘Bangladesh surprise’.4 The rest of this short summary of the IDP Bangladesh case 
study is devoted to explaining this paradox and, most importantly, to assessing 
whether it can be sustained: namely, whether growth can continue at the same 
speed without a major change in the institutional setting.

1 Growth Performance
GDP growth in Bangladesh has accelerated continuously since the days of 
independence. From an annual rate of around 3.7 per cent in the 1970s, it 
reached 4.7 per cent in the 1990s, and has gained 1 per cent every decade since 
then. It was close to 7 per cent just before the break caused by the COVID-19 
pandemic in 2020. With an annual population growth rate now of around 1 
per cent, GDP per capita has followed a growth trend of 6 per cent over the last 
ten years or so. Few countries can boast such performance.

From an accounting point of view, roughly two-thirds of the increase in 
GDP per worker results from capital accumulation and one-third from total 
factor productivity (TFP). Within a causal perspective, however, three main fac-
tors are behind Bangladesh’s growth performance: (a) RMG exports; (b) hard 
currency remittances from the huge and growing population of Bangladeshi 
workers abroad, predominantly in the Gulf countries; and (c) a reasonable 
macroeconomic management.

2 The Key Role and Challenges of the RMG Sector
The growth of Bangladesh’s RMG exports has its origins in the international 
trade regime in textiles and clothing, which, until 2004, was governed by 

 3 At constant domestic prices in 2018 US$.
 4 See World Bank (2007) and Mahmud et al. (2010).
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Multi-Fibre Arrangement (MFA) quotas. This quota system restricted competi-
tion in the global market by providing reserved markets for numerous develop-
ing countries, including Bangladesh, where textiles and clothing items were not 
traditional exports. Bangladeshi entrepreneurs were smart enough to seek help 
from South Korean companies in setting up their operations and making sure 
they would reach their quota. They were also able to make deals with the gov-
ernment to obtain exceptional facilities. Yet the real surge in RMG exports took 
place after the MFA regime ended, when the international market was liberalised 
and the RMG Bangladeshi sector appeared as particularly competitive, partly 
because of its previous experience within the quota system and partly because of 
its very low labour cost, relative to other producers in developing countries (out-
side China). RMG exports thus increased from US$5 billion in 2003 to US$40 
billion in 2019 (at 2015 prices), an annual growth rate of 13 per cent.

The growth of RMG exports has been one of the main growth drivers of 
Bangladesh’s economy over the past three decades. By its forward and back-
ward linkages, and by the hard currency it provides to the whole economy, its 
contribution is much larger than a simple calculation based on its GDP share 
would suggest. An econometric exercise has suggested that the elasticity of 
GDP to the volume of exports is around 22 per cent. Since 2004, it would thus 
have contributed almost 3 percentage points to overall GDP growth – about 
half of it.5

Despite this impressive growth record, it bears emphasis that the export 
base and export markets have remained rather narrow, which is a matter of 
great concern. Undiversified exports, both in terms of market and product 
range, are likely to be much more vulnerable to external and internal shocks 
than well-diversified exports. Despite repeated government statements, and 
even commitments, Bangladesh’s diversification of manufacturing exports 
seems to have failed. UNCTAD’s6 export concentration index even suggests 
that, instead, export concentration has increased over the last two decades. It 
is higher today than in the average low- or lower-middle-income country. The 
performance is equally dismal with respect to the Economic Complexity Index, 
thought to be related to the process of economic growth.7

This situation is still more worrying today as graduation from LDC status 
will terminate the trade preferences Bangladesh enjoys in advanced economies’ 
markets, as pressure increases internally to improve the conditions of RMG 
workers, and as technological progress drastically modifies production condi-
tions in the RMG sector.

3 The Role of Migration
It is estimated that 10 million Bangladeshis are working abroad today, 
three-quarters of them in the Gulf countries. They send home some US$22 

 5 See Raihan et al. (2020: Chap. 2).
 6 United Nations Conference on Trade and Development.
 7 See Hidalgo and Hausmann (2009).
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billion in remittances. This is approximately half the export revenue of the 
RMG sector. Unsurprisingly, the amount remitted – and, presumably, the num-
ber of migrants – closely follows the level of economic activity in oil-exporting 
countries. Remittances rose from US$2 billion in the early 2000s to US$16 
billion in 2014, as the price of oil roughly doubled during that period. They 
then stagnated, before recently rising again.8

In the econometric exercise referred to earlier, which estimates the sources 
of growth in Bangladesh, the elasticity of GDP growth to remittances, after 
deflating them by the appropriate price index, turned out to be 0.14. Given 
an average growth rate around 11 per cent, real migrant remittances explain 
approximately 1.5 percentage points of the annual growth rate of GDP over 
the last two decades or so. Together with RMG exports, they thus represent 
practically two-thirds of overall GDP growth performance.

There are no precise data on the gross or net annual flows of migrants from 
Bangladesh and back. From the national economy perspective, it is the net flow 
that matters.9 Based on rough estimates of the number of Bangladeshi workers 
abroad, the average net outflow might have been as high as 400,000 workers a 
year over the last two decades.10 Such a figure suggests that roughly 30 per cent 
of the net annual increase in Bangladesh’s labour force is employed abroad. In 
other words, the increase in the local labour force would have been 40 per cent 
higher without the migration outlet. The stock figure is a little less alarming: if 
all Bangladeshis working abroad were to return, the labour force would grow 
by 15 per cent.

Based on these estimates, not only did migration contribute to growth 
through remittances it also considerably eased the pressure on the supply side 
of the labour market, especially for low-skilled work.

4 Structural Economic Transformation in Bangladesh
Bangladesh may be considered the typical country as regards the Kuznets/Lewis 
theory of dual development (Kuznets, 1955; Lewis, 1954). Overpopulated, 
with huge pressure on land, without natural resource rent, the economy is 
divided into two sectors: a traditional, mostly agricultural, sector that is home 
to a majority of the population, but with surplus labour, low marginal pro-
ductivity, and low average income; and a modern or formal sector employ-
ing people at a higher level of productivity and with higher wages but where 
employment is limited by available equipment. Capital accumulation in that 
sector, most often assimilated to manufacturing and associated upstream and 

 8 See Raihan et al. (2020: Chap. 2, p. 13). On the correlation between migration and oil prices 
see Bossavie et al. (2021).

 9 A recent official statement refers to a plan to ‘export 1 million migrant workers to different 
countries around the world’ in 2022, and boasts a successful COVID vaccination programme 
that can help reach that goal. ‘Bangladesh sets target to send 1 million workers abroad in 2022’ 
(Arab News, 2022).

 10 This is based on the stock of workers abroad having increased from 2 to 10 million between 
2000 and 2014 – see Raihan et al. (2020: Chap. 2, p. 12).
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downstream sectors, is the engine of growth of the economy. It generates both 
aggregate growth and structural transformation by employing a rising share 
of the labour force, thus reducing the employment share of the agricultural 
sector, lowering the extent of surplus labour, and increasing average income. 
If accumulation takes place at a rate that is fast enough, a time comes when 
surplus labour has been eliminated from the traditional sector, the marginal 
labour productivity gap with the modern sector starts to shrink, and the tradi-
tional sector modernises. At the same time, clear improvements take place in 
terms of poverty and income distribution.

Such a view of development is extremely schematic. Actual development 
processes are much more complex than this simple accumulation and sectoral 
transformation mechanism. Moreover, there are many factors that may derail 
this mechanism, starting of course with a low accumulation process in the 
modern part of the economy. Yet this model provides a simple benchmark 
by which to evaluate development progress: in particular, the capacity of the 
economy to absorb the huge pocket of poverty in the traditional sector.

Where does the economy of Bangladesh stand on this dualistic path? 
Without any doubt the structure of the economy has drastically changed over 
the last two or three decades. The GDP share of the agricultural sector fell 
from 32 per cent in 1991 to 13 per cent in 2018, whereas its employment share 
plummeted from almost 70 per cent to 40 per cent. Overall labour productivity 
thus increased thanks to this major structural shift. An interesting feature of 
that process, however, is that within-sector productivity also increased at a 
fast speed. This is true of the manufacturing sector, where it was multiplied by 
almost eight, in part thanks to the increasing specialisation in RMG, but also 
in agriculture, where average labour productivity was multiplied by four.

The possibility that the average labour productivity gains in agriculture 
might be essentially the reflection of less underemployment in farming has to 
be examined. In fact, something of this type may have occurred in the early 
2000s, when the absolute number of people employed in the agricultural sector 
declined rather sharply, at the same time as average productivity was increas-
ing. From the mid-2000s on, however, the number of workers has remained 
approximately constant, while productivity continued to increase at a fast 
speed. This logically leads us to conclude that surplus labour was eliminated 
around that time in Bangladesh. Even though the productivity gap between 
agriculture and manufacturing keeps widening, this is not the case when the 
comparison is made between agriculture and the rest of the economy: here, the 
gap is closing.

This apparent success of the Bangladeshi economy in completing the first 
step of the structural transformation while recording substantial progress in 
productivity across sectors must nevertheless be mitigated by the key role 
played by migration. Per se, it is unlikely that the dynamism of the manufac-
turing RMG sector and its backward and forward linkages would have been 
strong enough to achieve the structural transformation just described. In the 

https://doi.org/10.1017/9781009285735 Published online by Cambridge University Press

https://doi.org/10.1017/9781009285735


99Uncertain Development in Bangladesh and Tanzania

absence of migration, and over two decades, the non-agricultural sector should 
have absorbed 8 million more workers – roughly a third of the jobs that were 
actually created.

As for overall growth, Bangladesh’s success in triggering this structural 
transformation of its economy, and the subsequent drop in poverty, is, in 
major part, the result of RMG exports and migration. Yet the fragility of this 
twofold engine of growth and structural transformation cannot be underesti-
mated. On the one hand, remittances depend on oil and gas price cycles in Gulf 
countries at a time when efforts will be made in the world to reduce fossil fuel 
dependency. On the other hand, RMG exports may be affected by the loss of 
LDC status in a few years, by harsh competition in the world, and by the need 
to lift the pressure on labour cost that has led to an almost continuous increase 
in income inequality over the last three decades.11

E Social and Institutional Challenges of Bangladesh’s Development

Bangladesh’s undeniable success in terms of economic growth and structural 
transformation, particularly over the last two decades, hides not only some 
fragility but also deep weaknesses, which may develop into a true handicap 
in the future. As is well-known, Bangladesh ranks near the bottom of most 
international governance scales, be it in terms of the control of corruption, 
state capacity, or the rule of the law. In-depth analysis of several sectors, as 
conducted in the IDP case study of Bangladesh, makes it possible to document 
more precisely the flaws in the management of the economy that lie behind this 
dismal ranking. Such flaws can be observed in most sectors, from infrastruc-
ture, to tax collection, to the disastrous regulation of the banking sector, to 
the judiciary, and to the state bureaucracy, as exemplified in the educational 
sector. It is fair to say that some progress is being made in some domains, in 
particular in the provision of energy and the electrification of rural areas, and 
in school enrolment. It is also the case that, in social matters, an extremely 
dynamic NGO sector, some parts of which have a worldwide reputation, like 
Grameen Bank and BRAC, is partly remedying the weaknesses of the govern-
ment’s management, especially in the fields of health, education, and the fight 
against poverty in general. Yet huge progress is still to be accomplished, as can 
be seen from the few examples briefly summarised below.

Little will be possible, in fact, if public resources remain as limited as they 
are today. With total tax receipts below 9 per cent of GDP (among the lowest 
in the world) and limited non-tax public revenues, Bangladesh’s public sector 
suffers from severe atrophy and has a restricted capacity to provide the pub-
lic goods and services that are needed to extend the industrialisation process 
beyond RMG exports and to cover basic social needs in the areas of education 
and healthcare.

 11 See Raihan et al. (2020: Chap. 2, p. 27).
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On several occasions, the present government has explicitly mentioned the 
need to raise taxation. Analysis shows that a large part of the problem comes 
more from tax collection than from too low tax rates or too narrow a defini-
tion of taxable assets. No reform has been implemented so far. An ambitious 
reform of VAT collection was proposed a few years ago but was cancelled 
at the last moment. The blockage seems to come from an implicit coalition 
between tax personnel and politically powerful taxpayers, which successfully 
prevents the introduction of automated procedures that would improve asset 
transparency, both for direct and indirect tax, and therefore tax collection. The 
consequence of this situation is not only a dearth of public services, but the 
informalisation of the economy, since a majority of small and medium firms 
are able to evade taxation.

The banking sector is another area where corruption is a source of inef-
ficiency. Bangladesh is at a stage where this sector, which was initially com-
pletely state-owned, has been substantially privatised, with several new banks 
recently licensed. Yet some important banks and financial institutions remain 
in the hands of the state, leading to a dual structure of the whole sector. If, 
overall, the sector has been, and still is, effective in supporting the develop-
ment of the RMG and other sectors, most often through exclusive deals made 
between powerful entrepreneurs and private banks, it also shows major weak-
nesses and exhibits serious failures of regulation, most notably apparent in 
recurrent excessive non-perfoming loans (NPL). Often caused by fraudulent 
behaviour rather than problems of profitability, NPLs exert adverse effects on 
the efficiency of the economy, reinforce the culture of corruption in the coun-
try, and contribute to rising inequality. Several major scandals have occurred, 
showing how deep corruption may be entrenched in this sector, despite, para-
doxically, its capacity to finance the dynamic part of the economy.

A major institutional weakness of the banking sector is the lack of autonomy 
of the central bank in regard to regulating the sector, because of the clear sub-
ordinate position of the governor with respect to the government, and, through 
political links, private bankers. In this respect, the Bangladesh Association of 
(private sector) Banks, and the increasing political support it can command, 
represents a major obstacle to effective regulation.

Primary schooling may serve as a good illustration of the issues that are 
typical of the delivery of public services in Bangladesh: positive efforts are 
made but their results fall short of what is expected. In primary education, the 
government boasts an impressive record in regard to increasing enrolment and 
achieving gender parity. But this is tempered by the growing body of evidence 
showing that learning outcomes for many children are extremely poor. The 
main systemic challenges in this sector can be categorised as follows: (i) a com-
plex coexistence of various actors faced with confusing and sometimes con-
flicting divisions of responsibility; (ii) a lack of resources – Bangladesh devotes 
only 0.8 per cent of its GDP to primary education, infrastructure is poor, and 
teachers’ salaries are abnormally low, being slightly under per capita GDP; and 
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(iii) in regard to teacher recruitment and management, recruitment is flawed, 
with corruption problems including political influence and bribing, while the 
monitoring of teachers (absenteeism or performance) is weak.

Although the problems in Bangladesh’s education system, and indeed in 
its public services more generally, are both severe and deep-rooted, there are 
various reforms which could and should be undertaken but which have been 
set aside. The historically low budgetary allocation towards primary education 
suggests that an increase in resources to the sector ought to be a major political 
priority, even though it will not solve all the problems.

Land markets raise important institutional issues in many developing coun-
tries but especially so in Bangladesh, as land is so scarce, and the population 
is so large. The way they function in Bangladesh leads to two major difficul-
ties: an inequitable and not necessarily more effective distribution of land, and 
constrained industrial development. The growing inequality in the distribution 
of land results from arrangements that involve corruption, nepotism, and the 
interference of business elites acting through political parties, rather than neu-
tral market operations. Consequently, the land administration has not only 
been captured by elites but has also become resistant to reform or effective 
regulation, and the more the system works in their favour the greater their 
resistance to reform. The same analysis applies to Bangladesh’s attempt to use 
Special Economic Zones (SEZs) to attract industrial investors despite the scar-
city of land. The institutional mechanisms for acquisition and compensation 
are subject to a range of corrupt practices, which in turn create vested inter-
ests that resist change and a bias towards politically connected purchasers, or 
towards those who are willing and able to pay bribes. Such an environment 
is inimical to a good business climate and undermines the potential industrial 
incentives provided by the SEZs.

Another consequence of the way land reallocation operates is the disposses-
sion of some landowners, who then become pure land tenants. Landlessness 
has greatly increased in rural areas, with the proportion of pure tenants surg-
ing from 45 per cent to 65 per cent since 2000 (Sen, 2018). Moreover, a survey 
conducted by the Manusher Jonno Foundation in 2015 found that around 
70 per cent of households reported losses of land in the previous ten years, 
with 17 per cent reportedly the victims of land grabbing (MJF, 2015). Such 
a situation reveals not only illegal land acquisitions but also the incapacity of 
the judiciary to handle such abnormal behaviour. Weak judiciary systems are 
a feature of most developing countries, if only due to a lack of resources and 
a lack of human capital. In the case of Bangladesh, however, the situation is 
worse because of an implicit coalition of most actors within the judiciary, from 
clerks to lawyers to judges, in delaying the conclusion of cases, and repeatedly 
bribing plaintiffs to supposedly accelerate procedures. Meanwhile, land grab-
bers exploit the lands they have seized.

One could multiply the examples of ill-functioning public entities. What 
is surprising is that these are often well documented in the media and yet do 
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not arouse any real corrective reaction by those government agencies that are 
supposed to control, in an independent way, behaviour that deviates from legal 
norms. The reason is that those agencies are, in effect, tightly controlled by the 
government. As an example, the head of the Anti-Corruption Commission is 
appointed, and may be dismissed discretionarily, by the government. In addi-
tion, the Commission must obtain the government’s permission to investigate 
or file any charges against bureaucrats or politicians. Even when granted such 
permission, the Commission may end up declaring suspected government 
members innocent, against existing evidence. This has recently occurred in the 
case of a widely publicised scam.12

An interesting question in view of this situation is why such scandals do 
not help the opposition parties gain more support. One reason is their present 
weakness. Another is the conviction among the public that they were equally 
corrupt when in power, and would still be if they were to come back. This kind 
of affair is therefore considered something almost ‘ordinary’.

One could also consider that the abnormally low level of governance quality 
in Bangladesh is of lesser importance in the public opinion than the good per-
formance of the economy. After all, incomes are growing and poverty falling, 
and even though inequality is increasing, most people have seen their standard 
of living improve. Thus, why should they care about poor governance?

Of course, this is fine as long as growth continues to be strong, with more 
RMG exports and more people going to work abroad. The challenge is that 
this may not last if no action is taken to diversify the economy and to prevent 
the growth engine slowing down in the coming years. Ill-functioning institu-
tions may hinder a positive turnaround. This is one of the key elements of the 
institutional diagnostic that was established for Bangladesh.

F The Bangladesh Institutional Diagnostic

Medical diagnostics start with listing symptoms, before elaborating on the 
proximate causes of those symptoms and then identifying the deep factors that 
may permit or prevent correction of them. Our institutional diagnostic follows 
the same logic.

1 Institutional Weaknesses and their Economic Consequences
In establishing an institutional diagnostic of economic development in 
Bangladesh it is first necessary to identify the obstacle that prevents the imple-
mentation of a strategy of diversifying manufacturing exports, which will 
avoid a future slowdown of the pace of growth and structural transformation. 

 12 In 2016, the World Bank cancelled a US$1.2 billion loan for the construction of a bridge 
because of some evidence that the Canadian company that had won the bid had bribed Ban-
gladeshi officials. The case was investigated by the Anti-Corruption Commission, which finally 
declared the suspected government members innocent despite the evidence against them.
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It should be noted, moreover, that this diversification should take place as 
much within the RMG sector, the production of which remains extremely con-
centrated around a few limited ranges of products, as in other labour-intensive 
sectors like footwear or leather products. The in-depth analysis in the IDP case 
study of Bangladesh suggests that, following Hassan and Raihan (2017), this 
obstacle is to be found in the culture of ‘deals’ that characterises policymaking 
in Bangladesh. To be sure, planning exercises are undertaken at five-year inter-
vals, and these prioritise manufacturing export diversification through a list of 
sectors supposed to benefit from the same advantages as the RMG sector. There 
were some fifteen such sectors in the last five-year plan. Practically speaking, 
however, decisions about implementation are taken based on arrangements 
between the political elite in power and dominant entrepreneurs, or sectoral 
representatives in the case of the RMG sector, without real consideration in 
regard to the priority list. As a result, most support to exporting activity and 
infrastructure investment is concentrated in the latter.

Although this supremacy of deals over formal industrial policymaking has 
worked in the past, as exemplified by the phenomenal development of the 
RMG sector, it has now become an institutional obstacle to the diversification 
of the economy. This is due to a kind of capture of the government by part of 
the business elite, and the short-sightedness of both sets of actors.

A second generic institutional weakness that comes out of the analysis in 
the previous section is the ineffectiveness of the regulation that the state is 
supposed to exert over economic activity to prevent inefficient and inequitable 
outcomes. This is evident in the dysfunction of the banking sector, the failure 
to regulate labour conditions in a key sector like RMG (as evidenced by the 
Rana Plaza accident13 and the downward pressure on wages), the dismal per-
formance in regard to taxation, and the poor performance in many other areas, 
including transport, drug administration, and, of course, the Anti-Corruption 
Commission.

The third major institutional weakness is state capacity. This major gov-
ernance failure in Bangladesh takes different forms. Some are readily appar-
ent, such as the lack of public resources and therefore the limited provision 
and low quality of public goods, the lack of skills in public service, and an 
inefficient administrative organisation. These are common across low- and 
lower-middle-income countries. Other forms of governance failure are more 
obscure, though equally devastating. This is the case of the high level of cor-
ruption found in most administrative clusters, which tends to make the deliv-
ery of public services both inefficient and inequitable, reduces revenues, and 
often discourages economic initiatives.

These generic institutional weaknesses of the Bangladeshi economy are 
not independent. Moreover, they must be considered more as the symptoms 

 13 In April 2013, a Dhaka garment factory collapsed causing the death of more than 1,000 
workers.
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than the causes of ill-functioning institutions. A more complete picture of the 
institutional diagnostic appears in Table 3.1, which tries to put the preceding 
weaknesses in a double perspective: it shows, on the one hand, the social and 
economic consequences of the preceding weaknesses, and, on the other hand, 
the proximate causes and deep factors behind them. In reading this table, 
though, it is important to keep in mind that there is no one-to-one relationship 
between items at the same level in various columns. Causality must be under-
stood as proceeding from column to column rather than from item to item.

2 Proximate Causes
Six items appear in the ‘proximate causes’ column. Some of them are rather 
obvious. The lack of resources and skills or the culture of corruption, where 
every actor expects others to behave in a corrupt way, are directly responsible 

table 3.1 Institutional diagnostic table for Bangladesh

Deep factors Proximate causes
Institutional 
weaknesses

Economic and social 
consequences

Political 
settlement 
(political and 
industrial 
elites against 
labour)

Winner-takes-
all electoral 
democracy

Vertical 
structure 
of political 
parties

Vibrant civil 
society

Population 
pressure 
on land 
(migration)

Role of donors

Elite capture of 
government 
(e.g., RMG 
entrepreneurial 
class)

Weakness of labour 
organisations

Lack of resources and 
skills in the public 
sector

Corruption 
equilibrium:

– anti-reform 
coalitions

– clientelism
Inadequate laws and 

administrative 
organisation

Opacity and 
unaccountability

Supremacy 
of ‘deals’ 
over formal 
industrial (and 
development) 
policymaking

Ineffective 
regulation

– banking system
– tax system
– labour 

conditions
Weak state 

capacity:
– weak delivery 

of public goods 
and services

– ineffective 
and corrupt 
judiciary

– corruption
– ineffective 

and corrupt 
judiciary

Past successful 
development based 
on RMG exports 
but threats to future 
growth

Excessive export 
concentration

Suppressed labour regime
Gender discrimination
NPL leakage of resources
Misallocation of 

investments
Unattractive investment 

climate
Abnormally low tax 

revenues
Limited quantity and 

quality of public 
goods (education, 
infrastructure)

Rising inequality and 
slowing down of 
poverty reduction

Compensation for limited 
public goods by, and 
poverty reduction role 
of, NGOs
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for the weak state capacity and the ineffective regulation of the economy by 
the state. It bears emphasis in the case of Bangladesh that the lack of resources 
is partly self-inflicted since it is largely due to the abnormally low level of tax-
ation. There is thus a circular relationship between the proximate causes and 
the symptoms of institutional flaws. It is also clear that the elite capture of the 
government by the entrepreneurial class, particularly from the RMG sector, 
explains the supremacy of deals over formal industrial policy. As the sector 
gained in importance, both through its size in the domestic economy and its 
dominant role in exports and general economic growth, it quickly acquired 
considerable leverage over the government, whichever party was in power at 
the time. Equally clear is the role that the weakness of labour organisations 
and their acceptance of low wages play in helping the RMG sector maintain 
its global competitiveness, and therefore its dominant position in the home 
economy. Here, too, the relationship is circular.

Several laws and administrative organisations are obsolete or inadequate, 
and weaken the institutional framework. This includes some land laws inher-
ited from the colonial or the pre-independence period, and overlapping admin-
istrative responsibilities in land matters, primary education, and the regulation 
of banking. The independence of regulatory agencies from central power is 
another area that needs reform. As they presently stand, these agencies favour 
the opacity and unaccountability of the public sector and severely limit its 
exposure to the public opinion, despite a vibrant private mediatic context.

3 Deep Factors
Deep factors are those factors that constrain reforms that would remedy the 
proximate causes of basic institutional weaknesses. It bears emphasis that the 
term here refers to institutional factors that may hinder development, and not 
to development itself. For instance, the geopolitical location of Bangladesh is 
a deep factor that influences its development, but it is not clear that it plays a 
direct role in explaining the basic institutional weaknesses or the proximate 
causes set out in the diagnostic table above. Unsurprisingly, many of these deep 
factors are thus of a political economy nature.

The political settlement between the industrial elite and the political elite, 
whatever the government in place, is a case in point. This factor echoes the 
elite capture proximate cause discussed above but is more fundamental. The 
political settlement factor refers to converging interests between whoever is in 
government and the industrial elite, especially the RMG business leaders. The 
implicit agreement provides that the government will provide strong support 
to the rapid development of RMG exports, at the cost of repressing labour, a 
condition that may be necessary to maintain the global competitiveness of the 
sector. Overall economic growth is the government’s reward, the growth of 
their profits is the industrial elite’s reward. As long as growth prospects remain 
favourable, and in the absence of major political change, this settlement may 
persist.
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A second deep political economy factor refers to the winner-takes-all type 
of political confrontation between the two main parties in Bangladesh during 
the so-called competitive democracy regime described earlier. It may explain 
the absence of long-run structural reform during that period, as parties in gov-
ernment were too busy reinforcing their political base to win the next elec-
tion. It is now the third time in a row that the AL has won elections, so that 
one may reasonably question whether a profound change has taken place 
in Bangladeshi politics. It must be recognised, however, that the democratic 
debate about long-run development objectives has always played a limited role 
in Bangladesh. This is even more true today, when the party in power has been 
able to successfully weaken and repress the opposition. Nor is a democratic 
debate taking place within parties. The two leaders have managed their respec-
tive parties with the same iron fist for the last thirty years, with little space left 
for dissenting minorities. The dynastic nature of power within the two parties 
does not suggest that this state of affairs is about to change.

The existence of a vibrant civil society, most notably NGOs, is another 
factor that has sometimes been proposed to explain the relative inertia of suc-
cessive governments on the social front. Yet the substitutability between the 
government and NGOs is necessarily limited. The size of needs in areas like 
education and healthcare is such that NGOs can only play a marginal role, 
even though that role is crucial for the poorest segment of the population.

The inclusion of population pressure among the deep factors is meant to 
stress the high specificity of Bangladesh in this respect, and, implicitly, the 
major role of migration in reducing that pressure from an economic, social, 
and political point of view. Likewise, the mention of donors is made to recall 
the role they played in the past in financing the development of the economy 
and, in several instances, guiding its macroeconomic policy. Bangladesh’s aid 
dependence has been limited over the last decade – that is, 1 per cent of GDP 
on average.

In the field of medicine, a diagnostic normally ends with a prescription. In 
the present case, the prescription would consist of those reforms meant to cor-
rect for the causes of institutional weaknesses, as identified by the diagnostic. 
The nature of reforms that would improve state capacity and the delivery of 
public services, modify inadequate laws, fight rent-seeking and corruption, and 
efficiently regulate the banking sector are rather evident. They are listed and 
discussed in the IDP case study of Bangladesh. More important is the political 
feasibility of these reforms, which depends on the deep factors that have just 
been listed but which may take on a different aspect in the particular context 
that characterises Bangladesh today.

G Conclusion

The preceding diagnostic may seem unduly negative. This is essentially because 
it is in the nature of a diagnostic to identify existing flaws and potential obstacles 
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to progress, rather than positive factors. Despite an institutional framework 
that is extremely weak by international standards, the Bangladeshi economy 
has been able to grow at a fast pace, to reduce poverty, and even to undertake 
important reforms in the past decades. Even within a turbulent political con-
text, Bangladesh’s governments have shown a strong political will for reform 
on multiple occasions in the past, such as when they supported the RMG sec-
tor at an early stage, when they opted for rigorous macroeconomic policies, 
when they invested massively in power generation or liberalised imports, and 
when they opened up the economy. Political power, political determination, 
and policy wisdom were present in many uneasy but key decisions, as, for 
instance, when food rations were abolished on the grounds that they were a 
costly way of supporting the urban middle class, rather than the poor, or in the 
case of the pioneering introduction of food and, later, conditional cash trans-
fers to accelerate universal primary school enrolment. In one way or another, 
the main question that arises from the preceding diagnostic is thus whether 
reforms aimed at eliminating notorious rent-seeking opportunities are much 
more difficult to achieve. Is the present Government of Bangladesh in a situa-
tion to undertake them, and is it willing to carry them out?

That the government is in the hands of a strongly dominant party ensures 
that political leverage for reforms does in principle exist. But at the same time 
the weakness of the opposition is a disadvantage because the threat it can issue 
against a wavering government is weak. Up to now, moreover, the economy 
has done well, with solid growth benefiting most of the population – though 
more so those at the top of the income scale – and without preventing part 
of the population having to go abroad to support their family. On grounds 
of pure political strategy, the incentives for reform may thus seem relatively 
weak. However, the present diagnostic has exhibited the serious risks to the 
future rate of growth in Bangladesh. At the top of the list, the COVID-19 pan-
demic has already slowed down growth, and potential geopolitical tensions in 
the post-COVID world add to the uncertainty arising from too specialised a 
development strategy. Taking advantage of the present political situation to 
launch reforms and to show results regarding both economic diversification 
and governance would do much to reinforce the party in power. If a power 
rotation takes place, on the other hand, these reforms would constrain the new 
government to follow the same principles of good governance and a sound rule 
of law, thus weakening its control over the opposition. For the party presently 
in power, and for the whole society, this is clearly a win-win strategy.

As mentioned at the beginning of this summary, the dichotomy observed 
in Bangladesh between weak institutions and robust growth was termed the 
‘Bangladesh paradox’ or ‘Bangladesh surprise’. At the end of this diagnos-
tic one may ask whether such a paradox or such a surprise will persist. The 
answer is most probably not. Either growth will slow down without institu-
tional improvement, or growth, and the transformations that come with it, will 
continue at the same pace but institutions will have been reformed. It behoves 
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the present government to decide which direction to choose, considering that 
the political opportunity for ambitious institutional reforms may not last.

ii tanzania

The following pages summarise an in-depth study of the relationship between 
institutions and development in Tanzania conducted following the methodol-
ogy set out in Chapter 2. Only the essence of the original study is reproduced 
in this summary, but it is hoped that its main lessons for the understanding of 
the economic challenges faced by Tanzania, and the way they depend on insti-
tutional weaknesses, are truthfully presented here.

The summary is organised in the same way as the original study except for 
the thematic studies, which provided detailed examples of the way the nature 
and functioning of institutions affect Tanzanian development. Instead of sum-
marising these, the summary focuses on what was learned from these studies 
about possible institutional obstacles to an acceleration of development.

A Geographical and Demographic Context

Today’s United Republic of Tanzania results from the union of Tanganyika – a 
large area a few degrees below the equator on the shores of the Indian Ocean – 
and the Zanzibar archipelago off its coast. Tanzania is the biggest of the east-
ern and southern African countries, excluding South Africa. Except for the 
coastal area and Zanzibar, it consists of extensive rolling plains, interrupted 
by the Great Rift Valley, which cuts across the east of the African continent 
from north to south. The Rift crosses Tanzania in its western part, where it is 
interspersed by Africa’s three great lakes – Victoria, Tanganyika, and Malawi 
(or Nyasa) – the shores of which are shared with neighbouring countries. Four 
major ecological regions are usually distinguished because of their highly dif-
ferentiated climates: the mountain lands in the north (home to Kilimanjaro) 
and in the southwest receive generous amounts of rain; rainfall is also satis-
factory in the lakeshore regions, especially lake Victoria’s; however, the high 
plateaus that fill the centre of the country are semi-arid, whereas the coastal 
area is both hot and humid.

Overall, the country enjoys a high agricultural potential, which is pres-
ently far from being fully exploited. Only 30 per cent of the land suitable 
for cultivation is being farmed, often under harsh conditions, despite numer-
ous rivers and lakes, which offer a huge potential for irrigated agriculture. 
Other natural resources include minerals like gold, some other metals, and 
gemstones, and fuels (essentially coal and gas), of which abundant reserves 
have recently been discovered offshore. Another natural resource is the beauty 
of the country’s mountainous, sea, and savannah landscapes, as well as its 
world-famous reserves of wild animals, which altogether attract a considerable 
flow of tourists.
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Tanzania is home to some 60 million people. Given its size, it is sparsely 
populated. However, as in most African countries, its population is growing 
very quickly and will reach 100 million before 2040. Because of the pace of 
demographic growth, the fast increase in the degree of urbanisation has not 
prevented the population density doubling in rural areas over the last thirty 
years, making land progressively less abundant.

The ethnic composition of the population is somewhat remarkable for its 
diversity, which is thought to have had a favourable influence on the early 
development of this part of Africa. About 120 different ethnic groups, most 
with their own language, cohabited for two centuries before colonisation, 
without any of them trying to dominate the others or to control the whole 
area. Still today, the largest group represents only 13 per cent of the population 
and the second largest only 4 per cent. Such an ethnic diversity is without any 
doubt due to the size of the area, the variety of its habitats, and the relative 
impracticability of travelling long distances. There is no doubt either that this 
demographic feature of Tanzania partly explains the political stability of the 
country once those heterogeneous groups were integrated into a single nation 
with a common language – the Swahili – and political institutions after inde-
pendence. It also explains why Tanzania differs from its neighbouring coun-
tries and most sub-Saharan countries, where ethnic rivalry is frequent and has 
caused friction and conflicts that have proved harmful to development.

The presence of non-African racial minorities is another element in the het-
erogeneity of the population, with rather different implications. Arabs and 
Indians had always been present in the coastal area, the former being especially 
powerful when Zanzibar was the home of the Sultanate of Oman and con-
trolled the whole East African shore from the late seventeenth to the late nine-
teenth century. More Indians arrived during the period when both Zanzibar 
and the mainland were under a British Protectorate. Like Arabs, Indians were 
especially active in trading, and more recently in light manufacturing. Both 
groups remain small minorities today, but their early business specialisation 
gave them economic power that is out of proportion to their demographic 
weight. The social distance between these groups and Tanzanian Africans is 
still detectable nowadays.

The European presence goes back to colonial times in the late nineteenth 
century, when Germany colonised the interior part of what is today mainland 
Tanzania, under the name of Tanganyika.

B A Short Account of Tanzania’s History Up to Independence

German rule did not last long since the Germans were forced to leave after 
being defeated in World War I. Yet, despite fierce hostility from the indigenous 
population, the German colonisers were able to develop major export crops 
(sisal, coffee, cotton), to start the construction of a railroad network, and to lay 
the foundations of an administrative structure, as well as an educational system.
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After the German defeat in 1918, Great Britain was entrusted with the 
Protectorate of today’s mainland Tanzania. The country was then in a state 
of extreme underdevelopment, which had even worsened as a consequence of 
the fierce battles fought in that part of Africa between German, British, and 
Belgian colonisers, during the war. Yet two major factors prevented an eco-
nomic development comparable to what could be observed in neighbouring 
British colonies. One was the relative lack of fertility of a large area in the 
interior of the country, which was invaded by the tsetse fly as a consequence 
of the war. The other was the limited attractiveness for European settlers of a 
territory whose political status was uncertain – being neither a colony nor an 
independent state. These may also be the reasons why the British administra-
tion was initially rather unambitious in its management of the country, mostly 
perpetuating the German colonial policies.

Things started to change after World War II as the newly created United 
Nations strengthened its control over territories with Protectorate status and 
pushed for more participation by the indigenous population. British ‘indi-
rect rule’ was replaced by formal local governments with a multi-tier struc-
ture and increasing African involvement, while the Legislative Council of the 
Protectorate was progressively opened up to elected African members.

Independence was obtained peacefully. Under the leadership of Julius 
Nyerere, the Tanganyika African National Union (TANU) won practically all 
the seats on the Legislative Council open to election in 1958, and again in 1960. 
The British colonial secretary then acceded to TANU’s demand for a ‘respon-
sible government’ by Africans. One year later, independence was declared, 
with TANU as the party of government and Nyerere as prime minister. Three 
years later, the new Republic united with Zanzibar, where a violent revolution 
against the Arab minority, which ruled the islands, had just brought to power 
an African-dominated party. Together, they formed the United Republic of 
Tanzania, with Nyerere as president.

C A Synthetic View of Tanzania’s History since Independence

1 The Socialist Era
Very much marked by neo-colonialism, development during the first years 
after independence was disappointing; an alternative strategy was called for. 
The president spelled out such a strategy in his famous ‘Arusha Declaration’ 
in 1967. It was a socialist-oriented development programme adapted to the 
African context under the label ‘Ujamaa’ (‘familyhood’ in Swahili). It com-
prised three dominant approaches: (i) an emphasis on the agricultural sector 
and the urgent need to improve its productivity, most importantly through 
regrouping dispersed subsistence farms into Ujamaa villages, which involved 
displacing part of the population; (ii) state control of the means of production 
and exchange, and thus nationalisation of a major part of the non-agricultural 
sector; and (iii) addressing the social demand for education, health, equality, 
and participation in public decision making.
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Ten years later, the results of this strategy were far from spectacular. 
Nationalisation did not deliver on its promises because of mismanagement 
by bureaucrats, interference between managers and politicians, and mounting 
corruption at the head of nationalised companies. The results were especially 
bad in the agricultural sector. Although some productivity gains were achieved 
in the extensive cultivation of some export crops, the collective farms proved 
disappointing and villagisation essentially disrupted production processes. In a 
few years, Tanzania passed from being a net exporter to being a net importer 
of food crops. GDP growth slowed down, and income per capita started to 
fall after 1976, while severe balance of payment problems developed due to 
the poor outcomes of the Ujamaa strategy, a costly war with Uganda after 
the latter invaded the north-western part of the country, and strongly adverse 
changes in the terms of trade.

A National Economic Survival Programme was launched in the early 1980s, 
but it came too late and the international development community was called 
in to rescue the country. Nyerere resisted the pressure of donors and the IMF, 
which made their aid conditional on his amending his socialist strategy and 
implementing a return to market mechanisms. As the economic situation of 
the country continued to deteriorate, however, he was finally forced to accept 
a stand-by agreement with the IMF in 1985, after having broken off rela-
tions with that organisation a few years earlier. This agreement prefigured the 
Structural Adjustment Programme (SAP) signed later with the World Bank, 
whose aim was to see Tanzania transition back to a market-led economy and, 
as a matter of fact, to undo much of Nyerere’s efforts to build a socialist econ-
omy. Nyerere then decided not to run for a new presidential mandate and left 
to his successor the task of managing the transition.

If the economic achievements of the Nyerere era were disappointing, the 
same cannot be said in the non-economic sphere. The nation-building project, 
which Nyerere embarked on notably by disbanding the multiple chiefdoms 
existing in the country and promoting Swahili as the lingua franca, brought 
about national unity and deep cohesion. This successful national integration 
drive was complemented by major social investments in literacy, education, 
and health programmes. In comparison with many other African countries, 
Tanzania is exceptional in the political stability it has experienced since 
independence, under the influence of Nyerere’s probity and respect for con-
stitutional rules. It is thus not surprising that, despite a failing development 
strategy, Nyerere is considered by a large majority of the population as the 
father of the nation.

2 The Return to a Market Economy
At the time of Nyerere’s retirement in 1985, Tanzania was among the poorest 
economies in the world and faced a double challenge: to reduce poverty and to 
transition to a market economy regime.

If the disorder caused by the transition was particularly noticeable during 
the first five years after the Nyerere era, it took substantially longer for this 
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process to be completed and fully consolidated. Judging from the rate of infla-
tion it was only slightly before the turn of the new millennium – that is, roughly 
fifteen years later – that the economy seems to have stabilised. The adjustment 
to a new regime indeed required major changes, from reactivating the price 
system and the agricultural distribution network to privatising the multitude 
of state-owned enterprises (SOEs), including in the banking sector, to disman-
tling privatised monopolies, and to downsizing and reforming the civil service. 
Overall, this heavy agenda was successfully and rather peacefully managed by 
the administrations that succeeded Nyerere.

Advances were also made on the front of political institutions, with two 
major constitutional changes taking place. The first change limited to two the 
number of five-year terms that a president can serve consecutively. The second 
change, common to many African countries, abolished single party rule. While 
the dominant single party, which had morphed from TANU to Chama Cha 
Mapinduzi (CCM) after the union with Zanzibar, remained foremost, opposi-
tion parties started to play a significant role in the political debate.

Quite remarkably, all of these changes in both economic and political insti-
tutions took place peacefully. The three presidents in command since the launch 
of the SAP in 1985 each ruled for two consecutive terms before leaving the 
political scene and letting new general elections – usually considered to be fair 
by outside observers – to take place in a rather quiet atmosphere (the elections 
to the autonomous government of Zanzibar being an exception). It is only in 
the last two presidential elections that serious accusations of vote-rigging have 
been put forward, at the same time as open political tricks appeared. In 2015, 
CCM nominated John Magufuli as its candidate, instead of former prime min-
ister Edward Lowassa, who was the frontrunner but who had been involved 
in a big corruption scandal. The latter then defected from CCM and ran for 
president as the candidate of the main opposition party, which suggests that 
little ideological differentiation exists across the political scene. Lowassa was 
defeated and unsuccessfully charged the government with rigging the election. 
The situation was considerably worse in the 2020 election when Magufuli 
was re-elected with a suspicious lead over the other candidates, commonly 
attributed to harsh repression, manipulation, and widespread fraud. Magufuli 
died – probably from COVID, after having denied the reality of the pandemic – 
shortly after his apparently fraudulent re-election and was replaced at the helm 
of the country by his vice-president. At the time of writing, it is too early to 
know whether his move towards authoritarianism and away from the demo-
cratic practice which had prevailed since independence will persist.

Corruption has always been behind most Tanzanian politics and may be 
considered an inherent weakness of the country. Yet over time scandals have 
tended to become more frequent and to involve larger amounts. This has some-
times reached such an extent that donors, who are particularly important in 
the funding and designing of Tanzania’s development strategy, have in vari-
ous instances suspended their assistance. Magufuli was chosen as the CCM 
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candidate in 2015 mostly because the party had been badly discredited due 
to a series of high-profile corruption affairs, and he was elected thanks to his 
anti-corruption image, acquired while he was Minister of Public Works in the 
previous government. Some considered his authoritarianism necessary to fight 
corruption and there are indeed some signs that corruption has receded. It 
remains to be seen whether this will be confirmed in the coming years.

D Economic Development Challenges

It would be tempting to say that the development of Tanzania since the mid-
1990s – that is, after the transition to a market economy was fully achieved – 
has been a success story. On average, GDP grew at the rate of 6.2 per cent a year 
but, because of fast population growth, the growth rate of GDP per capita was 
only 3.4 per cent. Income per capita almost doubled over the last two decades, 
and Tanzania recently graduated from low-income to lower-middle-income 
status in the World Bank’s country classification. However, a careful review 
of the Tanzanian economy suggests that maintaining past rates of growth may 
raise serious challenges.

The first cause for concern is the uncertainty about what could be 
Tanzania’s long-run engine of growth. To a large extent, growth during the 
last two decades was pushed by the demand side of the economy, itself fed by 
increasing export revenues arising from improving terms of trade, and foreign 
financing. A sign of that bias is given by the exceptional dynamism of the con-
struction sector, which grew twice as fast as the whole economy over the whole 
period. On the supply side, manufacturing has done slightly better than the rest 
of the economy, especially on export markets, but it is presently too small – 
less than 10 per cent of GDP  – to significantly pull the economy forward. 
Agricultural exports have not over-performed either. Overall, it turns out that 
a good part of overall productivity gains over the last twenty years was due to 
a net reallocation of labour away from low-productivity agriculture to the rest 
of the economy. However, instead of being in favour of the high-productivity 
sectors, as in the celebrated Lewis model, the reallocation has concentrated on 
low-productivity sectors like retail trade or social and personal services. That 
such productivity gains are not sustainable in the long run is exemplified by 
the fact that productivity in these sectors has fallen, precisely because of the 
net influx of workers from agriculture. As high-productivity sectors absorbed 
only a tiny share of the net migration of workers, there is a risk that, without 
a powerful engine of growth in high-productivity sectors, labour will remain 
highly concentrated in the low-productivity part of the economy, thus con-
tributing to slow overall economic growth, a slow reduction of poverty, and 
increasing inequality.

A second related challenge is precisely to selectively improve within-sector 
productivity, not to save on labour – the absorption of which is per se a major 
challenge – but, quite the contrary, to increase competitiveness in tradeable 
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and reasonably labour-intensive sectors where autonomous development 
looks possible. Maintaining the investment rate at the 35 per cent of GDP 
level observed today should significantly contribute to this goal by drastically 
improving the infrastructure needed to achieve this objective. But such a high 
investment rate is itself a challenge. Exploiting untapped sources of efficiency 
gains is also needed. For instance, the difficulty of establishing firm land rights 
is often mentioned as a disincentive for innovation and investment in modern 
agriculture and agroindustry. The same is true of the lack of some skills in 
manufacturing, or rent seeking by bureaucrats.

The third challenge lies in freeing the economy from its strong dependency 
upon foreign financing. Even though it has declined over the recent years, for-
eign financing has always been sizeable. Official development assistance still 
represents 5 per cent of GDP – that is, a bit more than a quarter of the govern-
ment budget and 14 per cent of gross investment. On various occasions, donors 
have mentioned their wish to reduce their support, arguing that this would be 
an incentive for the economy to become more autonomous. The Tanzanian 
government has explicitly concurred with this view. Yet it is unlikely that the 
current growth trend would be maintained if this flow was to dry up. Private 
foreign funds are not negligible either. Since the mid-2000s, foreign direct 
investment amounted to a little more than 3 per cent of GDP.

An important unknown for the future development of Tanzania is the fate 
of its huge offshore natural gas reserves, which were discovered in 2017. These 
could provide Tanzania with substantial additional revenues for twenty to thirty 
years after a five-year investment period. Their extraction cost is apparently 
high, so profitability requires an export price higher than has been observed 
throughout the 2010s. Negotiation with foreign companies for extraction, liq-
uefaction, and export of gas broke down a few years ago, but they have just 
been reactivated. There is still much uncertainty about the extra income flow 
Tanzania could get in the long run from its gas reserves, even though earlier 
estimates suggested it could be modest if prices stay on their long-run trend.

A final cause for concern relates to the social side. Inequality has been 
increasing and poverty has receded at an unexpectedly slow pace. That growth 
has not trickled down more vigorously to all segments of the population is 
a challenge for the future. Increasing inequality may have adverse effects on 
future development through the demand side of the economy, by reducing the 
aggregate propensity to consume, and more fundamentally by undermining 
the social and political climate. The same remark applies to the stagnation of 
school enrolment, which is somewhat below universal primary schooling, and 
the low quality of the educational system in general, which may put future 
growth, poverty reduction, and the social equilibrium at risk.

More direct diagnostics of development challenges and firm manager sur-
veys in Tanzania point to the lack of infrastructure, notably in electricity, the 
limited supply of skilled labour, and the low quality of the civil service and 
public service delivery as obstacles to accelerating, or even maintaining, the 
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pace of economic growth. These obstacles are common to most low-income or 
lower-middle-income countries, however, so the real issue is whether Tanzania 
is successful in progressively overcoming them.

E The Perceived Quality of Institutions

The capacity of the country to address the development challenges summarised 
above depends on the quality of its institutions, which themselves will deter-
mine the effectiveness and inclusiveness of the policies that must be put in 
place. This is the goal of the in-depth study of Tanzania that is being sum-
marised here. Before synthesising its conclusions, however, it is worth recalling 
the results of the thorough review of institutional indicators, and of opinion 
surveys undertaken in Tanzania, with the objective of getting a first idea of 
possible obstacles to future development.

According to several international databases on governance indicators, the 
most fragile institutional areas in Tanzania are the control of corruption, on 
the one hand, and government effectiveness, or administrative capacity, on the 
other. What is remarkable, however, is that in these two dimensions, as well as 
others, the quality of Tanzanian institutions turns out to be fully comparable 
to, and sometimes better than, its neighbours’ – except Rwanda for the business 
environment – and even institutions among low-income countries, which have 
done significantly better over the last three decades. Opinion surveys among the 
Tanzanian population and among various types of decision makers also point 
to corruption as a severe institutional weakness, and further stress several insti-
tutional factors that may hinder future development. These include land rights 
issues, ineffective checks and balances on the executive, weak regulation of big 
business and utilities, a poor investment climate, and an inefficient civil service.

Of course, the institutional indicators and the preceding list of shortcom-
ings are mixed bags. Yet the general picture they draw of economically rele-
vant institutional challenges in Tanzania is consistent with a cursory review of 
Tanzania’s political and economic history over the last three decades or so. It 
should also be noted that, when gathering personal opinions on the matter, we 
often heard that the control of corruption or state capacity are not worse in 
Tanzania than in comparator countries, and therefore cannot be considered as 
specific problems hindering Tanzanian development. This is not a convincing 
argument, though. Of course, these institutional weaknesses may have a nega-
tive impact in the other countries too. That they are present elsewhere does not 
mean that making progress at home on those institutional dimensions would 
not yield substantial benefits.

F Identifying Major Institutional Weaknesses

Having reviewed the main challenges of economic development, as well as the 
current political context of Tanzania, it is now time to focus more closely on 
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institutional issues. Following the methodology set out in a previous chapter, 
the next step is to consider several thematic areas where development chal-
lenges are most apparent and are likely to provide evidence or hints on the way 
institutions help or hinder those changes that make development. Five such 
studies were conducted in the case of Tanzania. They focused on the following 
topics: (i) business and politics; (ii) state coordination and decentralisation; (iii) 
the civil service; (iv) land management; and (v) the regulation of the power sec-
tor. The main institutional weaknesses revealed by these studies are succinctly 
analysed in what follows.

The relationship between big business and politics has shaped Tanzanian 
development ever since independence. It is thus crucial to understand the 
nature of the forces that shape it, and their outcome.

A word about the players first. On the business side, most European capi-
talists left at the beginning of the socialist era and business was then essentially 
in the hands of Tanzanian Indians and, later, Arabs, a natural extension of the 
control they had very early on in trade activities. As a matter of fact, indigenous 
entrepreneurs at the head of medium and large firms or groups have always 
been a minority in Tanzania, to such an extent that there is only one African 
Tanzanian name in the list of the twelve richest businessmen in the country. 
On the political side, the government should be the main actor. However, 
the dominant party (CCM) has also played an important role because of the 
fragmentation of political power within the party  – that is, the presence of 
several groups with major influence and with possibly diverging views on the 
‘right’ policy. Nyerere was able for some time to control them, so that political 
power was reasonably centralised in the hands of the president, yet his grip had 
started to loosen by the end of his last term, possibly because of the disorder 
created by the nationalisation process and the multiplication of sources of rents 
linked to the expansion of parastatals and resulting from increasing disorgani-
sation. Things became worse during the transition back to a market economy. 
On top of the opportunities arising from the privatisation drive, politically 
powerful individuals within CCM were able to make deals with businesses for 
their own interest, and then to impose them on the party and on the executive, 
using the prospect of party dismantlement as a threat. Deals could be of vary-
ing kinds. They could involve conceding competitive advantages to a business 
group against campaign financing, other indirect electoral benefits, or personal 
enrichment, or syphoning public resources through schemes involving private 
business. Major corruption scandals arose in those days, to such a point that 
donors suspended their aid on various occasions. A climax seems to have been 
reached at the end of the second term of Kikwete, Magufuli’s predecessor. The 
dominant party’s popularity was thereby severely damaged, and the party had 
to opt for an openly anti-corruption candidate to have a chance of winning 
the election. Over the last few years, the new president tried to turn the tide 
by attempting to regain the full control of the party, partly through internal 
politics, and partly by working to dry up those sources of rents originating in 
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deals with the private sector, a strategy that led him to be particularly tough 
with both domestic and foreign big business.

Whether this strategy was successful, and whether it will be maintained, is 
still to be seen. Yet several interesting lessons can be drawn from this sketchy 
history of business and politics in Tanzania.

A first lesson is the utmost importance of the structure of political power. In 
Tanzania, the business–politics issue is not a ‘government versus private sector’ 
story only: it also comprises the control of the president over the dominant 
party. It is because the unity of the party is decisive at election times that it is 
difficult for the president to openly sack powerful party members who use their 
influence to sell competitive advantages to big business. This is a game with a 
bad equilibrium, where no player has an interest in making clean moves, with 
some entering into illegal deals and others not sanctioning departures from 
good conduct. At the end of the day, the personality, legitimacy, and authority 
of the leader is determinant.

A second lesson concerns the ineffectiveness of industrial policies, or even 
their fuzziness in a country where firms can buy direct competitive advantage 
through political friends. In Tanzania it has long been the case that ‘traders’ 
have an advantage over ‘industrialists’ because they are able to generate more 
resources and so to convince policymakers to maintain low tariffs on some 
strategic goods, the imports of which they control. Sugar and rice are typically 
goods which need some initial protection to generate the economies of scale 
that would make their cultivation and industrial transformation competitive. 
Absent this protection, they would be outcompeted by the imports favoured 
by the traders.

A third consequence of the varying relationship between business and pol-
itics since independence, and possibly of the dominance, until now, of big 
business by Tanzanian Asians and Arabs, is some heterogeneity or hesitation 
among policymakers about the latitude to be left to the market with respect 
to state authority. This situation creates some uncertainty, which is necessarily 
harmful to the economy.

Having established such a diagnostic, two questions should be asked. First, 
if vertical industrial policies fostering specific activities that are against the 
interests of dominant business groups are politically difficult to implement, 
why not promote horizontal policies that simply consist of improving the 
investment climate for all businesses by getting rid of numerous administrative 
frictions and burdens, whose main function is often to provide rent opportu-
nities to certain bureaucrats? The point here is that corruption is contagious: 
it cannot be stopped in the middle range of the bureaucracy when illegal deals 
continue at the top. Also, it is not clear that dominant business interests could 
get a better investment climate than the one they enjoy through their partial 
control of politicians.

Second, can it be argued that the Tanzanian economy is doing relatively well, 
so that the business–politics collusion issue may not really be a big problem 
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after all? Maybe, but the key question is whether it is possible to accelerate 
the present trend and, most importantly, to make it more sustainable and less 
uncertain in the future, when the external context may change and become 
less favourable? The relative weakness of tradeable sectors like agroindustry 
and manufacturing was underscored above, and it may be the case that the 
nature of the business and politics relationship bears some responsibility here. 
Yet progress has been made and it is unlikely that big business would not 
seize opportunities if they existed in these areas. On the other hand, choices 
may have been made that have curtailed these opportunities: think of the case 
mentioned earlier of the capture of some import markets that may have out-
competed domestic production.

This issue of central control, which is so clearly illustrated by the inherent 
difficulty faced by the executive in regulating big business groups, despite their 
crucial role in the dynamics of the economy, is present in other aspects of 
public management. Paradoxically, successive administrations have apparently 
been strongly determined to centralise decisions and control, even though such 
a move was not justified in some cases, while a deficit of coordination exists 
between the executive and various decentralised administrative units and pub-
lic agencies. That lack of control gives some leeway to civil servants operating 
in those entities  – and therefore provides rent-seeking opportunities, which 
they are happy to exploit.

There are various reasons for such a situation. First, it is objectively the 
case that some sectoral administrations are simply ill-structured, which some-
times results in overlapping responsibilities, inefficient management, and pos-
sibly rent seeking. Examples include the following: land management, with a 
National Land Use Planning Commission that is redundant due to the presence 
of the Direction of Urban and Rural Affairs in the Ministry of Agriculture; the 
lack of coordination between the Tanzanian Revenue Authority, responsible 
for tax collection, and the Minister of Finance, which decides about tax sched-
ules; confusion of mandates between local government executives and central 
government-appointed officers; or the intricate set of relationships between 
local government authorities, the Prime Minister’s Office, the Minister of 
Finance, and various other ministries. Likewise, firm managers insist they must 
obtain the agreement of an abnormally high number of government agencies 
before they can market a new product or service, when only a couple of them 
could do the same job.

A second reason for coordination failures may be found in the complex-
ity of various laws. The laws that govern the acquisition of land rights are 
especially intricate and require a heavy administrative apparatus, from central 
government to local village level. It is tempting for those in charge, and who 
are supposed to know the law, to take bribes from those who do not, or who 
are confused about certain aspects of the law. This is true at all levels: from an 
investor wishing to develop a large plantation to villagers concerned with the 
implications of leasing some of their land. The sensitivity of land rights in a 
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country where a sizeable proportion of the land is cultivated by small farmers 
and is exchanged or transferred according to local customary laws is high. 
Hence the need for safeguards designed to avoid awkward situations in which 
villagers come to lease part of their land to a big company without knowing 
all the implications of such a transaction. The complexity of the existing law 
has been abundantly stressed and commented upon. Several reports have been 
commissioned which make suggestions for improving it, and successive gov-
ernments have declared they would follow suit. Yet nothing has been done 
for the moment. The same complexity and procrastination is observed in the 
relationship between the central and local governments: a reform was voted on 
in the late 1990s and was supposed to be implemented by 2008, yet it is still 
pending more than ten year later.

Both the intricacy of the structure of public management and the complexity 
of the law may be related to another specificity of the Tanzanian economic 
culture: a selective distrust of market mechanisms. Such an attitude may be 
inherited from the socialist era, although the generation that had some respon-
sibility during that time is now retiring. It is more likely due to the multiple 
cases of corruption that took place during the period of the return to a market 
economic regime – a period that was nicknamed Mzee Riukhsa (‘everything 
goes’) by Tanzanians. Likewise, in the 2010s, the leaders of CCM were afraid 
they would lose the coming election because of their tarnished image due to 
multimillion-dollar scandals. It is striking, too, to see how, in some respects, 
land laws appear to be reminiscent of the planning era and its deep suspi-
cion of market mechanisms, and this despite the fact that the law was voted 
well after the end of the socialist regime. There may be good reasons for this, 
but too rigid a process of land allocation entails various types of costs and 
leads to missed economic opportunities that would benefit the whole country. 
Moreover, since market mechanisms will become more pervasive in the not-so-
distant future, it may be good policy to quickly engineer a smooth transition to 
a more market-friendly environment.

The will to maintain electricity production and distribution as much as 
possible as a vertical public monopoly also betrays this bias against market 
mechanisms. It may be a holdover from the socialist era and the view that 
such critical goods as power should be publicly managed. However, it is more 
likely a reaction to earlier corruption scandals linked with the subcontracting 
of power generation to private firms. Despite such scandals, a public monopoly 
continues to be seen by the public, and by many policymakers, as a guarantee 
against private providers charging exorbitant prices. But it also provides influ-
ential politicians with rent-seeking opportunities, particularly in procurement 
operations, including with private power providers.

Institutional weaknesses in Tanzania’s public sector are also observed at a 
more basic level. Comparative institutional indicators, opinion surveys among 
ordinary people and various types of decision makers, and most policymak-
ers converge in considering the under-performance of the civil service as a 
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serious development impediment. The lack of resources, due to both the low 
level of income per capita and the limited share of recurrent public expen-
ditures devoted to this service, certainly bears some responsibility for such 
a situation. But the overall setup of the delivery of public services plays a 
role too. The misalignment of civil servants’ incentives, the lack of effective 
monitoring and evaluation capacity, the high degree of corruption, as well as 
under-skilled staff and weak management of administrative units and gov-
ernment agencies, have also been regularly denounced. Two Public Service 
Reform Programmes have been carried out, which were supposed to make 
recruitment more rigorous and to introduce a dose of performance-based staff 
management. Improvements were noted, but serious challenges remain, and 
several observers felt – a few years ago – that some progress had even been 
reversed (see Mukandala, 2023). The culture of promotion based on seniority 
or partisan links, rather than merit, of recruitment based on other grounds 
than capacity, of shirking, of diverting resources, and of taking bribes is said 
to be still very present today.

All of these failings are difficult to quantify. Measurement of their eco-
nomic consequences is still more of a challenge, except maybe in a few sectors. 
Because of the service it delivers and the size of the staff it employs, the educa-
tion sector has been subject to more quantitative evaluation exercises than any 
other. There, the picture is far from favourable. On the supply side, teachers 
have long been castigated for their absenteeism – found to be as high as 31 per 
cent in a survey conducted in 2014. They are also frequently under-qualified, 
with a minority of them achieving the required standard in maths or English 
tests. The result is that even though school enrolment has progressed – though 
it is not yet fully universal – learning outcomes are poor. Half of Grade 4 chil-
dren were not able to carry out two-digit subtraction in 2016. Although prog-
ress has apparently been made over recent years, a report by the World Bank 
concluded in 2018 that a ‘learning crisis remains in Tanzania’. Even though 
this kind of quantitative evaluation can hardly be performed in other areas of 
public sector activity, there is no reason to believe that their outcomes do not 
suffer from the same deficit of quality.

Results of surveys about the relationship between firms and the public 
administration, and anecdotal evidence, confirm the foregoing statement. They 
also suggest that corruption, in the form of giving and accepting bribes, is 
widespread. It has already been mentioned that Tanzanian political life has 
been interspersed with increasingly frequent and large corruption scandals, 
which are probably just the tip of the iceberg. The concern here is about ordi-
nary corruption that is taking place between middle-tier civil servants with 
some rent-seeking power and firms or citizens. The root cause lies in weak 
or ill-defined institutional rules. Here, too, the perception is that progress has 
been made recently thanks to the energetic anti-corruption policy launched by 
President Magufuli. Judging from the absence of big scandals in recent years, 
this is probably accurate. At the ordinary level, however, data are not available 
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to know whether Tanzanian society is in the process of moving away from this 
equilibrium whereby corruption has become a kind of social norm.

Infrastructure development, electricity in particular, is another area where 
the score of public management is pretty low by all standards, despite its crucial 
importance for economic development. As mentioned earlier, the production 
and distribution of electricity are managed by a public monopoly, TANESCO 
(Tanzania Electric Supply Company). This national company produces around 
half of the electricity it distributes, the other half being provided by private 
producers – after, occasionally, resounding corruption scandals relating to the 
way they were selected. Electricity has long been priced at a rather low level, 
which has prevented the public company expanding production and meeting 
demand, a situation that has resulted in economic growth not being as fast 
as it could have been with a proper power supply. The sector is regulated in 
parallel by the Ministry of Mining and a regulation agency, EWURA (Energy 
and Water Utilities Regulatory Authority), in another case of overlapping 
responsibility. A few years ago, EWURA endorsed an increase in the electric-
ity prices charged by TANESCO, which was long overdue in view of infla-
tion. Recently, the late President Magufuli opposed that increase. Despite the 
measure being fully justified and EWURA being internationally praised for its 
impeccable professionalism, its director was sacked. This was possible because 
in Tanzania the president has the power to singlehandedly appoint and fire the 
managers of public agencies, including EWURA, but also the Fair Competition 
Commission, the Central Bank, and the Commissioner Auditor General. The 
reason invoked for the sacking was that the price increase would hurt poor 
people and the ensuing social cost would allegedly be worse than stagnating 
production capacity in the future. This may well have been the opinion of the 
leadership, whereas the regulators thought differently. The institutional failure 
here may originate in either of the two following sources: the social criteria 
applied by the leadership were inadequately specified in its mission order, or 
the late president took the liberty of ignoring, and even criticising, legal expert 
opinion.

There thus seems to be a paradox in regard to the type of leadership exerted 
in Tanzania. Centralisation appears extreme, and probably excessive, in some 
areas, whereas in areas where it would be most needed it meets obstacles aris-
ing from the fragmentation of political power.

G The Institutional Diagnostic

We could continue to review evidence of institutional weaknesses in Tanzania, 
but the main conclusions to be derived from the thematic studies undertaken 
as part of our in-depth diagnostic methodology should be clear by now. 
Summarising as much as possible the points made in the preceding pages, the 
institutional challenges in Tanzania come under the few general headings shown 
in the right-hand-side column of the diagnostic table shown in Figure 3.1. In 
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reading the table it must be borne in mind that its entries are not independent. 
For instance, rent seeking and corruption, which are seen to be ubiquitous in 
Tanzania, are partly caused by the inadequate structure of decision making 
and the weak regulation of business, as much as they are partly responsible for 
the under-performance of the civil service, including business regulation. Also, 
the order of appearance of the various headings is not necessarily related to the 
severity of the corresponding institutional challenges. As a matter of fact, their 
mutual dependency prevents us from establishing such a ranking.

Taken together or separately, these institutional weaknesses explain the 
economic challenges confronting Tanzanian development. For instance, it is 
easily understood that the difficulty of diversifying exports through appropri-
ate industrial policies is related as much to the uneasy regulation of business, 
given its relationship with politics, the lack of coordination across adminis-
trations, and the poor investment climate created by the under-performance 
of the civil service. The same factors – and others – may explain the slow pro-
ductivity gains in agriculture, or the lagging development of infrastructure – at 
least until the Magufuli administration. This relationship between institutional 
weaknesses and economic challenges is analysed in more detail in the original 
Tanzania case study.

Identifying and recording institutional challenges is one thing. However, a 
diagnostic would not be complete without an analysis of the factors that are 
responsible for them. The identified weaknesses are the symptoms, while the 
underlying problem may lie elsewhere. Most causal factors have been alluded 
to in the preceding pages and are listed in a summary way in the middle col-
umn of Figure 3.1. In reading it in connection with the column to its right, 
it is important to note that items at the same level in the two columns are 

Basic institutional weaknessesProximate causesDeep factors

Political game
  - Rules (constitution)
  - Structure of political
     power

Under-capacity (skills, resources,
technology) 

Ill-defined structure of public 
decision-making
  - Overlapping responsibilities
  - Centralisation bias
  - Law implementation gap 

Social structure
  - Ethnicity
  - Rural-urban
  - Education

Misaligned incentives in public 
sector (remuneration and careers,
monitoring and evaluation)

Under-performing civil service 

Imprecision and complexity of 
the law

Patronage and weak business 
regulation

Historical legacy (ideology,
government credibility, trust)  

Selective distrust of market 
(land management, power
sector)

Donors' views and leverage

Nature of leadership
  - Party control
  - Transparency
  - Accountability

Rent-seeking and corruption

figure 3.1 Institutional diagnostic for Tanzania

https://doi.org/10.1017/9781009285735 Published online by Cambridge University Press

https://doi.org/10.1017/9781009285735


123Uncertain Development in Bangladesh and Tanzania

not necessarily to be associated one to one. The misalignment of incentives 
in the public sector directly weakens the performance of the civil service, 
either directly through absenteeism or loose monitoring and evaluation, or 
indirectly through rent-seeking. At the same time, the poor delivery of public 
services may result in large part from the lack of skills or resources. Likewise, 
the nature of the leadership and, most importantly, its control over powerful 
factions within the party in power is essential to understand the structure of 
decision making, the extent of rent-seeking and corruption, and the difficulty 
of regulating business.

