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This report describes the activities of IRIS in the second quarter of Fiscal Year 1993 (January -
March, 1993) as well as the activities that IRIS has programmed for the next 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 1993 Annual
Plan.

IRIS Activities in the Second Quarter (for a review of activities in Chad, Mongolia, Nepal
and Poland, see attached quarterly reports)

1. Work in Particular Countries

a) India

On February 5, Dr. Isher Ahluwahlia visited the IRIS Center and spoke on economic
reforms in India at a luncheon seminar at the University of Maryland at College Park.
Dr. Ahluwahlia, who is currently a Research Professor at the Centre for Policy
Research in New Delhi, has played a major role in framing the current debate on
Indian industrial policy reforms. The seminar was sponsored by IRIS and the UMCP
Office of International Affairs.

A number of articles on IRIS have been published in India. At the end of December
(12/28/92), the Economic Times, a national newspaper, published an article about
Maucur Olson and his work. In January of this year (1/31/93) the same newspaper
carried an article featuring the proposed IRIS-India collaborative project. In February,
the Times reviewed the IRIS Prague conference volume, The Emergence of Market
Economies in Eastern Europe. Most recently, in mid-March the Financial Express carried
a full page cover story on IRIS and the proposed IRIS-India project in all of its Sunday
editions throughout India. Copies of the articles are attached.



Future Activities:

IRIS is planning a Worldnet tele-video conference in May among Washington, New
Dethi, and Bombay on the topic of incentives and economic reforms in India. The
goal of the Worldnet session is to involve leading Indian researchers in discussions of
the research agenda that is at the heart of the proposed IRIS India project, and to
cornmunicate the importance of institutional incentives and the role of special interest
groups in India.

IRIS will co-sponsor a conference on "Economic Liberalization in South Asia" at the
University of California at Berkeley, California. Mancur Olson will give a talk about
reform prospects and political constraints in South Asia, and Dr. Satu Kdhkdnen will
make a presentation about the proposed IRIS India project.

Also in April, IRIS will co-sponsor with the UMCP Office of International Affairs a
mini-conference on "Economic Reform in India, Bangladesh and Nepal" at the
University of Maryland at College Park. Several IRIS staff will speak at this
conference.

Expected Impact:

India is still at an early stage of economic liberalization. Acceleration is difficult both
because of technical questions that must be answered, and because of almost
irevitable political opposition. If concrete policy options, well-supported theoretically
and empirically by sound economic analysis, are available before liberalization
measures are proposed, these difficulties can be reduced. The IRIS collaborative
research process, and the technical and strategic advice it can provide, are expected to
provide valuable support for the preparation of studies that contribute to the process
of liberalization.

b) Madagascar

The main activity of the IRIS Madagascar project during this quarter involved the
final preparation and delivery of the IRIS Report on the Environment For Investment in
Madagascar: Institutional Reform For A Market Economy. This report, authored by Hilton
Root of the Hoover Institute, was the product of an assessment mission which he took
to Madagascar in August of 1992 along with Roger Jantio of Sterling International,
Professor Michael Krauss of George Mason Law School, and Professor Alain
Levasseur of Louisiana State University Law School. This project had two interrelated
goals. The first was to examine the labyrinth of government bodies which foreign
nationals and Malagaches must negotiate to make an investment in Madagascar.
While there was some discussion of adapting a "guiche unique” in order to simplify
the investment process, much work needed to be done in order to examine the
efficacy of this proposal. The second goal of the project was to assess the legal
environment for the investment process and to make recommendations for the reform
of the judiciary and other legal institutions. The final English version of the IRIS
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Report along with a draft French version were submitted in February to the USAID
Mission in Madagascar. The French version was revised by the Mission and
distributed in Madagascar after the close of the quarter.

T'he IRIS report made several observations and recommendations with respect to the
legal environment, the investment process and governance reform. Madagascar’s
economic future depends on creating a legal environment that will encourage
indigenous and foreign investment in the nation’s vast economic potential. The
government is currently unable to provide physical and institutional infrastructures
that attracts investors. The under-reporting and export of profits, as well as the
proliferation of informal markets for many goods and services deprive the
government of the resources for necessary services. However, the efforts of economic
actors to evade compliance with official controls reflect an economically irrational
regulatory environment. This report discusses some of the questions which
Madagascar must address before it can hope to attract investment. Some of these
issues include whether the rules of the game are subject to rapid change or reversal;
whether the procedures for changing the rules are arbitrary or whimsical; whether
the rules of the game are clear and fair to all players. Other questions include the
availability of information about economic opportunity and political decisions; the
extent of bargaining between groups that hold economic privileges, and the
accountability of regime officials. Finally the report considers whether regime
officials are able to make commitments, what sanctions exist to ensure the
government lives up to its obligations and what degree of independence the legal
system enjoys from influence by the legislative and executive branches of government.

IRIS uncovered evidence suggesting that the present legal and regulatory environment
offers potential investors inadequate protection from the risks of arbitrary seizure or
capricious decision-making by bureaucrats. The legal system does not afford
adequate remedies in the case of bankruptcy or non-contractual damages (torts).
Similarly, property rights are not adequately specified or protected. The stability of
long-term macroeconomic policy is uncertain. The judicial system is not adequately
protected from political influence. Because the bureaucracy is not adequately
insulated from executive authority, it cannot credibly protect investors from arbitrary
rule enforcement. Indigenous investors do not have the same rights as outsiders. The
rights of citizenship for key players in the domestic economic system are not assured.
Recourse for the settlement of commercial disputes is lacking and as a result traders
require secondary social sanctions before they are willing to engage in trade. Key
figures in the political hierarchy possess market power that deters competition. The
judicial system cannot provide protection from arbitrary behavior of government
officials.

Solutions that can be immediately implemented as well as those that require time and
significant training are proposed in this report. For example, a private system of
dispute settlement is reccommended. Traders who do not comply with decisions of
arbitrators will acquire a reputation that will reduce their capacity to find future
partners. The existence of a system of arbitration will allow reliable partners to
distinguish themselves. A mechanism to establish reputations would increase
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confidence and reduce some of the contractual problems that arise during economic
expansion.

