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-INSTITUTIONS AS AIDS TO DEVELOPMENT
R it el i , o
Peter Darner

~Institutions are man-made rules .and arrangements guidiné‘the behéﬁior'f
of people with respect to each other, and to their own and cthers' be-
longings, possessions and property. Although they may serve either as aids
or cbstacles to development, they do prcvlde the unifying bonds which hold
a society together, give it a unique character, and assure a degree of
security with respect to accepted procedures of human interacticn and re-
sponse, |

Institutions épnai;t of rules defining for individuals their prights
and orivileéos, responsibilitiés and obligations, as well as their exposure
to the protected rights and activities of others, Commons defined institﬁ-
tions as "collective action in restréint, liberation, and expansion of indie
vidual action."l In an earlier work, Comnmons outiincd his conception and
the Importance of working rules. A working rule ",.,tells what the indi-
viduals must or must not do (cempulsion or duty), what they may do without

interference from other individuals (permission or liberty), what they can
do with the aid of the collective power (éapacity or right), and what they
cannot expect the collective power to do in theip behalf (incapacity or ex~
‘posure). In short, tho working rules of associations and governments, when
looked at from the private atandpoint of the individual, are the source of
.his rights, duties and literties, as well as his exposures to the protected
liberties of other indlviduals."2

*. .
Paper prcsented at the XVth International Conference of Agricultural
Economists, 19-30 August, 1973, Sac Paulo, Brazil.

ah ’ ‘

Professor and Chairman, Department of Apriculturel Lcoromics, and Professor
in the Land Tenure Center, Unilversity of Wisconsin-Madiszon. Without attpi-
buting any rcsponsibility to them, 1 gratefully acknowledge the comments on
an earlier draft by my colleaagues Daniel Bromley, Don Kanel, David King,
Kenneth Parsens and William Thiesenhusan,

1 John R. Commons, Institutional Economics, Vol, I, p. 73, University of

Wisconsin Press, Hadisou. 1959 (originally published by MeMillan Co. in
1934),

2
John R, Commons, Legal Foundations of Capitalism, p. 5. University of Wis-

consin Press, MadIson, 1957 (originally publlshed by McMillan Co, in 1924).
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Individual freedom of cholce is made possible by the collective or-
ganization which defines this freedom and secures it for the individual
against the adverse action of others. “The slave becomes a free man, not

“i{n virtue of anvthing new put into him, but in consequence.of a aetv of re-

straints imposed upon others. The difference between a fres man and a slave
'19 that the free man has security in the knculedge that the forces of>public
actibn will be used to limit the activities of those who would do him harm
or use him apainst his will for their purpcsas."3

Institutionalized rules guiding action and behavior operate at many
different levels. In the realm of politics and public policy dealing with
issues of agricultural devalopment, it is useful to think of these rules aus
' part of a hierarchical structure. In light of persisting problems and cone
flicts (in this case in the agricultural secter), thers is a tendency for
rolley makers to raapond in the firct instance with a modification of
existing programs (which define the bounds within which individuals and
firms are froe to chocse alternative courses of action in carrjing out their
plans), If the problems do not vield, a recvaluvation of policy may follow
(policies in force at any given time define the limits within which programs
are free to be altéred). The final search for solutions may involﬁe a re-
evaluation and 2 change in the philosophical~ideological underpinnings of
the svstem itself (which define the limits of permissible policy action). -
Changes In programs, policizs and philosophy represent levels of 1ncreasihg
. complexity with respact to institutional medifications. | N

Three broad criteria may be suggested for appreoaching the queétion'im-
ﬁlicit in the title of this paper, "Institutions As Alds to Devalopment."