This control of the party is partly influenced by voters’ support, since polit-
ical allies will defect if they expect a defeat in the next election. In turn, voters’ 
support depends on the trust inspired by the leadership through the trans-
parency and accountability of its actions. The ability of a leader to oversee 
the public administration and the whole public decision-making process thus 
strongly depends on his/her personal capacity to control the political scene and 
to inspire trust in the population. Needless to say, the nature of the leadership 
item among the proximate causes of institutional weaknesses also includes the 
very motivation of the leader. In most preceding points it is implicitly assumed 
that the leader pursues the common good more than his/her personal interest 
or that of his/her clique, which indeed seems to have been the case in Tanzania 
since independence.

Finally, the issue arises of what could be done to combat those proximate 
causes of the identified institutional weaknesses. Getting more resources to 
improve the quality of public services, realigning incentives in the public sec-
tor, simplifying laws that are felt to be unnecessarily complex, and promot-
ing transparency and accountability through more systematic monitoring and 
evaluation of the public administration and agencies are obvious measures 
that would improve the institutional framework of development. They are dis-
cussed in some detail in the Tanzania volume. They may raise trade-offs with 
economic efficiency, however, particularly when they require the collection of 
additional public resources. Most importantly, they generally generate both 
winners and losers, at least in the short and medium run, so that their imple-
mentation heavily depends on political economy factors. Beyond the proxi-
mate causes of the institutional weaknesses, there are deep factors which make 
the effects of these causes more or less easy to reduce. They appear in the left-
hand column of Figure 3.1.

The nature of the political game that is played out in society is the first of 
these deep factors. On the one hand, the constitution sets the rules, assuming of 
course it is strictly applied and cannot be easily modified. For instance, it may 
be the case that it gives too much power to the executive in some areas – for 
instance, in appointing and suspending people in key positions. On the other 
hand, in any period there is a structure of political power which evolves only 
slowly over time – possibly as a function of the pace and structure of economic 
development – and which makes some reforms possible or impossible. After 
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Nyerere in Tanzania, the fragmentation of the dominant party (CCM) into 
several factions made it difficult for the executive not to satisfy the demands of 
powerful factions since the risk would be the dismantlement of the party and 
the loss of power. As factions were often associated with business interests that 
provided them with political, if not monetary, benefits, the state was partly 
captured by business interests and, in some areas, unable to implement policies 
that would be detrimental to some of them although beneficial to the country. 
Modifying this equilibrium involves pure political confrontation between the 
main actors rather than policy reforms. Magufuli wanted to achieve such a 
change in the deep factors. It is not clear that he succeeded.

The ethnic structure of the population, including the concentration of big 
business in non-indigenous hands, or the presence of ethnic cultures and cus-
tomary laws that sometimes conflict with the statutory law, and the historical 
legacy in terms of culture, ideology, religion, or trust among citizens, call for 
the same type of observation. These are deep factors which may affect the 
proximate causes of institutional weaknesses and may be subject to changes, 
most notably as a result of development itself, progress in education, or con-
tacts with the rest of the world, but only over a long period.

Among the deep factors, the reference to the role of donors deserves some 
remarks. In the past, donors have clearly played a huge role in triggering major 
institutional changes in the way the Tanzanian economy works. This was obvi-
ously the case with the SAP, which caused the return to a market economy 
in the second half of the 1980s, but it has also been the case on several other 
occasions since then. The weight of donors in pushing reforms derives from 
the sizeable contribution of aid to the public budget and the domestic econ-
omy in general. For instance, the World Bank, which has always pushed for 
an ambitious decentralisation programme, suspended part of its funding in 
an effort to impose the decentralisation of the collection of the property tax 
in 2014 – which was nevertheless re-centralised a few years later. Likewise, 
donors have cancelled payments several times to protest against big corruption 
scandals involving government officials, and successfully requested that the 
latter resign from their positions. Outside these extreme cases, project and pro-
gramme financing by the World Bank and other donors gives them the oppor-
tunity to express their views about the direction in which some institutions like 
the judiciary or tax collection authorities should be reformed. Even though it 
is up to the government to decide whether to accept such programmes or not, 
the funding provided by donors is not a feeble argument.

H Conclusion

The preceding remarks about the deep factors behind the proximate causes 
of the identified institutional weaknesses may be deemed overly pessimistic. 
They seem to imply that, at the end of the day, reforming institutions to make 
them more development-friendly is essentially a matter of politics, or possibly 
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the endogenous consequence of development itself, or the long-run effect of 
educational progress. This pessimism must be somewhat tempered, though.

First, if big reforms are politically hard to impose, smaller reforms address-
ing some of the weaknesses detected at a minor level of political sensitivity 
might be consensual. It is probably in everybody’s interest that the educational 
system is run more effectively, bureaucratic services are competently and hon-
estly delivered, and land management is more efficient. A lot of experimental 
work has been done in these areas in the economic development literature, 
which might be a source of inspiration for the design of these reforms. It is not 
the purpose of the present diagnostic to delve deeper into that kind of detail 
and it is sufficient to recognise that institutional improvement is now possible 
in specific sectoral areas.

Second, the Tanzanian economy has done rather well over the last two 
decades despite the institutional weaknesses uncovered in this in-depth institu-
tional diagnostic exercise. We have stressed the fact that the weaknesses that 
were identified concerned the acceleration of the present pace of growth and 
its sustainability in the case of substantial changes in the international context. 
It cannot be excluded that the deep factors that are found to be obstacles to 
substantive institutional reforms may be progressively altered with the con-
tinuation of present development trends in the coming one or two decades. If 
this happens, some of the reforms suggested by the diagnostic might become 
more feasible, especially so if the political elite undertakes its own institutional 
diagnostic along the lines of the present exercise.

Instead of pessimism, lucidity is the right attitude to adopt in the face of the 
complex relationship between political economy institutions and development 
uncovered by the present diagnostic.
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4

Distorted Development in Benin and Mozambique

i benin

A Defining the Question behind the Institutional Diagnostic

The Republic of Benin (formerly known as Dahomey) is a country in West 
Africa that is bordered by Togo to the west, Nigeria to the east, Burkina Faso 
to the northwest, and Niger to the northeast. It is a rather small country, with 
a population of approximately 11.49 million people (2018 estimate) and it is 
about the same size as three of its neighbours yet is considerably smaller than 
one of them, Nigeria, which has a population close to 200 million.

There are several reasons why Benin is an interesting country to study, and 
some of them have no doubt contributed to making it an aid darling for many 
donors. First, although it is made up of an extraordinarily varied mosaic of 
peoples and ethnic groups, this does not seem to have created serious problems 
as in certain other parts of sub-Saharan Africa. Second, it is a place with a long 
legacy of all sorts of political entities, running from old kingdoms or empires 
to principalities and microstates (possibly born of the breaking up of king-
doms or empires), which have also coexisted with stateless areas dominated 
by non-hierarchised families and clans. Because over the last ten centuries the 
country has been the locus of numerous waves of migration from neighbouring 
countries, it is a multinational state with strong links to its neighbours, and has 
porous and flexible borders considered from the standpoint of human settle-
ment. Relatedly, with its direct access to the sea in its southern part, Benin has 
long been a nexus of trade networks and routes actively engaged in regional 
and even external commerce. These seem to be ideal conditions for long-term 
development based on an open (small) market economy. Third, although it was 
subject to a long-enduring Marxist-Leninist military regime under Lieutenant-
Colonel Mathieu Kérékou (1972–90), Benin has proven able to transition 
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to democracy peacefully and then to enjoy political stability through a long 
period of regular democratic elections. Fourth, being deprived of mineral and 
non-mineral resources, the country is apparently in a position to eschew the 
resource curse that has impaired growth and development in many African 
countries endowed with abundant such resources.

The picture appears less rosy, however, when completed by a number of 
hard facts. Ranked among the world’s poorest countries at the time of inde-
pendence (1960), Benin has barely succeeded in improving its position since 
then: although quite volatile, the annual growth of its GDP per capita hardly 
reached 1 per cent, a disappointing performance partly explained by a very 
high population growth rate of close to 3 per cent. In addition, improvements 
in the standard of living have been not only slow but also unequally distributed. 
The coastal cities of Porto Novo and Cotonou, together with their hinterland, 
constitute the growth pole of Benin’s economy. It is in their tiny departments 
that poverty is kept under control, unlike in many other parts of the country, 
where it remains intolerably high. The northern and rather remote part of the 
country, in particular, suffers from neglect, in the form of a lack of critical pub-
lic investments, and this is despite the fact that its political representatives have 
not been consistently deprived of access to the highest levels of state power. 
Not surprisingly, achievements on the poverty front are also dismal since there 
does not appear to have been a noticeable reduction in the incidence of poverty 
during the last decades. Moreover, there is evidence that the severity of poverty 
has increased significantly, as reflected in the decline of the real expenditures 
per capita of the bottom 40 per cent of the population. Since the same holds 
true for income inequality, it can be confidently said that growth in Benin has 
not been inclusive, to put things mildly: the gains from growth have dispropor-
tionately accrued to the top of the living standard distribution.

As could be expected on the basis of the low per capita income growth 
performance, the economy of Benin is afflicted by low rates of labour pro-
ductivity growth throughout most sectors. It is striking that capital per capita 
has contracted over the whole period since 1970. It thus contributed weakly 
to growth of per capita income, which largely resulted from TFP growth. In 
addition, the observed change in TFP largely reflects major changes in the 
sectoral structure of the economy, away from agriculture and towards manu-
facturing and, above all, services. Here, too, the situation is rather worrying: 
while most of the limited overall productivity gains can be attributed to labour 
movements from lower to higher productivity activities, they have come at the 
cost of decreasing productivity in many of the latter activities. In other words, 
no sector emerges as a genuine growth engine. A possible exception is perhaps 
the financial sector, but this has practically no impact on employment. From 
an examination of the evolution of the structure of output, employment, and 
productivity, it therefore appears that most TFP growth is due to net labour 
migration out of agriculture, with no autonomous productivity gains in the 
destination sectors.
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The question that then arises is how Benin came to waste its development 
potential. Any institutional diagnostic of the country must attempt to provide 
an answer to that question. This is the task to which we now turn.

B Two Pseudo-Engines of Growth

A valid starting point is the observation that Benin’s economy has rested on 
two pseudo-engines of growth: the cotton sector and the illegal cross-border 
trade with Nigeria. Cotton is the backbone of the formal Beninese economy, 
representing a large share of its export revenues, tax proceeds, manufacturing 
output, and (formal) employment. As for its contribution to GDP, it is of the 
order of 10 per cent or more. It is well known that the price of raw cotton is 
subject to wild world price fluctuations, hence the need to smooth their impact 
on producers and to diversify the sector by encouraging the production of 
cotton-based textile products. If the former requirement has been satisfacto-
rily met, the same cannot be said of the latter, which raises the whole issue, 
to which we shall return, of the reasons underlying the weak performance 
of the manufacturing sector. Moreover, it appears that over long periods of 
time Benin’s cotton sector has performed much more poorly than its two main 
rivals in West Africa, Burkina Faso and Mali. Thus, after substantial growth 
from 1980 to the mid-1990s, production did not grow for the next twenty 
years, and it even fell dramatically in the mid-2000s. It is only recently that 
production has been able to overtake its 1996 record level.

Because Benin did badly compared to its regional competitors during 
a prolonged period, we cannot account for the erratic performance of its 
cotton sector by simply referring to depressions in world prices or adverse 
weather conditions in the country. More structural factors specific to Benin 
must therefore have been at play. The first thing to note here is that the gen-
eral organisation of the cotton sector does not essentially differ between the 
three main West African producer countries, and producer prices are also 
comparable. Activities ranging from the provision of inputs and credit to 
producers to the collection of cotton seeds and the purchase and ginning of 
their harvests are integrated under a monopolistic structure. Whereas in Mali 
a national company is in command of the whole sector (except production), 
in Burkina Faso and Benin an Association Interprofessionnelle du Coton 
(AIC) is in charge, which comprises several private or semi-private compa-
nies. In the case of Benin, however, the organisation of the cotton sector has 
been deeply unstable until recently. After the demise of Kérékou’s Marxist 
regime, it was subject to periodic stints of privatisation, re-nationalisation, 
and re-privatisation. Behind all of these destabilising moves there has been 
cutthroat competition between powerful men eager to control the sector 
and its juicy rents. And if some stability has eventually returned to the sec-
tor, allowing for its recent improved performance, it is only because it has 
now fallen under the indisputable control of a unique businessman who also 
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happens to be the President of the Republic, Patrice Talon. Talon has been 
nicknamed the ‘king of cotton’ by the people.

By 2019, when Nigeria decided to close its land borders to goods move-
ments, informal cross-border trade (ICBT) had developed into an important 
segment of Benin’s economy. First, Benin had huge unofficial re-exports to 
Nigeria, and second, it fraudulently imported a sizeable share of key imports 
from its big oil-producing neighbour. The illegal nature of this cross-border 
trade, favoured by the porosity of the borders and the heavily protectionist 
policy of the Nigerian government, needs to be stressed: goods re-exported 
to Nigeria, which were legally imported into Benin, faced stiff tariffs or were 
banned from import into Nigeria. At the port of entry in Benin (Cotonou), 
the destination of these goods declared at the customs was either a land-
locked neighbouring country, for which import taxes and customs duties are 
low, or the domestic market. Once customs had been cleared, the goods were 
diverted to Nigeria via a network of informal intermediaries who organised 
their transportation and smuggled them over the border. Similarly, the large 
flow of goods imported by Benin from Nigeria, consisting mainly of products 
that are heavily subsidised in the latter country (oil, in particular), and of 
other consumer, intermediate, or capital goods, were smuggled into the for-
mer country. They thus escaped tariff duties and were sold on the domestic 
market through informal channels similar to those operating in the re-export 
sector. Quite evidently, the illegal character of this trade induced its informal 
organisation.

Dating back to the first oil shock in the 1970s, it is Nigeria’s oil rent which 
fed ICBT: Benin’s re-exports were driven by Nigerian demand, itself heavily 
dependent on oil revenues. On the other hand, Benin’s cross-border imports 
were partly driven by the share of the oil rent that the Nigerian government 
decided to allocate to the subsidisation of its domestic oil prices, thus creating 
a positive income effect for a large mass of the population. In this way, Benin 
shared the oil rent with Nigeria, including through low prices for fuel, and 
its institutions and policies were shaped by a sort of ‘entrepôt state’ strategy 
aimed at transforming the country into a regional trading hub centred on the 
port of Cotonou. Because there was full knowledge that goods imported into 
Benin in a fully official and legal way were to be de facto diverted to Nigeria 
in fraudulent ways (that is, by circumventing Nigeria’s import tariffs), we can 
safely say that Benin’s strategy was not only to tolerate but also to encourage 
the informal, fraudulent re-export trade.

That ICBT has been a major sector of activity in Benin can be judged 
from the following figures: at peak times of the trade, Benin’s estimated 
gross value of imports of products typically destined to be re-exported to 
Nigeria represented more than 25 times the gross value of Benin’s official 
exports to Nigeria (Golub and Mbaye, 2023). Still more strikingly, the con-
tribution of ICBT to Benin’s GDP is estimated to have been in the range of 
10–12 per cent, including customs and other tax revenues (6 per cent of 
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GDP). It has also been a major provider of informal jobs, a direct upshot of 
the labour-intensive character of many activities involved. Seen in this light, 
ICBT seems to have played an important role in the economic development 
of Benin. But there are several flip sides of all these achievements, which we 
mention now.

The first shortcoming of the situation is the presence of effects akin to those 
of a Dutch disease. Strictly speaking, Dutch disease occurs when a boom in an 
export sector (for example, natural resources) causes a decline in other sectors 
(like agriculture or the manufacturing sector) as a result of an appreciation of 
the country’s currency. The consequence is that the country’s other exports 
become more expensive while its imports become cheaper. The latter effect 
causes the domestic production of importables to be less competitive. While 
Dutch disease is most often sparked by the discovery of new natural resources, 
it can also be caused by any development that results in large inflows of foreign 
currency, including a sharp surge in natural resource prices, in foreign assis-
tance, and in foreign direct investment.

In the case of Benin, such Dutch disease-type effects can also be observed 
but, as seen above, the causes are rather different, consisting of a combina-
tion of policies based on trade quotas and tariffs, as well as high oil prices 
in Nigeria, coupled with the use of the resulting rents to illegally import 
re-exported goods from Benin. The latter thus benefits from effectively higher 
export prices in the sector of goods illegally re-exported to Nigeria, and from 
a stronger Nigerian demand for these goods than would be the case under 
a free international trade regime. It also enjoys lower prices for the goods 
which it itself illegally imports from Nigeria and which are subsidised by the 
Nigerian government (oil products, in particular). Such price and quantity 
effects discourage domestic production, as epitomised by the fate of formal 
activities of gas distribution, cement factories, and breweries, which have 
been partly driven out of business.

A second shortcoming arises from the tax losses caused by the informal 
nature of trade transactions based on imports from Nigeria, and the taxes 
foregone as a consequence of the displacement of formal domestic activities 
sparked by these imports. As a third shortcoming, there is the fact that, because 
the illegal trade is carried out on a large scale, bribery and corruption are per-
vasive at each stage of the process. A critical level at which malpractices occur 
is the customs office at Cotonou port facilities: given that it can provide regular 
and considerable rents, powerful people strive to capture this key office and, 
given the high stakes involved, the struggle has been unsurprisingly fierce. It is 
actually revealing that the same man who succeeded in gaining control of the 
entire cotton sector also ended up owning the customs office. Here is another 
facet of the resource curse problem that typically harms countries enjoying 
abundant and valuable natural resources. In this specific case, the valuable 
resource consists of imports that can be re-sold at much higher prices to a vast 
neighbouring country.
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Finally, grounding growth in ICBT is highly risky as it requires two parties 
to play the game of undertaking illegal activities. The risk is especially high 
when the two parties are of significantly different sizes, so that the distri-
bution of bargaining power between them is very unequal. Thus, when in 
2019 the Nigerian government abruptly and unilaterally decided to close its 
land border with Benin, the Beninese government was taken off guard, and a 
critical source of the country’s economic prosperity was disrupted overnight. 
To the extent that ICBT activities are nevertheless pursued, they now involve 
much higher risk premia, resulting in lower profits, lower employment, and 
business failures.

There are two immediate lessons to be learned from the above account:  
(i) Beninese growth has been anchored in two fragile sectors of activity, thereby 
calling into question the sustainability of the underlying development strategy; 
and (ii) the concentration of economic power in the hands of a small clique, 
and even a single businessman, augurs badly for the possibility of a compet-
itive environment. The first problem means that Benin is, and will remain, 
highly dependent on external financing, and on foreign aid in particular since 
its attractiveness for foreign direct investors is low. An ominous sign of its 
excessive external dependence is the rapid growth of its external debt as a 
percentage of GDP after the major debt write-off that took place in the early 
2000s. As for the second problem, it is the more serious because of the close 
connection between business and politics, which is our next point.

C Political Instability and the Confusion between Business and Politics

Politics in Benin has always been characterised by a deep intrusion of business 
interests. This was even true under the Marxist-Leninist regime of Kérékou, 
which was marred by numerous scandals resulting from the lust for private 
wealth accumulation among Kérékou’s ruling inner circle. After the demise of 
this pseudo-socialist regime, came the Renouveau Démocratique (Democratic 
Renewal), with its promise of a more transparent and competitive political 
game that would put an end to kleptocratic practices and blatant favouritism. 
Unfortunately, these hopes were soon shattered as the old game continued to 
be played by new actors. In essence, the political system remained patrimonial, 
in the sense that wealth and power are narrowly intertwined.

At the root of the problem lies the critical role of private financing of elec-
toral campaigns. As has been substantiated in the companion book on Benin, 
empirical evidence shows that firm owners tend to provide financial support 
to local politicians in exchange for policy concessions. The most important of 
these concessions are public procurement arrangements, policy commitments 
aligned with the firm’s interests, and direct appointment to the bureaucracy of 
relatives and other acquaintances of the firm’s owner. Interestingly, it appears 
that their order of importance varies depending on the degree of political uncer-
tainty: when election results are more uncertain as a result of a higher number 

https://doi.org/10.1017/9781009285735 Published online by Cambridge University Press

https://doi.org/10.1017/9781009285735


132 Part II: Lessons from Country Case Studies

of candidates, business firms tend to lay more stress on the second and third 
types of demands. Moreover, their requests for influence and control over the 
recruitment of officers in all sections of the public sector increase. Finally, in 
the absence of what they consider to be a ‘good candidate’, the option of them-
selves running for elections, which amounts to direct state capture, becomes 
more attractive.

In such a context of pervasive attempts at direct and indirect state cap-
ture, it is not surprising that the number of political parties soared to reach 
the astronomical figure of 250 by the late 2010s. This number considerably 
exceeds the number of ethnic groups in the country, although the latter is 
quite large, testifying that many of these parties represented narrower fac-
tions inside ethnic groups or regroupings stretching across clans and based, 
for example, on local and regional identities. Far from being strong organi-
sations articulated around programmatic and ideological platforms, political 
parties are patronage machines led by powerful and wealthy men. Because of 
the large rewards of political power (remember the juicy rents created by the 
ICBT and the cotton sector, in particular), these oligarchs or faction leaders 
(often called ‘Big Men’) are involved in nasty fights that cause a lot of political 
instability in the country. Especially destabilising is the opposition between 
the three main factions composing the dominant ethnic group (the Adja-Fon). 
Perhaps paradoxically, the other three main groups, namely the Yoruba, the 
Bariba, and the Atacora, have continuously played a mediating role which 
has sought to reduce the resulting tensions, whether in an authoritarian (the 
Kérékou regime) or a democratic setting. Behind this political instability are 
the constant manoeuvres and shifting alliances and loyalties (including party 
switching) in which Big Men indulge, depending on their interests as they 
perceive them at particular moments.

In addition to encouraging political instability, the Big Men system has had 
a demoralising effect on the population. People witness a succession of obscure 
political moves and subsequent institutional changes (think of the back-and-
forth movements between the public and private status of the companies or 
agencies in charge of the cotton sector since 2000), as well as scandals whose 
most common manifestations are sheer favouritism, abuse of public positions, 
tax evasion, and the embezzlement of public resources. Accusations of embez-
zlement and rent capture concern not only prestigious construction projects 
but also programmes that are critical for the well-being of the population and 
the long-term development of the country (such as water, electricity, and other 
vital infrastructure projects). Given that most of the misdeeds and cases of 
extortion go unpunished or uncorrected, it is understandable that the popu-
lation nurtures a deep mistrust of public institutions. This is especially true of 
the tax authorities and the judicial system, for which Benin exhibits worse trust 
indicators than many other African countries.

It is too early to tell how much the rise of Patrice Talon to the presidency is 
a game-changer. One thing is certain, however: his chaotic ascent to supreme 
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power, itself a reflection of astute tactical moves based on coalitions and 
counter-coalitions, has been aimed at suppressing instability and establishing 
law and order in the country, at the price of sacrificing democratic principles. 
The difference with the experience of Rwanda, which Talon holds in high 
esteem, is that while Rwanda’s leader is himself the richest businessman in his 
country he also has a reputation of being incorruptible. The story of Talon’s 
rise to the presidency is so revealing of the way politics works in Benin that we 
cannot resist the temptation of telling it to the reader. In order not to break 
the continuity of our general argument, however, we have deferred the story 
to an appendix. Here, we want to stress that, in acceding to the presidency 
after having gained control of the most important sectors of the Beninese econ-
omy, Talon put an end to an era in which political leaders were frontmen 
acting at the behest of powerful businessmen, rather than these businessmen 
themselves. In this sense, the democratic façade behind which the latter could 
previously hide themselves has collapsed to reveal the true nature of Benin’s 
political system.

D Neglect of Critical Public Goods

We have emphasised above some adverse effects of a political system that is 
penetrated by business interests: namely, political instability and the diffusion 
of a culture of corruption and cronyism. We now want to add a number of 
other, equally important, effects. To begin with, the patronage logic governing 
politics implies that priority is given to pork-barrel projects: transfers that do 
not typically benefit the poorest sections of the population, and the delivery 
of local public goods targeted at specific groups. General public goods, such 
as health, education, nationwide communication, and power infrastructure, 
tend to be neglected. It is true that efforts have recently been made to fill some 
of these gaps, yet they still do not reflect sufficient awareness of the critical 
role these factors play in sustained growth and development. Thus, while the 
construction of main roads is essentially financed by external aid (think of the 
two parallel highways linking the southern and northern parts of the country), 
the building of rural, farm-to-market roads in remote areas, which should be 
the responsibility of the national government, has not received the attention 
it deserves. Also, the costs of electricity and telecommunications services are 
generally higher in Benin than in other African countries, and their quality is 
often mediocre. Revealingly, access to electricity is the constraint most often 
cited by economic operators.

The education picture is dismal, as attested to by the catastrophic record 
for literacy achievements: on this front, Benin ranks among the worst per-
formers in the world. Increasing enrolment at both primary and secondary 
levels has been actively pursued during the last decades, yet at the price of 
stagnation – and perhaps even deterioration – of schooling quality (as mea-
sured by learning outcomes). These disappointing results are less of a mystery 
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when we learn that the activities of the teacher training schools in Benin were 
discontinued during the 1990s, which immediately caused a severe shortage 
of teachers in many parts of the country, particularly in the north. There, out-
sized classes (with classes reaching up to 120 pupils in Natitingou), teacher 
absenteeism, and substitution of poorly trained teachers for the missing qual-
ified staff attained unprecedented levels, thereby increasing the inequality 
between the north and the south in terms of the quality of basic education. 
Drastic cuts in the budget of the Education Ministry actually followed a 
policy of fiscal restraint imposed by the IMF and the World Bank within 
the framework of three successive Structural Adjustment Programmes (SAP 
1989–99). More efficiency in the use of the diminished public resources avail-
able was expected by the World Bank, particularly in the form of training 
and upgrading of government staff, yet this did not come about. However 
blame is apportioned for the situation, the resulting discontinuation of 
teacher training schools has been disastrous and in blatant contradiction of 
the World Bank’s sectoral strategy.1

Being deprived of mineral and non-mineral resources, Benin needs to base 
its long-term growth strategy on the emergence and rapid development of sec-
tors that create substantial added value, whether in the processing of agricul-
tural goods, the production of simple manufactured goods, or the delivery of 
services. In the absence of serious investment in human capital formation and 
improvement of physical infrastructure, foreign investors will not be attracted 
to Benin and the country will remain heavily dependent on foreign aid.

E Low State Capacity and Weak Public Management

A political system captured by private interests can negatively affect state 
capacity in several ways. It can lead to the understaffing of administrative 
departments that are not considered a priority by these interests, and may 
even be seen as antagonistic. This seems to be the case for the tax collection 
department, whose size is clearly below that required to function effectively. 
Departments can also be captured through the appointment of ‘yes people’ or 
the exertion of strong pressure on the decision-making process. In Benin, this 
applies to the judiciary, whose officers comply with instructions coming from 
high-level politicians or officers belonging to the executive. It is therefore no 
wonder that people in Benin have a particularly deep mistrust of the represen-
tatives of these two institutions: tax collection officers and judges.

 1 The World Bank actually developed a new sectoral strategy for education (and health) aimed at 
raising literacy and enrolment rates, restructuring the Ministry of Education, improving educa-
tional performance through the distribution of textbooks to pupils and students, encouraging 
parent–teacher associations, the recruitment of contract teachers (with a view to reducing drop-
out and failure rates), and better spatial distribution of teachers, between urban and rural areas 
in particular.
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Moreover, under the influence of various lobbies, different parts of the 
administration and the government may make uncoordinated, divergent deci-
sions that contribute to creating a chaotic and confused legal environment. Land 
laws and their implementation are an example that comes to mind here. In this 
matter, indeed, the reform process has been immensely complex, volatile, and 
non-monotonous. Many changes thus succeeded each other, involving back-
tracking, not only with respect to the provisions of the successive laws but also 
with respect to the institutions in charge of their implementation. Regarding the 
first source of instability, as a result of regular shifts in the relative bargaining 
power of various interest groups, the law has remained largely unpredictable. 
Uncertainty exists about (i) whether and to what extent the current law is going 
to be implemented, and (ii) about whether the current law will be replaced by 
a different law in the (near) future. Some provisions, such as the authorisations 
required to buy rural lands, the obligation to officially record rural land trans-
actions, or the possibility of forcing the owner of uncultivated rural land to rent 
it out, are clearly unenforceable and people do not seem to care about them. 
Others, however, create a genuine uncertainty that can discourage investment, 
particularly in urban and peri-urban areas or in areas where migrants coexist 
with autochthonous populations. To some extent, the issue here is one of mis-
alignment of the law with respect to state capacity: a complex law is enacted for 
which the state does not have the administrative resources required for effective 
implementation. Of course, if the provisions of the law are misguided or super-
fluous, it may turn out that this misalignment is of no direct consequence.2

Regarding the second source of instability, the fact is that many institutional 
choices appear to be the outcome of fierce struggles among rival administra-
tive entities. This is particularly evident at the highest level of the state, where 
there has been constant wavering about whether to assign the responsibility for 
land regulation to the Ministry of Agriculture, the Ministry of Town Planning, 
or the Ministry of Finance. Another example is the strong resistance of rural 
municipalities to attempts to reduce their prerogatives in land matters. Their 
resistance paid off, since the right to deliver attestations of customary owner-
ship, which belonged to the Agence Nationale du Domaine et du Foncier (best 
translated as National Agency for Land Administration) under the 2013 law, 
was shifted to municipalities under the 2017 law. Rural municipalities also 
successfully opposed the complete suppression of sale conventions, through 
the requirement that land transactions must be instantaneously registered by 

 2 For example, we ourselves could verify that informal land rights do not seem to have hindered 
the expansion of pineapple production in the southern part of the country. Active land sale and, 
above all, land rental markets have rapidly developed in response to the new export opportunity. 
The lack of more or less formal land certificates has not been a noticeable problem, and strictly 
informal land deals appear to satisfy the transactors in the area. The only serious reported 
constraint is that, when it is possible, women prefer to let their husband act in their name when 
seeking to access additional land (Broka et al., 2021).
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notaries. Finally, the professional bodies that earn incomes from land regula-
tion – notaries, barristers, architects, and land surveyors in particular – played 
a decisive role in killing the provision of the 2013 law regarding the five-year 
confirmation period during which property rights must be verified.

F Institutional Diagnostic of Benin: A Compact View

Having expounded the critical elements of the diagnostic, we can now take a 
comprehensive view in which the institutional weaknesses of Benin are traced 
back to their deep and proximate causes, and their economic consequences are 
brought into relief (see Table 4.1).

In short, five deep factors ultimately help to account for the key institutional 
weaknesses detected in Benin: (i) a political system that is characterised by a 
neo-patrimonial logic and where there are multiple contenders; (ii) a social 
landscape in which multiple ethnic groups have coexisted for a long time; (iii) a 
geographical/neighbourhood landscape in which small Benin has a long border 
with a big neighbour (Nigeria); (iv) a legacy of centralised management of key 
economic sectors (the cotton export sector, in particular) dating back to the 
colonial period; and (v) the heavy presence of aid agencies, which tend to shut 
their eyes to the dysfunctional aspects of the political system.

Political instability and the lack of long-term economic planning are the 
result of unruly competition and factional bickering between Big Men who 
are uncertain about their political future. This competition is especially fierce, 
and uncertainty especially great, because of the division of the Beninese society 
into multiple ethno-regional groupings. Key state functions are captured by the 
dominating faction(s), resulting in a weak state that is unable to exert control 
over all its administrations, a difficulty that is compounded by a lack of admin-
istrative resources (skills, staff, and equipment). This situation of low effec-
tiveness in the management of the public sector and unfair distribution of the 
country’s rents is not adequately mitigated by the pressures emanating from 
external donor agencies or international (African) institutions. It is not miti-
gated either by pressures to open up key economic sectors (the cotton sector, in 
particular) to competition, owing to a long tradition of public monopoly that 
is easily transformed into private monopoly. As for geography, the presence of 
Nigeria at the border of Benin gives rise to considerable opportunities for rent 
that can be earned through illegal trade.

The main economic consequences are as follows: a spatially lopsided devel-
opment pattern that is, moreover, precarious (subject to external shocks) and 
unsustainable; chronic dependence on foreign resources resulting from slow 
productivity growth and pervasive inefficiencies in the running of the state; and 
a bad investment climate caused by poor governance, widespread corruption, 
and confusing and loosely enforced laws and regulations. Since foreign direct 
investment is therefore deterred, foreign aid is the buoy that keeps the coun-
try’s finance afloat.
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G Policy Implications and Recommendations

Priority attention in any reform process ought to be given to ways of breaking 
the link between politics and business, which is at the root of many institu-
tional failures and economic problems. Since the financing of electoral cam-
paigns provides oligarchs with a privileged channel for influencing politics, 
it should be regulated by law. Here we can think of capping the amount of 
financial contributions to politicians and imposing rules requiring transpar-
ency regarding the amount and the source of donations. The problem with 

table 4.1 A synthetic ordering of the institutional factors impeding Benin’s long-
term development

Deep factors Proximate causes
Basic institutional 
weaknesses

Economic 
consequences

Politics dominated 
by big business

Multiple ethnic 
groups and a 
regional divide

Geography: a small 
country with a 
big and resource-
rich neighbour

Colonial legacy 
of top-down 
management of 
key economic 
sectors (cotton, 
in particular)

Accommodating 
donors

Policy instability 
(1): frequent 
changes in law

Policy instability 
(2): frequent 
changes in the 
organisation of key 
economic sectors 
(e.g., cotton sector)

Lack of long-term 
development 
planning

Elite capture of key 
state functions

Weak state, unable 
to control 
administrations, 
and with 
insufficient 
resources for 
an efficient 
management of the 
public sector

Existence of rent 
opportunities in 
illegal trade with 
big neighbour

Lack of genuine 
competition in the 
cotton sector

Widespread 
corruption and 
cronyism

Weak law 
enforcement and 
legal instability

Weak regulation 
of key sectors 
dominated by big 
business

Low state capacity: 
understaffing or 
capture of key 
administrations; 
poor inter-
department 
coordination

Neglect of critical 
public goods 
(e.g., education or 
power generation)

Opacity of policy 
decisions and 
economic 
management; lack 
of accountability of 
key public agencies

Outsized informal 
sector driven by 
ICBT

Low quality of 
education

Low sustainability of 
the growth pattern: 
weak productivity 
growth; low 
diversification; low 
level and pace of 
industrialisation

Poor investment 
climate

High, rising 
inequality between 
people and regions; 
slow progress on 
the poverty front

Chronic aid 
dependence

Lack of citizens’ trust 
in key institutions 
(the judiciary and 
tax collection)

Vulnerability to 
external shocks
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such rules is that in weakly governed countries they tend to be ignored when-
ever they are enacted. This is illustrated by Benin, where they indeed exist but 
are not strictly enforced. The same restriction probably applies to all rules pre-
scribing rigorous impact evaluations of public sector actions so as to achieve 
greater accountability of major actors at the state level. And it also applies to 
many laws, decrees, and regulations that ban day-to-day malpractices, such as 
the taking of bribes, petty corruption, and money extortion by local officials. 
Thus, although signboards warning against practices of bribery are displayed 
in local police offices, nobody really cares.

Clearly, attacking the key issue of the intrusion of business into politics 
upfront is unlikely to bear much fruit. This is especially true today since the rich-
est businessman in the country holds supreme political authority. More feasible 
reforms should aim at radically transforming the Beninese economy so as to 
increase the average income per head of the population and to anchor growth in 
more sustainable sectors than cotton and the ICBT with Nigeria. Since Nigeria’s 
borders have now been abruptly closed to flows of goods, the latter sector has 
ceased to be a reliable source of incomes and employment for Benin. The path 
forward must therefore be based on a sectoral transformation of the economy 
and strong measures to improve labour productivity in key sectors.

Regarding the first dimension, a realistic strategy consists of promoting 
agro-processing industries outside the cotton sector. This involves: (1) the 
identification of agricultural products for which the country’s natural con-
ditions are appropriate and which can generate enough added value; and (2) 
the integration of their producers and intermediaries into a value chain that 
includes input and credit supply; collection of the produce; and its trans-
portation, storage, processing, packaging, and marketing up to the point 
of the final consumers in rich countries, if needed. In a country like Benin, 
where there are many experienced traders and middlemen (including those 
of Indian or Pakistani origin who criss-cross the country) this is best done 
through a great deal of market activation or facilitation. On the part of the 
state, the main tasks required are the construction and maintenance of rural 
feeder roads, which can be branched off into the main grid, and the effective 
suppression of all of the money-extorting posts on the routes used by pro-
ducers and traders.

Valuable efforts in this direction have actually started to be made. Thus, for 
example, schemes for the production and export of pineapples and pineapple 
products (like juice or jam) have recently been launched under the impulse of 
the present government and with the financial and logistical support of sev-
eral aid agencies and development cooperation programmes (French, Belgian, 
Canadian, etc.). The organisation of the value chain up to a European food dis-
tributing company (the Carrefour chain of supermarkets in France), the high 
quality of the product, and the quick supply response from the farmers in the 
Allada region are important advantages for the success of this initiative. To the 
extent that fertiliser use is almost non-existent in the cultivation of pineapples 
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in Benin, and provided that some logistical and other difficulties are overcome, 
a promising niche is the market for organically produced, fresh pineapples.3 
When pineapples are processed into juice or jam, expansion is mostly con-
strained by foreign competition, especially in the European markets, where 
Chinese and Thai exporters presently enjoy a price advantage. Beninese firms 
must therefore look for closer foreign markets, such as Burkina Faso and 
Nigeria, until they improve their competitiveness (through the development of 
by-products, for example).

Clearly, in the context of a competitive world market dominated by big 
value chains, the government has a key role to play in the detection of prof-
itable opportunities, the organisation of effective linkages with distant mar-
kets, research and development destined to improve the quality of the product 
and uncover promising by-products, and the like. These are complex tasks 
requiring appropriate skills, learning by doing, exposure of management staff 
to foreign experiences, and well-functioning infrastructure (adequate harbour 
facilities, non-corrupt customs, good roads, reliable internet and mobile phone 
services, and a regular supply of electricity).

Increasing labour productivity in industrial ventures is another pressing 
challenge for Benin. This requires not only that more efficient production 
techniques and capital equipment are used but also that better management 
systems are put in place. The most effective way to attain this objective is to 
mobilise foreign direct investment, but that requires, in turn, that governance 
conditions are improved in the country, so as to reassure potential investors.

Finally, one of the most pressing challenges confronting Benin is education. 
If significant efforts have been made to increase enrolment, much remains 
to be done to improve educational quality to reach decent standards, start-
ing with the primary school level. Furthermore, technical and professional 
schools must be created to help fill the prevailing skills gaps in the labour 
market. In the absence of significant improvements in educational quality, it 
is difficult to see how labour productivity can be raised, technical and organ-
isational innovations adopted, and foreign direct investment attracted so as 
to gradually move Benin to the status of an economy with an intensive degree 
of skilled labour, as befits a country that is deprived in terms of mineral and 
non-mineral resources.

Benin is endowed with entrepreneurial people and well-experienced trad-
ers and merchants, as well as a good climate and fertile agricultural lands in 
certain parts of its territory. It has a comparative advantage not only in tradi-
tional products such as cotton but also in new agricultural products that can 
be processed and sold at remunerative prices in the international, regional, and 
domestic markets. In sum, Benin has a strong potential for development that 

 3 In particular, pineapples grown in Benin have a shape and a colour to which European consum-
ers are not accustomed and they are more difficult to transport and conserve than pineapples 
from competing countries (Costa Rica, for example).
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can be unleashed if only the right institutional and policy environment can be 
established. Whether this can be done while the link between business and pol-
itics remains unbroken is a pivotal question. What needs to be stressed is that 
Talon’s accession to the presidency has perhaps changed the rules of the game 
by ending the noxious competition for political leverage between a few oli-
garchs. It will therefore be especially interesting to see how far his regime will 
go towards transforming the economy, controlling corruption, and improving 
the country’s human capital and infrastructure.

It cannot be denied that the main planks of Talon’s reform programme 
closely match our own recommendations. Think of his reforms of the educa-
tion system (with an emphasis on the creation of technical schools and training 
institutions), his plans for infrastructure expansion (including the improve-
ment of the generation and distribution of electricity, considered as a criti-
cal constraint on industrialisation), and his measures intended to diversify the 
economy in the sense of adding value to agricultural and raw material (e.g., 
cotton) products. However, given the concentration of economic and political 
powers in his hands, it is legitimate to ask how he will be motivated to bring 
more competition to key sectors of the economy and fight ‘grand’ corruption, 
rather than only petty corruption and small-scale bribery. In addition, in a 
country where freedom of expression is highly valued and where free elec-
tions and changes of incumbents became a regular feature of the political scene 
during the last decades, the question arises as to how sustainable his undemo-
cratic regime will prove to be.

ii mozambique

A Defining the Question behind the Institutional Diagnostic

Mozambique is a large, sparsely populated country with twenty-five main riv-
ers that empty into the Indian Ocean and that physically divide the country. 
The main river is the Zambezi, which is navigable for 460 km out of a total of 
820 km and flows eastwards across the territory. Located on the east coast of 
southern Africa, Mozambique, whose population is around 30 million, bor-
ders six other countries: Tanzania in the north, Malawi, Zimbabwe, Zambia, 
and Swaziland to the west, and South Africa to the south.

There are several reasons why Mozambique is worth studying, and some 
of these reasons have no doubt contributed to making it an aid darling, like 
Benin, for many donors. First, the country attained its independence late in 
the process of decolonisation, in which respect it is similar to other Portuguese 
colonies in Africa (Angola, Cape Verde, and Guinea Bissau). Moreover, it 
started from a very low base in terms of infrastructural development, edu-
cation, and levels of living of the autochthonous population. Outright chaos 
broke out at the time of independence (in 1975), following the massive out-
flow of Portuguese settlers, who had occupied central positions in every layer 
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of the economy. The country was then the poorest in the world and was in 
blatant need of external assistance. Second, like Angola, Botswana, Namibia, 
and Zimbabwe, Mozambique has been governed by the same party that took 
over after white rule ended (Frelimo). This party historically enjoyed huge 
prestige and legitimacy, and therefore embarked on a nation-building process 
under auspicious circumstances. At the same time, however, it quickly declared 
itself a Marxist-Leninist vanguard party, dedicated to central planning and 
opposed to private sector development. Third, because it has a long coastline 
and has enjoyed the presence and influence of Arab traders for a long time, 
Mozambique has potential in terms of developing trade links, while the prox-
imity of South Africa, and its sizeable and more sophisticated economy, offers 
many attractive opportunities.

To date, however, the hopes placed in Mozambique’s development have 
largely been disappointed: economic growth has been below potential, social 
progress has been slow, structural transformation of the economy has barely 
begun, growth has been unequally distributed across the national territory, 
and dependence on external financing (development aid in particular) has not 
abated. Regarding the first point, it is noticeable that until the early 2000s, 
the donor community generally considered Mozambique a development suc-
cess story: after the end of the internal war (between the ruling Frelimo and 
the opposition party, known as Renamo) in 1992, real GDP growth (per 
capita) was vigorous, easily outstripping the global average and surpassing 
many other countries in the region. This performance reflected the combina-
tion of a return of displaced people to their homes, the rebuilding of private 
and public infrastructure, supported by foreign aid, and private investment 
(domestic and foreign).

The trend was not sustained, however: the pace of real aggregate growth 
peaked at the turn of the new millennium and then slowed moderately during 
the 2000s (when the rate of real per capita growth was equal to 3.4 per cent 
per year). As a result, Mozambique is no longer a star growth performer and 
lags behind its peers in the region (Ethiopia, Ghana, and Tanzania). Similarly, 
if particularly strong gains were obtained on the poverty front in the immedi-
ate post-conflict period, less impressive gains have been recorded since then. 
Mozambique thus remains a very poor country by any measure. In 2017, it 
ranked 180 of 186 countries in terms of real GDP per capita, and 180 out of 
189 on the United Nations’ Human Development Index.

During the decade starting in the late 1990s and ending in the late 2000s, 
Mozambique showed a promising trend, characterised by vigorous growth in 
the manufacturing sector, dominated by large-scale capital-intensive invest-
ments (particularly in the Mozal aluminium smelter), and by robust service 
sector growth. Then a turning point was reached, which was triggered by 
important foreign direct investments in the natural resources sector, mainly 
coal extraction and natural gas development, following the discovery of abun-
dant reserves in Cabo Delgado. The same period also witnessed a rapid growth 
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in private services, financial services included, but a declining trend in the con-
tribution of agriculture to growth.

Much of Mozambique’s growth has been fuelled by significant inflows 
of foreign exchange, both public and private. These inflows have gener-
ated spillovers, either directly into consumption – total consumption has 
consistently equalled about 90 per cent of GDP– or indirectly into income 
through investment. Moreover, their pattern has shifted increasingly towards 
capital-intensive natural resource investments, and it seems highly likely that 
this trend will persist in the foreseeable future. What is worrying is that the 
economy seems to have become less diversified over time, as revealed by the 
shifts in the composition of its exports. Thus, manufacturing exports (alumin-
ium) plateaued by the later 2000s, while, starting roughly in 2010, natural 
resources exports (mainly coal) have quintupled in value and now account 
for around 50 per cent of all exports. Correspondingly, there is a relative shift 
towards lower value-added exports.

Finally, the authorities, in spite of the consistent political domination of the 
Frelimo party, have signally failed to reduce regional disparities and to there-
fore tame the resentment of people who do not live in the country’s prosperous 
south. This failure is tragically attested to by the insurgency that broke out in 
Cabo Delgado in 2018.

B Difficult Initial Conditions

Modern Mozambique was born in especially difficult circumstances, not only 
because of the sudden departure of 80 per cent of the Portuguese settler pop-
ulation but also due to its geopolitical position in the context of the Cold 
War. The situation was complicated by the fact that Frelimo, which led the 
liberation war against the colonial power, came to exert a decisive political 
influence when the new People’s Republic of Mozambique was founded and 
proclaimed as a one-party socialist state. This posed immediate threats to 
Rhodesia and South Africa, which feared a Communist presence on their bor-
ders. Furthermore, the decision of the Mozambican government to enforce 
UN sanctions against Rhodesia in 1976 increased regional tensions, so much 
so that Rhodesia and South Africa moved to support and finance Renamo, 
the movement opposed to Frelimo’s socialist orientation and whose leadership 
came from the centre of the country. After Zimbabwe (formerly Rhodesia) 
attained independence in 1980, the apartheid regime of South Africa continued 
to stir ethno-regional differences and grievances in Mozambique, and it turned 
Renamo into a significant military force capable of disrupting and sabotaging 
facilities in large parts of the country. The war rapidly escalated and Renamo’s 
ruthless warfare contributed to undermining Frelimo’s nation-building efforts 
and to destroying valuable infrastructure.

It was only in 1992, following the demise of apartheid in South Africa, 
that a peace treaty was eventually signed between the two contending parties, 
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thereby opening the way to less chaotic progress and a more stable secu-
rity situation. Two years later (1994), the first multi-party elections were 
organised, which, like all the subsequent ones, confirmed the domination of 
Mozambican politics by Frelimo. Simultaneously, as an aftermath of the col-
lapse of the Soviet empire, the international environment was dramatically 
modified, and Frelimo was forced to change course. Suddenly deprived of its 
main external financial support, the government had no other choice than to 
turn to Western donors (beyond the Nordic countries of Europe, which had 
been present much earlier) and to accept the free-market policies which they 
imposed. This implied the forsaking of the central planning strategy centred 
on import substitution and the forced mechanisation of agriculture, which 
Frelimo actively pursued after its transformation into a Marxist-Leninist 
party in 1977. Aid then flowed to the country which was now widely per-
ceived as a donor darling.

Why is it that the strong growth that ensued, largely as a result of the return 
of a large number of refugees, did not lead to a significant structural trans-
formation of the economy and to sustainable growth at the same level? And 
why is it that it did not lead to noticeable social achievements, greater national 
integration, and deep institutional change? This is the question that we now 
want to address. In order to answer it, we need to lend special attention to geo-
graphical and political factors, which appear to have had a determining impact 
on policies and institutions.

C Geographical Constraints

A basic fact about Mozambique is its low population density: equal to 
40 people per square kilometre of land area, which is perceptibly lower 
than the average for sub-Saharan Africa (48 people per square kilometre), 
itself much below that observed for East Asia and South Asia (excluding 
high-income countries) – respectively, 131 and 389 people per square kilo-
metre (United Nations Food and Agriculture Organisation and World Bank 
data). An immediate consequence of a low population density is the high 
per unit cost of providing and maintaining infrastructure (transport, tele-
communications, electricity, etc.), and of delivering public services. It is 
therefore no wonder that sub-Saharan Africa generally has a low density of 
paved roads, particularly rural roads, and a low density of railways links. 
Nor is it surprising that in remote areas the communication links that exist 
are often badly maintained, and, as a result, the operating costs of the 
vehicles tend to be abnormally high, with adverse effects on the efficiency 
of transport services (see Platteau, 2000: Chap. 2). Equally serious are the 
effects of low population density not only on the amount and quality of 
health and education services but also on the amount and quality of other 
state-provided services, such as agricultural extension, training, irrigation, 
and various support services to farmers and small-scale entrepreneurs. 
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Quality is affected insofar as it is difficult to attract skilled labour to iso-
lated places that lack many of the amenities that can be found in areas of 
higher population concentration.

All of these forces arising from the same fundamental cause, low population 
density, help explain why distant areas in which the population is highly scat-
tered are backwards and remain so. High transaction costs – transportation 
and communication costs, in particular – are responsible for low human cap-
ital development and slow economic growth, which themselves tend to deter-
mine such high costs. Behind the nasty feedback effect that causes low-level 
trap equilibria in remote areas, two mechanisms (at least) are at work. On 
the one hand, out-migration resulting from a lack of economic opportunities 
raises the per unit costs of public goods and services even further and, on the 
other hand, slow growth implies that business activities are not brisk enough 
to create a strong demand for transportation and communication, as well as 
for training, irrigation, and extension services. In rich countries, the vicious 
circle just described may be broken because income redistribution between 
different regions is both more affordable and better organised, and public ser-
vice delivery to isolated areas is often subsidised by taxpayers living in thriving 
urban environments.

The tendency of poor countries to neglect maintenance of infrastructure, 
which was pointedly stressed by Alfred Hirschman (1958) a long time ago, is 
certainly verified in the case of Mozambique. Routine maintenance is gener-
ally delayed and migrated from the recurrent to the investment budget, where 
donors are more likely to help finance major rehabilitations once the infra-
structure has degraded substantially. This sort of last-minute rehabilitation is a 
much more costly solution than regular maintenance, both in terms of the civil 
engineering work itself and in terms of vehicle operation costs (since the infra-
structure remains degraded for a longer time). In addition, major rehabilitation 
work is not easily contractible to small local firms, which thereby miss precious 
opportunities to earn incomes and accumulate professional experience. The 
latter argument applies particularly to rural road networks.

In Mozambique, the problem is actually aggravated by two circumstances. 
First, not only is the country sparsely populated, especially in its central and 
northern part, but its space is also physically divided by numerous rivers. The 
resulting fragmentation makes its spatial integration by means of communi-
cation infrastructure comparatively costly. Second, the southern, richer, part 
of Mozambique, in which the capital city (Maputo) is located, is close to a 
large and economically more dynamic country, namely South Africa. It is no 
exaggeration to say that Mozambique’s south is much more tightly integrated 
with South Africa than with the central and southern parts of the national 
territory. This situation is a historical legacy of the colonial period, during 
which Mozambique was treated as a transit country. Since its transport infra-
structure was built primarily to serve mining and farming activities in the much 
larger economies of South Africa and Rhodesia, the rail and road networks ran 
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east–west, with little communication infrastructure to support north–south 
traffic.4 Moreover, there were few rural roads linking farms to markets, and 
those that there were, were quite distant from each other.

The post-independence period did not bring any major change to the unbal-
anced distribution of communication links. Thus, large trunk roads in the east–
west corridors were financed by donors whose priorities rested on estimates of 
internal rates of return, themselves narrowly dependent on vehicle operation 
costs. Furthermore, small rural roads and feeder roads received only a small 
share of the budget for the construction and maintenance of roads. After the 
first free elections were simultaneously held in Mozambique and South Africa 
in 1992 – no doubt a consequence of the end of the Cold War and the demise 
of the apartheid regime – borders and trade flows between the two countries 
were reopened, leading to increasing economic integration between southern 
Mozambique and South Africa. An important upshot of this is that Maputo, 
the capital city of Mozambique, where a modern urban elite and the country’s 
middle class are concentrated, is much closer to the agricultural heartland of 
South Africa than to its own rich farmland in the central and northern prov-
inces. Encouraged by low transportation costs (and also massive corruption in 
the customs services), the demand for agricultural and other consumer goods 
has been consistently directed towards South Africa.

Geographical factors and the absence of vigorous policies aimed at redress-
ing the ensuing imbalances have therefore created a situation in which the 
interests of the domestic industrial and service sectors have been continuously 
disregarded. South African supermarket chains distributing South African and 
Asian products have thus expanded into all provincial capitals to cater to the 
needs of city dwellers in Mozambique, and even staple foods are imported in 
this way. In short, the urban middle class of the country has been de-linked 
from its own agriculture and this process of distorted integration is deepen-
ing over time. As a matter of fact, with infrastructure investments (especially 
around Maputo) concentrated at the starting point of a new corridor leading 
to Durban, the connection between southern Mozambique and South Africa 
will only become closer, at the expense of the central and southern regions. 
The consequence seems inescapable: inter-regional inequality is bound to grow 
and national integration to become increasingly difficult.

In this context, the question as to whether the recent discovery of massive 
reserves of natural gas in the Rovuma Basin off the coast of Cabo Delgado (in 
2016) can be a game-changer appears highly critical. This external shock offers 

 4 The changing locations of the capital city of Mozambique are interesting in this regard. It was 
first established in Ilha because of economic links with Goa (in India), which Portugal ruled for 
451 years, until 1961. The declining importance of the Indian trade and the growing importance 
of South Africa, especially after gold was discovered in 1860, caused the southward movement 
of the capital city to Lourenço Marques, which is located near the southern end of the country 
and positioned within 120 km of the borders of South Africa and Eswatini (Swaziland). After 
independence, in 1976, Lourenço Marques was renamed Maputo.
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a golden opportunity to redistribute income-earning and employment opportu-
nities towards the northern part of the country, and thereby stop the national 
disintegration just described. At the same time, however, we know too well 
that golden opportunities of this kind can easily turn into a natural resource 
curse, as so many African countries in similar situations have experienced. 
Unfortunately, the omens are not good because escaping the curse requires a 
government that will take decisions driven by long-term considerations and by 
the general interests of the population, rather than by the selfish interests of 
an elite living in the southern part of the country. The recent insurrectionary 
events in Cabo Delgado suggest that at least part of the local population holds 
a pessimistic view that sees such a requirement as unlikely to be met. In order 
to make our own assessment, the next step is naturally to look at the way 
politics functions in Mozambique and, in particular, how it relates to business 
interests – and with what consequences.

D Politics and Business

As pointed out earlier, defining features of the post-independence political 
regime in Mozambique are: (i) the initial merging of the Frelimo party with the 
state; and (ii) the continuous domination of the same party even after multi-
party elections were organised. As a result, an enduring one-party state has so 
far presided over the destiny of the country. In theory, this could help promote 
development by prompting the leadership to design and implement a unified 
long-term strategy of investment, growth, and social advancement. But the 
same conditions can also have the effect of undermining this capacity if the 
lack of political contestation prevents the correction of wrong-headed policies, 
or if they cause political rulers to be more concerned with tightening their 
grip on power and preserving the accompanying economic privileges than with 
increasing the well-being of the population. To look into this matter, we need 
to distinguish between the period when a socialist state was in place and the 
subsequent period of formal democracy.

When Frelimo acceded to political power at independence, it embarked on a 
programme of radical change based on Marxist-Leninist principles. Practically, 
this meant discouraging private initiative, adopting protectionist policies and 
the import substitution strategy, as well as transforming the agricultural sec-
tor into one based on large-scale mechanised farms. This approach rapidly 
proved to be a failure, which was officially recognised at the Fourth Party 
Congress in 1984. Because of the situation of war into which the country fell, 
however, there was no immediate effect of this reckoning. Policies were not 
re-orientated – in particular, the contemplated shift from socialist agriculture 
to a strategy centred on the development of small-scale peasant farming.

A more important turning point was reached in the 1990s when liberal-
isation and privatisation policies came about in the wake of the Structural 
Adjustment Programmes (SAPs) conceived by the World Bank and the 
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International Monetary Fund (IMF). The separation of economic and political 
powers, merged by design during the immediate post-independence period, was 
then on the cards. Yet, instead of being mitigated or suppressed, the interpen-
etration of business and politics was actually reinforced. Privatised enterprises 
were taken over by party members, civil servants, and army officers, thereby 
ensuring de facto continuity with the previous state of affairs. This strategy was 
justified by the almost total absence of an experienced and independent business 
class in the country, and by the need to prevent the return of foreign capitalists, 
foremost among whom were Portuguese and South African business firms or 
groups. Its effectiveness was nonetheless doubtful inasmuch as a fraction of the 
new private entrepreneurs went broke or quickly liquidated their assets, and it 
is revealing that other entrepreneurs who continued their activities struck deals 
with foreign partners who possess the required skills and capital.

Whichever is the case, it bears emphasis that most new firm owners, some 
of whom acquired the public assets at very low prices, benefitted from some 
sort of exclusivity (such as a licence, a quota, or a contract for supplies to the 
government). When they were not closed down, therefore, public companies 
were simply transformed into private monopolies that continued to depend 
on government protection for the preservation of their privileges. Profits were 
(and remain) especially high in trade in imported consumer goods and exports 
of primary products, tourism, and construction activities stimulated by land 
development and privatised real estate. The privatisation process was ques-
tionable in terms of efficiency but equally from the standpoint of equity. This 
is not only because the emerging group of private firm owners was overwhelm-
ingly made up of government officials and public servants, but also because 
entrepreneurs with ties to the opposition were consistently excluded.

The pattern of business–politics relationships is thus one in which big 
business is organised by politicians, rather than the other way around (big 
business exerts a strong influence on politics by financing the campaigns of 
politicians). As there is no credible alternative political force, Frelimo is in 
a comfortable position that allows it to continuously lock in the political 
allegiance of the business community. Being deprived of the possibility of 
hedging their bets by financing the campaigns of multiple political parties, 
members of the business elite of Mozambique have their privileges narrowly 
tied to Frelimo’s continuing in power. The Frelimo machine is oiled by their 
money, which includes donations by foreign business partners and associ-
ates, but that money itself is obtained thanks to egregious advantages dis-
pensed by the party’s top brass.

Why is it that Frelimo has enjoyed, and continues to enjoy, such a strong 
incumbency advantage? The answer is twofold. For one thing, Renamo, its 
main rival, has difficulties attracting many voters, especially the young, owing 
to excessive centralisation of its party machine. And, for another thing, elec-
tions tend to be manipulated through fabrication of the list of candidates and 
voters register, intimidation during campaigns and on the day of the election, 

https://doi.org/10.1017/9781009285735 Published online by Cambridge University Press

https://doi.org/10.1017/9781009285735


148 Part II: Lessons from Country Case Studies

as well as through manipulation of the results achieved by stuffing ballot boxes 
and tinkering with the final tabulations. The tampering with the democratic 
process is made easier by the limited access of independent (external) observers 
to the different stages of the elections. The end outcome is that elections in 
Mozambique are not free and fair, and most observers agree that the situation 
is not changing for the better.

Does the above account mean that there is no stiff competition in 
Mozambique’s political arena and that, as a result, its political leadership is 
able to ensure the continuity of the country’s development strategies? The 
answer is negative since, inside Frelimo, various factions fiercely fight for access 
to power positions. Financial strength being a key determinant of the ability 
to rise within the party’s machine, this elite rivalry creates a fertile ground for 
the spread of money politics and influence peddling. Thus, if the control of the 
state allows privileged access to capital accumulation and juicy rents, it is con-
ditioned by the control of Frelimo, as witnessed by the fact that the president 
of Frelimo almost automatically becomes the president of the republic, and the 
party’s candidates for parliament are appointed on the basis of blocked party 
lists. There is no such thing as dynastic power, so that the struggle between dif-
ferent political barons, each with his own support network of business people 
and other allies, is a play for high stakes.

It is thus at the level of the primaries, which is an internal affair, that eco-
nomic leaders choose which alliances they wish to enter into, hedging their bets 
with a view to reducing future risks for their businesses. On the other side of 
the bargain, those inside the party who want to stay in central party organs 
and obtain high offices in the government need to raise funds both to finance 
the party and to capture votes at the primaries. Vote-buying therefore lies at 
the heart of primary elections in Mozambique, and it has become common 
practice only because of the complicity of the courts, which shut their eyes 
to corruption and other illegal acts. A portentous upshot of the internal ten-
sions inside Frelimo provides an answer to a question that was raised earlier: 
despite the existence of a de facto one-party state, there is no guarantee of 
policy continuity over time. The possibility of the instability of development 
strategies is illustrated by the difficult transition from President Guebuza to 
President Nyusi, who was not Guebuza’s preferred candidate and had a differ-
ent approach to policy and reform.

Clearly, the most important potential advantage of a regime founded 
on an overwhelmingly dominant party has not materialised in the case of 
Mozambique. Changes at the level of the presidency can cause significant shifts 
in development-related policies, can explain the piecemeal approach to pol-
icy formulation, as well as major rotations of personnel in government and 
leading positions in the public administration. Moreover, in the very logic 
of political patronage and crony capitalism, members of the government are 
inclined to view their ministry as their own fief: that is, they see it as a source 
of rents that should naturally accrue to them for personal appropriation and 
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for redistribution to the network of their supporters, brokers, and financiers. 
In these conditions, strategic information-sharing and coordination between 
different parts of the executive tend to be obstructed, with the effect of seri-
ously impairing the effectiveness of development policies. To this shortcom-
ing of political patronage must be added another one, better known among 
economists: it fosters pork barrel projects, private transfers, and local public 
goods at the expense of public goods that are in the general interest, such as 
education and health.

Finally, it must be emphasised that the onset of extractive industries and, 
subsequently, the awarding to international companies of exclusive rights to 
explore and exploit oil and gas reserves in Cabo Delgado (in 2006), followed 
by the confirmation of the existence of plentiful reserves of natural gas (in 
2010), have created new rent opportunities, real or anticipated, that have con-
siderably raised the stakes involved in the struggle for political power and 
influence. It is probably no coincidence that the trend of an improvement in 
governance indicators was reversed after the occurrence of the aforementioned 
shocks to the economy. More specifically, it is hard to dissociate from the ‘pre-
boom curse syndrome’ scandals such as the hidden debt scandal (2016), which 
has deeply affected both the economic and political climate in Mozambique 
and the country’s relations with the international community. Corruption, cro-
nyism, and money politics, which pose a genuine danger to the vitality and 
sustainability of the economy, are unlikely to recede in the new rent-prone 
environment. This is especially true because of the weakness of anti-corruption 
institutions and their lack of independence from political influence.5

E Institutional Diagnostic of Mozambique: A Compact View

Having expounded the critical elements of the diagnostic, we can now take 
a comprehensive view in which Mozambique’s institutional weaknesses are 
traced back to deep and proximate causes, and their economic consequences 
are brought into relief (see Table 4.2). Bearing in mind the analysis presented 
in the three sections above, the factors featured in the table, as well as their 
chosen location, are almost self-explanatory.

The deep factors, which ultimately account for the key institutional 
weaknesses detected in Mozambique, can be distilled down to five. The first 
and second are the binding constraints born of the physical and human 

 5 To be more precise, in the final years of Guebuza’s second term, three semi-public entities took 
out over US$2 billion in loans from private foreign banks without submitting them to the Assem-
bly for approval, even though they greatly exceeded the limit placed on government borrowing 
by the relevant annual budget appropriation bill. These three entities were owned and controlled 
by a very small group of individuals and were very closely linked to the security sector. When the 
existence of the loans became public, the IMF suspended its support to Mozambique, and much 
foreign aid, including all direct support to the state budget, was frozen or significantly reduced.
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table 4.2 A synthetic ordering of the institutional factors impeding Mozambique’s 
long-term development

Deep factors Proximate causes
Basic institutional 
weaknesses

Economic 
consequences

 – Physical and 
human geography 
(1): low 
population density

 – Physical and 
human geography 
(2): proximity to a 
big and 
sophisticated 
economy

 – Colonial and 
geopolitical legacy: 
a one-party state, 
initially socialist, 
inheriting a  
situation of 
widespread  
poverty

 – Natural resources 
endowment:  
natural gas

 – Critical dependence 
on external finance: 
aid and foreign 
direct investment

 – Large inter-
regional 
disparities

 – Fusion of 
politics and 
business, with 
an upper hand 
for politics

 – Continuation 
of one-party 
state, with 
internal 
competitive 
clientelism

 – Weak policy 
continuity

 – Lack of 
separation 
between 
executive, 
legislative, and 
judiciary

 – Weak national 
integration and 
strong centrifugal 
tendencies

 – Widespread 
corruption and 
cronyism, and lack 
of transparency and 
serious auditing

 – Low state capacity: 
poor coordination 
between 
departments and 
low administrative 
skills

 – Low state capacity: 
inability to  
implement  
announced plans 
and strategies

 – Lack of sufficient 
attention to critical 
public goods  
(e.g., education and 
health)

 – Lack of an 
inclusive growth 
engine and 
lopsided 
development 
pattern

 – Slow poverty 
reduction and 
rising 
inequalities

 – Low level of 
domestic savings 
and inefficient 
financial sector

 – Low quality of 
education and 
health

 – Poor investment 
climate

 – Chronic aid 
dependence

 – Vulnerability to 
external shocks

geography of the country, consisting of low population density and prox-
imity (on the southern border) to a big and more sophisticated neighbour. 
The third factor is the legacy coming from the colonial period, and the geo-
political situation of Mozambique. What we have essentially in mind here 
is the one-party state born of the liberation struggle, the socialist approach 
to growth and development that it initially took, and the context of Cold 
War tensions that it had to face. The fourth factor is the presence of rich 
natural resource endowments, mainly in the form of natural gas reserves, 
which have been discovered rather recently. And the last factor is the critical 
dependence of Mozambique on external finance for its continuation and 
development. Among the sources of external financing, aid occupied pride 
of place until the discovery of gas resources. From then on, foreign direct 
investment has assumed growing importance.
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The way the chain of causation unfolds from these deep factors to lead to 
the economic liabilities which we observe today can be seen in the table and 
directly linked to the preceding discussion. It is nevertheless important to stress 
that if the proximate causes can be usefully explained in the light of the deep 
factors, they are not mechanically determined by them. If this were the case, 
there would be no ground for formulating policy implications as we do in the 
next and last section. Thus, for example, the adverse effects of low popula-
tion density on remote areas could have been mitigated if the government had 
chosen to take steps towards countering them, instead of letting market forces 
freely operate. This would have allowed the populations inhabiting these areas 
to benefit from better services like education, health, and agricultural infra-
structure and extension. To take another example, the fusion of politics and 
business in the framework of an overwhelmingly dominant party could have 
given way to a more genuinely democratic regime if the authorities had chosen 
to bring more competition into the political arena, instead of confining it to the 
internal space of Frelimo.

As a last illustration, we can cite the country’s tight dependence on external 
finance. Here, the government could have decided to be more autonomous 
vis-à-vis external forces and international organisations and donors if it had 
chosen to tax its well-to-do people more effectively. Admittedly, such a step 
would have been difficult to take soon after independence, when Mozambique 
was in a formation state and in the midst of a nasty war that was not of its own 
making. At a later stage, however, the emergence of a prosperous group of rich 
businesspeople, state officials, and middle-class residents of big cities, such as 
Maputo, opened up the possibility of taxation and income redistribution to 
the benefit of the rest of the population, and the poor in particular. That this 
course was not followed can obviously not be blamed on deep factors.