Training judges and lawyers in international commercial practices and law will take a
long time, but must begin immediately. The report also recommends a simplified
process for making investment decisions. Investments should not have to pass an
elaborate screening process unless they are of a strategic nature. The ministry
responsible for the screening should have sufticient powers to override other
ministries should an impasse arise. A private agency that can offer investors reliable
information about economic opportunities as well as the costs of doing business in
Madagascar will be helpful. Mechanisms to coordinate economic decision-making
between state and private sector representatives are also suggested in order to
facilitate the dissemination of information about rules and their enforcement to all
parties. The report also advises that conflicts of interest and the abuse of executive
authority be constrained by a new constitution.

The report concludes that the level of investment needed to support growth will not
occur until the legal and regulatory environment offers satisfactory solutions to each
of these problems.

Expected Iirvact:

Private sector activity in Madagascar is obstructed by significant regulatory, legal and
political deficiencies, ranging from excessive and excessively arbitrary regulation of
business to an inadequate judicial system to a chaotic macroeconomic situation
brought on in large part by the unrestrained use of government resources for the
private purposes of some officials. The expert studies provide a clear indication of the
extent of these phenomena incorporated in the IRIS Report, describe their devastating
impact on economic activity, and offer directions for future reforms.

Future Activities:

IRIS hopes to have a team in place in Madagascar in August and September to work
on issues of legal and financial reform and to prepare for a Round Table on these
issues and the IRIS Report.

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

a. On November 18, IRIS provided assistance for the organization of a discussion
on "Democracy: Should It Be the Goal of U.S. Foreign Aid?" Senator Richard
Lugar was the featured speaker. Mancur Olson also made some remarks.
Approximately 80 people attended this event at the Carnegie Center for Peace.

b. On March 4, a WAFER was held with Yegor Gaidar, former Acting Prime
Minister of Russia. He spoke on "Prospects For the Russian Economy: The
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Next Three Months and Beyond." This event was held in the UJ.S. Capitol, and
approximately 150 people attended. In his address Gaidar stressed the
importance of targeted assistance to Russia. He said that to ensure that the
reform process continues in Russia it is important to convince retiring military
officers, managers of state-owned enterprises, and white collar women (the
largest proportion of the unemployed) about its benefits. He also emphasized
the need to train economists, lawyers, and accountants to carry out the
essential reform of Russia’s institutional arrangements. Gaidar met with senior
government officials, members of the U.S. Congress and addressed a dinner
sponsored by the Freedom Forum. During his visit plans were drawn for a
joint proposal to support research related to the transition. That proposal will
be submitted to USAID in the third quarter.

IRIS Principal Investigator Mancur Olson made seven presentations in this
quarter. At the meetings of the American Economic Association in Anaheim, 5
- 7 January, he presented "Political Upheavals: Collective Action and Inaction,”
and was a discussant of five other papers. On February 22, he shared the
podium with Senator Richard Lugar in discussing the topic of "Democracy:
Should It Be the Goal of US Foreign Aid?" On February 25, he gave a seminar
at Williams College on "Dictatorship, Democracy and Development.” On
March 12, he spoke at the University of Montreal on "Repression, Rebellion,
Dictatorship and Democracy." On March 13, he gave the Virginia School
Lecture on Political Economy at George Mason University, on "Why is
Economic Performance Even Worse After Communism is Abandoned?" On
March 25, he testified before the United States Senate Finance Committee on
the effects of the budget deficit. Finally, on March 26, he spoke at the Society
for the Advancement of Socioeconomics on "From Interests to Morals: The
Unity of Motivation Across Occupations and Roles."

IRIS Director of Research Christopher Clague presented "PPP Puzzles: Food
Prices, Agricultural Prices and the Cost of Living in America” at the meetings
of the American Economic Association in Anaheim on January 10. He also
presented a paper, “Strategies for the Transition to a Market Economy: Theory
and Evidence,” at the meetings of the Society for the Advancement of
Socioeconomics in New York on March 27.

[RIS Asscciate Director Philip Keefer and Research Associate Steven Knack
(also with The American University) attended the Annual Meeting of the
Public Choice Society March 19-21. They presented two papers that grew out
of the IRIS Index Project: "Public Expenditures and Economic Performance:
Do Institutions Make a Difference" and "Institutions, Increasing Returns and
Economic Growth." Keefer also presented "Checks and Balances, Rent-seeking
and Economic Development.”

Eight papers were added to the IRIS Working Paper Series:

Christopher Clague, "PPP Puzzles: Food Prices, Agricultural Prices and the
Cost of Living in America," IRIS Working Paper No. 37, January 1993.
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Mancur Olson, "Why Are Differences in Per Capita Incomes so Large and
Persistent?" IRIS Working Paper No. 38, January 1993.

Karla Hoff and Andrew Lyon, "Optimal Sequencing of Lund and Credit
Market Reforms in Developing Countries: A Theoretical Perspective,” IRIS
Working Paper No. 39, January 1993.

Peter Murrell and Yijiang Wang, "When Privatization Should be Delayed: The
Effect of Communist Legacies on Organizational and Institutional Reforms,"
IRIS Working Paper No. 41, February 1993.

Roger R. Betancourt, "The Economics of Retailing: Perspective and
Prospective,” IRIS Working Paper No. 42, July 1991.

Herschel I. Grossman, "Robin Hood and the Redistribution of Property
Income,” IRIS Working Paper No. 43, December 1992.

Herschel I. Grossman, "Production, Appropriation and Land Reform," IRIS
Working Paper No. 44, November 1992.

Peter Murrell, "Reform’s Rhetoric-Realization Relationship: The Experience of
Mongolia,” IRIS Working Paper No. 45, November 1992.