1, Economic growth is a requirement of deveiopment,“ and institu-

3 Erven J. Long, "Freedowm and Security as ?olicy Objectives." Journal of
Farim Economics, Vol. XXXV, Ho., 3. August, 1953, pp. 3)E-14,

4 , . :
But development is wmere than economic growth, Development requires ex-

panding economic opportunities and the human capacities nseded to exploit
them in order to achieve a general reduction of mass poverty, unemployment
and inequality. It also requires reallgatents in political power, and nust
include human develcpment and concerted, deliberate public policy efforts
for redistributing the gains and losses (the new rigits, duties, libertles
and exposures) inherent in econcmic growth. See my "Needed Redirections in
Economic Analysis for Agricultural Development Policy." American Journal
of Agricultural Economics, Vol. $3. February, 1971. pp. 6-16,
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?tibns must be designed to support the procésses necessary -

L'”"""fc:fzr''a"«:h:i.e'ving'such growth: the introduction of technology,
“the incorporation of capital, production specialization and

'”exchange, factor mobility, etc. And traditional imstitu-

“‘tions frequently are not aupportive of these proceéses. As

. iong has pointed out: "...economic underdevelopment is itself
largely a consequence of institutional underdevelopmant" and
¥...sccial, economic, and political institutions developed
through an ageless past to achieve accommodation to an en-
vironment are ill-equipped to serve as vehicles of controlled

- and creative tranaformation of the environmant to serve human
-ends."_S -

2. Capitai investments, prbduction specialization, the use of
credit and the introduction of new technolcgy require a de-

. gree of stability, grder and security of expectations re-

‘garding the future, But such order cannot simply be imposed
bv force.i At least in the longer run, the mass of'pecﬁle |
must have a deep confidence in and loyalty te a system,

" based on the system's demonstrated ability to provide the
required new opportunities for people to improve.their eco-
nomic condition and that of their children. This requires-;
some maasure of aequality Iin order to elicit their voluntary
participation and the commitment of their energies,

3. Finally, institutions which serve to provide the security
necessary for supporting the processes of aconomic growth
and development must be consistent among themselves to form
an integrated, cohesive system.6

S Erven J. Long, "Instituticnal Factors Limiting Progress in the Less De-

veloped Countries," in Agricultural Sciences for the Devéloping Nations. -

- Albert H. Hoseman, ed. Publication 76, American Association for the Ad-

vancement of Science. Wachington, D. C, 1564,

",.eethere comes a moment in the agricultural development-of any country,
and this is quite early in the process, when the institutional system of

‘a country must be comprehended as a whole. For economic policies, this

is certainly the system of state and economy, but the social aystems of
family, community, clan, voluntary association, education organization,

- @tc., are never unimportant," Kenneth H, Parsons, "Institutional Aspects

of Agricultural Development Policy." Journal of Farm Economics, Vol. 48,
Ho. 5. December, 1966, pp. 1185-119u.
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Most éomponents of an instituticnal system are not questionQd'ét any
given time; they are accepted and taken for granted. Only certain rules
or the institutional arrangements in particular areas may be questioned
because of felt needs or problems whose solution is judged to require
changes in the underlying rules. In the eariy stages of agricultural de-
velopment, the institutional arrangements most frequently called into
question .are those of land tenure. In the development process, the close
relation of the tenure system to the social structure gonerates stresses
and conflicts.7

A fundamentai change in the land tenure Institutions involves more than
' a minor modificatlion in existing orograma. A land tenure system cannot be
'dasigned on the grounds of economic efficiency and productlvity alone,
"Always involved arc the larger questions of social structura, political

~ philosophy, and idcology and the intricate intorrelatione with other insti-

tutional structures. In the egricultural sector alone thesa include, smong -

others, the institutions governing factor and product markets,'research and
m'education, éredit,'and local organizations e&nd governments.a | ’

An interesting questicn concerns the manner {n which institutions are
changed and the way in which new Institutional syétams evolve over time,
What are the pressurss vhich crecate tensions sufficient to undertake this
complex task? There seems to be little doubt but that the intreduction of
new technology (in production, transportation, communication, etc.) is a
major element .in this proceas.g This was ona of the key insights of Marxe-

? Industrial developmant requires the establishment of a new institutional

system consistent with this expanding sector, but agricultural development
must deal with an old, pra-existing institutional system. This pre~existing
system must be modificd and restructured sinez it was designed to serve ob-
jectives quite different than those of econowic growth and development,

Melvin G, Blase, ed., Institutions in Agricultural Development. Iowa State
University Press, Amos, 1971,