F Policy Implications and Recommendations

An important policy implication of the diagnosis proposed is the need to 
correct the disequalising effects of market forces in the form of growing 
inter-regional disparities and increasing income inequality. Two lines of 
reforms spring to mind. First, infrastructural investments aimed at better con-
necting the poor central and northern parts of the country to its much more 
prosperous south should become a major plank of any comprehensive devel-
opment strategy. There is a strong argument for creating a single Ministry of 
Infrastructure Development, which would be fully dedicated to a task that is 
presently split over separate ministries, such as Health, Education, Transport 
and Communications, Agriculture, Public Works, and Energy and Mineral 
Resources. Such a step would help bring forth a more coherent and unified 
approach to infrastructure development.

Second, a core element of any growth strategy should be the active support 
of small- and medium-scale agriculture and agro-processing activities in areas 
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where land is of a sufficient quality. Moreover, special attention ought to be 
paid to the central and southern parts of the country, where such lands exist, 
so that both inter-regional and personal income inequalities, as well as poverty, 
are simultaneously reduced. To be effective, this strategic orientation requires 
the reinforcement of the institutions in charge of the delivery of agriculture 
services, including irrigation, credit, training, supply of modern inputs, and 
marketing outlets, of the support for the development of appropriate technol-
ogies used in the processing of agricultural products, and of the dissemination 
of more efficient storage and distribution technologies.

In terms of infrastructure, priority should be awarded to the construction 
and maintenance of farm-to-market and feeder roads, which are presently 
underdeveloped. Regarding credit to smallholders, the creation of a lower-risk 
agricultural bank, such as is found in many developing and developed coun-
tries, must be seriously contemplated. Loan guarantees are a pivotal issue here, 
and it is therefore essential to analyse it carefully. In particular, are the posses-
sion rights of Mozambican farmers sufficient to enable them to use their land as 
collateral to obtain credit? If not, is there any conceivable alternative collateral, 
such as standing crops, that could avoid the costly step of formalised land titles? 
Regarding agro-processing, focus must be on the transformation of products, 
such as fruits and vegetables (baby corn, green beans, citrus fruits, bananas, and 
mangos), cereals (maize and related products, sesame), and cut flowers.

All of the above requirements will not be met unless competent national 
and regional agencies for project identification and appraisal are put in place 
and receive the support of local bodies and NGOs with experience of grass-
roots development elsewhere in Africa. In this regard, two remarks deserve 
to be made. To begin with, it is important that public resources are not allo-
cated based on a mechanical fixed-rates criterion. In Mozambique, debates 
about the budget shares to be allocated to different sectors are often reduced 
to references to various international declarations, such as the 2003 Maputo 
Declaration and the 2014 Malabo Declaration. According to these declara-
tions, 10 pre cent of the total state budget should be allocated to agriculture (it 
was 5.7 per cent in 2018). Instead, the allocation of the budget should be based 
on explicit socioeconomic criteria and the ensuing analysis should demonstrate 
the ability to achieve targeted outcomes in line with established policy goals. 
This is a complex exercise since expenditures in education, health, energy, 
roads, bridges, transportation, communications, rural commercialisation, and 
many other sectors all interact with, and impact on, agriculture. For instance, 
the promotion of tourism and agro-tourism, the production of electricity from 
hydropower and natural gas plants, as well as transportation services, are 
activities that could easily be expanded in the wake of, or concomitantly with, 
agricultural growth. Finally, in a longer-term perspective, and given the risks 
of climate change for agricultural production, it is imperative to develop clear 
adaptation strategies and technologies that are environmentally friendly and 
resilient to climate shocks.
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The second remark is related to the necessity to avoid a top-down approach. 
Effective development of smallholder agriculture will not be achieved unless 
rural communities are involved in more than perfunctory ways. More con-
cretely, they should not only be consulted by specialised agencies in charge 
of agricultural development, they ought also to be key actors in the establish-
ment and operation of local institutions intended to solve their most pressing 
problems, such as how to store and dispose of their harvests most profitably, 
how to ensure proper maintenance of local public goods (e.g., roads, irrigation 
and draining facilities, collective granaries), how to secure supplies of critical 
inputs, how to organise training in such a way that it does not disrupt their 
ordinary activities, and so on. It is at this low but essential level that the con-
tribution of NGOs can prove most useful.

Besides the need to correct for growing inequalities, it is hard to see how 
the country’s development potential could be better mobilised in the absence 
of serious measures aimed at combatting the most egregious dysfunction of 
the prevailing political system. This is the most difficult task and, obviously, it 
cannot be tackled upfront because any direct reforming attempt is certain to 
arouse the stubborn resistance of the entrenched ruling elite, whose interests 
would be unavoidably harmed. This said, even though it will be difficult to 
break the link between politics and business, the hope of mitigating its worst 
effects must be actively entertained. Below, we suggest some measures in this 
direction.

The effective separation of the executive, judicial, and legislative powers 
is an objective that should not be lost sight of. Limiting our attention to the 
judiciary, an important first step would be to create an additional post of pres-
ident of the judiciary. Instead of being appointed by the president of the repub-
lic, the president of the judiciary should be elected by all judges, whose votes 
would have equal weight, so that no one would have special voting powers. 
He or she would be barred from fulfilling the standard jurisdictional function 
of the courts, and his or her mandate would be of limited duration (four to five 
years) and would not coincide with the years of presidential and parliamen-
tary elections. A body for oversight and control could be elected for the same 
period as the president of the judicial power. Composed of judges acting col-
lectively to approve the way the budget of the justice department is allocated 
and to manage complaints, its members would represent, in due proportions, 
different areas or courts, but not different categories of judge. Following this 
recommendation, the president of the Supreme Court would keep the position 
of primus inter pares but would not represent the judicial power.

As much as possible, laws should be enacted that prevent the use of public 
funds or resources for campaigning purposes. The best way to ensure proper 
law enforcement is to guarantee the freedom of the press and its right to exert 
pressure on the government and other public agencies for maximum transpar-
ency and accountability. This should also apply to other forms of regulation 
and contracts, in particular those that involve large sums of money. In this 
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respect, it is advisable to establish a public company charged with the task 
of exploiting and extracting hydrocarbons on a large scale and in the general 
interest of the population. A competitive and transparent policy in line with 
best international practices should be developed to hire managers, engineers, 
and other professionals. Also, the public company should be managed in an 
autonomous manner, implying that it should be immune to any direct politi-
cal interference. It should be supervised by an administrative board, which in 
turn operates under a transparent management system. The participation of 
new international companies competing in the exploration and production of 
hydrocarbons should be kept open.

Genuine decentralisation must be pursued on the basis of the approval by 
the parliament (April 2019) of three bills providing for the election of provin-
cial governments and assemblies, and the creation of a secretary of state for 
each province. Since the stated goal of these initiatives is to further democratise 
and empower local levels, it is critical that these reforms do not end up in a 
situation where the position of provincial state secretary offsets the political 
power of provincial governors (who are locally elected).

Given the pivotal role of human capital accumulation for long-term devel-
opment, efforts to improve education quality must not be spared. The present 
state of affairs is unsatisfactory, in part because pupils and students are too 
often allowed to graduate at higher levels while they do not actually satisfy 
the minimum standards officially required. Class and teacher attendance needs 
to be tightly monitored and mechanisms need to be created to allow for the 
denunciation of attempts to buy certificates. Mutatis mutandis, the same prin-
ciples apply to the health sector where, in addition, the Ministry of Health 
(a normative and regulatory body) ought to be separated from the National 
Health Service (the implementing agency) to avoid evident conflicts of interest.

Our last point concerns the dependence of Mozambique on foreign aid. 
What we wish to stress is that the government must be able to assess and 
address the concerns of donors while taking into account the general inter-
ests of the country. This implies that it has the capacity to balance the con-
flicting interests of different foreign countries (as different as China and the 
USA) against Mozambique’s long-term goals. The possibility must there-
fore be accepted that aid offers are rejected when they are not in line with 
national policy and plans. This has concrete implications. In particular, the 
Foreign Service should be strengthened so that all aspects of foreign policy 
can be brought to bear on relations with foreign countries. Furthermore, 
transparent rules of the game based on clear and objective criteria must be 
laid down for all foreign investments (public and private), and they should 
be duly implemented. Such measures will not achieve their purpose if there 
is no strong interface, chaired by the prime minister, between key coordi-
nating ministries and sector ministries, such as the Ministry of Industry and 
Trade, the Ministry of Energy and Mineral Resources, and the Ministry of 
Agriculture and Rural Development.
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appendix: the career of patrice talon

Patrice Talon’s business career started with the provision of inputs in the cot-
ton sector, where he quickly acquired a dominant position. His control over 
the cotton industry was followed by the creation of ginning factories at the 
time the sector was liberalised in 1990, and later by the acquisition of the 
factories initially operated by the national company (SONATRA) at the time 
it was dismantled in 2008. The success of the former operation owed much to 
the support he brought in 1991 to the election of President Nicephore Soglo, 
previously a World Bank official, and the success of the latter to his shift of 
allegiance in favour of President Thomas Boni Yayi, a former governor of 
the West African Bank for Development. Since Yayi was opposed to Soglo 
in the 2006 presidential election, Talon’s move amounted to a betrayal – the 
more so because he had close links with the Soglo family. His calculation was 
presumably that Yayi’s chances of winning the election were higher, therefore 
providing a more secure way to expand his control over the cotton sector. The 
plan worked according to expectations, since several competitors (foremost 
among whom was Sefou Fagbohoun) were politically eliminated at the behest 
of the newly elected president.

In the meantime, Sébastien Ajavon, another outsized businessman who accu-
mulated wealth in the cross-border trade with Nigeria, threw his weight behind 
Adrien Houngbédji, the local leader of the rich Ouémé region, who was defeated 
by Yayi. Ajavon nonetheless succeeded in becoming the president of the pow-
erful employers’ association (Association du Patronat), which transformed him 
into the most prominent rival of Talon. The next presidential campaign, in 2011, 
created the stage for a new but faked about-turn on the part of Talon. At stake 
seems to have been the management and control of the juicy rent opportunities 
opened up by the new Programme for the Inspection of Imports (Programme 
de Vérification des Importations, or PVI), an agency in charge of assessing the 
value of imported goods. Talon made approaches to Ajavon and Houngbédji, 
thus betraying his alliance with Yayi, at least upon a first reading of the event. 
His tactic was more subtle, though, as it consisted of playing Yayi off against 
Houngbédji in order to extract from the former the concession that he was 
seeking. Once more, his political stratagem paid off, since he was awarded the 
operating licence of Benin Control, the new private agency in charge of imple-
menting the PVI, as well as other highly profitable business deals. The big loser 
was Ajavon, who was indicted by Yayi for alleged tax evasion. Surprisingly, 
only one year after the election, disagreements about how to share the spoils 
of state power drove Talon into a poisonous conflict with President Yayi (Yayi 
actually accused Talon of having attempted to poison him), following which he 
was forced into exile in France. In essence, Yayi found Talon to be too greedy. 
In this way, even though it was Talon who bankrolled two successful campaigns 
for Yayi, the two men became involved in what has been called ‘one of the more 
bizarre fallouts in West African politics in recent years’ (Corey-Boulet, 2019).
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Talon did not give up, however. He clinched a deal with Dossou, a busi-
nessman with interests in the railways, and with his old enemy Ajavon. 
Determined to return to his country and to regain his business privileges, he 
discreetly prepared his campaign for the presidential election of 2016. This 
move disturbed Ajavon and Dossou, who considered it a violation of their 
tacit agreement according to which the supreme state power should remain 
in the hands of politicians. In reaction, Ajavon decided to apply himself as a 
candidate for the presidency. As a result, the two individuals with the highest 
net worth in Benin started to confront each other openly on the political ter-
rain. The saga did not end there because, upon reflection, the two men under-
stood that the priority lay in breaking Yayi’s system. Talon took the lead 
over Ajavon but made serious concessions that included the reimbursement 
of all the state debts owed to Ajavon’s commercial companies. Talon became 
president. However, he quickly came to the conclusion that the demands of 
his partner-rival were impossible to meet. Ajavon responded angrily and, in 
due course, became the number one enemy of the regime. Interestingly, Benin 
Control, whose operations had been suspended in 2012 as a result of public 
outrage over its bad performance and the excessive pricing of its services, was 
reinstated by the new government of Talon, who had also been the successful 
tenderer of the PVI in 2011. The opacity of the procedure that was followed, 
particularly regarding the new contract and the extent of fiscal exonerations 
provided, again raised a public outcry.
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5

Directed Development with Big Conglomerates

South Korea

i introduction

The objective of the following pages is not to provide yet another account of 
the Korean miracle.1 In line with the preceding summary of the IDP and meth-
odology, the main question asked is as follows: ‘What would have been the 
conclusion of an institutional diagnostic of the development potential of South 
Korea conducted in the mid- or late-1970s, at a time when the country was still 
a low-income country, at roughly the same income level as the case studies in 
the IDP project?’ Of course, the context and method of such an exercise would 
be different from the diagnostic exercises undertaken within the IDP project 
since it would rely exclusively on the existing literature on early Korea’s devel-
opment and on statistics available for that period rather than later on. In the 
1960s or 1970s there were no institutional or governance indicators compa-
rable to those existing in international databases today, no surveys were run 
about how people felt about the institutional context of economic develop-
ment, and thus no thematic study could have been launched based on the infor-
mation gathered from such surveys. Yet the abundant literature that exists on 
Korea’s development permits us to partly fill in the holes and to formulate a 
diagnostic that is approximately comparable to those in the IDP project.

Such an undertaking has a twofold objective. On the one hand, it provides 
a kind of test of the general approach to diagnosing institutional weaknesses 
and strengths in connection with economic development features and chal-
lenges, as pursued in the IDP. On the other hand, and most importantly, 
it offers a benchmark for the diagnostic exercises undertaken on today’s 
low-income countries. South Korea is undoubtedly a development success 

 1 See for instance Chu (2018) or Schneidewind (2016). More oriented towards policy, see also 
Kong (2000).
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story. Yet this was certainly not evident back in the early days of its take-off. 
It is thus particularly interesting to see what a diagnostic would have made 
of its institutional framework in terms of being a facilitator of, or an obstacle 
to, its future development at a time when the latter was still very uncertain, 
and what can be said a posteriori about the role of institutions in develop-
ment achievements.

This abridged institutional diagnostic of South Korea during its take-off 
period is organised along the same lines as the institutional diagnostics com-
pleted within the IDP. Following this introduction, the next two sections sum-
marise the geographical and historical context of South Korea’s early phases of 
development. The fourth section deals with the main features of that develop-
ment, the main challenges the country overcame, and those it was still facing 
around, say, the mid-1970s. The next section analyses the process by which key 
policy decisions were taken and implemented within the institutional frame-
work that existed in those days. In view of that background, Section VI then 
presents an institutional diagnostic of South Korean development as we believe 
one could have been established more or less at the middle of the 1970s. A few 
general remarks are then offered in conclusion.

ii geographical and early historical context 
of modern development in south korea

The Korean peninsula is a stretch of land that forms a kind of bridge between 
the Asian continent, essentially China in the north and Japan in the southeast. 
This location explains much of the historical episodes that have shaped mod-
ern Korea. The eastern part of the peninsula is mountainous, although more in 
the north than in the south, whereas the western and southern parts consist of 
hills separated by narrow valleys and coastal plains. The climate is temperate, 
with rainfall concentrated in summer. The south is more suitable for farming, 
rice being the dominant crop. Historically, the south was thus more oriented 
towards agriculture, and had always been a net exporter of rice before World 
War II. By contrast, the north of the peninsula is very rich in mineral resources, 
including coal, iron ore, and a wide variety of non-ferrous metals and rare 
earths. Consequently, the north was more industrialised than the south after 
the splitting of the country.

Population density has always been high in Korea. However, the separa-
tion of the peninsula into two parts at the end of World War II introduced a 
strong asymmetry. Around the 1970s, the period we shall focus on here, South 
Korea sheltered 32 million people, with a density of 365 inhabitants per square 
kilometre. North Korea’s population was half this size, spread over the same 
surface area. Already at this time, South Korea was the most densely populated 
middle-sized country in the world. Population growth was slightly below 2 per 
cent but was receding at a quick pace thanks to a fast drop in fertility – from 
around 6 children per woman in 1960 to 2.7 in 1980 (it was a little more than 
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one in 2018). The demographic transition was just beginning: the population 
was still very young, with around half being below twenty-five. Historically, 
the Korean population has always been culturally and ethnically very homo-
geneous. This remains the case today within each of the two entities that share 
the peninsula, but much less so when comparing the two, in view of the mark-
edly different paths they have followed since separation.

A major turning point in Korea’s history before its separation into North 
and South was Japanese colonisation. It is thus convenient to divide the fol-
lowing brief account of Korea’s history before the split according to that event.

A Korea until the Japanese Annexation

The history of the Korean peninsula goes back very far. In the Common 
Era, three epochs can be distinguished, up until the current period. The first 
extends throughout the first millennium and witnessed a constant rivalry 
between two or three kingdoms, some of them stretching at times far north 
into Manchuria and even Siberia, with repeated interventions by China and 
Japan within peninsular conflicts. The second covers the second millennium 
until the early twentieth century. One of the aforementioned kingdoms had 
become dominant and thus was able to rule over the whole peninsula. Two 
dynasties, the Goryeo and the Joseon, occupied the throne for almost 500 
years each, but in both cases they were in a subservient position with respect 
to China for a large part of their rule. The third period witnessed the entry 
of Korea into the modern age, essentially through its being forced to end its 
isolationist policy and to open up to trade, first with Japan and then with the 
West. The influence of Meiji’s Japan and its push to promote the modernisa-
tion of Korea grew during the last third of the nineteenth century, until the 
first Sino-Japanese war in 1894–5 freed Korea from China’s suzerainty and 
saw it fall under Japanese control. Efforts to resist that pressure, notably by 
seeking support from Russia, failed, and Korea became a Japanese protector-
ate in 1905. Five years later, after the assassination of the Japanese resident 
general, the country became a Japanese colony.

B Japanese Rule

Japanese colonisation lasted forty years, until the defeat of Japan in World 
War II. It was particularly severe at the beginning of the period, as Japan 
sought to quickly impose its rule and way of life on Korean society, and again 
in the last ten years, as Japan first prepared for the war and then fought it, 
first against the Republic of China and then against the Allies. During these 
two episodes, particularly the last one, the coloniser engaged in the forced 
Japanification of the Korean population and its mobilisation for its own ben-
efit and as part of the huge war effort. This went as far as forcing Koreans 
to adopt Japanese names and prohibiting the Korean language in schools. In 
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between these two periods, however, life in Korea could be said to resemble the 
days of allegiance to the Chinese emperor, except that the Japanese suzerain 
was more severe – but also more modern and entrepreneurial. Moreover, with 
time, Korea acquired a kind of central place in the colonial power’s strategy of 
expanding across the Asian continent, and benefited from the development of 
transport infrastructure and industrial hubs aimed at supplying military equip-
ment for the Japanese troops and settlers in Manchuria – or Manchukuo as it 
was called under Japanese rule.

The jury is still out about how to evaluate Japanese colonial rule and its contri-
bution to the foundation of modern Korea. The legacy of that period is complex, 
with both positive and negative elements. Some historians emphasise the fact that 
colonial rule coincided with the modernisation of the economy and suggest that 
the former facilitated the latter. This view, which refers to ‘colonial modernity, 
has much in its favour.2 Undeniably, Japanese rule brought huge investments 
in infrastructure (railroads, roads, and ports), industrialisation opportunities, 
initially for both local and Japanese markets and later for war equipment and 
weaponry provision, up-to-date technology, a modern schooling system, high 
standards of efficiency in business as well as in government matters, and the effec-
tive training of local bureaucrats. Even though it cannot be discarded that such 
an evolution would have taken place by mere replication of what could be seen 
across the strait that separates the peninsula from Japan, the latter’s oversight 
may have accelerated and deepened this process by bringing its example closer to 
the Koreans and by providing opportunities for new developments.

Several of the aforementioned development factors were already in gesta-
tion before Japan’s annexation. For instance, education had been flourishing 
in the last two decades of the Joseon dynasty. Private schools were increas-
ing in number, and a public educational system was about to be created. If 
the Japanese introduced new schools and a new curriculum (although the lat-
ter was initially shorter for Korean students), unlicensed private traditional 
schools spread because of the limited space in the formal system, especially in 
rural areas. This appetite for education has undoubtedly been a characteristic 
of Korean society ever since. Likewise, some industries already existed before 
Japan’s takeover, although apparently concentrated in the north. Moreover, 
this small group of entrepreneurs was able to take advantage of, and to learn 
from, collaboration with Japanese business, in particular the zaibatsus present 
in Korea (zaibatsu refers to large family-controlled and multi-firm conglomer-
ates that developed in Japan after the Meiji Restoration of 1868). These large 
Japanese business conglomerates were later to inspire the Korean chaebols.

The benefits from this modernisation of the Korean society and economy 
went primarily to the coloniser. Korean workers were underpaid in compar-
ison with Japanese workers, and landlords and farmers were dispossessed by 
Japanese settlers and firms, which acquired swathes of land and transformed 

 2 See Kim, Kyu Hyun (2004).
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a portion of farmers into tenants, tenants into landless workers, and workers 
into jobless migrants who moved to the cities. The traumatic experience of 
the war period, when Japanification became the watchword of the colonisers 
and Koreans were controlled based on the needs of the occupier, must also lie 
on the negative side of the balance, even though it is sometimes considered 
that this experience forged the national spirit that would later reveal itself in 
the postcolonial era. The tearing apart of families and communities through 
migration to various neighbouring countries, and the near-total breakdown of 
society, were aspects of this trauma.

Beyond these hardships, and beyond the economic legacy of Japanese colo-
nisation, the model offered to the Korean population of Japanese state-directed 
economic development, first across the Korea Strait and then on its own terri-
tory, would later prove important in the post-war period and after the North–
South separation. There is no doubt that key players in the modern history of 
Korea were very much influenced by this example.

Koreans rejoiced at the end of the war and the departure of the Japanese 
occupiers. They certainly thought that the trauma of war was behind them 
and immediately started to think about a new structure of government for the 
peninsula. They did not know that a still more dreadful tragedy was awaiting 
them.

iii early post-independence history

The origins of the division of the peninsula between North and South are not 
completely clear. At the end of World War II, a decision was taken to place lib-
erated Korea under a trusteeship, headed by the victors, for a few years, until 
the economy and the society stabilised. It was resolved that the Soviet army 
would occupy the northern part of the peninsula and the US army the southern 
part, in order (it was said) to guarantee a smooth and peaceful return to nor-
mality. On both sides, the trusteeship and the division were bitterly contested 
by the population, but steps were taken to restart political life in a unified 
country as soon as possible. However, ideologies quickly differed between the 
two sides. Under the leadership of Kim Il Sung, Communists rapidly domi-
nated in the North, supported by the Soviet Union, whereas liberals led the 
game in the South, under Syngman Rhee, a pillar of the independence and a 
strongly anti-Communist public personality who had spent the last years of 
Japanese rule in the United States.

The determination to reunify the country was strong in both the North and 
the South and early moves were made in this direction. The South proclaimed 
the Republic of Korea in August 1948, followed a month later by the North 
proclaiming the Democratic Popular Republic of Korea. Three months later, 
the General Assembly of the United Nations recognised the former as the sole 
legal government of Korea. This was seen as a provocation in the North and 
the peninsula was soon dragged into war.
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A The Korean War

War broke out in June 1950. The North, militarily stronger than the South and 
counting on the support of unofficial volunteer forces from China and equip-
ment from the USSR, saw the opportunity of unifying the country under its 
own rule. Its army crossed the 38th parallel demarcation line and invaded the 
South. After early successes, the Northern forces were repelled by the Southern 
army, powerfully backed by the US army and other United Nations allies. 
In turn, the Southern forces invaded the North, triggering a strong interven-
tion by China, which could not accept the military presence of the United 
States near its border. With such support, the North succeeded in crossing 
the demarcation line again, only to be repelled once more a few months later. 
A stalemate around the line then settled in, lasting almost two years, while 
difficult armistice negotiations involving UN forces, China, and the Northern 
army took place. A conclusion was finally reached in July 1953, which ratified 
the division of the peninsula into two countries. However, the treaty was not 
signed by Syngman Rhee for the South and the North never fully dropped 
the idea of reunifying the peninsula, as was evident in its multiple attempts 
to intervene south of the 38th parallel demarcation line, which had become a 
4-km-wide demilitarised zone.

The damage of the war was enormous. It is estimated that approximately 
three million Koreans, or 10 per cent of the population, lost their lives, two-
thirds of them civilians killed in aerial bombings. Around ten million families 
were broken apart because of the war and the division of the country. Material 
losses amounted to roughly one year of GDP, approximately 30 per cent of 
all productive assets and infrastructure. Experts estimate that GNP in the first 
year after the war was 30 per cent below the pre-war level in North Korea 
and a little more than half this in South Korea.3 Not only was the South less 
affected than the North, but its physical capital was also less damaged and 
numerous refugees from the North made up for the loss of population. The 
North had initially been more industrialised and richer, thanks to mineral nat-
ural resources, but it would take much more time to rebound. By contrast, the 
South was back to its pre-war income levels by 1953, although it is fair to say 
this was very much thanks to generous US aid.

B Post-War Politics

Three stages can be distinguished in the history of post-war South Korea: the 
reconstruction during the first normal years of democratic life until 1960, 
the dictatorship under Park Chung Hee and later Chun Doo-Hwan, and 
the definitive return to democracy in 1987 (which is outside our period of 
interest in the present analysis). Interestingly, this periodisation fits rather 

 3 See Koh (1993).
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well the main features of economic development and the strategies that were 
implemented during this period.

Post-war South Korea was to be dominated by the personality and authority 
of Syngman Rhee, who was president from 1948 onwards. Rhee was a rather 
rigid and authoritarian character, and had a very personal sense of the inter-
est of the country. He headed the Liberal Party, which had no clear ideology 
other than seeking to enrich its most notable members. Very quickly, the issue 
arose of Rhee’s serving a third four-year term, which required a modification 
of the constitution. The necessary amendment was passed (though it was one 
vote short of the two-thirds majority required). Rhee was re-elected in 1956, 
but with a much smaller lead than in the previous elections. Ageing, heading 
a deeply corrupt regime that was perceived as ineffective in pushing the econ-
omy forward and curbing poverty, his personal aura as a nationalist figure 
had started to fade by this time, whereas the opposition, regrouped within the 
Democratic Party, was gaining increasing support.

Rhee stood again as a candidate in 1960, together with a vice-president who 
it was supposed would be his successor if he had to resign because of his age. 
He won by a landslide thanks to flagrant vote-rigging, but his election trig-
gered vigorous protests. Students organised a march towards the presidential 
residence and police fired on and killed 139 of them. Protests continued the 
following day, but the army refused to fire on demonstrators. Having clearly 
lost the little popular support that was left him, Rhee resigned. An interim 
government was then formed, which set out to write a new constitution that 
would reduce the power of the executive in favour of the parliament.

The government that came out of this process faced a difficult situation. The 
economic recovery process was slow, inflation was accelerating, the political 
context was essentially unstable due to the relatively inexperienced political 
parties and a constitution that reduced the power of the executive, workers 
were striking for higher wages, students were demonstrating almost uninter-
ruptedly, while some voices were rising in favour of opening a dialogue with 
the North. It was in the middle of this chaos that some high-ranking army 
officers, concerned about the increasing climate of corruption, the incapacity 
of the politicians to re-establish order, and the danger of showing too much 
weakness in the face of the threat posed by Communist North Korea, organ-
ised a coup in May 1961. While General Park Chung Hee was placed at the 
head of the military junta that would govern the country for a few years, his 
rule was to last almost two decades in total.

C The Park Era

Park’s career before the coup had been rather turbulent. Initially a school-
teacher, he went on to enrol in the Japanese army. After graduating from 
officer school in Manchukuo and spending some time as a foreign student 
at the Japanese Military Academy in Tokyo he served in the Manchurian 
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Infantry Corps. He was then twenty-seven, and this Japanese experience was 
to have a big influence on his later views about economic development and 
industrialisation. At independence, he entered the Korean Military Academy 
and was then assigned to the US–Korean force. Before reporting for duty, 
however, he was arrested because of his links with Communist movements 
within the Korean army. He eventually got himself out of trouble and was 
attached as a civilian to the intelligence unit at army headquarters. Two years 
later he was reinstated in the army at the outbreak of the Korean War. Amid 
strong suspicions regarding leftist attitudes within the South Korean army, it 
is remarkable that Park was not only reinstated but then pursued a brilliant 
military career, despite his past Communist record – not only during the war, 
when the army expanded massively, but also thereafter. This indicates an 
impressive personality, which appealed to his superiors, as well as a powerful 
friendship network within the army.

The political platform of the junta was unambiguous in its anti-Communist 
orientation and its aim of reinforcing links with the United States. It also had 
a revolutionary element, in its determination to root out corruption and to 
eradicate the misery of the masses. In addition to consolidating Park’s control 
over the army, and the political system in general, the first years of the junta 
were devoted to establishing the administrative structure that would be able to 
achieve Park’s ambitions. Especially important in this respect were the Korean 
Central Intelligence Agency (KCIA), a formidable organisation with observ-
ers in practically all business, academic, political, and social groups, and the 
Economic Planning Board (EPB), staffed with highly competent technocrats 
and responsible for designing and managing the country’s economic growth 
strategies, starting with the first Five-Year Development Plan.

However, the junta did not last long. The US mission in Korea, which had 
remained powerful since the end of its de facto protectorate in the post-war 
years, if only through the huge aid it was providing to the economy, impressed 
upon Park the need to return to a civil regime. Somewhat reluctantly, Park 
accepted, and democratic rule was re-established. Park resigned from the 
army and, with the implicit support of the KCIA, created his own Democratic 
Republican Party. He was elected president in 1963, though by a relatively 
small margin. His tight, quasi-military control over the political system was 
maintained during his term, within the apparent limits imposed by democracy. 
Then, in the election in 1967, with satisfactory results on the economic front, 
Park easily won again.

The prospect of the 1971 election reopened the issue of a constitutional 
amendment that would allow Park to seek a third term. The opposition tried 
to resist this and several student demonstrations were organised to mobilise 
opinion against it. Yet the amendment was passed, although allegedly in a 
somewhat suspicious way. However, the newly re-elected president’s position 
was much less secure than it had been previously. Soon after, Park declared 
a state of emergency, officially because of renewed threats from North Korea 
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and geopolitical changes that were leading the United States to reduce its mil-
itary presence. One year later, martial law was instated, the Assembly and 
political parties were dissolved, and the existing constitution was replaced by 
a new one, called the Yushin constitution, officially to permit South Korea to 
adjust more flexibly to the changing international security order.

Practically speaking, the new regime was a barely concealed dictatorship 
that empowered Park to rule without constraint and that sheltered him from 
legislative and judicial controls. He had become, to all intents and purposes, a 
life-long president, his re-election relying on a hand-picked National Congress 
for Unification. South Korea then entered a dark period of authoritarianism and 
ubiquitous repression, and in some cases elimination, of all political enemies 
of the president. At a later stage, Park even had to separate from old support-
ers he thought were becoming too ambitious as competitors. Amid mounting 
public discontent he became a more and more solitary ruler. The economic 
situation itself was becoming critical at the end of the 1970s, because of swell-
ing domestic and foreign debt and the shocks caused by oil price booms. Had 
he lived, Park would probably have faced a difficult time, but he was shot in 
October 1979 by the KCIA director, a friend whose motivation for the assas-
sination is still unclear.

The rest of the country’s political history is of lesser importance for our pur-
pose since we aim to adopt a perspective that corresponds to the early history 
and the situation of South Korea in the mid- or late-1970s – say, some time 
before Park’s death. For the sake of completeness, however, some major events 
that took place in the next decade must be mentioned because they shed light 
on the state of South Korean society and the inherent difficulty it faced in those 
times as regards installing a stable democratic regime.

D The Chun Dictatorship and the Difficult Return to Democracy

For a brief period, Koreans thought they would return to a freer regime and 
the Yushin constitution would be abolished. A kind of caretaker government 
was appointed until a new constitution could be voted on and a new govern-
ment elected. All parties prepared to compete, but in a kind of repeat of 1961, 
a group of generals organised a coup and took power. Chun Doo-Hwan, the 
new strong man, easily stepped into Park’s shoes. Yet the coup aroused the 
ire of the public. Students protested the martial law, as well as the continua-
tion of the Yushin constitution. One massive demonstration was repressed by 
the army, leading to 2,000 casualties. Although forever discredited in public 
opinion, Chun was able to consolidate his power and ruled until the end of his 
term, which he had pledged not to go beyond. Chun then tried to singlehand-
edly impose his protégé Roh Tae-Woo as the new president. Huge protests 
immediately took place, with a large part of the population, not only the stu-
dents, taking to the streets and demanding a new constitution. Chun gave in, 
the constitution was amended, and – apparently fair – elections took place in 
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1987. It was eventually won by Roh. His five-year term was essentially transi-
tional, but it represented a major turn in Korean society towards democracy.

The constitution, which had gone through no fewer than ten changes since 
the first republic in 1948, was not reformed again. Elections went on to be held 
every five years in a peaceful way, and with perfect regularity.

iv the pace and structure of south korea’s 
economic take-off and industrialisation4

The take-off of the South Korean economy in the two and a half decades 
between the end of the Korean War and shortly before Park’s assassination 
was truly phenomenal. On average, the annual rate of growth of GDP was 8 
per cent, with GDP increasing sevenfold. In the following pages, we give more 
details on this dazzling development, insisting first on the major structural 
transformation of the economy, which was both the cause and the consequence 
of that vibrant growth, which was essentially engineered by manufacturing 
exports. We then focus on how the impressive accumulation of capital and 
infrastructure needed for such development was made possible. We finally 
touch upon social aspects, including the fast progress in education and the 
inclusiveness of growth throughout this take-off period. The next subsection 
then turns to the main policy decisions and strategic orientations that contrib-
uted to such outstanding results.

A Growth and the Structural Transformation of the Economy

It took some time for the rate of growth of the South Korean economy to 
reach the stellar level that made it possible to later approach the ranks of 
the advanced economies. This progressive acceleration reflects the gradual 
rise of its main engine, the manufacturing sector. Until 1975, manufacturing 
value-added systematically grew at a rate roughly double of the rest of the 
economy, but its contribution to overall growth increased with its size: it was 
small in the late 1950s, when the manufacturing sector represented only 10 
per cent of GDP (at current prices), but it was much more important when it 
approached 20 per cent ten years later – see Table 5.1.

Unsurprisingly, a major structural transformation of the economy accom-
panied this performance. As has been the case for practically all development 
experiences in history and across countries in the contemporary period, the 
share of agriculture fell rather regularly over time, on average by one percent-
age point of GDP every year. This drop in the agricultural share benefited both 
manufacturing and the rest of the economy, mostly the former until 1965 and 
both equally afterwards – at least when considering GDP at constant prices. In 

 4 This section owes much to the excellent review of South Korea’s economic development edited 
by Il and Ko (2010).
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table 5.1 South Korea: growth, employment, productivity, and structural transformation, 1955–1985

Year 1955 1960 1965 1970 1975 1980 1985

GDP at factor cost (1970=100) 33 40.3 57.4 100 160.8 242.6 381
Five-year average growth rate 4.1 7.3 11.8 10 8.6 9.4
Population (1970=100) 69.9 79.5 90.7 100 109.8 118.6 128.1
Gross national income (GNI)  

per capita at constant factor 
cost (1970=100)

47.1 50.7 63.3 100 146.4 204.5 297.4

Five-year average growth rate 1.5 4.5 9.6 7.9 6.9 7.8
Sector structure of GDP (market prices) (%)  

(current price and constant 2015 prices)
Curr. Const. Curr. Const. Curr. Const. Curr. Const. Curr. Const. Curr. Const. Curr. Const.

Agriculture 42.3 31.7 38.6 27.6 34.4 26.8 27.1 17.2 23 13.9 15 8.7 10.4 7.8
Manufacturing 10.9 3.3 11.9 4.5 16.7 5.9 16.7 8.3 21.4 11.9 21.8 15.2 25.4 16.6
Other 46.8 65 49.5 68 48.9 67.3 56.2 74.5 55.6 74.2 63.2 76.1 64.2 75.5
Total employment (1970=100) 82.2 100 121.1 140.6 153.6
Sectoral structure of employment (%) 59.4 50.4 45.8 33.9 24.9
Agriculture 9.2 13.2 18.6 21.6 23.4
Manufacturing 31.4 36.4 35.6 44.5 51.7
Other
Overall labour productivity (1970=100) 69.8 100 132.8 172.5 248
Labour productivity by sector (1970 overall 

productivity = 100)
Agriculture 31.5 34.2 40.3 44.3 77.8
Manufacturing 45 62.9 85.3 121.5 176.4
Other 149.2 204.6 276.7 295 362.4
Decomposition of overall productivity gains
Productivity gains 30.2 32.8 39.7 75.5
Of which: structural change 8 0.4 23.5 20.9

autonomous gain 22.2 32.5 16.2 54.6

Source: Bank of Korea and Economic Statistics Yearbook for employment figures.
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this respect, it may be noted that the relative price of manufactured products 
relative to that of other sectors tended to fall throughout the period, in line 
with the fact that productivity gains are faster in industry – partly thanks to a 
greater substitutability of labour by equipment – than in services. In the case 
of South Korea, this phenomenon was amplified by the outward orientation 
of the manufacturing sector and its exposure to foreign competition. The same 
cannot be said of the agricultural sector, even though it also produces a trade-
able good.5

The structural transformation must also be considered from the point of 
view of employment. This is done in the second part of Table 5.1. Because 
employment data are not comparable before and after 1963,6 the beginning 
of the period had to be ignored. Over the next fifteen years, however, the 
share of agriculture in total employment, which was initially close to 60 per 
cent, was halved. Given the progression of total employment, the volume of 
employment in the sector increased until the mid-1970s, but then decreased 
at a fast pace afterwards. Initially, the manufacturing sector was the main 
beneficiary of the net flow of workers leaving agriculture. In a later stage, 
however, this flow went to other sectors, among which services was the most 
important.

Sectoral changes in labour productivity underpin this bi-dimensional real-
location of output and labour. In this respect, it is interesting to observe that 
the first phase of South Korean development illustrates – but also somewhat 
contradicts – the familiar Lewis–Kuznets view in development theory. This 
theory holds that the structural transformation of the economy led by the 
movement of workers from rural informal production to modern industry and 
services is the main engine of growth in early phases of development. Capital 
accumulation takes place in the modern sector of the economy, which eas-
ily expands employment by drawing on under-employed workers, or surplus 
labour, in the informal or traditional agricultural sector. If the former is suffi-
ciently dynamic and labour-intensive, there comes a moment at which the sur-
plus labour disappears in the informal sector. A ‘turning point’ is thus reached 
at which labour earnings begin increasing in both sectors and the agricultural 
sector starts to modernise. Such a scenario fits well the development of South 
Korea until the early 1970s: labour productivity was approximately constant 
in agriculture, whereas labour flowed from agriculture to (mostly) the manu-
facturing sector.

Where South Korea fits the theory less well is in the observation that the 
structural reallocation of labour away from low-productivity agriculture to the 
rest of the economy did not contribute much to the overall productivity gain in 

 5 The convergence between the constant and current price structure of GDP would have appeared 
more clearly in Table 5.1 if the constant price series had referred to a less recent base year than 
2015, which is the base used in the Bank of Korea’s historical database.

 6 See Koo (2013).
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the economy. The latter amounted to a little less than a doubling in the decade 
after 1965. However, as can be seen at the bottom of Table 5.1, the main con-
tribution to those gains was not so much the reallocation of labour away from 
agriculture – the row titled ‘structural change’ – as the autonomous productiv-
ity gain within manufacturing and other non-agricultural sectors. The reason 
for this is essentially that the labour reallocation took place mostly between 
agriculture and manufacturing, and the productivity gap between these two 
sectors was initially limited. The productivity gains within manufacturing and 
other sectors thus proved to be the dominant force behind the overall produc-
tivity gains. An explanation of this evolution within the Lewisian framework is 
that the composition of those sectors changed because of major policy choices 
and, most importantly, the deliberate export orientation of manufacturing, 
its necessary increase in international competitiveness, and the accompany-
ing changes in supporting sectors. Later, things changed substantially, when 
the economy settled into this new regime and the productivity gap between 
agriculture and the rest of the economy was drastically amplified, especially 
with respect to the manufacturing sector – possibly because of the progressive 
shift there from light to heavy industry. Structural change was then the dom-
inant contributor to overall productivity gains between 1975 and 1980, even 
though the average within-sector, or ‘autonomous’, productivity gains were 
still substantial.

The increasing productivity gap between agriculture and the rest of the econ-
omy in the early part of South Korea’s take-off should be emphasised because 
it is somewhat original when compared to other successful development stories 
in Asia, particularly Japan and Taiwan.7 In contrast to those countries, where 
initial major agricultural productivity gains permitted the development of the 
manufacturing sector, agricultural productivity in South Korea was low by 
international standards and stagnant. Such a state of affairs was due to the 
quality of the soil, the limited size of farms consequent upon a strongly egali-
tarian land reform, the low productivity of labour-intensive traditional farming 
techniques, and the lack of incentives and capacity to innovate in an over- 
populated rural sector. As a matter of fact, it is only when the development of 
the manufacturing and ancillary sectors had permitted absorption of the labour 
surplus in agriculture that productivity growth accelerated. The productivity 
figures in Table 5.1 suggest that this ‘Lewisian turning point’ could have been 
reached in the early 1970s,8 and this seems to be confirmed by the fact that 
the volume of agricultural employment started to fall around the same time. 
Yet agricultural productivity and rural incomes continued to lag behind the 
rest of the economy, to such an extent that the government had to engage in a 

 7 This paragraph relies on an excellent analysis of agricultural issues in the early phase of South 
Korean development by Brandt (1980).

 8 There was some discussion in those days about when this turn took place – see Sedjo (1976). 
With more hindsight, Ranis (2004) identified that this point was reached around 1973.
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vigorous policy to support farmers’ income, through infrastructure investment, 
ambitious agricultural extension programmes, and heavy price subsidies. Yet it 
was only after 1980, well after the South Korean economy had taken off, that 
agricultural productivity got off the ground.

A factor that is worth stressing – because it contributed to growth in income 
per capita that was faster than the growth in labour productivity – was the 
increase in the participation rate of the population to the labour force. This is 
due to two factors. On the one hand, the share of the population that was of 
working age tended to increase due to the fast reduction in fertility rates. On 
the other hand, an increase in the female participation rate was observed in 
the last 1960s, possibly because of the opening up of numerous female jobs in 
newly exporting factories.9

As a final comment on interpreting the figures shown in Table 5.1, it is 
important to stress that the contribution of the manufacturing sector to the 
overall growth of the economy went beyond its share in GDP times its growth 
rate. If it had not done so, then the contribution of manufacturing to South 
Korean growth in the earlier phases of its take-off would have been modest, 
despite its phenomenal growth rate. However, this argument ignores first that 
the expansion of a sector that was mostly oriented towards exports fed domes-
tic demand, and therefore the growth of domestic-oriented, or non-tradeable, 
sectors and, second, the powerful backward and forward linkages between 
manufacturing and other sectors such as transport, communication, trade, 
and finance. On top of this, by making foreign exchange available, manufac-
turing exports contributed to facilitating imports of equipment and, through 
them, the diffusion of modern foreign technology throughout the economy. 
Unfortunately, no precise quantitative estimate of the actual contribution of 
the manufacturing engine of growth – beyond strict accounting practice – 
seems to be available.

B The Financing of Accumulation and Industrialisation

How was such a successful industrialisation take-off possible? The answer is 
through fast-growing investment that was largely funded by foreign sources, 
especially foreign aid in the first phases of the industrialisation process, quickly 
supplemented by growing domestic savings. Table 5.2 shows that the rate of 
fixed capital formation over GDP progressively increased from 11 per cent in 
the 1955s to more than 30 per cent by 1980, although the bulk of the increase 
really started only in the late 1960s. Given the limited initial stock of capital, 
even a low investment rate in these early years was able to generate a rapid 
increase in the equipment and infrastructure available for production. Young 
(1994, 1995) has estimated that the annual rate of growth of capital may have 

 9 See Park (1990).
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been above 16 per cent on average between 1965 and 1980 for the whole econ-
omy, excluding agriculture, contributing to a little less than half of the 11 per 
cent average annual GDP growth, the rest being almost all due to the growth of 
the labour force, after accounting for its increasing education level (on which 
more below), thus leaving a very limited role (roughly 1 per cent per year) of 
total factor productivity (TFP).10 Early growth in South Korea was thus mostly 
guided by factor accumulation.

Capital accumulation in a low-income country requires savings and domes-
tic currency to buy equipment, which is mostly imported. In the case of South 
Korea, both came from foreign savings and the deliberate export orientation of 
industrialisation throughout the period under analysis. Up to the mid-1960s, 
foreign aid, the bulk of which was provided by the United States, played a 
leading role, as it covered a major part of imports, including in the 1950s in the 
form of agricultural products. Things changed when the country approached 

table 5.2 South Korea: expenditures out of GDP, foreign financing, composition  
of exports, 1955–1985 (current prices)

1955 1960 1965 1970 1975 1980 1985

Expenditures out of GDP (% of GDP)
Private consumption 88.2 83.1 81.7 73.1 68.3 63.2 57.4
Government consumption 9.4 14 9.5 10.5 10.7 11.9 10.4
Gross fixed capital formation 11.1 11.6 17.1 27.1 28.5 30.5 29.9
of which: change in inventory 1.2 0.5 1.6 2.7 3.5 0.5 0.3
Exports 1.4 3.7 8.3 14.5 29.6 35.2 38.4
Imports 10.2 12.5 16.6 25.3 37 40.9 36.1
GDP 100 100 100 100 100 100 100

Net factor income from the rest  
of the world

1 0.8 1 0.5 −0.9 −2.6 −3.3

GNI 101 100.8 101 100.5 99.1 97.4 96.7

Financing of capital formation
Domestic saving 2.4 2.9 8.8 16.4 21 24.9 32.1
Foreign saving 8.8 8.8 8.3 10.8 7.4 5.8 −2.2
of which: foreign aid 7 7.9 7 3 1.1 0.2 −

Composition of exports (% of total)
Manufacturing 13 58.2 78.2 83.5 86.3 96
of which: miscellaneous 1 19.6 41.2 37.4 31.4 47.8
of which: clothing 11.9 32.5 22.9 17.9 25.4
Others 87 41.8 21.8 16.5 13.7 4

Source: Bank of Korea, Economic Statistics Yearbook, various years. 
Note that all ratios refer to three-year averages around the year that heads the column, so as to 
smoothen short-run shocks – like oil prices in 1975 or 1980.

 10 Young (1994) considered this fact as contrary to the view that South Korean growth was pre-
dominantly the result of major TFP gain.
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self-sufficiency in the 1970s and donors’ assistance was progressively phased 
out, at which time foreign loans were used to finance the accumulation of cap-
ital that was not covered by domestic savings, even though the propensity to 
save was making huge progress – part of which was generated by the implicit 
taxation of depositors in a fully nationalised bank system.11 Relying on foreign 
loans implied a rapid accumulation of debt. From an almost insignificant level 
in 1960, foreign debt grew to 40 per cent in the early 1970s. It then went down, 
only to surge again in the early 1980s during the global macroeconomic crisis 
that followed the second oil price boom. It is remarkable that the growth rate 
of GDP was little affected by debt. As a matter of fact, the investment rate kept 
increasing, reflecting a rather voluntaristic macroeconomic management.12 As 
the domestic saving rate stayed on an upward trend, the country soon became 
autonomous in the financing of its investment operations.

Sustaining a high investment rate in a developing economy requires having 
enough foreign currency to buy goods that are not produced at home. Here 
lies South Korea’s major achievement: its capacity to expand manufacturing 
exports, which became the true engine of growth, not only through their con-
tribution to GDP but also through making foreign currency available for the 
import of equipment and foreign technology within the manufacturing sector 
itself, and also within the whole economy. Exports grew at an annual rate that 
was rarely below 15 per cent and was frequently above 30 per cent through-
out the two decades from 1960 onwards, going from 4 per cent of GDP in 
1960 to 30 per cent fifteen years later. Exports initially comprised chiefly 
food products, inedible oils, and crude materials, including various types of 
metal ores but during the 1960s the composition of exports drastically moved 
towards light manufactured goods – with clothing and footwear in the first 
place. As a result of an ambitious and resolute policy, however, they were then 
increasingly directed towards heavy and chemical industries (HCI) in the late 
1970s, apparently against what had seemed to be the country’s comparative 
advantage – that is, labour-intensive exports based on cheap and high-quality 
labour. It is the success of this bold policy that can be fairly termed the South 
Korean miracle.

The destination of exports also changed radically over time. The main cli-
ent in the late 1950s was Japan and exports consisted of traditional products. 
Then destination countries were diversified, with the United States becom-
ing the prime client at the expense of Japan, while exports concentrated on 
light manufacturing, mostly clothing and footwear. In the late 1970s, the 
 composition of exports shifted again and started to include an increasing 
proportion of heavy industry, and clients comprised more developing and 
 emerging countries.

 11 See Cho (1996).
 12 On debt see Collins and Park (1989), and on macroeconomic management in the 1970s see 

Amsden (1989: 93–108).
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Back in the early 1970s, however, foreign currency sources had had three 
major origins. First, Japan’s reparations payments for its forty-year colonial 
rule, after South Korea reconciled with its former coloniser; second, pay-
ments made by the United States in return for South Korea’s participation 
in the Vietnam War; and, third, public works and building contracts in the 
Gulf countries after the first oil price boom – which, incidentally, provided 
Hyundai’s founder, Chung Ju-Yung, with a leg up into big business. These last 
two items show another key feature of South Korean development: the capac-
ity of its rulers and entrepreneurs to take advantage of all opportunities that 
might arise and that might be profitable for the country or for private business.

C Social Aspects: Education, Inequality, and Agriculture

The preceding tables and comments summarise in a very succinct way the 
first twenty-five years of South Korea’s outstanding economic development. 
However, this picture would be incomplete without looking at their social 
counterpart. Here, too, the achievements were quite remarkable.

On the educational front, South Korea invested massively after its libera-
tion from the Japanese coloniser, which had not done much in regard to the 
schooling of the indigenous population. Primary education was made a right 
in the 1948 constitution and the number of schools then mushroomed, despite 
a lack of resources in terms of teachers, school buildings, and textbooks. It 
has been said that student–teacher ratios were frequently as high as 100, and 
most schools operated two or three shifts a day. An important point is that this 
resulted as much from political will and policy decisions as from the fact that 
households themselves were eager to have their children educated so that they 
could qualify for good jobs – to such an extent that an author referred in those 
days to the ‘widespread Korean obsession with learning’.13 In many instances, 
however, the burden of providing schooling was on communities, with little 
help from local or central governments. Whatever the case, primary school 
enrolment was nearly universal by 1960, and the demand for secondary and 
tertiary schooling was also extremely high by international standards. On the 
other hand, the role of university students in the events that led to the resigna-
tion of Syngman Rhee in 1960, and later on in the country’s political history, 
testifies to the importance of universities in the social and political life of the 
country already in those days.

This appetite for education never dwindled, so that fast progress was 
achieved at the level of the whole population. According to the Barro and Lee 
database, the average number of years of schooling in the working-age popula-
tion increased from 4.5 in 1950 to 7.12 in 1975.14 As a basis for comparison, 
the same figure is still below six in Bangladesh and Tanzania, forty-five years 

 13 Likewise, Seth (2002) talks about an ‘education fever’.
 14 See Barro and Lee (2018).
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later. South Korea was also ahead of other late industrialisers – for example, 
Singapore, Brazil, and Turkey – on several key education indicators, such as 
secondary and post-secondary school enrolment, the number of tertiary stu-
dents abroad, and the number of engineering students as a proportion of uni-
versity students. As a sign of the strong demand by the population for good 
education, Amsden (1989) mentions the fact that teachers in South Korea were 
relatively well paid in comparison with army officers – at a time when the mil-
itary were at the head of the whole society – or professionals and technicians.

Despite this clear quantitative advantage, several weaknesses affected the 
educational sector, including too generalist a curriculum, a poor vocational 
training programme, and, above all and for quite some time, a clear over-supply 
of educated workers for the existing demand. There were periods character-
ised by high levels of unemployment among highly educated people, and the 
preparation of the first Five-Year Plan in 1963 found an excess of high-level 
personnel in the bureaucracy. This issue was sufficiently serious for the Park 
administration to impose quotas to reduce college enrolment at a certain stage.

Another important social aspect of the early decades of South Korea’s 
development concerns the moderate degree of inequality of the distribution of 
income, its stability over time, and its impact on the speed of poverty reduc-
tion. A side issue is that of the maintained income balance between the rural 
and the urban sector, where the engine of growth of the whole economy lay.

The relatively low level of inequality in comparison to many developing 
countries at the same income level is partly explained by the agricultural reform 
that was launched at independence, which redistributed land from Japanese 
and large domestic landowners to small farmers and former tenants, with a 3 
hectares cap on each farm. The reform also abolished the tenant status. Given 
the importance of agriculture at that stage of the development process, the 
impact on the equality of the income distribution was substantial. This was 
reinforced by the relative equality in the distribution of educational levels in 
comparison with many developing countries.

To prevent an increase in inequality, the challenge was then to maintain a 
balance between the booming urban sector, led by manufacturing development, 
and the agricultural sector. As mentioned earlier, the balance initially moved 
against the latter. On the one hand, productivity was often low because farm 
size was too small.15 On the other hand, grain production was rather heavily 
taxed, making life extremely difficult for small farmers. Average productivity 
was low – see Table 5.1 – and, if it increased somewhat during the 1960s, 
this was because of the flow of under-employed agricultural workers towards 
employment in the expanding industry. In the 1970s, the government’s action 
to level off productivity and incomes across sectors yielded effective results. 
Especially important had been the reversal of the production tax into a subsidy 
through guaranteed prices that were above market level. Some of the support 

 15 See Kim, S. (2021) on the distribution of land in post-land reform South Korea.
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to agriculture went through the Saemaul programme, which was the first 
community-driven development experience in the world. This programme was 
as much social as economic, one of its goals being to achieve rice self-sufficiency.

With a roughly constant distribution of income – except for some short-
run fluctuation episodes – the reduction of poverty followed the continuous 
increase in mean income per capita. The poverty headcount – the proportion 
of people below a certain income threshold defined as the ‘poverty line’ – 
cannot be computed for Korea before 1965, due to a lack of representative 
household income and consumption expenditure data. However, available 
estimates for the following fifteen years suggest that the poverty headcount 
declined rapidly, from 40.9 per cent in 1965 to 23.4 per cent in 1970, 9.8 per 
cent in 1980, and 4.5 per cent in 1984.16 Thus, poverty was virtually elimi-
nated within twenty years.

Such was the spectacular economic take-off achieved by South Korea in the 
twenty-five years or so after the end of the Korean War and the division of the 
peninsula that had led to it. It is now time to describe the way that such results 
were achieved, or, in other words, the strategies that were designed to that 
end, as well as the institutional framework within which they were elaborated 
and implemented

v the design of early development 
strategy and policy

Much has been written to explain the South Korean ‘miracle’. The point here 
is not to offer an exhaustive summary of that huge literature, which, as a 
matter of fact, is often focused more on East Asia rather than the single South 
Korean case – as can be seen from the influential 1993 World Bank report on 
‘The East-Asian Miracle’. The goal of the following pages is more modest. It 
intends to list the main policy decisions and economic practices that led to 
Korea’s stellar development from the mid-1950s to the 1980s, as well as the 
institutional framework within which these decisions were taken, and these 
practices developed.

Three periods are traditionally distinguished in the early development of 
South Korea: the 1950s under the presidency of Syngman Rhee and its import 
substitution strategy; the 1960s under the military rule of Park Chung Hee and 
the extremely fast development of light manufacturing exports; and the 1970s 
under the dictatorship of Park and the ambitious bet on the development of 

 16 See Choo et al. (1996). A rough calculation suggests that the 120,000 won poverty line for a 
household of five persons in 1981 used in these estimates corresponds to US$3.6 per person and 
per day at 2017 international prices, which is a standard poverty line. The resulting poverty rate 
of 40.9 per cent for South Korea in 1965 seems an underestimation in comparison with today’s 
lower-middle-income countries. Yet if the level is probably underestimated, the rate at which 
poverty fell seems correct.
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heavy industry. We will follow that order. Yet, because of the similarity of eco-
nomic policymaking in the last two periods, they will be dealt with together, 
whereas a third subsection will explicitly handle the way the decision was 
made regarding the heavy industry venture.

A The 1950s: Recovery, Import Substitution, and Corruption

It is not clear why this early period of South Korean development has been 
given the ‘import substitution’ label. It was, rather, a disorganised period of 
economic recovery after independence from Japan and the Korean war, which 
would better fit the expression ‘everything goes’.17 It is true that imports played 
a dominant role since the production capacity of the economy was limited. This 
explains the early formation of big trading businesses, which took advantage 
of the relationship with Rhee’s government to obtain import rights in certain 
key areas. As a matter of fact, this is when the first big South Korean business 
groups (chaebols) appeared or expanded, as was the case for Samsung, which 
had engaged in trading activities since the period of Japanese rule, or LG, which 
was founded in 1958 to provide the local population with imported home 
appliances. Progressively, however, these trading companies got into local pro-
duction, benefitting as they did from comfortable import barriers.

As was seen earlier, the generalised climate of corruption, including a gov-
ernment that maintained itself in power through bribery, vote-rigging, and 
intimidation, a flourishing black market in foodstuffs provided by the United 
States, and rents granted to a few business groups through import rights or 
high-level protection, severely undermined Syngman Rhee’s regime. Student 
protests and accompanying turmoil pushed him out of the political arena. 
However, the democratic government that replaced him did not prove more 
effective in improving the country’s economic prospects or in curbing corrup-
tion or political decay.

B The Economic Policy under the Military Junta 
and the Park-Led Civilian Government

As a matter of fact, there was little difference between the military and the 
civilian governments headed by General Park. However, several institutional 
reforms that were to have long-lasting implications were imposed by the mili-
tary junta, which could probably not have been affected otherwise.

1 The Revolutionary Objectives of the Military Power
The junta that took power after the coup of May 1961 did so explicitly to end 
the previous era of economic and social disorder and to put an end to cor-
ruption. With General Park Chung Hee at its head, it presented itself and its 

 17 Seth (2013) talks about an ‘unpromising recovery’ when analysing this period.
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overall programme as a ‘National Revolution’. The words are important here 
because, in many respects, the beginning of Park’s era as ruler of South Korea 
was indeed a revolution from the point of view of politics, institutions, and 
economic policy. This state of affairs did not change much when the junta gave 
way to a civil regime, with Park as president, in 1963, as the army remained 
extremely powerful and military personnel continued to be strongly repre-
sented in most high- and middle-tier state decision-making units. The initial 
revolutionary impetus of the junta thus remained present for a long time under 
Park’s leadership. Its main dimensions may be briefly described as follows.

First, the military in power drastically modified the way the country and the 
economy were run. The army had inherited a strong sense of discipline from the 
Japanese era. Once the power struggle about who would command the junta 
ended, a rigorous, well-qualified, and corruption-free administration was set up. 
The bureaucracy was reformed by introducing within it a military structure, 
especially a deep respect for the hierarchy and a strict observance of orders com-
ing from superiors. The change from the rather disorganised management that 
was in place before was drastic. At the same time, a powerful intelligence unit 
was installed whose mission was to reinforce Park’s grip on the whole political 
and economic system, including, in some cases, some army factions. The KCIA 
played a key role throughout Park’s rule. In particular, it was the KCIA that 
managed the reorganisation of the bureaucracy along the preceding lines, nota-
bly through major purges and a drastic reduction in the number of bureaucrats, 
by getting rid of those who were found to be ineffective and/or rent seekers.

Second, the junta, and Park at its head, wanted to truly revolutionise the way 
the economy was run, which implied two big changes: (i) the introduction of 
serious economic planning; and (ii) fighting corruption. On the first account, a 
true ‘planning’ attitude and practice was introduced in policymaking. Planning 
was not new in South Korea, but it was previously ineffective. In 1962, the 
first Five-Year Economic and Development Plan was launched, essentially a 
top-down set of policies designed and executed by a highly able group of civil 
servants, the Economic Planning Bureau (EPB), whose head practically had 
prime minister rank.

In regard to corruption, the junta arrested all those who were taking undue 
advantage of the previous disorder within the economic system: ‘illicit’ profi-
teers of all types, tax evaders, ‘hoodlums, as well as Communist sympathisers.

Of very special interest, and of key relevance for the forthcoming devel-
opment of the country, was the initial threat issued to the owners of big 
businesses  – that is, the so-called chaebols – who had built up huge rents 
under the previous regime, that they could be dispossessed of their wealth 
and could see their enterprises nationalised. In a celebrated encounter between 
Park and Yi Pyong Chol, the founder, owner, and manager of Samsung, then 
the most powerful group in South Korea, the latter suggested that instead of 
expropriating them, it might be better to have the chaebols work to advance 
the junta’s policy, while maintaining the threat of full expropriation in the 
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case of non-compliance or misconduct18 – which occurred later in the case of 
Samsung, which was caught up in a corruption affair and which had to hand 
over its fertiliser company to the state. This general deal between Park and the 
chaebols, despite the general mistrust of the former and the army in regard to 
business, was to become the spearhead of South Korea’s astonishing industri-
alisation process.

Third, as part of this fight against corruption and despite the chaebols’ 
owner-managers being conditionally spared, all banks were nationalised so 
that credit operations could be under full central control. Other state-owned 
companies already existed at the time the junta took power, or were created 
shortly afterwards. In general, they produced basic commodities or utilities 
such as energy, water, and transport infrastructure. The most famous was the 
Pohang Iron and Steel Company (POSCO), created at the time the Park admin-
istration decided to launch its HCI programme.

Fourth, Park, as well as the army, were openly anti-Communist, an attitude 
that can be easily understood in view of the deep rivalry with North Korea. 
However, things went deeper than mere political divergences. Communist 
North Korea was a constant threat, which required permanent surveillance 
of its possible links with people in the South, as well as heavy military invest-
ment, especially when the US military presence started to weaken in the late 
1970s. Park embarked on his heavy industry programme and on the creation 
of POSCO partly so that South Korea would be able to produce military equip-
ment. Another aspect of the anti-Communist bias of the regime that succeeded 
to the junta was its repression of unions and labour movements.

To these basic changes brought about by the shift to a military regime, 
which were tightly maintained afterwards, it is crucial to add some of the key 
ideas held by the ruler and the small group of advisers around him. These ideas, 
indeed, inspired his policy during his twenty-year hold over South Korea’s 
economy and society, and to a large extent explain the development achieve-
ments that could be observed at the time of his death in 1980.

2 Park’s Views about South Korean Development
A few fundamental principles inspired Park’s development policy from the first 
moment of his accession to power. One was a strict rejection of Communism 
as an economic system, despite his youthful flirtation with Communist move-
ments before the Korean War. However, this did not mean for him relying 

 18 Actually, the story is quite dramatic. Shortly after the coup most chaebol owners had been 
arrested and were about to be dispossessed. Their lives were threatened and, of course, their 
companies had stopped operating. The US representative in Korea is said to then have con-
vinced Park that it would be bad policy to destroy the most dynamic business group in the 
country. Yi Pyong Chol, the head of Samsung, then negotiated this deal with Park according 
to which the chaebols would cooperate but would be dispossessed if they did not comply with 
Park’s policy. See Kim Hyung-A (2011: 94–96).
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blindly on market mechanisms: the state had to have its say in development 
orientations. A second principle had to do with the example of Japan, which 
he knew rather well and had been able to observe as a former student in 
Tokyo’s Military Academy. He reportedly repeated throughout his leadership 
that his goal was to reach the development level of Japan in a ‘single genera-
tion’. Another principle was well portrayed in his familiar saying, ‘rich state, 
strong army’, which he understood as implying a two-way causal relationship: 
a strong army would allow business to prosper while being sheltered from 
North Korean actions, and a prosperous state would be able to afford such a 
strong army. But building a strong army also required developing some heavy 
industrial capacity. A fourth principle that guided Park’s action was highly 
diplomatic: it was the care he took to preserve peaceful collaboration with the 
US administration and its representatives in Seoul. This had not always been 
the case under the previous regime. Some tensions arose at times between Park 
and the US representatives, but it cannot be denied that, overall, the United 
States played a huge role in South Korean development, not only through its 
financial assistance but also through its economic advice. The US interest in 
such a collaboration must not be underestimated either. In the geopolitical 
context of those days, it was important for the Western superpower and its 
promotion of market capitalism that South Korea succeed and clearly over-
come Communist North Korea.

With such principles, and given the rivalry with North Korea, which was 
able to live for a while on the strong industrial base it had inherited at the time 
of the separation, the economic goal of Park’s regime could not be other than 
the pursuit of the fastest possible economic growth.

3 The Light Manufacturing Export Drive of the 1960s
This quest for fast growth relied on two pillars: the export orientation of the 
economy and heavy investments in infrastructure. On both fronts, success was 
quick and stellar thanks to original, voluntarist, and clever policies. Yet it is the 
phenomenal progress in exports that calls for the most detailed explanation.

The choice of export orientation as a strategy of development was based on 
an assessment of development limits experienced in the previous period and 
the relative failure of protection to produce fast import substitution-based 
growth. The analysis by Park and his advisers at the EPB was that such a pol-
icy would not succeed because the domestic market was too small and econ-
omies of scale could not be developed; hence the export orientation emphasis 
of the first Five-Year Development Plan. But an objective is nothing without 
the right instruments to achieve it. This is where South Korea was extremely 
innovative.

The key to the extraordinary South Korean export drive in the 1960s lay 
partly in the reform of the exchange rate, partly in the authoritarian manage-
ment of Park’s team, partly in an effective bureaucracy (both in key administra-
tions and in the nationalised banking system), and very much in the dynamism 
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of private enterprises. There is indeed a notable difference between this prag-
matic approach to export-led growth and both the neoclassical explanation 
that is often given of the South Korean miracle as the mere result of moving to 
a ‘free-market’ and ‘free-trade’ economic regime (Balassa, 1988), as well as the 
heterodox view that South Korean success was essentially the result of inspired 
stewardship which went as far as ‘getting the prices wrong’, to use the words 
of Amsden (1992).

The civil government before the junta had rationalised the foreign exchange 
market by eliminating a complex multiple exchange rate regime and adjusting 
the official rate to the rate observed in the curbed market. The won had thus 
been devalued by some 160 per cent in the space of two years, and foreign 
exchange management had been made simpler.19 This increased the profit-
ability of exports. The second impetus to exports was given by several types 
of incentives provided to exporters, which comprised: (i) tax incentives; (ii) 
tariff exemptions and credit facilities on imported inputs; (iii) export credits at 
subsidised interest rates; and (iv) foreign currency loans. Among them, interest 
subsidies were probably the most important: by 1965 the subsidised rate to 
exporters was 6.5 percentage points for an official lending rate of 26 per cent – 
and a domestic inflation rate of 13.6 per cent, making the real borrowing rate 
of exporters negative.20 Most importantly, however, these subsidised credits 
were granted by the nationalised banking system conditionally on comply-
ing with export targets set by the government for large trading companies in 
charge of exporting the production of medium or large chaebol companies, 
which would soon be at the head of a true global distribution network. This is 
where a competent and non-corrupt administration and banking system were 
crucial. On top of this, the export targets were changed over time, based on 
the objective of the Five-Year Economic and Development Plans and based 
on firms’ views on what they could achieve from one year to the next. These 
targets were set in negotiations with high-level government representatives, if 
not with Park himself for the largest chaebols.