Two reprints were added:

Herschel I. Grossman, "Foreign Aid and Insurrection,” Defence Economics. IRIS
Reprint No. 16, April 1992.

Roger Betancourt and David Gautschi, "The Demand for Retail Products and
the Household Production Model," Journal of Economic Behavior and
Organization. IRIS Reprint No. 17, November 1989.

Expected Impact:

The WAFER series, the talks by IRIS staff and the dissemination of working papers
and reprints on issues related to institutions and/or development create opportunities
to present to a variety of audiences the importance of institutional concerns in many
different contexts. The addition of papers by a renowned scholar such as Herschel
Grossman, and by a widely recognized expert on the transition of centrally planned
economies such as Peter Murrell, helps to ensure that the working paper series is
viewed by development professionals as one of the most reliable and high quality
sources of the latest developments in the analysis of institutions and economic
development. In the pursuit of this goal, systematic efforts are underway to
disseminate papers from this list to development professionals.



Future Dissemination Activities:

Aside from continuing talks to a variety of audiences, and a WAFER event involving
a discussion by Japanese parliamentarians and others of the role of Japan in the
world, particularly in the developing world, IPIS is working to bring the list of
working papers and reprints to as broad an audience as possible.

3. IRIS Scholars and Fellows Programs

In February, ten IRIS Scholars and three IRIS Fellows were selected. Their topics
follow:

SCHOLARS

Shlomo Angel and Stephen Mayo (Urban Development Division, The World Bank):
Measuring the Effect of the Regulatory and Institutional Environment on Housing
Sector Performance: A Global Perspective.

Abhijit Banerjee (Department of Economics, Harvard University): A Simple
Framework for Understanding Corruption.

Timothy J. Besley (Woodrow Wilson School, Princeton University): The Role of
Informal Finance in Household Capital Accumulation: Evidence from Taiwan.

Jon Elster (University of Oslo): Constitution-Making in Eastern Europe.

Russell Hardin (University of Chicago): Liberalization and the Collapse of the Soviet
Empire.

Joseph P. Kalt (John F. Kennedy School of Government, Harvard University) and
Stephen Cornell (Department of Sociology, University of California, San Diego):
Cultural Norms, Effective Self-government, and Economic Development on American
Indian Reservations.

Yew-Kwang Ng (Monash University): The Transformation of the Ownership System
in China: A Preliminary Study.

Julie Anderson Schaffner (Department of Economics, Stanford University): Employer
Size, Wages and the Nature of Employment in Peru.

David Stark (Department of Sociology, Cornell University): Property Forms and
Enterprise Governance in Hungary.

Mariano Tommasi and Cesar Martinelli (Department of Economics, University of
California, Los Angeles): Optimal Sequencing of Economic Reforms under Political
Restraints.



FELLOWS (University of Maryland)

Katharine Abraham (Department of Economics) and Milan Vodopivec (The World
Bank): Dynamics During the Transition of a Socialist Economy.

Allan Drazen (Department of Economics). Explaining the Volatility of Capital Flows
into Latin America.

Karla Hoff (Department of Economics). The Costs of Policy Intervention by a "Soft"
State.

John-Robinson (Department of Sociology). Survey of Entrepreneurial Activity in
Russia.

4, IRIS Research

The IRIS Index: Papers from the Index were presented at the Public Choice Meetings
in New Orleans in March. Work on the this project continues to generate
relationships between democracy and growth, and several intermediate variables.

Expected Impact

Research into the determinants of growth is growing by leaps and bounds, both in
quantity and prestige. Conclusions from this literature, such as the importance of
equipment investment for economic growth, have captured the attention of high-
ranking policy makers. The role of political and legal institutions in the growth
process remains in the background, however. Among the contributions of the IRIS
Index Project will be to introduce institutional variables systematically into this
literature.

Progress towards Achievement of Third Year Objectives Established in IRIS FY 1993/94
Annual Plan

1. The Democracy Initiative: Participation as an Economic Development Strategy:
The methodology IRIS has employed in project implementation, most recently
through the Company Law Workshop in Nepal, has been to solicit input from
all interested parties in the preparation and advocacy of reforms. IRIS
attempts to establish by example the efficacy and benefits of transparent
decision making that allows for ample feedback from all affected segments of
society. Moreover, in Chad and Madagascar, IRIS is exploring reform options
that directly touch upon democracy issues, including the independence of the
judiciary.

2. Implementation of field projects: IRIS has engaged in extensive recruitment
efforts for the Long-Term Advisor position in Chad, which are expected to
conclude in May. In Nepal, IRIS has seen the breadth of i‘s activities increase
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substantially, and in June expects to bring foreign experts to Nepal to advise
the Nepalese about contract law, securities regulation and offshore banking.

3. Development of additional field projects: As indicated above, substantial
efforts continue to be made by IRIS to develop a program to build up the
capacity of Indian researchers to conduct research on policy and institutional
reform. [RIS continues to work on developing a buy-in in Madagascar.

Finally, discussions have been underway in Mongolia, Poland and Nepal for
extensions of existing buy-ins to continue the activities that IRIS has begun in
those countries. Collaboration is ongoing with Robert Klitgaard to develop a
large-scale investigation of the potential of spontaneous institutions for
generating economic growth. These efforts are in addition to those expended
to initiate institutional reform activities in the Newly Independent States.

4. 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. This community has been well-represented at the
WAFER sessions involving Senator Lugar and Yegor Gaidar. In addition, IKIS
publication activity shows marked expansion.

Major Activities Anticipated for the Period April - June, 1993

WAFER with Japanese parliamentarians;

WorldNet with India and conclusion of buy-in negotiations;

Expansion of activities in Nepal, including the hiring of several foreign experts;

Extension of Mongolia, Nepal and Poland buy-ins;

Continuing elaboration of the IRIS Index.

Attachments: Quarterly Reports for Chad, Nepal, Mongolia and Poland
Eight working papers and two reprints.



SUNDAY

Mancur Oison's
institutionaf pash

.
.

