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This report describes the activities of IRIS in the Second Quarter of Fiscal Year 1992, from 
January to March, as well as the activities that IRIS has programmed for the Third Quarter, April-
June. The report concludes with a summary of how these activities represent progress towards the 
program goals for its second year that are described in the IRIS FY 1992 Annual Plan. 

IRIS Activities in the First Quarter (see also the attached quarterly reports for the Mongolia, 
Nepal and Poland buy-ins). 

1. Work in Particular Countries 

a) Nepal. 

The Delivery Order on Economic Liberalization was signed on February 12. The following 
activities were conducted under its auspices. 

The Ministry of Industry requested IRIS assistance in developing a "One-Window System for 
Foreign Investment" and a similar facility for domestic investors. Mark Huisenga, Associate 
Director for Field Programs, traveled to Kathmandu in March for this purpose. The concept of 
a one-window system for Nepal is, in part, an outgrowth of a Forum co-sponsored by IRIS 
and several Nepalese private sector organizations in Spring, 1991. Many countries have 
successfully instituted such business registration systems. Uniform treatment of investors, 
process transparency, and stability of rules and procedures, as well as recourse for disputed 
decesions, provide necessary checks and balances in well-functioning business registration 
systems. 

Huisenga advised the Ministry of Industry on specific steps for eliminating and simplifying 
many of the existing business registration requirements. This advice contained two distinct 
elements: first, developing a draft policy for a new business registration system and, second, 
conducting an economic and social analysis of the Ministry of Industry's draft "Foreign 
Investment and One-Window Policy." This analysis allowr' pointed out several flaws in the 
ministry's existing approach to these issues, particularly the unequal treatment of foreign and 
domestic investors, and the opacity of an ad hoc and ill-defined decision making process for 
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approving foreign investment. 

This advice has been summarized in three documents, "Analysis of the Foreign Investment and 
One Window Policy," "One-Window System of Business Registration Proposed for Domestic 
and Foreign Investors in Nepal," and an IRIS Country Report on the subject, "Options for 
Reform of the Business Registration System: Nepal," by Huisenga and Christos Kostopoulos. 

The second activity for which IRIS assistance was requested concerned the liberalization of the 
Nepalese airline industry. Steven Morrison, a nationally renowned expert in airline 
deregulation and pricing issues from Northeastern University agreed to assist IRIS in this 
assignment. He toured three Nepalese airfields, talked with pilots and officials of Royal Nepal 
Airline, briefed private sector user groups and met with ministry officials. Mark Huisenga 
identified and set up meetings with many of the key individuals. In a report to the Ministry of 
Tourism, Morrison developed pricing recommendations, offered specific reasons why anti
competitive proposals favored by several Nepalese participants in this debate would be 
counterproductive, and pushed for free entry and unregulated pricing with safety regulation. 

Expected Impact 

These visits provided Nepali decision makers and user groups with information about the costs 
of not hberalizing the industry registration and licensing requirements of business in general, 
and of not liberalizing the airline industry in particular. Huisenga and Morrison specified 
concrete proposals that could be turned into rules or legislation. Finally, they made contacts 
with the user groups that are most likely to advocate liberalizing reforms. 

FutureActivity Under Consideration: 

1) IRIS will monitor reform of the system of registering domestic and foreign businesses. 

2) Possible additional activities will take place with regard to airline pricing. 

3) Working with Nepali legal experts IRIS plans to identify and translate into English 
laws affecting private sector activities, and to propose changes where appropriate. 

4) Efforts are underway to bring a Nepali-bom U.S. economist into the project to reside 
in Kathmandu and coordinate the analysis, drafting and advocacy efforts. 

5) IRIS is discussing with the Mission and Steering Committees activities involving 
improvement of laws affecting the private sector, removal of subsidies and the 
framework for privatization. 

b) Chad 

The delivery order for Chad became effective on February 6. Preparatory activity has been 
undertaken and an April trip is planned to begin work in country on identifying the issues and 
collecting the relevant information for the Donor Roundtable. 
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Future Activity Under Consideration: 

In addition to the April trip, projected Third Quarter activities include identifying experts to 
work on specific issue areas for the donor conference, bringing those experts to IRIS to brief 
them on the goals of the donor roundtable and Chad's current political and economic 
condition. 

c) Costa Rica 

Preparations for the conference on public choice were accelerated in the Second Quarter. 
Publicity for the essay contest that is part of the conference was created and distributed, and 
the participation of William Niskanen as keynote speaker was confirmed. The conference will 
deal with such issues as the size of government, rent-seeking, the effect of politics on the 
delivery of social services, and the channels through which pressure groups exercise influence. 
Reform strategies are expected to arise in the course of the event. 

