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IRIS 

Quarterly Report 

(January - March, 1993) 

April 1, 1993 

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 
Mancur 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. 
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Future Activities: 

IRIS is planning a Worldnet tele-video conference in May among Washington, New 
Delhi, 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 
communicate 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 Kahk6nen 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 ForInvestment in 
Madagascar:InstitutionalReform ForA 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. 

rhe 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 recommended. 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 sufficient 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 lrapact: 

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 U.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. 

c. 	 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." 

d. 	 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. 

e. 	 IRIS Associate 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." 

f. 	 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 Land 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," Journalof 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. 
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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, IPJS is working to bring the list of 
working papers and reprints to as broad an audience as possible. 

3. IRIS Scholars and Fellows Proigrams 

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 nstitLtional Environment on Housing 
Sector Performance: A Global Perspective. 

Abhijit Banerjee (Department of Economics, Harvard University): A Simple 
Framework for Urderstanding 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. 
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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 its 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. IRIS 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, IRIS 
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. 
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attempt to porlsy and predict t rich tie various dici. 
behaviour t various ine groups a pl-, themselves. l'e 011gopollo 
coalitions within asociety and as to bow The IRS Centre is power of inter*
they influence or caupun the course of involved in three broad groups Is best seen In 
policies that anation ultimaely chooses kinds o( acdvities: 
to follow. First, providing assis- pal expenditure 

lance to reformers by policiesand we 
THE CONCEPTUAL CRADL way of advice, tecini- propose to analyse the 

cai know-how, legal role ofcoalitions In
Anation's devolopentg otXu is assistance wid in devel. 

detmlned by the power wldl by opmen Strategy formu- dteriningpublio
Its domlnant coaelfoUn otinteram lation. Secondly, it is expeo,diture policies at 

and therInterplay engaged in researh on the State level."
broad institutional OAVThecoreo'his esisisthtineverysoci. policy issues and ORNGOV ARAO 

ety there exist numerous interest groups , Thkirdf, it seeks to dis. M_r _ 

cliquesandlobblies.Quiteoftenthereiso seminate information 
single group that dominates society as a to improve the unde:Standing of instm. I 
whole, but in fact there exist afew large tions to growth and reform throgh'
andmanysmalllobbieswhichatefighting meetings, publications md individual 
for political and economic spAe. Over consultations. Already MIS expats
time almom all stable societies, accumu, have done commendable work in these 
latemanysuchinterestgroupsandlobbies areas i Nepal, Poland. Chad and 
who make policy-makinl by the go- Mongolia. 
venment both. slow and conteniou. Mountedonablocibusterformat,. JS 
Olson's logic contends that due to the hopes to involve anumber o individuals 
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"'OU ",u u.4%A iA uW 
field of eccnomica and-
political ciance from 
within india to chan out 
policy alteraves that 
will assist the ongoing 
proceu of conomnic lib-
eralizauion. The IRIS 
Ccnzcr is located at the 
Univenity Ma.rylandat. 
College Pr i'm it. 
worldwide PTRO25 
receive 'nl w suppor
fom t United Sms
Agency for hbnatumld 
Developneu (US AID). 

.Fdnal nqPvslbm " 
Govemn s.. of India k 
eCessy beflore thPP. 

memcent of my val-
Aow 
Anyornal insika oromic 

e uctimd iowol 
which to 
PNin do proje has to 

.bmaa research pro-

pmMIch iste cuijiep ME e W­
7te pstW -WW5W-
on apurl Oornputivok
bedis via Avis othe imi-p
1wopoje=r tam 
receve by the amIS 
CWnr. It needs o be 
h"l d that ft ow-
canedinsfttkm js freem 
1o eiown P4 I 

obeces and MIS llend itstechical -q w'-
do an itrmuncial ! ,indelitheo utex a 
field of insutiu oald ­
omc.s of M 