AVANGE\\/;
ANEYEFOR

TOMORROW

~ ‘Transition to a market-led system does
+ ".not end with the scrapping of state-controlled -
economics. It starts with it. As countries across the
. world attempt to navigate the twists and turns of
‘thange towards an open economic order, there is a
‘need for a multi-disciplinary approach to reform.

We in other words probably need IRIS,

says Srivatsa Krishna.

A\



I

' " unate. Only in retrospect does

l It appear a!:uvhe. Indeed, at
s first sight, the rise and decline
. of nations iuubsdt?'eamu of
time presents a seemingl conun-
drum. What then ase thz umq\l?e‘ factore
(at sct apan the winners from the losers
afhang nations? Further, what s the reason
{Rr some nations faring spectacularly at
000 Ume and downg badly at other times?
Whatindeed are the reasons for the curtent
rush of nauons worldwide towards
ciinocracy and markews? And finally, is
rifist of human civilization on the correct
grewih path that will yltimately get the
best out of each individual and indeed
reward him as well?
+nBeonomists, political scientists, sociol-
o(i.iommdmmmpologim from across the

ideological spectrum have been providing .

g rous answers (o theseand other ques-
tyoms. But it is difficult indeed 1o find a
salution that combines the insights of all
e above and is yet refreshingly different.
W Prof. Mancur Olson, Chairman

“Principal Investigator of the IRIS
LInstitutional Reform and the Informal
Sector) does so with adminable finesse.
Not only does he dare 10 traverse unex-
phored lermitory ofinstitutional economics
but more importantly

ferenbes in economic performance ‘wers

oot merely due (0 the varying smounts of

superiority, human
or other resources available 1 different-
countries.

Recent economic history shows that .

ity 10 save nor the
oct apart the suc.

neither the
abundance of re

cess slonies from those who frled. Indeed,

almost always, the former have been dis-
linguished because of the superior quality
(and not quantity) of their organisations
and instituuons. While recogusing the
importance of other factors also, the [RIS
project preaches that development
depends chiefly on institutions.

INSTITUTIONAL IMPEDIMENTS

Institutions offering poor structures

of incentives, are at the root of
floundering Third World economies

The above constitutes the broad frame-
work within which the forthcoming IRIS
project seeks (0 operate. There are two
mam purposes of the IRIS project: First, &t
endeavours to enlarge knowledge about
the role of institutions through research
and secondly, it sceks to promote institu-

tional reform in the

SV oo th Informal scomioenSs
mbus

L 8 Srvpmndenad

o
project contends tha! a market
economy requires, among other things,

Institutions that prov

ide secure individual

rights, 10 ensure that individuals and the
firmas they create, best advance their intet.

esu by being as produc-
live as possible and by

—engaging in mutually

beneficial trade. Simi-
larly, a society cannot
aave much borrowing
and lending or obtain
many of the other gains
frommunially advanta-
geous trade unless indi-
viduals and firms have
the right 10 make con-
tracts with ooe another
that will be impartially
enforced.

Thus for a private

he says things that few third world and in coun-
have said before. His tries undergoing transi-
ing thecries tica from communism
nalyses are bound by providing technical
Sulcrve as a guide for and  organisational
all eccuomies in dis- asgistance,
TURsA. &8 they meander 4 History has shown
Uit way through the 81" that the mere disman-
%M and uncharted | uing of 2 communist
ath®of transition 10 sysiem does not lead t0 .
démpcracy and mar- a0 sutomatic swilch
kans,: over 10 & market mech-
usFhe essential dis- anism_ Jt requires insti-
inction between futions that most people
deemative economic : in the economically
is the extent to e developed world take
govemments . for granted, but that the
plice markes or , "Policy-makersin emerging economies of
narkets t%)'lce ~v-  Indla, pay lip-service i!mem Eurmgpe. AL:;.
=maments. The ongoing rica i
five towards the mar :o please labour .r't'ld America usually do not
& world-over, ingi- + farmers, butcovertly e Funner, mogt of
:sedmore of the later  favour industry, which  ihese societies are char-

idthe expense of the . |g the most procuctive
- A8 in every- ' goetor, Institutions in

" else, here (0g

b8 00 one single’  d@veloping countries
) are rendered Ineffec-

' gystem avail
bleand invariably one
as 10 strike a balance
aween the desirable
Ad-"the not-so-desir-
bik“elements in esch.

nlicy-makers across the globe, are con-
this onerous occupe-
bn, by trying 1o create s set of incentives

umnaly engaged in

tive by coaiitions.”
MOHAN NARAYANAN

DGMand EA fo MD, Escorts Lid.
S .
tons of concern (0 the [RIS are the rules

that structure incentives 10 stimulate pro-
duction and mutually advantegeous trade,

acterised by different
degrees of social, eco-
nomic, lechnological
and political schri-
rophenia. As such, the
challenges that a

plex.
The main Institu-

memn, & powerful indivdual may physi-
cally possess something, but no one has
any socially enforceable rights, that is
there is po private property wiihout gov-
emment.

On the other hand, just as govenments
are essential for individual rights, if they
choose 10 unilaterally suspend or ex-
propriate them. Herein lies a powerful

x—that susuined economic deve-

mayrequire govemments that are

strong enough (o last indefinitely, yet so

limited and restrained that they do not use

thelr overwhelming power to abrogate
individual rights.