Even with such advantages, it took extremely dynamic entrepreneurs to pen-
etrate foreign markets and then to increase their market share. This is where 
the chaebols played a huge and crucial role. In a few years, between 1962 and 
1971, exports of light manufacture – wigs, clothing, footwear, and plywood – 
increased by US$700 million (7 per cent of 1971 GDP), essentially starting 
from scratch. Such rapid progress is doubtless proof of the strong ability of 
Korean entrepreneurs not only to seize the opportunities offered by export and 
industrial policy incentives but also to make their way in foreign markets. At 
the same time, huge economies of scale made them increasingly competitive, 
which also suggests that, thanks to multiple export incentives, they accumu-
lated solid rents that could be reinvested in other activities.

 19 See Yoo, Yungho (2017).
 20 See Cho (1996).
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The economy grew rapidly. GDP was multiplied by 2.5 between 1962 and 
1971. Could it have continued to expand at the same pace, based on the same 
line of exports? Korea’s world export share in clothing trade was only 4.4 per 
cent at that time, but, of course, was much less if the world market, includ-
ing national production for domestic consumption, is used as the reference. 
Moreover, it turned out that clothing exports from South Korea would go on 
to increase by US$1,600 million between 1971 and 1976, when they amounted 
to 10 per cent of world exports. Why then did the Park regime decide to launch 
the HCI programme, deviating completely from successful labour-intensive 
manufacturing exports?

4 Park’s Dictatorship, the Chaebols, and the 
Heavy Industry Venture of the 1970s
After the serious social turmoil surrounding Park’s aspiration to a third 
mandate, which was contrary to the existing constitution, martial law was 
decreed, putting an end to all protest, and a new (Yushin) constitution was 
passed that gave Park nearly dictatorial power. He then bluntly pushed the 
economy towards heavy industry, despite the general opposition that had 
expressed itself before the promulgation of the new constitution, and against 
the wishes of several of his advisers and top experts in ministries and gov-
ernment agencies, who favoured the continuation of the light manufacturing 
export strategy. Park’s motivation might have been his ambition to replicate 
the Japanese development model ‘in a single generation’, but he also had a 
firm conviction that, in the very long run, light industry, including in those 
days consumer electronics, was a dead end in the journey towards joining the 
club of rich countries.

The HCI strategy relied on two pillars. On the one hand, it was necessary 
to build a powerful steel industry that could provide the basic metallic inputs 
needed by lots of kinds of heavy manufacturing. The state-owned POSCO had 
already been included in the first Five-Year Development Plan as a strategic 
industry but had not been implemented due to a lack of resources. It was main-
tained in the second Five-Year Plan, despite the opposition not only of a large 
part of the civil society and the bureaucracy but also of the World Bank, which 
had turned down a loan request, and of the US representative. Funding was 
finally available thanks to the US$500 million reparations payment made by 
the Japanese government in the late 1960s. Construction of the steel complex 
started in 1970 and the first POSCO mill became operational in 1973, with a 
capacity that was apparently among the highest in the world.21

The second pillar of the HCI strategy relied on the chaebols, from which 
Park required extended efforts to make their way in heavy industry exports, 
always with the same strategy of offering huge advantages of various sorts 
and making them compete against each other in the pursuit of an export 

 21 On POSCO see Rhyu and Lew (2011).
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breakthrough in a specific industry. This kind of tournament rule of the game, 
plus the risk of bankruptcy in the case of failure, was indeed a clever way of 
making sure that competitors would do their absolute best to succeed.22

One of the best examples of that strategy was the launch of an 
export-oriented shipbuilding industry. South Korea was already producing 
small fishing ships, but it did not have the capacity to produce huge vessels 
of the type increasingly demanded by marine transporters and oil producers. 
Park invited three chaebols to get into that business – Hyundai, Daewoo, 
and Samsung – providing them with the same types of incentives as had been 
provided for light manufacturing exports but also with particularly import-
ant subsidised credits from domestic banks, as well as publicly guaranteed 
foreign loans, and promising nice rewards to the winners. It was obviously 
a hugely risky bet for a country that was renowned for wigs, apparel, and 
footwear exports to get into this kind of heavy business. Hyundai won the 
race, with a rather daring gamble involving two simultaneous contracts: one 
for two tankers to be delivered to a Greek company, and another for the 
purchase of a shipyard design and shipyard equipment from the Japanese 
Mitsubishi. The tankers were built at the same time as the shipyard was con-
structed. Both Samsung and Daewoo were also operational and active in that 
line of business a year later. Quite remarkably, South Korea soon became a 
major global actor in shipbuilding.

Not all industrial ventures under the HCI project did so well. Moreover, 
they were not always devoid of political machinations involving Park and close 
collaborators competing to succeed him. It was thus not uncommon for gener-
ous state advantages to be provided to a chaebol for some industrial venture in 
return for funding political campaigns or other political expenses. The whole 
manufacturing export drive strategy launched in the 1960s progressively 
evolved towards crony capitalism due to the growing economic power of the 
chaebols and the financing needs of the political game played by the small team 
in power.

The car industry, an important component of the HCI programme, which 
finally produced Hyundai’s Pony for the domestic market and then Latin 
America, is a good example of the intertwining of chaebols, Park and his close 
collaborators, powerful state executives in key positions, politicians, and for-
eign multinational companies.

The story starts in the 1960s, when car assembling companies were 
launched as a substitute to car imports. Various chaebols were present at 
this time, supported by a particular political faction and associated with 
foreign constructors. According to the competition model imposed by Park, 
three chaebols competed in the domestic market, which was much too small 
to exploit economies of scale. Even so, protection made the business highly 

 22 The following paragraph on the chaebols owes much to Kim and Park (2011), whereas the part 
that deals with the automotive industry relies greatly on Lee Nae-Young (2011).
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profitable and fed both the chaebols and the political factions behind them. 
The EPB then imposed an increase in the number of locally produced parts 
and, a little later, requested the creation of a local engine plant for the whole 
industry, which would benefit from generous subsidised credit and access to 
guaranteed foreign loans. Competition then took place between a chaebol, 
Sinjin, partnering with General Motors, and Hyundai, initially associated 
with Ford and later with Mitsubishi. Because Hyundai intended to produce 
not only a local engine but a full car, it finally won the deal and benefited from 
additional help from Park’s cabinet, drawing on the newly created National 
Investment Fund, based on compulsory deposits of savings collected by non-
bank financial institutions. The Pony car was launched in 1975 in the domes-
tic market, while Sinjin continued to assemble General Motors cars, which 
were now much less popular than the national brand. Other assemblers went 
bankrupt in the process.

The provisional end of the story is that Hyundai almost immediately sought 
to export the Pony to gain in economies of scale. The car was shipped to 
the Central American market. Yet, despite its record low price – in large part 
thanks to the huge subsidies received from the state – the car was of bad qual-
ity and exports failed to pick up. Advanced countries’ markets were inacces-
sible because high marketing barriers and the low quality of the Pony. It took 
several years and the mediation of Japanese companies for Hyundai to enter 
the low end of the US market around 1985.

Even before the assassination of Park in 1979, the central government had 
lost its hold over the chaebols. They had become ‘too big to fail’ and enjoyed 
extensive freedom with respect to the government. Some of them had incurred 
big losses in several failed ventures and could not repay their huge debts. Yet 
they controlled too many activities and employed too many people to allow 
them to go bankrupt. They were generally bailed out by the nationalised bank-
ing system. It was only after the death of Park, and with a lot of difficulty, that 
the fabric of the chaebols could be rationalised through mergers in order to 
reduce this kind of risk.

Meanwhile, the state-owned steel company POSCO, heavily subsidised 
throughout its first years of existence, had been able to achieve international 
competitiveness, in large part thanks to Japanese technological support. By 1981, 
it was supplying not only the domestic market but also the Japanese market.

It is difficult to evaluate the exact contribution of the HCI drive to South 
Korean development. Judging from the following decades of industrialisation 
it looks like a resounding success. Yet, as suggested by the preceding examples, 
it was costly, not only in terms of the various business failures it produced, by 
the cronyism it triggered, and the economic inefficiency it generated when var-
ious chaebols competed in markets that were too small for them, but also the 
damage it caused to the rest of the economy, especially to the SMEs that were 
unable to obtain resources in a banking system almost entirely devoted to the 
chaebols and SOEs. Yet success was undeniably there. Exports increased by 

https://doi.org/10.1017/9781009285735 Published online by Cambridge University Press

https://doi.org/10.1017/9781009285735


184 Part II: Lessons from Country Case Studies

US$18 billion – representing a stunning rate of annual increase of 22 per cent 
in volume – between 1970 and 1980, with a large and increasing contribution 
of heavy manufacturing and with the positive effects seen above on the whole 
economy. The lingering question, however, is whether the same result could 
have been obtained with another strategy that would have extended the light 
manufacturing drive, which had been so successful in the 1960s and continued 
to be so in the 1970s progressively towards more capital-intensive activities 
instead of this abrupt dive into heavy industry.

vi an institutional diagnostic of 
south korea in the mid-1970s

It is a challenge to produce a diagnostic of a country that did so well on both the 
economic and social fronts as South Korea, even when considering the country 
at a time when its development level was comparable to that of contemporane-
ous lower-middle-income countries. It is indeed tempting to say that the coun-
try got everything right. Looking at it from the standpoint of the late 1970s, 
however, the feeling might have been somewhat mixed. Analysts in those days 
would have been looking at a country that had taken off thanks to a specific set 
of institutions, initial conditions, and a strong will to access prosperity after half 
a century of privation, a country that took its chances as a labour-intensive man-
ufacturing exporter with phenomenal discipline and effectiveness. However, 
they would also have noticed some late changes in the way the country and 
the economy fared. Success was still as phenomenal as it had been before, but 
the governance of the country had changed somewhat, with an omni-president 
running the country together with huge business groups about to become mul-
tinational corporations and intending to push the country forwards in a kind 
of breakneck race. As a matter of fact, a setback was not far off when Park was 
assassinated. The 1979 oil price boom revealed major weaknesses in the South 
Korean economy inherited from the heavy industry programme that had been 
pursued in the preceding years: a huge foreign debt, a high rate of inflation, a 
nationalised banking sector crippled by non-performing loans (NPLs), some 
major chaebols that were near bankruptcy (with potentially explosive effects on 
the whole economy), and possibly a change under way in the international trade 
order, with the second doubling of oil prices in a few years.

In view of such a situation, it seems logical to articulate an institutional 
diagnostic of South Korea in the late 1970s in two parts: one relating to the 
institutions built since the creation of the Republic of Korea, and the causes 
of their success in setting its remarkable export-led growth path; and another 
focusing on the changes that are perceptible when looking more carefully at 
the 1970s.

The ‘diagnostic table’ (Table 5.3) has been developed following the same 
principles as those used in the case studies of the IDP project, with a cen-
tral column listing readily observable institutional strengths and weaknesses, 
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table 5.3 Institutional diagnostic table for the three periods of South Korean development until 1979

Deep factors Proximate causes Institutional strengths and weaknesses Economic consequences

First and Second Republics (1953–1961)
Education level Reconstruction period Imprecise long-run strategy Slow growth

Weak political regime Rent-seeking and corruption Weak macro policy (over-valuation of 
the currency, inflation)

Homogeneity Land reform Key role of imports

Junta and Third Republic (Park civilian regime): 1962–1971
War legacy Military-style National Revolution Effective planning cum market system Explosive labour-intensive export-led 

growth
Japanese development template Control of the financial system Fast structural transformation

Northern threat Foreign aid Efficient and disciplined bureaucracy Contained inequality
Clever export-led industrialisation  

incentive system
Foreign lending/debt

Difficult democratic 
learning process

Presidential control of big business Increasing concentration of business 
sector

Crony oligopolistic capitalism Infrastructure development
Repression of social movements

Foreign influence Fourth Republic (Park authoritarian regime, 1972–1979)
Japan Park’s HCI objective Centralisation of decisions around Park 

(bypassing planning design)
Move towards heavy industry exports 

(HCI)
US Signs of elite capture Autonomisation of chaebols (‘too big to 

fail’)
Booming exports and GDP growth

Further concentration of production 
apparatus

Successful major industrial projects 
(POSCO)

Excessive distortion of market mechanisms Further development of infrastructure
Mounting foreign debt
Critical situation of some chaebols
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a column to its right listing the main economic consequences, a column to its 
left listing their major proximate causes, and, finally, an additional column on 
the left-hand side listing the deep factors behind those causes. Note that, for 
the sake of conciseness and simplicity, no representation has been made of the 
causality relationships between the various items in each column for a given 
period. In effect, causality applies among whole sets of items in the various 
columns, rather than among items on the same row.

The originality of this table for South Korea is that it is broken down into 
three periods – the same periods that were used to organise the discussion in 
the preceding pages. The reason for this lies in the deep differences in the way 
institutions functioned in South Korea during the post-war period, during the 
period of the junta and the first Park terms, and the period after the Yushin 
constitution, which gave quasi-dictatorial powers to Park. Sticking to the strict 
diagnostic exercise announced at the beginning of this chapter, it might have 
been sufficient to focus on the last period. Enlarging the lens allows us to see 
the evolving nature of institutions and how the way they were defined and 
worked in a given period affected how they would perform in the next period. 
For instance, the 1961 military coup in South Korea and the type of institu-
tions set up by the military junta and then by Park’s administration cannot 
be understood without some knowledge of the previous period. Likewise, the 
situation in the late 1970s, which is the core subject of our inquiry, can only 
be apprehended by reference to the institutional setting and economic success 
of the preceding period.

The various entries in the table for the first two periods, as well as the 
list of ‘deep factors’, have been discussed at some length in the preceding 
pages and do not need further comments. The table essentially summarises 
what factors explain South Korea’s remarkable development throughout the 
1960s. Yet those entries will be helpful below in producing a diagnostic of 
the last period.

Examining South Korea in say 1978, at the time when its income level was 
roughly comparable to that of Bangladesh, Benin, Mozambique, and Tanzania 
in 2020,23 and scrutinising it in the same way as we did for those four coun-
tries, what would be our conclusion?

The first conclusion is obviously that in the span of a few years South 
Korea had developed an institutional setting that was particularly effective for 
development purposes. While its income level was perhaps comparable to the 
IDP case study countries today, it could count on huge advantages in terms 
of the educational level of its population, an effective and competent bureau-
cracy, and major infrastructure capital. It could also rely on an effective eco-
nomic policy machinery, based on a planning bureau populated by high-level 

 23 It will be seen in Chapter 7 that the comparability holds mostly for Bangladesh. Rigorously 
speaking, income per capita in 2018 in Tanzania is equivalent to South Korea in 1970, while 
the correct reference would be 1965 for Benin and 1955 for Mozambique.
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experts and a network of correspondents in the presidency, the ministries, 
state agencies, and nationalised banks.

Even though it was also set to evolve, this institutional setting was an 
enormous asset for future development. It was itself the joint result of var-
ious factors: (i) an ethnically homogeneous population eager to get out of 
dire poverty after forty years of Japanese rule and three years of a deadly 
war, and frustrated by an ineffective and highly corrupt government; (ii) an 
army that, implicitly siding with the population, had carried out a coup and 
installed a junta willing to operate a radical change in the way the economy 
worked; (iii) the Japanese model of development, which was well known to 
the leaders of the junta, that could be used as a template; (iv) a well-trained 
elite and a sufficiently educated population that could form a competent 
bureaucracy; (v) the rivalry with North Korea; (vi) the support of the United 
States; and (vii) a gifted, clever, ambitious, and patriotic leader. In a few 
years, and based on a vigorous export-led strategy, the South Korean econ-
omy had taken off.

Signs did exist in the 1970s that the machinery was evolving. First, cen-
tralisation had strengthened, and the planning entity had lost some power in 
favour of the president’s office, in an effort by the latter to impose the HCI 
programme, which was far from consensual among top experts in the plan-
ning bureau and other administrative entities. Park’s obsession with the HCI 
programme had much to do with some of the ‘deep factors’ listed in the diag-
nostic table. The hostile relationship with the Northern neighbour would at 
some stage make armament production necessary in the South, which would 
require massive heavy industry inputs, steel in the first place. Also, North 
Korea boasted a steel industry, which caused South Koreans to feel somewhat 
ashamed of their apparel, wig, and footwear exports. Finally, was it not the 
case that the steel industry had been a key factor in Japan’s development and 
its military power?

Park’s strong will to move on with the HCI programme to intensify indus-
trialisation and to continue with hypergrowth was also behind the consti-
tutional change that gave him quasi-dictatorial power (on top of the more 
obvious objective of muting the opposition and democratic forces). Yet this 
move towards heavy industry exports entailed changes in the relationship 
between the president and the chaebols, which were the spearheads of this 
new strategy. They had already acquired considerable economic power in the 
previous period. The intensification of industrialisation, which could not rely 
on medium-sized enterprises, gave them still more power. At the same time, 
because of their earlier success in international markets, they had acquired 
considerable autonomy with respect to the central power, through their size, 
the holding structure they adopted to control a batch of very diverse activi-
ties, and through their links with multinational corporations in domestic and 
foreign markets. Given the huge financing facilities granted to them by the 
central power, they were able to keep expanding, sometimes in extremely risky 
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ventures, following their own strategies. Paradoxically, the centralisation of 
economic power in the presidency came with some loss of control over the 
chaebols. In addition, the chaebols were also important in providing resources 
that allowed Park to pursue political objectives at a time when the opposition, 
labour unions, and civil society were gaining vigour, in part as a result of the 
astounding economic progress of the past fifteen years or so.

More autonomous, because more economically powerful, and essential 
for the continuation of fast economic growth, the chaebols apparently did 
not enter the political game. Thus, it would be an exaggeration to refer to 
elite capture. What seems certain is that they implicitly had a say in regard 
to economic policy, which had not been the case a few years before. In 
effect, by the late 1970s South Korea was converging with those modern 
societies where captains of industry or CEOs of major companies are at the 
same time the vectors of economic activity and progress as well as major 
interlocutors – and in some cases economic guides to governments. Such an 
evolution was not necessarily negative, even though it did not fit well with 
an authoritarian regime.

Another consequence of the huge advantages given to the chaebols to enable 
them to perform their breakthrough in heavy industrial exports was a deeply 
distorted financial market, where state-owned banks could not fully play their 
role of efficient resource allocation agents because of the huge funding require-
ments needed for the chaebols’ ventures and, in some cases, for bailing them 
out. Such financial repression by the central power could have been very effec-
tive in the 1960s at the time when the manufacturing export engine needed 
to be kickstarted, but it was not adapted to an economy whose volume had 
quadrupled and whose citizens were now three times richer.

The years after Park’s death were difficult ones, not least because of the sec-
ond oil price boom, which severely affected the heavy industry due to its energy 
needs, but which also revealed weaknesses in the economic fabric woven by 
the chaebols. Under Chun’s dictatorship, several years were needed to put an 
end to the ‘everything goes’ attitude that had prevailed during the last years of 
Park’s era, and to restructure the chaebols into a sustainable but still fantas-
tically effective driver of industrialisation and development, thus ensuring the 
final success of Park’s risky HCI bet.

vii conclusion

Retrospectively, General Park’s leadership was decisive in setting South Korea 
on a development trajectory that led the country from lower-income country 
status in the early 1960s to being admitted to the OECD club of rich countries 
less than forty years later. There was still a long way to go when he was assas-
sinated, and the path has not always been an easy one. Without the vigorous 
take-off of the 1960s under Park, however, it is unlikely that South Koreans 
would have attained the prosperity they enjoy 60 years later.

https://doi.org/10.1017/9781009285735 Published online by Cambridge University Press

https://doi.org/10.1017/9781009285735


189Directed Development with Large Firms: South Korea

The development of South Korea in the 1960s should indeed be an example 
for least advanced countries (LACs) today. As poor as some LACs are today, 
South Korea was very much disorganised after passing through a major con-
flict, was without natural resources, had no clear development strategy, and 
was home to a corrupt regime, but a radical turn towards a labour-intensive 
manufacturing export strategy was taken in two or three years and propelled 
the economy on a rocket-speed development trajectory. Its key assets on that 
journey were a capable and disciplined bureaucracy, a dynamic entrepreneur-
ial class, a population eager to learn, and effective and smart (although author-
itarian) stewardship.

The debate will probably still last quite some time about whether the author-
itarian nature of that leadership should be considered as another favourable 
asset in the early development of South Korea. From an economic point of 
view, however, the point may not be so much the nature of the political regime 
but rather the stability that it brought, in contrast to what had been observed 
in the previous post-war period.

With the Japanese development model in mind, but short of funds, South 
Korea was able to exploit all opportunities that arose to increase the resources 
that could be invested in its development. But it is certainly in its management 
of the business sector and the attribution of what could be called ‘conditional 
rents’ that the country was most innovative and successful. Providing heavily 
subsidised funds and other advantages to light manufacturing exporters con-
ditionally on reaching predefined objectives proved highly effective. The same 
can be said of the competition imposed later on chaebol conglomerates in the 
conquest of foreign markets in heavy manufacturing. Yet this strategy would 
not have succeeded without a skilled and transparent bureaucracy that was 
able to tightly monitor business. Even though it was successful, however, it 
must be recognised that this strategy was a real bet. It could have failed, which 
would have had dramatic consequences for development.

It also bears emphasis that the South Korean economy was not devoid of 
corruption. Business was also often asked to contribute to the campaigns of 
top politicians, including Park himself, to such an extent that towards the end 
of his era the chaebols had acquired real leverage over the government, which 
made regulating them less effective. As a matter of fact, this culture of cor-
ruption has not completely disappeared, as can be seen from the numerous 
scandals that continue to tarnish South Korean political life. In the case of 
South Korea, however, this might appear more the consequence of a successful 
development strategy based on the relationship between the state and business 
than as a handicap for the implementation of such a strategy. This does not 
mean it is costless, of course.

A last lesson of South Korea’s early development for today’s LACs concerns 
the distribution of income and the accumulation of human capital. Not only 
was the degree of inequality moderate by developing country standards, but it 
was remarkably constant. This low level of inequality is to be related in part 
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to the land reform that was implemented upon the departure of the Japanese 
colonisers, but also to the homogeneous progress of education within the pop-
ulation throughout this period. In addition, there was a constant concern on 
the part of the leadership to avoid mounting imbalances between the rural 
sector and the highly dynamic manufacturing sector and ancillary activities 
in urban areas. This relative stability of the distribution of income permitted 
economic growth to translate immediately and effectively into the reduction of 
poverty. At the same time, it did not prevent democratic movements forcefully 
expressing their discontent whenever possible in the face of essentially auto-
cratic regimes – until democracy finally prevailed.
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6

Directed Development with Mixed Firm Types

Taiwan

i introduction

There are several reasons why development scholars should be interested in 
the case of Taiwan. As one author has written: ‘It once had a single domi-
nant party following the Leninist model; it now has a competitive multiparty 
system. It was once a classic economic dependency relying on the sale of 
primary products (sugar and rice); it is today a leading exporter of manu-
factures. Its Land-to-the-Tiller programme offers one of the most successful 
examples of creating a foundation for social equity and balanced growth’ 
(Chan, 2002: 174–5).

The achievements of Taiwan are so varied and impressive that it is justi-
fied to talk about ‘Taiwan’s development miracle’. After presenting some of 
the most salient achievements we will search for explanations behind them; 
thereafter, we will raise the key issue of their replicability in different contexts. 
Important indicators of Taiwan’s success are as follows:1

 a. Fast economic growth: The gross national product (GNP) grew at an 
average of 8.8 per cent between 1953 and 1986, and per capita GNP 
at 6.2 per cent during the same period. As a result, the relative gap in 
per capita income between Taiwan and most advanced economies was 
narrowed down at an amazing speed. Thus, while in 1971 the per capita 
income in Taiwan represented hardly more than 8 per cent of the per 
capita income in the United States, its share rose to a staggering 39 per 
cent twenty years later (in 1991). In the early 1990s, per capita income 
in Taiwan exceeded that of Greece and Portugal but was smaller than 

 1 We make ample use of the data provided in Wade (1990a: 38–41, 64. See also the appendix 
tables in Li (1995).
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that of Spain. In the 2020s, Taiwan occupies the fifteenth position in 
the ranking of the world’s countries in terms of gross domestic product 
(GDP) per capita.

 b. Fast economic growth, accompanied by unusually equal income dis-
tribution: Incomes in Taiwan are much more equally distributed than 
in the typical developing country and more equally distributed than in 
some rich advanced countries, such as the United States and Japan (and 
South Korea).

 c. Rapid improvements in material welfare: In 1982, already, almost all 
households in the country had electricity, televisions, refrigerators, and 
motorcycles, while two-thirds had piped water, telephones, and washing 
machines.

 d. Remarkable speed of the demographic transition: The rate of popula-
tion growth decreased from 3.5 per cent in 1953–62 to 2.9 per cent in 
1963–72, 1.9 per cent in 1973–82, and 1.2 per cent in 1986 – that is, a 
two-thirds fall within about thirty years.

 e. Rapid increase in life expectancy, school enrolment, and literacy: Between 
1960 and 1977, Taiwan, together with Hong Kong, performed better in 
both life expectancy and literacy than all other cases in a sample of 100 
developing countries, both market and non-market (Communist) coun-
tries. By 1982 life expectancy at birth was seventy-five years for women 
and seventy years for men. Moreover, virtually all primary school-aged 
children went to school, almost all of them went on to junior high school, 
and 80 per cent of senior high school graduates went on to schools of 
higher education.

 f. Rapid increase in earnings from manufacturing industries: Real earnings 
in manufacturing increased at a rate of 15 per cent a year between 1960 
and 1980, a period during which Taiwan embarked on industrialisation.

 g. Strong competitiveness in international trade: Taiwan is one of the 
most trade-dependent countries in the world (behind Hong Kong, 
Singapore, and some small petroleum exporters), and from being a lead-
ing exporter of agricultural products it has become a leading exporter 
of increasingly sophisticated manufactured products (most noticeably, 
TSMC, from Taiwan, is one of the world’s leading chipmakers in the 
2020s). While in 1955, 85 per cent of Taiwanese exports consisted of 
agricultural or processed agricultural products, based mostly on rice 
and sugar, industrial products made up no less than 90 per cent of total 
exports around 1990.

 h. Taiwan’s economic transformation happened within a short time period 
of twenty-five years in a context of remarkable macroeconomic stability, 
without inflation and without recession. A milestone in Taiwan’s devel-
opment was its relaxation of stringent foreign exchange controls that 
had been in place for four decades and which had made Taiwan’s foreign 
exchange reserves the world’s biggest after Japan (by 1987).
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 i. Political liberalisation and the democratisation of the country was 
initiated by the one-party state itself, and proved to be effective and 
sustainable.

These stunning aspects of Taiwan’s performance have been achieved despite 
a number of adverse initial conditions. Let us mention the most important 
of these. First, the newly independent Republic of China had to accommo-
date a massive influx of immigrants from mainland China who relocated to 
Taiwan after the defeat of the nationalists against the Communists.2 (In this 
respect, the situation of Taiwan closely resembles that of newly independent 
Pakistan, where immigrants from India settled in big cities and initially domi-
nated politics.) The process did not go smoothly, and an ethnic conflict broke 
out which was caused by the seizure of political power by the mainlanders. 
This was despite the fact that the islanders had originally come from China 
two or three centuries before (Wade, 1990a: 232). Riots quickly erupted and 
a harsh repression followed, which saw 30,000 Taiwanese people killed in 
early 1947. In 1949, martial law was declared by the Kuomintang (KMT), 
the party of the Nationalist immigrants from China, which was to last for 
thirty-eight years and was used as a way to suppress the political opposi-
tion during the years it was active. During the White Terror, as the period is 
known, 140,000 people were imprisoned or executed for being perceived as 
anti-KMT or pro-Communist. Many citizens were arrested, tortured, impris-
oned, and executed for their real or perceived link to the Chinese Communist 
Party. Since these people were mainly from the intellectual and social elite, an 
entire generation of political and social leaders was decimated. On the other 
side of the coin, a large number of the migrating mainlanders were trained and 
experienced professionals.

The second adverse initial condition faced by Taiwan is the fact that 
although the country is comparable in size to Belgium or the Netherlands, it 
has much less arable land and many more people to feed. The first feature is 
the result of the fact that two-thirds of the country is mountainous. To make 
things worse, not only does Taiwan have a rugged topography, but many of 
its agricultural soils are also of rather poor quality. As for the second feature, 
Taiwan started with a high population density that was partly attributable to 
the massive immigration from mainland China. This exceeded 230 people per 
square kilometre in the early 1950s (reaching 572 people per square kilometre 
in the early 1990s), which translated into a very high level of effective land 
pressure given the aforementioned soil characteristics. Finally, the country is 
endowed with few mineral resources and small quantities of natural gas.

How did Taiwan succeed in overcoming these adverse conditions to engen-
der a continuous and rapid development process that has been considered 

 2 In 1946, Taiwan’s population was slightly more than 6 million, to which the flight from the 
mainland around 1949 added some 1.6 million people. By 1964, the population had doubled 
(Li, 1995: 132).
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almost miraculous? To what extent can we attribute the country’s success 
to other initial conditions that were favourable: in particular, the broadly 
impressive Japanese colonial legacy, and the massive financial and technical 
aid received from the US government, which in the 1950s equalled 43 per cent 
of gross investment (Chang, 1965: 152)? And to what extent is the success 
traceable to efficient institutions and policies? It is impossible to answer these 
questions since the specific contributions of these factors cannot be adequately 
disentangled. What can be convincingly argued, however, is that Taiwan 
has successfully exploited the available opportunities and the advantages it 
had at its disposal at the start of its development process. As will become 
clearer in this chapter, both the strategic and institutional choices made by the 
Taiwanese government, whether helped by US advisers and the Japanese legacy 
or not, displayed a remarkable degree of pragmatic wisdom and consistency. 
Moreover, they were backed by strong political resolve and a highly competent 
administrative machinery. In the following sections, we start by looking at the 
deep transformation of agriculture and the rural economy initiated in Taiwan 
after independence. Thereafter, we will try to understand in what ways the 
Taiwanese state has been a developmental state, a mixture of relation-based 
authoritarianism, a devoted and competent bureaucracy, and a state apparatus 
immune from pressures from private interests.

ii Transforming the Rural Landscape

A Taking Stock of Impressive Achievements

One of the great challenges of development, as seen by Ragnar Nurkse (1953) 
and Arthur Lewis (1954), is how and how fast the surplus labour exist-
ing in a large low-productivity sector, whether it consists of agricultural or 
other informal economic activities, can be absorbed in a modern or formal 
high-productivity sector, typically industry (and associated services). What 
Lewis has called the ‘turning point’ or the ‘commercialisation point’ is the 
threshold beyond which the two sectors start competing with each other on 
an equal footing: that is, the high-productivity sector must be ready to raise 
its wages to be able to attract labour from the low-productivity sector. At this 
point, there is no more excess labour in the latter and labour productivity 
increases in both sectors. Development is under way. Another related way of 
defining the turning point is when the absolute size of the agricultural labour 
force starts declining in absolute terms despite a positive natural growth rate 
of the rural population.

What do we find for Taiwan? Although an ever-increasing number of 
farmers left agriculture to live and work in growing urban areas, the popula-
tion pressure on farmland was severe, especially during the early 1950s (Fei 
et al., 1979: 46–7). Thus, the agricultural population increased by one-third 
between 1952 and 1964 (from 4.26 to 5.65 million people) and, since the 
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total farmed area stayed more or less constant, this meant that the average 
farm size fell to about 1 hectare (from 1.3 hectares in 1952). A few years 
later, however, the size of the absolute population engaged in agriculture 
reached a peak of 6.15 million (in 1969), from which point it started to 
decrease sharply – in particular, until 1975, when it was only 5.3 million 
(Thorbecke, 1979: 185). The labour slack that had prevailed during the years 
1950–65 had gradually become exhausted: thus, total worker-days of labour 
in agriculture dropped from a maximum of 306 million in the years 1966–8 
to about 285 million in 1973–5. This was the combined effect of a reduction 
in the number of worker-days per average worker and of the total number of 
agricultural workers.

The occurrence of the Lewisian turning point in the second half of the 
1960s is confirmed by the rise in the same period of the agricultural wage 
compared to that of factory workers (Thorbecke, 1979: Thorbecke, 1979: 
185–6). Moreover, labour costs became the fastest growth component among 
all agricultural inputs and, as expected in these conditions, the multiple crop-
ping index (i.e., the ratio of planted area to cultivated area), after reaching a 
peak of 187 per cent in 1965–9, decreased steadily to 139 per cent in 1985–9 
(Wu Huang, 1993: 51). Logically, the drop in the share of the agricultural 
population in the total population fell even more dramatically than the abso-
lute number of agriculturalists, namely from more than 52 per cent in 1952 to 
hardly more than 15 per cent in 1985–9 (Wu Huang, 1993: 51).

What did Taiwan do to bring about the advent of the turning point in such 
an exceptionally short period of hardly more than fifteen years? Did the trans-
formation process conform to the Lewis (and Nurkse) model, in which the 
expansion of a modern (and urban) sector gradually absorbs the surplus labour 
released by a stagnant traditional (and rural) sector? In sum, the answer to the 
first question lies in the conjunction of rapid technological progress in agricul-
ture and an unwavering drive towards rural industrialisation – two engines of 
change supported by purposeful policies and strong institutions. While the for-
mer force led to increases in land productivity followed by increases in labour 
productivity, the latter gave rise to a steady expansion of off-farm employment 
opportunities. The same factors are behind the answers to the second question 
and imply that the Taiwanese pattern of development does not strictly confirm 
the predictions of the Lewisian model.

The socioeconomic environment in which the structural changes occurred 
had itself been deeply transformed by an ambitious land reform programme 
which Taiwan’s government embarked upon soon after independence, and 
which produced one of the most effective land redistribution schemes seen 
in the whole developing world after World War II. Its initial motivation was 
mainly political: the government, dominated by Chinese mainlanders and 
strongly authoritarian, wanted to buttress its legitimacy by winning wide-
spread support among the rural masses of the island. Giving the bulk of rural 
dwellers making up the island’s population, a stake in the new regime was the 
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way that was chosen to achieve this result (Wade, 1990a: 241). It also helped 
a great deal that the KMT’s ‘catastrophic learning experience’ on the mainland 
convinced its leadership that failure to carry out land reform in (mainland) 
China had been a crucial mistake that must not be repeated in Taiwan. In the 
specific context of the latter country, land reform was the easier to implement 
as the social status and prestige of the local landlord class had been irretriev-
ably dented by their active collaboration with the Japanese colonial authori-
ties (1895–1945).3 Moreover, strong opposition by Taiwanese landlords was 
not feared by the new government because these landlords had been greatly 
intimidated by the violent suppression of dissent during the chaotic interreg-
num of 1945–7, and they knew that the regime was not beholden to their 
interests (Park and Johnston, 1995: 197–8). The undertaking turned out to be 
a major success, both in terms of its political objective and in terms of reduc-
ing inequality and boosting economic performance. The rural inhabitants thus 
became staunch and obedient supporters of the regime, at least during the first 
decades, while the landlords were forced out of agriculture. Rural inequality 
was dramatically reduced.

Regarding economic achievements, it is admittedly impossible to say whether 
the route chosen was more or less conducive to growth and development than 
what a hypothetical modernisation process based on the extant feudal structure 
would have been. What can be confidently asserted, however, is that given the 
path chosen, maximum effectiveness was probably attained by means of the policy 
and institutional strategies followed to emancipate small cultivators. Going one 
step further, a long tradition of development economists argues that small farms 
are more efficient than large farms under conditions of land scarcity and labour 
surplus (see Mill, 1848; Sen, 1960, 1966; Schultz, 1964; Chayanov, 1966; Berry 
and Cline, 1979; Feder, 1985; and, for a survey, Ray, 1998: 446–55).4 For them, 
the idea that an alternative policy anchored in big feudal farms could have yielded 
better economic results just makes no sense. This is especially so because rice is 
traditionally the main staple food in Taiwan, and is a labour- intensive crop that, 
moreover, requires much care (i.e., not only the quantity but also the quality of 
labour matters). It is therefore particularly suited for small-scale agriculture in 
which the cultivator is the residual claimant. Revealingly, already in the 1920s 
and 1930s, when Taiwanese farmers adopted the high-yielding ponlai rice vari-
eties, large landowners found it advantageous to rent out land to them in small 
parcels to be farmed intensively (Park and Johnston, 1995: 199).

 3 In 1895, China had to cede the island of Taiwan to Japan following its military defeat in the 
China–Japan war (1894–5).

 4 Thus, John Stuart Mill wrote in the mid-nineteenth century that ‘The peasant proprietor is of 
all cultivators the one who gets most from the soil’, and ‘the land nowhere occupies, and feeds 
amply without becoming exhausted, so many inhabitants as where they are [small] proprietors’ 
(Mill, 1848, II.VI.2: 259–60; and I.IX.4: 149. For a detailed discussion of Mill’s contribution on 
this point, see Platteau, 1983: 441–5).
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On the other hand, rice being regarded as a wage good, a sufficient supply 
was necessary for economic stability and as a hedge against inflation. These 
objectives were of paramount importance given the bitter experiences of the 
food shortages and hyperinflation of the 1940s, which contributed to the loss 
of the Chinese mainland. As one author has written: ‘Against this historical 
background, Taiwan’s agricultural policy gave the highest priority to price 
stability and food production for basic foodstuffs, especially rice’ (Wu Huang, 
1993: 54).

We can now proceed by examining the Taiwanese strategy for rural devel-
opment in more detail.

B Radical Land Reform

The land reform process was implemented quickly but in three gradual stages: 
rent reduction, public land sales, and the Land-to-the-Tiller Programme. 
These three steps had the drastic effect of converting in a very short period a 
landlord-tenant system to owner-cultivator agriculture based on small farms 
(see Koo, 1971; Thorbecke, 1979: 172–6). Initiated in 1949, the rent reduc-
tion programme limited farm rents to a maximum of 37.5 per cent of the 
annual yield of the major crop. This ceiling was significantly below the 50 per 
cent level historically practised in the more fertile areas. The immediate effect 
of this measure was to improve the lot of the tenants, while correspondingly 
reducing the incomes of the landlords and land values. The second stage of 
the reform consisted of the sale of public land that had been acquired after 
World War II from the Japanese colonisers. This land was made available 
for purchase by farming families and, to encourage the ‘equalisation’ of land 
ownership, the quantities that could be acquired by a single family were 
strictly limited.

Finally, the third and most important step in the land reform process was 
the Land-to-the-Tiller Programme, promulgated in 1953. It provided that 
any land in excess of 2.9 hectares was to be confiscated by the government 
and redistributed. The effect was to practically eliminate the upper tail of 
land distribution and to drastically reduce the proportion of tenants.5 In the 
absence of a sizeable landless class, the transformation of non-owners of land 
into peasant owners did not cause the average farm size to be unviable. As for 
the landlords, they were compensated in two ways: they received commodity 
bonds carrying an interest rate much smaller than the market rate, and shares 
of stock in four big industrial firms. The monetary value of the compensation 
was calculated as the equivalent of 2.5 times the annual yield of the major 
crop, which was considerably below the average market value of paddy 

 5 Between 1949 and 1961, the proportion of owner-cultivated land in the country’s total agricul-
tural area increased from 59 per cent to 90 per cent, while the proportion of tenant-operated 
land was correspondingly brought down from 41 per cent to 10 per cent (Chang, 1965: 157).
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fields. Ho (1978: 271–4) estimated that the resulting wealth redistribution 
effect represented approximately 13 per cent of Taiwan’s GDP in 1952. He 
also calculated that the increase in the income of the average tenant between 
1948 and 1959 (the year in which he would become an owner-cultivator) 
was about 6.5 times higher than what it would have been had he remained 
a tenant benefiting only from the rent reduction measure (increases of 107 
per cent and 16 per cent, respectively). Because landlords promptly sold their 
industrial stocks at prices far below value, and because a large portion of 
the proceeds went to consumption, the majority of them ended up being not 
much better off than the new owner-cultivators (Yang, 1970, cited from Fei 
et al., 1979: 43).

As we have learned from numerous disappointing experiences of land 
reform across the world, a redistribution of land can achieve its objectives only 
if effective accompanying measures are set in place as early as possible to raise 
farm incomes through increased land productivity (see, for example, Kikuchi 
and Hayami, 1978). On this level, too, Taiwan was remarkably successful. 
The complementary measures were not only designed and implemented almost 
immediately after land had been redistributed, but they were also comprehen-
sive and supported by strong institutions, resulting in continued output growth 
during the transitional period and later. During the 1952–64 period, the net 
agricultural output grew by an impressive 80 per cent (5 per cent a year): 
that is, at a much more rapid pace than the agricultural population, which 
increased by about one-third (Fei et al., 1979: 47–8). This included infrastruc-
tural investments, such as in irrigation and feeder roads; the provision of credit 
and extensive services; the organisation of input delivery (chemical fertilisers, 
high-yielding seed varieties adapted to local soil conditions, water pumps for 
drainage, etc.) and output marketing; price stabilisation; and, last but not least, 
the strengthening and transformation of the farmers’ associations inherited 
from the Japanese colonial period (Cheng, 2001: 21). Also noteworthy are the 
considerable resources put into agricultural research. Thus in 1960 Taiwan 
had 79 agricultural research workers for every 100,000 persons active in agri-
culture, compared with 60 in Japan, 4.7 in Thailand, 1.6 in the Philippines, 
and 1.2 in India (Fei et al., 1979: 49).6

Agricultural development in Taiwan did not only result from well-
thought-out policies but also from strong support organisations. The 
Chinese–American Joint Commission on Rural Reconstruction (JCRR), 
which was almost totally financed through US aid funds, played a critical 
role in agricultural research, extension, and innovation, as well as in the 
planning and implementation of Taiwan’s strategy for agricultural growth. 
The JCRR was a major catalyst for harnessing resources and ensuring 
their best use within the perspective of an owner-cultivator model of rural 

 6 Foremost among the dedicated establishments were the Taiwan Agricultural Research Institute 
and the District Agricultural Improvement Stations.
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development. Since it was insulated from the daily political and bureaucratic 
pressures of the relevant ministry or administration, the JCRR could take 
a long-run view of the whole process (Thorbecke, 1979: 201–2). In this 
respect, the importance of the international context, and the Cold War in 
particular, cannot be overestimated. Whereas the United States helped to 
introduce radical social and economic reforms in its Cold War allies in East 
Asia, it tended to be a conservative influence working against such changes 
in Latin America (Chan, 2002: 183). This differential approach is explained 
by the presence of a serious threat from Communism in the latter region, 
and its near absence in the former.

In addition, as pointed out by Eric Thorbecke (1979: 181): ‘Perhaps the 
most noteworthy feature of agricultural planning in Taiwan has been the 
attempt at local participation. Starting with the First Plan, government agen-
cies were required to specify goals on a county-by-county basis in consulta-
tion with local people and taking local conditions into account’. Whereas 
the farmers’ associations and credit cooperatives set up by the Japanese to 
facilitate agricultural extension were top-down institutions dominated by 
landlords and merchants, the Taiwanese government and the JCRR decided 
to organise farmers into multipurpose farmers’ associations whose member-
ship was restricted to cultivators, to serve their exclusive interests. These were 
gradually expanded to include not only irrigation associations but also a 
credit department, which not only granted loans to farmers but also accepted 
deposits from them, and to provide facilities for purchasing, marketing, ware-
housing, and processing. In the words of John Fei and co-authors (1979): 
‘The associations thus became clearing houses for farmers, who controlled 
and maintained them and viewed them as their own creatures’ (p. 45). At the 
same time as these associations grew in importance, credit became available to 
farmers from the JCRR, government-owned banks, and government agencies 
catering to the needs of farmers. That their entry into the rural credit business 
was effective is attested to by the fact that farm loans provided by the official 
channel and formal institutions soon came to represent the lion’s share of the 
total (Ho, 1978: 179–80). The close relationship between farmers and their 
local multipurpose associations thus played a major role in promoting agri-
cultural development by reducing liquidity constraints and transaction costs 
(Park and Johnston, 1995: 200).

If it is true that the farmers’ associations were tightly controlled by the 
Nationalist party in power, it is equally true that the party was eager to involve 
the farmers in order to best meet their needs. Additional functions serving the 
same purpose were also fulfilled by so-called public service centres, of which 
there was one for each township. Staffed by full-time party officials whose job 
was to ensure that things evolved in line with the party’s interests and recom-
mendations, they included an extension section that organised farming study 
groups, training courses, and demonstrations (Wade, 1990a: 242; Park and 
Johnston, 1995: 200).
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C Rapid Technological Change in Agriculture

The problem of land pressure was overcome in three ways: through substan-
tial increases in land productivity at the intensive margin; through the diver-
sification of agricultural production into more profitable crops; and through 
the part-time reallocation of labour to off-farm activities. In this subsection 
we deal with the first two points while the third one is deferred to the next 
subsection.

Increases in agricultural production stemmed from two sources: increased 
yields in traditional crops, such as rice and sugar, and the introduction of 
new crops. The first result was obtained thanks to a combination of factors. 
One of these consisted of the expansion of fixed capital, which increased by 
one-third during the years 1952–64, mainly as a consequence of investment 
in irrigation and flood control facilities and of the introduction of small til-
lers to replace water buffalo, and other small mechanical devices. Moreover, 
and thanks to the adequate supply of credit, working capital grew even more 
dramatically than fixed capital (by as much as 140 per cent during the same 
period), reflecting the continuous introduction of new seed varieties, chemical 
fertilisers, pesticides, insecticides, and commercial feeds. What bears empha-
sis is that the technological change was generally of the labour-intensive and 
land-and-capital-saving type. This effect was reinforced by the shift to more 
labour-intensive crops, such as vegetables, some of which – for instance, mush-
rooms and asparagus – require considerable amounts of labour per land unit 
(Fei et al., 1979: 48–50; see also Lee and Chen, 1979).7

Finally, thanks to the considerable attention given to agricultural growth 
and development, substantial savings could be transferred from agriculture. 
The net real capital outflow from the agricultural sector in the form of rents, 
interest payments, taxes, and others was positive throughout the pre-turning 
point period. More specifically, the compulsory purchase scheme for rice, and 
the rice-for-fertiliser barter programme, were implicit taxes that exceeded the 
total income tax of the whole economy almost every year before 1963 (Kuo, 
1975: 161).

A major lesson to keep in mind is that, during the critical period which pre-
ceded the reaching of the Lewisian turning point, when agricultural population 
continued to increase (although at a reduced pace), the number of working 
days per worker steadily increased while the number of working days per hect-
are of land rose even more dramatically (from 170 in 1948–50 to about 260 in 
1963–5).8 This being said, the smaller farms remained unable to generate suf-
ficient income, or to keep the entire family workforce fully employed, and, for 
them in particular, the availability of off-farm income-earning opportunities 

 7 Thus, the cultivation of one hectare of asparagus required 2,900 times the labour input of the 
cultivation of one hectare of rice (Fei et al., 1979: 50).

 8 The number of worker-days increased by 17 per cent between 1952 and 1964, which is more 
than the rate of increase in the number of persons employed in agriculture (12 per cent).
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was of great consequence. Since the average farm size more than halved 
between 1940 and 1970, it was also helpful for many other farming house-
holds. In 1970, 44 per cent of Taiwanese farms contained less than 0.5 hect-
ares of cultivated land (Ho, 1979: 88).

D Rural Industrialisation

Equally remarkable was the success achieved by the government’s rural indus-
trialisation programme, which really started after the mid-1950s. Between 1956 
and 1966, manufacturing employment increased at a yearly rate of 7.2 per cent 
in rural Taiwan, substantially faster than the rate of increase in urban areas. 
Paradoxically, therefore, the share of the rural sector in the country’s manu-
facturing output increased during that pivotal transitional period leading up to 
the turning point. In 1966, agriculture employed just 54 per cent of the rural 
labour force while manufacturing employed 10 per cent (as compared to 20 per 
cent for urban Taiwan). Thanks to the decentralised industrialisation drive, an 
increasing number of farm households were able to combine farming with part-
time or full-time employment in non-farm activities, thereby easing the pressure 
of the population on the land and reducing their incentive to migrate to cities.

In 1970, full-time farm households (those whose income was entirely obtained 
from agricultural activities) comprised only 30 per cent of all farm households 
(compared with 45 per cent ten years earlier), while those who earned more 
income from side-line activities worked out at 29 per cent (compared with 23 
per cent ten years earlier). In addition, the proportion of family farm workers 
engaged in off-farm activities (for at least thirty days a year) increased from 
about 25 per cent to more than 31 per cent during the years 1960–70 (Ho, 1979: 
88–9). The sector-wise distribution of farm household members who worked 
off their farms indicates that while one-third of them were engaged in activities 
associated with agriculture, fishing, and forestry (foremost among which were 
working as hired hands on other people’s farms, and fish culture), as many as 
26.5 per cent were found in manufacturing and mining (with 11.7 per cent in 
commerce; 5.8 per cent in home handicrafts; and 5.6 per cent in public admin-
istration and education). Five industries represented the bulk of rural manufac-
turing employment: food, textiles and apparel, metal products, chemicals, and 
machinery and equipment. The rural areas absorbed the largest shares of the 
increase in employment between 1956 and 1966 in textiles and apparel (55 per 
cent), food (57 per cent), wood products (including furniture) (41 per cent), and 
non-metallic mineral products (63 per cent). Note that, as expected, rural indus-
trial establishments had an average size smaller than their urban counterparts 
and they were also more labour-intensive (Ho, 1979: 83, 88–89, 95).9

 9 Fixed assets per person employed in rural areas were about half those in urban Taiwan. There were 
two exceptions to the rule of higher labour intensity in rural areas: in the food, and in the pulp and 
paper industries, the capital intensity was higher in rural than in urban areas (Ho, 1979: 85).
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The growing contribution of off-farm employment to farm household 
income is evident from the following evidence. From 1952 to 1972, the real 
income of an average farm household more than doubled, with the larger 
part of this increase being attributable to the very rapid growth in income 
from off-farm activities (a minor part was caused by rising agricultural pro-
ductivity). More precisely, an average farm household earned 13 per cent of 
its income from off-farm sources in 1952, 25 per cent in 1962, 34 per cent 
in 1972, and 43 per cent in 1975. Revealingly, the income of farm fami-
lies was strongly correlated with the share of their income obtained from 
non-agricultural sources. Access to sources of non-agricultural income was 
thus a key determinant of household welfare, especially for small farms 
which relied more on these sources than larger farms. Partly because of this 
inverse relationship between farm size and resorting to off-farm employment, 
the distribution of income among farm families became increasingly equal 
(Ho, 1979: 77, 90–2).

Two other interesting features deserve mentioning. First, a large number of 
farm household members obtained clerical jobs, an achievement that would 
have been impossible if the rural population had not been reasonably well 
educated. Second, a large share of those employed in full-time off-farm jobs 
were women (about 40 per cent in 1970). They were found in large numbers 
not only in home handicrafts activities but also in manufacturing and mining, 
where they comprised 42 per cent of the total number of household members 
employed full-time (Ho, 1979: 89).

The question naturally arises as to what enabled Taiwan to successfully 
implement a decentralised model of industrialisation. An array of factors were 
at play (see Ho, 1979: 93–5). To begin with, on the demand side, rural indus-
trialisation was facilitated by the presence of a highly commercialised and 
productive agricultural sector, which provided an expanding demand for all 
sorts of non-food consumer goods and services, as well as for material inputs 
and capital goods used in agriculture. Being location-specific, most services 
demanded by farm households were locally provided. As for goods, those 
with relatively high-income elasticities, such as furniture, household utensils 
and furnishings, and clothing were produced in small to medium-sized firms 
operating in rural areas. In addition to a high level of agricultural commer-
cialisation and technological development, two factors came to play a deter-
mining role in stimulating demand for industrial products. First, increasing 
rural incomes was a central policy goal of the Taiwanese government and it 
achieved a remarkable degree of success as early as the 1960s, despite con-
sistent extraction of resources from the agricultural sector. Second, Taiwan 
enjoyed a low degree of income inequality (even before the 1949–53 land 
reform), thereby ensuring a large base for the expansion of demand linkages 
(Park and Johnston, 1995: 184–9).

Alongside this demand-side force, a series of supply-side factors must be 
mentioned. First, the government decided to continue the colonial Japanese 
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policy of promoting large-scale agro-industrial firms in the countryside (in the 
colonial period, these were mainly sugar refineries). When the sugar industry 
went into decline (after Taiwan lost the protected market of Japan), efforts 
were directed towards the development of new food-processing industries, par-
ticularly the canning of vegetables and fruits, the entire production of which 
was exported. Second, the rural areas of Taiwan were blessed with effective 
infrastructure. For one thing, the rugged mountain chain that runs from the 
north-eastern corner of the country to its southern tip forced farms and the 
rural population to concentrate in the western part, an area endowed with 
a particularly well-developed transport system. As a result of massive public 
investments made by the government, combined with the infrastructure inher-
ited from the Japanese, Taiwan came to enjoy not only a trunk road and a rail 
track connecting its two main port and industrial cities (Taipei in the north 
and Kaohsiung in the south), but also a very dense network of paved roads 
and highways, feeder roads, and railroads in its western portion.10 For another 
thing, rural electrification, which began early in Taiwan, had reached 70 per 
cent of its farm households by 1960.

Last but not least, Taiwan had human capital that was ready to support 
rural industrialisation. Here again the country benefited from the Japanese 
legacy. In the 1930s the colonial power had embarked on an intensive pro-
gramme to educate the islander population, with a special focus on primary 
education in rural areas. After independence, this effort was actively pur-
sued by the new authorities, so much so that, when rural industrialisation 
was initiated, a highly literate workforce was available all across the country 
(nearly 90 per cent of the total population over the age of six was literate).11 
In addition, two-thirds of the farm population had some formal education. 
A lack of semi-skilled labour was thus not an obstacle to the growth of 
rural industry. On the contrary, ‘a plentiful stock of disciplined, literate, 
and highly adaptable rural labour’ constituted the most valuable resource of 
the country and ‘an important nexus of agricultural-industrial interactions’ 
(Park and Johnston, 1995: 189–91). Also worth stressing is the important 
supply of industrial entrepreneurs, in rural areas particularly, who started 
their careers as agricultural workers, small agents, or traders for agricul-
tural products, and as owners of small workshops (e.g., metalworking for 
simple agricultural tools), or who were the children of those occupying such 
positions (pp. 192–5). This echoes the way modern entrepreneurship histor-
ically developed in Japan and other Southeast Asian countries (Smith, 1959; 
Hayami and Kikuchi, 1982). It seems that over time many farmers became 

 10 The density of paved highway and feeder roads was 76.4 km per 1,000 sq. km in 1962 and 
214.5 in 1972, which was very high in comparison with other developing countries.

 11 The employments share of workers with primary or no education, secondary education, and 
higher education went from 90, 8.8, and 1.2 per cent, respectively, in 1952, to 46.8, 41.7, and 
11.5 per cent, respectively, in 1981 (Park and Johnston, 1995: 191).
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experienced users of markets, and acquired a good understanding of the 
functioning even of export markets.12

In the same connection, it bears emphasis that during the years 1952–86, 
the growth of domestic market demand was much more important than export 
growth in regard to labour absorption. In a dynamic context in which newly 
emerging sectors require time to gain experience and become internationally 
competitive, the importance of domestic demand as a predecessor of export 
demand appears to be critical.13 As we are aptly reminded by Albert Park and 
Bruce Johnston (1995), significant export sectors for manufactured products, 
such as the textile sector in a first phase of industrial development, began as 
relatively inefficient producers for the domestic market (pp. 183–4).

E The Subsequent Stage of Agricultural Transformation

Taiwan’s growth and development model clearly differs from the Lewis model. 
Whereas in the latter the rural sector is conceived as just a reservoir of labour 
that is underutilised in agricultural activities and is available for absorption in 
a dynamic urban industrial sector, in Taiwan growth was engineered simul-
taneously in the two sectors. In the rural sector, increasing income came not 
only from technological innovations and shifts in crop choice in agriculture, 
but also, and to an even greater extent, from the expansion of labour-intensive 
rural industries. As a result of these two forces, both land productivity and the 
productivity of household manpower grew steadily. Furthermore, with wom-
en’s increasing participation in off-farm employment expansion came a declin-
ing trend in fertility rates and rural population growth: the crude birth rate for 
the whole of the island fell from 37.7 per 1,000 inhabitants in 1961 to 27.2 
in 1975 and 23.0 in 1979, a large part of this decrease being attributable to a 
fall in marital fertility. This trend accelerated when the demand for a smaller 
family size among the Taiwanese population was matched by an active official 
policy of family planning.14 Taiwan was thus unique in its capacity to reach, 

 12 From personal interviews, Park and Johnston found that it was easy to come across entrepre-
neurs from peasant families who succeeded thanks to their ability to perceive market opportuni-
ties and to adopt upgraded technology (Park and Johnston, 1995: 194). They gradually climbed 
the steps of increasingly sophisticated products, such as when they moved from the manufactur-
ing of simple agricultural tools to the production of spare parts, power tillers, fans, and other 
simple electrical equipment, and even electronic products (see also Johnston and Kilby, 1975).

 13 In Taiwan, farm exports accounted for more than 90 per cent of total exports as late as 1955 
(Park and Johnston, 1995: 184).

 14 This had to wait until the Fourth Economic Development Plan (1965–68), which included family 
planning as part of its public health plan, and the medical care programme as part of its man-
power plan (Li, 1995: Chap. 4, 140, and Table 4.2 on p. 147, in particular). Yet, even before 
that date, the JCRR’s Rural Health Division played a key role in the reduction in infant and child 
mortality and in the introduction of family planning programmes. According to Park and John-
ston (1995: 200), these programmes achieved remarkable success in bringing down fertility rates 
and, hence, in contributing to slowing down the rise in the excess labour supply in rural areas.
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in an amazingly short space of time, the point from which rural real incomes 
increased and the rural workforce decreased in absolute terms.

From then on, the same forces continued to operate. In particular, the pro-
portion of full-time farm households fell from 49.3 per cent to 13.0 per cent 
between 1960 and 1990. Moreover, in the latter year 30.0 per cent of these 
households were aged farmers who largely lived on transfers received from 
relatives or other sources. On average, off-farm income represented 63.0 per 
cent of the total income of all farm families in the late 1980s, up from 40.7 per 
cent in 1965–69. On the other hand, the increase in the real cost of agricultural 
labour resulting from growing shortages of rural labour induced a fall in the 
multiple cropping index, measured by the ratio of planted area to cultivated 
area (Wu Huang, 1993: 51–2).15

Government policy quickly adapted to the new circumstances: thus, the 
agricultural programme of the Fifth Economic Plan (1969–72) called for  
the improvement of labour productivity instead of land productivity, with the 
objective of raising the farmers’ income. This marked the end of the era of the 
so-called ‘development of agriculture to foster industry, and the beginning of a 
new chapter of agricultural policy aimed at shifting from taxing to subsidising 
farmers. At the same time, there was acute awareness of the need to enlarge the 
size of farm operations so as to increase the use of mechanisation and thereby 
overcome the labour constraint. Under the farm mechanisation programme 
initiated in the 1970s, the government underwrote half of the cost of grain 
dryers, power tillers, and similar equipment, in an effort to free more labour 
for non-agricultural activities (Park and Johnston, 1995: 201). But it was only 
later, with the second phase of the farmland reform programme launched in 
1983, that the government officially stated its intention to encourage the con-
solidation of farm plots into larger entities. Because it was reluctant to modify 
the existing land ownership structure, and continued to adhere to rigid land 
regulations that prevented the emergence of an open land market, the pro-
gramme consisted of non-market initiatives, such as joint decision-making in 
specific operations, joint management, contract farming, and the promotion of 
specialised production areas. These measures were not sufficient to achieve the 
goal of farm size enlargement on a large scale. The fact of the matter is that 
the government did not want to lose the political support of the peasantry and 
confront the traditional attachment to land (Wu Huang, 1993: 55, 60).

What eventually aroused the opposition of farmers, especially after 1987, 
when rapid political liberalisation occurred, was another plank of the new 
agricultural policies, namely the move towards agricultural trade liber-
alisation. Initiated under the pressure of the United States towards the late 
1970s, the policy was based on scheduled stage-by-stage reductions in tar-
iffs and non-tariff barriers for agricultural goods. Agreed in exchange for US 

 15 After reaching a peak of 187 per cent in 1965–9, the index value decreased steadily to 139 per 
cent in 1985–9 (Wu Huang, 1993: 51).
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concessions on industrial products, these measures had the effect of transform-
ing farmers from long-time obedient and staunch supporters of the regime 
into more independent actors ready to undertake rebellious actions against 
the government. The atmosphere was politically charged as fears of major dis-
ruptions were fuelled by the phasing out of sugar operations and the rapid 
decline of Taiwan’s world-renowned canned food exports in the late 1980s.16 
But the opposition did not really succeed in changing the government’s mind. 
In the subsequent plans, the authorities continued to assert their intention of 
transforming Taiwanese traditional agriculture into a modern sector open to 
foreign competition and based on internationally competitive products (Wu 
Huang, 1993: 55–9).

Similarly on the industrial front, growing labour scarcity persuaded the 
technocracy to encourage diversification into increasingly more sophisticated 
export products; and economic liberalisation, when it came, aroused the oppo-
sition of firms that were used to being sheltered from the full pressure of inter-
national competition (Cheng, 2001: 34–6).

iii taiwan’s developmental state

Often dubbed a developmental state, the Taiwanese state proved remarkably 
effective in propelling the country on the path to sustained growth and devel-
opment. Most important among its pro-development characteristics were its 
unified decision-making structure and its total dedication to long-term objec-
tives, its autonomous bureaucracy, and its insulation from private interests and 
lobbies. In the following, we elaborate on these three attributes.

A A Nationalist One-Party System

To begin with, modern Taiwan was built on the basis of a one-party state sys-
tem that, rather paradoxically, followed the Leninist model (Chan, 2002: 174). 
Until the political liberalisation that started in the mid-1970s, it was no doubt 
authoritarian, yet not totalitarian.17 The Taiwanese regime during this period 
can best be defined as one of ‘authoritarian corporatism’ (Wade, 1990a: 27). 
To understand how this could be established in the country, it must be borne 
in mind that Taiwan ‘had never been an independent state with its own indig-
enous bureaucracy and landed elite’ (p. 231). For fifty years, the Japanese 
had imposed on the local population the rule of a strong colonial state which 
stood above and apart from a weak civil society. The colonial administrative 

 16 Various export corporations for pineapple, mushrooms, and asparagus ceased operations in 
1988 and 1989.

 17 In particular, there was a limited recourse to the development of a fully blown cult of the leader 
and to the massed politics of the street. Moreover, the nation was not presented as an extension 
of the family (Wade, 1990a: 249).
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structure penetrated right down to the village level and ensured that no local 
formal organisation came into existence beyond kinship and residential 
groups. Furthermore, not only did the colonial authorities prevent wealth 
accumulation in the hands of their Taiwanese subjects, but they also kept them 
out of senior managerial positions in large-scale commercial and governmen-
tal organisations (they even prohibited the founding of religious institutions, 
such as Christian churches). It is therefore not surprising that when they were 
chased out, the Japanese left behind them a leadership and managerial vacuum 
(Wade, 1990a: 232).

Contrary to what was observed in many postcolonial countries, in Taiwan 
the vacuum was filled by the incoming mainlanders, from whom the islanders 
had been cut off during the years of Japanese occupation. The only ‘legal’ basis 
of legitimacy for political takeover by the former rested on their claim that they 
were the rightful government of the entire country of China. Coming to power 
as though it was occupying an unfriendly region, the mainlanders’ party organ-
isation, the KMT chose to impose strict controls on the population and was 
little inclined to bargain with established groups or organisations. Much as in 
the case of Japanese colonisation, the weakness of existing organisations and 
elites made the task rather easy (Wade, 1990a: 233–4). It is noteworthy that, in 
transplanting itself to Taiwan, the KMT succeeded in shaking off its predatory 
nature and in providing political space for technocrats to implement a series of 
industrialisation programmes and strategies (Cheng, 2001: 19).

The KMT landed in Taiwan equipped with a ready-made ideology defining 
the appropriate relations between state, party, and society. The central tenet 
was that, first, only a powerful military and a strong government could enable 
the island to regain control of mainland China, and, second, that this mission 
justified minimal commitments to existing social groups and limited the reliance 
on markets. Those two forces were indeed regarded as potential threats that 
could constrain state actions. As stressed by Robert Wade (1990a), the KMT’s 
Nationalist ideology was of a special kind since the largest part of the nation 
lay outside the border. It could therefore afford to be more uncompromising in 
the sense of refusing all bargains or agreements that could jeopardise the goals 
of national development and reconquest (1990: 234–5). State control was very 
encompassing since the KMT had effective control over all social groups, via 
the incorporation into its party structure of sector-based associations, such as 
those for labour, state employees, women, students, intellectuals, and various 
professions. Its hand was so strong that it was able to direct and mediate the 
selection of leadership for these associations, thus operating according to the 
principle of democratic centralism. Needless to add, the outspoken local elite 
were either co-opted or suppressed (Chan and Chu, 2002: 198).

Because of its belief that its defeat by the Communists had partly been 
caused by what it considered party indiscipline, the KMT simultaneously set 
to tighten the party’s organisation and to purge it of its unreliable elements. 
Factionalism within the party was bridled, with the effect of making the party 
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state not only an omnipresent but also a coherent entity placed under the par-
amount leadership of general Chiang Kai-shek. In sum, the mainlander leaders 
saw themselves as being at war, thereby vindicating the creation of a one-party 
state and the promulgation of the longest-running period of martial law in the 
world (Wade 1990a: 235–7; Cheng and Chu, 2002: 198).

The issue then is how the new regime succeeded in infusing its ideology into 
the population. The answer lies in the significant efforts made by the govern-
ment to create a common Chinese-ness amongst Taiwanese citizens, through 
the school system and intensive campaigns of ‘ideological moulding’. These 
efforts were centred on the diffusion of the three central values of the nation, 
the family, and obedience to authority, rallied around the symbols of Sun Yat-
sen, Chiang Kai-shek, and the national flag (Wade 1990a: 243–6). As we have 
seen earlier in the case of the rural population, however, the major way used by 
the authorities to establish their legitimacy consisted of economic development 
and more equal income redistribution.

Even aside from these formal, corporatist channels, many people had con-
tacts with the political-economic establishment via their personal networks. 
As in South Korea, Taiwan’s political regime was ‘relation-based’, implying 
a lack of separation between the legislative, executive, and judicial spheres; a 
decentralised system in which ministries and bureaus were in direct relation to 
networks and business firms; and the availability of ex-post renegotiation pos-
sibilities (in contrast to rules-based regimes), ensuring a good measure of flexi-
bility about the ways to achieve the (inflexible) goals set by the central power. 
Relation-based authoritarianism is different from standard authoritarianism in 
the following sense: under the latter regime, private agents comply with gov-
ernment prescriptions because the government is omnipotent, whereas under 
the former they fear that non-compliance will entail the government’s unfa-
vourable treatment in the future (Okuno-Fujiwara, 1997: 378–80, 391–3). 
This mode of authoritarianism seems to be in tune with ‘the East Asian tra-
dition of a high degree of personalisation of government’, in which ‘benign 
neglect is not a politically feasible option’ (Lau, 1997: 68–9).