cnd o (ye wo m 

-rC2flC- iuflULIOw.Jf'i h Lf 
reform 

The imlitutcc involved i y

concerned to Wc, IRIS' logic and they
 
a(e to come otheir own inferences
 
aim To phr¢ the ERIS Research
 
Prognune Oul Paper "Te rseaMh
 
s[ppore by h M project i no
 
revce owri One lnethodology or dis­
cOinly prpIve if itpomises sound
 

.. ul.ts d(pruca lalgpficance.IRIS will, 
suppon researcho(any level 

oftchnicalo xity and alsobisrica 
resach on situations in prior cenuries 

for e mapt, 

tha geera inighs of perfinenc to 
,iticntdol reform today." Ind" this is 

ailN facr for ildoes away with any 
kidof i c te pmh Such 
pmjem wuld go a on way providSnu 
fftA isiglht id perspectives which 

d iMM eco­gubly bolster Indias' 

libeuulisadwo programme.


ThelSCemeruh received pqr 1s
 
rom ft. ja wr Neh Univeriy


National Imldim Of Public Fman" and
poicy and go Natoi Counci .or 

Applie for Applie Economic Renmh,amby* m eNIPFP propol eb
1U db expemftm a dt
Sloe level 1 gain abetter 1und wg
(det fseilhtrs OMi
 

p ,~ tatu
of teofncsler S 
exediu P ls in 
hALForiw,* e 
tep in u1o0Urp e" 
tlteIn Ndrtan . • 
Itlookalthecomp.a­
ie advautp of vu'­a n r &Mi f doo 

c1tmy a1do role Of 
th vrko m maurtef 
indtuioo mazlea 
lized framework ot, 
agricultur,.sInswnastheczv.m 

Iot tefrm gathe 
momentum acron the 
globe,the ues raised 
by the IRI project
promises contain 
enduing lesso for 
all Tlne and tme 
again economics has 
tried to free itself from 
the abiding Wrmanny Of 
ite cocooned Iterile 
models whkh ofen 
have Dulerelevance to 
mundarn hima cxs­
tence. The IRIS projec 
may evenLuall ensur. 
that the very abric of 
social science acquires 
exciting new patterm,
drough the threads 

used therein need not be fundamentally a 
new.
 

Te foremost task of econoda and
 
politics i 1o intersec as non-invldicosly 
as possible ad th folklore of reform 

os th word, In essence, sees 10 
achieve such a harmonious ccnsainctIL. 
The muon We of oil reform economilcs dj 

and inred the IRIS,can be foundhem. N 



This essay collectio n is an instructional manual for policy mkers, says Srivatsa Krishna 
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S U\' . 1 reg me [ell 

IRIS offers a newvision foreconones in ta
n 	 iheafter tle oilier and al-
.riecl which functions un-


--. lost all Ir lie University of Maryland 
His books include The Logicof Col-
/Ann- countries ill the 	 ofeMh et itvl eni l lecii Action and 	 Economistsids fin 	 Pr..b-wold took the road to capitali 

prprol in rhe dark.
And as a perfect capitalist sys-tem is as impossiblcSVSrem. as a perfectso-the need to Strike a 

c balmice between the two 

bile policy rr kr'rs anl Iver theare trying to create a s.t of 
Il'- SlPli' 	 said istitutiotis tat gar-best out of each iidiv*itd.
it 	 Nlie-O:ivty (0 achieve the lareerS of development. IS 

%intstiltitonal Reformfotigal Sector', an Americanand the In-pro-
. tn 

, 
help Third World countries ,, reform stanls nut. 

, 
s st toni r o le iv ils o -ans onics and political science in Iedia. At a time when Indian reformexperinient has lost some of its ear-ly pace. the IRIS project could in-ject the tonic needed for its -
ration. 

IRIS attempt.s at providing tech-Iical and or-anisatio] assistance 
triesto th TirdundergoingWorld andtratsition.te 	criun.itsprime area of conceritcountries. iq the poorstritctfre of incentives in 	 these 

Conre.proachProf Maticur Wilson. the princi-
pal i~sta~t iofe~ project, hasdcne pioneering works in his field. 