These presumptions, in & nutshell, are
some of the reasons as 1o why {nstitutional
reform is a fresh and promising approach
10 economic development. With this
approach the [RIS project will not only
stimulate innovative and soclally useful
research, but will also provide a new kind
ve organisations

nd Institutions that seek W0 gamer the
et put of each individual in society, in
dex.10 schieve the larger objectives of
&ﬁ st decade saw some nations scal-

w peaks of schisvement whils oth-’

and that provide the legal framework for

mm’““ﬁ'}maumﬁ
centr

ls Gt institutions (n the unsuccessful

economies of the Second and Third

Worlds offer poor structures of incentives

of assistance ©0

mwwmumavm;m

Thls research and assistance will help |
interested countries develop the instite- -

qucdedbmme

T

prosperity and ,

. o

Cop!

economy 0 thrive one
e tions Calins:  winany kind of an
* tracts sysiem and these economic system,
in tum require a stable  the role of institutions
Jﬁi mwu‘”: Is important. So are
only in mable devel- otherfactors. With
m democracies that  gomeone 2s erudite as
is & widespread  prof Mancur Olson at
e it the helmof the IRIS
ong lerme: ty
of such rights. Thas, . project,itisin
m kis M,wqid;: safe hands.”
countries m KAUSHK BASU

world with the highest
per capt po Professor of Ecornpmics, DSE
stable democracies.

There is a strange dualism in govem-
ments that partly explains why the institu-
tions needed for successful development
are not more generally nnderstood or more -
widely used. In the absence of goven-

A\



T D A A rodnd
tiled ‘Cooperaddn] Conftict,

Bomic Wh%
oy bu%&ﬁulw-ﬁve

ars. The paper srgues, “ eCONOMsts pro-
Teus vide a menu of policies

which suit varying

3
3

:

i

astes; which policies -

grouporide free (-ather chan bear apartof.
sy of the costs incurred by the group 10
bring about any positive change), most of
ruch groups do not take pains 1o dring
sbout any change in the economic inozn-
tives or (o increase the size of the overall
societal pie. Instead, all such lobbies and

groupe e copient with gngaging in distn-

butiane! struggles for.a Larger slice of the
existing'economic ple. | s

As such, most societies be it the older
dev democracies like Britsinor the
newer {action-riddled ones like India (that
readily lend themselves 1o the formation
of soch disgribytional coalitions) are

trapped in the tweezer-tike grip of stanted -

economic Economic policy is &
past of the mmub“mumm
these groups. It is perhaps the main
ment by which the spoils are distridated
smong them,

His work evinced a particularly signifi-
cant tnderest during the recent US elec-
tions when the concepe of a Grid-Locked

.and lobbies is govermment (A govemment beld in grip :
ous relavance by various interest groups) gained car-
bere.” rency. Olson believes that social science |
would gain much if it is viewed and anal- |
ysed in & bolistic and integraied manner |
for many of the contemporary issues '

M
i
43

HMHE
Egﬁgaﬁgﬁg

interplay
groups in Indian society.

Prof. Mancur Olson’s work, re
classic in mainstream political economy,
provides answers 1o the above comun-
drum. His much acclaimed works are: The
Logic of Collective Action and The Rise
and Decline of Nations. In these works, he
alte 0 portray and predict the - rich the various disci-
behm:u of vuiousyimuut groups and  plines themselves. “The oligopolistic
fhommu within a society a&d asto ho; . ‘l;h':edmls d\?en:: i; power of intarest

ey influence or capture the course inv in three broa roupsish oen
policies that a nation ultimately chooses kinds of activities: g'm.'""::x ‘:::m".ln
to follow. First, providing assis- P

e el propesets snalyeethe
wiy ice, - 58 10 ana
THE CONCEPTUAL CRADLER cai know-how, legal P'::: of coalitions In

Anstion's development coursaly  sisnceandindevel-  gog 0 g oubil

determined b ded opment strategy formu-
mmm.mycm “aﬂ:m.:' lation. Secondly, it is expenditure policles at

B

andthelr interpla engaged in research on the State level.”
amelrivierpsy broud insirutonal and DA GOVIOA AAG
The core of his thesisis thatin every soci- policy issues and NPFP

cly there exist numerous interest groups,
cliques and lobbies. Quite often there is no
single group that dominates sociely as a
whole, but in fact there exist a few large
and many small lobbies which ase fighting
for political and economic space. Over
lime almost all stable societies, sccumu.
late many such interest groups and lobbies
who make policy-making by the go-
vernment both, slow and contentious.
Olson's logic contends that due w the

Thirdly, it seeks o dis- aee——

seminate’ information

to improve the understanding of institu- |
tions 10 growth and reform throogh

meetings, publications and individual
consultations, Already IRIS expers
have done commendable work in these
dreas in Nepal, Poland, Chsd and
Mongolia. )

Mounted on a blockbuster format, [RIS
hopes 1o involve a number of individuals


http:woxks.he

LTV RRVTRYVINVIVIV ILRN TRV ST YY
field of economics and’
political science [from
within India to chart out
policy aliematives that
will assist the ongoing
process of cconomic lib-
eralizationn. The [RIS
Center is located al the
University of Maryland st
College Park and its.
worldwide projects
receive financial suppor;
from the United ]
Agency for Incemationnl

fust hand eapenerke il insiiuuooa
reform.

The institutions tnvolved are in no way
concerned to accept RIS’ logic and they
are [ree 10 come (0 their own inferences
also. To paraphrasc the IRIS Research
Programe Outline Paper; “The research
supporied by the IRIS project is not
. testricted 10 any one methodology or dis-

-nciplinary ive. If it promises sound
"'n‘g:h‘s'd‘ practical ilgnificance, [RIS will,
for example, support researchof any level
of tachnical compiexity and alsohistorical
research 0o situations in prior centuries
that generate insights of pertinence (0
' institutional reform today. " Indeed. this is
a steller factor for it does away with any
kindof i tit 10 the project. Such
projects would goa long way in providing
fresh insights and es which
would ansrguably bolster Indias’s eco-

nomic liberalisation programme.
The IRIS Center has received proposals
from the Jawaharial Nehrw University,
National Instituie of Public Finance snd
Policy and e National Council for
Applied for Applied Economic Research,
among oihers. the NIPFP proposal seeks
10 study government expenditure ot the
Stase level 10 gain a better undersianding
of the sole of special interest groups in
) | i Statrs
expenditur policies in

India. For this purpose,
they intend 0 analyse
in agricuinze. -

Rtlooks at the compera-

tive advantage of vari-

ous regioms of fe
country and the roie of .

the various marketing
institutions in a liberal- :

ized framework d\

agriculture,

In sum, asthe carvan

of reform gathers
momentum across the

globe, the issues raised -

by the IRIS project -

promises 0 contain
enduring lessons for

all. Time and time -
again economics has :
tried (o free itself from

* the abiding tyranny of

the cocooned slerile -

models which aoften
have little relevance to
mundane human exis-
ience. The IRIS project

may eventually ensure .
that the very fabric of °

social science acquires

exciting new patterns,

through the threads
used therein need not be fundamentally a
new.