B An Able and Cohesive Bureaucracy

When they attempt to characterise a political regime, social scientists, includ-
ing economists, are typically interested in determining whether and to what 
extent the executive, legislative, and judicial powers are separated – seen from 
which standpoint, Taiwan’s political regime clearly appears undemocratic. 
Seen from this angle, the state bureaucracy is viewed as an arm of the execu-
tive, so that the issue of the relationship between a government and its bureau-
cracy does not arise. This issue, however, is of the utmost importance since top 
bureaucrats occupy permanent positions and therefore stand as guarantors of 
policy continuity. Of course, a new government can decide to re-orient poli-
cies and the role of the bureaucrats is then to follow suit. The problem comes 
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when bureaucrats are subject to continuous and arbitrary pressures from the 
executive, and when these pressures are not aimed at a better implementation 
of officially sanctioned policies. For reasons explained earlier, the Taiwanese 
bureaucracy was not subject to that risk: the state was fully committed to its 
objectives and the bureaucracy formed a cohesive entity that was fully devoted 
to the state and insulated from the political elite.

The Japanese colonial power bequeathed to Taiwan (and South Korea) a 
modern, meritocratic, and authoritative bureaucratic structure. Thanks to a 
long tradition of bureaucratic statecraft which drew its legitimacy from the 
claim that its civil servants were the best and the brightest elements of the soci-
ety, the Taiwanese had no difficulty in adhering to Japanese doctrines (which 
Japan itself had imported from Prussia). It is therefore no surprise that all of 
the offices and a substantial portion of the personnel from the colonial era 
were carried forward into independence (Woo-Cumings, 1997: 328). The civil 
service continued to be ‘merit-oriented in recruitment and promotion, lifelong 
in tenure and relatively uncorrupted by comparison to other developing coun-
tries’ (p. 332).

With the arrival of the mainlanders, the quality of the Taiwanese bureau-
cracy was not affected, even though the jobs of state bureaucrats down to quite 
low levels were now occupied by the newcomers. Being an alien force, these 
bureaucrats ‘had no choice but to identify their own interests with those of 
the state, their protector, making for an unusual merging of interests between 
state rulers and their officials’ (Wade 1990a: 339). These were ideal conditions 
for the prevalence of clean and competent officials since the bureaucracy was 
‘neither caught between and penetrated by struggling interest groups nor sub-
verted from above by the politics of rulers’ survival’ (p. 339). Moreover, the 
bureaucracy formed an elite civil service possessing a strong corporate identity 
and internal coherence, and, in no small measure, the presence of dense infor-
mal networks linking officials in different bureaus and ranks helped reinforce 
these two features.

There is another important reason why the bureaucracy achieved a high 
degree of internal coherence, and it can be traced back to a critical decision 
taken in mainland China in the early 1930s (see Wade 1990a: 246–8, on 
which our account is based). The Natural Resources Commission (NRC) was 
a sort of Economic Planning Bureau created by the Nationalist government 
of Chiang Kai-shek. In the 1920s and 1930s, however, responsibility for 
industrial policy was so diffused that no less than five ministries claimed to 
be in charge of its design and implementation. In addition, political connec-
tions determined appointments to leading economic policy positions. A crit-
ical moment came with the shock caused by Japan’s conquest of Manchuria 
in 1931, and the sense of external threat that ensued. The political leader-
ship responded to this challenge by recognising the urgent need to create a 
non-political (but patriotic) bureaucracy comprised of the best experts avail-
able. It is in this spirit that in 1932 the government thus founded the National 
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Planning Defence Commission, whose name was changed to the National 
Resources Commission a few years later (in 1935). The Commission was to 
work under the direct supervision of Chiang Kai-shek, and to act as a unique 
centre of command.

In conclusion, it was a sense of national emergency – the idea that the 
regime could not survive in the absence of a large cadre of experts in produc-
tion and planning – which justified the replacement of a politicised and frag-
mented institution by a new technocratic and integrated one. This lesson was 
learned for good and was transplanted in due time to Taiwan, where a cohe-
sive and competent bureaucracy prevailed – and continues to prevail to this 
date. Moreover, because the weakness of the Nationalist government, both 
against foreign aggression and the Chinese Communists, was attributed partly 
to the subjection of corrupt bureaucrats to powerful private lobbies, the KMT 
leaders wanted to endow China, and later Taiwan, with a bureaucracy that 
would also be autonomous in the sense of being immune from the pressures of 
the private sector. Their suspicion vis-à-vis the business elite, and their deter-
mination to subjugate them, was reinforced by the fact that, after the defeat 
of the Nationalists at the hands of the Communists, few big mainland capi-
talists chose to follow Chiang Kai-shek to Taiwan, preferring other destina-
tions – the United States and Hong Kong in particular. Moreover, the few that 
went to Taiwan eschewed significant commitments of capital until a bilateral 
treaty between the United States and Taiwan guaranteed the latter’s security  
(Woo-Cumings, 1997: 330–1).

C An Autonomous State System

1 The State–Business Relationship until the Late 1980s
The suspicion towards big (mainland Chinese) capitalists nurtured within the 
National Resources Commission explains why the Taiwanese policy network 
included hardly any representatives of private business, and why ‘the gov-
ernment retained a striking degree of autonomy in setting the directions and 
details of policy’ (Wade 1990a: 304). K. Y. Yin, although he went through 
several rounds of resignation and reinstatement, was the main architect of 
the country’s economic development strategy (Cheng, 2001: 27). Contrary 
to what has been observed in other Southeast Asian countries, South Korea 
in particular, there was no intimate state–business relationships in Taiwan, 
and the KMT party state did not actually encourage the creation of big indus-
trial concerns. On the other hand, because its official ideology was based on 
Sun Yat-sen’s doctrine of ‘people’s livelihoods’, which advocated the har-
mony of the interests of capitalists and workers, it was eager to regulate 
private business capital and instead promote the formation of state capi-
talism. In accordance with this principle, most industrial assets under the 
Japanese colonial administration, and most zaibatsu, were converted into 
SOEs. Whether in finance, public utilities, or the industrial sector, these types 
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of firms predominated until the drive for economic liberalisation gained 
momentum in the second half of the 1980s.

The enterprises taken over from the colonial administration covered a 
large number of manufacturing sectors – energy, fertilisers, sugar-refining, 
tobacco and wine, steel, shipbuilding, heavy machinery, construction, and 
defence-related industries – as well as a wide array of service-based sectors, 
such as public transportation, shipping, insurance, and non-banking finance. 
In most of these sectors, the private sector was either barred from entering 
or effectively crowded out (Cheng and Chu, 2002: 197, 199). When the state 
itself established new upstream industries, it either handed the factories over 
to selected private entrepreneurs (for example, in the sectors of glass, plastics, 
steel, and cement) or ran them as public enterprises (Wade 1990a: 78). In the 
former instance, the beneficiaries were typically loyalist mainlanders, members 
of a few politically well-connected native families known for their loyalty to the 
regime, or local county-level patrons with a stake in region-based oligopolies.18 
Whichever was the case, they were called on to run the new enterprise as a pri-
vate firm or to participate in it as a shareholder (and manager) of a semi-public 
concern (Cheng and Chu, 2002: 202–3). What needs to be emphasised is that, 
as a rule, the KMT was always keen to maintain a system of competitive clien-
telism so as to keep rent-seeking activities in check. In practice, this meant that 
it typically cultivated at least two competing factions in a given county, thus 
preventing a single faction from reaching a position of political monopoly over 
the distribution of economic rents (Cheng and Chu, 2002: 208).

It also bears emphasis that, for fear of encouraging powerful groups that 
could one day challenge the state, the Taiwanese government consistently 
exhibited a preference against big businesses. Just to cite one example, when it 
decided to start promoting the petrochemical industry in the 1960s, when the 
private sector was still reluctant to participate, it allowed a public enterprise, 
China Petroleum Company (CPC), to undertake the most upstream naphtha 
cracking production. But the government was simultaneously responsible for 
the allocation of feedstock to undertake midstream production. At this level, 
an egalitarian approach was followed in the sense that the feedstock from the 
CPC’s naphtha crackers was distributed among as many independent firms 
as possible. Moreover, when the Formosa Plastics Company, then the larg-
est conglomerate in Taiwan, applied for a licence to build its own naphtha 
cracker, its request was repeatedly turned down, at least partly on the ground 
that monopolisation of upstream supplies had to be avoided to leave room for 
smaller firms (Chu, 1999: 18).

SMEs were no doubt a dynamic element of the Taiwanese economy, par-
ticularly in manufacturing exports, where their share peaked at 75 per cent 
in 1982 (Chu, 1999: 10). A distinctive feature of most SMEs is that they 

 18 For sectors considered risky, such as plastics and synthetic fibre industries, the state often had 
to actually cajole private firms to take over the model plants it built (Cheng, 2001: 26).
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were owned and run by islanders, and were typically of the family type. In 
addition, for their operations they typically rested on the informal horizon-
tal networks that are characteristic of traditional south China society (Ho, 
1980; Orru, 1991; Kao, 1991; Luo, 1997; Hamilton, 1997, 1998).19 These 
networks, in which relationships are very functional, enabled the SMEs to 
get access to all the resources, financial and non-financial, necessary for their 
foundation and survival (Hattori and Sato, 1997: 353). Finally, many SMEs 
had quite flexible modes of organisation, including non-factory forms, such 
as the putting-out system for labour-intensive tasks, member units of a net-
work of similar types of firms, and subcontracting to large firms involved in 
direct exports (Chu, 1999: 8–12).20

The aforementioned features of the SMEs explain why their social links 
with the government were ‘tenuous at best, involving very few lineage bonds, 
marital links, school ties, or links due to a common social background. The 
formal channel of contact between the two sides was through industrial asso-
ciations, which were shaped and managed by the party state. The important 
point is that, with a huge state sector inherited from the Japanese, the relo-
cation of a continental-sized civil and military service to the island, and the 
strong political and financial support of the United States, the Nationalist 
regime did not need the political support of the business sector (Cheng and 
Chu, 2002: 197–8). This was especially true because there was no strong local 
business class, since the Japanese had gone and the islanders had been sub-
dued by the colonial bureaucrats, who were adept at state-guided development 
(Woo-Cumings, 1997: 330–1).

Clearly, in the above-described political environment, economic technocrats 
operating mainly within the purview of the National Resource Commission 
had a wide latitude to manage development plans and projects, free from soci-
etal pressures. As pointed out by Tun-Jen Cheng and Yun-Han Chu (2002), 
they were answerable only to the party’s top leadership, and were responsible 
mainly for the overall performance of the economy and the success of the 
targeted sectors. Their political fortunes hinged less on maintaining privileged 
ties with the business community than on their credibility in the eyes of the 
political leadership, and they naturally ‘cautioned themselves against nurturing 
intimate ties with private businesses, be they natives or mainlanders’ (p. 199). 
We have already stressed that the autonomy of the economic technocrats 

 19 The so-called guanxi relationships, which are not confined to the family circle, are built up 
through gift exchanges typical of traditional village societies. Thus, when a person meets a 
potential partner with whom he has the right ‘feeling, he does not use a contract to seal the deal; 
rather, he and his business partner reach an understanding that is sealed by exchanging small 
gifts, drinks, and banquets’ (Hamilton, 1998: 66).

 20 Putting out was actually encouraged by the government, which even had a slogan for it (‘the liv-
ing room as the factory’). As regards the second form of organisation, the bicycle sector offers 
a vivid illustration: it was common to observe the formation of horizontal networks of bicycle 
assemblers and parts producers organised as SMEs.
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vis-à-vis business was greatly enhanced by the existence of an economic base 
independent of the private sector. In effect, in addition to its monopoly or 
near-monopoly position in a vast number of manufacturing firms, it also 
directly controlled agricultural exports – the most important foreign exchange 
earner – and the entire banking sector.

As things happened, economic technocrats initially opted for a mixed 
strategy using both an import-substitution strategy based on SOEs, and priv-
ileging HCI, on the one hand, and an export strategy centred on agricultural 
and agro-processed products, on the other hand (export promotion efforts 
started as early as the early 1950s, with twenty exports singled out for gov-
ernment assistance). In a subsequent stage, as the role of SOEs shrank rel-
ative to the private sector in the 1960s, export-led industrialisation became 
the dominant plank of the national development strategy. But throughout 
the 1960s and 1970s, the SOEs continued to play their role of deepening 
and upgrading the industrial base while implementing anti-cyclical policies 
and supply-side management. They also served as a training ground and a 
reservoir for the economic bureaucracy, allowing the technocratic elite to 
incubate an army of satellite suppliers and downstream firms (Cheng and 
Chu, 2002: 199–200).21

To be the engine of export-oriented industrialisation was the central task 
assigned to the private sector, and to fulfil this objective its firms enjoyed a 
variety of policy incentives – tax benefits in particular. Noticeably, the use 
of highly distortionary measures, such as targeted lending, was consistently 
avoided by state bureaucrats (Wade, 1990a: 159–75; Park and Johnston, 
1995: 196). The key point is that many of the industrial policy measures 
were product- or industry-specific, not firm-specific. Even more importantly, 
they did not discriminate against the SMEs. For instance, export loans and 
fiscal benefits were awarded to any firm that succeeded in receiving export 
orders.22 This was the government’s general line of conduct: rents awarded 
to private firms were performance-based and all the benefits and special priv-
ileges were of no value to new enterprises and of no cost to the government 

 21 To give an idea of the economic importance of the SOEs in the Taiwanese economy, their total 
asset values were consistently several times bigger than those of the Taiwan’s top 500 private 
companies (Cheng and Chu, 2002: 200).

 22 The domestic allocation of textile export quotas granted to Taiwan by the United States and 
the European Union provides a revealing example of the performance-based approach followed 
by the government. The quota-holders were thus allowed to retain only 80 per cent of their 
initial quotas. The remaining 20 per cent were to be returned to the government for reallocation 
through open competition on the basis of the highest unit value achieved on bona fide export 
orders. As stressed by Lawrence Lau (1997: 60), this competitive bidding system, which had 
the advantage of being transparent and independent of bureaucratic discretion, ‘provides the 
incentive for manufacturers to innovate and to try to increase the added value of their products 
(and as a side benefit reduces the tendency for exporters to understate their export revenue in 
order to circumvent capital export and tax laws)’.
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unless the new enterprises turned out to be profitable and generated taxable 
profits. This was particularly evident for incentive measures such as invest-
ment tax credits, accelerated depreciation, and tax holidays for new enter-
prises (Lau, 1997: 60).

Besides the aforementioned direct incentives, the SMEs benefited from the 
government’s effort to persuade foreign corporations to invest in the country 
with the explicit aim of increasing local content in their assembly operations. 
This was a great boon for the SMEs, which mushroomed and prospered in the 
wake of foreign investments (Cheng and Chu, 2002: 200). Furthermore, already 
in the 1970s Taiwan set up a number of national research institutes, among 
which the Industrial Technology Research Institute played an important role 
in initiating or reviving several major manufacturing areas, such as bicycles, 
sporting goods, computers and computer peripherals, and semi-conductors 
(Lau, 1997: 63–4). Evidence nevertheless indicates that technical assistance 
from the state mainly benefited large-scale enterprises (Wade, 1990a). As for 
credit provided by commercial banks, this went primarily to large firms, while 
SMEs mostly relied on informal credit markets, especially rotating credit soci-
eties (hui) and the use of post-dated cheques (Park and Johnston, 1995: 196). 
At least, this was true until the 1970s, when the state decided to boost lending 
facilities for these firms in order to support the country’s export drive (Cheng, 
2001: 31; Chu, 1999: 19).

In the matter of education, both SMEs and big firms benefited greatly from 
governmental efforts. It is remarkable that, from early on, a two-track educa-
tional system was in place, which sent many primary and middle school gradu-
ates to vocational schools. By 1971, the country could thus rely on no less than 
316 training institutes and, from that date, the number of students in vocational 
senior high schools exceeded the number of students in academic ones (Park 
and Johnston, 1995: 191). This is an exceptional state of affairs if we compare 
Taiwan to other Asian countries. Engineering was especially popular and about 
one-quarter of all university graduates since 1960 have been engineers. If they 
are clubbed together with science students, they accounted for over one-third 
of post-high school (junior college plus university) graduates during the 1960s, 
more than 40 per cent during the 1970s, and half by 1980 (Wade, 1990a: 64–5). 
Engineering studies were not only prestigious, a situation which already pre-
vailed in China in the early twentieth century, but they were also considered 
a fast track to management positions in the industrial sector. Hence in 1971 
Taiwan had more engineers per 1,000 people employed in manufacturing than 
any other of a sample of fourteen middle-income countries, with the exception 
of Singapore (p. 65). Since engineering skills are so essential for running indus-
trial firms and improving technology and products, Taiwan’s performance in the 
education sector comes out as a critical factor in its industrial success.

Did the ambitious plans of the planning technocrats lead to strong infla-
tionary pressures? The answer is negative because their projects were severely 
held in check by a conservative central bank that enjoyed strong regulatory 
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power over the banking sector. Interestingly, Taiwan’s monetary discipline 
was initially motivated by the determination to prevent a replay of the disas-
trous hyperinflation and currency crisis of 1947–8, which had contributed to 
the defeat of the KMT leadership by the Communist regime in 1949. The 
consequence of the rigorous regulatory regime, which lasted for almost four 
decades, is that most private firms were only moderately leveraged, particularly 
in comparison to South Korea (Li, 1995: 103–9; Cheng and Chu, 2002: 201).

Finally, how state–business relationships were formally organised in Taiwan 
is a question which we have only slightly touched on so far. The state organ-
ised the private sector into a hierarchy of associations along the corporatist 
line. Membership was compulsory and associations covered every product line, 
every aspect of business activities, and every step of the production processes. 
Regrouped into three peak federations whose leaders were usually handpicked 
by the head of the state, they functioned as an arm of both the state economic 
bureaucracy and the Nationalist party. The purpose was to conduct industrial 
surveys, collect and disseminate business information, solicit policy inputs, and 
implement sectoral policy. As for the business representatives, they could use 
the regular meetings to convey their problems and present policy suggestions 
to the party and the government.

According to Cheng and Chu, (2002), however, the system of corporatist 
industrial associations did not work quite as intended. For one thing, the rule 
of compulsory membership was never effectively enforced, and many firms 
ultimately did not have licences to operate. And, for another thing, most busi-
ness associations were barely functioning, owing to a lack of finance, or they 
were under the control of leading and politically active businessmen. As a mat-
ter of fact, the primary function of a large number of these associations was 
political co-option, ‘as successful business elite would bid for organisational 
leadership first, and then political offices, all under the auspices of the KMT’ 
(2002: 202). These imperfections should serve to qualify the somewhat ideal-
ised picture of state–business relations in Taiwan, in which a competent state 
negotiated on economic policies with representative business leaders (see, for 
example, Johnson, 1987).

In general, an important advantage of corporatist arrangements, whether 
they apply to business or other social groups, is that they allow the state to 
channel and restrain demands addressed to it as those demands arise and grow. 
This advantage is all the stronger where the arrangements are constructed 
before interest groups begin to gain strength, and where the demands emanate 
from encompassing organisations – two conditions which were rather well 
satisfied in the case of Taiwan (Wade, 1990a: 339).

2 The State–Business Relationship after the Advent of Democracy
We have seen above that combining the one-party state system based on 
the principle of central planning with considerable financial clout the KMT 
was able to overrule local factions and big business, not to speak of social 
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organisations such as labour. In the mid-1980s, though, it began to initiate 
a series of political reforms (including the lifting of martial law in mid-1987) 
aimed at making stepwise progress towards a rule-of-law system (Wang, 2002). 
In the late 1980s, the sudden crisis that arose over the political succession to 
the regime’s strongman, Chiang Ching-kuo, had the effect of accelerating the 
pace of political transition and economic liberalisation. These events provided 
the business elite with a golden opportunity to enhance their bargaining power, 
particularly their capacity to influence strategic decisions at the policymaking 
level. Full-scale national elections in the early 1990s broke the firewall between 
local and national politics, as a result of which candidate-centred campaign 
financing, political machine-based vote-buying, and pork-barrel politics were 
no longer confined to the local level. In these new circumstances, ‘business 
groups became the most sought-after patrons of elective politicians and local 
factions, and when they had a well-delimited regional base, they did not hesi-
tate to invest heavily in the election of the county magistrates and city mayors. 
Some groups even fielded their own family members as candidates instead of 
bankrolling their political agents’ (Cheng and Chu, 2002: 203–4).

The same process was noticeable at the national level. The national legisla-
ture (the Yuan) progressively became ‘an arena for horse trading among eco-
nomic officials, party officials, and lawmakers who act as surrogates of special 
business interests’ (Cheng and Chu, 2002: 204–5). As a consequence, the gov-
ernment had to bargain with lawmakers on the content of legislative proposals 
and the timetable for their implementation. Another effect of the change is 
that interpersonal connections between the KMT leadership and the business 
elite were accentuated and ‘the economic policymaking process began to show 
signs of politicisation’ (Cheng and Chu, 2002: 204–5). The democratic transi-
tion thus gave an impetus to policies of economic liberalisation that had been 
debated since the early 1980s. Business groups benefited most from the new 
policies (in particular, the removal of barriers to entry to a series of SOE- or 
parastatal-dominated sectors), denoting their rising political clout.

All this being reckoned, there is little doubt that the influence of the business 
community remained constrained both by its low internal cohesion and the 
immense wealth of the KMT. The former factor largely resulted from the het-
erogeneity of this community, made up of large-scale industrial groups coex-
isting with a host of family-owned firms that craved individual connections 
and preferred specific rewards for their political investment to the collective 
advantages of business associations. The rift between these two components 
was widened as economic officials succeeded in fostering a new crop of SMEs 
in high-tech industries. These firms, which acted as a link in the global pro-
duction chain of Western firms, were destined to become the mainstay of 
Taiwan’s industry and export sector, hence the strengthening of their bar-
gaining position vis-à-vis rent-seeking big business. As for the latter factor, it 
must be borne in mind that the KMT controlled a huge party apparatus and 
a considerable economic empire. Thanks to these assets, the KMT continued 
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to be the only power bloc in place. The implication is that it largely retained 
its ability to lock in the political allegiance of the business groups, to set limits 
on influence-peddling, money politics, and policy contestation, as well as to 
impose a hard budget constraint on rent-seekers. For example, the KMT was 
strong enough to deter the individual members of provincial assemblies from 
reckless requests for lending to their clients (Cheng and Chu, 2002: 205–9). In 
the words of Cheng and Chu, (2002): 207):

Democratisation of the polity has not transfigured the KMT’s power structure at the core. 
It has remained essentially a hierarchical structured constellation of entrenched state 
and party elite based permanently in the state and party apparatus. Its decision-making 
process continued to follow the principle of democratic centralism.

Up to this point, the process was under control and seemed to herald a protracted 
transition from authoritarianism to democracy, as described by Chan (2002). 
The presidential election of March 2000, however, disrupted this apparently 
smooth process and constituted a watershed in Taiwan’s politics: the KMT was 
dislodged from power, thus marking the first transfer of political power in the 
history of post-war Taiwan. The state–business relationship was bound to be 
affected, especially because the downfall of the KMT meant a sizeable reduc-
tion in the political clout of most big business groups allied with it. These were 
denounced as part of a mafia state by the victorious opposition. At the same 
time, the economy was being gradually restructured, with business captains 
in the high-tech industries emerging as the new pivot of Taiwanese industry. 
Similar to the entrepreneurs of the traditional SMEs in the pre-democratic days, 
their inclination was towards political neutrality or even passivity. Interestingly, 
and providing evidence of the adaptability of the one-party state’s economic 
strategizing, the newly emerging information sector, in which semi-conductor 
and computer firms featured prominently, had been actively promoted by KMT 
technocrats, who increasingly saw the role of the state as one of technology sup-
porter, research coordinator, and supplier of human capital.23 In this sense, it is 
correct to say that ‘the developmental state in Taiwan [was] not unravelled, it 
[was] merely reconfigured’ (Cheng and Chu, 2002: 209–11; see also Li, 1995).

iv conclusion: a compact institutional 
diagnostic of taiwan

To end our analysis of the case of Taiwan, we lay out the diagnostic table in 
Table 6.1. This case poses an interesting challenge because some of its initial 
conditions at the time of independence were not a priori favourable, and yet 

 23 This does not mean that state choices were always appropriate. Thus, if the policy of industrial 
upgrading pursued by the Taiwanese government proved very successful in the case of the 
information sector, and broadly successful in the case of the machine tool industry, it essentially 
failed in the case of the automotive industry (Cheng, 2001: 32–3).
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table 6.1 A synthetic ordering of the institutional factors behind Taiwan’s development

Deep factors Proximate causes
Institutional strengths and 
weaknesses

Economic and political 
consequences

Geography: a largely 
mountainous country

Demography: a high pressure 
of population

History and Japanese colonial 
legacy:
* huge infrastructural 

investment;
* educational effort;
* rural industrialisation 

initiated; and
* an authoritarian state

History and mainland China:
* authoritarian security-

based regime;
* strong suspicion vis-à-vis 

business elite;
* a strong commitment to 

development; and
* skilled administrators

Foreign assistance: massive 
aid from the United States 
in Cold War context

Bitter opposition between 
mainlanders and islanders

Political stability caused by 
one-party political system

Clear sense of mission among 
the political leadership and 
big role of central planning

Able and competent 
bureaucracy dominated by 
economic bureaucrats

Remarkable use of well-
designed, performance-based 
incentives

Use of stepwise interventions 
rather than disruptive policies

Key role of exports and export 
diversification

Subjugation of private 
business interests and use of 
corporatist arrangements

Commitment to equality, both 
at individual and spatial level:
* radical land reform;
* rural industrialisation; and
* control of rent-seeking

Great attention to human 
capital development, both 
general and technical

Developmental state backed by 
a strong Natural Resource 
Commission (economic 
planning agency)

Strong state legitimacy 
anchored in economic growth 
with equity

Strong state capacity with 
effective law enforcement and 
legal stability

Regulation of key sectors 
dominated by big business

Rent-seeking under control
Incentive systems for small and 

medium-sized firms
Availability of important public 

goods: education, electricity, 
communication, and 
transport

Lack of accountability of key 
public agencies

Limited property rights in 
relation to land

High quality of education, 
especially in engineering and 
science

High sustainability of the 
growth pattern: dynamic 
industrial sector able to 
adjust to international 
competition

Emergence of a new class of 
high-tech firms

Swift emancipation from aid 
dependence

Capacity of the political 
system to evolve towards 
democracy and economic 
liberalisation

Erosion of corporatist 
arrangements

Rising civil society
Worrying vulnerability to 

takeover by mainland China
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there is no doubt that characterising Taiwan as a development miracle is not 
an excess of language. Since the content of the table speaks of itself, discussion 
of its various elements is unwarranted. Three central lessons deserve to be 
drawn from the whole exercise.

First is the strong influence of historical legacy, coming both from colo-
nial Japan and mainland China. For one thing, the Japanese contribution to 
Taiwan’s development consisted of laying the basis of a dynamic smallholder 
agriculture; creating and expanding transportation, irrigation, and electrical 
power systems; improving education and sanitation; establishing financial 
institutions, agricultural parastatals, and farmers’ associations; sparking 
agro-processing industries (centred on rice and sugar); and clarifying prop-
erty rights so as to facilitate an effective system of tax collection (Cheng, 
2001: 20–1).24 For another thing, and rather surprisingly, although the 
Nationalist immigrants to Taiwan were staunch anti-Communists, the regime 
they established on the island was not only authoritarian but also gave such 
an important role to central planning and state-led economic guidance that it 
was considered as inspired by Lenin’s principle of democratic centralism. The 
replicability of Taiwan’s experience is evidently limited by the deep legacy 
bequeathed by the Japanese colonial officers and the Kuomintang.

Second, the growth pattern of the Taiwanese economy was anchored in the 
modernisation and commercialisation of smallholder agriculture and in the 
development of rural industries tied to the farming sector through numerous 
supply and demand linkages. These included the supply of labour, capital, and 
even industrial entrepreneurs, on the one hand, and the demand for interme-
diate inputs, agricultural equipment, and non-food consumption items, on the 
other hand. The power of this development model, in which the rural sector 
was considered as a full-fledged engine of growth from the very beginning, lay 
not only in its dynamic properties based on manifold interlinkages between 
sectors, but also in its strongly egalitarian tendencies.

Third, distinctive features of the developmental state of Taiwan proved 
critical for the country’s successful performance on the economic and social 
fronts. In the critical stages of its growth and development process, the coun-
try (i) was led by a one-party state possessing a unified vision of the national 
future and endowed with a competent and cohesive bureaucracy; (ii) was able 
to prevent its capture by private interests; (iii) used a minimum of coercion 
and a maximum of performance-based incentives to align business interests 
with the general interest; (iv) proceeded in sequential steps rather than in big 
jumps; (v) invested large amounts of public money in infrastructure and in 
human capital; and (vi) gained its legitimacy, especially among the islanders, 
through its impressive achievements in terms of economic growth, equity, and 
multidimensional welfare. The resulting development model has turned out 

 24 Cheng (2001: 24) goes so far as to say that ‘The KMT regime only had to restore, not to create, 
education, public health, agricultural parastatals, market and financial institutions’.
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to be extraordinarily resilient, as attested by Taiwan’s ability to adapt to the 
challenges of globalisation, liberalisation, and democratisation, as well as its 
ability to weather the Asian regional financial crisis of the late 1990s. At the 
root of this resilience lies the implementation of an incentive scheme based 
on fiscal incentives, technological support through the sponsoring of research 
and development activities, participation in the formation of venture capital 
firms, and the provision of crucial public goods, rather than credit allocation 
and a loose monetary policy. Also critical has been the gradual emergence of 
a polymorphous industrial structure dominated by a great variety of SMEs, 
rather than by national champions susceptible of becoming too big to fail 
(Cheng, 2001: 32–6).
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Part III

INSTITUTIONAL OBSTACLES TO 
STRUCTURAL TRANSFORMATION

introduction to part iii

This last part of the volume puts together the lessons learned from the in-depth 
case studies undertaken within the Institutional Diagnostic Programme, and 
the more cursory analysis of the success development stories of South Korea 
and Taiwan at about the time when they were at a broadly similar level of 
development as our four case studies today. In doing so, the objective is to pro-
vide a kind of analytical list of potential institutional obstacles to development 
based on the conclusions reached in our analysis of the case study material at 
hand, whether those obstacles still prevail nowadays or have been removed in 
one way or another. We also rely on other development experiences, whenever 
links to them are suggested by our base material, in terms of either similarities 
or contrasts. Even though our knowledge of those additional country experi-
ences is more superficial, it may still supply valuable insights that complement 
or enrich those obtained from our main analysis. In other words, from the 
institutional diagnostics established on Bangladesh, Benin, Mozambique, and 
Tanzania, as well as the central messages emerging from an institution-focused 
approach to the early development experiences of South Korea and Taiwan, 
we are able to extract a set of summary ‘generic institutional issues’. Awareness 
of these issues should help us to better understand the nature of the most 
important institutional constraints on economic development in general, and 
to provide a guide to identifying the most binding constraints in the case of a 
particular country at a particular point in its development.

This list of critical institutional problem areas should assist experts and ana-
lysts in uncovering the factors which slow down the development of a country, 
and the deep institutional reasons behind them. By perusing these generic issues 
one by one, experts and analysts will have their attention drawn to potentially 
important impediments to growth and development, and should then reflect 
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on how constraining they actually are in the particular country they are inter-
ested in. Even though several items in the list can apply to countries at varying 
levels of development, it should be borne in mind that the whole research 
programme on the basis of which these generic institutional issues have been 
established deals with low-income or lower middle-income countries. Other 
institutional issues might have to be considered at later stages of development.

The analysis we provide below is nevertheless more ambitious than sim-
ply listing generic institutional issues or obstacles. On the basis of our four 
(plus two) case studies, it also offers an in-depth analysis of their possible 
causes and economic consequences, and, most importantly, the political econ-
omy factors that spark resistance to reforms that could mitigate or remove 
their adverse effects. Beyond mere identification of institutional weaknesses, 
we thus aim to supply a framework that will enable analysts to reflect on these 
weaknesses by placing them in their own specific context and their own set of 
institutional interactions, including those linking formal and informal rules 
and organisations.

This last part of the volume is organised into three chapters. The first chap-
ter (Chapter 7) focuses on the nature of the economic obstacles to development 
which may be found in a low-income country, with special attention to those 
that can only be surmounted if some institutional dysfunction is addressed. A 
key lesson from the case studies is that this inquiry must imperatively be based 
on an approach that views development as a process of structural transforma-
tion by which the great mass of poor people gets out of poverty by moving 
into decent formal jobs or accessing modern technology. This approach was 
formalised by the fathers of the discipline and is at the heart of the tradition 
initiated by the seminal works of Arthur Lewis (1955) and Simon Kuznets 
(1966), in particular. An aggregate approach in the spirit of Hausman, Rodrik, 
and Velasco (2005) is helpful in revealing problems in the way the economy 
works and, possibly, in shedding light on their institutional underpinnings. Yet 
it is bound to miss key sources of blockage located in the structural dimensions 
of development. Based on what we learned from the four IDP case studies and 
two East Asian success stories, the first part of our discussion thus summarises 
the various types of economic factors which may block, slow down, or acceler-
ate the process of structural transformation, as well as the broad institutional 
domains involved.

The second part of our synthesis work is presented in the next two chapters. 
It delves into key institutional factors by following a conceptual approach that 
starts by regrouping them into generic institutional issues, as defined above, 
and then proceeds by probing each of them methodically. By conceptual 
approach we imply that, beyond a mere listing of these issues, we provide a 
framework of analysis that goes into the details of each institutional problem 
area in an orderly and meaningful manner, using concepts borrowed from 
the existing social sciences literature, and economics literature more particu-
larly, as reviewed at the beginning of this volume. More fundamentally, in the 
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light of our in-depth case studies, and the comparison between the latter and 
the successful early development experiences of South Korea and Taiwan, we 
intend to reflect on the proximate and deep causes of institutional dysfunc-
tions, and on how they can be reformed. This concern about reforms makes it 
necessary to examine the political economy environment in which the country 
operates. Although the deep causes behind the generic institutional issues, and 
the directions for reform, inevitably include country-specific elements, care is 
taken to identify what may be of more general relevance for low-income or 
lower middle-income countries.

The above logic leads us to divide the strictly institutional part of the anal-
ysis into two chapters. The first one (Chapter 8) deals precisely with the role 
of institutional factors of a political nature, as well as politics per se, in inter-
fering with the process of structural transformation. As for the second one 
(Chapter 9), it addresses the same issue from the more functional perspective 
of the capacity of the state to efficiently deliver public goods and services, and 
to regulate the private sector so as to make it compatible with the long-term 
interests of the country, including through the protection of property rights.
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7

The Challenge of Modernising the Economic Structure

i introduction

Whether in the four IDP case study countries or in the successful Asian 
development stories at the time these countries were at a comparable level 
of income per capita, development consists first of providing the great mass 
of poor people with either decent jobs or access to other income-generating 
facilities, which can help them to exit poverty. As an overwhelming major-
ity of these poor people operate in the subsistence agricultural sector or 
other subsistence activities, a central issue of development is the structural 
transformation of the economy. Such a transformation may take the form 
of people moving out of agriculture and other low-productivity activities 
to higher-productivity jobs in metropolises, middle-sized cities, or even 
so-called cottage industries in the countryside. But it may also involve tech-
nological or organisational changes that progressively modify a subsistence 
agriculture into a market-integrated commercial farming sector exhibiting 
higher yields and incomes. This chapter summarises what the diagnostic 
exercises conducted in the four case study countries – Bangladesh, Benin, 
Mozambique, and Tanzania – reveal regarding the type of economic obsta-
cles that hinder faster structural transformation, and the major institutional 
weaknesses involved.

A basis of comparison is needed to evaluate the nature and the strength of 
these obstacles in a particular country. In what follows, this is provided by the 
benchmark of two of the East Asian tigers, South Korea and Taiwan, consid-
ered as they were several decades ago in the 1960s, when the process of their 
startlingly rapid structural transformation was only just starting. The idea 
here is not to suggest that the path followed by those development champions 
could or should be imitated some forty or fifty years later by low-income or 
lower-middle-income countries as of the late 2010s. Rather, it is to allow for an 
easier evaluation of obstacles to, and facilitators of, structural transformation 
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by comparing the present situation of the case study countries to the situation 
prevailing in the two tigers when they were taking off, or shortly thereafter.

With this objective in mind, we proceed in two steps. The first step 
(Section II) consists of reflecting on the conditions which surrounded the start 
and then the acceleration of the structural transformation and development in 
South Korea and Taiwan. One effective way to approach this question is by 
looking at their performance in the light of the canonical model of ‘dual econ-
omy development’ proposed by Arthur Lewis and amended or refined by other 
scholars. This approach is especially attractive because this model has been 
extensively used to analyse the mechanisms of structural transformation in the 
two countries. Owing to its relative simplicity, it provides an analytical frame-
work which makes it somewhat easy to identify the contextual factors imping-
ing on the structural transformation of a country. In a second step (Section III), 
we then consider the main economic obstacles on the path to structural trans-
formation as we can ascertain them in the IDP case study countries, and we 
offer some first clues about their possible institutional causes.

ii the south korean and taiwanese ‘miracles’ 
through the lens of the lewisian framework

As just mentioned, we begin this brief review of the early development of 
Taiwan and South Korea by recalling the basic economic mechanisms under-
lying the structural transformation process as modelled by Lewis and his 
followers in the ‘dual economy’ tradition.1 In effect, an important part of 
the subsequent development literature used the South Korean and Taiwanese 
early development experiences as good illustrations of this line of develop-
ment modelling, which then acquired in the development literature a rather 
universal connotation, very much undue.2 By laying bare the basic structural 
transformation mechanisms, the Lewisian framework also supplies a help-
ful analytical guide to diagnose potential obstacles to structural change in 
other countries.

A The Dual Economy Model of Arthur Lewis

The Lewisian representation of development is based on an observation that 
seems universal among countries in the early stages of development: the 
coexistence of a mass of poor people sharing the income of low-productivity 

 1 Lewis’s original paper dates back to 1954. Fei and Ranis’s paper (1961) is probably the first and 
most well-known and influential paper to have extended Lewis’s framework. For a review of 
the huge literature on the dual economy model see Kirkpatrick and Barrientos (2004) and, more 
recently, Gollin (2014).

 2 See the application of the Fei and Ranis theoretical model to Korea and Taiwan in Fei and Ranis 
(1975). Note that the relevance of the dual economy framework in explaining the development 
performance of these countries is not consensual – see the conclusion in Gollin (2014).
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activities in subsistence agriculture or informal retail and handicraft occupa-
tion in rural or urban areas, on the one hand, and modern firms using more 
productive technologies and employing salaried workers at a higher level of 
earnings, on the other hand. The ‘dual economy’ model thus distinguishes 
between a modern or formal sector, essentially made up of firms organised 
according to a capitalist mode of production, and a traditional or informal 
sector, generally constituted by family farming or small family businesses 
in retail trade or handicrafts. Capital accumulation at the country level is 
taking place in the modern sector, which thus recruits an increasing number 
of workers at some given wage level. The marginal productivity of labour in 
the informal sector is assumed to be small, possibly zero if there is ‘surplus 
labour’ – meaning that the overall labour force may diminish in that sec-
tor without affecting the volume of production. Informal workers therefore 
receive earnings which, albeit low, are disconnected from the marginal pro-
ductivity of labour. Various assumptions have been made about the level of 
these earnings. In Lewis, it is conveniently conceived as ‘customary income’, 
which remains roughly constant as long as the marginal productivity of 
labour in the informal sector is below that obtained in the formal sector.3 
More rigorously, competition in the labour market across the whole econ-
omy implies that the modern sector must pay a wage equal to, or somewhat 
above, earnings in the informal sector to attract workers, which modern 
firms can afford thanks to their capital-using technology. This assumption is 
of course the basis of the ‘dualism’ observed in many developing economies. 
Modern firms thus operate as if faced with what Lewis called, in his famous 
1954 paper, an ‘unlimited supply of labour’. In alternative specifications, 
the wage is exogenously fixed in the modern sector at a level above the aver-
age income in the informal sector, which is allowed to vary with the size of 
the labour force operating in this sector. Various justifications have been 
adduced for such an apparent absence of competition on the labour market, 
in particular efficiency wage setting4 or the imposition of a legal minimum 
wage in the formal part of the economy.

Within such a framework, development involves a structural transforma-
tion of the economy. Through a process known as ‘capital-widening’, capi-
tal accumulation in the modern sector leads to proportionate increases in the 
demand for workers, which help to gradually reduce the pool of excess labour-
ers pumped into the informal sector. If accumulation proceeds at a rate faster 
than population growth, the share of employment and output originating in 

 3 Lewis (1968) offered reflections, fourteen years later, on the nature of the main assumptions 
adopted in his original model, suggesting that some of them were not necessary or had been 
misinterpreted by readers who considered them unrealistic.

 4 If the productivity of a worker increases with the wage received, it may be in the interest of for-
mal employers to pay a wage higher than earnings observed in the informal sector. In the infor-
mal sector, absent formal capital and formal employers, labour earnings are generally assumed 
to result from income sharing among workers.
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the informal sector falls with capital accumulation (in the modern sector). 
This process stops when there is no surplus labour left, or, roughly speak-
ing, when the average productivity of labour in the informal sector has risen 
enough to catch up with the corresponding productivity in the formal sector. 
The reserve of labour becomes depleted and competition for workers forces 
the modern sector to raise its wage rate so as to remain able to attract addi-
tional labour force from the informal sector. It is then the case that earnings 
increase in both sectors, with the effect of prompting modern employers to 
use increasingly labour-saving and capital-using techniques, including in previ-
ously informal activities.5 This process, called ‘capital-deepening’, succeeds the 
‘capital-widening’ mechanism characteristic of the labour-surplus economy.

In this highly simplified description of the development process, the mod-
ern sector is the engine of growth of the economy and the structural trans-
formation it generates is another way of describing the modernisation of the 
economy. Practically speaking, however, there are many ways in which this 
transformation process may be hindered or even halted. Let us mention a few 
of them. First, the accumulation rate in the modern sector may not be high 
enough, or population growth may be too fast, so that the volume of employ-
ment in the informal sector rises, even though its share in total employment 
may fall. Second, complementary production factors such as skilled labour or 
infrastructure may not be available or may grow too slowly. Third, the same 
may happen with imported inputs, such as key capital goods, if the capacity to 
export is insufficient or grows too slowly, unless foreign funds are available. 
Fourth, (unskilled) labour-saving technology imported from advanced coun-
tries may be so effective as to be technically efficient (or technically superior), 
so that it will be adopted by profit-maximising employers in spite of a rela-
tively low cost of labour.6 As a result, the labour absorption capacity of the 
modern sector is reduced.

 5 Alternatively, if wages are exogenously fixed in the modern sector and earnings in the informal 
sector are determined by the average productivity of labour, the latter will increase as soon as 
some workers start leaving this sector for the modern sector. The unlimited supply of labour will 
then vanish when the average product of labour in the informal sector reaches the exogenously 
fixed wage in the modern sector.

 6 A technology is technically efficient or superior when less capital and less labour are needed to 
produce the same level of output than with any available alternative technology, regardless of 
the ratio of input relative prices. Moreover, analogously with technologies, a product is techni-
cally efficient (or superior) if it exhibits the best performance in all the dimensions that matter to 
define its quality (for a car, for example, not only the speed at which it can move, but also the 
energy it uses up, the resistance of its body to bad roads, etc.). If the superior product is asso-
ciated with a relatively capital-intensive technology, which is plausible if the product possesses 
a number of characteristics that make it suited for rich countries, firm managers in developing 
countries will also adopt the capital-using production process even though it does not match 
their resource endowments (for a discussion of the difference between the concepts of technical 
efficiency and economic efficiency, see Sen (1975: Chaps. 1–5); for an extension to products, see 
Stewart (1977: Chap. 1)).
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In addition to structural transformation stalling for the preceding reasons, 
other complications may also arise in the simple dual model of development 
when amending it to accommodate different country contexts. An omitted fac-
tor in the model is land. As a matter of fact, Lewis stipulates that his theoretical 
framework is adapted to ‘overpopulated’ countries where land is scarce and 
fully used, so that labour in the agricultural subsistence sector is likely to be 
redundant. A priori, the situation is expected to be different in countries where 
land is abundant, which would still seem to be the case today south of Sahara. 
Yet, because of imperfect market integration caused by a deficient transport 
and communication infrastructure, lack of access to adequate technology or 
inputs, or the presence of institutional factors responsible for inefficient land 
allocation, farming may remain a low-income-earning activity in these coun-
tries in spite of its rich potential. Characteristically, such a situation will be 
reflected in the under-utilisation of both land and labour.7 Structural transfor-
mation from low-productivity agriculture to higher-productivity sectors along 
the Lewisian mechanism would then remain a possible development strategy, 
but the promotion of a more efficient use of available land and a dynamic 
agriculture form another strategy for growth-cum-structural transformation. 
In the latter case, thanks to the removal of barriers to agricultural expansion, 
notably the physical isolation of remote areas, subsistence farming would pro-
gressively transform into a commercially integrated sector oriented towards 
domestic and/or foreign markets. As a matter of fact, the structural transfor-
mation would somehow be operated through informal production units being 
modernised or modern firms taking over traditional activities in rural areas. In 
the context of sparsely populated countries, because of the high per unit cost 
of connecting isolated areas in terms of providing not only transport and com-
munication links but also social amenities, schools, health centres, and various 
agricultural support services, this second strategy may be deemed inferior to 
the Lewisian labour reallocation mechanism.8 Yet it can certainly not be dis-
carded a priori.

The simple model can be extended to take into account the demand side of 
the economy and the constraints that it may impose on growth and the struc-
tural transformation. In a closed economy, the expansion of the modern sector 
requires that the demand for its products expands at the same rate as it grows. 
If not, the relative price of modern products will fall, lowering the profitability 
of the whole sector. Capital will then tend to flee and the structural transfor-
mation to stall. This will also happen in an open economy if the modern sector 
is not able to compete with foreign produced goods in domestic and/or foreign 

 7 On the way population density and population growth in land-abundant economies affect the 
nature of agricultural institutions, backwardness, and lack of commercial integration, and lead 
to economic dualism, see Binswanger and McIntire (1987) and Binswanger et al. (1989).

 8 For an extensive discussion of this vicious circle, see Platteau (2000: Chap. 2) (see also Delgado, 
1992).
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markets. Even if effectively protected from foreign competition domestically, 
a point will be reached at which domestic demand will be saturated, so that 
any further extension of the modern sector will require operating on export 
markets, which will not be possible if it is not internationally competitive. To 
be sustainable, the structural transformation thus necessitates not only capital 
accumulation at some minimum pace but also competitiveness gains that will 
allow the modern sector to effectively compete with foreign producers in some 
product lines.

These product lines depend on the comparative advantage of the country. 
They may consist of labour-intensive manufactured goods, agro-industrial 
products – which require that the modern sector operates in agriculture or 
sources its inputs in traditional farms – or services such as tourism. What 
matters for the structural transformation to keep going is that no demand 
constraint bears on the expansion of the modern sector, even if this means a 
constantly evolving product mix.

This diversification of production may be uneasy because the external 
competitiveness of the modern sector is restricted to a narrow set of prod-
ucts, typically agro-industrial, or mineral and energy natural resources. The 
extraction of the latter employs little labour so that it does not directly contrib-
ute to structural change. It does it indirectly, however, thanks to the domestic 
demand that it generates through the income it brings to local agents, including 
the state, and the outlets it provides to the rest of the modern sector. Without 
export diversification, or possibly import substitution at some early stage, the 
pace of development of the economy is thus determined by the growth of pri-
mary commodity export net receipts, which may be lower than desired.

Despite its apparent simplicity, the Lewisian framework, as well as its exten-
sions or variations in the development theory literature, offers a most useful 
guide to the understanding of a development process viewed through the lens 
of the structural transformation of the economy and the constraints weighing 
on it. This of course requires that the framework is sufficiently enlarged to fit 
the specific features of the country examined. As will now be seen, it is quite 
remarkable that the general dynamics of the model, suitably adapted to the 
context, has proven to be appropriate to describe the successful early devel-
opment of East Asian countries such as South Korea and Taiwan between the 
mid-1950s and the mid-1970s, a period during which both countries would 
have been classified as low- or middle-income according to today’s interna-
tional income scale. Differences between the two countries stem from the 
initial conditions, the pattern of structural transformation, and some major 
policy orientations associated with this pattern.

Back in the early to mid-1950s both countries had a level of real GDP per 
capita around US$1,400 at international 2017 prices – see Table 7.1. Taiwan 
had a slightly higher level of income than South Korea, and its share of GDP 
originating in agriculture, generally considered in the development literature as 
the main component of the informal sector and the reserve of surplus labour 
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in the dual economy model, was then lower. Both on the aggregate and from a 
structural development point of view, Taiwan was thus slightly more advanced. 
In the two countries, however, the structural transformation in the following 
twenty years was astounding. The GDP share of agriculture went down by 25 
percentage points in both South Korea and Taiwan, while the GDP share of 
manufacturing increased by 25 percentage points in Taiwan and 15 per cent in 
South Korea. It is more difficult to conduct the same calculation for employ-
ment because available data are not comparable across the two countries.9 
Nonetheless, it has been estimated that, helped by a slowdown of population 
growth, both countries reached the Lewisian turning point – at which the abso-
lute volume of employment in agriculture starts declining – at about the same 
moment, in the early 1970s. By 1980, the GDP share of the industrial sector 
was as high as 45 per cent in Taiwan and 33 per cent in South Korea – in both 
cases, a high level by today’s standards. In the two countries, the dynamics of 
structural transformation by which low-productivity workers in agriculture 
and elsewhere in the economy were progressively absorbed into the growing 
modern sector of the economy, including manufacturing, thus appeared to 
work according to the Lewisian mechanisms set off by an extremely fast accu-
mulation rate of capital in the latter sector. If the manufacturing export-driven 
expansion was a powerful engine of growth in the two countries, however, 
there were clear differences in the way it was activated and then sustained, and, 
as a matter of fact, in the way the Lewisian logic unfolded.

B Taiwan

In the case of Taiwan, the expansion of the manufacturing sector relied on a 
dynamic group of small and medium-sized enterprises (SME), a sizeable pro-
portion of them being located in the rural sector and functioning symbioti-
cally with an agricultural sector that was stimulated by a radical land reform 
and vigorous accompanying policies (see Park and Johnston, 1995). The early 
emphasis on, and dynamism of, the agricultural sector in Taiwan are worth 
emphasising as they constitute a departure from the straight structural trans-
formation model where overall productivity gains result from the mere sectoral 
shift of labour from agriculture to industry. Here, productivity gains within 
agriculture contributed to the aggregate gain, too. In any case, both in rural 
and urban areas, the SMEs provided rising employment opportunities to sur-
plus agricultural workers, who were absorbed in labour-intensive manufactur-
ing activities directed towards the domestic market, under tariff protection in 
a first stage, and then increasingly towards foreign markets.

The SMEs were incentivised to export by a set of policies which included a 
favourable exchange rate reform – a 60 per cent devaluation between 1958 and 
1961 – and tariff relief for imported equipment and other inputs. The whole 

 9 The preceding figures are drawn from Chen (2001).
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sector was highly competitive and financially autonomous in the sense that it 
could rely on internally generated savings and a small-scale private credit mar-
ket, rather than on state bank credit (see Chu, 1999). Quickly, a whole inte-
grated network was formed, made up of SMEs buying and selling from each 
other in a highly efficient way. On the other hand, large firms, which were 
inherited from the era of Japanese colonisation and then nationalised, also con-
tributed to the production and export of manufactured goods. Yet they proved 
less dynamic than the private sector and the expanding network of SMEs.

At the macro level, it must be reckoned that US assistance played a huge role 
in the early stage of Taiwan’s development, covering as much as about 25 per 
cent of public expenditures in the 1950s. However, as the Taipei government 
faced huge defence expenditures during that period, it is not clear how much 
foreign aid contributed to bridging the trade balance gap. What is certain, 
however, is that the trade balance regained an equilibrium position as early as 
1963, and non-military US aid fell drastically after 1965.10 The price stabil-
ity achieved during these two decades, and later, is another achievement that 
needs to be stressed.

In short, the dramatic structural transformation of Taiwan from the mid-
1950s to the mid-1970s relied on a powerful industrial export growth engine, 
itself based on the dynamism of a network of SMEs enjoying various favour-
able conditions: a stable macroeconomic context, undistorted prices and com-
petitive market mechanisms, and a sound regulatory policy. The SMEs were 
also helped by several initial conditions: (i) an efficient agricultural sector made 
up of small and medium-sized farms and prior export experience in agricultural 
products, obtained during the colonial period; (ii) a dense transportation net-
work, again inherited from the Japanese colonisers; (iii) a literate labour force 
and a population eager to achieve educational progress, so that an increasing 
supply of skilled labour became available when it was needed later on in the 
development process; and (iv) a relative advantage in gaining access to the 
US and Japanese markets. From the network of SMEs, progressively emerged 
larger companies which would take on the next stage of industrialisation with 
more capital- and technology-intensive lines of production and exports.

In twenty years, Taiwan was able to multiply its income per capita by three, 
thanks to an average growth rate close to 6 per cent. What is remarkable, 
moreover, is the fact that this fast growth and a drastic structural transforma-
tion of the economy could be achieved with apparently no change, and possi-
bly a drop, in the degree of inequality of the distribution of income. In other 
words, all people saw their living standards grow in the same proportion, and 
possibly those at the bottom of the distribution more than others.

As a final observation, it should be noted that if Taiwan’s process of devel-
opment followed the Lewisian pattern of a rapidly growing, self-financing 
labour-intensive modern sector that absorbed low-productivity workers from 

 10 For details on US aid in the 1950s and early 1960s, see Chang (1965).
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agriculture, it differed from it in one major respect. Instead of being confined 
to the passive role of a provider of cheap (excess) labour to the modern urban 
sector, the traditional informal sector, here equated to the rural sector, itself 
actively participated in labour surplus absorption, capital accumulation, and 
productivity growth. This was the result of an early modernisation of agricul-
ture, both in terms of techniques and crop choices, and of a uniquely successful 
programme of rural industrialisation (unique, if we except Japan). In short, 
dualism in Taiwan was reduced rather rapidly both through productivity gains 
of the lagging sector and the rising employment share of industry.

Another point which deserves attention yet tends to be underplayed in the 
dual economy literature, is the export orientation of Taiwanese development, 
without which, most plausibly, the country could not have undergone the dras-
tic structural transformation it experienced. This feature prevented domestic 
demand, the size of which was limited because of the low income of the pop-
ulation, from forming an obstacle to the exploitation of scale economies and 
the growth of the manufacturing sector. For this to be possible, the economy 
had to quickly become internationally competitive in a few lines of products.

Reflecting on the institutional features of the Taiwan of the 1950s, it makes 
little doubt that its dramatic transformation is first of all the result from a well-
thought centrally elaborated strategy, which largely rested on decentralised 
private incentives and was implemented by an able bureaucracy. In short, at 
the heart of Taiwan’s success lay a successful combination of central plan-
ning and market mechanisms. It appears to owe much to the past history of 
the Chinese Nationalist leadership that settled in Taiwan after losing the war 
against the communists on the mainland.

C South Korea

The same structural transformation engine operated in South Korea, where 
several initial conditions were shared with Taiwan, some of which originated 
in their common past as Japanese colonies. These included a competent and 
disciplined bureaucracy, an early progressive land reform made possible by 
decolonisation, a relatively advanced educational system, and a population 
eager to learn and to acquire advanced skills. However, compared to Taiwan, 
South Korea had less developed infrastructure, partly because the core of eco-
nomic activity before separation was located in the north of the peninsula. 
What deserves to be underlined is that the patterns of the structural trans-
formation and the policies mobilised to activate the industrial export engine 
were substantially different in South Korea from those used in Taiwan. If the 
development path was similar, the engine was somewhat different, and it was 
activated later.

The real start of the South Korean structural transformation can be dated 
back to 1961, and it was after a chaotic period of slow growth and intense 
rent-seeking activity. It was under the leadership of General Park and his team 
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of experts that the export-led manufacturing strategy was launched. In their 
vision, there was no future for development based on import substitution 
because this was bound to be constrained by a domestic market of limited size, 
due to the low (initial) income of the population. By contrast, a labour-intensive 
manufacturing export strategy could expand the size of the market, provided 
that domestic producers succeeded in becoming internationally competitive. 
Similar to Taiwan, this could be achieved through a favourable exchange rate 
and duty-free imports of equipment and intermediated goods. In contrast to 
Taiwan, however, the strategy also included generous credit allocation at a 
liberally subsidised interest rate and state-guaranteed foreign loans. To make 
these incentives effective, they were granted conditionally to exporters who 
complied with targets set in agreement with the ministries or state agencies in 
charge of the export strategy and in conformity with the Development Plan. 
The various export ventures were undertaken mostly by business groups that 
emerged in the previous period. This strategy also required complete control 
of bank credit, which had been made possible by the early nationalisation of 
the entire banking system. The strength of the industrial export engine thus 
depended not only on the dynamism of business groups but also on the vol-
ume of resources made available to them, the nature of their conditionality, 
and their effective and rigorous monitoring by a competent and non-corrupt 
bureaucracy.

Since the saving capacity of the country was initially very limited, accumula-
tion at the aggregate level had to rely on foreign funding. Most resources were 
initially provided by US official assistance. Yet domestic savings increased rap-
idly, partly through forced savings policies. However, because accumulation 
was accelerating too, foreign funding was still needed. After 1965, this con-
sisted mostly of foreign loans so that the external debt of the country started 
to rise. Yet because of the fast rate of GDP growth, it was possible to maintain 
the debt-to-GDP ratio at sustainable levels. Within the country, moreover, the 
expansion of credit facilities to exporters was responsible for a high level of 
money creation and a high rate of inflation. The financing of export business 
ventures and heavy public investments in infrastructure were thus implicitly 
secured through an inflationary tax on households.

The strategy worked well. South Korea grew very quickly from the early 
1960s onwards, while the manufacturing sector and its forward and backward 
linkages absorbed an increasing proportion of surplus agricultural workers in 
a typically Lewisian manner. In contrast to Taiwan, however, the agricultural 
sector was rather passive in the initial stages of development. It was only in a 
second stage, and in view of the growing development asymmetry between the 
rural and urban sectors, that specific efforts were made in favour of agriculture 
and rural areas, through extension services, building infrastructure, and the 
creation of special industrial zones in rural regions.

It would have been possible to pursue this labour-intensive manufacturing 
export strategy and, as a matter of fact, exports of clothes, wigs, footwear, 
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and plywood continued to increase at a fast pace and to diversify for an addi-
tional decade or so. Yet Park thought that the prospects of such a growth path 
were limited and that, like in Japan, investment in heavy industry should take 
over from light manufacturing without waiting any longer. To a large extent 
against the advice of experts and advisers, he then embarked on the so-called 
‘heavy and chemicals industry’ (HCI) programme. At the same time, and 
possibly linked to that controversial decision, he strengthened his grip on 
South Korean civil society by imposing a new constitution that granted him 
quasi-dictatorial powers.

The HCI programme was implemented through two channels. First, a 
state-owned enterprise (SOE) was created, which would be responsible for 
creating a giant steel production unit. This strategy was similar to the one 
followed in Taiwan, where, as a legacy of Japanese colonisation, a group of 
nationalised enterprises were specialised in heavy industrial production, but 
it was to some extent bolder in South Korea because of the lack of experience 
of the country in this line of production and the huge size of the planned ven-
ture. Second, big business groups, known as chaebols, which had emerged 
in the previous phase of the export-led growth strategy, were tasked with 
undertaking heavy manufacturing export ventures. Towards that purpose, 
they benefited from considerably enlarged incentives, notably in terms of 
subsidised credit allocation and foreign borrowing, when compared to those 
offered to light manufacturing exporters.

Against the expectations of many observers, and possibly because of the rig-
orous control exercised over the chaebols, Park’s HCI gamble succeeded. Among 
the most daring successes was the setting up of shipyards able to build tankers 
and other heavy vessels for foreign marine transport companies as soon as in 
1974. Meanwhile, the steel producing SOE started operations in 1972.

The achievement of the production and export targets of the HCI pro-
gramme entailed a high social cost, however. Not only were the incentives 
provided to chaebols especially important, but also investment failures were 
not infrequent: against the rules initially set, some chaebols had to be bailed 
out by the state, essentially because they were ‘too big to fail’. There was thus 
a double burden on the national budget, and foreign debt rapidly increased. 
When the second oil price boom hit in 1979, the year President Park was 
assassinated, the macroeconomic situation became critical. The government 
nevertheless succeeded in surmounting the crisis, and in restructuring the chae-
bol network so as to put them on sounder financial grounds. At that time, the 
structural transformation of the country was complete, and South Korea was 
quickly advancing on the path to becoming an industrial country.

Institutionally, the South-Korean take-off experience shares with Taiwan 
the reliance on centrally designed strategies resting mostly on private business, 
except for key activities such as steel production, and under the close control of 
an effective and competent bureaucracy, including, in the case of South Korea, 
the direct involvement of central leadership. Again, the successful combination 
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of authoritarian economic management, market mechanisms and business 
incentives was the key to success. In South Korea, the export targets set by 
the planning commission, the state control of banks as a way of allocating 
credit and rewarding successful chaebols through generously subsidised inter-
est rates, or the direct bargaining between the president and chaebol owners 
about export targets and the provision of resources came clearly under central 
planning. On the other hand, exporting firms operated in a strict market envi-
ronment both at home and abroad.

Both the Taiwanese and South Korean take-off experience are good illus-
trations of the Lewisian transformation at work: an extremely dynamic mod-
ern sector absorbed the surplus labour in the traditional part of the economy 
in a little more than a decade. In both cases, the potential limitation arising 
from domestic demand has been overcome through the successful export ori-
entation of the domestic production apparatus. Such a strategy was initially 
facilitated by an easy access to the US and Japanese markets and, at least in 
South Korea, by generous export subsidies and powerful incentives. If the 
South Korean case fits the Lewisian model of a single growth engine that pulls 
the whole economy forward by progressively absorbing its lagging segments, 
the process has been slightly different in Taiwan. There, the traditional sector, 
assimilated to agriculture, has shown an impressive internal dynamism which 
allowed it to be modernised and to increase the earnings of the workers who 
remained in it.

Such were the early development experiences of the two East Asian tigers, 
South Korea and Taiwan, at a time when their income levels and their 
formal-informal structures were comparable to those presently found in the 
low-income or lower-middle-income countries that we selected for intensive 
study. Relying on our previous analysis, we now set off on the following exer-
cise: to summarise the features specific to those latter countries that could 
either enable them to pursue a similar path towards structural transformation, 
possibly at a different pace and according to somewhat different patterns, or 
derail their development process and perhaps drive them into a deadlock.

iii obstacles to and enablers of structural 
transformation in the four case study countries

Equipped with a flexible analytical model of structural transformation and 
with two major historical Asian benchmarks, we now review the experience of 
the four case study countries of the Institutional Diagnostic Project. The main 
question asked is that of the nature of the obstacles that prevent structural 
transformation from taking place or proceeding faster, and what kind of policy 
could overcome them.

A comparison of the four IDP case studies with the two benchmark coun-
tries is offered in Table 7.1. The situation of each case study today is compared 
to that of both South Korea and Taiwan at a period where the latter had a 
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table 7.1 Comparing the development and sectoral economic structures at equivalent levels of GDP per capita of the four IDP 
case studies and the Southeast Asian tigers

Mozambique Taiwan
South 
Korea Benin Taiwan

South 
Korea Tanzania Taiwan

South 
Korea Bangladesh Taiwan

South 
Korea

Year 2018 1950 1955 2018 1960 1965 2018 1965 1970 2018 1970 1975

Income per capitaa 1133 1460 1410 2160 2160 1920 2870 2880 2970 4020 4040 4360
Growth rate  

(ten-year average)
3 5.3 2.3 1.4 4.3 6.7 3.1 6.5 8.6 5.3 6.9 7.4

GDP shares (%)
Agriculture 24.6 36 42.3 27.1 28.5 34.4 27.9 22 27.1 13.1 15.5 23
Industry 23.6 15.6 14.6 26.9 29.5 31.8 28.5 36.8
Including: 

manufacturing 8.7 10.9 9.7 16.7 9.1 16.7 17.9 21
Others (incl. services) 51.8 48.4 58.3 44.6 42.6 46.2 58.4 47.7 56
Employment  

shares (%)
Agriculture 70.6 56 39.1 50.2 59.4 69.7 43 50.4 40.1 36.7 45.8
Industry 8.2 16.9 18.3 20.5 9.2 24.2 20.5 28
Including: 

manufacturing
9.2 3.2 13.2 14.2 18.6

Others (incl. services) 21.2 27.1 42.6 29.3 21.1 32.8 39.4 35.3

a In US$ at 2017 purchasing power parity.
Source: World Development Indicators, ILO statistics for the sectoral structure for employment, Statistical Yearbooks of various ears for Taiwan and South 
Korea237
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level of income per capita roughly comparable, that is in the 1950s or 1970s 
depending on the country. In each case, the table shows the level of income per 
capita, its growth trend, and then the sectoral structure of both total GDP and 
employment, even though data for early periods are scarce regarding the latter.

What is striking is that both the structure of GDP and employment differs, 
in some cases radically, between the case study countries and the Asian bench-
marks, even though they are observed at a comparable level of development. 
The only common fact is the higher share of manufacturing among the Asian 
tigers than among IDP countries both in terms of employment and output. 
The shares of other sectors may be quite different, which may partly be due to 
statistical problems in defining them, but also reflect strongly different initial 
conditions or institutional settings. The conditions for the structural transfor-
mation to proceed successfully in the IDP countries differ from what they were 
in the Asian benchmarks. This is what we intend to analyse in the rest of this 
chapter, relying on country studies in the other volumes of the IDP project, and 
their summaries presented in previous chapters.

A Bangladesh: Sustainability of Structural 
Transformation under Threat

In comparison with most developing countries today, Bangladesh may be con-
sidered as a success story. Since 2000, its income per capita has been multiplied 
by a little less than three and poverty has fallen by two thirds. The country has 
recently graduated from the low-income status in the World Bank classifica-
tion. Its debt is at a manageable level, and it boasts a rather stable macroeco-
nomic situation over the last three decades.

It is evident from Table 7.1 that, as of 2018 Bangladesh was coming rather 
close to Taiwan and South Korea in the 1970s: the level of GDP per capita 
and the sectoral structure of GDP and employment are roughly the same. It 
also shares with these countries several important historical, geographic, and 
economic features: a violent nation-building war, an egalitarian land reform, 
a high population density implying an acute land scarcity, and, today, a pow-
erful labour-intensive Ready-Made Garment (RMG) export growth engine. 
Yet growth proceeds in Bangladesh at a slower pace than during the take-off 
of the Asian tigers, and the manufacturing sector is significantly smaller in 
relative terms.

Structural transformation in Bangladesh has also progressed at an impres-
sive speed. If surplus or low-productivity labour is assumed to be essentially 
located in the agricultural sector, then Bangladesh would seem to have passed 
the so-called Lewisian turning point where the absolute number of workers in 
the agricultural sector starts falling and surplus, or low-productivity labour 
starts vanishing around the turn of the millennium. As a matter of fact, agri-
cultural employment has been declining by 2 million people over the last three 
decades, especially during the 2000s. Accounting for demographic growth in 
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rural areas, we can estimate that some 12 million people have left the agricul-
tural sector in the last two decades.

Yet it would be wrong to believe that all these people went to work in the 
rest of the economy. To assess the structural transformation capacity of the 
Bangladeshi economy, the role of temporary migration must be brought to 
the fore. An estimated 10 million Bangladeshis were working abroad in 2019. 
Judging from the evolution of remittances, the total net outflow of migrant 
workers may have summed up to 9 million people over the last three decades. 
This is much more than the observed drop in agricultural employment, so 
that, absent migration, agricultural employment would have been increasing 
throughout that period. This remains true even if we assume that, say, half the 
migrants came from non-agricultural sectors. In short, the growth of the mod-
ern sector, driven by manufacturing, does not appear to have been fast enough 
to absorb the agricultural surplus labour defined as agricultural workers with 
the lowest productivity.