Future Activity under Consideration 

The delivery order to IRIS for organization of the conference is expected to be approved in 
late April. The Conference itself will occur at the end of the Third Quarter, on June 12. 

Expected Impact: 

It has become increasingly clear, particularly with the events in Peru, that democratic 
institutions cannot be taken at face value--that national elections do not automatically
constitute a functioning democracy. At the same time, it has become evident that liberalization 
policies cannot be considered in isolation from the political institutions and environment in 
which they are implemented. The conference on public choice in Costa Rica will address 
precisely these issues in a country that currently confronts significant liberalization challenges,
before an audience that is in a position to affect both the structure of political institutions in 
Costa Rica and the course of liberalization. 

d) Indonesia 

In March, IRIS Director Charles Cadwell travelled to Indonesia to present a talk on the "Role 
of Law and Economic Development" as part of a two-day conference in Jakarta. The meeting 
was convened by EKUIN - the Coordinating Ministry for the Economy, Trade and Industry
and sponsored by USAID/Indonesia. Participants debated whether a de-emphasis of 
government's role in the economy would promote growth or lead to less "equity." 

No specific recommendations were expected from the conference, but a series of problems 
were identified, most of which suggested that the passage and implementation of laws was a 
source of great inefficiency and uncertainty for Indonesian entrepreneurs. 

Expected Impact: 

To underline for developing country policy makers the importance for economic development 
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of law and the way law is made is and essential first step to launchin:g legal reforms. Talks 
such as these are also important in discovering the opportunities and difficulties for legal 
reform in particular countries. For example, a pervasive but unspoken issue at the Indonesian 
conference was the fear held by Indonesians that legal reforms would aid Chinese-Indonesian 
business interests. 

e) Newly Independent States (former Soviet Union) 

In late March, the Principal Investigator of IRIS, Mancur Olson, and the Director, Charles 
Cadwell, spent two weeks in March speaking to a wide variety of academic and business 
groups in Moscow. These discussions had three objectives: one, to transmit to them the 
importance of particular political and legal institutions to the success of the transition to a 
market economy; second, to gather information on the prevailing political and legal 
environment; and, third, to develop contacts with the groups and individuals with whom to 
collaborate in the event that two projects proposed by IRIS and others are accepted. 

The need for a variety of steps to increase economic literacy among policy leaders was 
emphasized by letters from the Chairman of the Supreme Economic Council and from several 
research institutions. In addition, development of curricula in economic and translations of 
key books in economics and collective choice was emphasized. 

Future Activities: 

IRIS has proposed two activities in the former Soviet Union. One would be a joint effort with 
the Harvard Institute for International Development and the International Center for Economic 
Growth. This project would provide the necessary economic education, first, to policy makers 
to enable them to enact sensible economic legislation, and, second, to the general public, to 
provide the public with a broader understanding of the fundamentals and rationale of a market 
economy. The second proposed project would be undertaken jointly with the International 
Executive Service Corps. Its purpose is to identify those problems that hinder local or foreign 
investment, to educate policy makers about the nature of the problem, and to draft and 
implement with local groups and policy makers the solutions to them. 

f) India 

In January, the Field Director for IRIS, Robert Thorpe, travelled to New Delhi at the invitation 
of the USAID Mission to participate in a conference on "Environmental Management in Indian 
Industry," held on January 22. The seminar was sponsored by the Federation of Indian 
Chambers of Commerce and Industry in cooperation with USAID/New Delhi and the United 
States Foreign Commercial Service in New Delhi. Thorpe spoke on "American Environmental 
Regulation: Institutional Models of Conflict and Cooperation," the procedures through which 
environmental regulations are determined in the United States, with particular emphasis on a 
mechanism known as negotiated regulation. 

In response to a request to Thorpe by the Ministry of Industry and the Federation of Indican 
Chambers of Commerce and Industry (FICCI), Philip Keefer identified some of the basic 
literature and prepared a briefing paper on the important issues involved in designing 
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bankruptcy policy. The literature and briefing paper were sent to India in early February. 

Expected Results 

The Thorpe's talk apparently broke new ground for the Indian audience, by highlighting the 
importance not only of rules but of the rulemaking procedure. Indian business representatives 
were surprised by American requirements of on-the-record rulemaking, that agencies explain
their decisions, that affected private parties be consulted, that on occasion consensus is 
achieved, and that economic analysis and cost-benefit evaluation are standard parts of the 
regulatory repertoire. They expressed interest in more intensive activities to learn about 
adapting such concepts to the Indian regulatory environment. 