The foremost task of econontics and
politics is to intersect as non-invidicusly
as possible and the folklore of reform
scross the world, In essence, soeks ©0

achieve such a harmonious construction. -

Theraison d'etre of all reform economics
andingeed the [RIS, canbe found here, 8



| This essay collection is an instructional manual for policy makers, says Srivatsa Krishna -

Designer denouements for East Europe

' The Emergence of Market Economies in Euun;

Europe ed. by Christopher Claguo and Gerdon G Rausser.
Basil Blackwell, 332 pagss, price not sisted

EFORM has suddsnly
€0MO (0 occupy a status
of legitomey, deticubll
Ity 3id respect Indesd
hastory of tho 'S0s sud
beysnd-is wideniably geing w0 be
tha story of relurm — ccooolals,
sacial and political. Thus el of &
sudden economics has
nasy sew and blerto hidden
brunclies sach as reform aconom-
lcs, wearidon economics, trany
fore aconomics, evolutionary ece-
nor:luud what bave you, I
neorssary imans ¢
this d!gll?-bohnd ﬁd‘; of
the dicipline arw s vumcreww
velees, cach ¢l s be God's
Tog fer Laeliecraal pce. AP
og fer lale 7poce.
lhi backdrop, the back represents
the way shesd. as shewn by somw of
l::}npomm pundiis irf the world
[} Yo
\Vhat mmkas this book speelal is
the avuls thd It ko covaged.
Arn from throwing fresh dght on
ot debeted lrnme lita primiien
thon, sadety nots and macrecconsm-
fc mablisslon, it also examincs
whale array of hunas, social, inad-
tutiosal and political choicen. The
unveuslly siimulming fQavour of
the boak can wril be traced to this
The mos brillact eway is by
Mancur Qlson, ehairpersc: of the
Castar for | Reform

sty of Maryland, whe deEnnated
the hiddea paih to.n muscesiful
econemy. .
Explaining the rsason for dwin-
dlisg rates of grewth during transl-
tion tmes. Olsox argues that earil
wr Soviat Unies had the benefit ol s
ownarin Swlin. It vras In Star
inY® isteren 0 emzsre (At the

USSR lunctionad wellfocheledan .

wmesmpasting and ant &
or nmrow-intaress vosod (n it
Through the parsbls of tha dip
creet manager, Olson erumarates
1he pocond reason as to why Soried
type ccdnunsies performed as well
as they did, which was sot bocause
of the sbsencs ol the maghet as pop-

larcontemporsry mpthology would
suggest, bt Ia ga..n of tha
exinmce of vuw markots, legal
and Wegal, implich and cxplicl.
Ha makes another siniking ob-
servation when ho argues for the
estabiishment of secure individual
ights and enduring democratic in-
wdans throagh the logis of eso
wonios. Olsea vbeorvesthas the do
sire to realise gaias fre;a trade,

- s BN
. . . .

Lo

" The wely face of astisasiisn. The fires

vironaent wheredn lmpartal ost-
:Uuu protect rights and arblrate

QLson eonciudes: ™[t is no scch
dent that thd mos prosjaroas seci-
atlas are also thosg with U lnsthe-
tions that provida e propiewm
individual rights™. Indoed, & jour
n0y threugh the mastarly Olsenian
amalysis conwioy valuabls lasserm

lorgkﬂnknmlhe lobe.
wreoce Swnmers, Hznud

.y’ == llus argues

Uﬂww:a anrd chiel econgmim of
the Rank, clamiiics
the reform preccss into four broad
casgeries: macrocoonomic stablils
satlen, price sl markal reform,
enterprise reform, and resurvotur-
Ing sed lnmlwational reform. Ho
also sketches out & soqrience and
spevd chart fec ceonomic reform in
Ea;tnl’nrqn. th

WIS vcs thar apart
lrom the lund‘?rd financie) wsed
icchnioal msigaiice, Westarn -
tiors would do well (o lower barri-
orv and allow scress far Eant Fli-
's experia. Yhe alicrostbr 10
o Usg Eropoan Communhk

« 8
.

-

1y :uldom:lomtrmd withe
massive ralion  probles.
Thes, ¥ ant hr'dznlqle reasons
there i3 i lean cne domestic con»
ruhh fhat it miglt forea Ui
Tost (6 lower trade barriers.

"I caplial ks ut the birart of eaps-

talism, thon welldusrtoning wivl- .
ol e

tal markets gro at 1he baert

welH{unctioning .eapitalist econe-
Josoph E SUp
lits. Stanford Unlversity. in an o9
siy ¢ the centours of [uture

financiel gysiems, he argwes thm.

widig there are no solie

tlors, Fastorn Furops would do™

well 1o leorn [Tom the nisses of
the \Vest and slopi & cunioim-made
hyheid pytien for isell, Stigliix e

* pouscs the Japancsn modgl me buing

8 gpod axampla (o follow wiereina
consortium of a bank ad aumen
ous flirms cocxist aud onaipeto with
other slmilar groups. The emsay
slsoaniinciatesthat fur commerical
brks reprutation is en ansot warth
preserving, provided there i3 eco-
nomle rejurn. lodian bavkx, alag,
heve cld thcaives of Loth these
onsraus turdons — repuiation and
reluTES — yours ago.