Of course, migration also contributed to economic growth via worker 
foreign currency remittances and induced demand effects on the domestic 
economy. If the overall growth of the Bangladeshi economy has been rather 
satisfactory over the last three decades, at close to 6 per cent a year and 4.4 
per cent per capita, it has partly stemmed from the increasing flow of migrant 
remittances. It was estimated that remittances contributed to approximately a 
fourth of GDP per capita growth (see Raihan et al., 2023). Yet this observation 
about the significant role of remittances as a source of national growth raises 
several issues. Should the sending of a sizeable portion of a country’s popu-
lation to work abroad be considered as a valid development strategy or as a 
second-best policy aimed at compensating for the possibly temporary failure 
of the domestic modern sector to create enough jobs? To what extent is such 
migration-based development strategy sustainable in the long run? Relatedly, 
there is a social cost in migration, even when it is temporary, and this should 
be accounted for in evaluating development.

Even imputing migrants to the agricultural sector, the outflow of workers 
towards the rest of the economy would still amount to at least 5 million peo-
ple over the last twenty years. Were all these workers, plus those resulting 
from the growth of the non-agricultural labour force, absorbed by the mod-
ern sector, the RMG export sector in particular? Or did they go to work in 
informal non-agricultural activities with a labour status and an income level 
little different from those prevailing in the informal agricultural sector? The 
answer is provided by the following estimate: 87 per cent of the labour force 
was informal in 2010 and this share has apparently not changed much since 
then.11 These are high proportions, which might suggest that the structural 

 11 Most recent statistics (2017) are not comparable to the 2010 data – they would moreover point 
to an increase in informality. The 2013 Labour Force Survey is more comparable and does not 
suggest any significant change.
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transformation was less pronounced than it would appear on the basis of a 
simple agricultural/non-agricultural dichotomy.

A large part of the urban informal sector may be considered as complemen-
tary to the modern sector of the economy. However, its mode of operation fol-
lows a different pattern with self-employment or micro-firms as the dominant 
type of production organisation. Somehow, that part of the urban informal 
sector may be thought as a subsector of the modern part of the economy, 
whose informality is mostly motivated by the possibility it offers of evading 
taxes and labour regulation. It is difficult to say which portion of the infor-
mal urban sector must be thus assimilated to the modern sector. There is, 
indeed, some ambiguity about how to measure structural transformation, or, 
equivalently, about how the type of jobs and the levels of earnings within the 
non-agricultural sector should be accounted for. In any case, this does not 
lessen the transformative importance of the huge shift of labour away from 
agriculture that took place in Bangladesh during the last decades.

As in South Korea and Taiwan at the time of their take-off, the main growth 
engine behind the structural transformation in Bangladesh’s economy over the 
last three decades has been the labour-intensive manufacturing export sector, 
mostly ready-made garments (RMG). It grew at an annual rate of 11 per cent 
since 1990 and created a little more than 2 two million jobs, close to 10 per 
cent of the whole increment in the labour force. Bangladesh is now the second 
global RMG exporter after China. Directly or indirectly, through backward 
and forward linkages as well as foreign currency receipts, the RMG sector 
contributed in a major way to the growth of GDP and living standards. Its 
overall contribution to GDP growth has been estimated to be as high as 40 
per cent (by Raihan et al., 2023). Its transformative impact, most notably on 
and through female employment, has also been substantial. Yet, if it had not 
been for outmigration, this would not have been enough to absorb the surplus 
labour present in the agricultural sector. To the extent that there is uncertainty 
about future migration opportunities (India’s present political regime is hostile 
to Muslim migrants, which hurts Bangladeshi migration), sustaining the struc-
tural transformation at its current pace, may thus prove difficult.

There is also some uncertainty about the future development of the RMG 
sector. Technological change seems likely to drastically reduce its rela-
tive labour intensity and the comparative advantage it draws from particu-
larly cheap and repressed labour, whereas exports will soon lose their Least 
Developed Countries preferential trade status in advanced countries because of 
the recent graduation of Bangladesh to (lower) middle-income country status. 
As a matter of fact, such a slowdown can already be observed in the volume 
of exports – since the 2008 crisis and particularly the 2013 Rana Plaza acci-
dent where 1,100 workers died when their factory collapsed. The slowdown in 
employment growth is even more pronounced.

If the Bangladesh economy seems to share many features and follow the 
same path as the Southeast Asian newly industrialised countries at the time 
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of their take-off, there is a risk that its growth rate decelerates and even 
that its structural transformation dynamic gets jammed. At the same stage 
of development in the benchmark countries, the manufacturing sector was 
larger and was growing faster. In short, the growth engine was more pow-
erful. Moreover, it was gaining more power still through diversification, 
both within their initial area of excellence (RMG and other labour-intensive 
exports) and without. On the contrary, manufacturing exports in Bangladesh 
tend to concentrate everyday more on RMG products, and within RMG, on 
a limited set of product lines.

This issue of the diversification of labour-intensive manufacturing exports is 
the main challenge that Bangladesh will soon face in trying to sustain its rates 
of growth. This has been recognised, now for quite some time, by observers 
and policymakers. On several occasions and in several official documents, the 
government has committed to adopting such a strategy. But no tangible results 
were delivered yet, even though the continuation and the needed acceleration 
of the structural transformation depends on this diversification. From the point 
of view of the relationship between development and institutions prioritised 
in this volume, the question is: what is the institutional cause of this apparent 
blockage of measures that would benefit the national community?

Various factors can be mentioned, including the endemic lack of a clear devel-
opment strategy and implementing capacity, a culture of business-government 
informal ‘deals’, a notoriously corrupt public and private financial system, and 
very limited public resources due to an exceptionally low average tax rate. In 
that context, a major impediment to a strategy of diversification seems to be 
the size of the RMG sector and its critical importance, up to now, in the overall 
development of the country. As a result, the leverage that it can bring to bear 
on the government is particularly strong, leading to the pre-emption of the 
development of other sectors of the economy and the monopolisation of public 
support and credit. On the other hand, the lack of diversification within the 
RMG sector itself seems to result from a strong specialisation in those product 
lines that make most use of exceptionally low labour costs.

In summary, there is a risk that, even though it has been rather effective 
over the last two or three decades, the growth engine that feeds the struc-
tural transformation of the Bangladeshi economy will slow down in the close 
future. There are some signs that this has already started, especially with 
respect to job creation. Remedying that situation would require the RMG 
to increase its global market share by expanding the scope of its activity or 
supplementing it by other lines of labour-intensive manufacturing exports. 
The first option would require a substantial improvement of the competitive-
ness of the RMG sector, which has relied until now mostly on the low cost of 
labour and poor working conditions imposed through the co-option of trade 
unions. Enhanced RMG competitiveness or diversification of the export man-
ufacturing sector also requires progress to be made in various areas: (i) better 
production infrastructure in a country where land is particularly scarce – a 
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priority that is acknowledged by the present government; (ii) a more educated 
and skilled labour force, not only in quantity but also in quality terms, which 
requires significant progress on the latter; (iii) the laying down of clear and 
well-thought-out development policies, and the setting of an effective bureau-
cracy apparatus to implement them, rather than the reliance on informal 
deals that essentially favour dominant economic actors; and (iv) an efficient 
and non-corrupt financial system. It is not clear, at this stage, that all these 
requirements for the pursuit of an autonomous and fast structural transfor-
mation of the economy and the society, possibly one that is less reliant on 
migration, will soon be met.

B Tanzania: An Uncertain Growth Engine

After a difficult transition from a socialist development experiment to a mar-
ket economy, growth has proceeded at a rather satisfactory rate of 6 per cent 
annually over the last two or three last decades in Tanzania. But population 
growth has curtailed that rate by a little less than half when considering GDP 
per capita. Since the turn of the millennium, living standards have approxi-
mately doubled and poverty has fallen, although at a slower pace lately. The 
structure of the economy has also changed with the GDP-share of agriculture 
falling in favour of services and, to a lesser extent manufacturing. The share 
of agriculture in employment has fallen too, but it is still high at 70 per cent. 
Somewhat surprisingly, however, labour was reallocated primarily towards 
the construction sector, retail trade and hospitality services with a noticeable 
fall in labour productivity in the latter two sectors.

Such an evolution is hardly consistent with a powerful engine of growth 
moving low-productivity agricultural workers to higher-productivity jobs in 
the rest of the economy. It resembles more a process of demand-driven growth 
where income gains, partly stemming from the expansion of mining (gold) and 
favourable changes in the terms of trade, are spent on domestic production, 
including construction investments and services.

Although limited, the relative increase in the output and employment shares 
of the manufacturing sector sends a positive signal. That it has come with a 
significant expansion of labour-intensive manufacturing exports is especially 
encouraging. But it is still too slow, and the sector is too small to have a major 
impact overall. There was also some promising progress in tourism before the 
COVID-19 pandemic struck.

The fall in the employment share of the agricultural sector conceals a limited 
reallocation of labour to the rest of the economy and, because of population 
growth, an absolute increase in the size of the agricultural sector. There were 
10 million workers in the agricultural sector in 2000  –  82 per cent of the 
whole labour force. Demographic growth would have raised this figure to 17 
million by 2018, but because of net migration to other sectors or to foreign 
countries, they were only 15 million. Discounting foreign outmigration, the 
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absorption capacity of the non-agricultural part of the economy was thus quite 
limited. Somehow, the structural transformation worked backwards since 
population growth, at the rate of 2.8 per cent annually, overcame job creation 
in the dynamic part of the economy. Things would even look worse if part 
of the observed increase in the employment share of urban informal sectors 
were considered as participating in the accumulation of surplus labour in the 
non-agricultural part of the economy.

The preceding argument needs to be seriously qualified, though. As already 
pointed out, the Lewisian model presupposes the full utilisation of land in the 
context of densely populated countries, and it is in this specific context that the 
concept of an unlimited labour supply in the rest of the economy makes sense. 
In most African countries, including Tanzania, Benin, and Mozambique in the 
present project, this condition does not seem to be satisfied, so that the rural 
population may grow without labour productivity falling. If it did so, the low 
absorption capacity of the non-agricultural sector would not be a problem, 
and the economy’s structural transformation could rest not only on the growth 
of the non-agricultural sector but also on an extension of the agricultural  
sector and on agro-industrial development.

It turns out that the Tanzanian agricultural labour productivity has been 
increasing during the period under analysis without it being possible to dis-
tinguish autonomous gains in yields per hectare and changes in the cultivated 
area. In any case, the average labour productivity in agriculture remained much 
lower than in the rest of the economy – the gap even slightly increased – which 
means that the structural transformation argument above remains correct in 
the sense that absorbing agricultural labour contributes to growth and to the 
reduction of agricultural low-productivity pockets. From that point of view, 
it remains the case that the absorption capacity of the non-agricultural sector 
was limited, and Tanzanian development has been little transformative. On 
the other hand, this discussion, and the evidence on productivity in agriculture 
suggest that this sector holds development opportunities that may presently be 
underexploited.

The situation of Tanzania today clearly differs from that of Taiwan or 
South Korea when those countries were at the same level of real income per 
capita – see Table 7.1. If the GDP share of agriculture is of the same order, the 
employment share is much higher in Tanzania, whereas the share of manufac-
turing in GDP and in employment are substantially smaller. These contrasts 
imply that differences in labour productivity between agriculture and other 
sectors are more pronounced in Tanzania, this being particularly true for the 
industrial or manufacturing sectors. This suggests that the structural transfor-
mation was already more advanced among the Asian tigers when they were at 
the same level of GDP per capita as Tanzania today. Of course, this advantage 
essentially reflects their higher level of industrialisation and the various cir-
cumstances and conditions that made it possible, including the accumulation 
of physical and human capital or their institutional setting.
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The above type of transhistorical comparative exercise should obviously be 
interpreted with caution. There is no reason to expect history to repeat itself 
across countries or regions and it would be naïve to believe that the only path-
way to development and structural transformation is the one followed some 
fifty years ago by the two East Asian countries. This being acknowledged, the 
above comparison provides diagnostic insights that can be helpful in gauging, 
almost mechanically, the development potential of Tanzania, and in highlight-
ing the consequences of a missing engine of long-run growth.

Even with continuing favourable terms of trade, and possibly with the bene-
fit of rents accruing from presently untapped reserves of natural gas, Tanzania’s 
known natural resources are not sufficient to ensure the future prosperity of 
the country. Moreover, the labour content of such a strategy would be lim-
ited. To be effective and sustainable, especially in view of the fast population 
growth expected for still a few decades ahead, the structural transformation 
must additionally rely on a solid growth engine based upon the production of 
labour-intensive goods and services, the demand of which is not constrained 
by the size of the domestic economy. Obvious candidates are labour-intensive 
manufacturing exports, agroindustry, and tourism, the two latter correspond-
ing to clear comparative advantages of Tanzania. As a matter of fact, the last 
three administrations committed to pursue a development strategy based upon 
industrialisation and export diversification. Yet, as of the late 2010s, results 
have been quite modest.

What can explain the limited success of this industrialisation strategy? 
Many factors should be mentioned. The most important one seems to be the 
difficulty of disciplining business. The big business sector is highly monopolis-
tic, and, because of the fractionalisation of power within the dominant party, 
it had, until recently, a powerful leverage on state decisions that would go 
against their short- or medium-run interest. Things may have changed with 
the Magufuli administration in the late 2010s but, even then, the relation-
ship between state and business was a difficult one. In theory, appropriate 
incentives, duly conditioned on results should permit to align business inter-
ests with the government’s strategy. Such incentivising policies may infringe 
international WTO trade rules, which did not exist at the time of the East 
Asian industrialisation. Yet the subsidisation of credit at the firm level, duty 
exoneration on inputs, or the provision of critical infrastructure, are perfectly 
legal, and may help Tanzanian firms to become competitive on foreign mar-
kets where they are not present. However, managing such incentives and their 
conditionality on results requires a skilled and uncorrupted administrative 
apparatus, which may not be up to the task in Tanzania.

Other factors that hinder the diversification of exports include the limited 
public resources arising from a low overall level of taxation, the slow accu-
mulation of soft capital – progress has been made in enrolling nearly all chil-
dren of schooling age, but learning outcomes remain disappointing – and the 
slow rate of infrastructure building – until recently, Tanzania was a laggard in 
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energy production and distribution, ports, roads, and rail transport facilities. 
With respect to the agroindustry, the complexity and ineffectiveness of the law 
governing land user rights is also often cited as a major impediment to com-
mercial production and exports.

Moreover, excessive financial dependency on foreign countries or organi-
sations may be considered as a source of uncertainty for future development. 
Foreign assistance has continued to account for 5–8 per cent of GDP since 
the late 2000s. One can therefore worry about what would happen to public 
investments if the volume of aid were to fall in line with the recent announce-
ments made by several donors.

In summary, Tanzania’s growth performance since the turn of the new mil-
lennium provides reasons to celebrate, although optimism must be tempered. 
Tanzania is still in the middle of the dualistic stage of development and the prob-
lem is whether it has the potential to reach in the foreseeable future the next stage 
of the structural transformation where the cross-sectoral labour productivity gap 
starts narrowing down. The evidence suggests that it lacks a clearly identifiable 
engine of sustainable long-run growth, and, more worryingly, an institutional 
setup appropriate to develop such an engine and meet the challenges ahead. 
More will be said about these institutional aspects in Chapters 8 and 9.

C Benin: Informal Growth as a Delusory Development Strategy

Benin’s development over the last few decades has been characterised by mod-
est growth performance and a rather atypical sectoral structure of employment. 
Although some acceleration has been observed during the last five years, the 
average annual GDP growth rate has been slightly below 5 per cent since 2000. 
With an almost 3 per cent rate of growth of the population, income per capita 
has grown rather slowly, and in any case at a slower pace than in the rest of 
the continent. Concerning the sectoral structure of the economy, it can be seen 
in Table 7.1 that the share of agriculture is of the same order as in South Korea 
and Taiwan when those economies were at the same level of income, but also 
that the share of the manufacturing sector is well below that of these Asian 
tigers. Benin’s sectoral structure of GDP is close to that of Tanzania and, as a 
matter of fact, that of most sub-Saharan low-income or lower-middle-income 
countries. Where Benin is atypical relative to both sub-Saharan countries and 
the Asian comparator countries, however, is in the structure of employment. 
It exhibits a substantially smaller proportion of the labour force employed in 
agriculture – and therefore a higher proportion in other sectors – and a some-
what higher average labour productivity in that sector relative to the whole 
economy. The latter is partly the consequence of the importance of cotton 
production and exports in the Beninese economy, even though productivity in 
this activity has gone through sharp cycles since the turn of the century.

The modest rate of growth of the Beninese economy has its roots in an invest-
ment rate which has been below 20 per cent over the 1995–2017 period, except 
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in the very last years of that period. As a matter of fact, the overall growth of 
GDP owes more to the movement of labour out of low- productivity agriculture 
than to sectoral productivity gains, except perhaps in agriculture, which benefits 
from a rather weak population pressure on available land. In effect, productivity 
has gone down in all non-agricultural sectors due to population growth, limited 
investment, and the inflow of labour coming from agriculture.

Despite the slow rate of growth, the structural transformation of the 
Beninese labour force has been substantial, but in a direction and according 
to patterns that are quite peculiar. In the decade from 2006 to 2015, it is 
estimated that 30 per cent of the agricultural labour force went to work in 
other sectors. As population growth was slightly higher, the total volume of 
agricultural employment went slightly down. What makes this restructuring 
so particular, however, is that, instead of going to work predominantly in the 
modern part of the economy, most workers went to the commerce and service 
sectors, which are the lowest productivity sectors outside agriculture. In com-
merce, new entries caused such a significant decrease in the mean income that 
it became hardly higher than in the agricultural sector.

There is ground to believe that the transfer of informal employment from 
agriculture to the rest of the economy has been caused by the largely infor-
mal cross-border trade (ICBT) with Nigeria rather than by the growth of the 
informal non-agricultural sector in tandem with the development of the for-
mal sector (as observed elsewhere). This is a major specificity of the Beninese 
economy and the consequence, as well as a possible cause, of slow formal 
development. ICBT was first encouraged by differences in tariff and non-tariff 
barriers between Nigeria and Benin, which, as a member of the West African 
Economic and Monetary Union (WAEMU), applies the Union’s rules. These 
differences create arbitrage opportunities for products legally imported into 
Benin and re-exported to Nigeria, where they enter illegally, and vice-versa for 
certain products smuggled illegally from Nigeria, where they are cheaper, into 
Benin. Such informal, and mostly illegal, trade activity is estimated to account 
for a little more than 10 per cent of GDP, only slightly less than official cotton 
exports, and to employ directly at least 2 per cent of the labour force, but much 
more indirectly. Both figures are thought to have sizeably increased over the 
last ten years.

By itself and through its upward and downward linkages, ICBT has huge 
effects on the Beninese economy and society. First, it contributes to increas-
ing the incidence of informality and to nurturing a culture of corruption. 
Informality follows from the illegal nature of the activity, while corruption is 
used to buy the complicity of state executives and bureaucrats at various levels 
of the administration (including customs officers), and to obtain credit facil-
ities from banks. This is particularly true for the large-scale smuggling of gas 
and other materials from Nigeria. Second, ICBT displaces some formal activi-
ties and diverts entrepreneurs from potentially more socially profitable lines of 
formal business. Several smuggled products outcompete domestic producers, 
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most notably in gas distribution and cement production. Third, the failure of 
the state to curb this illegal activity entails a loss of intervention capacity in 
other areas indirectly affected by the cross-border trade. For instance, incen-
tives to develop other activities are rendered inoperative, despite the presence 
of a dynamic entrepreneurial class. Fourth, at the macro level, illegal trade 
with Nigeria makes Benin dependent on the former’s oil revenues and subject 
to oil price fluctuations in international markets. The macroeconomic short-
comings of this dependence are well known, especially for a country, which 
being a member of the WAEMU has adopted a fixed exchange rate system.

Cross-border trade with Nigeria is a revenue-generating opportunity and 
it is natural that some entrepreneurs have been eager to seize it. Yet its over-
all contribution to development may end up being negative, because of the 
informality and the culture of corruption that it has brought about, the uncon-
trolled smuggling that it has triggered, its unsustainability, and the marked 
dependence that it has created vis-à-vis Nigeria’s trade policy. In effect, the 
ICBT activity has very much expanded between 2005 and 2014, due to the 
high price of oil. Yet GDP has not grown much faster during that period and 
poverty has changed little.

The fact that Nigeria recently decided to close its border with Benin, and 
has effectively stuck to that decision, is a sore reminder of the high economic 
dependency of Benin on its giant oil-exporting neighbour.

As mentioned earlier, cotton is the main formal activity in Benin, represent-
ing 12 per cent of GDP, and providing most of the country’s formal export 
revenues. The organisation of the whole sector, and the respective roles of the 
private and public sectors, have gone through several changes over time, with 
direct effects on production and exports. Except for farming, the whole chain 
of production is structured as a monopoly and has been very much under the 
control of a single business group, headed by Patrice Talon, an entrepreneur 
who was elected president of the Republic several years ago and has just been 
re-elected. The monopolistic structure of the cotton sector necessarily entails 
significant efficiency costs. It is fair to recognise, however, that the sector has 
done rather well since its organisation has been stabilised, and this despite the 
monopolistic organisation of input provision, ginning, and commercialisation.

Since cotton exports or cross-border trade can hardly be conceived as pow-
erful and sustainable vectors of development, it must be acknowledged that 
there is no engine of growth nor any real structural transformation process 
presently at work in the Beninese economy. For a while, it may have been the 
case that one could earn more by selling bottles of smuggled gas on roadsides 
than by working in the family farm, but this is not what development is about 
and such a restructuring is essentially unstable. More seriously, it is not clear 
that an effective growth engine able to trigger genuine structural change is 
about to be developed.

Benin has clear comparative advantages in agriculture, not least because 
there is plentiful land available, particularly in the northern part of the country, 

https://doi.org/10.1017/9781009285735 Published online by Cambridge University Press

https://doi.org/10.1017/9781009285735


248 Part III: Institutional Obstacles to Change

which has been largely neglected by successive governments in Cotonou. 
Developing agro-industrial exports is a real possibility as some encouraging 
starts are attesting. However, to push these further and to create an impetus 
that can spread to other areas and other lines of products requires a better pro-
vision of public goods, including a competent and non-corrupt bureaucracy, 
better infrastructure, more investments in quality schooling, and, most impor-
tantly, a clear and consistent development strategy.

The economic diagnosis about the stalled structural transformation – and 
about the kind of wrong-headed change that has taken place – is evident. 
The nature of the development strategy that should be pursued, whether on 
the agricultural side, by looking for complements to cotton, or possibly on the 
manufacturing side, by substituting domestic production for smuggled goods, 
is equally clear. The issue is why no such strategy had been implemented.

The answer must be found in the governance of the country, at least until 
Talon became president. There were then two major sources of rents, cot-
ton exports and ICBT with Nigeria, and a rent-sharing agreement had been 
reached between the oligarchs who controlled these two sectors, including 
Talon, and those in power. Here is a perfect case of state capture. The equi-
librium between the main players of that rent-sharing game got disrupted at 
some point, which led the oligarchs to compete for political power. One of 
them won. Precisely because political and economic power are now in the 
same hands, the nature of the equilibrium has changed, and new development 
strategies may emerge.

Although controversial, the present administration seems to be making 
progress in that direction. But there is still a long way to go before a genuine 
structural transformation and a definitive dent on poverty can take place in 
the country.

D Mozambique: Natural Resource Curse 
or Structural Transformation?

In comparison with other case study countries and a fortiori with South Korea 
and Taiwan, the combination of development advantages and shortcomings in 
Mozambique is quite specific. First, both its geography and ethnic composition 
are extremely fragmented. The country extends over 2,300 km from north to 
south and its population includes ten main ethnic groups, rather clearly differ-
entiated by geographic region. From the latter point of view, Mozambique is 
comparable to Benin, except that the groups are physically more distant from 
each other, their isolation being amplified by a limited development of trans-
port infrastructure. Second, the country obtained its independence much later 
than other African countries – as a matter of fact, not long after Bangladesh in 
1975 – but it fell quickly into a long civil conflict which paralysed economic 
development for fifteen years. Third, similar to other case study countries in the 
Institutional Diagnostic Project (IDP) project, Mozambique adopted a socialist 
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approach to development at independence, which delivered poor results, espe-
cially in the context of the domestic conflict. A transition towards a market 
economic system was made under the supervision of the international financial 
institutions, yet it proved more difficult and painful than elsewhere because it 
was launched at a time when the conflict was still ongoing.

Despite these hindrances, and largely thanks to an unusually high level of 
foreign development assistance, the Mozambican economy was able to grow 
at a fast rate until a few years ago. Growth was first triggered by the recovery 
from the civil war, and it then proceeded via more standard economic mecha-
nisms. GDP per capita has thus grown at a little more than 4 per cent annually 
since the turn of the new millennium, and until 2016 when a major economic 
crisis struck for reasons which are detailed below.

Focusing on the last two decades, when the economy and the population 
have fully recovered from the civil conflict, two very different structural growth 
regimes were observed. Both the sectoral structures of GDP and employment 
varied little during the 2000s, except for some progress of the manufactur-
ing sector. Overall growth originated in labour productivity gains across the 
board, including in agriculture. Things then changed radically during the 
2010s: aggregate growth resulted essentially from a major sectoral restruc-
turing away from agriculture, both in terms of GDP and employment, and in 
favour of non-agricultural sectors, except manufacturing.

This structural transformation has indeed been significant. During the six-
year period from 2009 to 2015, just before the recent crisis, 1.5 million work-
ers left agriculture to go to work in the rest of the economy. They represent 16 
per cent of what would have been the agricultural labour force at the end of 
the period. This outmigration from agriculture has been so large that it over-
came population growth and total agricultural employment fell. Yet the differ-
ence with the Southeast Asian countries and Bangladesh, and to a lesser extent 
Tanzania, is that the main sector of destination for those workers leaving 
agriculture was not manufacturing but private services, a sector where infor-
mal low-productivity jobs coexist with formal high- or median-productivity 
jobs. The issue then arises of the type of job taken up by agricultural workers, 
whether belonging to the former or to the latter category.

That labour productivity fell drastically in the private service sector suggests 
that employment increased for both types of job, probably more in the subsec-
tor based on informal low-productivity jobs. Yet the average labour produc-
tivity in the private service sector remained much above that in agriculture, so 
that the structural transformation mechanism kept working even though with 
some uncertainty about the exact nature of the process.

The manufacturing sector that came to represent 14 per cent of GDP in 
the 2000s did not contribute to the absorption of low-productivity labour 
in agriculture. This is not surprising given its lines of production. A major 
part of its initial growth has actually come from the production of aluminium 
made possible by the availability of cheap hydroelectric power on the Zambezi 
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River. But this activity, very much akin to the exportation of natural resources, 
employs only a small number of workers and has limited linkages with the 
rest of the economy. Moreover, its capacity stopped expanding around 2008, 
and since few other lines of manufacturing activity have developed afterwards, 
the GDP share of the manufacturing sector has fallen continuously since then. 
Over the last decade, the dynamic part of the Mozambican economy has been 
the extraction of coal and natural gas. The latter is expected to expand dras-
tically in the future when the huge reserves discovered in 2010 will enter into 
full exploitation. Together with aluminium and electricity sales to neighbour-
ing countries, coal and natural gas represent today some 70 per cent of total 
exports and their share of GDP may be estimated at around 12 per cent.

It is thus fair to say that Mozambique has become an exporter of natural 
resources and has tended to live on the related rent over the last few years. This 
explains why slow progress has lately been made in the production of trade-
able goods, since the largest part of domestic growth has been accommodating 
the rent-based increase in the aggregate demand for non-tradeables, including 
private services. Quite telling in this respect is the fact that both agricultural 
and manufacturing output per capita have stagnated since 2010, and even 
somewhat earlier for manufacturing.

A possible reason for the lack of dynamism of the manufacturing sector is 
the absence of an entrepreneurial class in Mozambique. After independence, 
a period characterised by central planning, bureaucrats came to oversee the 
production apparatus, as Portuguese entrepreneurs had left the country. When 
the transition to a market economy took place a little before the end of the 
civil conflict, production units were privatised in favour of political personnel 
with little or no business experience and relying more on political connections 
and rent creation than commercial flair. Now that the country can live on the 
rent arising from natural resources, incentives for the appearance of an ambi-
tious class of industrial entrepreneurs are weak and might become even weaker 
in the future. The demand arising from the rent will be mostly addressed to 
domestically oriented sectors such as services and construction and, presum-
ably, it will mostly benefit the urban part of the country, and Maputo, the 
capital city, in particular.

The prospect of huge rents related to the future exploitation of natural gas 
has also exacerbated the appetite of rent-seekers and revealed the extent of 
corruption in Mozambique, at the same time as the ineffectiveness of the state 
apparatus to control it. A major scandal struck in 2016 about a US$2 bil-
lion embezzlement involving senior officials. It led donors to cancel foreign 
assistance payments, which plunged Mozambique into a deep financial and 
economic crisis. Yet the worst damage was created by the surging awareness 
of the pervasiveness of rent-seeking and corrupt practices, and their prevalence 
over entrepreneurship and bureaucratic effectiveness.12

 12 Accordingly, Governance Indicators plunged as was seen in Chapter 2.
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Finally, we need to turn our attention to the agricultural sector and the 
issue of poverty, which affects more than 60 per cent of the population and is 
concentrated in rural areas. Given that the present and future engine of growth 
lies in natural resources whose exploitation is based on capital-intensive tech-
niques, there is little hope for a quick absorption of low-productivity agricul-
tural labour by the exporting sector, and for rapid advances on the poverty 
front. Can we witness a repetition of the structural transformation scenario 
that was observed in the early 2010s when a huge outflow of agricultural 
workers towards the service sector was observed? There is great uncertainty in 
this respect. Moreover, it was seen above that there was some ambiguity about 
the productivity of the jobs created in the service sector. Given the present size 
of the agricultural labour force, its low level of incomes and the absence of an 
autonomous labour-intensive growth engine outside agriculture, any reason-
able development strategy must include an agricultural component.

An important challenge that Mozambique will face in the future thus lies in 
its capacity to use its forthcoming rents from gas exports to boost the traditional 
agricultural sector. This alternative to industrial development as the main engine 
of structural transformation, which befits land-abundant countries, must find its 
way into the minds of Mozambican policymakers if they want to make a real dent 
in poverty and establish a broader base for the country’s development. However, 
agricultural or rural development in Mozambique is made more difficult than in 
most other countries by the geographic stretch and the ethnic fragmentation of 
the country. Combined with largely insufficient and inefficient transport infra-
structure, both factors reduce labour mobility and limit the gains that could be 
obtained from inter-regional trade. Agricultural productivity increased at the 
same pace as the rest of the economy in the first decade of this century, when the 
recovery from civil war times was most likely completed. Its pace slowed down 
since then. Efforts should be made to revive this earlier period, possibly accel-
erating productivity gains while avoiding Dutch disease phenomena, which will 
unavoidably manifest themselves as natural resource exports increase.

In summary, the key development issue in Mozambique is whether existing 
institutions and the structure of political power will allow a structural trans-
formation of the country that will simultaneously absorb part of rural labour, 
increase agricultural productivity, and expand local markets through a deeper 
physical integration of the country. The recent evolution of the economy and the 
reappearance of social and political tensions, including recent terrorist attacks in 
the coastal area facing the offshore gas fields, are worrying in this regard.

iv conclusion

Several general conclusions can be drawn from the preceding brief diagnostic 
of economic impediments to long-run structural transformation in the coun-
tries covered by the IDP project and their comparison with Taiwan and South 
Korea at the time of their take-off.
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First, the diversity of national experiences bears emphasis. It originates in 
different geo-economic contexts and initial conditions across countries. In all 
cases, a structural transformation has accompanied economic growth in the 
sense of a declining share of agriculture in GDP and total employment, and 
therefore a relative fall in the share of agricultural low-productivity labour 
reserves. In some cases, the process went far enough for the volume of agri-
cultural employment to start getting smaller, as expected in Lewis’s model. 
In others, the structural transformation was not strong enough to reach that 
result, but the question then arises as to whether this should be an absolute 
objective in countries where the land availability constraint is not binding, 
and agricultural labour productivity is increasing despite rising employment. 
In some countries, the engine of structural transformation is the manufactur-
ing sector, or in effect manufacturing exports. In other countries, workers 
who leave agriculture find jobs in other sectors of the non-agricultural econ-
omy, including in the informal urban sector. This still contributes to overall 
growth and less poverty provided that the labour marginal productivity gap 
between agriculture and the sector of destination is large enough. But, of 
course, the impact of structural change may be limited if the domestic labour 
reallocation flow is between informal agricultural and informal urban pro-
duction units.

Second, the nature of the ‘growth engine’ able to push the structural trans-
formation forward is essential. South Korea and Taiwan’s take-off stemmed 
from a growth engine operating in labour-intensive manufacturing exports. 
Bangladesh has followed the same path, even though the engine there was 
proved less powerful. Without the help of outmigration, it would not have 
been able to achieve the structural transformation that has been observed 
and is still far from being completed. By contrast, there has been some sig-
nificant growth in Tanzania over the last decades, yet without a clearly iden-
tified growth engine, except perhaps a modest one in manufacturing exports. 
Instead, growth over the last two decades seems to have been mostly the result 
of the economy responding to the increasing domestic demand arising from 
favourable terms of trade, rising rents from natural resources and large inflows 
of foreign capital. The same can be said of Mozambique over the last decade 
when it started exploiting more intensely its natural resources, and of Benin 
which took advantage of its proximity with Nigeria. In all cases, there is much 
uncertainty about the sustainability of such growth regimes. Comparatively, 
there is less risk, more autonomy, more direct labour absorption capacity and 
more positive externalities on the rest of the economy in a growth pattern 
grounded in the exports of labour-intensive goods whose prices are more sta-
ble and global demand unlimited for relatively small economies.

Exports need not be exclusively composed of manufacturing goods. Land 
abundant countries may have some comparative advantage in agro-industrial 
exports – or import substitution in some cases – provided the adequate infra-
structure, especially of transport, is available.
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Third, the identification, and then the sparking and the maintenance of a 
growth engine require the designing and effective implementation of a clear 
state-managed development strategy. The provision of essential public goods 
and services for business activity is an absolute necessity. But it is unlikely to 
be sufficient. The presence of numerous market failures, of scale economies – 
which cannot be exploited in domestic markets – or of sunk costs – which slow 
down the adoption of new technologies or the opening to foreign markets – 
require more than such a minimal approach. In this respect, the industrial 
policy followed by the Asian tigers and the strong incentives they provided to 
manufacturing exporters are telling, as is the strong support brought by the 
state to the RMG sector in Bangladesh. They contrast with what is observed 
in the other countries. To be sure, ‘development plans’ are ubiquitous in the 
developing world, but they are not always well and realistically designed, and 
their implementation is often ineffective.

The design and implementation of such state-led development strategies 
require well-functioning institutions, and this is where serious institutional 
obstacles are likely to appear. They will be analysed in depth in the next two 
chapters, but it is hard to deny that a competent, honest and dedicated bureau-
cracy have been crucial assets in the success of East Asian development strat-
egies. They often have been, and still are, in many instances, liabilities in the 
development of the four IDP case study countries.

Fourth, the need for well-thought strategies should not conceal the critical 
role of infrastructure, both hard and soft, in structural transformation. After 
all, it is because it could rely on a competent and effective bureaucracy, a pop-
ulation with a middle educational level, a dense transport network and power 
plants – inherited from the Japanese colonial era – that the KMT was able 
to launch an ambitious development strategy in Taiwan in the early 1950s, 
despite the country being then almost as poor as Mozambique is today. In South 
Korea, Park seized power in 1961 in the context of an economy which was as 
poor, inefficient, and corrupt as several low-income or lower-middle-income 
countries today. However, he could count on a strong bureaucratic apparatus 
and a sufficient number of highly skilled people to permit the quick elaboration 
and the rigorous implementation of a bold development strategy. Investments 
in this kind of soft infrastructure and education are necessary to establish basic 
initial conditions without which valuable opportunities cannot be seized when 
they arise.

Developing these instruments also calls for institutional prerequisites. 
The  identification of the main obstacles to effective state capacity and the 
exploration of the role of politics in establishing and implementing structural 
change in developing economies are the two central issues addressed in the 
subsequent chapters.
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Behind the Veil of Institutions Where Politics Matters

As is evident from our accounts, Taiwan and South Korea represent clear model 
cases of structural transformation and sustainable development. This does not 
mean that their experiences are easily replicable, but that they are inspiring 
in the following sense: they draw our attention to pivotal dimensions of the 
development process and to critical problems that a country willing to develop 
must face and solve as satisfactorily as it can. It is with respect to these generic 
issues that the confrontation between the experiences of Southeast Asian tigers 
and our four case study countries can prove illuminating and insightful. That 
replicability is necessarily limited already becomes evident when we look at 
the initial conditions that Taiwan and South Korea enjoyed at the time of their 
independence, be they historical, geographical, or socio-political.

It is essential to realise the existence of significant differences in initial con-
ditions between these two countries and many others (including Bangladesh, 
Benin, Mozambique, and Tanzania), if only to help us mitigate our expectations 
regarding the scope and timing of development achievements in the latter. In the 
subsequent discussion, we therefore start by taking stock of initial conditions 
before addressing the generic issues that our institutional diagnostic approach 
has highlighted. In this chapter, the focus is on issues that involve politics. More 
specifically, we look at the role of political leadership and state autonomy in 
development. The institutions involved determine the quality of governance in a 
country, but they are not the only ones to have this effect. Institutions influenc-
ing state capacity constitute a second type of governance-related institutions. In 
order to keep the size of the present chapter within a reasonable range, how-
ever, we have decided to deal with state capacity issues in the next chapter.

That we devote a full chapter to the role of politics reflects the huge impor-
tance of political forces in shaping or constraining development. This is prob-
ably the most salient lesson to draw from our six case studies, and also the 
most original insofar as this dimension is largely neglected or under-estimated 
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by many institutional analyses. Especially worthy of attention is the type of 
relationships that exist between state authority and business interests, with 
the possibility that the latter capture the former. Incidentally, the empirical 
relevance of political factors confirms the importance of the political economy 
approach to institutions that we have discussed in Chapter 1. In this regard, it 
is interesting to bear in mind that when the East Asian miracle was retaining 
the attention of the economics profession in the 1960s and 1970s, the key con-
troversy was centred on the question of the respective roles of the state and the 
market in economic development.

With few exceptions, the arguments were about the advisability of an 
approach stressing the need for a developmental state to guide the market, and 
of an industrial policy in particular. Doubts about not only the capacity but 
also the readiness of the state to take up such a role were rarely expressed. In 
the following, fully informed by the trend of the growth and development liter-
ature that emphasises the critical influence of political economy constraints, we 
set off to revisit the comparison between East Asia and presently developing 
countries. The perspective that our contribution adopts is thus very much the 
same as the one used by Robert Wade (1988, 1990a, 1990b), a political sci-
entist, in his seminal works devoted to the role of institutions in development.

i initial conditions

Taiwan and South Korea were colonised by the Japanese, not by European 
powers. In the case of Taiwan this is reflected in a unique combination of strong 
central (colonial) power and decentralised development based on the moderni-
sation of agriculture and the creation of rural industries, in sugar-processing 
in particular. Foundations for the physical and institutional infrastructures 
required for the purpose were laid in the colonial period and it is therefore 
no exaggeration to say that the development path of Taiwan (and, to a lesser 
extent, South Korea) was born in this period. Unsurprisingly, this path resem-
bles the Japanese approach to development, which was initiated during the 
Meiji era and which T. C. Smith (1959) so vividly and accurately described.

Moreover, after the defeat of the Japanese in World War II and the subse-
quent advent of independence, US development assistance came in a big way 
to both Taiwan and South Korea. In the case of Taiwan, the US government 
was ready not only to go along the colonial path of comprehensive rural devel-
opment but also to support, financially and through technical advising, the 
most radical land reform that the non-communist developing world has ever 
successfully implemented (from then to the present day). Its main component, 
the Land-to-the-Tiller Program, practically eliminated the upper tail of land 
distribution. The United States adopted the same policy line for South Korea 
where at independence land was redistributed from Japanese and domestic 
landowners to small farmers and tenants whose status was abolished. The 
apparent paradox of such a policy, which contrasted so strikingly with the 
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approach adopted for other countries in Africa and Latin America, is unveiled 
as soon as we bear the geopolitical position of the above two countries in 
mind. Indeed, the central objective of US foreign policy, of which development 
cooperation policy was a part, consisted primarily of countering the commu-
nist influence from mainland China. This implied the need to help Taiwan and 
South Korea become an alternative model of rapid growth-cum-equity. The 
egalitarian approach was all the easier to adopt as the indigenous landlord 
class had collaborated with the Japanese colonial authorities and was therefore 
not seen as an ally whose interests had to be protected.

These exceptional circumstances contrast with those prevailing in most 
developing countries whose sheer existence was effectively guaranteed by the 
charter of the United Nations, and which did not feel such a direct challenge 
from communism as Taiwan and South Korea. Yet the latter were not the only 
countries that occupied a key geopolitical position during the Cold War era, 
and thus benefited from abundant development assistance from the United 
States. In particular, Egypt and Pakistan were also privileged recipients of for-
eign aid and yet their development performances have not been anything near 
those achieved by the two East Asian tigers.

With respect to geophysical conditions, mixed conditions prevailed in 
Taiwan. The mountainous terrain in a large chunk of the country has caused 
concentration of the population along a North–Southeastern axis, thereby eas-
ing connectivity throughout its inhabited portion. The other side of the coin 
is a strong population pressure on land resources, itself enhanced by the rela-
tively poor fertility of many agricultural soils. South Korea was also character-
ised by high population pressure on land resources.

We are now ready to turn to the issue at the heart of the present chapter, 
namely the role of politics. As it is argued below, a relatively high degree of 
state autonomy and a high-quality political leadership are critical conditions 
conducive to effective and sustainable structural transformation and develop-
ment of poor countries.

ii Quality of Political Leadership and 
State Autonomy: two polar situations

It is almost trivial to say that promising development prospects are conditioned 
by the quality of a country’s political leadership. There can be no development 
without a developmental state that is led by a mission-driven leadership with a 
clear view of long-term objectives, a competent assessment of realistic ways of 
achieving them, and sufficient autonomy to implement its policies and reforms. 
This condition is especially important in an international catch-up environ-
ment in which development latecomers feel a strong pressure to bridge the gap 
with development leaders or pioneers, if only because national autonomy and 
external weight would be jeopardised by relative economic and technological 
stagnation. When a high-quality leadership is available from the beginning 
and is sustained over a sufficiently long period of time, the omen are good. 
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And they are still better if the political elite or the ruler benefits from a strong 
measure of initial legitimacy, so that sacrifices and discipline are more easily 
accepted by the population. Yet the condition of strong initial legitimacy is not 
necessarily fulfilled, as epitomised by the cases of Taiwan and South Korea.

A The Successful Experiences of Taiwan and South Korea

There are historical examples of enlightened elites or rulers enjoying a strong 
initial legitimacy and using this advantageous position to build a modern state, 
foster the emergence of a nucleus of industrial capitalists, transform traditional 
institutions, regulate the market, and harness the country’s resources for the 
long-term advantages. Think of the Meiji elite in Japan (made of lower-level 
samurai and the intelligentsia), or of Atatürk and the Kemalists in Turkey. 
Having gained a lot of prestige from his military victory against Greek troops in 
the battle of the Dardanelles, Atatürk was in a position to embark upon radical 
reforms aimed at educating the people, removing the hold of religion on their 
minds, and totally transforming the Turkish legal system, even though a large 
part of the population was still immersed in a traditional Muslim culture (Kuru, 
2009: 214–15; Zürcher, 2012: 136, 214). In the Middle East, this approach was 
later adopted by President Bourguiba in Tunisia, who was not supported by an 
army but by a strong single political party (Platteau, 2017, 2022). Even more 
recently, in the People’s Republic of China, the far-reaching market-oriented 
reforms initiated under the paramount leadership of Deng Xiaoping in 1978 
marked a critical turnaround for a country just emerging from a radical left-
wing deviation and the ensuing chaos of the Cultural Revolution. They played 
a decisive role in launching China on a path of rapid catching-up with the 
advanced countries of the Western world (see, e.g., Wu, 2005).

The case of Taiwan illustrates a somewhat different situation: here, an 
enlightened elite from the KMT, the ruling party defeated by Mao’s com-
munists, settled down in Taiwan with the firm idea of one day reconquering 
continental China. On the island, it did not initially enjoy strong legitimacy 
because, unlike a common view that sees all (Han) Chinese people as forming 
a homogeneous group, its seizure of political power was considered with a lot 
of suspicion by the indigenous inhabitants, most of whom left China during 
the last centuries, starting in the seventeenth century (To this date, around 
90 per cent of Taiwan’s inhabitants are Han Chinese).1 Bloody riots quickly 

 1 These circumstances partly evoke those prevailing at the birth of Pakistan when a massive wave 
of Muslim migrants from India settled in the newly formed country. Here, homogeneity was 
supposed to arise from the common religion of the vast majority of inhabitants (Islam) yet, in 
reality, a great measure of heterogeneity prevailed as attested not only by the tensions between 
the immigrants from India (the Mohajirs) and the local population in the Sindh province, but 
also by the considerable cultural and historical differences between Balouchistan, the North-
West Frontier Province, the Punjab and the Sindh provinces.
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erupted which were harshly put down by an authoritarian KMT-dominated 
regime. However, thanks to impressive economic achievements and to effective 
dissemination of a national ideology, the same regime succeeded in overturn-
ing the situation by becoming much more popular than it was at the begin-
ning of independence. Development success was obtained on the basis of a 
strong one-party state system, which can be described as one of ‘authoritarian 
corporatism’ and, paradoxically enough, had adopted important features of a 
central planning system. Convinced by the importance of its mission (regaining 
control of mainland China), it did not hesitate to impose strict controls on the 
population and was little inclined to bargain with established groups or organ-
isations. Since the latter were rather weak, the task of the new masters of the 
country was relatively easy, much like the task of the Japanese colonisers had 
been before. Still, although the regime cannot be described as totalitarian, it 
was under martial law until 1987.

There were at least two main lessons drawn by the KMT from its failure to 
stay in power in China: the defeat was caused by both party indiscipline and 
business capture of the nationalist government. To solve the first problem, the 
party’s organisation was tightened and purged of all unreliable elements. As a 
result, factionalism inside the party was bridled and the party state became a 
coherent entity placed under the paramount leadership of general Chiang Kai-
shek (1949–75) and, later, Chiang Ching-kuo (1975–88). As for the second 
problem, the regime was determined to keep all business groups on a short 
leash, treating them like all other social groups. Again, this was all the easier 
to do as almost all the established business firms from mainland China had 
chosen to migrate to the United States and Hong Kong rather than to Taiwan. 
It is thus revealing that the Taiwanese policy network hardly included rep-
resentatives of private business, allowing the government to retain a striking 
degree of autonomy in setting the directions and details of policy. As a matter 
of fact, the powerful economic technocrats were largely free from societal 
pressures, being answerable only to the party’s top leadership and responsible 
mainly for the overall performance of the economy and the success of the 
targeted sectors.

There were thus no intimate state–business relationships, and the KMT 
party state did not actually encourage the creation of big private industrial 
concerns. In fact, most industrial assets under the Japanese colonial admin-
istration and most zaibatsu were converted into SOEs, implying that key sec-
tors of basic industry (power, cement, steel, heavy machinery, shipbuilding, 
defence-related industries, etc.) were under state control. Elements of political 
patronage were clearly present since political loyalty was a major consider-
ation behind the choice of managers of state firms. Moreover, when state firms 
were allowed to go private or to be transformed into semi-public concerns, or 
when the state itself created new upstream undertakings, choice of owners was 
based on the same considerations: priority was given to loyalist mainlanders, 
members of a few politically well-connected native families known for their 
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loyalty to the regime, or local county-level patrons with a stake in region-based 
oligopolies. Therefore, recruitment was not unambiguously based on compe-
tence under the KMT regime. The central principle was rather that only once 
political loyalty is assured can selection be made primarily on the basis of com-
petence criteria. In other words, obedience to the top political leadership and 
compliance with its prescriptions were the most highly praised virtues. Because 
rules were strict and corruption was put severely under check, the system did 
not degenerate into widespread and uncontrolled cronyism.

Finally, the Taiwanese economy has a dual structure: coexisting with rel-
atively large firms are SMEs, most of which are family firms located in both 
urban and rural areas, and largely owned and run by islanders. Institutionally, 
it is through industrial associations shaped and managed by the party state that 
the latter communicated its regulations and that performance-based incentives 
for investment, production, and export were negotiated. The overall picture is 
therefore one in which the state was largely autonomous vis-à-vis social groups 
and business interests, in particular. It was thus able to orient the destiny of the 
country, devising and implementing effective development policies, the success 
of which served as a sound basis for the emergence of an integrated economy, 
society, and polity. If clientelism was allowed, it was essentially of a competitive 
kind because the party state was eager to keep rent-seeking activities under tight 
control. In practice, this meant that it typically cultivated at least two competing 
factions in a given county, thus preventing a single faction from reaching a posi-
tion of political monopoly over the distribution of economic rents.

Like Taiwan, South Korea could rely on an autonomous state. Yet the 
beginnings were more laborious. The first autocrat, Syngman Rhee, had no 
vision for the future of his nation and was more preoccupied with enriching 
himself and his ruling clique. His deeply corrupt and ineffective regime was 
heavily contested, particularly when students organised themselves toward 
that purpose, and he was forced to resign when he lost the support of the army. 
Convinced that civilian politicians would be unable to end the prevailing may-
hem, re-establish order, and root out corruption, the army eventually came 
forward with another candidate who was to prove much more enlightened 
and long-lasting (two decades) than his predecessor, General Park Chung Hee. 
In order to achieve its objectives of fighting against corruption, poverty, and 
public sector ineffectiveness, he equipped himself with two powerful organi-
sations: the Korean intelligence services (the KCIA) and the EPB. While the 
former’s function consisted of controlling all segments of the civil society and 
ensuring law and order, the latter’s role was to design and manage growth 
strategies based on development planning. To enable the EPB to fulfil its mis-
sion, Park staffed it with highly competent technocrats, and did not hesitate to 
grant its head a rank practically equivalent to that of prime minister.

Park’s rule was no doubt harshly repressive and deeply authoritarian, and 
military personnel operated in most high- and medium-level tiers of state deci-
sion units. However, it is under his regime that South Korea embarked on a 
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remarkably successful growth strategy. Having inherited a strong sense of dis-
cipline from the Japanese army doubled with a national patriotism reinforced 
by the threat of communist North Korea, the South Korean military, and the 
KCIA in particular, were able to build a rigorous, corruption-free administra-
tion where competence and discipline were the predominating virtues. In order 
to finance development along the priorities set by the EPB, and to eradicate 
corruption, all banks were nationalised. In addition, SOEs were created or 
strengthened in strategic sectors, such as energy, water, and transport infra-
structure. Simultaneously, big private concerns, known as the chaebols, were 
brought to heel.

Because of its critical importance for the country’s development, the rela-
tionship between state authorities and the chaebols deserves a few more words. 
Under Rhee’s regime, when imports played a dominant role in the South Korean 
economy following the end of the Korean War and the demise of Japanese 
rule, big trading businesses were consolidated (e.g., Samsung, which was born 
under Japanese rule) or formed, which benefited egregiously from their privi-
leged connections to the state. Privileges were obtained in the form of exclusive 
import licences in some key sectors. Progressively, and again under privileged 
conditions – in this case, high import barriers – these big trading companies 
started to expand their activities into local production. Collecting huge rents, 
the chaebols became dominant players in a political economy pervaded by 
bribery, vote rigging, and intimidation. A major turning point came with the 
advent of Park to supreme power. To avoid being nationalised outright, the 
heads of these firms accepted a deal according to which they would fully coop-
erate with the new authoritarian regime lest they should be expropriated. That 
the threat was credible was soon proven true when Samsung was caught in a 
corruption affair and immediately punished by being coerced to transfer its 
fertiliser company to the state. From then on, the chaebols became the main 
instrument of the state to push development in the direction set at the highest 
political level.

The South Korean model was born, which combines a mix of state-guided 
development centred on the task of coordination in macro resource allocation, 
on the one hand, and coordination in micro-corporate strategies managed by 
big private companies, on the other hand. While the former task aims at coax-
ing private economic activities so that they help move the economy in a certain 
direction, the latter is intended to improve the internal strategies of the private 
firms (product and process innovation, marketing, quality control, product 
standardisation, etc.) with the purpose of enhancing their efficiency (Okuno-
Fujiwara, 1997). It is nonetheless interesting to notice that, on the occasion of 
the heavy industry programme launched by Park, the chaebols increased their 
bargaining power tremendously, to the point of challenging the state authority. 
It was actually in the logic of export incentives that they would raise the lever-
age of exporters since a major incentive to drive firms to enter the new heavy 
industry sector was the provision of credit at highly subsidised interests (which 
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tended to be significantly negative in real terms) and state-guaranteed foreign 
loans. It was then unavoidable that some failures, sometimes major ones, 
occurred. What was unanticipated, though, is that because they had become 
‘too big to fail’ as a result of a considerable expansion of their investments and 
operations, several chaebols had to be bailed out by the state against the terms 
of the contract struck between the two parties. Chaebols had acquired a real 
but ominous autonomy vis-à-vis the executive and the EPB. Still, the macro-
economic crisis that followed, itself accentuated by the second oil price boom, 
allowed the government to impose restructuring measures aimed at putting the 
chaebols on a sounder financial footing.

From the political economy standpoint adopted above, it is easy to imagine 
circumstances susceptible of derailing the development process. Two of them 
retain our attention here: (i) a leader enjoying strong initial legitimacy and 
authority makes flawed economic policy choices that cause the erosion of his/
her political capital; and (ii) a leader who does not enjoy strong initial legit-
imacy and authority or prestige, and cannot be accused of having followed 
inept economic policies, is unable to resist the pressures and influences of pow-
erful business interests. Strong initial legitimacy, it may be noted, means that 
a ruler is in a good position to achieve national integration, an objective espe-
cially challenging in the case of countries abruptly emerging from colonialism 
and comprised of disparate populations. It could be argued that inefficient eco-
nomic policies are the price to pay for the building of a new nation, implying 
the existence of a trade-off between economic and political objectives. But this 
is not the sort of situation we have in mind under scenario (i), where economic 
policies and development strategies involve costs that could have been avoided, 
not costs justified by the need of national integration or political stability.

The ensuing discussion follows three successive steps. In the first step, pur-
sued in the next subsection, we illustrate the possibility of faulty economics as 
understood under scenario (i). In the second step, pursued in Section III, we 
consider a number of important trade-offs between economic efficiency and 
political stability or social harmony, whether they arise from the challenge 
of nation-building or not. Finally, in the third step, pursued in Section IV, we 
address the pivotal issue of state capture by business interests, which corre-
sponds to scenario (ii).

B Faulty Economics

A common feature of most faulty economic development policies is their exces-
sive reliance on central planning and ignorance of the role of individual incen-
tives. We begin with the regime of Julius Nyerere in Tanzania. Head of the 
party which led to the country’s independence struggle, Nyerere soon became 
prime minister (in 1961) and then president of the newly formed country in 
1964. Endowed with the considerable prestige and authority of the ‘father 
of the nation’, he embarked upon an ambitious development programme 
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announced in his famous Arusha Declaration in 1967. The ideological orien-
tation was clearly socialist as it provided for the state control of the means of 
production and exchange, implying the nationalisation of a major part of the 
non-agricultural sector. As for the agricultural sector, a top priority under the 
programme, a major approach to its modernisation consisted of exploiting 
scale economies through the regrouping of dispersed subsistence farms into the 
so-called Ujamaa villages. Lastly, Nyerere aimed at rapidly expanding educa-
tion and health among the masses, as well as increasing equality and participa-
tion in public decision making.

Things did not go according to plan, though. For one thing, nationalised 
enterprises were inefficient as a result of bureaucratic mismanagement, constant 
meddling of politicians in the running of state firms, and mounting corrup-
tion among the managers themselves. For another thing, agricultural reforms 
yielded so disastrous results that Tanzania shifted from being a net exporter to 
a net importer of food crops in just a few years. Major problems arose from 
the coercive displacement of rural populations, which were attached to their 
traditional land location, and from the collectivisation of agricultural services, 
including the marketing of crops that were traditionally disposed of through 
rather effective networks of small and medium-scale merchants. Although 
Nyerere initially resisted the pressure exerted by international donors and 
organisations to modify his socialist strategy, he had eventually to give in 
and accept both a stand-by agreement with the IMF in 1985 and a Structural 
Adjustment Programme with the World Bank. That his over-confidence in the 
guiding role of an all-powerful state and his consequent denial of the potential 
role of market forces in the economy were misplaced and doomed to failure 
became evident when the income per capita of the Tanzanians started to fall 
after 1976. At the time of Nyerere’s retirement (in 1985), Tanzania was actu-
ally among the poorest countries in the world.

This being reckoned, it bears emphasis that, if Nyerere thus lost the con-
trol of economic development policies, his political capital was not completely 
wasted because of his indisputable achievement as the builder of the Tanzanian 
nation. He succeeded not only in disbanding the multiple traditional chiefdoms 
existing in the country, but also in bringing cohesion and national unity to the 
country. Furthermore, this successful national integration drive was fostered 
and complemented by major social investments in literacy, education, and 
health, all areas in which Tanzania appeared as a rather exceptional performer 
on the scale of sub-Saharan Africa. Finally, Nyerere has been a major factor 
behind the country’s political stability, a feat that owed much to his personal 
integrity and his respect of constitutional rules. The latter became plain when 
he decided not to run for a new presidential mandate, preferring to let his suc-
cessors manage the transition to a market economy.

In Benin (then known as Dahomey), the long-lasting regime of Lieutenant-
General Mathieu Kérékou (1972–90) bears some similarities with Nyerere’s 
regime. Even though his ascent to power came as the result of a military coup 

https://doi.org/10.1017/9781009285735 Published online by Cambridge University Press

https://doi.org/10.1017/9781009285735


263Behind Institutions, Where Politics Matters

(the sixth one in succession since independence), Kérékou wanted to lead his 
country to a new destiny by undertaking a Marxist-Leninist revolution. This 
came at a time when, understandably, people aspired to more political stabil-
ity without which development is impossible to achieve. Kérékou thus started 
his political career with a good measure of popular support, yet mainly in the 
north from where he originated. Therefore, his nationwide legitimacy was not 
as strongly established as that enjoyed by Nyerere (or Nkrumah in Ghana). His 
regime, inspired by the same ‘socialist’ vision, ended calamitously.

His leftist revolution involved the creation of a one-party state and single 
workers’ and youth organisations, the nationalisation of production units and 
the development of collectivism. Democratic centralism and state economic 
interventionism became the new watchwords. The former principle implied 
restrictions of fundamental freedoms while the latter was to be applied with 
special vigour to agriculture where massive investments were contemplated to 
attain food self-sufficiency. Hopes were soon shattered as the poor economic 
performance of the new regime were coupled with its propensity to nurture 
corruption and rent-seeking. Top-down corruption and widespread ineffi-
ciency were noticeable in virtually all parastatal organisations, which turned 
out to be highly bureaucratic and hierarchical, as well as full of employees 
who, besides being corrupt, were in many cases unqualified or ill-qualified, 
and tended to be idle, undisciplined, and arrogant. Growing frustrations about 
the suppression of freedoms, corruption, months of salary arrears, and deteri-
orating living conditions resulted in street protests and general expressions of 
anger against the ruling clique by teachers, civil servants, workers, and church 
groups, in particular.

Mozambique’s experiment with Marxist economics yielded basically the 
same results as those highlighted above. It was carried out by the Frelimo, 
the party which came out victorious of the independence struggle and many 
of whose members were opposed to private sector development. It is in 1977, 
three years after independence from Portugal, that Frelimo declared itself a 
Marxist-Leninist vanguard party in charge of establishing state farms, impos-
ing agricultural mechanisation, and forcefully resettling important popula-
tion groups, among other things. As could be easily anticipated, support 
for the regime among the peasantry sank as a result of these policies, and 
Frelimo was forced to quickly backtrack. The opposition party, the Renamo, 
which was historically supported by Apartheid South Africa and Rhodesia, 
did not miss the opportunity to exploit people’s frustrations. Its base was 
enlarged from people with roots in the central part of the country and who 
had serious grievances, ethnic and religious, against the regime, to people 
who had become increasingly critical of its top-down orientation. And even 
though Renamo did not succeed in displacing Frelimo from power, proba-
bly due at least in part to electoral manipulation, there is no doubt that the 
nation-building efforts of the latter party were undermined by its misguided 
economic policies.
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There are two important differences between Nyerere’s regime, on the one 
hand, and the regimes of Kérékou and the Frelimo (in the socialist period), on 
the other hand. The first difference lies in the widespread corruption which 
characterised the latter regimes but not the former. Second, the success of 
the nation-building project of Nyerere contrasts strikingly with the frag-
mentation of Benin and Mozambique along ethno-regionalist lines. Under 
Kérékou, in particular, state rents disproportionately favoured his own 
region and network of supporters. Let us now delve into this second issue, 
which affects many developing countries, especially but not exclusively in 
sub-Saharan Africa.

iii Quality of Political Leadership and State 
Autonomy: the issue of nation-building

To gain a proper understanding of the institutional constraints on develop-
ment, we must reckon that political forces are frequently at work that ham-
per economic efficiency in a significant way. This is particularly evident when 
politics intrudes because of the need to build a cohesive nation and a viable 
polity, but other trade-offs may also be present which are related or not to the 
nation-building imperative. In the following, we start by highlighting the main 
challenge behind nation-building. We then proceed by referring to different 
situations involving a clear trade-off between economic efficiency and political 
stability or social harmony.

A The Challenge of Nation-Building

As Clifford Geertz (1973: 239) has pointed out a long time ago, the forma-
tive stage of nationalism essentially consists of ‘confronting the dense assem-
blage of cultural, racial, local, and linguistic categories of self-identification 
and social loyalty that centuries of uninstructed history had produced with a 
simple, abstract, deliberately constructed, and almost painfully self-conscious 
concept of political ethnicity – a proper “nationality” in the modern manner’. 
In any nation-building process, therefore, the new states, or their leaders, must 
contain or domesticate primordial attachments instead of wishing them out 
of existence or belittling them. They must be able to reconcile them ‘with the 
unfolding civil order by divesting them of their legitimizing force with respect 
to governmental authority, by neutralizing the apparatus of the state in rela-
tionship to them, and by channelling discontent arising out of their dislocation 
into properly political rather than para-political forms of expression’ (1973: 
277). Clearly, a nation-building effort can succeed only if a sustainable com-
promise can be struck between the need of a country to modernise its social, 
political, and economic structures so as to adapt to the world environment, 
on the one hand, and the need to win a mass-based legitimacy and to involve 
traditional interests that play upon primordial attachments, on the other hand. 
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In other words, there is a need to somehow overcome the severe horizontal 
cleavages inherited from the past, and which Basil Davidson (1992) called ‘the 
black man’s burden’.

Whereas in Taiwan and South Korea, the adoption of an effective and inclu-
sive development model that did not ignore agriculture and the rural sector 
helped integrate the nation at a rapid pace, in most of sub-Saharan Africa, the 
daunting task pointed out by Geertz has only been partly accomplished and, in 
some countries or regions (e.g., Somalia and the Democratic Republic of Congo), 
it has not even started to be seriously addressed. If, at the supra-territorial 
level, pan-African ideologies and pan-African political movements (such as the 
National Congress of British West Africa, with branches in the Gold Coast, 
Nigeria, Sierra Leone, and the Gambia) had gained currency toward the end of 
the colonial period, ‘tribal patriotism’ (Iliffe’s words) generally prevailed at the 
infra-territorial level, resulting in the spawning of innumerable local associa-
tions of traders, commercial farmers, teachers, clerks, and clergymen. Although 
their official purpose was to promote the development of the country, in actual 
practice they defended particularistic interests and did not hesitate to foster 
tribal identities to better achieve their objective. Nationalism was often a veil 
behind which many parochial interests concealed themselves. In the words of 
Iliffe (2007: 258), ‘as predominantly local people, most Africans saw national-
ism in part as a new idiom for ancient political contests’.

In sum, nationalist movements were frequently plagued by factional con-
flicts that put local issues in the forefront while minimising the importance of 
national party affiliations. The fact of the matter is that ‘nationalism only par-
tially aroused many of Africa’s deepest political forces’, and that ‘responses to 
it depended on local circumstances’ (Iliffe, 2007: 257). It is thus revealing that 
the political driver of many African insurgencies during the colonial period, 
such as the Mau-Mau rebellion in Kenya and the Teso rebellion in Uganda, 
was ‘parochial rather than regional in orientation’ (Jones, 2009: 50). Instead of 
being directed at district and regional officers, grievances typically originated 
in local conflicts between rival ethnic groups and clans, between different age 
groups (often youngsters against elders), or between ordinary people and tra-
ditional chiefs or village council chairmen. And they often turned around land 
issues (see Platteau, 2014: 190–6, for more details). Precisely because it was 
thus absorbed into local political rivalries, the nationalist movement was able 
to gather the support needed to remove the colonial rule. Yet it is for the same 
reason that after independence people continued to perceive national issues 
in terms of local interests and to judge their representatives and the state on 
the basis of their contributions to local advancement (Iliffe, 2007: 258, 267). 
As pointed out by Basil Davidson (1992: 112): ‘From being instruments of 
pressure against foreign rulers, the new parties at once became instruments of 
rivalry within the nation-statist political arena’, implying that the competing 
interests of the elites ‘took primacy over the combined interests of the masses’ 
(our emphasis).
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When put in this broader perspective, Tanzania’s success appears quite 
remarkable. A careful examination of the history of its nationalist movement 
sheds interesting light on the reasons behind this success. At the same time, 
it provides another illustration of the importance of initial conditions. The 
first thing to point out is that many African countries did not obtain indepen-
dence after a protracted anti-colonial struggle (think of South and Southeast 
Asia by way of comparison), as the abdication of colonial power came rather 
abruptly and unexpectedly.2 With the notable exception of Portuguese colo-
nies, their nationalist movements were therefore of rather recent origin at the 
time of national emancipation. A direct consequence of this situation is that 
the African elites were confronted with the hard challenge of abruptly shifting 
from the comparatively easy task of claiming national freedom and sovereignty 
by uniting against an external power to the much more complex task of build-
ing a modern nation endowed with sufficient cohesion.

In this regard, Tanzania occupied a relatively enviable position because 
of the exceptionally widespread support enjoyed by the nationalist TANU 
party thanks to its use of the widely spoken Swahili language and the absence 
of strong tribal politics, conditions largely inherited from Tanganyka’s 
nineteenth-century experience (Iliffe, 2005, 2007: 256).3 The nationalist 
movement was also helped by the existence of multiple ethnic groups of 
comparatively equal strength – a feature at variance with the situation of 
many African colonies where the presence of a few dominant ethnic groups 
created a fertile ground for polarised conflicts. As a result, leading politi-
cal figures functioned ‘as companions rather than as rivals’, in contrast to, 
say, Nigeria where they went at each other’s throat for the spoils of office 
(Davidson, 1992: 112). Inside TANU, moreover, the radical and activist fac-
tion represented by the Youth League was remarkably effective in construct-
ing a nationalist discourse, and defining the content of a national identity 
and common destiny. In pursuing its aim of gaining independence swiftly, it 
did not hesitate to openly blame the ruling clans for protecting unqualified 
officeholders and denying positions to educated individuals, for prevent-
ing appeals against the decisions of the chiefs’ courts, and for perpetuat-
ing inefficiency, nepotism, and corruption (Giblin, 2005b: 143–4; Monson, 
2005: 109–10).