cline of Nations. He tries to portrayRise and De-Ahr	 u.l.a 	 o ek 

uiuig the recent presidenta elec-

lions in the US, iwhien theconcept ofa grid-locked governmen-.a gov-
Poitnent controlled by various in-terest groups-gainee currency.
lie lieves social sciencesshouldn't be confined to arcdem
disciplines, and is for a unified ap-

transgoressing the academiJcfrontiers and reaching the realm of 
practice whict he calls 'enrompa.s-ig 	 economics'.stable 

nd 	 pr d c h e a i u ft ei ­
groups and

asocietyanti howIhevinfluenoit 
rcapture the coumre of policies a na-tiou chooses to follow,for~~qurwoksevncd'ntretis wor enced i du 

u P - mrac-these tinodughtsliteical eonomy to Indian 

IRIS emphasises on insitu-tion. The contrasting economicPerformances among countriesattributed to the quality of their or-is 
INSnanisaiions and institutions. IRIS 

believes thai development dependsmainly on instirutions ihat provide 
individu~al rights.toargeinvduligsRisk-taking, inlovalion and acontract system are nece-ary forapoliticaj economy .	 . i turn,require a stable and impartial legal 

and iuidicial sytem. ft is no dent therefore that countries with 
the highest per capita income 

acci-

democr.ci are 

gh..e.ee tiaf r p atbig 3rii~,,,l 
right 

phe 
they sometimes boom .t 

the farti 
It is a paradox that t 

fsa rreste at 
eaineconomic developmentquire governments that nay.jr. 

goirtes Aenough to last indefinitel. yet sothaigo 

limited and restrained tha thejx
not use their overwheimiiq
 

As and more ounlri'r.
jump onto the reform baxuwaon 

"orp 

the issues raised byject 	 lheI ISare too grave to be ,cTi d:. 
economy like India's.More so in the case of a st-ggeti 

N Si a Kris-a 
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D %WNthe aes., economists PROFIE /Mancur Olsen 
'Jall hti', nave aitemoted to
 
anitlvse Man's behaviour.
'",, Rdrawing.margins 

c'nsigr,ou most ot their predictions
to) the dusbin, 

Nonptheless. there have been a 
fiw excrptions who have achieved 
amazintly consistent results, even 
when deitfing with something as in­
consiswnt and non-quantifiable as 
human behaviour, 

Among these. Professor Mancur 
Olson. of the University of Mary-
land. USA. has been distinguished 
for two of his works-The Logicof 
Collectr Action and The Rise and 
Decline of Nations. Dr Olson was 
recently in New Delhi in connec-
tion wuh aproject on India's pollti-
cal economy of development.that
he is inititing under his pro-
gramme on Institutional Reform 
and the Informal Sector (IRIS). In 
collaboration with US-AID and 
leading Indian economism. 

The IRIS project intends to 
prove that what works everywhere 
else can work in India also. It seeks 
to show that anv nation's success or 
failure m the economicarena is due 
to the qu lity of her policiesand in-
sticutions and not becaime of any 
other esoeric or mystic reason. 

Though Dr Olson admits that he 
isnot really an India specialst yet,
hedoessay"Waterflowsdownhill. 

cal" for is uvrk 

The single underlying motif of 
an his thems can b re ci bach 
the behaviour of diatr-budonal co-. 
ditions and the logic-of collective 
action. According to this logic, anyIfz,ar por orgin aon ifcom-" 

posed of rational indiwiduals, will 
not act in their group unmrest.s 

This simple yet powerful purs-
dox about the behaviour of groups 
can be aac. t 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 to 
all, irrespective of whether or not 
the individual coutributed or not. 

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

The above logic is further ex-
tended to explain the behaviout of 
variouseartels. interest-groupsand 
lobbis in any society; Argues Dr 
Ol!n. "Such organisations forcol-
lective action within a society will 
thus have little incentive to mike 
any significant sacrifices in the in-
terests of society and instead they
seek to srve the interests of their 

The importance of Dr Olsen's work ies is his use of a mix of' 

sociology and economics to explain human behaviour. 

constitents by tryi* to seize a 
larger sham of the sociial pie." 

Ia other words, meb specialn-
ierest groups seek to capture and 
distribute a larger Was of the pie 
rather tian incream thi sin of the 
pieitself. thereby enring a noisy-
and diviive poliy. Further. such 
distri uzIalo coidmmWow down 
a society's capesl' to adoptmnew.. 
techlogical cbaqos, &d real.o 
cas. resources. in-4'rona- .;to 
chbanging aditom dmputting a, 
fetteron acommip h . 'bej eeks to ..epiah w'i he mals. 