Jndeed. finaucisl socwor eflicien-
cy lurarisbly rubs off sa the roal

"

mbdbyhdlmhnh-m-u_

scoor and Us virillly end efliency
lispinges areatly on 1ho abliity of
lhoﬂ-c:luun 10 ralso and allorats
<coplial, Stiplia's arguna-ats bave a
wide mpjdionbRity for Lid ba s wedl,
«$ & Rrugples to reforin a dying f1-
nancial wettes.

Anos O Krueger, Dule Univor
sity, ln{l tligt g refonn expen-
nmoats heve stiowa that the roke of
thogevernment has moved (rom an
instigating snd initisting one 1o @
supperiivo ane. r o dincutcs
nciecie that e be vicieusor
virmens, “Mhe longer proplo are

-uncertain and the longer thicre is

[y
ex{2i|3

uy ty that reforma will tal:
bold. the wesler will bo the 1.
sponeste wholever haktaken plac. .
The wesher that respoase, th:
more poltical oppositition tlicru 1.
likely 40 be to the referm. V1int op-
position, in twrn, will fudther
creams uncextsinty as well ny t
diflicplty
onreform,' says Krcagor abowt Ui
vicious side of L This staioment
contatas in R the watlanale forc
speading up the preform procuse
ond ixiecd bolds much water fu:
mast of the developing world,

Jan Winlecl, on, Adlir
Sislth Revenrch Ceoter, Wariaw,
rofutes Uw existence of any third
way by seping Lthad (hare ia no espi-
talism withews cepltaling, NeQect
ing cn the v:lm pdml:'ub:‘:v
porisuces, ha polots 19 e ]
somelos misishes committed by
nest ~— oyncuniruling e
Neag ar metheds of privatisation
bolare considering ks goals; ne-
glocaing (e time factor; and disre-
rﬂlw pelities of privatisa-

on. lant Is of penolar
hrpenance owityg ta tha presance
of ramorous vesicd lateresta crevy-
whers,

Windeck l.u.'z : manilen lh:
-1y x Ml
ppes be oy

accompany
gramme of sducstion. F-:ger. he
does mot tourh wpon 8 stucial cow-
maealy, the suree of fusds
E huying emsats. The last point ix

hd
of paramewt i n cco-

kot csonemy In
book sz of thacol
windem of sema of the werld's fin-
et pefrm etonemists and Is (n-
deed an instructional manueal (or
policy makers. It sflers worme “do-
signey dawusmmnty for Eastecn
Eurepa which bave applicabllity to
wrweh of the developiag werid =
well Indecd. @ the adege gocg i
(he night saems at iis darkest, then
Sy ounaet be ar away. .
The sclutioas prefiored boroin
could weil sontsin of uwlong-
awaited dawn for all (hosa coun-
trios surrowndesd cuereatly by an
allenveloping  politkcortconombs
raunne. . 7}

of achisvieg agriamn:t
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IRIS offers a new visi

S COMMUNIST regimes fel}
one after the other and al-
105t all countries iy the

world took the road 19 cagitalism,
econoaiies undergoing transition
groped in the dark.

And as a perfect capitalist sys-
te:n is as impassible as 2 perfect so-
© 1svstem, the need to strike a
ct balance beiween the two

hile policy makers all aver the

! are trying to create a set of

tives and institutions that gar
s 1he best vut of each individunl
in the sozicty (0 achieve the farger
okjectives of development, ;RIS
{Institntlonal Reform and the In.
formd Sector), an American pro-
ject to help Third World coumries
iestititiona) reform stands nut.

1be projeet which fy netions un-
der e University nf Maryland
hopes to jnvolve individuals and jn-
stiwutions from the fields of coo-
nomics and wnlitical science in fn-
dia. At a time when Indian veform
experiment has lost some of its ear-
ly pace. the IR]S project could in-
ject the tonic needed for its invigo-
ration.

IRIS attempts at providing tech-
nical and organisational assistance
to the Third World and the coun-
tries undergoing tra-sition. |is
prime area of eoncern is the poor
striecwure of incentives jn these
countries,

Prof Mancur Wilson. the princi-
pal investigator of the project, has
dene Pioneering works in this field.

.

His books include The Logic of Col-
lective Action and The Rise and De.
cline of Nations. He tries to portray
and predict the behaviour of the in-
terest groups and coalitions within
a society and how they influence or
capture the course of policies a na-
tion chooses to follow.,

His works evinced interest dur
ing the recent presidential elec-
lions inthe US, when the concept of
a grid-locked Rovernment—-g goy-
ernment controlled by various in-
lerest proups—gained currency.
sncial  sciences
shouldn’t be confined to academic
disciplines, and is for a unified ap-
proach ransgressing the academic
frontiers and reaching the realm of
practice svhich he calls ‘encompass-

ing economics’.

on ior econemies in

-

Economists Pranab Bardhan
; o ave introduced

an
sowe of these thoughts to Indian

political econory.

IRIS emphasises on instity-
tions. The contrasting economic
performances among countries js
attributed to the quality of their or-
ganisations and institutions, IRIS
believes that development depends
mainly on institutions that provide
individual rights.

Risk-taking, innovation and g
contract system are necessary for g
political economy. These, in turm,
require a stable and impartia? legal
and judicial system. I is no acci-
dent there{ore that countries with
the highest per capita income are
stable democracies. -

transitien:

———ry,
.

ey

LN o)
Although governmen; areles-
sential for protecting adividugl’
rights, they sometimes hoase .o+
unilaterally suspend or ewroprise
them. Pl
It is a parmdox thay tmax“zf ....:
economic  development Day .t
quire governments thas ae strong
enough to last indefinited, yet so
limited and restrained tha thepdo,
not use their overwhelmig poyers:
o abrogate individual npls. il

AS more and more ouott{es.
jump oato the reform baniwapog,
the issues raised by the I IS pre-
ject are t0o grave to be morsd:.