These historical antecedents do not diminish the important role of Nyerere 
who, thanks to his outstanding leadership qualities, was able to give a decisive 

 2 In the words of the winner of the 2021 Nobel Prize in literature, the departure of the colonial 
authorities in Africa ‘was so sudden, so hurried that it somehow looked as though it was decided 
impulsively’ (Gurnah, 2002 – our own translation from the French version published in 2021).

 3 TANU was thus denying the vitriolic denunciation of its claim to erect a new nation by Colonial 
Governor Twining: ‘Tanganyika does not exist because of any natural unity, but only by the 
accident of events over which its peoples have exercised no control …. There is no language nor 
tradition nor interest in common, except what has been lightly overlaid by little more than half 
a century of alien authority’ (cited from Iliffe, 2005: 177).
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impetus to the process of Tanzania’s nation-building after independence. Still, 
a balanced account must also acknowledge the influence of the Youth League 
on the leader, as well as the pre-independence dynamic of a strong and strictly 
disciplined nationalist movement.

B Trade-offs between Economic Efficiency and Political Stability

The social cost incurred as the result of the wrong-headed economic policies 
followed by Nyerere in Tanzania cannot be considered as the necessary price to 
pay for advancing the nation-building project: they represented a sheer waste 
of scarce resources. The same actually applies to another outstanding figure of 
a ‘father of the nation’ in Africa, Kwame Nkrumah in Ghana. Interestingly, 
the latter entered into a vivid controversy on precisely this kind of issues with 
his special economic adviser and Nobel Prize winner in economics, Arthur 
Lewis (see Tignor, 2006, for a detailed review). Indeed, Nkrumah argued that 
politics should have primacy over economics, and therefore refused the idea 
that his actions can be rated in terms of economic efficiency yardsticks since 
their objective was political. Lewis was particularly disturbed by the fact that 
Nkrumah was ready to justify some expensive and inefficient policies by the 
need to crush the opposition and put an elite political party in the position of 
the supreme authority of the country (Lewis, 1965: 30).4

It is nevertheless possible to look at the issue in a way more charitable to 
Nkrumah’s standpoint (Kanbur, 2017). As hinted at above, we would then 
stress that building a new nation is hard in societies riven by intersections of 
horizontal cleavages of region, ethnic group, language, and religion. In such 
contexts, adopting policies that cut across the most important group divides in 
a nation may well be justified even though they involve efficiency losses from 
a conventional economic standpoint. In other words, reaching political com-
promises and maintaining a proper horizontal balance can be a top priority, 
especially at the early stages of state formation. In the following, we elaborate 
on this proposition by referring to four different issues, the last of which will 
deserve a rather detailed illustrative discussion.

Examples 1 and 2. Coming to mind here are (temporary) positive discrim-
inatory policies in societies polarised between elite immigrant groups and 
the mass of native residents, or between elite and subject castes, or between 
historically favoured and traditionally backward regions (think of positive 

 4 An important challenge to nation-building in Ghana (then, the Gold Coast) came from the 
determined opposition of the Ashanti kingdom to the rising pro-independence party of Nkru-
mah (the Convention People’s Party, or CPP). Riddled with court intrigues and a host of dues 
euphemistically called ‘gifts’, the kingdom was ruled by a rigid hierarchy with the Asantehene at 
the top and customary chiefs at the lowest level. Educated people had no voice in such a system 
and therefore tended to join the CPP, the ideological platform of which better corresponded to 
their aspirations for emancipation (see Busia, 2020).
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discrimination in Malaysia, India, and South Africa, as examples). Such pol-
icies are not first-best efficient, since they erode incentives to effort for both 
categories of people, yet they are arguably constrained-efficient in societies 
suffering from strong horizontal cleavages and lacking a minimum level of 
cohesion. Land and family laws are other policies or rules that reflect a trade-
off between economic efficiency and political stability in societies fraught with 
horizontal cleavages. It is often the case, indeed, that the lawmakers willingly 
forsake the benefits of uniformisation and standardisation of local norms and 
informal rules in order to avoid head-on conflicts with local communities and 
their cultures (more on this in Chapter 9).

This is especially evident when states choose to accept and even insti-
tutionalise the coexistence of modern laws and their associated courts, 
on the one hand, and traditional norms and practices and their informal 
conflict-settlement mechanisms, on the other hand. Known as legal plural-
ism, this system has been implemented with remarkably positive effects on 
social and political stability in a country such as Indonesia where it dates 
back to the post-independence secular military regime of Suharto (see Bowen, 
2003; Platteau, 2017). In that country, the same pluralistic principle has been 
followed in matters of schooling, since madrasas (formal religious schools) 
have been allowed not only to survive but also to expand side by side with 
secular public schools (see Marx et al., 2020). In such instances, inter-cultural 
harmony and social cohesion have clearly been prime objectives dominating 
economic efficiency concerns.

Example 3. Along the same line, a valuable insight is suggested by an anal-
ysis of the demand for wealth redistribution in the presence of ‘communities’, 
when the latter are conceived as so many social networks or informal organ-
isations that provide local public goods specifically targeted to their mem-
bership.5 The idea is that, if these public goods are largely funded by rich 
members, the poorer ones may not demand a reduction of the former’s wealth, 
even when they directly benefit from the ensuing transfers. The reason is that 
they would then lose access to local public goods, which they value. In such a 
setup, Dasgupta and Kanbur (2007) show that in societies with multiple com-
munities, each with its own exclusive public goods, pro-poor income growth 
would dampen or eliminate incentives to demand radical wealth redistribution 
whereas pro-rich income growth would have the opposite effect of generat-
ing incentives for the poor to support cross-community redistributive alliances 
along class lines. Moreover, pro-rich growth can turn opponents of redistri-
bution in the middle class into its supporters. A possible lesson to draw from 

 5 As group-specific public goods, one can think of those which serve the function of construct-
ing and maintaining group identities (religious schools, places of worship and activities, com-
munity rituals and festivals, leisure amenities, etc.), or local physical infrastructures, such as 
feeder roads, irrigation systems, recreational facilities, and the like (Dasgupta and Kanbur, 2007: 
1817).
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this analysis is that a government eager to avoid the turbulence arising from 
demands for radical wealth redistribution has an interest in opting for pro-
poor growth, even if it means that capital accumulation may be slowed down 
and that informal agencies beyond the grasp of the state will continue to play 
an important role in maintaining social order. Otherwise, pro-rich growth may 
be its preferred choice of development strategy.

A serious problem with the pro-poor growth solution, however, is that 
communities are and remain separated in the sense that the members of a 
given community do not have access to, or do not value the activity (or pub-
lic good) constitutive of another community’s identity. In these conditions, 
they have an incentive to support the expropriation of other communities, 
thereby creating a fertile ground for sectarian political platforms and com-
munal strife. Fortunately, such a forbidding state of affairs can be potentially 
avoided if, rather realistically, some individuals are ready to relate to other 
communities or have multiple identities. Even more promisingly, they may 
want to contribute to a public good that transcends communal divisions and 
incorporates a ‘meta-communal’ element to their self-identity, assuming that 
such a good exists or can be created. In a two-community framework in which 
intra-community wealth differences (i.e., vertical inequality) are abstracted 
away, Dasgupta and Kanbur (2005) show that the two communities will con-
tribute to the meta-public good provided that the wealth gap between them 
(i.e., horizontal inequality) is relatively small. In addition, while they remain 
separated at the level of their own specific public good, no individual has any 
incentive to support expropriation of the other community. The reason is that 
the capacity of the latter to contribute to the meta-public good, which both 
communities value, would then be reduced.

By contrast, a wide wealth gap implies that only individuals in the richer 
community will contribute to the meta-public good, an outcome that entails 
the risk of communal tension. In this instance, what happens is that ‘even 
non-communal forms of identity, such as nation, class or language, would 
become identified with the dominant community, and would not have the 
capacity to hold distributive conflicts in check’ (Dasgupta and Kanbur, 2005: 
160).6 Illustrative of this possibility is Indonesia (and, we could add, Myanmar) 
where, despite attempts at developing a national identity, ethnic tensions have 
remained strong because of persisting inter-community wealth disparities 
(2005: 164). Malaysia offers a better picture, probably thanks to the afore-
mentioned positive discrimination policies, which have helped mitigate wealth 
inequalities between the Bumiputera and the Chinese communities. The cen-
tral message is therefore the simultaneous importance of a meta-communal 
public good, which is essentially tantamount to a nation-building project, and 

 6 Note that if some members of a community are allowed to contribute to the public good consti-
tutive of the other community, large wealth disparities will generally create a situation in which 
no individual in either community will seize upon this opportunity.
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a moderate inter-community inequality in wealth. Deliberate efforts to cre-
ate these two conditions, even if they involve significant losses of economic 
efficiency, hold the key to communal harmony in societies fraught with deep 
divisions of race, ethnicity, religion, or language (2005: 164).

Example 4. Concessions which a civilian ruler or regime makes to the mil-
itary with a view to preventing them from seizing power through a coup, 
and following their own vision of the country’s destiny, provide yet another 
illustration of how economic efficiency may be sacrificed to maintain political 
stability. In most instances, such concessions take the form of allowing the 
military to participate in lucrative business activities on terms that are gener-
ally very generous. Bangladesh is a case in point: since 2009, after a short and 
disastrous return to the forefront of politics, the army retreated to its barracks 
and agreed to support the civilian government, yet not without becoming a 
major beneficiary of contracts for large-scale infrastructural projects, in par-
ticular.7 Involvement of the military in business is even more massive in coun-
tries such as Pakistan, Myanmar, Syria, Egypt, and Sudan (see Siddiqa, 2017; 
Sayigh, 2019). Because contracts, licences, monopoly rights, and other advan-
tages are typically granted to the army as political favours, implying that they 
are unaccompanied by performance-based conditions, and because the bene-
ficiaries have been selected for their status in the military hierarchy and not 
for their management qualities, losses of economic efficiency are unavoidable. 
Often revealed as time delays, cost overruns, and poor quality of the works 
supplied, they are actually the price which the civilian regime is willing to pay 
in order to co-opt the men in uniform and keep them inside their barracks or 
on the backseat of politics.

In reality, the political game is more complex than what has been suggested 
above. As theorised by Auriol, Platteau, and Verdier (2021), and explained in 
Chapter 1, the political game played out in countries where radical religious 
movements are present is a triangular game between the ruler, the military, and 
religious clerics. An important implication of this more complete perspective is 
that in order to stabilise his power and avoid a state coup, a ruler may choose 
to reduce the strength of the military and simultaneously co-opt religious lead-
ers. This strategy of double co-option is likely to involve even higher efficiency 
costs than the strategy of exclusive military co-option because religious author-
ities are typically opposed to key institutional reforms that would encroach 
on their traditional prerogatives. Such reforms include those aimed at remov-
ing land access rules which hamper efficiency or maintain many people under 
feudal shackles; at emancipating individuals from the sway of communal or 
collective prescriptions; at replacing rules emphasising status or loyalty by 

 7 In Bangladesh, when the military were actually in charge of running the economy during the 
years 2007–2008 (they were the real actors behind the smokescreen of an interim civilian gov-
ernment), the results proved so disastrous that they lost much of their credibility as economic 
managers.
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merit-based selection; or at combating forms of social discrimination, against 
women and low caste members in particular.

The cost of religious co-option is particularly evident in the case of Pakistan, 
a country founded on the idea of a Muslim identity distinct from the Hindus of 
India. Unsurprisingly, Muslim movements and organisations of a conservative 
puritan kind (the Deobandi school of Islam) were active from the beginning, 
pressuring successive governments to decide how far they would go in the direc-
tion of creating a Muslim state. On the other hand, because of its geopolitical 
situation and, more specifically, because it has borders not only with India but 
also with Iran, China, and Afghanistan, Pakistan has attracted a lot of attention 
from the United States. Economic cooperation and, above all, military assis-
tance, have thus been willingly provided by the US superpower, which had the 
effect of reinforcing the influence of the Pakistani military (Haqqani, 2005; 
Shah, 2014). Interestingly, and in broadly similar geo-political circumstances, 
General Ayub Khan (1958–69) pursued a course that seemed to replicate the 
regimes of Chiang Kai-shek in Taiwan and Park Chung-hee in South Korea. He 
thus pursued active industrialisation policies that made the country’s economy 
the fastest growing one in Asia, and major infrastructural projects (hydroelec-
tric stations, dams, and reservoirs) were completed under his watch. In addition, 
he cracked down on religious hardliners, banned the Jamaat-e-Islamic funda-
mentalist party, and checked the political influence of Sufi orders. This allowed 
him to enact remarkably progressive family laws. Lastly, he inherited a colonial 
legacy of strong bureaucratic state and weak representative institutions: elected 
politicians only had an advisory role and were effectively subordinated to an 
executive rule where the military and the civilian bureaucrats called the shots. 
A combination of circumstances caused his downfall: corruption of his family 
and the clique around him, accusations of vote rigging and political murders, an 
unpopular peace treaty with India, popular uprisings in East Pakistan (today’s 
Bangladesh), and food demonstrations (Abbas, 2005: 37–54; Wilder, 2009).

A major turning point happened somewhat later, under the regime of another 
general, Zia ul-Haq (1978–88). In the wake of his predecessor, Zulfikar Ali 
Bhutto, Zia reinforced the subordination of the bureaucracy to elected politi-
cians, so much so that the latter acquired the power to suspend and transfer 
uncooperative civil servants and gained unprecedented access to district officials 
inside strategic departments. Under his watch, the administration thus became 
highly politicised. Also worth singling out are Zia’s pandering to emerging 
business elites constituted as political families ready to play by the new rules of 
the political game, as well as the Islamisation at his behest of the administra-
tion, the army (and the intelligence services), the judiciary, and the education 
sector (Malik et al., 2022). All these steps meant that, in spite of indisput-
able economic accomplishments – he oversaw the highest GDP growth in the 
country’s history – Zia deeply undermined key Pakistani institutions with omi-
nous long-term consequences (Cheema et al., 2005; Platteau, 2017: 217–23).  
The country’s change of direction brought about by Zia led Pakistan astray, 
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as none of his successors, including not only General Musharaff but also civil-
ian presidents (Benazir Bhutto, Nawaz Sharif, Imran Khan), would really dare 
question the new orientation chosen for the country, namely a model based on 
a close military-religious alliance.

Since Zia, Islamist clerics have been systematically instrumentalised by the 
army and the intelligence services (known as the ISI) for the purpose of serv-
ing their foreign policy objectives, particularly in Kashmir and Afghanistan. 
In their view, indeed, India has always constituted a serious threat to the very 
existence of the Pakistani nation whose defining feature is Islam. To counter 
this presumed, and in fact much exaggerated threat, it was deemed important 
to intervene in neighbouring countries with a view to stirring up trouble or 
promote the interests of Pakistan. It is for such tasks that extremist militias 
acting as surrogates in the defence of national identity confounded with the 
Muslim faith proved highly convenient. However, if radical religious clerics 
trespass the limits set by the army, they are quickly called to order, as has been 
recently demonstrated by the repressive military campaign along the Afghan 
border (in North-West Frontier Province). In the end, it is the prominent role 
of the army (and the ISI) as the carrier of the national project, and its continu-
ous manipulation of Islamist movements, that have forced the civilian author-
ities of Pakistan to grant egregious privileges to the men in uniform and to let 
radical clerics wield an outsize political influence (Platteau, 2017: 209–22). 
The long-term efficiency costs have been considerable.

When Bangladesh, then East Pakistan, seceded from (West) Pakistan, 
Islamist movements, the Jamaat-e-Islami in particular, took sides with the cen-
tral government against the pro-independence fighters backed by India. Being 
considered as traitors and even war criminals, they invited the opprobrium of 
a large part of the population and wielded much less power than their coun-
terparts in Pakistan.8 And, yet, because authoritarian rulers chose to cyni-
cally court them in a way reminiscent of Zia’s strategy in Pakistan, they were 
able to gain unexpected political influence. Whereas under Sheikh Mujibur 
Rahman (1972–5) the new nation was constitutionally defined as Bangali, that 
is, alongside an ethno-linguistic secular dimension, Generals Ziaur Rahman 
(1977–81) and Ershad (1983–90) opted for transforming ‘Bangladesh identity 
from ethno-linguistic Bengali culture and secular polity to religious-cultural 
Muslim Bangladeshi identity and Islamic polity’ (Sheikh and Ahmed, 2019: 
11–12). Such a move, as stressed by the same two authors, was part of a tactic 
consisting of portraying political rivals as intended to make Bangladesh into 

 8 It must be noted that even in Pakistan popular support for Islamist movements is limited: mod-
erate Muslims consider their ideology as coarse and their tenets as poor exemplars of Islamic 
scholarship (compared to the great schools of Islamic thought that were found in India at the 
time of the partition, in Delhi and Hyderabad in particular). The power wielded by Islamists, so 
our argument runs, is largely decided by secular political actors whose strategies may be partly 
based on their instrumentalisation (see Platteau, 2017 for a detailed elaboration of this thesis).
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a satellite state of Hindu India, and of reviving an Islam-oriented Bangladeshi 
nationalism susceptible of gaining the support of religious and conservative 
parties. In the same move, Ziaur Rahman created the BNP, a party which was 
also joined by many members of left-leaning political parties with links to 
China and anti-India sentiment.

It is thus by presenting the secular Bengali identity as pro-Indian or pro-Hindu 
in a context where Indian domination was resented by popular masses, that 
the regimes of Ziaur Rahman and Ershad attempted to obtain their legitimacy. 
Despite successfully gaining public support, the former was nevertheless unable 
to ensure the backing of the armed forces and he was eventually assassinated 
by a group of army officers, thereby replicating the tragic fate of the nation’s 
founder himself.9 What deserves to be stressed, however, is that in stark contrast 
to Zia’s regime in Pakistan, the use of Islam under Ziaur Rahman and Ershad 
was more a matter of ostensible symbols than real substance. It rested on dis-
plays of Quranic verses and Prophet’s sayings on posters hanging in government 
offices, telecasting of principles of Shariah on radio and television, frequent visits 
of mosques and Islamic shrines by high-level officials, regular attendance by the 
same to religious festivals and events, establishment of a new Islamic university 
and provision of generous grants to religious institutions, promotion of Islamic 
learning, and the like (Sheikh and Ahmed, 2019: 13).

After a prolonged period of authoritarian rule with generals at the helm 
of the country, Bangladeshi politics became essentially the arena for contest 
between two major political parties, the BNP and the AL, led by two dynastic 
figureheads (the so-called begums), Khaleda Zia and Sheikh Hasina, respec-
tively. Even though in 2013 the Jamaat-e-Islami was banned from registering 
and contesting in elections (by a High Court order), twenty-two Jamaati can-
didates obtained tickets to run under the BNP banner. A lot of turmoil ensued, 
and the BNP eventually decided to boycott the 2014 elections. The AL won 
an easy victory and a few years later, in 2018, Sheikh Hasina threw her rival 
begum in jail. There then began an era of uncontested political dominance of 
the AL, backed by the army and the intelligence services, duly purged of all 
BNP elements and properly remunerated for their support (see above).10 As for 
the Jamaati leaders, they were not only excluded from politics but also sued for 
crimes committed during the independence war.

 9 It is revealing that, in the chain of events that preceded the assassination of Sheikh Mujibur 
Rahman by a group of renegade officers, a key turn was his conciliatory stance towards Islamic 
groups combined with his distancing from his left-wing allies. In 1973, for example, he released 
thousands of Islamists from jail while ignoring virtually all his imprisoned allies from the left. 
After the assassination of Sheikh Mujib and much of his family, a martial law government was 
proclaimed. Thanks are due to Umar Salam who pointed this fact to us.

 10 Close to the security services and the police is a paramilitary force known as the Rapid Action 
Battalion (RAB). In addition to its official function of arresting drug gangsters and terrorists, 
this genuine thugocracy is often used to settle political scores and hound members of the polit-
ical opposition, not hesitating to kill them with total impunity (Economist, 2022a: 47).
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As can be seen from our examples, Example 4 in particular, efficiency 
losses may result not only from the pursuance of political objectives such 
as the imperative of nation-building, but also from the possibility that the 
strategy designed toward that purpose is misguided or unnecessarily costly. 
In this matter, unfortunately, it is practically impossible to make out whether 
a specific strategy is constrained-efficient in the sense of minimising efficiency 
losses given the need to attain a certain political objective. Quality of available 
leadership and the international environment are critical determining factors 
and are essentially exogenous. Nonetheless, a central lesson from the experi-
ences of Taiwan and South Korea must be borne in mind: to a non-negligible 
extent, nation-building can be achieved gradually as the consequence of suc-
cessful long-term development strategies. In short, nation-building is partly 
endogenous to sound development policies. To carry out these policies, how-
ever, there is still need for minimum state capacity and a strong commitment 
of the country’s leadership to the idea of development as a lengthy process 
embodying structural transformation and deep societal change. The former 
condition, state capacity, will be examined in detail in Chapter 9. As for the 
latter condition, commitment to development, it implies that the interests 
of business oligarchs or Big Men are kept at bay so that they do not intrude 
on the domain of policymaking. Unfortunately, as argued in the rest of the 
present chapter, it is often the case that the state is captured by powerful 
private interests.

iv Quality of Political Leadership and State 
Autonomy: the risk of business capture of the State

State capture by business interests, as we have found out, is a critical and much 
neglected obstacle to structural transformation and development. To present 
our findings effectively, we have opted for a two-step approach. First, in the 
light of the successful experiences of our two comparator countries of East Asia, 
we propose a general framework enabling us to shed light on the conditions 
under which business interests can be tamed for the benefit of general develop-
ment. Second, we examine the way state–business relations work and impede 
development in Benin, Tanzania, Bangladesh, and Mozambique in that order.

A Sketching a General Framework

We now turn our attention to the first task, which amounts to highlighting 
what is perhaps the most critical institutional difference between Taiwan and 
South Korea, on the one hand, and many poor developing countries, on the 
other hand. To recall, the state in the two Southeast Asian tigers has been 
effectively insulated against potential pressures from private sector interests. 
In this sense, there were strong states, able to impose a coherent and sustained 
direction on the economy and the society. Because their leaders did not initially 
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enjoy great popular legitimacy, their power had to rest on authoritarian rule 
whose effectiveness depended on the support of a powerful organisation such 
as a political party (the KMT in the case of Taiwan), the army, or the police 
and intelligence services. And it is only after the regime’s economic and social 
achievements became largely visible that its legitimacy was gradually building 
up, thereby making relaxation of restrictions on freedoms, political liberties in 
particular, eventually feasible.

In many poor developing countries, rulers with relatively low initial legiti-
macy and no strong supporting organisation at hand were forced to seek access 
to political power through elections of some sort, whether in the open space 
of the whole nation or in the restricted arena of a single party. If, indeed, there 
is no strong ruler or autocrat at the top of the state and the dominant (single) 
party, competition for the leading position inside this party is typically stiff. 
In such conditions, and particularly on the occasion of elections, ambitious 
politicians need to court wealthy individuals or Big Men (men with deep pock-
ets) to finance their political campaigns and the distribution of perks to the 
heads of their voting blocs and their clientelistic networks between election 
rounds. In return for their financial support, the Big Men demand advantages 
and privileges which only politicians can provide, such as import, trading or 
manufacturing licences, public procurement arrangements and direct adjudica-
tion of juicy government contracts, privileged access to on-sale state assets, tax 
exemptions, licences, special land grants, favourable labour laws, interference 
in the settlement of judicial and administrative cases, and so on.

When open electoral contests take place in the above-described context, a 
major feature of political parties is that they are not organisations articulated 
around a clearly defined programme, but rather loose setups based on the strong 
personality of the leader and whose main role is to establish electoral alliances 
for the purpose of winning the forthcoming election. They are single-purpose 
vehicles designed solely to catapult their leaders to power (Economist, April 2, 
2022b 36). Not surprisingly, party switching is a common phenomenon, some-
times called ‘turncoatism’ (in the Philippines, for example), and electoral alli-
ances made in every legislature are essentially opportunistic (for illustrations, 
see Qerubin, 2012, 2016, for the Philippines; Malik et al., 2022a, 2022b, for 
Pakistan). Just take the example of the three most important politicians of 
Kenya: Mr Odinga has belonged to six political parties, Mr Ruto to five, and 
President Kenyatta to four. Moreover, in February 2022, Kenyatta endorsed 
Mr Odinga, once his bitterest rival, and denounced Mr Ruto, his deputy for 
the past ten years. Politics in Kenya, as in many other countries, such as Benin 
and Tanzania in our sample (see details later in this chapter), is thus like look-
ing through a kaleidoscope: ‘the bits are still the same but every time you shake 
it they form different patterns’ (Economist, 2022b: 36).

The outcome of this personalised and non-programmatic political system, in 
which politics is pervaded by clientelistic practices and electoral strategies are 
focused on contingent political exchange such as patronage and vote-buying, 
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is the loss of autonomy of the state and its consequent inability to guide the 
country on a path of sustained development compatible with the general inter-
est. In addition, there is the deleterious effect of corruption and sleaze inherent 
in crony capitalism: public trust in public institutions such as the judiciary, tax 
authorities, and customs service is gradually eroded while perceptions that the 
country’s political economy is rigged in favour of Big Men and their political 
associates inexorably undermine support for the regime.

An important determinant of the Big Men’s bargaining power is the relative 
demand for politics money, that is, the ratio of politicians seeking to reach 
top-level positions to the number of business people susceptible of financing 
their ambitions. An immediate implication is that the more fractionalised the 
political space – the higher the number of political candidates – the greater the 
ability of business oligarchs to dictate their conditions on these candidates. 
And, conversely, when the political arena is less competitive, either because 
political parties or groupings are rather few or because the number of factions 
within the dominant party is rather low, we expect the bargaining strength of 
the business oligarchs to be relatively weak. The relationship between the rel-
ative number of political candidates and the scope for business capture is not 
monotonous, however. As a matter of fact, if the number of these candidates 
is high compared to the number of business oligarchs, the latter will be unwill-
ing to finance the former because the probability of their being elected is then 
too small. This incentive dilution mechanism can be overcome only by driving 
politicians to regroup and form coalitions for the purpose of elections, an out-
come which they should quickly understand is in their own interests. If that 
does not work, powerful business people may be tempted to run for elections 
themselves, a last resort solution which they are typically eager to avoid, espe-
cially if they belong to foreign communities. As we are soon going to verify, 
Beninese politics aptly illustrates the two possibilities, political regrouping and 
the move of oligarchs to the forefront of politics.

For reasons easy to understand, the endogamous relationships between state 
and business are intrinsically opaque. Lack of transparency is especially valued 
by businesspeople belonging to ethnic minorities, such as Chinese entrepreneurs 
in Malaysia and Indonesia, Indian entrepreneurs in Tanzania, Kenya, Uganda, 
and South-Africa, or Lebanese traders and businessmen in West Africa. Being 
vulnerable to xenophobic attacks when they are economically successful, they 
are eager to act behind the stage, believing rightly that the more occult their 
power and their influence the more effective they will be. Deviating from this 
strategy can be extremely costly, as recently epitomised by the sudden flight 
of the Gupta brothers from South Africa, where they publicly appeared as the 
financial arm and the policymaking brain of the highly corrupt President Jacob 
Zuma. It is only under exceptional conditions of political uncertainty that Big 
Men – typically not members of ethnic minorities – can consider it rewarding 
to personally claim the supreme position of political power. President Talon of 
Benin vividly illustrates this possibility.
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Table 8.1 schematically presents and illustrates the political regimes that 
arise under different combinations of initial conditions and effectiveness of 
social and economic development policies. Two types of initial conditions are 
considered: the initial level of legitimacy of the ruler and whether the latter 
could rely on a strong supporting organisation when starting his/her rule. By 
strong organisation, we mean an organisation, such as a single party, an army, 
or police and intelligence services, which meets the following requirements: 
(i) it fulfils a public function and does not enjoy an electoral mandate; (ii) it 
possesses a unified internal structure; and (iii) it is not subservient to particu-
laristic interests, business interests in particular, whether domestic or foreign. 
Thus, an army or a political party lacking a strong leadership and fraught with 
factionalism, or an army at loggerheads with the intelligence services or the 
police, or a puppet army at the beck and call of foreign interests, are all exam-
ples of weak organisations according to our definition.

We distinguish between two types of policies, developmentally sound or 
developmentally flawed or, equivalently, enlightened and non-enlightened. 
Developmentally sound policies have four characteristics that must be simulta-
neously observed, although to varying degrees: (i) they rely on private initiative 
and the associated individual incentives, meaning that the market mechanism is 
allowed to operate and static efficiency considerations are given due attention; 
(ii) they create the physical infrastructure needed to make private initiative 
profitable; (iii) they provide for human capital accumulation, thereby laying 
the basis of dynamic efficiency; and (iv) they ensure that income inequalities 
are held in check, so that whatever national integration exists is reinforced 
rather than eroded.

Developmentally flawed policies are those that fail to satisfy at least one of 
the above four conditions. For instance, economic and other policies driven 
by dogmatic ideologies rather than by pragmatic considerations cannot meet 
requirement (i), even though they may well satisfy some or all of the remaining 
requirements, sometimes to an admirable extent. The ideology guiding eco-
nomic policymaking is political when a government rigidly adopts socialist pol-
icies of central planning, which repress the market mechanism and give pride 
of place to a bossy state. This situation is observed in most so-called socialist 
regimes, including states bent on social achievements and emancipation at the 
expense of competitiveness considerations (the state of Kerala in south India 
comes to mind here). Ideology is also political when a radical laissez-faire 
approach is advocated without due consideration to the need for redistribution 
and sufficient attention to the importance of collective goods, including human 
and physical capital. In these instances, objective (i) is pursued at the expense 
of all the other requirements. On the other hand, ideology is religious when 
rules and policies are governed by religious prescriptions and when recruit-
ment or promotion (at least in public organisations) is based on profession 
of faith allegiance and not on competence criteria. Regimes that ground their 
policies in religion are likely to fail with respect to both conditions (i) and (iii). 
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table 8.1 A summary table of potential political regimes as per their initial conditions and effectiveness of development policies

Initial conditions
crossed with quality 
of development 
policies Initial legitimacy

Strong Weak

Supporting organisation:  
Strong

Supporting 
organisation: Weak

Supporting organisation:  
Strong

Supporting 
organisation: Weak

Developmentally 
sound policies

Atatürk (Turkey, 1923–38)  Ellen Johnson Sirleaf 
(Liberia, 2006–16)

Chiang Kai-shek and Chiang 
Ching-kuo (Taiwan,  
1950–75 and 1975–88)

Patrice Talon ? 
(Benin, 2016–) 

Habib Bourguiba (Tunisia, 
1957–87)

Pravind Jugnauth 
(Mauritius, 1983–)

Park Chung-hee (South Korea, 
1962–79)

John Magufuli 
??(Tanzania, 
2015–21)

Deng Xiaoping (People’s 
Republic of China, 1982–7)

Ayub Khan (Pakistan, 1958–69)

Xi Jinping (People’s Republic 
of China, 2012–)

Paul Kagame (Rwanda, 2000–)

Developmentally 
flawed policies

Julius Nyerere (Tanzania, 
1964–85)

Zulfikar Ali Bhutto 
(Pakistan, 1971–8) 

Mathieu Kérékou (Benin, 
1996–2006)

Failed states:

Kwame Nkrumah (Ghana, 
1952–66) 

CCM post-Nyerere 
(Tanzania, 1985–)

Anwar al-Sadat (Egypt, 
1970–81)

Somalia

Frelimo (Mozambique, 1975–) Zia ul-Haq (Pakistan; 1978–88) Post-Gaddafi  
(Lybia, 2011–)

Gamal Abdel Nasser (Egypt, 
1952–70)

Omar al-Bashir (Sudan, 
1993–2019)

Haiti

Houari Boumediene (Algeria, 
1967–78)
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 11 Under crony capitalism, or cronyism, businesses thrive not as a result of free initiative and 
risk-taking, but rather as a result of egregious advantages obtained from the political class to 
which they have a privileged access.

Finally, regimes dominated by big business interests, often referred to as crony 
capitalism, may be lacking not only with respect to (i) – since market competi-
tion is then throttled – but also, possibly, with respect to (iii) and (iv).11

Before looking at country-specific lessons, two important remarks are in 
order. First, the actual effectiveness of enlightened or developmentally sound 
policies depends on the existence of an enabling international environment in 
the form of economically advanced countries allowing poor developing coun-
tries to temporarily gain special access to their markets and shield their domes-
tic industries from the effects of foreign competition. Second, the question of 
democracy has been deliberately eluded, the main reason being that develop-
ment has often been pursued in contexts where individual liberties were ini-
tially restricted. The historical experiences of Taiwan and South Korea, as well 
as the contemporary examples of communist China and Vietnam, are cases in 
point. Whether the trampling upon individual liberties is justified by long-term 
development objectives is an immensely complex issue that clearly lies beyond 
the scope of the present book.

Clinging to our dichotomous categorisation, there are eight possible regime 
configurations. For the sake of illustrating all of them, we provide examples 
drawn not only from our four case studies but also from other regime/country 
experiences. It turns out that endogamous state–business relationships have 
created serious obstacles to stable and sound development in all our country 
case studies. Benin is particularly worthy of attention not only because of the 
aforementioned exceptional feature (the rise of an oligarch to the presidency), 
but also because it has been analysed in comparatively great depth. We there-
fore start our discussion by telling the Beninese story. Thereafter, our attention 
will be turned to Tanzania, Mozambique, and Bangladesh in that order.

B Benin

Until recently, Beninese politics has been characterised by a profusion of polit-
ical parties: their number thus reached the astronomical figure of 250 during 
the 2010s. Considerably exceeding the number of ethnic groups in the country, 
these parties were designed as true vehicles for power by ambitious politi-
cians backed by wealthy businessmen forming factions inside ethno-regional 
groups. Obeying a clientelistic logic, they do not confront each other on the 
level of programmes and policies based on varying visions of the country’s 
future. Instead, inter-party competition is really a struggle for power conceived 
as a zero-sum game, the payoffs of which consist of the huge rents associated 
with state control. Opportunistic coalitions made before presidential elections 
ensure that the contest is actually limited to a few Big Men or oligarchs. Besides 
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causing important allocative and dynamic inefficiencies as well as encouraging 
all sorts of malpractices, this system has created a lot of political instability 
underpinned by regular shifts of alliances and acts of personal treason vis-à-
vis political allies. It is therefore not surprising that the country’s press has 
been rife with accusations of embezzlement and rent capture related not only 
to prestigious construction projects but also to pro-poor programmes and the 
delivery of essential local public goods (water, electricity, and other vital infra-
structure projects).

The business career and political role of Patrice Talon, the present president of 
Benin, is illustrative in this respect. By betting on the right presidential candidate 
at each critical stage of his personal capital accumulation process, even when 
this implied dropping support for the incumbent in favour of another candidate 
deemed to have better chances of winning the subsequent contest, Talon suc-
ceeded in gradually gaining control of the main sectors of the Beninese economy, 
including the customs service. Of course, maintaining control is as important as 
gaining it, hence his continuing interest in politics. In a major turning point, how-
ever, Talon decided to eventually run for presidency himself (in 2016). Political 
instability and increasing uncertainty about results in an atmosphere fraught 
with extremely tense interpersonal rivalries between a few oligarchs persuaded 
him that the usual tactics of pushing frontmen onto the political stage to repre-
sent one’s interests had become far too risky. To exert direct control over the 
state apparatus appeared as the only reliable solution, and one justified by the 
need to bring back law and order, fight against corruption, and end instability.

Talon’s winning gamble caused the defeat of the old political elite, and the 
question then arises as to whether this major political change can be a game 
changer. On the one hand, because Talon has succeeded in consolidating his 
power and taking a firm control of the polity and the economy of Benin, democ-
racy has suffered. This has caused a major stir in a country where freedom of 
expression is highly valued and where free elections and changes of incumbents 
had become a regular feature of the political scene during the last decades. 
On the other hand, precisely because he holds key decision-making levers in 
his hands, he might perhaps become an enlightened autocrat eager to promote 
his fame and reputation as the man who rescued his country from stagnation 
and pervasive corruption. This is actually the image of himself that he is keen 
to project, as he declares that his role model for leadership is Paul Kagame, 
the authoritarian but effective president of Rwanda. In contrast to Kagame, 
however, Talon is an oligarch, which raises serious doubts about his ability to 
design enlightened policies oriented toward the general interest of the Beninese 
people. It could nevertheless be retorted that precisely because he exerts a large 
control over the economy, and has now become immensely rich, he does not 
need to bother any more about wealth accumulation. Therefore, he can devote 
all his energies to a high-order mission susceptible of bringing him superior sat-
isfaction. It is of course too early to form a judgement on such a thorny issue, 
but the forthcoming future will be particularly interesting to watch.
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So far, the signs are rather good. Surrounded with a team of highly com-
petent technical collaborators – many of them assembled in a special office 
directly attached to the presidency, somehow in the manner adopted in Taiwan 
and South Korea – Talon has established sound priorities for reforms that 
address key constraints on the country’s economic development. They include 
reforms of the education system (with emphasis on the creation of technical 
schools and training institutions), plans for infrastructure expansion (includ-
ing the improvement of the generation and distribution of electricity), and 
measures aimed at diversifying the economy and adding value to agricultural 
and raw material (e.g., cotton) products. Moreover, Talon has made efforts 
to keep the streets clean and clear the rubble in big cities such as Cotonou. 
Even more importantly, he has declared war against corruption. In just a few 
years, the petty corruption that was so extensively observed under all the pre-
vious regimes appears to have been significantly reduced as a result of drastic 
sanctions imposed by his government. Since day-to-day extraction of bribes 
by officials (the police, in particular) hits poor and ordinary people especially 
hard, energetic steps to combat this practice is bound to earn him popular 
support. What remains to be seen, however, is how a president-cum-oligarch 
will be able to surmount the serious conflicts of interests inherent in his double 
capacity (hence the question mark in the cell of Table 8.1 where Talon’s regime 
is featured).12

C Tanzania

Tanzania offers an interesting contrast to Benin in the sense that, instead of 
proliferating political parties representing micro ethno-regional groups, a sin-
gle party (the CCM, formerly TANU) has largely dominated national politics 
since independence.13 The central lesson, though, is that this setup has not 
prevented the same clientelistic logic as in Benin from operating inside this 
party: in this restricted arena, bitter struggles oppose faction leaders backed 
by different businessmen, foremost among whom are big entrepreneurs from 
the Indian community (and, at a later stage, from the Arab trading commu-
nity).14 Because it is essential to maintain the unity of the party at election 
times, the head of CCM refrains from expelling powerful party members who 

 12 For example, how can a man who privately controls the customs end corruption in that vital 
part of the revenue collection system? How can his monopoly position in key sectors of the 
economy (including the retail distribution of petroleum products) be made to work for the 
general good? And how can one be assured that tax avoidance by members of his business 
entourage will be actively fought against?

 13 Although the single party system was abolished in the post-Nyerere period, and opposition par-
ties started to play a significant role in the political debate, the CCM party, into which TANU 
had morphed after the union with Zanzibar, remained the major political force in the country.

 14 To this date, there is only one African Tanzanian name in the list of the twelve richest business-
men in the country.
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illegally trade business money against undue privileges. This is a game with 
a bad corruption equilibrium where, given his belief about how other party 
members behave, no player has an incentive to play a clean move. Some mem-
bers make illegal deals while others refuse to sanction bad behaviour, and the 
head of the party does not have the power to break this equilibrium owing 
to his fear of causing its dissolution in the transition to a new equilibrium. 
Incidentally, this situation resembles that observed in Malaysia where, as the 
dominant party (the United Malays National Organisation, UMNO) became 
increasingly fractionalised, the financial support of Chinese businessmen 
became more crucial for political campaigns (Jomo and Gomez, 1997: 364). 
This is in line with our earlier prediction that fractionalisation of the political 
space helps to enhance the power of big business interests vis-à-vis the state.

Even across parties, political clientelism prevails. This is illustrated by the 
2015 presidential election for which the CCM nominated John Magufuli as its 
candidate instead of former prime minister Edward Lowassa. The latter was 
actually the front-runner but had been displaced after his involvement in a big 
corruption scandal was made public. Revealingly, rather than withdrawing 
from politics, Lowassa defected to the main opposition party who selected 
him as its candidate for the presidential race. This choice attests how much 
the opposition plays the same game of political clientelism and cronyism as 
the incumbent party. By contrast, the CCM’s choice of Magufuli was vindi-
cated by his anti-corruption image acquired while minister of public works 
in the previous government. This decision was probably not a reflection of 
a genuine desire for changing the rules of the political game, but a rather 
opportunistic defensive move. As a matter of fact, the party had been badly 
discredited by a wave of resounding corruption affairs, especially toward the 
second term of Kikwete (Magufuli’s predecessor), which led donors with a 
pivotal role in the funding and designing of Tanzania’s development strat-
egy to suspend their aid programmes. As in many countries emerging from a 
socialist planning regime, news about corruption scandals actually started to 
proliferate after the process of transition to the market economy was initiated 
(that is, in the post-Nyerere period).

Because of his premature death from COVID, Magufuli’s mandate at the 
helm of the country was dramatically shortened. There is no doubt that his 
rule was deeply authoritarian, and his methods echoed those used by Kagame 
in Rwanda: intimidation and disappearances of critical journalists, jailing 
of political opponents, and so on. Yet, at the same time, Magufuli was bent 
on stamping out corruption, stopping the internal disunion inside the CCM, 
and imposing a strict discipline on its leaders. His idea was apparently to 
re-establish full control of the party in the hands of its president (implying a 
return to Nyerere’s system), to terminate the practices of political clientelism, 
and to reduce the influence of the oligarchs by prohibiting deals with private 
firms. This last strategy led him to be especially tough with both domestic and 
foreign business concerns. Moreover, he launched a vigorous anti-corruption 

https://doi.org/10.1017/9781009285735 Published online by Cambridge University Press

https://doi.org/10.1017/9781009285735


283Behind Institutions, Where Politics Matters

campaign for which some success was beginning to show during his shortened 
mandate. Similarly for Talon, therefore, we put a question mark in the corre-
sponding cell of Table 8.1.

D Mozambique

The Frelimo in Mozambique, which also benefited from strong initial legiti-
macy as a successful anticolonial movement, occupies about the same domi-
nant position as the CCM in Tanzania. And, most relevant for our discussion, 
its internal politics is also dominated by fierce struggles for access to power. 
Financial strength being a key determinant of the ability to rise within the 
party’s machine, this intra-party elite rivalry creates a fertile ground for the 
spread of money politics and influence peddling. The interpenetration of 
business and politics was reinforced after the liberalisation and privatisation 
drives imposed by the IMF and the World Bank in the 1990s. What happened 
was sheer political capture of the privatisation process itself. Thus, privatised 
firms were taken over by party members, civil servants, and army officers, 
thereby ensuring de facto continuity with the previous state of affairs.15 As for 
entrepreneurs with ties to the opposition, they were systematically excluded. 
Given its overwhelmingly dominant position, whose persistence is partly 
caused by its ability to manipulate elections, the Frelimo was in a position 
to effectively rein in the country’s business community, since the latter was 
deprived of any credible alternative to protect its interests. In the quid pro quo 
at the heart of a circular and self-reproducing patronage system, the Frelimo 
machine was thus oiled by the money obtained from the rents it itself awarded 
to supporters-turned-businesspeople. In other words, the corruption money 
and equivalent in-kind advantages flow up and down the ladder of political 
clientelism and, as long as the gives and takes are predictable, a corruption 
equilibrium is well established.

The rent-awarding process is based on internal competition. It takes place 
at the level of presidential primaries in which business leaders seek political 
frontmen with whom to forge an alliance while party insiders willing to stay 
in central organs and obtain high offices in the government reciprocally look 
for men with money to achieve their ends. The winner of the internal politi-
cal contest becomes the president of the Frelimo, who automatically becomes 
the president of the Republic. Precisely because of the logic of competitive 

 15 The same situation has been observed in many other countries transitioning from central plan-
ning to a more market-oriented system. In Malaysia, for instance, we learn that cronies of the 
national executive were best placed to capture the most lucrative opportunities arising from the 
privatisation drive encouraged by multilateral financial agencies in the early 1980s. Not only 
have well-connected businessmen from the dominant ethnic group (the Bumiputeras) gained 
priority over others, but many privatisations ‘have not even involved the formality of an open 
tender system, and thus many beneficiaries have been chosen solely on the basis of political and 
personal connections’ (Jomo and Gomez, 1997: 366).
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clientelism prevailing inside the Frelimo, its de facto character of a single party 
state offers no guarantee of intertemporal policy continuity.16

What bears most emphasis is that things could have evolved differently. 
At the beginning of the reform process initiated at the behest of external 
forces (international organisations), the Frelimo was in a strong bargaining 
position reminding us of KMT’s position in Taiwan. It held the most import-
ant cards in its hands and was apparently able to manipulate election results 
in its favour. It could therefore have chosen to use party discipline and its 
leverage on the nascent business community to launch the country on a con-
sistent development path. In contrast to the KMT, however, it chose not to 
follow that line and instead promoted a system of crony capitalism based on 
a competitive clientelistic system from which transient leaders would emerge. 
In the end, it is perhaps the lack of a strong and enlightened leadership at the 
head of the party that best explains why the option of a developmental state 
was ignored.

The discovery of oil and gas reserves in Cabo Delgado (during the years 
2006–10) did not help. The existence of these valuable resources created new 
rent opportunities, real or anticipated, that considerably raised the stakes 
involved in the struggle for political power and influence. In this context, it is 
not surprising that the trend towards improvement of governance indicators 
was reversed, and that huge scandals came to the surface, such as the hid-
den debt scandal in 2016, which deeply affected the country’s economic and 
political climate and its relations with the international community.17 Given 
the weakness of anti-corruption institutions and their lack of independence 
from political influence, it is hard to think of significant improvements of this  
situation in the near future.

E Bangladesh

In Bangladesh, two political parties, the AL and the BNP, have dominated 
national politics since the end of the military dictatorship of General Ershad 
in 1990: they correspond to two groups with unclear ideological differences 
but neatly differentiated identities defined by strong leaders known as the 
two begums. The stands of these two parties have always reflected the deep 
personal antagonisms between Sheikh Hasina (the daughter of Sheikh Mujib, 

 16 A vivid illustration is provided by the difficult transition from President Guebuza to President 
Nyusi, who was not Guebuza’s preferred candidate and had a different approach to policy and 
reform.

 17 To be more precise, in the final years of Guebuza’s second term, three semi-public entities, 
owned and controlled by a very small group of individuals and closely linked to the security 
sector, took out over US$2 billion in loans from private foreign banks without submitting 
them to the Assembly for approval. Upon learning about the existence of these loans, the IMF 
suspended its support to Mozambique and much foreign aid, including all direct support to the 
state budget, was frozen or significantly reduced.
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the founder of the nation) and Khaleda Zia (the widow of General Zia), and 
their winner-takes-all approach to politics. The year 2008 witnessed the end 
of regular rotation of these two parties in power as the AL was able to take 
full political control of the country. What our study of Bangladesh reveals 
about state–business governance is the important political leverage of the tex-
tile business sector. This sector is no doubt one of the main drivers of eco-
nomic growth and exports in the country. It is nevertheless striking that the 
textile business elite, thanks to their intimate connections with influential pol-
iticians, has been able to extract enormous advantages in a variety of forms: 
tax exemptions (textile exporters are exempted from import duties on inter-
mediate products), export performance benefits, subsidies of various kinds, 
export guarantee schemes, and lax labour laws condoning low wages, long 
working hours, absence of regular contracts, and poor working conditions 
(as epitomised by the Rana Plaza disaster, in which more than 1,000 workers 
died when their factory building collapsed). With trade unions suppressed 
and union organisers intimidated, workers’ rights have no chance of being 
properly protected.

It can be argued that, since they are part and parcel of an industrial policy and 
this policy has proven to be remarkably successful, the above measures evoke 
those adopted by the governments of Taiwan and South Korea to encourage 
economic development and manufacturing growth in particular. Two remarks 
are nevertheless worth making here. First, and in contrast to Taiwan and South 
Korea, the government support for the textile sector has been rather exclusive 
in the sense that it has not been justified as a component of a comprehensive 
economic development strategy aimed at the diversification of manufacturing 
and export activities. There is therefore a legitimate suspicion that the favour-
able treatment of the textile sector and the relative neglect of other sectors 
have been the outcome of the disproportionate political influence of the tex-
tile lobby. Second, it is even harder to understand why the well-being of the 
labour force operating in the favoured sector has been so much ignored by the 
authorities, hence reinforcing the suspicion that politicians serve the interests 
of the textile firm owners rather than the whole sector. The compliance of the 
former is explained by the regular donations they receive from the latter for 
their political campaigns and other purposes.

v conclusion

In the foregoing analysis, primary attention has been given to the oft-observed 
predicament of state capture by business interests and the conditions under 
which it is likely to occur. An important and thought-provoking proposition is 
that, other things being equal, the extent of state capture is larger when polit-
ical competition is fiercer in the sense that the number of contenders is higher. 
By implication, a change of political regime that opens up the political space 
and sparks political competition may have the paradoxical effect of increasing 
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the capture of the state by powerful business people. And to the extent that 
their private interests are at odds with the collective good, their capture of the 
state is susceptible to throwing the country on a development trajectory that 
gives precedence to rents over social efficiency.

On the other hand, the experiences of Taiwan and South Korea, as well 
as those of the People’s Republic of China and Vietnam, testify that a state 
immune to capture by business interests and able to devise and implement 
enlightened development policies can acquire legitimacy over time and thereby 
contribute to reinforce national integration. Conversely, a charismatic leader 
enjoying a good measure of initial legitimacy may waste it if he adopts mis-
guided policies, which ignore long-term objectives, the necessary role of 
individual incentives, and the need to strengthen national cohesion through 
income redistribution, poverty reduction, and the building of strong physical 
and social infrastructures.

As illustrated by the lives of Nyerere and Nkrumah – yet not Kérékou and 
so many other autocratic rulers – strong leaders can retain some popularity 
thanks to the aura they gained as ‘father of the nation’, if they achieved pos-
itive results on the social and political fronts. Progress in health and educa-
tion, and immunity to corruption, are examples of the former and the latter, 
respectively. The fact remains that the dire economic situation of the country 
resulting from their disastrous economic policies creates a difficult challenge 
for their successors who do not have their charisma and pedigree as founder 
of the new nation.

Leaving aside extreme cases of economic disaster following policy exper-
iments of centralised planning, we must admit the existence of potential 
trade-offs between economic and political objectives. In particular, the 
nation-building project may arguably impose constraints on the extent to 
which efficient economic policies can be pursued. This is especially true at 
the critical time when varied population groups with particularistic interests 
need to be morphed into a national entity with sufficient cohesion. This being 
reckoned, there is solid ground to believe that, over the long run, national inte-
gration and the legitimacy of a regime depend foremost on the implementation 
of viable and effective development strategies.

Consisting of heterogeneous elements in spite of a common language and 
ethnic origin, the Taiwanese nation was not ‘a given’. As in Pakistan, it was 
the result of the mixing of immigrants and indigenous population groups: 
Han Chinese from mainland China and (mostly) Han Chinese from Taiwan in 
the case of Taiwan, and Muslims from India and Muslims from the Pakistani 
provinces in Pakistan. In contrast to Pakistan, however, the KMT regime of 
Taiwan succeeded in gradually building up a strong nation thanks to an effec-
tive pattern of egalitarian and rapid development led by an autonomous state. 
By contrast, Pakistani politics has been continuously dominated by self-centred 
political dynasties and reactionary forces, foremost among which are puritan 
religious movements. The latter have been instrumentalised by the military 
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(and the intelligence services) to counter overdone external threats. Beset by 
political clientelism, the pressure of Islamists and greedy, power-hungry army 
officers, the nation-building process went astray, and the country was never set 
on an effective development path.

Bangladesh was also plagued by reactionary religious movements and 
entrenched political dynasties, although the latter are not rooted in rural areas 
as they are in Pakistan, and although the influence of the former has been 
much more superficial. Its government did not miss profitable external trade 
opportunities when they emerged, and this eventually allowed it to kickstart 
the country’s industrialisation process. The challenge, here, is double: how 
to rein in the influence of powerful textile business lobbies so that economic 
diversification can take place and the working population can obtain a higher 
share of the growth proceeds; and how to reduce the country’s dependence on 
foreign funds, remittances in particular?

Politics does not only influence a country’s development trajectory through 
leadership quality and the degree of autonomy of the state vis-à-vis business 
interests in particular. It also produces effects through the type of operating 
bureaucracy and the way property rights are established or enforced. Yet these 
two aspects of state capacity cannot be exclusively reduced to a political prob-
lem, hence the wider perspective that their analysis requires. This will become 
clearer as we proceed with our investigation in the next chapter.

Before embarking on this chapter, a question that comes to mind is what 
happens to countries that have proven unable to build a sufficiently strong 
state and a sufficiently integrated nation? It is here that the analysis of Charles 
Tilly (1985) provides valuable insights. His central point is that the end of 
World War II marked an important turning point in the sense that the inde-
pendence of all sovereign nations became guaranteed by the newly formed 
United Nations. An immediate consequence is that failed or weak states are 
no more allowed to disappear, get absorbed by a stronger neighbour, or split 
into several parts, under the action of external forces, military or political. 
Neither are they compelled to transform themselves with a view to improving 
their performances and their capacity to withstand such forces, preserve their 
integrity, and simply survive. Countries which would have dissolved in the 
times preceding World War II may now persist, however woefully, thanks to 
internationally protected borders and to foreign assistance. In other words, 
evolutionary changes of the Darwinian kind, or adaptive transformations 
imposed by necessity (in the manner suggested by Arnold Toynbee), cannot 
be set off to spark institutional reforms as they could do in modern European 
history, for example.
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9

State Capacity and Property Rights

After having examined the role of politics in spurring or slowing down struc-
tural transformation and development, we are now ready to probe into issues 
of state capacity, a theme which has received growing attention among econo-
mists during the last decades (see, e.g., Levy, 2007; Besley and Persson, 2009, 
2010; Bourguignon and Verdier, 2012; Dincecco, 2017; Dincecco and Katz, 
2016; Khemani, 2019; Wilson, 2019). This will complete our discussion of the 
role of governance-related institutions. In a second step, we then look at the 
second generic type of institutions deemed crucial for development, namely 
property rights.

i weak state capacity

The following presentation is articulated around three major issues: bureau-
cratic failures; inadequate incentives and professional norms (as illustrated by 
the education sector); and ineffectiveness of the judiciary. They are discussed 
in this order.

A Bureaucratic Failures

As we have done in the preceding chapter, we start by considering the success-
ful experiences of Taiwan and South Korea before attempting to understand 
the sources of bureaucratic failures in three in-depth case study countries. We 
follow a general approach to the problem of state capacity wherein it is seen 
as a problem of incentives and norms rooted in politics. In the words of Stuti 
Khemani (2019: 2–3):

Politics fundamentally shapes the culture of bureaucracy all the way to the frontlines 
of service delivery. Processes or platforms of political contestation, and the leaders it 
produces, from those at humble local levels, such as in a village, to those occupying 
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the national seats of power, have implications well beyond elections and politicians, 
through how they influence the incentives, beliefs and norms (or expectations of how 
others are behaving) of state personnel and thus, the day-to-day functioning of myriad 
agencies within the bureaucracy.

1 Positive Lessons from Taiwan and South Korea
Taiwan and South Korea have not only been endowed with determined and 
enlightened top leadership but also with an effective bureaucracy. In this 
respect, they were fortunate to inherit from the Japanese colonial power a 
modern, meritocratic, and authoritative bureaucratic structure that fitted 
well with the nature of the new regime. Recruitment and promotion crite-
ria in the civil service thus continued to be based on merit, state employees 
received lifelong tenure, professional norms were strong, and corruption was 
limited. In Taiwan, moreover, the jobs of state bureaucrats down to quite 
low levels were now occupied by newcomers from mainland China, which 
automatically ensured political loyalty. Being an alien force, the new bureau-
crats developed a corporate identity which was all the stronger as they had 
to identify their own interests with those of the state, their protector. These 
were obviously ideal conditions for a clean, cohesive, and competent bureau-
cracy. Another favourable factor consisted of the overarching responsibility 
of the NRC, the agency in charge of the country’s industrial policy. Made of 
the best experts available, it acted as a unique centre of command under the 
direct supervision of the supreme leader. Here, too, historical circumstances 
played a key role since the Taiwanese leadership learned bitter lessons from 
their defeat at the hands of Mao’s communists in China. Foremost among the 
causes identified was the existence of fragmented and politicised bureaucracy 
which, moreover, was too compliant with the requests of the private interests 
of powerful business lobbies.

There is yet another, less well-known aspect of state capacity in Taiwan, 
namely the administration’s approach to SMEs. Since the operation of these 
firms was deeply anchored in traditional, horizontal networks relying on 
informal contract enforcement mechanisms where interpersonal trust played 
a major role, the willingness of the Taiwanese authorities to allow varied 
forms of production organisations to prosper and to actually support SMEs 
without unduly interfering with their specific mode of operation, is a good 
example of a successful interaction between formal and informal institutions. 
The pivotal contribution of SMEs to the country’s growth and manufactur-
ing exports is solid proof that this flexible approach of the government was 
fully justified.

In South Korea, as we have seen earlier, the commanding responsibility for 
economic development rested in the EPB, and the external threat posed by 
the close presence of the communist regime of North Korea, which benefited 
from an early industrial base which South Korea did not possess, was a pow-
erful incentive to proceed fast and with maximum coherence and efficiency. 
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Characteristically, both the NRC in Taiwan and the EPB in South Korea were 
modelled on the famous MITI (Ministry of International Trade and Industry) 
of post-war Japan. Filled with high quality and highly motivated bureaucrats – 
a legacy of high morals inherited from the classic bureaucrats of the pre-war 
period – this agency applied administrative guidance in order to push growth 
in a desired direction and ‘managed’ competition accordingly.1

Bureaucratic effectiveness in both Taiwan and South Korea stemmed from 
an additional source that deserves special mention: the top layers of their 
bureaucracies struck clever, incentive-based deals with private business firms, 
as though they had understood the basics of modern contract theory. Their 
general approach thus provided that special advantages granted to these firms 
(licences and permits, export loans, tax exemptions, subsidies) were condi-
tional on their demonstrated ability to reach the objectives assigned to them 
(export targets, for example), and to become profitable within a reasonable 
span of time. Targets could be modified to allow for changes in the economic 
environment. Moreover, instead of awarding monopolistic positions, they 
tended to impose competition on the private sector so as to bring the discipline 
of the market to bear on its firms. In short, the stimulus of internal compe-
tition was systematically added to the stimulus of external competition. In 
South Korea, incentives to comply with production and export targets in heavy 
industry were reinforced by tournaments organised among chaebols. The gov-
ernment was thus able to overcome the information asymmetry which, in fully 
new export ventures, prevents the effective monitoring of firm performances 
by the executive and other state entities. For two chaebols committed to some 
new industrial export target, the tournament formula made it suboptimal for 
both not to do their best to reach their target. This is because they were keen 
to avoid the prospect of failure, and of practically going bankrupt, while the 
rival company would succeed.

Outside the industrial sector, and in line with the approach of inclusive 
development, careful attention was devoted to the creation of wisely conceived 

 1 In the terminology of Okuno-Fujiwara (1997), the Japanese model, which had its roots in 
the tightly regulated and controlled economic system that developed during the war, is of the 
relation-based government type. The difference between such a system and authoritarian gov-
ernment, such as found in Taiwan and South Korea, lies in the degree of centralisation of the 
market’s administrative guidance: while bureaucrats are tightly controlled by those in power 
in an authoritarian government, they have a stake in the power structure of the ministry for 
which they work in the jurisdictionally decentralised government of a relation-based system. 
Under the latter, since career bureaucrats of the ministries have relatively large influence over 
decision-making, the challenge for the government is to achieve proper coordination between 
different ministries and bureaus. This is typically done through negotiation (pp. 393–402). The 
expression ‘relation-based’ is derived from the fact that, because bureaucrats have less power 
when not backed by an authoritarian and centralised regime, they rely on long-duration rela-
tionships with agents (business owners or managers, for example), and the associated reputation 
effects, to obtain compliance.
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institutional vehicles for the active support of agricultural and rural develop-
ment (training institutes, cooperatives, promotion of innovation, etc.). Worth 
noting here is the fact that bureaucrats carefully avoided substituting them-
selves for private middlemen, letting competition percolate down to local lev-
els. At the same time, producer cooperatives were encouraged to benefit from 
scale economies in modern input procurement, output transport and market-
ing, veterinary services, training and adoption of new technologies.

It is also remarkable that the move toward economic liberalisation (and 
even political liberalisation in the case of Taiwan) was authoritatively 
imposed by the state itself. This radical policy reform was initially opposed 
by important sections of the population, the business community in particu-
lar. It is only at a later stage, when the benefits became more and more man-
ifest, that trade liberalisation was gradually accepted by important group 
coalitions, and that the prescient decision of the state authorities was largely 
praised. Incidentally, this example has been used by Fernandez and Rodrik 
(1991) to illustrate their argument that, when there is uncertainty about the 
distribution of the costs and benefits of a reform, a radical move from above 
may well be justified.

2 Key Aspects of Bureaucratic Failures in Bangladesh,  
Benin and Tanzania
That the experiences of Taiwan and South Korea were rather exceptional is 
borne out by our case study material. A major institutional deficiency appears 
to be a serious lack of coordination between different ministries, resulting in 
confused, overlapping, and poorly enforced regulations. This problem is often 
ascribed to poor information-sharing, itself caused by the absence of good 
communication equipment. Here, we want to stress another aspect more in 
line with a political economy approach. In the very logic of political patron-
age, members of the government are inclined to view their ministry as their 
own fief, that is, they see it as a source of rents which should naturally accrue 
to them for personal appropriation and for redistribution to the network of 
their supporters and brokers. Combined with funds obtained from state bud-
gets and from business oligarchs (see Chapter 8), rents extracted from the 
bureaucracy through appropriate channelling up help politicians to meet the 
costs of electoral competition and nurse a constituency between elections.2 

 2 The mechanics of redistribution may vary from one context to another. One context in which 
it has been precisely unravelled concerns the centralised bureaucracies of India (Wade, 1985). 
Bribes are extracted by frontline workers from users of public services – which is rather easy 
to do for ministries or departments such as the Interior (the police department, in particular), 
Agriculture, Land Planning, Finance, Public Works – and then channelled up the hierarchy to 
more senior officers and politicians. For instance, irrigation engineers may raise vast amounts 
of illicit revenue from the distribution of water to farmers and the awarding of contracts to 
building entrepreneurs (Wade, 1982). The channelling up takes the form of successive cuts at the 
different levels of the bureaucratic machinery. But there exists another widespread mechanism, 
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Under these conditions, the sharing of information and any form of cooper-
ation between different parts of the executive tend to be obstructed with the 
effect of seriously undermining the coherence and the effectiveness of develop-
ment policies. These problems of coordination come on top of the costs poten-
tially arising from the fact that the generation of illicit income may conflict 
with economic efficiency.3

Land laws and their implementation in Benin are an example that comes to 
mind here. Reforms of land tenure have proven unbelievably complex, volatile, 
and non-monotonous, and one important reason is to be found in the assign-
ment of responsibility for land regulation to multiple agencies and the continu-
ous shifts of missions between these agencies. The Ministry of Agriculture, the 
Ministry of Town Planning, and the Ministry of Finance have been the main 
contenders for playing a major role in dealing with land matters. At a lower 
level, rural municipalities have strongly resisted against attempts to reduce 
their own land prerogatives. For example, thanks to their efforts, missions that 
belonged to the National Agency for Land Administration under a law were 
shifted to them under a subsequent law. They also successfully opposed the 
officialisation of rural land transactions, which would have implied the end of 
sale conventions of which they were in charge. In the same way as the customs 
service and the tax administration, the land administration is the object of 
fierce political struggles because of the huge rents that its control can poten-
tially create. Decisions in these strategic public sectors represent high stakes 
for powerful groups – such as traders and businessmen for the former two, 
and notaries, barristers, architects, and land surveyors for the latter – which 
are therefore ready to pay for obtaining decisions to their liking. Payments are 
direct when they are made in the form of bribes to officials in charge, or indi-
rect if they consist of donations to the political party that is in control of the 
administration or the service concerned.

When elections are won by different parties, or by different factions belong-
ing to the same (dominant) party, time-varying allocations of key ministries 
or public agencies will not bring an end to corruption as long as the political 

which Robert Wade calls transfer sales, whereby a desirable administrative post (or location) is 
purchased by an officer who recoups his/her outlay through the sale of the posts of subordinate 
ranks. This chainlike payment system, which starts at the lowest levels, goes up to the chief of 
the administration and the Minister. To distinguish it from ‘parochial corruption’ (Scott, 1972), 
it is labelled ‘market corruption’ by Wade. Whereas under the former, ties of kinship, affection, 
caste, and so forth determine access to the favours of the powerholders, under the latter advan-
tages are granted to those who pay the most, regardless of who they are (Wade, 1985: 468). It is 
rather ironical, writes Wade, that relatively frequent transfers inside the state machinery, which 
are now part of the corruption mechanism, were a deliberate strategy of the British colonial 
administration to combat corruption (1985: 488).

 3 Thus, in the case of irrigation investigated by Wade, engineers have an incentive to make water 
supply more insecure (in the short term) to increase the rents extractable from the farmers while, 
on the side of maintenance, their interest is in providing low quality maintenance despite their 
official duty to ensure proper maintenance of the system (Wade, 1982: 314).
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game continues to be played according to the rules of clientelistic politics. 
What may change, however, are the laws and regulations enacted by the rul-
ing government. And this is a serious problem to the extent that changing laws 
and regulations are susceptible of causing uncertainty, itself a source of dis-
incentives to invest. This possibility is again illustrated by land legislation in 
Benin where new laws involved backtracking on previous ones, or introduced 
additional confusion.

Another reason why land laws are unenforced in Benin lies in a misalign-
ment between the law and state capacity: this happens when a complex law is 
enacted for which the state does not have the administrative resources required 
for effective implementation. Politics may also play a role here if complicated 
laws are enacted in the full knowledge that their implementation will be diffi-
cult, or if they serve to satisfy contradictory interest groups without much con-
cern for the actual enforceability of the legal compromise. The latter possibility 
is especially likely when formal rules aimed at uniformising and simplifying the 
diverse customary practices and norms found on the ground run counter to 
informal and local power structures. The difficulty to reconcile the two points 
of view illustrates one key issue of nation-building as mentioned in Chapter 8. 
It not only concerns land matters but also family and other spheres of everyday 
life. Conflicts thus easily erupt when formal laws are guided by international 
norms borrowed from advanced Western countries, which exert direct and 
indirect pressures on poor countries for their adoption.

As examples, we can think of all the laws that confront deep-rooted infor-
mal or customary practices, such as laws that prohibit early age marriage 
or polygamy (as in many West African countries), and laws that prohibit 
rural land sales above a certain (low) threshold, impose official authorisation 
for the purpose of buying rural lands, or mandate the owner of an unculti-
vated landholding to rent it out (as in Benin). In these instances, institutional 
dysfunction at the state level arises not from sleaze and rent-seeking but 
from ideological motives or external pressures to adopt laws which, being 
ill-conceived and out of touch with reality, are almost doomed to be unen-
forceable. Bureaucrats in charge of their implementation face an impossible 
task, or they are compelled to resort to brutal force which people will try 
their best to circumvent through various stratagems. In these instances, pre-
scriptions emanating from international organisations and foreign donors 
are doomed to yield disappointing effects. The root cause lies in a lack of 
political economy perspective.