"The underlying shift in labor and tenure arrangements is influenced by the
rapidity of technological change. Traditional systems are adaptations to
relatively slow rates of technological rhange. This dces not mezan that they
are simple or completely atatic., They are usually very complex systems that
.accommodate a diversity of occurrences of change, luck and misfortune," Don
Kanel, "Land Tenure Reform as a Policy Issue in Modernization of Traditional
Socleties," in Land Reform in Latin America: Issues and Cases, Peter Dorner,
ed, Land Economics Monograph No. 3. University of Wisconsin, Madison. 1971,
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to see the close connection between technology and production patterns on
the one hand and the institutional systems associated with them on the
other. Another major factor, of course, is rapid population growth and =
the pressure of population on resources (to some degrec also a function
of technological change),

If technology and/or other changes introduce pressures aftar which
institutions are adjusted and adapted to the new circumstances, does such
adaptation occur more or less automatically? Or s there a need for objec-
tive analysis and dellberate policy efforts to achieve the results desired?
My own view is an affirmative reply to the latter question. But there are
other views,

‘ T. W. Schultz has said that "When agriculture acquires a growth momen-
tum, as it recently has in many parts of Asia,..the dynamics of that growth
will induce farmers,..to demand institutional adjustment. They will demand
a larger supply of éredit. with stress on its timeliness and terms, and they
will organize cooperatives should these be necessary for this purpose. They.
will demand mere flexibility in tenancy contracts. They will join with
'naighbors to acquire tube wells and to undertake minor investments to im-
prove the supply of water, Both tenants and landcwners will alﬁo use what-
ever politzical influence they have to induce the govermment to provide more

and better large-scale irrigaticn and drainage facilities."lo

Hayami and Ruttan accept and build upen this formulation by Schultz in

the construction of their "Induced Development Model."ll

Their model attempts
to explain not only how technology is induced endogenously (within a system),
but how this leads to further inducement for farmers and others to make tha

necessary changes In the relevant institutions.

The inducement to generate internally the appropriate technology rests
on a set of assumptions (of conditions to be fulfilled) of a competitive sys-

%0 T, W. Schultz, "Institutions and the Rising Economic Value of Man." Ameri-
can Journal of Apgricultural) Economics, Vol, 50, No. 5. December, 1968.
pp. 1113-22,

11

Yujiro Hayami and Vernon W, Ruttan, Agricultural Development: An Inter-
national Perspective. The Johns Hopkins Press, Baltimore. 1971.
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| tem (factor'mobility and pricing in accordance with true scarcity costs
within the economv), scientists who have an accurate view of the factor
‘endowments and’ proportions existing within the society, andvgyose communie
cation between scientists and practicing farmers. The 1nduceﬁent to
change institutions in response to the opportunities created by the new
techﬁoiog& rests on similar assumptions: an assemblage of atomistic actors
in both the political and economic realm--gsomething approaching universal
egalitarianism,

Leaving aside the suggestion inherent in these formulations that this
' process can occur with relative ease and even more or less autématically. a
‘number of issues which are at the‘heavt of the problem of institutional
change and innovation are not addressed. The institutional changes dis-
cussed by Schultz, as well as by Hayami. and Ruttan, deal prinarily with
.those (as suggested earlier under criterion 1) required to support the pro-
.co3ses of economic growth. But there is no mention of (criterion 2) those
required to win the confidenca and loyalty of the large mass of people. to
elicit their voluntary participation and commitment, etc, Nor is there any
recognition that the institutions referred to are part and parcel of a larger
order and that a certain consistency mus: be maintained.

The positions stated {(by Schultz, and by Hayami and Ruttan) assume that’
1nst1tutio;a are changed when the expecctad gains are gﬁeater than the ex-
pacted costs. "Our view.,.reduces to the hypothesis that institutional inno-
vations occur because it appears profitable for individuals or groups in
society to undertake the costs."l2 But the question is: ‘profitable for
whom?" Obviously those individuals and groups who are firmly attached to the
frowth process will seek changes to strengthen further their favered positien,
But what about the excluded masses who havebonly meager and insecure oppor-
tunities within the present system? Is it recscnable to assume’ that institu-
tional changes demanded bv the formar will result in major Improvements in
the opportunities available to the latter? This hypothesis has little ex-

planatory value for the experiences of institutional transformation in the

12 Hayami and Ruttan, Ibid., p. 60-6l.
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agricultural sectors of countries such as the Soviet Union, China, Bgypt;
Chile or most other countries where basic institutional reforms have heen
.carried'out. These reforms were deliberate changes based not on a
benefit/cost or efficiency criterion, but on a fundamental change in the
philquophical—ideological underpinnings of the svstem,