An interview with Thorpe on similar subjects appeared in the March 23, 1992 edition of the 
New Delhi daily newspaper THE OBSERVER. 

FutureActivity: 

Mancur Olson will travel to India in May to give several talks to audiences that include 
members of the National Institute of Public Finance and Policy, the Indian Statistical Institute, 
the Institute for Economic Growth and FICCI. In addition, he plans to be the luncheon 
speaker at an ICEG conference at the facilities of the Indian Council for Research on 
International Economic Relations. 

2. 	 Dissemination of information to build awareness of the role of institutions in economic 
development: 

a. The volume from the 1991 IRIS-IPR Prague conference, The Emergence of Market 
Economies in Eastern Europe, has been published by Basil Blackwell's Publishers and 
is now in bookstores. In addition, approximately 150 copies were distributed to 
persons who are key participants in the debate over aid to Eastern Europe and the 
Newly Independent States. 

The book was favorably reviewed in the Journalof Baltic Studies. 

FutureActivity: 

IRIS, with the financial support of the publisher, Blackwell's, is sponsoring an April
25 luncheon/discussion with Larry Summers and William Niskanen (see WAFER, 
below), 	following which the book will be given its official public presentation. 

b. 	 WAFER, the Washington Area Forum on Economic Reform, is designed to draw the 
attention of development decision makers, a large number of whom are in Washington, 
to institutional issues and reforms. 

On February 10, Yujiro Hayami, a prominent agricultural economist who has 
pioneered the examination of the institutional underpinnings of many types of markets,
including rural credit, commercial, labor and land markets, presented two talks, both 
sponsored by IRIS and the Dept. of Agricultural and Resource Economics at the 
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University of Maryland. The second of these two talks, "Towards a New Paradigm for 
Land Reform," was given as part of the WAFER series. Twenty-five officials from 
the World Bank, the IMF, the Agency for International Development, and area think 
tanks, including the International Food Policy Research Institute, attended the seminar. 

FutureActivity: 

On April 24, Lawrence Summers, Vice President of the World Bank, and William 
Niskanen, President of the Cato Institute, will each present a short talk on the topic, 
"Is America First Good for America? How Much Aid, How Much Trade?" 

On June 19, Senator Patrick Moynihan is scheduled to give his talk on "Ethnicity after 
the Cold War." 

c. 	 The Principal Investigator presented five talks during from January-March, 1992, at 
George Mason University, Nuffield College, Oxford, the University of Warsaw and 
Moscow State University. At Case Western Reserve University, he gave the McMyler 
Lecture on the topic, "Why is Economic Performance Even Worse When Communism 
is Abolished?" His Moscow lecture was entitled, "Why Privatization should not be the 
Top Priority." In addition, he discussed a talk given by former Soviet official Abel 
Aganbeygan at the University of Maryland. 

d. 	 The Director of Research, Christopher Clague, organized a session at the Eastern 
Economic Association meetings on "Institutional Economic Development: New 
Directions in Research and Policy" and presented a paper on that panel that was was 
commented on by John Blackton of USAID. 

FutureDisseminationActivities: 

The fourth IRIS Update will be issued early in May. 

On May 14-15, Mancur Olson, Christopher Clague, Philip Keefer, from IRIS, and a 
Georgetown University Law Center Professor, James Feinerman, who has worked closely with 
IRIS on the Mongolia project, will give papers at a talk on "Law and Economic Development" 
at the meetings of the American Association of Law and Economics, at the Yale University 
Law School. 

3. 	 IRIS Scholars and Fellows Programs 

Six IRIS Scholars and Fellows were chosen in mid-February. They were selected from a pool 
of 35 applicants. 

The six awards totalled $106,500. The recipients were: 



7 

Scholars: 

Richard H. Clarida and Ronald Findlay (Columbia University): 
"Government, Growth and the Gains from Trade." 

Randi Ryterman and Barry Ickes (University of Pennsylvania and Pennsylvania State
 
University):
 
"On the Selective Nature of Capital Markets in Emerging Market Economies."
 

Peter C. Ordeshook (California Institute of Technology):
 
"Secession, Vetoes and the Electoral Institutions of Federalism."
 

Ashok Kotwal (The University of British Columbia):
 
"The Political Economy of Agricultural Policy Making in India."
 

Christopher Marks (Princeton):
 
"Decentralization and the Potential for Effective Local Governance in Senegal."
 