In Tanzania, coordination failures at the level of the administration bear 
strong similarities to those noted for Benin. In land matters, for example, 
laws are even more complex and confusing than in Benin, which is partly 
due to unresolved tensions and swinging moves between two objectives: pro-
tecting small and medium landholders and encouraging investment by large 
agro-processing export companies. Such tensions are institutionally reflected in 
the existence of a dual tenure system that will be explained later. Institutional 
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overlaps are found at the levels of both the land administration and the land 
dispute settlement systems. To illustrate the former, while land officers in 
the local government authorities are paid by, and report to, superiors in the 
Ministry of Land, Housing, and Human Settlement Development (MLHHSD), 
they simultaneously execute functions for local governments, which are them-
selves under the responsibility of the President’s Office. As for the latter, at 
the lower level the village land councils and the ward tribunals are under the 
responsibility of the local government authority, but right above, the District 
Land and Housing Tribunals (DLHT) are governed by the Ministry, and at the 
top, the High Court (Land Division) and the Court of Appeal are under the 
judiciary. By contravening the principle of separation of powers, this institu-
tional set-up creates serious problems of accountability.

Examples of multiplicity and overlap of institutions are easily found in other 
parts of public administration, too. Thus, the National Land Use Planning 
Commission is largely redundant with the Direction of Urban and Rural 
Affairs in the Ministry of Agriculture. There is a clear lack of cooperation 
between the Tanzanian Revenue Authority, responsible for tax collection, and 
the Minister of Finance, which lays out the tax schedules. Furthermore, the 
production and distribution of electricity is managed by a public monopoly, 
Tanesco, but is regulated in parallel by the Ministry of Mining and a regula-
tory agency (Ewura), the missions of which are overlapping. As a last example, 
the demarcation between the mandates of local government executives and 
those of officers appointed by the central government is often blurred, while 
the relationships between local government authorities, the prime minister’s 
office, the Minister of Finance and various other ministries are extremely intri-
cate. If it is sometimes hard to retrace the origins of these dysfunctions, the 
effects are almost always negative. Thus, Ewura may have its recommenda-
tions – for instance, about the pricing of electricity – overturned by a President 
fiat although they had been grounded in serious work performed by excellent 
experts. And firm managers do not tire of complaining that they must obtain 
approval from an abnormally large number of government agencies before 
they can market a new product or service.

Turning now to Bangladesh, we find a country plagued by essentially the 
same problems as those discussed above. To illustrate, the education sector 
is riddled with confusing and sometimes conflicting divisions of responsibil-
ity between multiple actors. Thus, with respect to primary schools, overall 
ministerial control lacks effectiveness because three main ministries and sev-
eral smaller authorities are entrusted with management roles. Added to this 
dysfunction are tensions and contradictions arising from the devolution of 
responsibility across central, regional, and local authorities. In these condi-
tions, chains of responsibility and accountability are unclear.

It is typically because the multiplication of ill-coordinated agencies, depart-
ments or services obeys the need to create and entrench niches where rents can 
be earned by state agents that reforming the public administration faces stiff 
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resistance. Thus, in spite of two Public Service Reform Programmes, no clear 
sign of consistent progress has been detected. The culture of recruitment of 
personnel on other grounds than ability and skills, or of promotion based on 
seniority or partisan links rather than merit, has largely persisted. In addition, 
shirking behaviour, embezzlement of state resources, and bribe-taking remain 
widespread. Poor peer monitoring and absent or perfunctory supervision are 
the most immediate causes of this predicament.

Besides a lack of coordination between different ministries and adminis-
trative units (which is again particularly evident in land matters), pervasive 
corruption at all levels of the civil service, and low transparency of decision 
processes, an additional problem undermining state capacity is the frequent 
meddling of the highest state authority in administrative decisions, such as 
we have seen for Ewura in Tanzania’s electricity sector. The financial sec-
tor, which is severely dysfunctional, epitomises the adverse effect of this last 
factor. In particular, the lack of even formal autonomy of the central bank 
is perhaps the most egregious example of institutional impediments to devel-
opment in Bangladesh. The governor of the Bangladesh Bank is thus in a 
clearly subordinate position vis-à-vis the government and the president and, 
given the tight links between state and business, vis-à-vis private bankers as 
well. Subservience to private interests has become even more pronounced as 
the Bangladesh Association of (private sector) Banks, the BAB, has recently 
gained increasing political influence. As a consequence, regulation of the 
whole banking sector is essentially ad hoc and typically unable to control 
the numerous malpractices committed by the country’s commercial banks. 
The dual authority ruling over the banking system – state-owned banks are 
governed by the Banking Division of the Ministry of Finance while private 
banks are under the purview of the central bank, itself under the thumb of the 
presidency – is an additional factor causing ineffectiveness in the regulation 
of the whole sector.

In the light of these major institutional failures, it is not surprising that 
the banking sector in Bangladesh, despite its undeniable role in financing the 
expansion of the textile industry, has shown very poor management perfor-
mance. In 2017, Bangladesh thus occupied a miserable 147th position out of 
179 countries according to the international Z-score, an indicator of the prob-
ability of default of the entire banking system. Its Z-score was also the lowest 
among South Asian countries. The main factor responsible for this disastrous 
situation is the low quality of the sector’s lending operations, which is itself 
the result of regulatory and policy capture: bankers are subject to political 
pressures to grant unproductive loans, or loans which they know will never 
be repaid by the borrowers. In addition, cases of embezzlement through legal 
insider lending – that is, to the bank’s owners or their family – have been 
reported. In such an unhealthy environment, NPLs is a major concern: while 
representing 25 per cent of outstanding loans in the early 1990s, their propor-
tion shot up to an astronomical 41 per cent in 2000.
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Effective reform measures were then taken, in part under the pressure of 
the IMF, but also as part of an anti-corruption policy led at that time by the 
BNP government. As a result, the ratio was successfully brought down to a 
reassuringly low figure of 6 per cent by the late 2000s. However, because 
the root cause of the problem, which lies in the political system of patronage 
prevailing in the country, was left untouched, the downward trend was soon 
reversed as the proportion of NPLs practically doubled during the following 
decade. Even more worryingly, while NPLs tended to be initially concentrated 
in state-owned banks, they have soon started to spread to private commercial 
banks too. Besides negatively affecting the banks’ prudential ratios, these bad 
loans have forced the banks to raise their borrower rates, thus discouraging 
private investments outside the privileged sectors (the textile industry, in par-
ticular), which have continuously enjoyed exceptionally favourable terms. To 
this shortcoming, we must add the frequent need for monetary injection in 
state-owned banks or in the bailouts of private banks.

B The Role of Incentives and Norms: The Example of Education

Education is a key factor of development, and it is even more true today for 
poor countries in need of production niches in high-value-added products and 
services. It is undeniable that enrolment rates at various levels of the education 
sector have significantly increased in many of these countries during the last 
decades. However, the achievement of high rates of enrolment and completion 
of different cycles is a smokescreen if the level of skills acquired in the edu-
cation process remains low. In blatant contrast to South Korea and Taiwan, 
where education has been remarkably performing at low, medium, and high 
levels and in technical and scientific fields in particular, our sample of four 
poor countries exhibit dismal education records if we judge by learning out-
comes. Especially worrying are the indicators measuring literacy, numeracy, 
and writing skills for children who have completed primary school. This sit-
uation, sometimes termed as one of ‘learning crisis’, is not exceptional since 
similar results have been found for other countries, particularly in India and 
Pakistan, which are close neighbours of Bangladesh. The latter country will 
receive special attention in a later subsection.

In what follows, we discuss the causes of poor performances in educa-
tion under three different headings: weak state capacity, absenteeism, and 
low teacher quality. Before addressing this task, it is worth stressing that in 
all these respects, Taiwan and South Korea have done very well. In particular, 
from the beginning of the development process, education has been consid-
ered a top priority by the political rulers. Moreover, an effective and coher-
ent administration was put in place to manage it and monitor its progress. 
Equally noteworthy is the strong demand for education among Taiwanese 
and Korean citizens, whose preferences are highly skewed toward their chil-
dren’s training. This implies that, as in many East Asian countries, parents, 
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and even poor parents, are ready to incur substantial sacrifices in order that 
their children can get proper education and raise their income prospects in 
life. Given the foregoing characteristics, it is not surprising that both the qual-
ity and the social status of teachers in this region of the world are remarkably 
high, and that teachers and school directors exert great efforts toward fulfill-
ing their duties.

1 Weak State Capacity and Institutional Dysfunction
The education sector is typically an area where it is uneasy to disentan-
gle institutional dysfunction from limited state capacity (stricto sensu). 
Still, a useful distinction is between input amounts and the efficiency in 
their use. In many developing countries, including our sample countries, 
because of insufficient state budgets allocated to this sector, input indica-
tors reflect a situation plainly unfavourable to education quality: very high 
pupil-teacher ratios, a very high number of pupils per classroom, shortage 
of teaching material, a low number of schools forcing many children to 
travel long distances, and so on. Except when the country is too poor 
to finance a vibrant education sector, and therefore needs external assis-
tance, deficient funding of the school system is attributable to low public 
spending, as a result of low general taxation and/or the low ranking of 
education in the list of government priorities. While Mozambique, where 
international donors provide key financial support for education, offers a 
good illustration of the former situation, Bangladesh comes to mind as a 
striking example of the latter. In Bangladesh, indeed, not only is general 
taxation exceptionally low as a percentage of GDP, so strong are the pres-
sures of powerful business lobbies on the government to limit taxes, but 
the country also devotes comparatively small amounts of public money to 
education, primary education in particular. The consequence of these two 
features combined is that Bangladesh has one of the lowest ratios of public 
expenditure on primary education to GDP in the world (significantly less 
than 1 per cent). Interestingly, major actors in the country formally agree 
that this situation ought to be remedied and taxes significantly increased. 
Yet, in practice, everyone behaves as though they are satisfied with the 
present equilibrium characterised by low taxes and low public expendi-
tures. This is because, as in a prisoner’s dilemma, everyone would like the 
other actors to bear the brunt of higher taxes while benefiting from better 
public goods.

The institutional dimension of the human capital problem lies in the effec-
tiveness with which inputs, however small or large, are used in the education 
process. Institutional dysfunction generally arises from deficient incentives, 
absent or weak professional norms, and the power structure. In the following, 
we illustrate these three possibilities under the headings of two major prob-
lems: absenteeism of teachers and school directors, and poor teacher quality 
and training.
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2 Absenteeism of Teachers and School Directors
A recurrent and distressing cause of low education performances is the per-
vasive absenteeism of teachers and school directors, as well as their lack of 
punctuality. While the rate of teacher absenteeism in the primary schools was 
relatively low in Bangladesh in 2006 (16 per cent compared to 25 per cent in 
India), it was estimated to be as high as 31 per cent in a survey of Tanzania’s 
schools in 2014. The latter figure is of the same order as the rate of 27 per cent 
observed in Uganda, but in 2006 (Chaudhury et al., 2006). In Mozambique, 
the situation is even worse, with a rate of around 45 per cent for both primary 
school teachers and directors in the same year. In addition to being frequently 
absent, teachers in these schools have a bad habit of arriving late, or leaving 
early, so that many pupils in the country are losing more than 50 per cent 
of the learning time they are entitled to, as a result of late start times, early 
closing, and extended recesses. These are astronomical figures, and the ques-
tion immediately arises as to what are the reasons behind such widespread 
non-compliance with contractual obligations on the part of frontline agents of 
the education system. Note that the situation appears significantly grimmer in 
the heath sector: the rates of absenteeism estimated for primary health centres 
in 2006 are thus much higher than in primary schools, implying rates reaching 
40 per cent in India and Indonesia, 37 per cent in Uganda, and 35 per cent in 
Bangladesh (Chaudhury et al., 2006).

A first possible cause is low, or irregularly paid salaries, which compel these 
agents to take up side jobs that distract them from their first duties. But this 
cannot be a complete explanation since the phenomenon can be observed in 
situations where the teacher salaries are well above the average local earnings. 
A second explanation is the absence of professional norms ensuring that the 
agent is internally punished when not fulfilling duties, say, by feeling guilt or 
shame in front of peers, parents, and others. In this respect, there are obvious 
differences between South Asia, Africa, and some countries of Latin America, 
on the one hand, and East Asia where education is highly prized, on the other 
hand.

A third explanation is the absence of effective monitoring, which entails 
the consequence that defaulting agents cannot be externally punished, thus 
encouraging them to act with impunity. This mechanism is likely to be inter-
linked with the previous one in the following sense: adequate social norms 
are prevented from emerging if a dutiful teacher who starts by abiding by the 
contract gets discouraged by seeing that others around him/her are not sanc-
tioned upon violation of the terms of the contract. In game-theoretic terms, 
agents follow a behaviour of conditional reciprocity, and the bad equilibrium 
in which everybody feels free to act according to own selfish interests comes 
into existence.

A fourth way to understand school dysfunction rests on individually ratio-
nal behaviour. Thus, if many people do not perceive significant returns to edu-
cation for their children – typically because they live in a region where there 
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are no job prospects in the formal sector of the economy – they will not send 
them regularly to school, especially so if they can employ them at home and/
or teachers are badly trained and, hence, of low quality (see the next subsec-
tion). As a consequence, parents may not consider teachers as socially useful 
specialists, and the latter lose their own motivation to regularly attend to their 
duties. In these conditions, professional norms of regular attendance fail to get 
established. In other words, a link is likely to exist between the formation (and 
maintenance) of norms and the intensity of the demand for education.

Finally, contract-breakers may feel protected by locally powerful people 
who can even be the instigator of the fraud. The existence of so-called ‘ghost 
schools’ and ‘ghost teachers’ in Pakistan, from which Bangladesh actually 
seceded in 1971, illustrates this possibility, showing that not only may educa-
tion fail to be a priority, but it may also be actively opposed by local strong-
men. The latter need not be necessarily religious leaders opposed to secular 
education and favouring religious teaching in madrasas (Malik et al., 2021). 
They may also be traditional landlords eager to prevent the emancipation 
of their dependents lest they should develop ‘unrealistic expectations’ and 
cause a shortage of cheap agricultural labour (Martin, 2016: 87). In such 
instances, school dysfunction is not (necessarily) caused by a lack of sponta-
neous demand for education, but by deliberate attempts by powerful people 
to repress it.

When they act as political leaders or brokers, reactionary landlords may 
go as far as diverting school buildings from their intended function by using 
them as cowsheds, farm buildings, accommodation for some relatives, and 
the like (Martin, 2016: 133).4 Teachers themselves are then ‘ghost teachers’ 
who rarely turn up for their duty, and place false entries into the attendance 
registers (2016: 88). Their time and energies are diverted to other uses that 
serve the interests of their patrons who protect them from disciplinary action 
(see Zahab, 2020: 82, and Gazdar, 2000, for quantitative evidence). In some 
cases, primary school teacher posts are sold by politicians and officials for 
large amounts of money, thus inducing the beneficiaries to take side jobs to 
repay their loans (Hasnain, 2008: 137). Also, it may happen that teachers 
surrender as much as half their salaries in order to escape the duty of attending 
school because they are essentially happy with the reward consisting of the 
lumpsum pension of 2–3 lakhs which they receive at the end of their careers 
(Martin, 2016: 80).

In the presence of flawed monitoring by state authorities (school inspec-
tors), a frequently proposed solution consists for schools to be monitored by 
stakeholders comprising parents of the pupils, in particular. Nowadays, this 
solution is promoted by many scholars, including economists. In Mozambique, 
for example, school councils (CEs) have been set up to precisely supervise 
school activities and denounce failures. And, yet, the results have fallen short 

 4 Moreover, schools are often of poor quality because of commissions given to contractors.
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of expectations. The underlying reasons are several, but two deserve special 
mention in the context of the present discussion. To begin with, members of 
CEs may lose their motivations to attend CE sessions because they do not 
derive any material gain, typically in the form of per diems, from their par-
ticipation. This type of behaviour would be largely unthinkable in East Asia 
and in Western advanced countries, because members of school committees 
are either intrinsically motivated or attach a high value to improvements 
from which their own children will benefit. Next is typically a power-related 
problem: CEs frequently complain that children may suffer from reprisals by 
teachers and school managers if they point to unjustified absences, lack of 
punctuality, and abuses of power or to non-transparency in the use of school 
funds. As a result, the CEs risk being pseudo-participative institutions whose 
members are coaxed to accept what is decided by the school board, thus being 
reduced to a simple role of rubber stamping. In the same logic, school direc-
tors may exert their power and influence to bring a compliant person to the 
CE presidency.

3 Low Teacher Quality and Training
To a large extent, teacher quality depends on recruitment procedures and 
training (in addition to decent salaries). That these determinants are often dis-
torted is starkly testified by the experience of Bangladesh. There, the recruit-
ment of teachers is often biased by the leakage of the written exams on the 
basis of which selection is made. Moreover, the payment of bribes may decide 
which teachers will be transferred to Dhaka, the capital city, which is equiv-
alent to a big promotion. In many poor countries, teacher training is strongly 
deficient with the consequence that the level of skills of, say, primary school 
teachers, is hardly higher than among the pupils. The reasons for this sorry 
state of affairs may vary. In countries such as Mexico, the main culprit is the 
teacher trade union, which staunchly opposes the skill upgrading of the pro-
fession. Being politically well connected, it is able to block or derail training 
reforms although they are manifestly in the general interest. The backtracking 
on these reforms by the present president, Lopez Obrador, who is himself 
close to the teacher trade union, attests to the possible influence of politics on 
teacher quality.

In another scenario, teacher training is undermined by severe budget cuts, 
which reflects the low priority that education quality receives at central state 
level or even among international donors. Thus, in Mozambique, the fast-track 
teacher training model, which abruptly reduced the number of years of training 
for primary teachers from three to just one, was seen as a way to increase the 
number of teachers in a short span of time without raising the burden of salary 
expenses (since salaries are calculated according to the length of the training 
period). If it helped contain the increase in pupil–teacher ratios, the reform 
had the devastating effect of supplying teachers with insufficient skills in read-
ing, writing, and arithmetic. In Benin, within the framework of the Structural 
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Adjustment Programme of the years 1989–92, the imposed downsizing of the 
public sector led to a severe reduction of the education budget. This caused, 
inter alia, a doubling of the pupil–teacher ratios in the poor, northern part of 
the country with catastrophic effects on teaching quality.

4 An Inspiring Experience
An inspiring experience to which we want to draw attention in concluding 
our discussion of education problems is taken from an innovative approach 
adopted in the city of Sobral in Brazil’s poor, north-eastern state of Ceara. 
Before the start of the programme, only about half of children could read by 
the time they finished primary school. After its completion, twelve Cearan 
school systems ranked among Brazil’s twenty best. The key elements of suc-
cess are: (i) the ending of the practice whereby city governments appointed 
their friends and political allies to serve as school principals, and its replace-
ment by selection procedures exclusively based on merit (as assessed in inter-
views and tests); (ii) the priority given to enhancing teacher training with, in 
particular, the strictly enforced obligation for every teacher to spend a day 
per month in training; (iii) the systematic application of city-wide tests in 
math and Portuguese for all grades by local professionals, and the payment of 
bonuses to teachers who succeeded in hitting minimum targets; (iv) the setting 
of the absolute requirement that children must master basic literacy before 
they can enter the third grade (when they are aged eight or nine); (v) the devo-
lution to cities of greater power to run their own schools; and, finally, (vi) the 
linking of a (small) part of the budget allocated to each city to improvements 
achieved in school results.

Perhaps even more decisive was an element of the policy environment. 
Sobral benefited from its unusually stable politics: the same political team has 
run the city for twenty-five years, and education was kept a priority during this 
whole period (Economist, 2021: 33–4). This condition sharply contrasts with 
the constant changes of education policy in a country such as Mozambique, 
particularly in matters of teacher training. The main lesson to draw from 
the Ceara experience is that success in improving educational performances 
very much depends on a bundle of conditions rather than a single factor. 
This is negatively confirmed by a recent randomised control trial which found 
no effect on student outcomes and teacher attendance of a scheme allowing 
high-performing teachers to receive their preferred posting in Uganda (Cohen 
et al., 2021).

C Lack of Independence and Effectiveness of the Judiciary

Since the judiciary is a critical part of the law enforcement mechanism, its 
functioning must play an important role in any assessment of a country’s state 
capacity. Another issue is the degree of independence of the judiciary. Clearly, 
in Taiwan and South Korea the authoritarian nature of the regime meant 
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that the judiciary was not independent of the executive, at least in matters 
involving freedom of expression, political organisation, and human rights. 
On the other hand, rights and obligations pertaining to the economic and 
the family spheres were effectively enforced, and this proved to be import-
ant for the smooth running of the economy and the harmonious life of the 
society. An independent judiciary in the full sense of the term was to wait 
until later, after the basis for sustainable growth and development had been 
built. Almost by definition, ‘developmentalism’ places higher priority on the 
modern transformation of the economy than on full democratisation of the 
society; the idea being that successful modernisation would naturally lead to 
the democratisation of a society, while the reverse does not necessarily follow 
(Okuno-Fujiwara, 1997: 403).

In two in-depth case studies that we conducted, Tanzania and Bangladesh, 
special attention has been devoted to the functioning of the judiciary system. 
The analysis reveals that not only is this system highly dysfunctional, but also 
its flaws go beyond problems of insufficient staffing, out-of-date equipment, 
archaic procedures, huge backlogs of pending cases, and poor communication 
of information. In evidence is the pervasive presence of corrupt practices and 
the meddling of powerful actors in the treatment of judiciary affairs, including 
day-to-day matters pertaining to the civilian and commercial domains of the 
law. It is therefore not surprising that there is such a strong distrust in judiciary 
institutions and the magistrates in many poor countries: people tend to believe 
that judicial decisions are biased in favour of those who are well connected to 
politicians or rich enough to afford paying bribes.

Expeditiousness of the judiciary system is low in Tanzania, at least if we 
judge from the situation of land dispute settlements. Backlog of cases and delay 
in settlement of land disputes are among the problems most often mentioned 
in relation to land administration. What needs to be stressed is that, in land 
and other matters, slowness of public decision making feeds corruption, as 
bribes are often demanded by officials on the ground that they know ways of 
speeding up delivery. In countries such as Tanzania and Benin, practices of 
bribe-taking persist in spite of the display of public notices in offices, warning 
that such practices are strictly forbidden (which we could verify by ourselves), 
and in spite of official anti-corruption campaigns.

As attested by testimonies in relation to Bangladesh, the situation may even 
be worse in the sense that lengthy procedures and various other tricks may be 
part of a delaying tactics intended for extracting illegal payments from both 
plaintiffs and defendants. Clerks, advocates, and judges are those whose stra-
tegic positions allow them to demand additional payments allegedly meant to 
‘accelerate’ the resolution of the case. There is thus widespread suspicion that 
actors along the enforcement chain often indulge in practices evoking piracy: 
they artificially create the problem which they then pretend to be able to solve 
against illegal dues. The difference with the aforementioned situations where 
slowness of delivery of public goods or services feeds corruption is that in 
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the present case corruption is born of calculated prevarication or fabricated 
administrative problems; that is, it is the result of malevolent manipulation.

Another salient dysfunction of the judiciary is caused by the meddling of 
powerful people in judiciary decisions. Bribes are not necessarily involved 
since political interventions may be part of an implicit contract of political 
patronage. This is attested by evidence collected in Pakistan. Thus, Lyon 
(2019) argues that one important reason why a Pakistani landlord may decide 
to engage in politics is to get a serious land conflict settled in his favour with 
the help of powerful politicians at district level. As for Martin (2016) and 
Mohmand (2019), they cite meaningful anecdotal evidence attesting that a 
political patronage system anchored at the village level enables landowners 
connected to a political machine to secure the recognition of their perceived 
rights, at the cost of bribing or intimidating judges if needed. This is especially 
true of the entrenched dynastic elite, which lord over hierarchically organised 
patron-client networks that they use as trustworthy voting blocs to endorse 
their favoured politicians (Malik et al., 2021).

What bears special emphasis is the deleterious effect of political interventions 
on professional norms inside the judiciary system. If Big Men can influence 
judicial decisions and derive direct or indirect advantages from their action, 
why should even low-ranking officials refrain from drawing small perks from 
their position? The situation is even worse when the appointment and/or the 
promotion of judges are the outcome of political and politicised decisions. In 
Bangladesh, this is true at the highest level of the judicial system since judges 
of the Supreme Court are nominated by the Ministry of Law, Justice and 
Parliamentary Affairs, itself vulnerable to high-level political pressures aimed 
at keeping political rivals at bay and buttressing the ruling political regime.

Delving deeper into the case of Bangladesh, it is possible to figure out how, 
based on perceptions and opinions of a sample of respondents, this country 
performs in comparative terms. Assessment of judiciary fairness relies on three 
indicators extracted from the Rule of Law Index of the World Justice Project 
(2019): while the first two measure the extent of inequality in access to the 
courts and in the treatment of the cases, respectively, the third one tries to 
capture the degree of corruption and bribery of the judges. Essentially, they 
converge to show that Bangladesh does not fare very well along the three 
dimensions considered. Where it performs especially poorly (with a rank of 
115 among 126 countries) is in regard of the second indicator (measuring 
the degree of discrimination in case treatment) for which it nevertheless does 
slightly better than its two big South Asian neighbours, India (ranked 117) and 
Pakistan (ranked 118).

When the expeditiousness of the judicial procedures is measured by the back-
log of pending cases, the picture which emerges is rather dismal. Civil court 
cases resolved during a recent year (2018) represent a significantly smaller num-
ber than the total number of cases received and filed, implying an increase in the 
backlog. This is clearly not a new or transient phenomenon since at the end of 
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the year 2018, more than one-fourth of the total backlog of civil cases consisted 
of cases that had been pending for more than five years. A similar deterioration 
is observed when considering the total number of civil and criminal cases, and, 
interestingly, case backlogging is especially important in the three most pros-
perous administrative divisions of the country. Among the chief reasons behind 
this worrying situation are the shortage of judges and the ineffectiveness of the 
judicial procedures which continue to be based on manual paperwork and even 
require the judges to write by hand the statements of witnesses.

The lack of independence of the judiciary vis-à-vis the executive is harder 
to estimate, and evidence is unavoidably piecemeal. A rare exception is nev-
ertheless the detailed and rather unique study of Mehmood and Seror (2019) 
for Pakistan.5 They argue that meddling of the executive in judicial matters 
does not mean that all types of judgments are biased. Decisions most liable to 
be influenced by such interference concern cases where resources valuable to 
politicians are directly or indirectly at stake (think of expropriation of private 
property by government agencies, for example). They thus show that the rise 
of religious landowning elites, taken as a proxy of democratic regression, has 
increased the incidence of court rulings in favour of the government for cases 
involving land disputes with the government, and for cases involving violation 
of human rights. In contrast, no effect is detected for ordinary criminal cases 
such as thefts. Moreover, democratic regression has reduced the quality of 
judicial decisions as measured by case delay (the difference between the year 
of the case decision and the filing year) and by merit, as proxied by a dummy 
indicating whether the decision was based on evidence rather than technical or 
procedural grounds.

Unfortunately, there are no systematic data available to explore the influ-
ence of politicians on judicial decisions for civil cases. As argued above, we 
expect civil judgments to be biased toward the clients of powerful local pol-
iticians in contexts dominated by political patronage. Are reforms showing 
promising results? In Bangladesh, the mode of appointment of the judges, 
which is critical for their independence, has apparently improved since this 
prerogative has been taken away from the Public Service Commission, and 
actual implementation seems to have occurred in 2007. Yet there is lingering 
doubt about the extent to which in actual practice the judges are appointed 
for their competence and experience rather than their political loyalty. If we 
go by the reform experience of Pakistan, however, it is possible to entertain 
hope for progress: an important reform consisting in the appointment of 
judges by peers rather than the executive appears to have produced significant 
effects in the form of more expeditious and less skewed decisions (Mehmood 
and Seror, 2019).

 5 Another exception is the recent study of the judiciary in India where the authors show that, 
against expectation, judicial decisions are not biased against the Muslim minority (Siddiqi et al., 
2021).
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ii uncertain and ambiguous property rights

A useful distinction here is between property rights over business assets and 
rights over land. Land tenure is especially important in countries where a 
significant portion of the population still depends on agriculture and related 
activities to eke out a livelihood.

A Rights over Business Assets

Together with governance failures, the weakness of property rights is the 
main generic institutional obstacle against development, which economists 
repeatedly point out in their writings on the subject. The central argument 
is that absent or fuzzy property rights impede investment and growth both 
because they cause uncertainty about who will benefit from the investment 
effort and because, by preventing asset collateralisation, they make access to 
credit difficult or impossible. Perhaps the most egregious example of such an 
adverse effect is the high risk of politically motivated expropriation follow-
ing a change of ruler, or a change of mood of the present ruler, in autocratic 
regimes. There is ample historical and contemporary evidence of this possibil-
ity as attested by the many instances in which, on the spurious ground of tax 
evasion, oligarchs have been suddenly dispossessed of their wealth and even 
thrown into jail.6 Examples run from the Ottoman empire – where reaching 
positions close to the sultan (the post of the sultan’s treasurer, in particular) 
was a dangerous step that could be quickly followed by demotion, arrest, and 
execution – to today’s countries of the ex-communist world (Russia, Georgia, 
and the Central Asian Republics, for example) or the developing world (India, 
China, Malaysia, South Africa, etc.).

The examples of Taiwan and South Korea nonetheless show that this is not a 
necessary attribute of autocratic regimes. Enlightened autocrats are indeed able 
to internalise the negative long-term effects of violations of private property 
rights on their country’s development, and they therefore stand as their strong 
guarantor. It is true that expropriation or nationalisation of business assets was 
an impending threat in Taiwan and, even more so, in South Korea. However, 
the threat would be executed only if a breach of contract was clearly committed 
by the business owner in his dealings with the state authorities. In other words, 
the risk of expropriation was predictable. As far as land property rights are 
concerned, the creation of a cadastral survey was one the priorities set by the 
Japanese authorities, which early on during the colonial period wanted to boost 
tax revenue and facilitate land transactions (Cheng, 2001: 20; Chu, 1999: 15). 
On the occasion of the radical land reforms carried out by the independent gov-
ernments of Taiwan and South Korea, these rights were duly revamped.

 6 When using the word spurious we do not mean that the accused oligarchs have not actually 
committed tax evasion, but only that it is not a distinctive behaviour that can be attributed to 
them: other oligarchs commit the same crime and yet they are not harassed or jailed.
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In our small sample of country case studies, Benin and Bangladesh are clear 
cases where property rights of Big Men are uncertain. The logic is plain: their 
rights are secure as long as the right political ruler, the one whom they have 
supported, is in power. In Benin, Ajavon bitterly experienced this logic after 
his defeat against Talon, who himself had to go into exile after his defeat 
against President Boni. Diversifying political support is the obvious way of 
avoiding or mitigating the expropriation risk, yet this may be an impossible 
tactic in strongly polarised political universes. Just think of Bangladesh where, 
until recently, a person of importance was compelled to choose either of the 
two available political sides, the AL and the BNP. Accusations of treachery or 
duplicity were easily proffered against anyone who appeared to play a double 
game. The risk is equally high for businesspeople belonging to ethnic minori-
ties, as testified by the aforementioned fate of the Gupta family in South Africa 
or the expulsion of all Indian entrepreneurs and merchants from Uganda under 
Idi Amin Dada.

It is therefore not surprising that wealthy Indian, Chinese, or Lebanese 
entrepreneurs tend to adopt cautious behaviour when they enter into the 
political game, which is almost inevitable in most countries. One fre-
quently observed tactic consists of sharing ownership with powerful local 
politicians-cum-businessmen. In Malaysia, for example, many of the bigger 
Chinese business interests have chosen to co-opt influential politicians from 
the dominant party (UMNO), as well as former civil servants from the dom-
inant ethnic group, as directors and shareholders of their companies (Jomo 
and Gomez, 1997: 364). In the specific case of Malaysia, this tactic was 
especially appropriate as the Industrial Coordination Act (ICA) of 1974–5 
provided that the development of the manufacturing sector should be aligned 
with the ethnic redistributive policies that the Malay political elite demanded 
with a view to achieving interethnic economic parity. (Until then, Malay 
businessmen had been essentially concentrated in agriculture and the public 
sector.) As a result, ‘both Chinese and foreign companies began to actively 
solicit business ties with politically influential Malays willing to lend their 
names for a price without taking on executive roles after becoming owners 
and directors of the companies’ (Bowie, 1991: 103–4, as cited by Jomo and 
Gomez, 1997: 363).7

In South Africa, to take another example, Indian-born entrepreneurs, the 
Gupta brothers, befriended the highly corrupt President Zuma and went into 
business with his son, Duduzane.

 7 While Chinese entrepreneurs are tempted by risky ventures, members of the dominant ethnic 
group are awarded privileged access to rent-earning business opportunities in sectors sheltered 
from competition, the non-tradable and the import-substituting sectors in particular (Jomo and 
Gomez, 1997: 354–5, 368). Moreover, indigenous Malay enterprises are generally assured of 
favourable government treatment, through licences, contracts, and access to finance and infor-
mation, especially if supported by influential politicians who themselves often become involved 
in business (1997: 362).

https://doi.org/10.1017/9781009285735 Published online by Cambridge University Press

https://doi.org/10.1017/9781009285735


307State Capacity and Property Rights

B Land Rights

Before delving into the intricacies of land laws, it is useful to describe the major 
types of land conflicts observed in our four in-depth case study countries, and 
to decipher their root causes.

1 Types of Land Conflicts and Their Root Causes
Another sector of property rights for which frequent complaints were made 
in the course of our discussions with national experts is land rights. This 
explains why this issue has received special attention in the cases of Tanzania, 
Benin, and Bangladesh. We have already mentioned the extremely complex 
and even confusing character of many land laws, hinting that such a feature is 
a result of the big stakes involved in the way land is allocated. What we had 
then in mind are the lands located in urban and peri-urban areas, which carry 
relatively high values. A key problem here is the uncertainty of property rights 
caused by fuzzy original rights, double sales, production of fake documents, 
and other malpractices. Disagreements around the 2013 land law in Benin 
have thus resulted from conflicts of interest between those who wanted maxi-
mum security through the provision of a five-year period during which rights 
could be verified, on the one hand, and those professionals, intermediaries, 
and public agents who rejected the idea of an authorisation period, on the 
other hand. The 2017 amendment actually cancelled the five-year authorisa-
tion period provided in the 2013 law, creating confusion and furore among 
certain circles.

Another type of insecurity may also happen in relation to rural lands, 
particularly when village lands are coveted by international plantation com-
panies. Here, the issue arises when villagers grant a concession over their 
customary land in the absence of a full understanding of the contract signed, 
or when the deal with the plantation company is made secretly by the village 
chief or the elder council for own profit. The latter possibility exists because 
of the temptation to use local power positions to unduly appropriate the rents 
obtained from the awarding of uncultivated common lands. In this instance, 
as in the case of urban and peri-urban lands, it is because the value of the 
land has suddenly increased that unscrupulous people may try to lay dubious 
claims on it, exploiting informational advantages, abusing their power posi-
tion, or both.

Rising land values or scarcity are caused not only by the growing commer-
cialisation of land-based activities but also by sheer population pressure. These 
powerful forces tend to disrupt traditional practices and customary rules, 
particularly in high-population density countries. Two types of land conflicts 
deserve special mention here, and they are both in evidence in our case study 
material of Bangladesh. First, intra-family conflicts around land inheritance 
tend to multiply when land becomes scarcer. For example, as some children 
have internally migrated to take an urban job, those who have stayed behind 
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and live on agriculture may lay claim on the customary bequest shares of 
their migrant siblings. As has been shown in the case of pre-genocide Rwanda 
(André and Platteau, 1998), such conflicts can be so pervasive and severe that 
they end up tearing asunder the village social fabric and the core institution of 
the family, setting not only members against cousins, in-laws, and more distant 
relatives, but also brothers against sisters, brothers against other brothers, and 
siblings against parents.

Relatedly, when some children have settled in a foreign country (say, India), 
and the duration of their foreign stay is indeterminate, there may be undue 
attempts to appropriate their land in the village, whether by close or distant 
relatives or by neighbours. Such attempts are typically made without inform-
ing the rightful landholder. When these conflicts, as well as others (for exam-
ple, boundary conflicts about the precise delimitation of land plots), cannot 
be resolved by informal institutions, the plaintiffs tend to go to litigation. The 
question then arises as to which laws ought to govern or guide the decisions 
of the judges.

A second important source of land disputes arises when the village pop-
ulation is heterogeneous, say because migrant farmer families coexist with 
descendants of founding lineages, pressure on land generally prompts the lat-
ter to remind the former that they possess only use rights and these rights can 
be rescinded if native families need their landholdings. The same customary 
principle, according to which freeholder rights exclusively belong to long-term 
native residents considered as the ‘sons of the soil’, is also asserted in situations 
where sedentary agriculturalists and nomadic land users, typically pastoralists, 
have claims over the same land territory. Coexistence between farmers and 
pastoralists is a ubiquitous phenomenon in Africa, not a surprising feature 
given that until recently and in most parts of the continent, land was abun-
dant and therefore used in extensive ways. Under land pressure, the customary 
rights of the herders are denied by the farmers who want to enclose their agri-
cultural plots to avoid encroachments by wandering animals.

Obviously, the tense inter-group relationships which result from these trou-
bled circumstances can easily degenerate into violent conflicts, as numerous 
examples testify. For the first situation of heterogeneity, the bloody confron-
tations between Ivorian and Burkinabe farmers in the Côte d’Ivoire, or those 
between Senegalese Toucouleurs and Moorish farmers in the Senegal river 
valley, come to mind. In these two cases, the occupation rights of the ethnic 
minority stretched over several generations so that its members perceived those 
rights as having been progressively upgraded into full freehold tenure, espe-
cially so because they had made significant land improvements. In other situ-
ations, it is migrants of a rather recent origin who settle in areas where future 
land scarcity is anticipated by the local population. This is illustrated by the 
situation of the Chittagong Hill Tracts (Bangladesh), where Bengali farmers, 
encouraged by the central government, have obtained access to land situated 
in the traditional territory of native communities of forest dwellers, gradually 
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transformed into farmers. As for the second situation of heterogeneity, we can 
think of the genuine war which opposed non-Arab agriculturalists to Arab 
herders in the Darfur province of Sudan, or of the ongoing insurgencies of 
Tuareg and other groups of herders (Fulani, for example) in some Sahelian 
countries (most notably, in the northern parts of Burkina Faso and Mali), 
or elsewhere in sub-Saharan Africa (in northern Nigeria, in the rift valley in 
Kenya, etc.).

2 The Need to Sort Out the Maze of Land Laws
The above-described issues are obviously intricate, and they all require gov-
ernment intervention, yet not of the same kind and intensity. Let us start with 
the situation of land-scarce rural areas where the population is heterogeneous, 
particularly when excruciating conflicts need to be defused and traditional 
informal mechanisms of conflict settlement are unable to come up with a satis-
factory solution. In these instances where land conflicts risk degenerating into 
a vicious circle of bloodsheds and retributive reactions, the full force of the law 
and the supreme authority of the state must obviously be brought to bear. In 
order to save the face of customary authorities, the state is well advised to seek 
some form of ‘accommodation’ terms with them (see our Chapter 1 typology 
of formal-informal interactions). A key problem here is that the state itself may 
fail to act as a benevolent ruler and side with one group against another for 
reasons of political opportunism or on the basis of identity considerations. This 
is clearly what was observed in the nasty Darfur conflict where the authorities 
in Khartoum backed the Arab herder groups (both antagonists are actually 
Muslim); in the Sahel and other areas of Africa where the rights of the herders 
have always been ignored or under-estimated; or in the Côte d’Ivoire where the 
native farmers enjoyed the support of Ivorian nationalists.

In the latter instance, however, and following a protracted period of trou-
bles threatening the integrity of the nation, the Ivorian state eventually decided 
to confirm the rights of longstanding foreign farmers to stay on their land, 
based on certified long-term land leases. Since the latter concept is compatible 
with informal rules, the solution is of the ‘accommodation’ type. The point 
remains that, when there is an inter-ethnic dimension to land conflicts, poli-
tics – and partisan politics for that matter – necessarily intrudes into debates 
around land legislation. Because political compromises may then be hard to 
find, we discover a vivid illustration of why land laws may be complex and 
even contradictory when opposite interests are confronted with each other.

We can now grapple with the issue of relationships between customary 
landholders and large-scale investors. Evidence shows that problems on the 
ground have generally not been remedied satisfactorily by state legislation and 
intervention. In a nutshell, this is because large-scale allocation of land by the 
state is frequently undertaken with no genuine prior consultation of the rural 
communities concerned. As a consequence of the absence of their informed 
consent, frustrations are likely to surge up when they come to realise that 
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they are enduring losses or that their expectations (e.g., in the form of new 
jobs) are not met. The top-down state approach to large-scale agricultural 
investments seems to be the main culprit: public authorities act as though 
they consider that rural communities do not possess useful knowledge or are 
unable to understand all the stakes involved. Not surprisingly, therefore, the 
formulae that work best are contract farming or out-grower schemes. Local 
people, then, are not dispossessed of their land and they receive valuable 
inputs, including seedlings and training in new techniques, as well as assured 
markets for their produce from the investing company with which they are 
directly in contact.

The dual tenure system prevailing in Tanzania is worth considering in some 
detail because its approach (yet not necessarily the details) is so characteristic 
of many other African countries. Under this system, most rural lands belong 
to the category of so-called village lands, which are placed under the jurisdic-
tion of village councils. Land rights based on customary tenure, which are not 
mandatorily registrable but can be backed by certificates issued by the village 
council, are either individual or collective. This implies that the land can be 
used by individual occupiers or by the community and, in the former instance, 
individuals may apply to have their private parcels surveyed and registered. 
Because the president of the republic is the eminent owner (the custodian) 
of all Tanzanian lands, a remnant of the colonial period confirmed by the 
socialist regime of Nyerere, the holders of village certificates are not entitled to 
transmit them, through sales, donation, or bequest, to somebody outside the 
village community without the approval of the village council. The intent is 
clearly to prevent land of a village from ending up being controlled by people 
alien to the village community. Inside the village community, however, rights 
acquired through bequests and purchases are valid, so that not all land is allo-
cated by village councils. But land reserved for future use can be allocated by 
these councils to needy applicants, whether villagers or non-villagers. In all 
their operations, village councils are required to sanction customary practices 
only as long as they do not go against the fundamental principles stated in the 
written law, such as equal treatment of men and women.

The Land Acts resulting from the National Land Policy (1995–9) provide 
that the status of some village lands can be changed by shifting them to the 
category of so-called general land. Formal titles of long-term occupancy (for a 
maximum of ninety-nine years) are then granted by the state to both citizens 
and non-citizens, whether in rural or urban and peri-urban areas. If the land had 
occupiers, a process of compensation is initiated. The important point is that 
external investors cannot get village land unless it has been first converted into 
general land. Persuaded that many village communities have plenty of unoccu-
pied or unused lands, the government of Tanzania intended to transfer a sig-
nificant portion of the village land area to the general land category. In actual 
practice, the dual tenure system, in which centralised control coexists with 
devolution to customary law at village level, has given rise to deep discontent 
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on the sides of both rural communities and external investors. Major reasons 
are the long and cumbersome procedures of approval (for areas exceeding 20 
ha), which themselves create rent-seeking opportunities, inadequate compen-
sations paid to the villagers, and considerable delays in their disbursement. 
An additional difficulty arises when, as often happens, there is no proof of 
ownership for parts of the village lands which, although deemed unoccupied, 
are actually used by the community as common lands or kept in reserve for the 
needs of future generations (in conditions of population growth).

Finally, it must be remarked that, despite the intentions of the lawmaker, 
the intricate land legislation of Tanzania does not actually prevent illegal land 
speculation. A habit has thus developed whereby separate villagers allow 
‘investors’ to come in and buy land parcels that do not individually exceed the 
legal threshold of 20 ha. Once these purchases are aggregated, though, they 
exceed the statutory limit. Worse, they violate the spirit of the law insofar 
as, instead of developing the land, the buyer uses it as a collateral to borrow 
money from banks, and afterward sell it by surveying and creating plots.

What about the regulation of land problems that occur in situations of 
extreme land scarcity and hit the core of community and family life? These are 
the hardest to solve and, here, there is no escape from economic solutions con-
sisting of enhancing labour absorption in agriculture and agriculture-related 
activities, and of expanding non-farm employment, whether in rural or urban 
areas. Therefore, institutions that enable these economic transformations, such 
as those put in place by Taiwan and South Korea, matter even more than land 
institutions. As attested by the experiences of many poor countries in Asia 
and Africa, legal inheritance norms, imposition of minimum viable farm size 
(below which any sale of land is prohibited), and similar measures produce 
weak or no effects. This being reckoned, it is in conditions of great scarcity 
that land titles, based on sound surveying and adjudication procedures, are 
most needed. Two major problems must nevertheless be overcome. First, titles 
cannot achieve their objective if land dispute settlement institutions are not 
effective and if judges are corruptible. (As one Kenyan farmer put it to one of 
us, ‘a title is worth less than a bribe to the judge’.) Second, for titles to become 
widespread enough, an effective land administration must exist capable of not 
only surveying, registering and formalising land rights, but also of updating 
land registries systematically.

Evidence is not reassuring if one judges by the situation observed in many 
countries of Asia (Bangladesh and India, for example) and Africa. In Tanzania, 
where land is rather abundant, very few rural residents hold occupancy certif-
icates (the Certificates of Customary Rights of Occupancy, or CCROs) aimed 
at securing their individual land parcels. One key problem is that the village 
land must be properly surveyed, and its land boundaries duly demarcated, 
before the ministry for land affairs can approve its regularisation and issuance 
of individual land certificates by the village council can proceed. The whole 
procedure takes several years to complete. In addition, only a small proportion 
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of Tanzanian villages have land use plans, a precondition for transferring land 
to the general category. And, finally, only a minority of land records are found 
in the land registers with the consequence that cases of multiple titles for the 
same piece of land are not uncommon.

In Benin, another country where land is rather abundant, the initial 
approach to the formalisation of land rights was more decentralised and pro-
gressive than in Tanzania. It opted for a scheme, known as the Plan Foncier 
Rural, in which land demarcation is based on the community and undertaken 
on demand: only those villages which feel the need for a survey of village 
lands and their certification are eligible, and in each of them a committee 
is tasked with identifying and demarcating all parcels situated on the vil-
lage territory.8 Thereafter, customary land ownership is formally and legally 
documented in the form of transferable and collateralisable land certificates 
which, as in Tanzania, may be individual or collective. A clear advantage of 
this scheme is that it supplied convenient and fast services for obtaining legal 
proof of landholding rights and for carrying out land transactions. Yet it was 
soon to be called into question and telescoped under the pressure of external 
forces combined by the preference for centralisation of some politicians. A 
reform was thus initiated (in 2004–5) under the impulse and with the support 
of the Millennium Challenge Corporation (MCC), with the explicit purpose 
of ending legal dualism and streamlining and centralising the administra-
tion of land rights. Responsibility for implementation of a new Land Code 
(the Code Domanial et Foncier) was vested in a newly created agency (the 
ANDF), the central idea being to transform rural land certificates and urban 
residence permits into full-fledged titles. Aware that the issuance of titles is a 
time-consuming process, the lawmaker authorised the issuance of a new, tem-
porary attestation de détention coutumière to replace the previous certificat 
de propriété foncière. Land sales continued to be permitted through conven-
tions or through officially sanctioned contracts.

What is worthy of note is that only a minority of villages demanded the 
demarcation of their lands under the initial scheme and, even in those in which 
demarcation took place, the proportion of land certificates to the total number 
of parcels surveyed was typically low. The only exception comes from villages 
where migrants form a significant portion of the local population, thus con-
firming the idea that local demand for land documents varies greatly depend-
ing upon the specific context of rural communities, and that their heterogeneity 
is an important variable (together with population density). It barely needs to 
be added that the subsequent reform was unsuccessful.

Further confirmation comes from a recent study (Broka et al., 2021) con-
ducted in the pineapple development scheme in one of the richest parts of the 
country, not far from the two main commercial cities in the south (Cotonou 
and Porto Novo), which shows that rural land markets are quite active despite 

 8 This operation includes the mapping of customary ownership in the form of a full land survey.
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the fact that most producers have no land certificate. Thus, a significant propor-
tion of the plots owned have been acquired through outright purchase rather 
than through inheritance or gifts.9 Looking at all the pineapple plots under cul-
tivation, more than a third of them have been rented in by the possessor, and 
if traditional land loans are included, the proportions are much higher.10 Even 
more strikingly, most land transactions have been made through strictly infor-
mal channels. Regarding the land rental market specifically, barely 60 per cent 
of the deals made by men rest on a written piece of paper while the proportion 
goes down to barely 45 per cent for women in couple. In these cases, moreover, 
the great majority of the land deals (about 85 per cent) are attested by a simple 
paper carrying the signatures of the two transactors and their witnesses (in the 
remaining cases, there is no witness). Hardly anyone has therefore followed 
the prescribed legalisation procedure before the competent court. And yet land 
disputes seem to be rather rare.

Compared to Tanzania and Benin, Bangladesh, as in neighbouring India, is 
in a radically different situation: population pressure on land resources is so 
high that land titling is necessary. However, as stressed earlier, land titling is 
not of much use if land records are not regularly updated, and the judiciary 
cannot rely on proper registry evidence. This is, unfortunately, the grim sit-
uation observed in South Asia, and, in these conditions, it is no coincidence 
that citizens distrust the land dispute settlement procedures even though there 
are other reasons behind their poor performances. Together with the noxious 
presence of corrupt and opaque practices, with which land acquisition and 
compensation procedures are riddled, particularly in relation to the creation 
of SEZs, the failure to keep valid records of land transactions is probably the 
most severe institutional dysfunction of land administration in Bangladesh and 
the whole region.

The lesson seems to be the following. In land matters and for rural areas par-
ticularly, a great deal of flexibility, decentralisation, and respect for informal 
arrangements is desirable. In the context of multi-ethnic societies governed by 
a plurality of norms, the ambition of the state to regulate land tenure rights in a 
top-down and uniform manner, without due consideration for the role of local 
agencies and semi-formalised mechanisms, is doomed to end in disappoint-
ment and failure. The main reason for involving communities in any process 
of land rights formalisation is that land issues are intimately related to other 
aspects of the village social life, so that mishandling them can have major con-
sequences beyond the strict domain of land-related management and activities. 

 9 Exact figures are: 40 per cent for men, 52 per cent for women whose husband is absent, and 29 
per cent for women living alone.

 10 Exact figures are: 39 per cent for men, 48 per cent for women in a relationship, 35 per cent for 
women whose husband is absent, and 32 per cent for single women. If traditional land loans 
are included, the proportions rise to 48 per cent, 64 per cent, 45 per cent, and 46 per cent, 
respectively.
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Evidence suggests that, as long as communities can function on the basis of 
informal rules, which they themselves devise and enforce, the state should not 
intrude into their land institutions or, if it does, it should do it with caution and 
restraint. It is to the special situations which require its intervention, and which 
have been identified above, that it should devote much of its attention and its 
formalisation efforts. In terms of the terminology used in Chapter 1, formal 
institutions or rules should substitute for informal ones in extreme situations 
while they should complement them in more ordinary circumstances.

iii conclusion

Politics has an enormous influence on state capacity. When the regime is 
rooted in political clientelism and cronyism, the money needed to mobil-
ise and maintain support is obtained not only from donations made by big 
business leaders and from embezzled state budgets, but also from kickbacks 
extracted by low-level officers and channelled up the bureaucratic hierarchy. 
As substantiated by evidence from India, Pakistan, and Bangladesh, sales of 
desirable posts and locations in the administration, through appointments, 
promotions and transfers, are a pivotal mechanism of rent appropriation 
ultimately intended to grease the oil of the political machinery. Insofar as 
frontline officers are induced to take decisions that maximise rent extraction 
and these decisions run counter to the citizen’s interests, the socially harm-
ful effects of this mechanism can be substantial. Ghost teachers and ghost 
schools are an extreme example of the immense social cost that may result 
from rent-generating policies.

Political capture of the bureaucracy can yield another, less well-known unde-
sirable effect: because in the logic of this capture, administrative departments 
operate as feudal fiefs under the control of political bigwigs, coordination 
between them is made intrinsically difficult, thereby hampering the effective-
ness of development policies. In fact, the problem may be worse than just poor 
coordination if it consists of fierce struggles about gaining control of lucrative 
rent opportunities embedded in some key ministries or departments (police, 
customs, tax administration, land planning, to cite the most important).

Lacking state capacity may also stem from factors that have nothing to do 
with politics, however. Thus, if bad educational performances may arise from 
policy neglect reflected in small budgets and poor monitoring, from reaction-
ary rural landlords working to undermine schooling efforts at local level, from 
bureaucratic dysfunction and/or the lobbying corporatist pressures exerted by 
trade unions, they may also be caused by a lack of professional norms leading 
to teacher and school director absenteeism. In turn, absent norms may ulti-
mately appear to be the consequence of a low demand for education in areas 
deprived of job opportunities where returns to schooling can show up.

Turning to property rights, and land rights in particular, their uncertainty 
and ambiguity may be traced not only to undue meddling of politicians on 
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behalf of influential people or to malpractices at the level of the state bureau-
cracy (land surveyors, architects, and the like), but also to unenforceable laws 
that prescribe unrealistic procedures or unattainable standards. The root of 
the problem may then lie in an incorrect appraisal of the genuine demands 
of the people, a lack of consultation with them (such as is typically the case 
with investments by large foreign plantation companies), unnecessarily slow 
and cumbersome procedures, or inappropriate attempts at systematisation and 
uniformisation of enduring informal rules and practices. Ill-advised external 
pressures by donor organisations informed by their own Western standards 
may actually be responsible for the latter type of dysfunction.

Finally, malfunctioning of the judiciary may originate in a variety of causes, 
which go beyond illicit political interference and corruptibility of judges and 
magistrates: poor equipment and staffing resulting in slow treatment of the 
cases, low quality of the personnel, imprecise or non-enforceable laws (see 
above), outdated working procedures, and unreliable documentary sources 
(e.g., land registries).
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Conclusion

In this chapter, we begin by summarising the central contributions and the 
main lessons of our whole exercise. We then address the question of their  
possible implications for development assistance.

i major lessons

Three important contributions have resulted from the present endeavour. 
First, we have proposed a methodology aimed at enabling us to navigate one’s 
way through the data and information that need to be collected to form a 
sound institutional diagnosis. Clearly, the approach proposed consists of two 
major phases: an exploratory phase during which international databases are 
mobilised and local expert opinions collected, and an in-depth analysis phase 
intended to probe into strategic sectors or domains where institutional obsta-
cles appear to be especially salient. This meso-level institutional analysis is 
itself preceded by an economic diagnostic based on the twin concepts of growth 
engine and structural transformation, the latter being itself rooted in the dual 
economy framework initially proposed by Arthur Lewis. As we have found, 
poor countries tend to be characterised by the absence of a clearly identifiable 
growth engine (Tanzania), an artificial or unsustainable engine (Benin), a mis-
leading engine based on resource rents (Mozambique), or a working engine at 
risk of misfiring (Bangladesh).

Our second contribution consists of the lessons learned from the institu-
tional analysis: if institutional hurdles and the sectors of the economy where 
they manifest themselves are not necessarily identical between countries, behind 
them stand generic issues or problem areas. The identification of these issues 
provides us with a privileged instrument to penetrate into the institutional ter-
ritory of a country, more particularly into its parts that matter for long-term 
development. Our attention has thus been drawn to institutional aspects that 
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have been largely bypassed or generally under-estimated by economists and 
international experts to this date: the role of initial conditions with special 
attention to geographic and demographic conditions; the quality of political 
leadership and state autonomy; state capacity (including property rights, and 
land rights in particular); the nature of state-business relationships; the func-
tioning of the judiciary; bureaucratic failures with special attention to coordi-
nation problems between its various parts; and the role of informal exchanges, 
including those mobilised for illegal transactions.

Moreover, crucial interlinkages between some of these core problems have 
been brought to light. For example, state capacity failures are often better 
understood when they are explicitly related to the political regime. This is 
typically the case when teacher absenteeism is caused by a political system 
of clientelism dominated by quasi-feudal local elites. Or, poor coordination 
between key administrative departments is more likely to be serious and dif-
ficult to remedy in contexts where these departments are viewed as political 
fiefs by the incumbent ministers and their close circles. To take a final exam-
ple, formal property rights cannot be effectively enforced if the judiciary sys-
tem is dysfunctional and, in particular, if magistrates and judges are prone to 
corruption. In the latter instance, indeed, cash notes carry more value than 
a land title.

As our third contribution, we have proposed the early development expe-
riences of two East Asian tiger countries, South Korea and Taiwan, as useful 
benchmarks for putting the findings emerging from our four case studies in 
a broader perspective. The idea was not to use South Korea and Taiwan as 
models to be replicated but, more realistically, as guides susceptible of attract-
ing our attention to important institutional dimensions of development. The 
generic issues of the role of initial conditions, the quality of political leadership 
and state autonomy, and state capacity have thus come out as key entry points 
into the Taiwanese and South Korean experiences of successful development. 
Furthermore, the critical importance of state-business relationships, which 
came out of our four intensive country case studies, has been fully confirmed 
by our review of South Korea and Taiwan at the time they were more or less 
at the same development level as these four countries.

There are several important and more specific lessons to draw from the 
comparison of the development experiences of our 4+2 countries.

Countries may have their own path to development. The fact that countries 
as apparently similar as Taiwan and South Korea, two showcases of develop-
mental states, exhibited some significant differences in their mode of struc-
tural transformation, further reinforces this point. In particular, while South 
Korea’s growth has largely rested on the dynamism of large firms, small and 
medium-scale enterprises have played a significant role in the economic devel-
opment of Taiwan. On the other hand, if the comparison is made between these 
two countries and Western Europe, we can confirm the idea of Gerschenkron 
(1962), according to which the role of the state increases with the distance 
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between the take-off time of a country and the take-off time of pioneer coun-
tries. Relatedly, authoritarian regimes have been, and continue to be, a frequent 
occurrence in presently developing countries, whether in Africa, Asia, or Latin 
America. It is therefore not surprising that we have found them repeatedly 
in our small sample of countries (Kérékou and Talon in Benin, Nyerere and 
Magufuli in Tanzania, the Frelimo in Mozambique, Ershad, Ziaur Rahman, 
and the two begums in Bangladesh).

In most cases, however, strong leaders have not been to the task, essentially 
because they failed to see the critical role of private incentives in development 
and, in some cases, to check corruption in the ruling clique. Those criticisms 
cannot be levelled against South Korea and Taiwan. In spite of their having 
many trappings of a socialist state, including economic planning and the cen-
tralisation of politics in the form of a single party rule, their political leaders 
understood that sustained growth cannot be achieved if sufficient space is not 
created for market forces to exert their competitive pressures. On the contrary, 
they have exhibited great skills in mobilising private initiative and devising 
performance-based contracts in their relations to the private sector. It is prob-
ably not coincidental, therefore, that East Asian past leaders have inspired the 
present regimes of Presidents Kagame in Rwanda and Talon in Benin, although 
in the latter instance the profile of the autocrat somewhat differs from those 
of his counterparts in Taiwan and South Korea at the time of independence. 
The short-lived regime of President Magufuli in Tanzania comes as another 
possible illustration of the authoritarian way to development.

The quality of political leadership is clearly a major factor of successful 
long-term development. A developing country needs effective leaders able to 
conduct its destiny with the help of a team of technocrats in charge of set-
ting economic priorities. This implies the existence of an autonomous state 
immune to pressures from private lobbies and to large-scale corruption, as 
well as its backing by an efficient bureaucracy. Moreover, it is essential that 
such leaders prevail over the whole critical period during which the basis of 
the economy’s structural transformation is laid, which implies that the ‘good’ 
leader remains a sufficiently long time in power or is followed by successors 
endowed with similar qualities. This condition has been fulfilled in Taiwan 
and in South Korea, although in the latter case the country had to wait for the 
demise of the corrupt leader who seized power at the time of independence. In 
some other instances, the inverse, less favourable scenario unfolded with ‘bad’ 
leaders succeeding ‘good’ ones. Thus, in Pakistan, the early rule of Ayub Khan 
held the promise of an effective state-directed development, yet was succeeded 
by regimes which, starting with Bhutto and continuing with Zia ul-Haq and 
Pervez Musharaff, reformed the country’s institutions in a way that deeply 
changed the rules of the political game. In short, they destroyed the auton-
omy of the state and the independence of the bureaucracy by encouraging 
the politicisation of the administration and the subordination of civil servants 
to elected politicians. Less calamitous is the experience of Indonesia where 
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President Suharto, a strongman who abolished politics and co-opted the army, 
gave a powerful and consistent impulse to the modernisation of the country 
during the long period of his rule (no less than three decades). It is on the basis 
of clear priorities decided at the top that business cronies were allowed to carry 
out the national plan. By contrast, President Joko Widodo (popularly known 
as Jokowi), who did not hail from the army or the country’s elites, ended up 
frustrating the many hopes that his election raised among ordinary citizens. 
Mostly adept at entrenching his power through vast co-option of potential 
rivals, he let his cronies set the priorities. Damage has been more limited than 
in Pakistan because the engine of sustainable growth had been set into motion 
before his advent to power.

As we also learn from the East Asian experience, including post-1978 main-
land China, an effective state-directed development is grounded not only in a 
successful industrial policy but also in sizeable investments intended for rap-
idly expanding the country’s infrastructure and its human capital. In doing so, 
major attention needs to be paid to quality factors. This is especially evident 
in the case of education where performance must be measured not so much by 
admission or graduation rates as by learning outcomes.

ii implications for development assistance

Our review of the four countries selected for intensive study has revealed that 
lack of insulation of the state from private business interests, faulty economics, 
and poor state capacity have largely contributed to disappointing development 
performances. Foreign assistance can help enhance the quality of the bureau-
cracy and to better manage the economy, but only in so far as bureaucratic 
effectiveness and quality of economic management do not depend on political 
factors. In reality, however, many institutional failures are traceable to the way 
political forces in a country play out.

Because almost all country diagnoses have so far ignored this basic truth, it 
is no surprise that hopes placed by Western donors in the development pros-
pects of particular countries have been frequently dashed. Upon careful look, 
disappointment has been caused not so much by the sheer ignorance of politics 
as by the influence of rather naïve views underestimating the complexity of 
political economy mechanisms. This has been recently testified by the disas-
trous experiences of Western aid in countries such as Haiti, Somalia, Libya, 
Iraq, and Afghanistan. Moreover, because political patterns are influenced 
by the historical path of a country, its geopolitical situation, and particular 
aspects of its social fabric and culture (think of the role of clans and other 
traditional entities, of immigrant entrepreneurs, religious movements, regional 
and ethnic divisions, and so forth), any political economy analysis needs to 
be country specific. This does not mean that there are no common features 
between certain countries, but they should not be assumed a priori on the basis 
of superficial examination, and specific features should be investigated.
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A first lesson is therefore that donors need to have a good knowledge of 
the countries it deals with, particularly with respect to the dimensions that 
our study has shed light on. Examples abound where interventions were made 
without sufficient information about potential backlash effects, without proper 
cognisance of impinging informal institutions (e.g., land tenure rules, contract 
enforcement mechanisms, exchange and credit relations) and their resilience, 
or without due awareness of the complex interests at stake. Second, since 
politics strongly affects development results, a donor cannot ignore the role 
of governance, and this implies that aid allocation decisions must necessarily 
be made on the basis of a needs-governance trade-off. In addition, the donor 
must decide whether the aid awarded is going to be effectively monitored with 
inevitable sanctions when fraud is detected. We have seen that in some cases, 
donors have shown a lot of laxity in the presence of a series of well-published 
scandals, presumably because stopping aid also involves costs for the donor 
country (due to fixed costs of establishing the aid link, to the harm caused to 
geopolitical interests, or to the ensuing losses for its own business firms). Also, 
their readiness to use ad hoc measures to bypass the implications of gover-
nance indicators is to be questioned.

As shown in Bourguignon and Platteau (2021a, 2021b), the advantage of 
using donor monitoring is that it increases the chance of poor and badly gov-
erned countries to be eligible for aid, provided, however, that the initial gap 
between their governance quality and the quality observed in other poor but 
better-governed countries is not too large. Budget aid, grounded in the idea 
of partnership between donor and recipient, is evidently not recommended 
when conditionality needs to be imposed by the former on the latter. When a 
donor deals with poor and badly governed countries whose populations cry 
for external assistance, project aid, and to a lesser extent programme aid, seem 
advisable. The reason is that such aid modalities are more easily monitored, 
in part because they may be implemented by NGOs or private companies con-
tracted by the donors. An extreme case is the mode of intervention favoured 
by China when financing and building infrastructural facilities in Africa. Since 
monitoring intensity may be tailored to the specific governance situation of 
each recipient country, recourse to project aid need not be systematic: appro-
priate for so-called fragile countries, it may be largely dispensed with in poor 
and better-governed countries.

Devarajan and Khemani (2016: 21) make the point that, when government 
failures are the result of politics, priority ought to be given to aid modalities 
for which citizens’ ability to hold the state to account is maximised. In short, 
aid should primarily aim at promoting citizen engagement and transparency 
(2016: 21). In the same line, Wade (1985: 488) stresses the need to strengthen 
the rules of public disclosure or accountability to curtail corruption. This pre-
scription raises the moot question as to whether aid should aim to improve 
governance directly or, rather, to lay out the infrastructural basis of long-term 
growth, promote better education, health and technical training, and reduce 
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poverty. We submit that the latter option should be followed but strict condi-
tions and rigorous monitoring should be attached to the disbursement of aid 
so as to make it as effective as possible: in this way, aid-related governance 
rather than general governance can be improved. Moreover, whenever peo-
ple’s participation and self-assertion are an important prerequisite of success, 
as in many rural development programmes, the donors must encourage the 
underlying processes. In many cases, this may require that on-the-ground inter-
ventions are entrusted to non-government organisations, or similar types of 
associations, both local and international.

We thus believe that general governance in recipient countries is not sus-
ceptible to being exogenously modified, whether by demanding public trans-
parency or otherwise. Placing great hope in the ability of foreign actors to 
initiate changes in governance is bound to lead to disillusionment, and it may 
even happen that such attempts will spark nasty backlash effects. As already 
suggested, the more realistic solution consists of applying aid allocation rules 
based on comparative country performances weighed down by considerations 
of intensity of needs and coupled with a serious monitoring of the aid use. 
On the other hand, as the Taiwanese historical experience testifies, improve-
ments in state accountability and the promotion of a civil society evolve 
gradually and are the outcome of development rather than its prerequisite. 
Furthermore, if economic liberalisation was largely undertaken under foreign 
pressures, political liberalisation was to a great extent an endogenous process, 
in which even the authorities eventually participated. The problem is of course 
more complicated when political leadership is lacking, say because the clique 
in power is corrupt or the ruler has unrealistic views regarding the country’s 
growth potential. It is in this sort of especially hard circumstances, however, 
that effectiveness in aid use should arguably be a major preoccupation of the 
donor community.

There is a snag, however. Endogenous or co-evolving progress toward polit-
ical liberalisation is more difficult today than it was at the time Taiwan and 
South Korea developed. The reason is that globalisation and the accompany-
ing exposure of elites and middle-class people to modes of living and values 
in developed countries, including democratic aspirations, cause their prefer-
ences to change more quickly than ever before. As a result, restrictions to free-
doms have become less acceptable to people, the educated classes in particular, 
thereby requiring a greater measure of people’s indoctrination, internal repres-
sion and isolation from international influences. The examples of Russia and 
China come to mind here. This reality thus points to a tragic dilemma for 
which no satisfactory resolution seems to exist. And ominous consequences for 
the international order also follow.
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