Two broad classes of institutional structures in the agricultural
sector can be defined, Many countries today are faced with one or the other
of these tvo types of situation, '

1. Tﬁose situations in which the existing institutions do not
support the requirements of economic growth.la For a
number of rcasons, which may be rooted in traditional
culture and reflectqs in the way economic activity is ore

.ganized and how rights to the use of land are defined and
distvibute&, it is difficult to provide the security and
incentives needed for increased investments in the agricdl-
tural sector and for the intrcduction of new productioﬁ
techniques,

‘2e Those situations 1ﬁ which the existing institutions support

' the requlrements of economic growth, but in ways which
intensify and exacerbate the inequalities inherent in the
phasent system, making a relatively small group wealthy and
leaving the mass of pecple'buhind in abject poverty.

Both situétions require institutional mcdification and 1nnovation. In.
the first case, changes need to be made so that institutional arrangements
are consistent with the requirements of economic gbowth. But caution needs
to be exercised so that the system will also provide for an equitable dis-
tribution and the ability to generate sufficient cmployment opportunities
for a growing population ({.e., that changes do not transform the system so

,13 Economic growth, of course, is deperndent cn many factors in addition to

appropriate institutions. Improved technology may not be available,
transport systems may be lnadequate, capital may be extrcmely limited,
etc. But even if these limitations are removed, growth may be slow be-
cause of the specific nature of the Institutional arrangements.
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that it resembles that of situation 2). This is, I believe, the underlying
rationale for the policlies being pursued by Tanzania and some other African
- countries. Ih the second case, changes need to focus on a more equitable
sharing of the emplovment opportunities and the fruits of inéreasing output
without, however, destroying the incentives necessary for achieving rapid

" economic growth (i.,e., that changes doc not transform the system so that it
‘resembles that of situation 1). There is no general formula which will fit
all circumstances, and nations need to maintaln an open and experimental
attitude on these questions, But objective research and analysis must be
vigorously pursued and can be of great assistence in this difficult task.

With respect to imstitutional changes inveolving certain program rﬁles‘
.(such as reducing private risk thbeugh insurance, reducing the individual's
opportunity cost of capital through subsidized credit, reducing the price of
factors through subsidized inputs, etc.) benefit/cost analysis may ba a most
useful tachnique for evaluating such changes. Even certain new directions
in nolicv can be analyzed in this manner, eao»cially if the changes are such
. that they do not involve fundamental shifts in rescurce ownership (and
therebyv the income diastribution structure). But for more fundamental policy
changes (i,e., those directed at redistributien from one group in society’
to another) and changes in the guiding principles within which policies are
formulated (usually the case In land tenure reforms), benefit/cost analysis
is ordinarilv insufficient, Theoretically, if all social costs and benafits
could be included, and long-run as well as shortsrun consequences could be
, fakon into account, this technique would be appropriate. But this is im=
possible given our present state of knowledge and data availsbilities. Thus,
analysis of such basic institutional changes must preocsed at a different
level, Major emphasis needs to be given to an claberation of the new system,
the productivity and employment consequences of resource distribution, and
the needed adjustmonts in the related functions of warketing, cbddit, re-
search and extension, The most difficult task of analysls is to present a
reasonaktle plan for the reconstruction of a new systom that will advance

broad development objectives more rapidly than the existing structure.
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These institutional adjustments are never easy, simple or automatic,
Without a concerted effort (both analyticzlly and politically) at institu-
tional reconstruction, there is little likelihood that a system resulting
"from adaptations to pressures from the economically poworful in the society
will achieve development, Even the gains realized in *echnical agriculture,
especiallv under -conditions of rapid population growth, may be nullified

without such reconstruction.lu

by Parsons, Op. 25;.
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