More so in the case of a stggering
economy like fudia’s, : L"“j
W Scivatsa Krishna ey
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OWN the ages, economists
A all huos have attempted to
analvee Man's behaviour,
History has, however, repeatedly
ronsigneg most of their predictions
to the dustbin,
Nonetheless, there have been a
[vw exceptions who have achieved

. amazingly consistent resulits, even
. when dealing with something as in-
" consistent and non-quantuifiable as
" human behaviour.

Among these, Professor Mancur
Olson. of the Universitv of Mary-
land, USA. has been distinguished
for two of his works—The Logic of
Collective Action and The Rise and
Deciine of Nations. Dr Olson was
recently in New Delhi in connec-
tion with a project on india’s politi-
cal economy of development.that
he is initiating under his pro-
gramme on Institutionai Reform
and the Informai Sector (IRIS), in
collaboration with US-AID and
leading Indian economists.

The IRIS project intends to
prove that what works everywhere

_eise can work in India also. It seeks

10 show that any nation's success or
failure m the economic arena is due
1o the quality of her policies and in-
stitutions and not because of any
other esoteric or mystic reason.

Though Dr Olson admits that he -

is not reaily an India specialist yet,
he does say: * Water flows downhill
everywhere and as such there is no
Hindu rate of growth for India.”

The choice of India for this pro-
ject, according to Dr Olson, is not
onlybeuuuoflhe {actthet she is
an important Third World country,
but aiso because she is "pmtotypl-
cal” for his tork.

The single underiying mouf of
all his themes can be traced back to
the behaviour of distributional co-
alitions and the logic of collective
action. According to this logic, any
large group or organiration. if com-
posed of ratonal individuals, will
not act in their group interest.

This simple yet powerful para-
dox about the behaviour of groups
can be traced to the free rider prob-
lem, wherein the costs incurred for
bringing about any change are
borne by a single individual, while
the benefits invariably accrue w0
all, irrespective of whether or not
the individual coutributed or not.

This is so because any good that
is collective in nature bestows its
benefits on all, while the contribu-
tion of any one individual in acquir-
ing is bound to make little differ-
ence 10 the amount ‘provided,
thereby arousing the incentive to0
ride free.

The above iogic is further ex-
tended to explain the behavions of
various cartels, interest-groups and
lobbies in any society; Argues Dr

Olson, "“Such organisations for col- -
lective action within a society will’

thus have little incentive t0 make
any significant sacrifices in the in-
terests of society and instead they
seek to serve the interests of their

PROFILE / Mancur Olsen

Redrawing margins

The importance of Dr Olsen's work lies is his use of a mix of
sociology and economics to explain human behaviour.

consticuents by (rying (G seize a
larger share of the sociewal pie.”

[n other words, sach special in-
terest groups seek to caprure and
distribute a larger slice of the pie
rather tiian increase the size of the
pie ftseif, thmbymgnnouy
and divisive poliy. Farther, such

distributional coalitisns slow down
a society's capacity to0 edopt new .
techmlogul chn’- and reailo- -

hnmn.condidmhlwnin.l
:enuonmmiqm
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hope to axpiain the diverse rubric
of human Iife?" With such a wide
ambit to start with, the titles of his
other major works are indeed apt
and ambirious: An Encompassing
Economics, ' and a (ortheo

book: Beyond the Massuring Rod of

. Money: A Unified Approach to Eco-

nomice and Other Social Sciences.
It f'argued berw thas there has
“tobea rod beyond mon--
. ey to messure
. ousput of goveraments. With this, ..
* he seeks 10 explais what he calls -

PART from this, Dr Olson u‘*“mmy
m’rm rity and lyeuplml:yt L

working on & number of other
models to explain the HEnkages be- ~
tween diverse types of political sys-
lems—-dcmocrl:y -and autocrs-
cy—and their impacton economic -

v Dr Dison is in the process -
his various mod-:

of politieal systems

of putting
els on the
-Lnd the

and human deveiopment. Using the - opment in a book tematively titled. ..
above logic he.expisins the exis... Diotatorship, Democracy and Devel<-<:

nn.és.'.yndme‘tngommm .'

of economic devel--

tence of phnm.- diverse as. . opment. He hmoworkingoudn' :

law and order," taxation . . econqumic transition in Eastern Eu~: -
syseems, race- ’1-:: ‘system, ;- ‘Tope wherein he investigates why -
aks o3 .‘ .scdnomisiibiformance

" 1 4 be was looking for: ...

genderndhmuy .

*The first blessing of the invisi:_ ﬂnlndﬂmqnn.bcvmdu
ble band is that it translormed the P;Mwﬁe;hmﬂﬁ
roving bandit into a stationary one.~ --ing - tyranny
History .until relstively- recent.- &nddlwhldlhnoﬁnli\ﬂtlr
times has been, in large part, asto-="

hnn AlDrOluh"
. oﬂhcu'ndnlmddvﬂl--- m m
ry hndnuhw‘n""’“ economics, as nuhnu

zation under stationary
terrupwdbyoee“ephodud -
roving .benditryn Muich of human;
progress from the time of Sargon of 1°, sins of commission. .. -

Alkkad to Louis XVI and Voltaire, is ‘- > . The sigoificance of DrMnmr

hvorud—.n. "

duelomhbwmg—bﬂmfmmtﬂuhbbm 1~ '. i

or incenzives to prodate sad create < ih-mwm consundy -
under rational seif-interestsd tax- sblﬂngu:;imd.ieonomnﬂ
theft than under anarchy," argues - cociology by attempiing & don-ia--
Dr Olson. The 'besie "  widious intersection of the twosIn-
that is outlined in almost ail his daul.thnhrpnlmmm
works is that botli economics and .~ décepively sinple occupation can'; -
sociology must constamtly keep re-  only be understood by.taking anen- -

defining each other’s +- cCOm view of social sciehes,.
quite simply becanse they circum- - of human life ioeldvr =
scribe all aspects of buman life. Ax PR—
hepuuh.“Cmoulh-oeyﬂ!r I&lntlllrhln
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