Fellows:
 

Peter Murrell (University of Maryland, Economics Depart.ment):
 
"Institutional Reform and Foreign Trade in Eastern Europe."
 

Expected Impact: 

These proposals either aim to uncover information on the political and economic institutions of 
former socialist or developing countries that is essential for effective policy both in and 
towards those countries (the work by Ryterman, Ickes, Murrell, Ordeshook and Marks), or they
seek to derive predictions about the relationship between political institutions and economic 
outcomes which have so far proved elusive (when do certain rent-seekers succeed, and when 
do they fail?). The work by Clarida, Findlay and Kotwal fall under this category. 

Future Activity: 

IRIS will be making another round of awards in April. In addition, plans are in place to 
accelerate research dissemination, including, in many cases, the preparation of summaries that 
are accessible to a wide audience and that identify the development concerns addressed in the 
papers. Full-scale implementation of these plans will proceed when research staffing increases 
in September. 

4. Research 

Besides the research activities connected with other aspects of dissemination, a team at IRIS is 
continuing its efforts to compose an Index of variables that are considered to be crucial 
indicators of the quality of a country's institutions. By March of 1992, all known efforts to 
systematically collect institutional data had been identified and computerized. In the next three 
months this data will be cleaned up and variables will be tested to ensure that they bear the 
hypothesized relationship with such other variables as economic gtowth and equity. 
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5. 	 Sevarate Legal Organization (URCI: University Research Corporation International) 

During the quarter progress advanced toward May submission of a proposed novation 
agreement for the core Cooperative Agreement, as well as the Basic Ordering Agreement. The 
novation would be to University Research Corporation, International, a non-profit entity 
affiliated with UMCP. This follows through on UMCP's commitument at the time of this 
grant to establish a separate, non-state, entity for IRIS. 

Expected Impact: 

As was mentioned in the last quarterly report, the productivity of funds that have been 
committed to IRIS should rise substantially with the introduction of procedures that are quick 
and effective. 

Progress towards Achievement of Second Year Objectives Established in IRIS FY 1992 Annual
 
Plan
 

1. Buy-ins for Mongolia and Poland have resulted in substantial IRIS involvement in the 
development of critical institutions in both countries. Among these can be numbered 
the land law in Mongolia and the draft collateral law in Poland. 

2. 	 Substantial efforts have been made to initiate similar activities in the Newly 
Independent States. In two proposals to USAID, RIS has formulated a plan to deepen 
and broaden economic education, using some of the lessons learned in Mongolia and 
Poland, and to work closely with business leaders, academics and policy makers to 
push through necessary institutional reforms to facilitate domestic and foreign 
investment. 

3. 	 The development policy community continues to be a target of IRiS efforts to increase 
awareness and understanding of the importance of institutional issues for economic 
development. The dissemination of The Emergence of MarketEconomies in Eastern 
Europe, the WAFER lecture by Yujiro Hayami, and the distribution of IRIS working 
papers 	all contribute to this. 

4. 	 Research contests: While not necessarily the model for future efforts, an essay contest 
will be part of the Costa Rica conference on public choice that IRIS is organizing for 
June. The essays are to explore the political roots behind particular economic policies 
and their success or failure. 

Major Activities Anticipated for the Third Quarter (April-June) 

conference on Public Choice in Costa Rica; 

in-country preparations for the Chad Donor Conference; 

monitoring of progress of business registration reforms in Nepal; drafting of appropriate 
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statutes for the implementation of these reforms; 

accelerated and intensified research dissemination efforts; 

a WAFER event with Lawrence Summers and William Niskanen, and the official introduction 
of The Emergence of Market Economies in EasternEurope; a June 19th presentation at 
WAFER by Senator Moynihan; 

selection of a new round of IRIS Scholars; 

continuing and intensifying reform efforts related to the Poland and Mongolia projects,
including advocacy of specific legal reforms in several areas (land in Mongolia and credit in 
Poland, among others); 

continuing the elaboration of the IRIS Index; 

the continuing development of an IRIS initiative in the Newly Independent States, in response 
to feedback from continuing experience in Poland and Mongolia, academic work, and the 
development community. 

Attachments: Quarterly Reports for Nepal, Mongolia and Poland 

Christopher Clague's presentation at the Eastern Economics Association 
Meeting, "An Institutional Approach to Comparative Advantage" 

Three IRIS working papers by Hoff, Braverman and Stiglitz; Srivastava and 
Patel; and Hoff 

Mancur Olson's talk, "Why is Economic Performance Even Worse when 
Communism is Abolished?" (see also Poland Quarterly Report attachments) 