I 4S Sydrome'sn overmem •APART from this Dr Olson S" is, , n ,,schoo1.. 
-working on anm"er of other. iVepls, uetorilyand sycophazn*-.;

models to explain the lrages be- Ptifther)rOson Is in tha proesm ­
tween diverse types otpolitical By- o(putdt t e h hisvariousmod.: 
tems--democracy.-md autocra- elionthety dpumo1tl systems
cy-nd their imponva economic- Lnd thi quaty of economicdevl-.. 
and huiman develOimma. Using the opmetnaboortemalvelyddl@..
above logic he.sqdams th em-..1Dsomuan *t. 
teace of phenomena as diverse as. opmues. He Is aiso working on th . 
law and order,.oie taation..emqmi trnsiontnF aern . 
system race-pd im-:sy iaircqmwen'gInwestiganwhy 

'-.; ' r'uIs.ormd­
evervwhere u no.,: - ­and as much theema---
Hindu rue of growth for India." . -. - . "' h,,JUmw D2*W " 

The choice of India for this pro- ,, immo Dr')Iiom's w tr. Fw:.j -. 
ject. according to Dr Olb6 is not 0 •g n-s---.-. ----mesti a ---­
only beciua of the , , for collectiise ,.- ,, . . va 
an important Third Worldcountry. . .. e" a,, imfmtw..,. 

ac-t 0 . . 

serve their.own.. 
teresto seize ~ ~ eer "Z ­

".- I JlluSe 
S "Isocie.i...pi e,. .. . 

gender aid brmsF. ' 

"Tefirm thein ­
ble hud is that it irmimormed the 
rovingbndkintouatimzyone.-
History .untl rdatlveis r t-
times has bem in Ur 'apm:Iala 

hope to explain the diverse rubric 
of human Life?" With such a wide 

,ambit with. the titles of histo smr 
other maoe wrk an indeed apt 
and ambitious: An Encompassing 
Economim. -and a forthcoming 
book: Bevd dieMeamnlrgRod.o 

.:MoaW.A Unifid ApfomA to Eko. 
nomimandOteraScialSd nes. 

It'iargu.hee thu them tUs 
tbeo aieamrlnq rodbsandmmn.. 
ey to mimie th eifklency ad... 
.output of JgoW us With "_is,.. 

7-

.". - ­

' 

: f., .Olacs 

beata-:­
ahis di e 

- CuI 

, 
wnpmm , 

.ry of the rd ,of .vl-_._ 111nMo..s..,
ration under station sdiaInyntem cnois.a agUiihmv.
terrpedbyoaemmepsodeaI -!omp,mmmm m .. t' m 
roving.bunditlr" tb of humat' fta m of omisionAha.'.,.. 
progres frmthede uSan o=00 mingof commisim...a. 
Akd toiLuisXVI adVoltairmis.- - . tfgofcam DrMaari:_ . 
due to this .. . Im u eiiawork lies hI s pionesian, 
or inc Weves i ifii "o -rIedIWh csa "to pro create.
under rasional self- ad tax- 'sng'gibnd ofbwmomicsand 
theft than tnderaznc 9 e 0argu."gyby aftempiting'A L 66-.. 
Dr Olson. Thalebic .vskyim intersectian pf td .o ­
that is oudined in sllms all his deed. the hW jrevmosmb i;v .,
works Is timWINbodie ace andL' d6,oepively lhleocutlo . 
sociology mesist cosayll keep re- ontlbeundatoodyklnm .. 
defining each otho"s boundaries.. - compasing view of social sclehms. 
quite simpy becaus iy circum- of human life hdLi :"a 
scribe all aspecs of human life. As . _ V_,
he puts it. "Can oe. tbeory . & vat Krism 

n ooth..... at the r - .isi 
~b a ok~r 

lmamlti agan.cm 
hedsomfreeltse ffrorthebill-• 

--tng,tyranny *.6@6oou s-vtile .' 
s which bau-often ll r!­

] s w erery 'laymnd ,.. 
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